What is IUL
Indexed Universal Life Insurance (IUL) products can provide both downside protec�on and
growth opportunity. They provide downside protec�on by shielding the por�on of your premium
not used to cover policy costs and any previously credited interest from losses when index performance is nega�ve. They provide growth poten�al by credi�ng interest based on the
posi�ve performance of a linked index.

How does IUL work?

Evalua�ng poten�al growth

The por�on of your premium not
used to cover insurance costs,
riders or charges can grow through
indexed strategies, a ﬁxed account,
or a combina�on.

While the past performance of an index is not a predictor
of the future, it does provide perspec�ve when evalua�ng
future possibili�es. For historical perspec�ve on how the
S&P 500 Index might perform within the content of an
IUL, consider a hypothe�cal IUL product with the
following features:
• Interest linked to the performance of the S&P 500
Index with a 0% ﬂoor.
• An annual point-to-point credi�ng method. This means
that interest credited is determined by comparing the
value of the index segment at the beginning of the
1-year index segment credi�ng term to its value at the
end of the index segment credi�ng term, subject to the
limits of any caps.

Indexed Universal Life Insurance
policies typically credit interest
annually based on the performance
of a stock market index, such as
the S&P 500® Index. If the
performance of the index is
posi�ve during the annual interest
period (index segment term),
interest will be credited up to a
declared “cap.” Any “index-linked”
credit your policy value receives is
locked-in and shielded from
poten�al market declines in the
future.
More importantly, an index
strategy provides a guaranteed
minimum index credi�ng rate,
or index ﬂoor. If the index
performance is nega�ve during the
index segment term, your policy
value will not experience a related
nega�ve return.

Next, consider the frequency and scale of past index
performance:
• Frequency: To align with our hypothe�cal annual
point-to-point analysis, consider how o�en the S&P
500 Index was posi�ve during rolling 12-month
periods.
• Scale: When the S&P 500 Index was posi�ve, how
large were the returns?
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Looking back at the historical performance of the S&P 500 Index from January 2, 1951 through December 29,
2017, we can see how o�en the index was posi�ve within rolling 12-month periods of �me.
Frequency of posi�ve years in the S&P 500 Index
January 1951 - December 2017 (16,860 rolling 12-month periods, sampled daily.)

Number of posi�ve periods:

12,341

73% of the �me

Number of nega�ve periods:

4,519

27% of the �me

Source: First American Insurance Underwriters (FAIU)

Ac tu ar i a l G u i d e li n e 4 9 (A G 4 9 ), I U L i l l u s t r a � o n s a n d p r o j e c t e d g r o w t h p o t e n � a l
IUL products can be complex and confusing due to the many features and decision points to consider before
purchase. An illustra�on is one of the primary tools available to help compare products and aid in the decision making process. In September of 2015, NAIC Actuarial Guideline 49 was released to improve consistency
within IUL illustra�ons and help consumers more easily understand indexed policies and their poten�al vola�lity
by placing guidelines on how policies may be illustrated.
The Illustrated future growth poten�al of an IUL policy can be aﬀected by many things, including policy charges, index strategies, index caps, index ﬂoors and the resul�ng maximum illustrated credi�ng rate. While index
caps and ﬂoors are determined separately within each company’s policy design, maximum illustrated rates are
governed by AG49 and are intended to bring greater consistency across index alloca�on op�ons and clarity when
comparing products.

AG49 maximum illustrated rates based on varying caps
1-year S&P 500 Index Cap

Maximum rate

Source: First American Insurance Underwriters (FAIU)
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Scale of posi�ve returns
Now that we know the historical frequency of posi�ve annual returns in the S&P 500 Index over �me, let’s
take a closer look at the scale of those returns.
Start by looking at each individual 1-year period, sampled daily—the 16,860 periods from January 1951
through December 2017.
In those rolling 1-year periods, the S&P 500 Index was posi�ve 12,341 �mes and nega�ve 4,519 �mes.
This means an IUL would have credited some interest during the 12,341 posi�ve periods and credited no
index earnings (but also no nega�ve returns) during the nega�ve periods.

12,341
Posi�ve periods

• 73% of �me.
• Some interest credited.
• Returns are greater than 12%
for 52% of the posi�ve periods.

