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AND REALITIES



THE CHANGING 
LIFE INSURANCE 
MARKETPLACE
Since it was first introduced, fixed index universal life (FIUL) insurance sales 
have been steadily growing. New carriers have been entering the market 
and launching new products, which continue to drive sales each year. New 
regulations, such as Actuarial Guideline 49 (AG 49), have gone into place and 
have affected how FIUL policies are illustrated and sold. But as the market 
grows, so do the misconceptions about FIUL insurance.

Over the next few pages, we’ll address some common misconceptions about 
FIUL insurance and expand on the opportunities it may offer your clients  
and business.

This piece must be accompanied by the appropriate fixed index universal life insurance agent guide. 

For financial professional use only – not for use with the public.

FIUL products may be appropriate for the current economic conditions 
because they offer features and flexibility, so policies can be designed to 
meet a variety of consumer needs.

In addition to offering a death benefit that is generally income-tax-free that can help 
address immediate and future financial needs, FIUL also has the potential to for 
 tax-deferred cash value accumulation.



This hypothetical example illustrates one life insurance policy, but in reality, Allianz uses the total account value of many policies over time periods longer than one year. 
The example assumes a 5.00% option budget, which is the rate Allianz uses to purchase hedges. This example is provided for illustrative purposes only and assumes life 
insurance fees and charges are not deducted from the premium payments.
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MYTH 1:

The ability to offer cash value accumulation potential 
with a level of protection is too good to be true.

REALITY:

Most fixed index universal life insurance policies offer the potential 
for cash value accumulation, which is protected from negative index 
performance (however, fees and charges will reduce cash value). This 
is achieved by the company putting a portion of the premium into 
our general portfolio. Generally, this portfolio is conservative and 
made up mostly of bonds.

In this hypothetical example, we show $950 allocated to the general 
portfolio, accumulating to $1,000 after one year, due to the yield of 
the general portfolio. This helps Allianz Life Insurance Company of 
North America (Allianz) provide a level of protection because if the 
index performance is zero or negative, your client will not lose cash 
value due to the index performance.

A smaller portion of the premium is used to purchase options. These 
options help provide Allianz with the ability to offer cash value 
accumulation potential based on the positive performance of an 
external market index. When the external market index has positive 
performance, the cash value is credited with indexed interest.

Allianz generally spends the same amount regardless of the index 
allocations chosen. If the chosen index increases, the option will 
provide a return that is equal to the amount needed for the policy. If 
the chosen index decreases, the option will not provide a return.

Another misconception in the industry is that, if the external market’s 
performance is greater than the cap on the life insurance policy, 
the carrier makes money. This is not true. Most carriers transfer 
away their investment risk with hedging, either internally or through 
investment banks. The carriers’ goal is to immunize themselves from 
market movements, focusing on their core business – insurance risk.

The insurance company 
does not make money if 
the index outperforms 
the cap.

$1,000 premium

$950 $50

General 
portfolio

Options
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MYTH 2:

There is a “best” type of policy loan.

REALITY:

No one loan type is appropriate for everyone. In fact, it 
can be challenging to determine which loan option may be 
appropriate for your client. That’s why it’s important to look for 
options that can help meet their needs and are flexible in case 
those needs change.

Some common types of policy loans include:
•  Fixed loans: The loan amount of a fixed loan is allocated to 

a fixed interest account. The loan charge is locked in when 
the policy is purchased and it won’t change. Fixed loans 
are typically low in cost because the interest charge can be 
offset by the fixed interest credit.

•  Indexed loans: Indexed loans can provide competitive loan 
amounts with an interest rate that’s locked in when the 
policy is purchased, and won’t change. The loan amount is 
allocated to an index allocation and can continue to earn 
credited indexed interest. The interest charge of the loan can 
be offset by the potential credited indexed interest.

