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How Equity Index Life Works 
 
Life Insurance 
Life Insurance provides unique benefits that are unmatched by other financial planning 
instruments. Although the primary benefit of life insurance is to provide cash upon death, in the 
final analysis life insurance is for the living. Permanent life insurance gives you a solid 
foundation and may be used for: 
 
 
* Paying Final Expenses - Bills, medical costs, funeral needs 
* Dream Fulfillment - Paying off the mortgage or sending the children go to college 
* Spouse Income - Benefits may be used to replace salary or pension income 
* Estate Planning - Covering estate needs and bequeaths 
* Emergency Fund - Any cash values may be withdrawn or borrowed against if needed 
 
 
Only life insurance can provide an immediate estate. If others are economically dependent upon 
you, life insurance can provide the cash to take care of those needs. Life insurance may also be 
used to preserve an estate by providing cash to pay estate settlement costs. 
 
Permanent Insurance 
There are really only two types of life insurance - insurance that does build a cash value or 
insurance that does not build a cash value, otherwise known as term insurance. Term insurance 
provides a specified benefit for a specified period of time; when the time is up the coverage 
expires. One example of term coverage is flight insurance. We pay a few dollars at the airport 
kiosk for an insurance policy. If the plane successfully completes the flight, our policy expires. 
 
This is how term insurance works. One difference between flight insurance and regular term 
insurance is the cost goes up as we get older. You can delay the increase in premium by 
selecting a policy that levels the premium for a period of time, but if you still want the coverage 
to continue at the end of the period, you will pay more. Permanent insurance is designed to 
provide lifetime insurance protection. The premium you pay covers the current costs of the 
insurance protection with the balance used to build up a cash value. This cash value helps to 
keep premiums level for the life of the policy or may even eliminate the need for premiums at 
some point down the road. 
 
A popular type of permanent life insurance is Universal Life or UL. UL gives you more control 
and greater flexibility. UL allows you to increase or decrease the specified benefit if your 
situation changes (increases are usually subject to evidence of insurability) and premiums can 
be adjusted. If your cash value growth is sufficient, it may even be possible for you to quit 
paying premiums at some future date. Of course, if cash value growth is below expectations you 
may need to continue paying at least the minimum required premium. Another type of 
permanent insurance is Variable Universal Life or VUL. Over time stock investments have 
generated higher returns than fixed interest instruments like bonds. VUL uses part of the 
premium to cover the current costs of the insurance protection with the balance invested in sub-
accounts containing diverse portfolios of equities. It is hoped that these VUL accounts will 
increase cash value growth. One risk of VUL is that the accounts are fully exposed to the swings 
of the stock market. In a declining market cash values could decrease and additional premiums 
be required. 
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Equity Indexed Universal Life 
The dynamics of the last few years have resulted in a new approach to permanent life 
insurance. Consumers like the higher return potential of linking cash value growth to equity 
markets, but some of them did not like the possibility of losing cash value if the market went 
down. To meet these needs, insurance companies developed equity indexed universal life or 
EIUL. EIUL shares the coverage and premium flexibility of other universal life policies, however, 
the crediting of interest is unique. Typically, cash values increases are linked to positive 
changes in a stock market index. If the index is higher at the end of the policy year, the interest 
credited to the cash value may reflect this. So, if the calculated index is higher at the end of the 
year, the cash value may participate in a percentage of this increase. 
What if the index goes down? If the index stays flat or declines, the cash value is still credited 
with a minimum guaranteed interest rate! This is the attraction of EIUL. When the index goes up, 
the policy owner shares in the increase, but if the index goes down, the policy still earns at least 
a minimum interest rate. 
 
Now, it should be noted, the cash value will probably not reflect all of the increase in the index, 
nor are dividends or capital gains included in the index calculation. Protecting the cash value 
from market loss and guaranteeing a minimum return costs money. EIUL is underwritten by 
insurance companies. 
 
Equity Indexed Universal Life Offers 
 

 Tax-deferral of interest earnings 
 

 Tax-advantaged insurance protection 
 

 Equity indexed linked returns 
 

 Cash value protection against market declines 
 

 Guaranteed minimum annual returns 
 

 Annual lock-in of earnings 
 

 Premium flexibility 
 

 Cash value access 
 
 
How Interest Is Credited 
Let’s say we have a cash value of $10,000 and a minimum interest rate of 1%. We’ll further 
assume we receive 100% of the calculated index gain for the year up to the 17% cap. At the end 
of the year, the calculated index gain is 20%. Hence, the cash value would earn 17% for the 
year (the maximum annual increase to be credited to the cash value) or $1,700. So, our cash 
value would now be worth $11,700 ($10,000 plus $1,700). But what if the market dropped 10% 
the following year? The locked-in cash value of $11,700 would be unaffected by the market 
decline and would earn 1% or $117 ($11,000 time 1%), leaving a cash value of $11,170. 



 3

How Equity Index Life Works 
 
EIUL products may use one or a combination of the following methods to determine amounts 
credited to the cash value: 
 
Participation Rate - A percentage of the increase in the index that will 
be used to determine the amount to be credited to the cash value.  
 
Spreads or Asset Fees - A stated percentage that is deducted from 
positive increases in the index. 
 
Caps - A maximum annual increase to be credited to the cash value. 
 
Why Would I Consider EIUL? 
Equity Indexed Universal Life is for people that need life insurance and desire permanent 
protection. They want greater flexibility and greater control than is available with traditional 
insurance. In addition EIUL owners: 
 
 

Like the opportunity for higher potential interest 
With equity linked returns 

 
 

Don’t like the volatility and risks of VUL 
 
 

Want the certainty of knowing they’ll earn at least 
a minimum return in both good times and bad 

 
 
EIUL is offered as a flexible premium personal insurance plan with premiums paid monthly, 
quarterly or yearly. EIUL is offered for estate planning purposes as survivorship life. And, EIUL 
is offered as a single premium insurance instrument. 
 
Where IS EIUL Available? 
EIUL policies are available from agents appointed with the insurance companies that offer them. 
Your insurance agent, stockbroker, financial planner or bank probably works with several index 
life providers. Sit down with them, and review the index product materials before you purchase. 
 
Prepared by National Association for Indexed Products 2000. Information is not intended to 
provide complete data on any index product and is for illustrative purposes only. Information is 
from sources believed accurate, but is not warranted. 
 