4,519

Nega�ve Periods
• 27% of the �me.
• No interest credited.
• No value cost.

During those 12,341 annual periods when the market was
posi�ve, how o�en was the performance in excess of various rates
of return?
1-year returns
greater than

Number of period

1%
2%
3%
4%
5%
6%
7%
8%
9%
10%
11%
12%
13%
14%

12,027
11,692
11,374
10,961
10,545
10,101
9,550
9,014
8,392
7,777
7,076
6,442
5,840
5,298

Percentage of �mes
97%
94%
92%
89%
85%
82%
78%
73%
68%
63%
58%
52%
47%
43%

Source: First American Insurance Underwriters (FAIU)
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H ow do es th is aﬀe ct o u r h y p o t h e� c a l I U L ?
Although our hypothe�cal IUL may have included a cap, it’s not possible to know what that cap may
have been in those past periods. However, we do know that during the 12,341 annual periods when
the index performed posi�vely, the indexed interest credited would have been the lesser of the
index performance or the cap in eﬀect at that �me. And for the 4,519 annual periods where the
index performance was nega�ve, the hypothe�cal IUL would have been credited no interest, but the
policy value and previously credited interest would have been preserved.

W h a t d o es thi s i nf o r m a � o n t el l u s ?
While no one can predict how an index strategy will perform in the future, historical perspec�ve
shows that, if the mechanism for interest credi�ng in an IUL is the S&P 500 Index 1-Year
Point-to-Point, its performance has been posi�ve more o�en than not.
While there’s no guarantee that the past will be repeated in the future, an IUL product can provide
certainty by keeping your policy value protected from nega�ve returns, and opportunity for outcomes
that could be be�er than other permanent life insurance products.
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IUL and “Financial Security”
IUL can play an important role in ﬁnancial defense
IUL can play an important role in ﬁnancial oﬀense
• Small addi�onal contribu�ons to IUL can make huge diﬀerences
IUL can provide tax diversiﬁca�on to a re�rement strategy
• Elimina�ng “downside market risk” exposure in re�rement can be essen�al
to re�rement por�olio performance
• You can use IUL to help your clients prepare for what they expect to happen...
and for what they don’t
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Strong growth in disposable income and bond rates, along with con�nued low
unemployment, will aid 2019 total life insurance sales growth.
IUL has been one of the life insurance success stories of the last decade, with
double-digit premium increases in most years. Through the ﬁrst nine months
of 2018, annualized premium gained more than 10% over the same period in
2017, growing nearly $1.9 billion.

Taxes - the 5,10,20, Story
Most people understand the beneﬁts of diversifying investments among asset classes to help manage
the risk and return of a re�rement plan. But diversiﬁca�on can also be used to help manage the tax
treatment of re�rement assets – resul�ng in the poten�al for higher net income during re�rement
years.
Which choice below would you prefer to pay taxes on?

Contribu�on (5), Accumula�on (10), or Distribu�on (20)

$5,000,000
$4,000,000
$3,000,000

Maximum Funded Life Insurance may be
the only way to achieve these results!

$1,769,227

$2,000,000
$1,000,000
$0

$4,320,000

Will the client be glad he paid tax
on the $594k and not the $4.3M?

$594,000

Contribu�on Accumula�on

Distribu�on

Assump�ons: $22,000 annual contribu�on to your IUL for 27 years. $172,800
distribu�ons for next 25 years. 7.44% projected rate
Source: First American Insurance Underwriters (FAIU)
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What is Hedging and Why Does it Ma�er?
Because no one can predict the future, we need the ability to quickly react to changes in
the market. Hedging makes that possible.
Hedging is a way that carriers help manage
the impact of market downturns, managing
assets in a way that helps them guarantee
their promises to their policyholders. They use
a por�on of your life insurance premium
payment, invest it, and purchase hedges so
they can credit interest to your policy.
Hedging helps manage risk and backs up the
product guarantee so it will be there for you
when you need it.
The two main types of hedging
Sta�c hedges are set up, meaning carriers
purchase assets from investment banks and
then they are le� in place for a speciﬁc period
of �me without being rebalanced or adjusted.
Most insurance companies rely on banks for
their sta�c hedging.
Since banks charge for this service, it adds
cost for the insurance company -- and for the
client.

