
Indexed Universal Life 
Is now the right time for your client... 

What if you could get the flexibility of adjustable premiums and face 
value, and an opportunity to increase cash value; would you go for it? 
What if you could get this without the inherent downside risk of in-
vesting in the equities market? It's your lucky day: All of this is possi-
ble with an indexed universal life insurance policy. These policies 
aren't for everyone, so read on to find out if this combination of flexi-
bility and investment growth is a good fit for you. 

What's Indexed Universal Life  (IUL)? 

IUL policies offer tax-deferred cash accumulation for retirement while 
maintaining a death benefit. People who need permanent life insur-
ance protection but wish to take advantage of possible cash accumu-
lation via an equity index might use IULs as key-person insurance for 
business owners, premium financing plans or estate-planning vehi-
cles. IULs are considered advanced life insurance products in that 
they can be difficult to adequately explain and understand. They are 
generally reserved for sophisticated buyers.  

How Does It Work? 

When a premium is paid, a portion pays for annual renewable term 
insurance based on the life of the insured. Any fees are paid, and the 
rest is added to the cash value. The total amount of cash value is 
credited with interest based on increases in an equity index (but it is 
NOT directly invested in the stock market). Some policies allow the 
policyholder to select multiple indexes. IULs usually offer a guaran-
teed minimum fixed interest rate and a choice of indexes. Policyhold-
ers can decide the percentage allocated to the fixed and indexed 
accounts. 

The value of the selected index is recorded at the beginning of the 
month and compared to the value at the end of the month. If the in-
dex increases during the month, the interest is added to the cash 
value. The index gains are credited back to the policy either on a 
monthly or annual basis. For example, if the index gained 6% from 
the beginning of June to the end of June, the 6% is multiplied by the 
cash value. The resulting interest is added to the cash value.  

Some policies calculate the index gains as the sum of the changes 
for the period. Other policies take an average of the daily gains for a 
month. If the index goes down instead of up, no interest is credited to 
the cash account. The gains from the index are credited to the policy 
based on a %, referred to as the "participation rate". The rate is set 
by the insurance company. It can be anywhere from 25% to more 
than 100%.  

 

 

IUL policies typically credit the index interest to cash accumulations 
either once a year or once every five years.   

 

What's Good About a IUL Policy? 

• Low Price: The policyholder bears the risk, so the premiums are 
low. 

• Cash Value Accumulation: Amounts credited to the cash value 
grow tax deferred. The cash value can pay the insurance premi-
ums, allowing the policyholder to reduce or stop making out-of-
pocket premiums payments. 

• Flexibility: The policyholder controls the amount risked in in-
dexed accounts vs. a fixed account; the death benefit amounts 
can be adjusted as needed. Most IUL policies offer a host of 
optional riders, from death benefit guarantees to no-lapse guar-
antees. 

• Death Benefit: This benefit is permanent. 

• Less Risky: The policy is not directly invested in the stock mar-
ket, thus reducing risk.  

 

What's Bad About a IUL Policy? 

• Caps on Accumulation Percentages: Insurance companies 
sometimes set a maximum participation rate that is less than 
100%.  

• Better for Larger Face Amounts: Smaller face values don't 
offer as much advantage over regular universal life policies. 

• Based on an Equity Index: If the index goes down, no interest 
is credited to the cash value. (Some policies offer a low guaran-
teed rate over a longer period). Investment vehicles use market 
indexes as a benchmark for performance. Their goal is normally 
to outperform the index. With the IUL, the goal is to profit from 
upward movements in the index.  

 

Conclusion 

While not for everyone, indexed universal life insurance policies are a 
viable option for people looking for the security of a fixed universal life 
policy and the interest-earning potential of a variable policy.  

 

 

 

We can help you get started in IUL! 
Give us a call! 
865-588-9555 
800-624-4502 



Indexed Universal Life Insurance provides two main advantages: death benefit protection and an Index Account that protects you 
from negative returns through a zero percent floor. Here’s an example of how the Index Account works in simple terms.

Rules of the Game
If the Index Account were a game of football, here’s how the rules would change:

 • It’s always first down.
 • You can never lose yards.
 • You can gain a maximum of 14 yards per play.

Take a look at what happens with these 
 “new rules.” 

 
The Play-by-Play
Pick your favorite quarterback. His team has the ball and is starting out on the 20 yard line.
 Play 1: Your quarterback throws for an 11-yard gain! The ball is spotted at the 31 yard line.
 Play 2:   Your quarterback is sacked at the 12 yard line for a 19-yard loss. But we’ve changed the rules so that you can never lose 

yards, so the ball is spotted at the 31 yard line where the play began, and it’s still first down.
 Play 3: Your quarterback throws for a five-yard gain. The ball is spotted at the 36 yard line, and it’s still first down.
 Play 4:  Your quarterback throws for a 20-yard gain. The 14-yard maximum kicks in so your team has to “give back” six of the 

yards. The net result is a gain of 14 yards and the ball is spotted squarely on the 50 yard line.
Game Summary:
Under normal rules, the team would have gained a total of 17 yards (gains of 11, 5, and 20 with a loss of 19 yards) and the ball 
would have been spotted at the 37 yard line. However, with the new rules, the team gained 30 yards and the ball is at the 50, which 
is an extra 13 yards downfield!

What does this mean for you?
Replace your football team with an Index Selection such as the S&P 500® Annual Point-to-Point. Each play is a year and the
yardage gains are locked in interest returns!

HOW AN INDEX ACCOUNT WORKS
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