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The # 1 Misconception  About PPLI

The misconception is  rational and usually based on retail life  insurance experience.

Concer n
“I’ll lose access to my capital 

inside PPLI.”

Misconception
“Life insurance cash values are 

difficult to access.”



© and Trademark WealthPoint LLC 2013

Why the Misconception  Exists

Retail Life Insur ance Exper ience Moder n  PPLI Design

Often high upfront expenses and commissions Institutionally priced, lower upfront expenses, no 
commissions

Surrender charges for 10 years or longer No surrender charges

Loan rates that discourage account value utilization Loan rates that encourage account value utilization

Typically a death benefit oriented design which yields 
lower policy account values

An account value first oriented design which yields 
significantly higher account values in all years
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PPLI is best understood as a two-way Roth IRA coupled with 
institutionally priced life insurance benefits

Refr aming the Conver sation

PPLI
Tax-deferred growth

Tax-free access

No age/income limitations

Death benefit

Roth IRA
Tax-free growth/access

Contribution limits

Income restrictions

Taxable Account
Significant tax drag

Realized gains matter

Liquidity is familiar
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PPLI is not Illiquid nor  Ir r ever sible

No large upfront commissions or surrender charges means that nearly 
100% of premiums are available to the contract owner from day one, 
subject to the underlying investment liquidity. 

Not only is cash value available, access to it is contractually guaranteed.

Loan rates are fixed and a part of the insurance contract.

The entire structure of PPLI is engineered to encourage account value 
access.

Nearly 100% of premiums paid into PPLI are 
available starting day one.
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PPLI Flow of Funds

Where the money is held and how it is accessed.

The policy must hold or raise cash before the carrier can make distributions
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Carrier distributes cash, not securities.

Cash must exist in the PPLI account before 
distribution.

Raising cash may have potential barriers such as 
fund-level gates and lock ups both in SMA and IDF 
allocations. 

Liquid investments – stocks/bonds, ETFs, VITs –
are immediately available for raising cash.

A Reminder

Simple r ule: 
policy access ≠ 

investment liquidity
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Withdr awal vs. Loan

Featur e Withdr awal Policy Loan

Best use Accessing basis / simpler needs Accessing growth / preserving upside

Impact Reduces policy values equal with 
withdrawal

Reduces death benefit and cash value equal 
to loan amount plus accrued interest 

Permanence Permanent reduction Can be repaid

Tax treatment Tax-free up to basis Tax-free, including gains, as long as policy 
stays in-force until death
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Mechanics of a withdr awal

Simple, permanent, return of basis.

5. Policy values / death benefit reduced permanently

2. Determine available basis1. Request withdrawal

4. Carrier distributes cash
3. Advisor raises cash in SMA or 

requests IDF/VIT liquidity
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Mechanics of a Policy Loan

6. Policy cash value / death benefit 
secure the loan

2. No underwriting / credit check / 
lender approval

1. Request loan

5. Carrier issues loan

3. Advisor raises cash in SMA or 
requests IDF/VIT liquidity

Self-collateralized access to account values for a temporary or long-term need. 

4. Carrier moves cash from separate 
account to general account



© and Trademark WealthPoint LLC 2013

Interest can be paid or accrued.

Loan balance can be paid in part or in full at any 
time.

Net death benefit and cash value are reduced 
while the loan is outstanding.

Loans can be scheduled or irregular.

Borrowing capacity depends on carrier and 
underlying investments, typically 85-95% of 
liquidity.

Ongoing Loan  Mechanics

Simple Example:
$20m death benefit
$10m account value

$2m loan

After  Loan:
$18m net death benefit
$8m net account value
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Car r ier  Loan  Cost Char t

Car r ier Maximum Loan Amount Net Loan- Cost Detail Cost per  $1M Bor r owed

Pacific Life Cash surrender value less one year’s 
equivalent of policy charges, less 
existing policy debt

20 bps charge in years 1-10; 
0 bps charge in years 11+

$2,000/yr years 1-10; 
$0/yr years 11+

Prudential Greater of: 90% of subaccount/SMA 
value + 100% of fixed account value, or 
cash surrender value less current policy 
charges; reduced by existing policy 
debt