•  Variable rate loans: A variable rate loan is designed so that 
the rate charged for the life insurance policy loan varies 
based on an external market index. Often, the Moody’s 
Corporate Bond Yield Average is used. Any available cash 
value is then credited with any earned indexed interest. As 
long as the credited interest on the cash value is higher than 
the variable rate charged for the loan, the life insurance 
policy can receive an interest credit. These types of loans 
may be more volatile. And variable loan rates may fluctuate 
from month to month. Fluctuations could produce larger-
than-illustrated interest  in some years and losses in other 
years. This volatility can also impact your clients’ income 
because the interest rate can fluctuate. Variable rate loans 
may be more effective in lower-rate environments. (Note: 
Allianz does not offer variable rate loans.)

THE ALLIANZ ADVANTAGE:

Loan flexibility and choices

To provide your clients flexibility, 
our FIUL policies offer both fixed 
interest rate loans and indexed 
loans. We pride ourselves on 
offering flexible advantages for 
our loan options such as:

•  Flexibility to switch between 
loan types, and how the loan 
is allocated on each policy 
anniversary

•  Loan allocations can be 
adjusted annually on a policy 
anniversary – they don’t have 
to be locked in for the life of  
the policy

•  The option to allocate to 
loaned and unloaned values 
differently, giving your clients 
the opportunity to diversify their 
allocations
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MYTH 3:

The product with the highest S&P 500® Index 
(annual point-to-point) cap has the most 
accumulation potential.

REALITY:

Even though a carrier offers the highest S&P 
500® Index (annual point-to-point) cap, it may not 
yield the most cash value accumulation potential. 
Because AG 49 focuses on the S&P 500® Index 
for calculating a carrier’s maximum illustrated 
rate, carriers are competing to offer the highest 
cap. Even with AG 49 in place, there are ways 
to artificially inflate the option budget to offer 
unrealistic caps.

For example:
•  Artificially inflating caps, which can cause a 

product to have high charges or poor benefits.

•  Aggressive investing, which is risky, and the 
carrier may not be able to sustain the caps in 
times of crisis.

•  Minimizing the investment component, which 
can create an unbalanced product.

The cap is no indication of future cash value 
accumulation that a client could realize.

The importance of diversification
In addition to index choices, each crediting method 
offered has a different risk and return profile, 
which should be considered in conjunction with 
your clients’ needs. With FIUL crediting methods, 
indexed interest may be applied annually to 
the policy based on the performance of the 
chosen index allocations. Each crediting method 
has strengths and weaknesses depending on 
the index performance. No choice is best in all 
scenarios, which is why it’s important to help your 
clients create a diversified strategy. Diversifying 
allocations in an FIUL policy does not guarantee 
that the policy will earn interest in any given year.

THE ALLIANZ ADVANTAGE:

Our innovative indexes differentiate  
us from the competition.

We pride ourselves in creating innovative 
indexes and allocation options that leverage 
our indexing expertise and dynamic hedging 
capabilities.

• Blended index1

•  Bloomberg US Dynamic Balance II  
ER Index

• PIMCO Tactical Balanced ER Index

Caps can change 
in the future. What 
is the carrier’s cap 
renewal history?

1 Blended index is comprised of Dow Jones Industrial Average (35%), Barclays US Aggregate Bond Index (35%), EURO STOXX 50® (20%), and Russell 2000® Index (10%). The 
indexes available within the policy are constructed to keep track of diverse segments of the U.S. or international markets, or specific market sectors. These indexes are 
benchmarks only. Indexes can have different constituents and weighting methodologies. Some indexes have multiple versions that can weight components or may track the 
impact of dividends differently. Although an index may affect your interest credited, you cannot buy, directly participate in, or receive dividend payments from any of them 
through the policy.
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MYTH 4:

All accumulation bonuses are designed the same.

MYTH 5:

Illustrations 
demonstrate exactly 
how the policy will 
perform while in force.

REALITY:

Accumulation bonuses have become more common in fixed 
index universal life insurance policies – but it’s important to 
know that not all bonuses work the same.

Bonus considerations:
•  Some bonuses are only applied to unloaned values, while 

others may be applied to both loaned and unloaned values.
•  Not all bonus percentages are guaranteed, which means 

the insurance company may have the right to change the 
amount of the bonus or remove it entirely in the future.

•  Products with a bonus may also have caps and participation 
rates adjusted to take the bonus into account.

