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Index Universal Life (IUL) insurance is a popular type of permanent life insurance that not only provides

a death benefit to beneficiaries but also includes a cash value component that can grow based on the

performance of a stock market index, like the S&P 500. It offers flexible premium payments, investment

potential, and tax advantages, but it also comes with risks and complexities that must be understood

before purchasing. This guide covers everything you need to know to make an informed decision about

whether an IUL policy is right for you. 
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Key Components:

Permanent Life Insurance: The policy stays in force as long as premiums are paid.•

Death Benefit: A tax-free payout to your beneficiaries upon your death.•

Cash Value: An account within the policy that grows over time based on index performance

and can be accessed through loans or withdrawals.

•

What is Index Universal

Life (IUL) Insurance? 

1. 

Index Universal Life (IUL) is a type of permanent life insurance that includes both a death benefit and a

cash value component. The cash value grows based on the performance of a selected index, such as the

S&P 500, but the policy does not directly invest in the stock market. This growth is subject to caps and

floors, which means you can participate in market gains up to a certain limit, while being protected from

market downturns to an extent.

How Cash Value Works:

Growth is linked to the performance of an index.•

No direct stock market investment.•

Caps limit the amount of market gain you can capture.•

Floors protect against market losses.•
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2.

Premiums  and
Flexibility in
IUL Policies 
One of the most attractive features of IUL policies is the

flexibility in premium payments. Unlike traditional whole life

insurance policies with fixed premiums, IUL allows

policyholders to adjust their payments over time based on

their financial situation. 

Key Points:•

Flexible Premiums: You can pay more or less into the

policy, as long as you maintain a minimum to keep the

policy in force.

•

Underfunding: If you don’t pay enough into the policy, it

may lose value, and you could risk a lapse in coverage.

•

Overfunding: Paying more than the required minimum

can build cash value more quickly, but it’s important to

avoid creating a Modified Endowment Contract (MEC),

which could lead to unfavorable tax treatment.

•

Understanding the consequences of how much and how

often you pay is critical to ensuring your policy remains in

good standing while building cash value. 
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3.

Death Benefit
Options in IUL
IUL policies offer two primary options for structuring the death

benefit: level death benefit and increasing death benefit. 

1. Level Death Benefit:

The death benefit remains the same throughout the life

of the policy, regardless of how much cash value

accumulates.

•

This option tends to have lower premiums because the

insurance company’s liability does not increase over

time.

•

2. Increasing Death Benefit:

The death benefit increases as the cash value grows.•

This option has higher premiums but provides more

protection since both the death benefit and the cash

value are paid to your beneficiaries.

•

Tax-Free Death Benefit: Regardless of the option you

choose, the death benefit is generally paid out tax-free to

your beneficiaries.

Choosing the right death benefit option depends on your

long-term goals and your need for future coverage.
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4.

How Interest is

Credited in IUL
The cash value in an IUL policy grows based on the

performance of an equity index like the S&P 500. However, the

mechanics of how interest is credited to the cash value are

complex. 

Key Concepts:

Caps, Floors, and Participation Rates:

Index Crediting Methods: Insurers may use different

methods to calculate the interest applied to your cash

value, such as:

•

Annual Point-to-Point: Compares the index value at the

beginning and end of the policy year.

•

Monthly Point-to-Point: Measures monthly index

changes, with interest credited based on cumulative

results.

•

Monthly Averaging: The average of monthly index

values over the policy year is used to determine interest.

•

Cap: The maximum return you can earn from the index

(e.g., 10%).

•

Floor: The minimum return you’ll receive, even if the

index performs poorly (often 0%, meaning no losses).

•

Participation Rate: The percentage of the index gain

that you receive (e.g., 80% of index growth).

•

These mechanisms help protect your cash value from market

downturns but also limit how much you can earn during

market upswings.
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5.

Understanding
Fees and
Charges in IUL
Like any financial product, IUL policies come with a variety of

fees and charges that can affect the performance of the policy. 

Main Fees:

Cost of Insurance (COI): This is the amount deducted

from your policy each month to cover the death benefit.

As you age, the cost of insurance typically increases.

•

Administrative Fees: These are flat fees charged by the

insurance company to manage your policy.

•

Mortality and Expense (M&E) Charges: A percentage of

your cash value that covers the insurer’s risk and

expenses.

