LIFE INSURANCE TYPE

POLICY CATEGORY

WHO BEARS THE
INVESTMENT RISK?

WHAT DOES THIS TYPE
OF POLICY DO?

REGARDING THE DEATH
BENEFIT, WHO MIGHT
CONSIDER THIS TYPE
OF POLICY?

REGARDING THE CASH VALUE,
WHO MIGHT CONSIDER THIS
TYPE OF POLICY?

WHAT DEATH BENEFIT
OPTIONS DOES THIS
TYPE OF POLICY HAVE?

CAN THE DEATH BENEFIT
EVER DECREASE DUE TO
PERFORMANCE?

HOW DOES THE CASH VALUE
GROW IN THIS POLICY?

CAN THE CASH VALUE
EVER DECREASE DUE TO
PERFORMANCE?

TERM LIFE

Term

- COMMON LIFE INSURANCE POLICIES

PARTICIPATING WHOLE LIFE (WL)

Permanent

INDEXED UNIVERSAL LIFE (IUL)

Permanent
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VARIABLE UNIVERSAL LIFE (VUL)

Permanent

Death Benefit Only

Death Benefit & Cash Value

Death Benefit & Cash Value

Death Benefit & Cash Value

The insurance company

The insurance company

The insurance company

The policy owner

This life insurance product

provides the highest level of

death benefit, per premium

dollars paid, on a temporary
basis?

This life insurance product
provides a permanent death
benefit via level premiums, and

accumulates cash value based on a

guaranteed interest rate plus
dividends

This life insurance product
provides a permanent death
benefit via flexible premiums, and
accumulates cash value based on a
fixed rate and/or interest credited
tied to the performance of a
market index (e.g., S&P 500)

This life insurance product
provides a permanent death
benefit via flexible premiums, and
accumulates cash value based on
the investment performance of
underlying subaccounts

Someone who wants a
temporary death benefit that
can be purchased with lower
premiums, and is comfortable

with losing that death benefit at
a future date

Someone who wants a

permanent death benefit that can

be purchased with level and
predictable premiums that are
guaranteed to keep it in force

Someone who wants a permanent
death benefit that can be
purchased with a flexible premium
schedule, and is comfortable with
relying on the performance of
fixed and/or indexed crediting
rates to keep it in force

Someone who wants a
permanent death benefit that
can be purchased with a flexible
premium schedule, and is
comfortable with relying on the
performance of investment
subaccounts to keep it in force

Someone who wants
tax-deferred cash value growth
that is guaranteed, relatively

Someone who wants tax-deferred
cash value growth that is not
guaranteed and slightly

Someone who wants
tax-deferred cash value growth
that is not guaranteed and very

N/A2 ) npredictable, but has the potential )
predictable, and comparable to unpredictable, but ha potentia unpredictable, but has the
) to have greater performance than .
the performance of other fixed- . . . potential to have performance
) oo that of fixed-income or cash-like o
income or cash-like instruments ) comparable to equities
instruments
Level Level Level (e.g., Type I, Option A) Level (e.g., Type |, Option A)
Increasing or decreasing Increasing (via PUA dividend Increasin (ge y_ﬁf é ”po tion B) Increasin (ge y_rlf 'e ”po tion B)
(uncommon) election) g(€.8. lypell, Lp (&8 ypell, Up
No No No Levgl (Type l or Opt|oq A): No
Increasing (Type Il or Option B): Yes
. i
Guaranteed interest rate + Guaranteed minimunm fixed rate Non-guaranteed performance of
N/A - and/or non-guaranteed S
non-guaranteed dividends? . . . . underlying investment subaccounts
index-linked interest credit
N/A No Yes* Yes
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2025 - COMMON LIFE INSURANCE POLICIES

WHAT ARE SOME IMPORTANT
POLICY DESIGN FACTORS
THAT CAN IMPACT THE
PERFORMANCE OF CASH
VALUE ACCUMULATION?

COULD THIS POLICY
BECOME A MEC?®

HOW ARE POLICY
WITHDRAWALS TAXED?

IS THERE A PENALTY FOR
WITHDRAWALS TAKEN PRIOR
TO THE AGE OF 59Y2?

