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and more lately we are having clients bring a letter to our office from their friendly life insurance company that reads something like the following:
Dear Policy Holder:  As you know, you are one of our valued policy holders, which is a reason that we are writing to you today.  The cash value in your life insurance policy will soon be depleted and your policy will soon expire.  To keep this from happening, you are advised to take one of the following 3 courses of action:
1. Go ahead and let the policy expire;

2. Increase your monthly premium payments (or if you desire, send in one big lump sum instead)
3. Take a reduced paid-up amount of life insurance(only  if you have enough cash left in your policy).
Have you received your letter yet?  If you are the owner of a life insurance policy that you have owned for a number of years, chances are that if you haven’t received your letter yet, you will soon.  Here are the reasons why and it’s usually got nothing to do with the company that issued the policy.
Insurance policies are underwritten and issued based on certain “initial assumptions”.  One of these initial assumptions is that the money that you pay into the policy is going to earn a certain rate of interest, both now and in the future.  When you pay your monthly, quarterly, annual or lump sum premiums payments, a certain percentage goes to pay cost of insurance.  The remainder goes into your cash value, which accumulates at interest inside of your policy.

If the prevailing interest rate drops, the amount of earned income on invested money earned by insurance companies also drops.  This means that the 

internal rate or return on your insurance policy drops and the initial assumptions are no longer valid.

As a result of all of this, more of each dollar that you pay into your life policy goes to payment for cost of insurance and an increasingly smaller amount goes to keep your life insurance in force.  After a period of time, as interest rates continue to drop, all of your premium payments go to cost of insurance and none to cash value.  Ultimately, the insurance company starts using your accumulated cash value just to keep these policies in force, until all of the cash in your policy is used.  At this point your policy has no money to keep your insurance in force, so unless you pay more money into your policy, it terminates, “crashes” or “explodes”, whichever you prefer.

Even if you were told when you bought your policy, that if you paid in $X per month it would keep your insurance in force for life, that statement was based on the initial assumptions, which may no longer be valid.  Same story for some who were told that they had a paid-up policy – NOT NECESSARILY SO!  If the interest rate changes, the initial assumptions are no longer valid.
SUMMARY:  If you have a life insurance policy, let us examine it for you, free of charge.  We will request a special free report from your insurance company to make sure your policy is still good and is not about to explode.  Call us ASAP so we can check this for you.  Your family will thank you later.
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