
The answer, of course, is no. That said, this is exactly what some clients may think is possible with the 
“Swiss Army Knife” approach to Indexed Universal Life case design. The typical illustraDon, regardless 
of the illustraDve rate used, displays the maximum level income possible. One of the underlying 
assumpDons in that illustraDon is nearly always the use of parDcipaDng loans. While there is nothing 
inherently wrong with that approach, it does become a problem when the policy’s living benefit 
features are an important part of the sale.

When considering these products, most clients will undoubtedly be aIracted to the value proposiDon 
of a single product that offers death benefit protecDon, supplemental reDrement income and a 
backstop of benefits should they need care later in life. What they don’t understand, unless the 
advisor takes the Dme to fully explain policy mechanics, is all of these benefits effecDvely come from 
the same pool of money. Their expectaDon is that they have all three of these benefits and that they 
are independent from one another. 
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Can You Spend the Same Dollar Twice?

That’s exactly what many think is possible with accumula6on 
products that also offer living benefits. The truth is that an income, 
living benefits and death benefits all come from the same pool, they 
are just accessed at different 6me and through different triggers. 

The living benefits, in their mind, are in addiDon to any income they 
may take from the policy. The reality is that the use of loans to take 
income out of the policy effecDvely eliminates the client’s ability to 
access the living benefits like a Chronic Illness or Long-Term Care 
Accelerated Benefit Rider (ABR).

The primary reason behind this is in the fine print of these riders. 
Virtually all of them include a provision that requires a parDal 
repayment of any outstanding loans with each benefit payment under 
the ABR. Even with a modest loan balance, the end result is a net 
payment to the client, reduced by the loan repayment, that is less than 
the income they are already taking from the policy. In addiDon, most 
ABRs have a provision that forbids taking loans and benefits under the 
ABR in the same year. Clients have to take one or the other. Figure 1, 
below, demonstrates how quickly an outstanding loan balance becomes 
an issue: The net benefit from the ABR can fall below that of the income 
they are already taking as quickly as the ## year of the income phase. 
This essenDally eliminates any increased income from the ABR, exactly 
the opposite of their expectaDon.

1

Figure 1: Impact of Loan Balance on ABR Proceeds

Fortunately, there is a soluDon. It requires changing the way income is illustrated and ulDmately taken from the policy. Rather than illustrate income via loans from day 1, 
illustrate income via withdrawals to basis before any loans are taken. This immediately defers the onset of one of the factors driving this issue: The accumulaDon of a loan balance 
that has to be repaid when on claim. This is but one of a handful of case design and management best pracDces to follow as well: 

• Illustrate income via withdrawals. This defers the accumulaDon of a loan balance and produces a lower illustrated income.
• Begin income later in life. This again pushes out the Dme when a loan balance will begin to accumulate, preserving meaningful ABR benefits.
• If and when the clients needs care, resist the temptaDon to immediately file a claim. Given that most claims last for less than five years, simply beginning to take a 

larger income projected for five years via loans may produce a larger net payment to the client than available ABR benefits. This also avoids the paperwork and 
potenDal delays in accessing funds that can stem from even the most efficient claims process.
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READY TO PUT US TO WORK ON YOUR NEXT CASE?

The contents of this document should not be considered as tax or legal advice. Any informa9on or guidance provided is solely for educa9onal or informa9onal purposes and should not be relied upon as a subs9tute for 
professional advice. It is always recommended to consult with a licensed financial or legal advisor for specific guidance related to your individual situa9on.

As effecDve as those strategies may be, they do not truly address the underlying issue of all policy benefits coming from the same pool of money. For the client who truly wants all 
three of these benefits, a mulD-policy soluDon that addresses all three needs is undoubtedly going to be a superior soluDon. It will, however, require a greater financial 
commitment, which some clients may not be able or willing to make. If that’s the case, then a properly structured and managed single product strategy is a great start to 
managing these planning risks.


