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Types of Life Insurance

(1) Term Life Insurance policy
(2) Ordinary life insurance 
(3) Variable life insurance 
(4) Universal Life Insurance 
(5) Variable universal life 
(6) Current assumption whole life insurance 

3



Types of Life Insurance

• Life insurance policies can be classified in two general categories:
• Term insurance provide temporary protection
• Cash-value life insurance has a savings component and builds cash 

values

• There are many variations of both types available today
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Example

5



Example 
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(1) Term Life Insurance Policy

(1) Term Life Insurance policy = protection is temporary
• Protection expires at the end of the policy period, unless renewed
• Most term policies are renewable for additional periods 

• Premiums increase at each renewal
• Most term policies are convertible, which means the policy can be exchanged for 

a cash-value policy without evidence of insurability
• Under the attained-age method, the premium charged for the new policy is 

based on the insured’s attained age at the time of conversion
• Under the original-age method, the premium charged for the new policy is 

based on the insured's original age when the term insurance was first purchased
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Examples: $500,000 Term Life Insurance Premiums
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(1) Term Life Insurance Policy: Uses and Limitations 
Uses and Limitations of Term Life Insurance
• Term insurance is appropriate when:
• The amount of income that can be spent on life insurance is limited
• The need for protection is temporary
• The insured wants to guarantee future insurability

• However, 
• Term insurance premiums increase with age at an increasing rate and 

eventually reach prohibitive levels
• Term insurance is inappropriate if you wish to save money for a 

specific need
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Note: Whole life insurance 

•Whole life insurance is a cash value policy that provides lifetime 
protection
• A stated amount is paid to a designated beneficiary when the insured 

dies, regardless of when the death occurs
• Types include:

• Ordinary life insurance 
• Variable life insurance 
• Universal Life Insurance 
• Variable universal life 
• Current assumption whole life insurance 
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(2) Ordinary life insurance 

Ordinary life insurance is a level-premium policy that provides lifetime 
protection 
• Premiums are level throughout the premium paying: 

SAME Price, while the amount of coverage offered increases 
• The excess premiums paid during the early years are used to supplement 

the inadequate premiums paid during the later years of the policy. It is 
referred to as a legal reserve
• The insurer’s legal reserve is a liability that must be offset by sufficient 

financial assets
• The net amount at risk is the difference between the legal reserve and the 

face amount of coverage
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Relationship Between the Net Amount at Risk and Legal 
Reserve (1980 CSO Mortality Table)
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• Another characteristic of ordinary life insurance policies is the 
accumulation of cash surrender values

• An ordinary life policy is appropriate when lifetime protection is needed



(3) Variable life insurance and (4) Universal Life Insurance 

(3) Variable life insurance is a fixed-premium policy in which the death benefit and 
cash values vary according to the investment experience of a separate account 
maintained by the insurer

(4) Universal Life Insurance is a flexible premium policy that provides lifetime 
protection

• After the first premium, the policyholder decides the amount and frequency of 
payments
• Most policies have a target premium, but the policyowner is not obligated to 

pay it
• The protection and savings components are unbundled

• the policyholder’s statement shows the premiums paid, death benefit, and 
value of the cash value account 

• It also shows the mortality charge and the interest credited to the cash value 
account
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Exhibit: Universal life insurance

• There are two forms of universal life insurance:
• Option A pays a level death benefit during the early 

years
• The death benefit increases in later years to meet 

the corridor test required by the Internal Revenue 
Code

• Option B provides for an increasing death benefit
• The death benefit is equal to a constant net 

amount at risk plus the accumulated cash value
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Example: Whole Life Insurance

Example: Assume that Jason, age 25, buys a universal life policy with a level death 
benefit of $100,000. The annual planned premium is $445. 

Each premium is subject to a 5 percent premium expense charge. The policy has 
a monthly administrative charge of $6. The policy provides for a maximum mortality 
charge, but the current mortality charge is only about two-thirds of the maximum rate. 
The policy has a guaranteed interest rate of 4.5 percent and a current interest rate of 5.5 
percent that is not guaranteed.
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(4) Universal Life Insurance

•Universal life provides considerable flexibility
• Cash withdrawals are permitted with and policies receive favorable federal income 

tax treatment

• Limitations of universal life policies include:
• Insurers advertise misleading rates of return – Gross Rate vs. Net Rate
• Cash-value and premium-payment projections based on higher interest rates are 

misleading and invalid
• Insurers can increase the current mortality charge to recoup expenses
• A policy may lapse because some policyowners do not have a firm commitment 

to pay premiums
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(5) Variable universal life 

Variable universal life is an important variation of whole life insurance
•Most are sold as investments
• Similar to universal life except that:
• The policy owner decides how the premiums are invested
• The policy does not guarantee a minimum interest rate or minimum 

cash value
• These policies have relatively high expense charges, including front-

end loads for sales commissions, back-end surrender charges, and 
investment management fees
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20Source: www.muangthai.co.th/en/product/main/investment-linked/unit-linked-list/funds-fact

Fund Type
Management 

Company

Historical Performance (%)

3months 6months 1year 3years
Year to 
Date

Money Market Fund 0.34 0.67 1.27 1.25 0.24

Fixed Income Fund 0.59 0.98 1.23 1.46 0.31

Balance Fund 0.85 -0.24 -0.53 3.63 2.25

Equity Fund 0.60 -3.54 -7.73 9.57 5.54

Foreign Equity fund 1.10 -4.28 -1.09 10.24 8.57

Alternative Investment Fund 5.64 5.73 6.87 5.66 4.96



(6) Current assumption whole life insurance 
Current assumption whole life insurance is a nonparticipating whole 
life policy in which the cash values are based on the insurer’s current 
mortality, investment, and expense experience

• An accumulation account reflects the cash value under the policy
• If the policy is surrendered, a surrender charge is deducted from the accumulation 

account
• A guaranteed interest rate and current interest rate are used to determine cash 

values
• A fixed death benefit and maximum premium level at the time of issue are stated 

in the policy
• Two forms of current assumption whole life products:

• Low-premium products, with a low initial premium
• High-premium products, with a vanishing premium provision
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23Source: www.muangthai.co.th/en/service/NAV/NAV_Universal_life

Fund Performance



Comparison of Major Life Insurance Contracts

24



Question?
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