How Hedging works
Every �me a carrier receives a premium
payment for one of their index universal life
insurance policies, they take a small por�on of
that payment and place it into a hedge.
For example, if your premium payment is
$1,000:
• First, they separate the $1,000 premium
into two parts.
• $950 is invested in an index fund, which is
made up of assets, predominantly
high-grade bonds, where it is designed to
grow back to $1,000.
• The remaining $50 is used to purchase
hedges to help protect their promises.
At the end of the policy year, the carrier
credits your life insurance cash value with
indexed interest, assuming a posi�ve index
change, according to the credi�ng method
you’ve chosen.

Dynamic hedging requires frequent
adjustments (daily or even more o�en) as
stock prices change.
Generally speaking, the more frequently a
hedge is adjusted, the be�er it has the
opportunity to perform.
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Performance Comparison of the S&P 500
and an Indexed UL Strategy
$350,000

Red Line/ Blue Line

$332,975

$100k Lump Sum 1999 Through 2016

$300,000

Growth Poten�al
up to 15% CAP

$250,000

$303,976

$241,498

150.86%
Diﬀerence
($150,859)

$213,715
$200,000

$150,000

Downside
with 0% ﬂoor
IUL Capped
$143,344
Example

$100,000
$100,000
$100,000
$50,000

$113,000

$0
1998

2000

$167,697
$182,116
$167,477

$113,000
$102,295

$98,589
$73,473

$71,575

2002

82.12% Gain

$116,013

$115,377

$107,410

S&P 500

$161,979

232.98% Gain

2004

2006

2008

2010

2012

2014

2016

Source: First American Insurance Underwriters (FAIU)
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Let’s Talk About “Re�rement Income”
Key Points:

$1M initial balance; $100k annual withdrawals
10% cap; 0% Floor

The 12.78% return is capped at 10%, the 23.45% return is capped at 10%, and the 38.49% nega�ve return has a ﬂoor of 0%.
When the returns are run forward, the $61,522 earning over year (EOY) increased by $344,770 to $406,292!
And the $139,187 nega�ve increased by $418,622 to become a $279,435 posi�ve balance!
So you started with $1 million, took out $1 million, and s�ll had either $406,000 or $279,000 remaining!
This compares the diﬀerence of an unprotected por�olio to one that’s protected by caps and ﬂoors. No�ce that it’s not as much about
keeping your upside poten�al during re�rement, as it is about reducing or elimina�ng the impact of the downside risk.

$344,770

$418,622

Source: First American Insurance Underwriters (FAIU)

Let’s Talk About “Re�rement Income”
$1m initial balance; $100k annual withdrawals
2% Cap; 0% Floor

Here, the cap rate is lowered from 10% to just 2% to see what happens. Now the 12.78% turns into just 2%, same with the 23.45%. The
38.49% nega�ve s�ll had its 0% ﬂoor. None of the returns on the right exceed 2%.
Look what happened: The $61,522 EOY was s�ll increased by $18,459 to $79,981. The $139,187 nega�ve EOY was increased by $195,799
to become a $56,612 posi�ve balance. That’s pre�y incredible, and it underscores that, during distribu�on, it’s not so much about the
upside poten�al as it is about the reduc�on or elimina�on of the downside risk.

$18,459

195,899

Caps and floors matter during distribution as much as during accumulation.
Source: First American Insurance Underwriters (FAIU)

Life Insurance as an Asset Class:

Crea�ng a predictable legacy in an unpredictable world
Adding a Financial hedge to your por�olio
in the same way auto and homeowners provide for protec�on from unexpected ﬁnancial losses, life insurance
can provide your beneﬁciaries or business with a predictable death beneﬁt if something were to happen to you.
When used as an estate planning tool, the life insurance policy’s proceeds will o�en yield a more compe��ve
rate of return compared to legacy assets held in a taxable investment.

A look at investment risk

In the investment world, nearly all assets are subject to risk -- a lesson many investors learned during the
last economic downturn.
Consider this: If your investment experienced a 25% loss during this �me period, what gain would you
need to return to the break-even point? Many investors reason that a 25% loss would require a 25% gain,
but the reality is that fewer dollars translate to propor�onately smaller gains. In the scenario below, for
example, it would take nearly 11 years for a $100,000 taxable investment to recover the loss.

