
How to Fund a Tax-Free Retirement with the 
Guaranteed Interest Rate of IUL by Walter Hines

Many baby boomers face major financial challenges when it comes to their plans for retirement. 

Furthermore, market crashes in 1981, 2001, and 2008 caused a roller-coaster of ups and downs in 

most portfolio plans resulting in below average returns.  Poor choices in selecting age appropriate 

risk has been another factor in below average returns for most retirement strategies.  As a result 

many baby boomers and generation X’ers will have to work well into their 70’s in order to save 

enough money for a decent retirement.  Many won’t be able to retire at all. They will have to 

work until they are forced into retirement.

The 401(k) Challenge

Pensions were basically phased out by large corporations during the Reagan era due to their 

expenses, and were replaced by 401(k) plans.  These plans were more cost effective and didn’t 

require employers to offer guaranteed benefits to their employees during retirement. The 

company was no longer responsible for the employee during their retirement even after years of 

faithful service.  Unfortunately, this left the employee that faithfully contributed to this “new” 

plan with an assumption that it was similar to their old plan. However, qualified 401(k) plans and 

other similar company packages such as 457 plans, and 403(b) plans are subjected to the 

fluctuations of the stock market and offer no guarantees of payment to the owners after 

retirement.  Though 403(b) plans are offered by public institutions and non- profits, portfolio 

performances are still directly related to the stock market causing fluctuations in account 

balances.  In addition, lifestyles have changed, and many people have also decided not to save as 

much money as their parents.
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Retirement Plans Do Not Protect Against Disability

According to statistics provided by the website Disabled World, 12.1% of Americans between 

the ages of 21-64 reported having a disability in 2008, and 14.8% of the population, age 5 and 

over, have some sort of disability.  These statistics include patients with chronic and critical 

illnesses.  Chronic and Critical illnesses such as cancer, kidney and liver diseases, and 

diabetes have forced many people, and not just seniors, into bankruptcy.  Most qualified and 

non-qualified retirement plans offer no coverage for sickness and disease. An entire retirement 

plan and other investments into real estate can be wiped out in as little as 3-5 years after a 

major disability. 

A Powerful Solution

Indexed universal life insurance policies offer a viable solution to the problems that many 

people face. Indexed universal life insurance policies are designed for those in need of life 

insurance and provide a death benefit for the insured; however the policy may be used to 

supplement income from other sources. They also can provide money for long term care 

expenses.  These products may be used as the sole option for retirement; however, they work 

best as a supplemental plan to group or individual retirement plans, Social Security, and other 

investments such as trusts and real estate (in other words, every retirement plan should be well 

diversified).  

Indexed products are unknown to most outside of the insurance industry, and were overlooked 

for years until variable investment products such as equities, bonds, and variable policies 

downturned severely during the last market collapse. Indexed universal life provides a more 

stable and higher performing option. This is why indexed annuities and indexed universal life 

products have soared since 2009.  The reason for the success? The guarantees.
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A word of warning: When someone speaks of offering guarantees or an unrealistic return on 

an investment, they should always be viewed with skepticism.  IUL insurance policies do 

offer guaranteed returns, but you have to obey the rules of the road.  Most insurance 

companies that offer IULs, state that the historical returns for these products are somewhere 

around 7-8%.  There is a 10 year surrender fee to offset expenses and to encourage long term 

saving. So, if someone takes out money during the first ten years, they will incur withdrawal 

fees.  The guaranteed return feature maybe lost depending on how much money is withdrawn.  

However, the upside to these plans are tremendous when compared to other investment 

products such as company administered retirement plans.  

For one, many of the insurance companies that offer IULs, offer a guaranteed minimum 

interest rate of 2% on their products as long as there are no withdrawals on the product during 

the first ten years. The “Cap” rate or maximum allotted interest is usually between 11-12% , 

depending on the elected product.  There is also something called a “Floor” rate which is 

always equal to  0%. This means that money placed into these policies will not be affected by  

downturns in the market (i.e. you won’t lose your money when the market drops).  This is 

referred to in the  industry as “downside” protection.  In fact your money isn’t  even placed in 

the market. Indexed based products credit interest to the account based on changes in the 

value of market indexes.

IUL policy owners will not lose money during downturns in the stock market. For example, if 

your insurance company uses the Standard and Poor’s 500 Index (S&P 500) and it registers a 

positive gain in its index for the year, the owner of an Index policy will get credit equal to 

that amount  or up to 14%, depending on the policy, for that year.  If the S&P 500 suffers a 

loss, the holder of the insurance policy will receive no interest on their money for that year.  
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However, they will not lose any money either, and that is the plan.  In 2008, when the stock 

market crashed, many  people lost 40% of their entire lifetime savings.  Owners of IUL policies 

lost ZERO.  There are several interest crediting strategies; however, the one just described is 

called the point to point method, and it is the most common method selected by policy owners, 

and the easiest to explain and analogize. Annual reset is another powerful option.

