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Consumer Advisory – Universal Life Insurance
A universal life insurance policy is a type of permanent insurance. The premium for this
type of insurance policy is flexible. This means that you may choose the amount that
you pay. This is your “planned premium.” Part of the premium pays for your life
insurance, and any remaining funds are put into the cash value of your policy. The cash
value will earn interest; your policy will indicate the minimum rate of interest you will
earn. The premium payments plus the cash value must be enough to pay the cost of
insurance and administrative charges for your policy. Administrative costs are expenses
incurred by your insurance company to maintain computer systems, manage the
investments, claims payments, or other affiliated fees.
The actual cost of insurance may be more or less than your planned premium. When
you first purchase a policy, usually the premium will be more than the cost of insurance
in the early years and therefore it builds cash value. Your cost of insurance will increase
each year as you get older. If your planned premium payment is not enough to cover
the cost of insurance and other charges, the required additional money will be deducted
from the cash value of the policy. If your cost of insurance and other charges are more
than the premium you pay and the cash value, you may need to consider increasing
your premium or decreasing your death benefit so that your coverage may stay in force.
When you bought the policy, you may have selected the amount of premium based on
the interest rates at the time and the belief that the interest would add enough to the
cash value so that your planned premium would never have to go up. But if interest
rates are not as high as predicted when the policy was sold, the planned premium may
not be enough to pay for the policy. If you do not adjust the death benefit, or pay more
in premium when interest rates fall or the cost of insurance increases, then the policy
will lapse when the cash value is not enough to pay the cost of insurance.
You may no longer have a cash value benefit if you purchased the policy at a time when
the interest rates were high, you did not change the amount of your premium and
interest rates decreased. If you took money out of your policy and reduced the cash
value, then you have decreased your cash account. As a result, you have earned less
interest than you originally planned.

Each year, the company sends an annual statement. The annual statement tells you
how the policy is doing, including the current cash value, and lets you know if you are
paying enough to keep the policy in force. If you do not understand these statements,
you should contact your insurance company or insurance agent to get a full explanation.