•  Some bonuses require allocation to a specific account  
or index, and some may be applied to both the fixed  
and index accounts. 

In addition to these considerations, there are also a few common 
bonus designs that carriers use.
•  Multiplier factor: Instead of having a set bonus rate, 

another type of bonus design links the bonus rate to positive 
changes in an index. A multiplier applies a factor to the 
annual index accumulation.

•  Flat rate bonus: The insurance company applies a flat rate 
bonus to the cash value of the policy monthly or annually.

•  Look-back bonus: Another type of bonus that is linked to the 
indexed interest credit looks back at the past index credits 
to the policy. This method has a specified bonus rate and is 
based on the total amount of index credits to the policy over 
the previous specified period.

•  Monthly charges earn interest: In most FIUL policies, monthly 
charges are taken out before any interest is calculated. This 
type of bonus applies interest to any monthly deductions.

While no bonus can be ideal in every situation, it is important 
to understand how a carrier’s bonus is designed.

There is no guarantee that a policy will be credited with a 
bonus every year, as it is based on the growth of an index. 
Bonus products may include higher surrender charges, longer 
surrender periods, lower caps, or other restrictions that are not 
included in similar products that don’t offer a bonus.

REALITY:

Illustrations are a snapshot of how the product 
and features could work and are often based on a 
flat illustrated rate. To provide clients and financial 
professionals with insight into how an illustrated rate 
can impact the accumulation potential of a product, 
many carriers provide historical backcasting in policy 
illustrations. While backcasting does not guarantee 
future interest credits to a policy, it does provide 
some understanding of how the policy could react 
in different market environments. In addition, our 
backcasting tool, which can help you generally 
assess the accumulation potential of various index 
allocation options, is available to help address some 
of the confusion surrounding an illustrated rate.

THE ALLIANZ ADVANTAGE:

Bonus design

•  We offer two different index allocation 
options that included bonuses. The 
Bonused index allocations include a 
guaranteed 15% interest bonus rate and 
the Select index allocations include a 
guaranteed 40% interest bonus rate plus a 
1% annual asset charge. 

•  Bonus is applied to both loaned  
and unloaned values.

For financial professional use only – not for use with the public.
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MYTH 5: (continued)

Other variables to consider:
There are also many other variables to consider that would 
affect how a policy would perform and why it may vary from 
the original illustration.

•  Clients have the flexibility to change allocation selections 
yearly. They are not locked in to the initial allocation options 
they select. Perhaps the client would like to change or diversify 
their allocation selections. Different allocation selections 
perform differently; this would affect the original policy 
illustration. Assuming there is any available cash value,  

clients may also take policy loans or withdrawals.1 No one can 
be sure of what their future needs will be; if they borrow more 
or less than they originally anticipated, that would also differ 
from the original policy illustration.

•  Some policies offer chronic illness protection. While some 
clients may anticipate and prepare for future health needs, 
we can’t foresee the cost of future medical and living 
expenses that would be covered.

FIUL provides great flexibility and these are just a few features 
that clients could take advantage of. However, this flexibility 
means that their policy may not perform exactly as their 
illustration at one point in time suggested.

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.
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MYTH 6:

When carriers drop rates, the index will not perform as well 
over the long term.

REALITY:

Rates and caps are reviewed quarterly on life insurance 
products at Allianz. The review checks the balance between 
(1) the option budget, or how much we have to spend on rates 
and caps, and (2) the costs of the options that support the 
rates and caps.

If the option budget is insufficient to cover the costs of the 
caps and rates, then we will lower them to restore balance. 
Conversely, if the entire option budget isn’t being spent on 
rates and caps, then we will increase rates and caps.

The option budget is derived from the general account of the 
company less any investment spreads for a particular product. 
The general account yield is influenced by several factors 
including: long-term interest rates, defaults, and dividend yield. 
The investment spreads vary by product.

Option costs are mainly impacted by three factors:  
(1) volatility, (2) the one-year treasury rates, and (3) dividend 
yields. Each type of index crediting method will respond 
differently to these market factors. A rise in one-year interest 
rates generally causes the option costs for all types of indexes 
to increase.