•

Surrender Charges: If you cancel your policy or

withdraw too much money during the surrender charge

period (often 10-15 years), you’ll be charged a fee.

•

It’s important to review the fee structure of any IUL policy

before purchasing to ensure that the charges don’t erode your

cash value more than expected. 
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6.

Risks and

Limitations of

IUL
Although IUL policies offer growth potential and flexibility, they

also come with certain risks and limitations. 

Key Risks:

Cap Limits: Even if the index performs exceptionally

well, your returns are capped at a certain percentage,

which can limit your growth potential.

•

Market Downturns: While you’re protected from

negative returns by the floor, prolonged market

downturns can result in minimal or zero growth for your

cash value.

•

Policy Lapse: If the cash value is depleted due to poor

market performance or high fees, you may need to pay

additional premiums to keep the policy in force.

•

Understanding these risks is critical for managing your

expectations and maintaining your policy’s performance over

time. 
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7.

Surrender
Charges and
Policy
Withdrawals
IUL policies are designed to be long-term financial products. If

you decide to surrender your policy or make withdrawals in the

early years, you could face substantial charges. 

Surrender Charges:

Penalty-Free Withdrawals:

Typically, these charges apply if you cancel your policy

or withdraw money within the first 10-15 years.

•

The charges gradually decrease over time, usually

disappearing after a set period.

•

After the surrender charge period, you may be able to

withdraw funds from your cash value without penalty.

•

Be cautious, as large withdrawals could reduce the

death benefit or cause the policy to lapse.

•

Always check the surrender charge schedule in your policy

contract before making withdrawals or considering a policy

surrender. 
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8.

Tax
Implications of
IUL Policies
According to PTC, some of the key principles of sustainable 

product design are:

Tax-Deferred Growth:

Tax-Free Loans:

Avoiding Modified Endowment Contract (MEC)

Status:

Cash value growth inside the policy is tax-deferred,

meaning you don’t pay taxes on the interest credited to

your account as long as it stays in the policy.

•

You can borrow against your cash value without

triggering a taxable event. However, loans must be

repaid with interest; otherwise, unpaid loans will reduce

the death benefit.

•

If you overfund your policy beyond IRS limits, it may be

classified as a MEC. This would change the tax treatment

of your policy, making withdrawals and loans taxable as

ordinary income.

•

It’s crucial to manage your premiums and withdrawals

carefully to avoid unintended tax consequences. 

S A F E M O N E Y . C O M
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9.

Loan and Withdrawal
Options 

IUL policies offer flexible access to cash value through loans and withdrawals, but it’s important to

understand how these affect the policy. 

Policy Loans: Loans are taken against the cash value and are not considered taxable income.

However, they accrue interest, and any unpaid loan balance reduces the death benefit.

5

4

3

2

1

Loan Interest Rates: Policy loans generally have competitive interest rates, but you must pay

attention to whether the interest is fixed or variable.

Loan Repayment Flexibility: You are not required to repay loans on a set schedule, but unpaid

loans reduce the death benefit and may lead to policy lapse if the loan balance exceeds cash

value.

Withdrawals: Withdrawals are typically limited to the amount of cash value you’ve contributed,

known as the basis. Amounts withdrawn beyond the basis may be subject to taxes.

Understanding how loans and withdrawals impact your policy’s growth and death benefit is

crucial for long-term policy management. 
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10.

Investment Strategies
and Index Allocations 

IUL policies offer multiple index options and even fixed interest accounts that you can allocate your cash

value to. This gives you flexibility in managing risk and potential returns. 

Index Options:

Policies usually allow you to allocate your cash value to various stock market indices, such as:

S&P 500: Tracks the performance of 500 large U.S. companies.•

Global Indices: Some policies offer international or emerging market indices for diversification.•

4

3

2

1

Rebalancing and Allocation:

Policyholders can often change their index allocation annually. This flexibility allows you to adjust

your strategy as market conditions and your personal risk tolerance evolve.

Fixed Account Option:

Most IUL policies also offer a fixed account, which guarantees a minimum rate of return,

providing stability in case of poor market performance.

•

Proper index selection and regular review of your allocations can help you maximize the policy’s

growth potential while managing risk. 
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11.

Living Benefits and
Riders  
IIUL policies often offer riders, which are additional benefits that can be added to your policy for an

extra cost. 

