Money Matters

Skloff Financial Group Question of the Month
Are Indexed Universal Life Insurance Policies as Good as They Sound? — Part 2
By Aaron Skloff, AlIF, CFA, MBA

Q: We read the article ‘Are Indexed Universal Life Insurance Policies as Good as They Sound?’ Part 1. Can Indexed Universal Life
(TUL) Insurance Policies be designed to maximize the tax-free death benefit?

The Problem — Maximizing the Tax-Free Death Benefit on Indexed Universal Life (IUL) Insurance Policies
Indexed Universal Life (IUL) insurance policies must be customized to maximize tax-free death benefits.

The Solution — Customizing Indexed Universal Life (IUL) Insurance Policies to Maximize the Tax-Free Death Benefit

IUL insurance policies can be customized for various goals. If the goal is to maximize the tax-free death benefit, you can contribute to the
policy beyond the premium for the tax-free death benefit. Those additional contributions are added to the cash value of the policy. The cash
value increases with the indexed interest rate (credit rate), net of costs and charges, and can cover premiums and charges. The difference
between the tax-free death benefit and cash value of the policy is the net amount at risk for the insurance company. See the chart below.

As the Policyholder's Cash Value Increases the Net Amount at Risk Decreases for the Insurance Company
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Numbers Speak Louder Than Words. Let’s look at a husband and wife, Bill and Sue, who are each 40 years old. They each pay $10,000
per year for 25 years for IUL insurance policies. Their goal is to maximize their tax-free death benefit through age 100, while completing their
premiums payments at age 64. The IUL policy they purchase receives credits annually based on the annual point-to-point price increase in the
S&P 500 Index, is based on a 5.92% interest rate, 100% participation rate and a 9.50% cap on the S&P 500 Index.

Bill will have $1,766,123 of tax-free death benefit through age 100, despite paying $250,000 in cumulative premiums (highlighted in
blue in the chart below). Had Bill paid the same premiums for a Guaranteed Indexed Universal Life Insurance (GIUL) policy or a Guaranteed
Universal Life Insurance (GUL) policy, his tax-free death benefit would have been $1,266,620 or $1,216,127, respectively.

Sue will have $2,116,210 of tax-free death benefit through age 100, despite paying $250,000 in cumulative premiums (highlighted in
blue in the chart below). Had Sue paid the same premiums for a Guaranteed Indexed Universal Life Insurance (GIUL) policy or a Guaranteed
Universal Life Insurance (GUL) policy, her tax-free death benefit would have been $1,500,540 or $1,472,151, respectively.

Indexed Universal Life (IUL) Insurance with 5.92% Interest Rate, 100.00% Participation Rate, 9.50% Cap on S&P 500 Index vs
Guaranteed Indexed Universal Life (GIUL) Insurance and Guaranteed Universal Life (GUL) Insurance

Insurance Policy Policy 25 Year Cumulative Age 60 Age 80 Age 100
Type Owner - Age Premium Premiums Death Benefit | Death Benefit | Death Benefit
Indexed Universal Life Insurance (IUL) Bill - 40 $ 10,000 | $ 250,000 | $ 1,766,123 | $ 1,766,123 | $ 1,766,123
Guaranteed Indexed Universal Life Insurance (GIUL) Bill - 40 $ 10,000 | $ 250,000 $ 1,266,620 $ 1,266,620 $ 1,266,620
Guaranteed Universal Life Insurance (GUL) Bill - 40 $ 10,000 | $ 250,000 | $ 1,216,127 | $ 1,216,127 | $ 1,216,127
Indexed Universal Life Insurance (IUL) Sue - 40 $ 10,000 | $ 250,000 $ 2,116,210 $ 2,116,210| $ 2,116,210
Guaranteed Indexed Uniwersal Life Insurance (GIUL) Sue - 40 $ 10,000 | $ 250,000 | $ 1,500,540 | $ 1,500,540 | $ 1,500,540
Guaranteed Universal Life Insurance (GUL) Sue - 40 $ 10,000 | $ 250,000 | $ 1,472,151 $ 1,472,151 $ 1,472,151

Action Steps — Customize Your Indexed Universal Life (IUL) Insurance Policy for Your Goals

Before purchasing an UL insurance policy evaluate its: death benefit, underlying index, cap rate, participation rate, spread rate, bonuses, cost
of insurance, charges, and cash flow capabilities in the form of policy withdrawals and loans. Work closely with an experienced financial
professional to customize your UL insurance policy for your goals.
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