20 bps charge in years 1-10; 
5 bps charge in years 11+

$2,000/yr years 1-10; 
$500/yr years 11+

Nationwide Cash surrender value less one year’s 
equivalent of policy charges, less 
existing policy debt

20 bps charge in years 1-10; 
5 bps charge in years 11+

$2,000/yr years 1-10; 
$500/yr years 11+

Axcelus 90% of account value 35 bps in all years $3,500/yr in all years

IPL Cash surrender value less current 
policy charges; reduced by existing 
policy debt

45 bps years 1-10; 
35 bps years 11-20; 
25 bps years 21+ 

$4,500/yr years 1-10; 
$3,500/yr years 11-20; 
$2,500/yr years 21+
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Case Study: A Futur e $4M Liquidity Need

Scenar io Pr ojected Balance Liquidity Need Cost of Liquidity Balance After  Access

Taxable account $32,043,407 $4,000,000 $362,729 $27,680,679

PPLI $36,788,883 $4,000,000 $2,000 $32,786,883

Scenario: In this example a client wanted compare both the expected 
growth of his investments and the cost of withdrawing $4M 10 years 

after funding both a taxable and PPLI account with $20M.  

Knowing that each account offers nearly unrestricted liquidity, the question 
becomes what is the most cost-effective place to find liquidity?
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Not “Last Resor t” but “Fir st Resor t” Liquidity

The big idea is to compare liquidity sources rationally.

In many cases, PPLI may be the lower -cost and more tax-efficient liquidity source.

A taxable liquidation can be far more expensive than a properly structured PPLI loan.

Liquidity should be evaluated by cost, control, timing, and policy impact.

PPLI is a source of liquidity from a tax-advantaged bucket at a 
known contractual cost. Why look somewhere else?
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Client Need Better  Tool Why

Permanent return of capital Withdrawal Simple and tax-free up to basis

Access to gains Loan Avoids immediate taxable impact if the policy 
remains properly structured

Temporary liquidity Loan Can be repaid

Long-term capital need Withdrawal or loan Depends on basis, policy design, and servicing

Use- Case Matr ix
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What Can  Go Wr ong?

Accr ued in ter est
Can compound if ignored

Over - bor r owing
Can impair policy performance

Illiquid assets
Policy access still requires cash

Reduced values
Cash value and net death benefit reduced while 

loans are outstanding

Lapse r isk
Outstanding loans require monitoring
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Maximum Loan: 90 % of Cash Sur r ender  Value

PPLI Account
Gross: 8.00%

Annual Net Account Net to
EOY Annual Distribution Loan Loan Annual Account Death Balance Heirs
Age Year Investment Net of Tax Charge Credit Cost Balance Benefit IRR IRR

51 1 $6,666,667 $0 $0 $0 ($314,259) $6,864,366 $87,467,280 2.97% 1212.01%
52 2 $6,666,667 $0 $0 $0 ($357,525) $14,232,778 $94,835,692 4.43% 230.46%
53 3 $6,666,667 $0 $0 $0 ($408,531) $22,137,491 $102,740,405 5.16% 108.03%
54 4 $0 $0 $0 $0 ($183,307) $23,717,373 $80,602,914 5.81% 55.76%
55 5 $0 $0 $0 $0 ($152,614) $25,455,655 $47,645,539 6.18% 23.77%
56 6 $0 $0 $0 $0 ($149,917) $27,335,841 $41,003,762 6.42% 15.29%
57 7 $0 $0 $0 $0 ($160,202) $29,355,722 $42,859,354 6.58% 13.45%
58 8 $0 $0 $0 $0 ($169,656) $31,527,339 $44,768,821 6.70% 12.13%
59 9 $0 $0 $0 $0 ($182,348) $33,859,455 $46,726,048 6.78% 11.14%
60 10 $0 $0 $0 $0 ($195,857) $36,364,060 $48,727,840 6.85% 10.36%
70 20 $0 $62,445,465 ($1,280,132) $1,248,909 ($90,633) $7,367,743 $18,742,677 7.14% 7.98%
71 21 $0 $0 ($1,306,375) $1,274,512 ($87,414) $7,834,162 $18,764,082 7.14% 7.89%
72 22 $0 $0 ($1,333,155) $1,300,639 ($89,697) $8,334,862 $18,045,861 7.13% 7.76%
73 23 $0 $0 ($1,360,485) $1,327,303 ($89,996) $8,874,640 $17,300,668 7.13% 7.64%
74 24 $0 $0 ($1,388,375) $1,354,512 ($88,489) $9,458,493 $16,530,016 7.13% 7.52%
75 25 $0 $0 ($1,416,837) $1,382,280 ($84,431) $10,092,592 $15,736,231 7.12% 7.42%