ARE POLICY LOANS TAXABLE?

IS THERE A PENALTY FOR
POLICY LOANS TAKEN PRIOR
TO THE AGE OF 59Y2?

WHAT TYPES OF POLICY LOANS
ARE COMMONLY AVAILABLE
WITH THIS POLICY?

WHAT INCREASES
MY COST BASIS?

WHAT DECREASES
MY COST BASIS?

IS THE DEATH BENEFIT
SUBJECT TO FEDERAL
INCOME TAXATION?

IS THE DEATH BENEFIT
POTENTIALLY SUBJECT
TO ESTATE TAXATION?
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TERM LIFE PARTICIPATING WHOLE LIFE (WL) INDEXED UNIVERSAL LIFE (IUL) VARIABLE UNIVERSAL LIFE (VUL)
Minimizing the death ben.eflt Minimizing the death benefit Minimizing the death benefit
Length of scheduled premiums . )
) Length of scheduled premiums Length of scheduled premiums
Allocation toward base, PUA, and ) . ) . . )
N/A term premiums (i.e., policy blending) Level vs. increasing death benefit Level vs. increasing death benefit
P o & POlIcY & CVAT vs. GPT design structure CVAT vs. GPT design structure
Having dividends purchase PUAs . ; ) ;
. . . Strategically changing the death Strategically changing the death
Direct vs. Non-Direct Recognition - ) : - . ;
. . . benefit from increasing to level benefit from increasing to level
Strategically exercising the RPU option
No Yes Yes Yes
N/A Non-MEC: First-in, first-out (FIFO) Non-MEC: First-in, first-out (FIFO) Non-MEC: First-in, first-out (FIFO)
MEC: Last-in, first-out (LIFO) MEC: Last-in, first-out (LIFO) MEC: Last-in, first-out (LIFO)
N/A Non-MEC: No Non-MEC: No Non-MEC: No
MEC: Yes MEC: Yes MEC: Yes
N/A Non-MEC: No Non-MEC: No Non-MEC: No
MEC: Yes MEC: Yes MEC: Yes
N/A Non-MEC: No Non-MEC: No Non-MEC: No
MEC: Yes MEC: Yes MEC: Yes
) Fixed )
N/A Fixed Variable Fixed
Variable Variable
Indexed
N/A Non-MEC: Contributions Non-MEC: Contributions Non-MEC: Contributions
MEC: Contributions and policy loans MEC: Contributions and policy loans MEC: Contributions and policy loans
N/A Withdrawals and dividends Withdrawals Withdrawals
taken as cash
No No No No
Yes Yes Yes Yes

"Many term policies offer a term conversion rider. This may be a good option to consider if someone wants the option to convert their term policy to a permanent policy in the future.
2Some term policies offer a return of premium rider. These riders are uncommon and generally result in a higher premium in the policy.
3Participating WL policies offer several dividend options to consider (e.g., purchase PUAs, pay out as cash, earn interest, pay premium, pay policy loan, purchase term insurance, etc.).

“While an IUL can never have a negative rate credited due to poor performance, the overall cash value can still decrease if policy charges are in excess of the cash value growth in any given year.
°A policy can become a modified endowment contract (MEC) if it fails the 7-pay test. A MEC loses some tax advantages compared to a non-MEC policy.
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Guide Your Clients
With Confidence

With our checklists, flowcharts, and
summary guides, you can:

_

Learn more at fpPathfinder.com
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Systematically uncover planning issues
with interactive versions of our guides:

© Avoid surprises in client meetings
© Create efficiencies in your business
© Provide a consistent planning process

Provide more value to your clients by
showing the client white labeled versions
of our guides to match your firm:

©@ Uncover more planning issues
© Facilitate better conversations
© Communicate planning concepts easily

Stop missing planning issues for clients:

© 100+ guides cover the most common
planning situations

© New guides are added monthly

© Guides are updated as rules change

Note to students: Sign up for fpPathfinder and receive a 10% discount when you use this registration link.
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https://www.fppathfinder.com/become-a-member/?partnership=ac10

