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Tax advantages  
for today’s economy
Three ways to help you manage taxes with 
indexed universal life insurance



The protection and tax 
advantages of indexed 
universal life (IUL) 
insurance can help in 
this economy. 
The primary reason for buying life insurance is always for 
the income-tax-free death benefit it provides.1 

But IUL insurance can also offer you a combination of 
three tax advantages that other financial vehicles do not:

1 The death benefit is generally income-tax-free when passed on to beneficiaries.
2 Policy loans and withdrawals will reduce the available cash value and death benefit and may cause 
the policy to lapse, or affect guarantees against lapse. Withdrawals in excess of premiums paid will 
be subject to ordinary income tax. 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. If a policy is a modified endowment contract (MEC), policy loans and 
withdrawals will be taxable as ordinary income to the extent there are earnings in the policy. If any of 
these features are exercised prior to age 59½ on a MEC, a 10% federal additional tax may be imposed. 
Tax laws are subject to change and you should consult a tax professional.

Income-tax-free 
death benefit1

Tax-deferred 
accumulation potential

Income-tax-free loans 
and withdrawals2

1 2 3

It’s always smart to look for potential ways to help reduce your tax 
liability where you can, but given today’s economic realities, it can be 
more beneficial than ever.



How much longer will it be before our historically low income tax 
rates could give way to big tax increases? 

With the current level of the national debt continuing to rise, future 
income tax increases seem to be a strong possibility. Given the potential 
impact rising taxes will have, now may be a good time to work with your 
tax advisor and see if IUL insurance fits your needs.

This content is for general educational purposes only. It is not intended to provide fiduciary, tax, or legal 
advice and cannot be used to avoid tax penalties; nor is it intended to market, promote, or recommend 
any tax plan or arrangement. Allianz Life Insurance Company of North America, its affiliates, and their 
employees and representatives do not give legal or tax advice. Customers are encouraged to consult 
with their own legal, tax, and financial professionals for specific advice or product recommendations.

Source: Fidelity, A visual history of the U.S. income tax rates. Time period: 1/1/1913 – 12/31/2025
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Income-tax-free 
death benefit 

The death benefit is generally paid to beneficiaries 
income-tax-free.

The death benefit is the main reason you should buy life 
insurance. In the event of an early death, you’ll want to leave 
your loved ones with a means to meet financial obligations and 
help ensure their future security.

When your beneficiary (or beneficiaries) is properly 
named, the death benefit passes to them income-tax-free 
and can be used for:

1

Other financial needs

Income replacement for the primary 
wage-earners

Supplemental college funding

Mortgage and other debts

Business succession planning

Estate tax coverage
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1 Policy loans and withdrawals will reduce the available cash value and death benefit and may cause 
the policy to lapse, or affect guarantees against lapse. Withdrawals in excess of premiums paid will 
be subject to ordinary income tax. 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. If a policy is a modified endowment contract (MEC), policy loans and 
withdrawals will be taxable as ordinary income to the extent there are earnings in the policy. If any of 
these features are exercised prior to age 59½ on a MEC, a 10% federal additional tax may be imposed. 
Tax laws are subject to change and you should consult a tax professional.

Tax-deferred accumulation 

Your policy’s accumulation value has the potential 
to grow income-tax-deferred.

You don’t have to pay income taxes as your IUL policy accumulates 
value. That, in turn, gives you the potential to build more 
accumulation value faster.

Income-tax-free loans

Your loans against the policy’s available cash 
value may be income-tax-free, and withdrawals 
are income-tax-free to the extent the withdrawal 
does not exceed the premium paid into the policy,1 
assuming the policy is not classified as a modified 
endowment contract (MEC).

And this amount can be used for anything you choose – 
supplemental retirement income, supplemental college funding, 
weddings or vacations, even financial emergencies. 

2

3

Policyholder

Pays 
premium

Minus fees 
and charges

Accumulation value 
has the potential to 
grow tax-deferred
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Paying some income 
taxes now may save you 
money later.
A well-rounded financial strategy could minimize income 
taxes, and life insurance may be an important component 
of that strategy.

An example of two tax strategies

After-tax  
contribution

Interest earned

Pre-tax 
contribution

Interest earned

Taxed upon 
withdrawal

In the bucket on the left, contributions are made with after-tax dollars. 
That means you have paid income taxes on your initial contribution. That 
contribution may accumulate tax-deferred and when you take money out 
later, you are taxed only on the interest earned. 

This is what happens with an IUL insurance policy. Loans against the 
policy’s available cash value and the death benefit are also generally 
income-tax-free1 (if the policy is not a MEC). In addition, withdrawals are 
income-tax-free to the extent the amount does not exceed the premium 
paid into the policy.

In the bucket on the right, you have not paid income taxes on what you 
initially contribute, but instead pay taxes (on the initial contribution 
and any interest earned) when you take out money later. After death, 
beneficiaries pay taxes on any money they take out. This is how other 
tax-deferred savings vehicles (e.g., employer-sponsored retirement plans) 
generally work.

Not paying income taxes on your initial contribution may sound great – but if 
taxes go up, you could end up paying a higher rate on your money than you 
would have if you had paid the taxes up front. 
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Keep in mind that tax laws are subject to change. You should consult with your tax advisor to discuss 
your specific situation. 
1 Policy loans and withdrawals will reduce the available cash value and death benefit and may cause 
unintended consequences, including lapse or taxable events. Please see the full loan and withdrawal 
disclosure within this material for details.

IUL insurance gives you 
flexibility and control.

CONTACT YOUR FINANCIAL PROFESSIONAL AND 
TAX ADVISOR to discuss more about whether IUL and 
its potential tax advantages may be appropriate for your 
financial strategy.

•  There are no limitations based on your income in purchasing an 
IUL insurance policy (like there are with certain qualified plans).

•  There is no federal additional tax for accessing your available 
cash value prior to age 59½ (if it is not classified as a modified 
endowment contract).1

•  There are no required minimum distributions.
•  IUL insurance can offer you tax advantages that other financial 

vehicles do not – including an income-tax-free death benefit, 
tax-deferred accumulation potential, and the opportunity for 
income-tax-free loans and withdrawals.1

Life insurance is subject to health underwriting and financial 
underwriting.
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Products are issued by:
Allianz Life Insurance Company  
of North America 

PO Box 59060  
Minneapolis, MN 55459-0060

www.allianzlife.com | 800.950.1962

Guarantees are backed solely by the financial strength and claims-paying 
ability of Allianz Life Insurance Company of North America.

Product and feature availability may vary by state and broker/dealer. 

This content does not apply in the state of New York. 

• Not FDIC insured • May lose value • No bank or credit union guarantee • Not a deposit  
• Not insured by any federal government agency or NCUA/NCUSIF

Get ready  
for the best

Since 1896, Allianz Life Insurance 
Company of North America (Allianz)  
has helped millions of people prepare  
for financial uncertainties, for retirement 
– and for the best life has to offer.

A leading provider of annuities and 
life insurance, we serve clients like 
you through our risk management 
experience, innovative products, 
and network of trusted financial 
professionals. Consistently high ratings 
from independent rating agencies reflect 
our financial strength, integrity, and wise 
investment decisions.

As part of Allianz SE, one of the world’s 
largest financial services companies, we 
are committed to keeping our promises 
so you can live with confidence – 
knowing that we’ll be there when you 
need us, wherever you need us.