Common Riders:

Accelerated Death Benefit: Allows you to access a portion of the death benefit early if you’re

diagnosed with a terminal illness.

•

Long-Term Care Rider: Pays for long-term care expenses if you become chronically ill or

disabled.

•

Waiver of Premium Rider: Waives your premium payments if you become disabled and can

no longer work.

•

These living benefits can add significant value to your policy, providing financial protection in case of

critical illness or disability. 
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12: 

Performance
Projections vs.
Reality
When you purchase an IUL policy, the insurance company will

often provide illustrations showing potential policy

performance under different scenarios. However, these

projections are not guaranteed. 

Illustrations:

Setting Realistic Expectations:

Projections are based on hypothetical index returns and

may show optimistic growth scenarios.

•

It’s important to remember that actual returns depend

on future market performance, which can vary

significantly from the projections.

•

Focus on understanding the assumptions behind these

illustrations, including the cap and floor rates.

•

Consider asking for conservative projections to get a

more realistic view of potential policy performance.

•

Always evaluate your policy’s actual performance during

annual reviews and adjust your strategy as needed. 

S A F E M O N E Y . C O M
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13.

Suitability of
IUL for Your
Financial Goals
An IUL policy can serve various financial goals, from protecting

your family to accumulating wealth for retirement. However,

it’s essential to assess if this product aligns with your personal

financial objectives. 

Wealth Accumulation:

Legacy Planning:

Retirement Income:

If you’re seeking tax-deferred growth and the potential

for higher returns than traditional whole life insurance,

an IUL can be a valuable tool for long-term savings.

•

For those who want to leave a tax-free legacy for their

heirs, IUL offers the dual benefit of a death benefit and

the potential for growth over time.

•

IUL can be used as a supplemental source of tax-free

retirement income through policy loans. However, this

strategy requires careful management to avoid

depleting the policy’s cash value and reducing the death

benefit.

•

Before purchasing an IUL policy, consider how it fits into your

broader financial plan and compare it with other financial

products like 401(k)s, IRAs, or whole life insurance.

S A F E M O N E Y . C O M
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14.
Company Ratings and
Financial Stability   
IThe strength and stability of the insurance company issuing your IUL policy are crucial to ensuring that

your policy performs as expected over the long term. 

Financial Ratings:

Customer Experience:

Check the insurer’s ratings from agencies like A.M. Best, S&P, or Moody’s to ensure they have

the financial strength to meet future obligations.

•

A strong rating is especially important for policies with long-term commitments like IULs.•

Look into the company’s claims settlement history and customer service reputation. Reliable

companies are more likely to provide support and flexibility when needed.

•

Ensure that the insurance company you choose has a strong financial foundation and a good track

record of serving policyholders. 
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15: 

Pros and Cons of IUL 
Before purchasing an IUL, it’s important to weigh the pros and cons. 

Pros:

Cons:

Caps limit the growth potential in strong markets.

Flexibility in premium payments and death benefit options.•

Cash value growth potential linked to market performance.•

Tax advantages, including tax-deferred growth and tax-free loans.•

Complexity: IUL policies have many moving parts, including fees, index crediting methods,

and tax implications.

•

High costs: Administrative fees and cost of insurance charges can be significant over time.•

Considering both the benefits and the limitations of an IUL will help you make an informed
decision. 
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16: 

Working with Financial
Advisors
Given the complexity of IUL policies, working with a knowledgeable financial advisor can be essential. 

Finding the Right Advisor:

Advisor Compensation:

Seek out an advisor with experience in life insurance and IULs in particular.•

Ensure the advisor understands your financial goals and can tailor the policy to meet those

needs.

•

Understand that advisors may earn commissions from selling life insurance policies. Ask

questions to ensure you’re receiving unbiased advice.

•

A qualified advisor can help you navigate the details of an IUL policy and ensure it aligns with
your financial goals. 
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17: 

Comparing IUL with Other
Life Insurance Products
IUL is one of several types of permanent life insurance. Here’s how it compares to other options:

Whole Life Insurance:

Variable Universal Life (VUL):

Guarantees: Whole life offers guaranteed death benefits and cash value growth, but the growth

is slower compared to IUL.

•

Premiums: Whole life has fixed premiums, while IUL offers flexibility.•

Market Exposure: VUL allows for direct investment in mutual funds, offering higher growth

potential but also greater risk.