Example 1:
How long to recover an investment loss?
$100,000

$ 100,755

$100,00 Starting Value

25%

$75,000

0

1

Break even
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2

3

4

Investment

5

6
Years

7

8

9

10

11

A 25% loss would
require a 33% gain just
to break even—a climb
that would take nearly
11 years earning
average annual returns
of 4% (subject to a
federal income tax rate
of 32%).

Source: First American Insurance Underwriters (FAIU)
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Life insurance adds predictability
In �mes of economic uncertainty, many individuals turn to life insurance to help stabilize their investment
por�olios. Why? The death beneﬁt paid to beneﬁciaries is based on a combina�on of conserva�ve investments
and the mortality predic�ons derived from actuarial tables. In other words, the life insurance company’s ability
to es�mate the �me of death of those who pay into a life insurance pool means the policy’s proceeds are largely
insulated from the market’s ups and downs.
Addi�onally, if properly structured in a trust that exists outside of the taxable estate, the death beneﬁt proceeds
are paid to the trust free of federal income and estate taxes.

Example 2:

Internal Rates of Return (IRR) on $3 Million Death Beneﬁt
Pre-tax
IRR
8.73%
A�er-tax
IRR
5.94%

3%

7.9

%
.39

5

89

90

Life
Expectancy

0%

7.2

%
.90

5%

6.5

46%

4

4.

91

92

6%

5.9

5%

4.0

93

2%

5.4

9%

3.6

3%

4.9

5%

3.3

94

8%

4%

3.0

95

6%

4.4

96

4.0

6%

2.7

8%

0%

2.5

97

3%

3.6

98

3.3
6%

2.2

99

Age at Which Death Occurs

For a 67 year-old female, by life expectancy (age 89)
the probability of death occurring is 49%*
Source: First American Insurance Underwriters (FAIU)
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Years for Taxable Investment to Match Death Beneﬁt

Chart compares what legacy beneﬁciaries would receive if, star�ng at age 67, the policy owner placed
$60,758 each year into a taxable investment earning an average annual rate of 4% (subject to a
federal income tax rate of 32%) instead of paying premiums on a universal life insurance policy with a
no-lapse guarantee.

If death occurred at
life expectancy (age
89), the death
Beneﬁt would
provide the
beneﬁciaries with
53% more!

Death
Beneﬁt

$3,121,134

$3,000,000
$2,792,211
$2,441,090
$2,193,616

$1,959,074

Taxable
Investment

89
Life
Expectancy

91

93
95
Age at Which Death Occurs

Source: First American Insurance Underwriters (FAIU)

The Beneﬁts of owning life insurance
When properly structured, life insurance provides several poten�al
beneﬁts:
• Access to Money
Life insurance can help equalize the inheritance received
by beneﬁciaries, and provide the money they need to replace
income, pay oﬀ debt or cover end-of-life expenses.
• Control
As the policy owner, you direct how proceeds are distributed,
and help assets avoid the costs and delays of probate.
• Self-Comple�on
The life insurance policy death beneﬁt can facilitate “selfcomple�on” of your ﬁnancial plans by providing the cash
your beneﬁciaries need to:
- Replace lost income and future contribu�ons to savings
- Avoid the need to sell investments during a down market
- Fund a business transi�on plan
• Maximize Wealth Transfer
Life insurance proceeds are paid to the beneﬁciaries free
of federal income taxes, and, if held in a properly structured
trust that exists outside the taxable estate, assets are also
free of federal estate taxes.
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98

It would take
approximately
9 more years for
the investment to
grow to match the
$3 million death
beneﬁt guaranteed
from day one of
owning the policy.

Is owning life insurance the
right strategy for you?
A life insurance policy may be a good
choice if you:
• Own a diverse por�olio of assets
you aren’t planning to use for your
own re�rement income needs.
• Want to leave all or a por�on of
these assets to your beneﬁciaries.
• Want to eliminate the need for
beneﬁciaries to liquidate assets
during a down market.
• Would like to minimize the impact
of federal estate and income taxes
on your legacy.
• Wish to poten�ally protect legacy
assets from creditors, predators,
spendthri� beneﬁciaries and other
unforeseen liabili�es.
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