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When the insured individual of  a term insurance policy dies during 

the policies duration, a death benefit is paid to the beneficiary. This 

policy type is suitable when there is a temporary need for coverage. 

The premiums of  a term policy are often  level and guaranteed for 

a specific number of  years (the term). The most common level 

term periods are 10, 15, 20, or 30 years. After the level term period 

the policy type changes to Annually Renewable Term, and the   

premiums increase dramatically if  the insured renews the policy 

each year.  

To combat this, most term policies have a conversion feature. This 

guarantees the policy can be exchanged for a new permanent life 

insurance policy during the specified “conversion period” with               

no further evidence of  insurability or underwriting required. The 

conversion feature is often allowed for the full level term period, 

up to a maximum age (e.g. 65 or 70). This important feature allows 

the policy to adapt to changing needs of  the insured should their 

circumstances or health change.  

CIRCUMSTANCES  

CHANGE 
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Case Study 1: Young Executive 

A 37 year old CFO living in Virginia, he is married, has 2 children (ages 

4 and 7), and is in excellent health. His annual income is $400,000. He 

wants $5 million of  coverage for income replacement for his wife until 

his children finish college. He was recommended two level 20-Year 

term insurance options: 

 Policy A: Annual Premium of  $2,048 

 Can be converted for the first 10 years to a policy that       

company makes available for conversion 

 Policy B: Annual Premium of  $2,237 

 Can be converted for the first 20 

years to any permanent product 

By age 55, he has accumulated substantial assets and faces a potential estate tax   

liability. He wants to convert to a permanent policy with fixed, level premiums. 

During the past 18 years, his health has changed.  Due to his conditions, he would 

be rated at Table D when applying for new coverage.  

Because he opted for Policy B with the full conversion feature, he is able to      

convert his term policy to a Guaranteed Universal Life contract with an              

annual premium of  $59,751. If  he had selected a policy with a more limited      

conversion feature, or none at all, and submitted a new application for the       

same GUL policy, he would face annual premiums almost twice as high   

($116,656). By spending $189 a year more ($3,402 over the 18-year period)           

for a policy with a better conversion feature, he was able to obtain an                  

annual premium savings of  $56,905 for his new GUL policy.  
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Case Study 2: Key Employee 

A 62-year-old key employee works for a small business 

in Maryland. His employer wants $3 million of  keyman 

coverage to continue operations, recruit a suitable        

replacement, and pay off  debts in the event of  the key 

employee’s death. The employee has mild health        

conditions but was able to get approved at Standard 

nonsmoker rates. The employer opted for a level 10-

Year Term Insurance policy with annual premiums of  

$17,430, and the ability to be converted up to age 70, to 

any product.  

To summarize, the conversion feature is an important 

provision which allows the policy to adapt to changing 

needs and health circumstances. In the long run, cheaper 

is not always better! 

Five years later, the employee was diagnosed and treated 

for a serious health condition. He was no   longer insurable 

for new coverage but was able to sell his policy to a life   

settlement company and received a $1.3 million life         

settlement. Prior to settlement, his policy was converted to 

a permanent universal life policy. The employee used the 

proceeds to help with medical expenses and supplement 

his retirement.  
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This material and the opinions voiced are for general information only and are not intended to provide specific advice or 
recommendations for any individual or entity. To determine what is appropriate for you, please contact your Financial 
Professional. Information obtained from third-party sources are believed to be reliable but not guaranteed.  

All Examples are hypothetical and for illustrative purposes only and may not reflect the typical clients experience and 
are not intended to represent or guarantee that anyone will achieve the same or similar results.  
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