What you have seen in 2018 is that option costs have 
increased significantly causing nearly all index universal life 
(IUL) carriers to lower rates and caps at some point in 2018. 
With this type of cap reduction, the overall expected returns 
remain the same. If a carrier is lowering the caps because 
option costs went up, there is generally no change in 
expected index returns, as the market has signaled that the 
options are now more valuable, i.e., more likely to hit a return 
and therefore the costs have increased. If a carrier is lowering 
caps because their option budget went down, then there is a 
lower expected performance of the IUL indexes.

FIUL is the fastest-growing insurance product for 
good reason. When considering life insurance, 
focus on the entire package, including the financial 
strength of the carrier and the policy’s longterm 
performance potential. 

To learn more about the realities of Allianz FIUL, 
contact the Life Case Design Team.

800.950.7372



The S&P 500® Index is comprised of 500 stocks representing major U.S. industrial 
sectors. The Dow Jones Industrial Average is a popular indicator of the stock market 
based on the average closing prices of 30 active U.S. stocks representative of the 
overall economy.

S&P® is a registered trademark of Standard & Poor’s Financial Services LLC (“S&P”) 
and Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC 
(“Dow Jones”). These trademarks have been licensed for use by S&P Dow Jones 
Indices LLC and its affiliates. S&P® and S&P 500® are trademarks of S&P and Dow 
Jones®, Dow Jones Industrial Average, DJIA and The Dow are trademarks of Dow 
Jones. These trademarks have been sublicensed for certain purposes by Allianz 
Life Insurance Company of North America (“Allianz”). The S&P 500 and Dow 
Jones Industrial Average (DJIA) are products of S&P Dow Jones Indices LLC and/
or its affiliates and have been licensed for use by Allianz. Allianz products are not 
sponsored, endorsed, sold, or promoted by S&P Dow Jones Indices LLC, Dow Jones, 
S&P, or their respective affiliates and neither S&P Dow Jones Indices LLC, Dow Jones, 
S&P, or their respective affiliates make any representation regarding the advisability 
of investing in such product.

The Russell 2000® Index is an equity index that measures the performance of the 2,000 
smallest companies in the Russell 3000® Index, which is made up of 3,000 of the biggest 
U.S. stocks. The Russell 2000® Index is constructed to provide a comprehensive and 
unbiased small-cap barometer and is completely reconstituted annually to ensure larger 
stocks do not affect the performance and characteristics of the true small-cap index.

The Russell 2000® Index (the “Index”) is a trademark of Frank Russell Company 
(“Russell”) and has been licensed for use by Allianz Life Insurance Company of North 
America (“Allianz”). Allianz products are not in any way sponsored, endorsed, sold 
or promoted by Russell or the London Stock Exchange Group companies (“LSEG”) 
(together the “Licensor Parties”) and none of the Licensor Parties make any claim, 
prediction, warranty or representation whatsoever, expressly or impliedly, either as 
to (i) the results to be obtained from the use of the Index (upon which the Allianz 
product is based), (ii) the figure at which the Index is said to stand at any particular 
time on any particular day or otherwise, or (iii) the suitability of the Index for the 
purpose to which it is being put in connection with the Allianz product. None of the 
Licensor Parties have provided or will provide any financial or investment advice 
or recommendation in relation to the Index to Allianz or to its clients. The Index is 
calculated by Russell or its agent. None of the Licensor Parties shall be (a) liable 
(whether in negligence or otherwise) to any person for any error in the Index or (b) 
under any obligation to advise any person of any error therein.

The PIMCO Tactical Balanced ER Index is comprised of the U.S. Equity Futures Custom 
Index, a bond component comprised of the PIMCO Synthetic Bond ER Index and a 
duration overlay, and shifts weighting between them daily based on historical realized 
volatility of the components. The U.S. Equity Futures Custom Index provides exposure 
to large cap U.S. stocks in excess of a benchmark rate.

