
Is an Indexed Universal Life Policy (IUL) appropriate for you? 

Indexed universal life (IUL) can play a useful role in a diversified financial plan when it is used deliberately for 
tax-advantaged accumulation, risk management, and estate planning—not as a stand‑alone investment or “magic” 
product. [1][2][3] 

 

What an IUL Actually Is 
An IUL is a form of permanent life insurance with a flexible premium and an adjustable death benefit, plus a cash 
value account whose credited interest is linked to a market index (such as the S&P 500) rather than a fixed rate. The 
policy typically offers a minimum credited rate “floor” (often 0%) and a cap or participation rate on upside, so cash 
value can benefit from index growth subject to caps, participation rates, and policy charges, and does not 
experience direct market losses from index declines.[4][5][6][7][3][8] 
 

Potential Advantages IUL May Bring to a Portfolio 
When structured and funded properly, an IUL adds several 
unique characteristics that traditional investment accounts 
usually do not provide in a single vehicle.[6][2][1] 

●​ Tax-deferred cash value growth: Earnings inside the 
policy accumulate without current income taxation, 
which can enhance compounding over long periods 
depending on policy performance, funding, and 
costs.[2][7][1] 

●​ Tax-favored access to cash: Policy loans and 
withdrawals (up to basis) can often be taken without 
triggering income tax if the policy remains in force 
and avoids MEC status. Loans and withdrawals can 
reduce policy values and increase lapse risk.[7][9][2] 

●​ Generally, income tax–free death benefit: The death 
benefit passes to beneficiaries free of federal income 
tax, providing built‑in protection and estate planning 
leverage.[8][10][2] 

●​ Market-linked growth with limited downside exposure 
to index declines: Crediting methods allow 
participation in a portion of index gains while a 
guaranteed floor helps shield against negative index 
years.[3][1][6] 

●​ Flexible premiums and benefits: Policy owners can 
adjust premiums and, in some cases, death benefits 
to adapt to changing cash flow or protection needs 
over time.[11][6][3] 

 Strategic Roles in a Broader Plan 
IUL works best when it is filling specific planning 
gaps rather than trying to replace core 
retirement or investment vehicles.[12][2][3] 

●​ Tax-diversification bucket: Alongside 
pre-tax (401(k)) and after-tax (brokerage) 
accounts, IUL can serve as an additional 
tax-advantaged source of future 
distributions via policy loans.[1][2][7] 

●​ Volatility buffer in retirement: Because 
loans are not forced by market 
conditions, an IUL cash value can be 
tapped in down markets to avoid selling 
equities at depressed prices, potentially 
improving portfolio sustainability.[11][3][1] 

●​ Legacy and estate planning: A permanent 
death benefit can efficiently transfer 
wealth, equalize inheritances, or provide 
liquidity for estate taxes, business 
buyouts, or special‑needs 
planning.[10][2][11] 

●​ Living benefits: Many modern IULs offer 
riders for chronic, critical, or terminal 
illness that can accelerate part of the 
death benefit, effectively stacking 
additional protection into the same 
premium stream.[3][11] 

 

Hypothetical example for educational purposes only 
A high-income professional who already maxes out qualified plans could, in certain circumstances, overfund an IUL  
during peak earning years, allow tax-deferred growth, and later draw tax-advantaged policy loans to supplement 
retirement income while still leaving a death benefit to heirs.[2][1] 
 



 

Risks, Costs, and When IUL Is a Poor Fit 
IUL is not suitable for everyone, and the same features 
that make it powerful can be problematic if 
misunderstood or misused.[13][14][12] 

●​ Complex mechanics: Caps, participation rates, 
spreads, and cost-of-insurance charges are 
intricate and can change, making it hard for 
laypeople to accurately project 
outcomes.[14][12][3] 

●​ Fees and rising costs: Internal charges, including 
mortality and expense costs, can erode returns; 
rising costs at older ages increase the risk of lapse 
if funding is inadequate.[13][12][3] 

●​ Returns below equity markets: Due to caps, fees, 
and the exclusion of index dividends, long-term 
IUL returns have historically trailed direct equity 
index investing, especially when policies are not 
aggressively overfunded.[14][12][3] 

●​ Policy lapse risk: Poor funding, aggressive lending, 
or unfavorable experience can cause a policy to 
lapse, potentially creating tax consequences if an 
outstanding gain remains.[12][13][3] 

●​ Marketing abuses: Regulators have scrutinized 
IUL sales illustrations in which agents overstated 
likely returns or downplayed costs, underscoring 
the need for conservative assumptions, proper 
disclosures, and client-specific analysis.[13][14][12] 

 When and Why IUL Belongs in a Portfolio 
Viewed through an asset-allocation lens, IUL is best 
framed as a specialized, tax-advantaged, risk-managed 
asset class with an embedded life insurance component 
rather than a substitute for low-cost index funds.[3][12] 
 
IUL can be a sensible part of a portfolio when: 

●​ There is a genuine need or desire for a 
permanent death benefit coupled with 
tax-advantaged accumulation.[2][11] 

●​ The client is willing and able to fund the policy 
adequately for many years, often at a level 
closer to the maximum allowed under tax 
rules.[2][3] 

●​ Other tax-advantaged vehicles (401(k), IRA, HSA, 
etc.) are already being appropriately 
utilized.[1][2] 

●​ The client understands that projected returns 
are modest compared with equities and values 
the combination of tax treatment, downside 
protection, and insurance benefits.[14][12][3] 

Used in this disciplined way, an IUL can complement 
traditional investments by adding tax diversification, 
income flexibility, and permanent protection, making it 
a potentially valuable—but highly 
design‑sensitive—component of a comprehensive 
financial strategy.[1][3][2] 
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Financial Gravity Family Office Services, Inc. (“FGFOS”) is an SEC-registered investment adviser with the U.S. Securities and Exchange 
Commission. Registration does not imply any level of skill or training. The information provided is for educational purposes only and should not be 
considered specific investment, tax, or legal advice. All investments involve risk, including possible loss of principal. Any references to outperformance, 
“alpha,” tax benefits, or planning outcomes are illustrative only and do not assure any particular result. Information from third-party sources is believed 
to be reliable but is not guaranteed for accuracy or completeness. Important tax and performance note: Tax treatment depends on individual 
circumstances, policy design, funding levels, and continued policy performance. Tax laws and interpretations may change. Policy values, loan availability, 
and outcomes are not guaranteed. 