Perhaps the best real life example would be to examine two people that have saved $500,000 

for retirement, and each has been saving for retirement for at least 20 years.  This is just a 

hypothetical illustration from UMS:

In the first example, the person has a 401(k).  In the other, the person has an IUL. Since the 

401(k) plan has no guarantees to hedge against market collapses or poor performance, 

investment advisers as a rule of thumb, will advise their client not to take out more than 7% - 

10% each year during retirement.  The logic is that by taking 10% or less each year from the 

retirement account, the owner will have a hedge against inflation and should not outlive their 

money. This means that the retiree would have to live on an income of $50,000 a year in 

addition to their Social Security benefits.  Not bad, in theory.  However, this leaves the owner of 

that account with only 10-12 years of income minus Social Security, barring no market 

collapses.  But, there have been 3 in the last 32 years (an average of 1 per decade).  Imagine 

going through a market crash at 69 years of age and losing 30-40% of your retirement income!

The owner of the IUL with a face value of $1,000,000 in death benefits, can expect to receive 

interest on their money without fear of loss (providing they don’t take any withdrawals during 

the first 10 years), and have the option to receive $40,000 - $50,000 per year for life or at least 

up until the cut off age of 120 (this is known as the Lifetime Benefit Rider).  They can also 

choose to take their distributions in the form of loans and receive their money monthly, semi-

annual, or annual distributions tax free.  The IRS allows permanent life insurance policy owners 

to take loans from their insurance policy free of taxes as long as it has not been deemed a 

Modified Endowment Contract.  
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Policy loans and withdrawals will reduce available cash values and death benefits and may cause the 
policy to lapse or affect any guarantees against lapse.  Additional premium payments may be required 
to keep the policy in force.  In the event of a lapse, outstanding policy loans in excess of unrecovered 
cost basis will be subject to ordinary income tax.  Tax laws are subject to change.  You should 
consult a tax professional.  

Also, Income tax free distributions are achieved by withdrawing to the cost-basis (premiums paid), 
then using policy loans.  Loans and withdrawals may generate an income tax liability, reduce 
available cash value, and reduce benefit or cause the policy to lapse.  This assumes the policy 
qualifies as life insurance and is not a Modified Endowment Contract. 

The owner of the IUL policy will have money for living expenses, including long term care expenses, 
and their heirs will still receive some money from the policy upon their death.  Though the Lifetime 
Income Benefit Rider (LIBR) does add to the cost of the policy, and reduces the face value  (death 
benefit) of the policy once the policy owner begins taking distributions.  It is a free option, and it does 
not entail a major upgrade in cost to the policy owner. 

Index Universal Life Policies Offer Protection

IULs can also provide money for the payment of medical bills for cancer patients and others that 
suffer from chronic illness.  Some policies will offer up to 2% of the Face Value of their policies per 
month as long as minimum premium payments are made on the policy.  In the hypothetical example 
of the owner with $500,000 of cash value saved in their IUL policy, they would have access to 
$10,000 (equals 2% of $500,000) per month to help with expenses for cancer.  Also, there are 
allotments for the care of owners that experience critical illnesses suffered from car accidents, 
surgeries, and other injuries. The owner can also take up to 2% of their face value for these illnesses, 
as well, as long as they continue to pay the minimum premium amount for their policy.  Additionally, 
there is a Terminal Illness Rider which allows anyone that is diagnosed with a terminal illness, and 
given two years or less to live, the option to take up to 90% of the Face Value of their policy in cash. 
These riders are available without extraordinary expenses to the policy owner.
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Long term care is another issue that becomes a challenge for families that have elderly parents and 

grandparents.  By utilizing the lifetime income benefit rider, policy owners won’t have all of the 

financial concerns of their parents should they require assistance in their advanced age, because they 

will have the option of having a lifetime of income to offset the expenses of long-term care.  Even 

after receiving income for over 20 years after the last premium payment has been made, income will 

not stop until the death of the owner. Owners can choose the Lifetime Income Benefit Rider and 

receive money up until the age of 120.  Yes, by law, insurance companies that offer Index Universal 

Life policies must guarantee the income until the age of 120!

Being able to partake in market gains without the downside of market loses will have an incredible 

impact on your money.  Never suffering a loss due to poor market performance 

could potentially mean the difference between being able to retire on time and not being able to retire 

at all for many people.  An IUL, combined with a group or individual retirement plan along with 

Social Security benefits offers the best possible chance of not running out of money during 

retirement.*  IULs offer guaranteed returns, lifetime income options, and protection against 

disabilities.  This is the best way to fund a tax free retirement.

###

* Note:  Guarantees are backed by the financial strength and claims-paying ability of the issuing company. 
The information and opinions included in this article have been provided by third parties and have been 
obtained from sources believed to be reliable, but accuracy and completeness cannot be guaranteed by 
Underwriters Marketing Service.  It is being provided for information purposes only and is not a solicitation for 
the purchase of any product, nor should it be construed as advice designed to meet the particular needs of 
your clients.  Financial professionals should ensure they continue to follow current policies on the use of any 
advertising, third-party materials and/or social media as required by your broker/dealer and or the carriers that 
you represent.
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