The PIMCO Synthetic Bond ER Index is comprised of a small number of derivative 
instruments designed to provide exposure to U.S. Investment-grade and Treasury bond 
markets in excess of a benchmark rate. The ‘’PIMCO Tactical Balanced ER Index” 
(the “Index”) is a rules-based index that tactically allocates across U.S. equity and 
fixed income markets using quantitative signals. The Index is a trademark of Pacific 
Investment Management Company LLC (“PIMCO”) and has been licensed for use for 
certain purposes by Allianz Life Insurance Company of North America (the “Company” 
or “Allianz”) with respect to this Allianz product (the “Product”). The Index is the 
exclusive property of PIMCO and is made and compiled without regard to the needs, 
including, but not limited to, the suitability or appropriateness needs, as applicable, of 
the Company, the Product, or any Product owners. The Product is not sold, sponsored, 

endorsed or promoted by PIMCO or any other party involved in, or related to, making 
or compiling the Index.

Neither PIMCO nor any other party involved in, or related to, making or compiling 
the Index has any obligation to continue to provide the Index to the Company with 
respect to the Product. In the event that the Index is no longer available to the 
Product or Product owners, the Company may seek to replace the Index with another 
suitable index, although there can be no assurance that one will be available.

PIMCO disclaims all warranties, express or implied, including all warranties of 
merchantability or fitness for a particular purpose or use. PIMCO shall have no 
responsibility or liability with respect to the Product. 

The Index is comprised of a number of constituents, some of which are owned by 
entities other than PIMCO. All disclaimers referenced in the Agreement relative to 
PIMCO also apply separately to those entities that are owners of the constituents of 
the Index.

The EURO STOXX 50®, Europe’s leading Blue-chip index for the Eurozone, provides 
a blue-chip representation of supersector leaders in the Eurozone. The index covers 
50 stocks from 11 Eurozone countries: Austria, Belgium, Finland, France, Germany, 
Ireland, Italy, Luxembourg, the Netherlands, Portugal and Spain.

The EURO STOXX 50® is the intellectual property (including registered trademarks) 
of STOXX Limited, Zurich, Switzerland (“STOXX”), Deutsche Börse Group or their 
licensors, which is used under license. Allianz products are neither sponsored nor 
promoted, distributed or in any other manner supported by STOXX, Deutsche Börse 
Group or their licensors, research partners or data providers and STOXX, Deutsche 
Börse Group and their licensors, research partners or data providers do not give any 
warranty, and exclude any liability (whether in negligence or otherwise) with respect 
thereto generally or specifically in relation to any errors, omissions or interruptions in 
the EURO STOXX 50 or its data.

The Bloomberg US Dynamic Balance II ER Index is comprised of the Bloomberg 
Barclays US Aggregate Custom RBI Unfunded Index and the Bloomberg US Equity 
Custom Futures ER Index and shifts weighting daily, up to 3%, between them based 
on realized market volatility. The Bloomberg Barclays US Aggregate Custom RBI 
Unfunded Index is comprised of a portfolio of derivative instruments that are designed 
to provide exposure to U.S. Investment-grade and Treasury bond markets in excess 
of a benchmark rate. The Bloomberg US Equity Custom Futures ER Index is designed 
to provide exposure to large cap U.S stocks in excess of a benchmark rate. The 
Bloomberg Barclays US Aggregate Bond Index is comprised of Bloomberg Barclays 
US investment-grade, fixed-rate bond market securities, including government agency, 
corporate, and mortgage-backed securities.

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its 
affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark 
of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. 
Bloomberg or Bloomberg’s licensors, including Barclays as it relates to the Bloomberg 
Barclays Indices, own all proprietary rights in the Bloomberg Barclays Indices 
(collectively the “Indices”). Neither Bloomberg nor Barclays is affiliated with Allianz 
Life Insurance Company of North America (“Allianz”), and neither approves, endorses, 
reviews or recommends the Allianz product. Neither Bloomberg nor Barclays 
guarantees the timeliness, accurateness or completeness of any data or information 
relating to the Indices, and neither shall be liable in any way to Allianz, investors 
in the Allianz product or other third parties in respect of the use or accuracy of the 
Indices or any data included therein.  

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.

Products are issued by Allianz Life Insurance Company of North America, 5701 Golden Hills Drive, Minneapolis, MN 55416-1297. 800.950.1962 www.allianzlife.com (R-12/2019
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