•

Risk: IUL provides downside protection through floors, while VUL exposes your cash value to

potential market losses.

•

When deciding between IUL, whole life, and VUL, consider your risk tolerance, growth goals,
and desire for flexibility.
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18: 

Policy Reviews and
Adjustments
Your financial goals and needs may change over time, and it’s essential to review your IUL policy

regularly.

Annual Reviews:

Reallocation:

Review your policy’s cash value growth, death benefit, and overall performance annually.•

Adjust your premium payments, index allocations, or death benefit options as necessary to

reflect changes in your financial situation.

•

If market conditions change or your risk tolerance evolves, consider reallocating your cash

value to different index options or the fixed account.

•

Regular reviews ensure that your policy stays on track to meet your long-term goals and avoids
potential problems like policy lapse or underperformance.



An Index Universal Life (IUL) insurance policy can be a powerful financial tool when used correctly.

With its flexible premiums, potential for cash value growth, and tax advantages, an IUL can meet a

variety of financial goals, including wealth accumulation, estate planning, and retirement income.

However, it is essential to understand the risks, fees, and complexities involved before making a

commitment. By working with a knowledgeable advisor and regularly reviewing your policy, you can

maximize the benefits of your IUL while minimizing potential drawbacks.
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Conclusion



This guide on Index Universal Life (IUL) Insurance is provided by SafeMoney.com for informational purposes only. While we strive to ensure

that the content is accurate, comprehensive, and up-to-date, the information contained in this guide should not be construed as financial,

legal, or insurance advice. SafeMoney.com is not a licensed financial advisor, insurance broker, or tax consultant. For advice tailored to your

personal financial situation, we strongly recommend consulting with a licensed professional in the appropriate field, such as a certified

financial advisor, tax professional, or insurance agent.

Key Points of Disclaimer:

No Warranties: The information in this guide is provided “as is,” with no warranties, express or implied, regarding its accuracy, reliability, or

completeness. Any reliance you place on this information is strictly at your own risk.

Consultation with Professionals: Life insurance products, including IUL policies, are complex financial instruments, and their suitability

depends on your individual circumstances, goals, and financial position. We highly recommend speaking with a licensed financial advisor

or insurance agent before making any purchasing decisions.

Tax Implications: The tax information provided in this guide is based on general tax principles and may not reflect current tax law changes

or your specific tax situation. Always seek advice from a qualified tax professional before making any tax-related decisions.

No Endorsement: The guide may refer to specific insurance companies, products, or financial strategies. These references are made for

illustrative purposes only and do not constitute an endorsement or recommendation by SafeMoney.com. You are encouraged to conduct

your own due diligence when selecting financial products or providers.

Investment Risks: IUL insurance policies involve risks, including market-linked risks that affect the growth of the cash value. Past

performance of indices is not indicative of future results. Caps, participation rates, and other factors may limit your returns. Please review

all policy documents carefully and consult with your insurance provider to fully understand the terms and conditions.

Sources

The information in this guide has been compiled from a variety of reputable sources, including but not limited to:

National Association of Insurance Commissioners (NAIC): Providing consumer education on life insurance products and regulatory

information. (www.naic.org)

Internal Revenue Service (IRS): Tax guidelines related to life insurance policies and Modified Endowment Contracts (MECs). (www.irs.gov)

Financial Industry Regulatory Authority (FINRA): Insights on life insurance as an investment and associated risks. (www.finra.org)

Insurance Information Institute (III): Independent data and research on the insurance industry. (www.iii.org)

A.M. Best, Standard & Poor’s, Moody’s: Credit rating agencies providing insurer ratings and financial strength evaluations.

These sources are widely recognized authorities in the fields of insurance, financial planning, and regulatory oversight. However,

SafeMoney.com is not affiliated with these organizations and does not guarantee the accuracy of the information provided by third-party

sources.

Copyright

All content in this guide is the intellectual property of SafeMoney.com. Unauthorized reproduction or distribution of this material without

written consent is prohibited.

SafeMoney.com is dedicated to providing consumers with clear, unbiased information on financial products to help make informed

decisions. However, we emphasize that life insurance policies, including IULs, should be tailored to individual needs, and this guide should

not replace personalized advice from licensed professionals.

20S A F E M O N E Y . C O M

G U I D E B O O K

Disclaimer 


