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Modelling the Surrender Conditionsin Equity-Linked Life Insurance

We propose a modd for pricing a unit-linked life insurance endowment policy embedding a surrender
option. We consider both single-premium and annua premium payments. In a first moment we anayse a
quite genera contract, without specifying the way in which benefits and surrender vaues are linked to
the reference portfolio. For this general contract we obtain a backward recursive vauation formula
based on the Cox, Ross and Rubinstein (1979) binomial model. Then we concentrate upon a particular
case of the genera contract, that is the celebrated model with exogenous minimum guarantees pioneered
by Brennan and Schwartz (1976) and Boyle and Schwartz (1977). In this particular case we extend our
analysisin order to take into account the possibility that the minimum guarantees at death or maturity and
the cash surrender values are endogenously determined.
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