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SELECTING THE BEST POLICY

Insurance works best when it works for you. With 
so many different types of insurance contracts 
out there, trying to pick the best one for you can 
be overwhelming. A discussion of your goals will 
eliminate many choices and allow you and your 
agent to focus only on the types of insurance that 
are going to answer your needs. 

For instance, are you going to use the policy for 
supplemental retirement income, family protection, 
estate tax liquidity, or all three? The functionality of 
the insurance will dictate the situations in which it’s 
used. Variable products are typically designed for cash 
accumulation, while fixed policies often offer strong 
guarantees. Policies may also provide guarantees of 
face amount, cash value, future insurability, minimum 
rates of return, and maximum costs. The more risk you’re 
willing to take on, the fewer fees the policy will charge. 

Guaranteed death benefits
Term insurance is the most basic example of a 
guaranteed death benefit. As the insured, you pay a 
set premium for a number of years, in return for which 
the insurance company promises to pay a fixed death 
benefit if you pass away during that term period. This 
is often the most affordable insurance and is probably 
the best place to look for temporary protection. 

There are potential pitfalls with using term insurance, 
however. Your health may deteriorate during the initial 
term period, making reinsurability an issue. This can 
be avoided by selecting a term policy that offers a 
conversion feature to a permanent policy with no 
additional proof of insurability. Term is often used in 
business succession planning, or in cases where 
protection is needed but availability of finances limits 
the use of permanent products. 

Universal life (UL) and whole life are designed to offer 
protection for your life rather than a term of years. 
Whole life and some fixed UL policies promise the 
policy will not lapse, regardless of the policy’s 
investment performance, provided certain funding 
levels are met. They may also offer the possiwhy bility 
of some cash accumulation. But, remember, the more 
guarantees offered by a policy, the higher the 
premium. Because whole life insurance guarantees a 
minimum cash value, the premiums will be higher 
than UL.

In the end, you have to ask yourself how much your 
peace of mind is worth. As is the case with most 
investments, if you’re not comfortable with risk, you 
will likely be more comfortable with a fixed product, 
such as UL. But if you’re looking for significant growth 
potential and are willing to sacrifice some of the 
guarantees offered by fixed products, consider 
investing in an equity product like variable universal 
life (VUL). Note that guaranteed features are subject 
to the claims-paying ability of the issuer.

Accumulation
Most permanent life insurance has some cash value 
provision. Premiums invested in whole life are credited 
with dividends. UL premiums are invested in the 
company’s general account and earn a fixed interest 
rate that can change monthly. While either of these 
products may help you reach some of your accumulation 
goals, a VUL contract with multimanaged fund selection 
offers the best chance for higher returns over the life 
of the policy. It is important to note that the account 
value will fluctuate according to the performance of 
the sub-accounts. It is possible to lose more than the 
principal amount invested.
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VUL offers a great opportunity to grow assets in a 
diversified portfolio on a tax-deferred basis. If you are 
younger and can afford the appropriate premium, you 
may find that, despite the up and down nature of the 
investments, the risk is reduced over time. 

It’s certainly the most flexible. The death benefit, 
premium, and investment allocation are all self-directed. 
Provided there is sufficient account value to cover the 
costs of insurance and policy maintenance fees, the 
premiums you pay can be as low as possible—just to 
cover expenses—or as high as the law allows. 

A basic VUL policy used for supplemental retirement 
income, in addition to life insurance coverage, consists 
of term insurance and investment sub-accounts. The 
excess over the cost of insurance can be invested in a 
broad range of asset classes. One question is not how 
much the insurance costs but how much you can 
afford to pay into the plan. Assuming that tax-deferred 
growth, basis-first (tax-free) withdrawals, and zero-spread 
loans are the more appealing features of the contract, 
you’ll want to minimize expenses that can be a drain 
on performance. You can reduce the costs associated 
with the policy by setting up the policy using the 
lowest death benefit allowed by the IRS. This will 
eliminate any unnecessary fees associated with the 
cost of the insurance. Based on your funding levels, 
your agent can run illustrations showing the most 
efficient plan for accumulating wealth within your 
VUL contract.

When considering using VUL policies for 
supplemental retirement income, it’s important to 
note that underperformance of the policy’s sub-accounts 
may require increased premium payments to prevent a 
policy lapse.  In the event of a policy lapse or termination, 
outstanding loans will be deemed a taxable payment 
to you as the investor.

Reaching a decision
When looking at life insurance, particularly permanent 
coverage, you should be able to answer these questions: 

 • Can I afford the current premium? 

 • Will I be able to afford it in the future? 

 •  Might the rising cost of coverage cause required 
premiums to rise? If so, will I be prepared to meet 
those higher premiums? 

Some illustrations show shorter durations for 
premium payments. Whole life contracts may 
illustrate how premiums are offset by future 
dividends. Are these guaranteed? Are you prepared to 
pay for additional years if the cash values are not as 
high as projected, or if dividends fall off?

Most important, be sure your coverage is affordable, 
issued by a highly rated carrier, and effective in 
meeting your needs. If you are considering the VUL 
product, you should carefully evaluate the product’s 
investment objective, risks, charges, and other expenses. 
The product’s current prospectus contains this and other 
information and is available from your financial 
professional. Read the prospectus carefully before you 
invest or send money. 