Rate of Return
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Given what we know about PPLI account value access, how much 
liquidity does the client realistically need outside the policy?

Considering liquidity needs going forward, are the policy investments 
liquid enough to support expected access?

Is the client likely to access basis, gains, or both?

Which carrier’s loan provisions fit the expected use?

Who will monitor loans, interest, performance, and death benefit?

Advisor  Checklist
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This requires a significant mental shift, but once it happens it opens up the PPLI 
conversation dramatically.

Average PPLI allocation: 10-20% of the investable portfolio.

Largest clients: >50%.

The Allocation  Discussion

If clients truly understood that they have access to their funds 
at any time, and that the cost of that access may be nearly zero, 
many would allocate more liquid assets to PPLI.
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Our goal is to help our clients and advisors understand the totality of 
PPLI liquidity, what it costs, and, as a result, why PPLI may deserve a 

larger role in the family’s investable balance sheet.

Closing
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This material is intended for informational purposes only and should not be construed as legal or tax advice and is not intended to replace the advice of a qualified attorney, tax advisor, personal investment advisor or 
retirement plan or employee benefit plan provider. This report is not intended as an offer or solicitation to purchase insurance or any other product.  Any discussion of US tax matters contained herein is not intended 
to be used and cannot be used for purposes of avoiding US tax-related penalties.

The financial information included in this report has been taken from sources, which we believe to be reliable, but there is no guarantee as to its accuracy.  All information provided should be confirmed to any official 
account statement and is not a replacement for any account statement or transaction confirmation issued by the custodian or investment/insurance provider.   WealthPoint (WP) has made reasonable steps to 
accurately reproduce the information from your official account custodian statements.  Differences in positions and valuations may occur due to the reporting dates used and differences in valuation sources and 
methods. Please contact the carrier or your financial representative if you have any questions about your statements. In the event of a discrepancy your official account statement valuations would prevail.

Nature of Services, and Responsibilities
The business advisory services, and possible resulting recommendations (estate planning solutions, need for liquidity planning, etc.) will vary in type and complexity, depending on a client’s individual personal and 
business circumstances and goals.  Services and responsibilities are outlined in our Proposal Letter and Relationship and Engagement Agreement.  It is important that you provide accurate and complete responses to 
the questions asked by the WP Partner, that you review the information provided to you in the initial Instinct Verification, Decision Dialogue, financial modeling or other report, as well as any final report, and that 
you promptly inform the Partner of any subsequent changes to your situation or the information provided.  You are solely responsible for the accuracy or completeness of the information you have provided, which 
may affect the results of any recommendations contained in the report.  Information should be kept up to date, as results may vary over time and as assumptions change.

Methods of Analysis and Projection
Information collected is intended to project future financial scenarios to meet your future goals or liquidity requirements. Financial Projections and other information prepared by WP are based on assumptions 
provided by and/or reviewed with the client in their final report, are hypothetical in nature, do not reflect actual investment or business results and are not guarantees of future performance.  Actual results will vary, 
perhaps to a significant degree.

• Personal Investments - WP uses simple aggregate growth rates to project personal investments and retirement accounts, and all inputs are either provided by the client or client’s financial advisor/provider 
or are jointly agreed on by WP and the client. Return assumptions do not reflect the deduction of any commissions, fees or product charges that may apply to any particular investment, which may 
negatively impact returns.  

• Insurance Illustrated Performance - All policy values used reflect current policy charges, current cost of insurance rates, current mortality and expense risk charges, average fund expenses and the stated 
hypothetical gross rate of return. The policy values are hypothetical for illustration purposes only and may not be used to project or predict investment results. Policy values will vary based on the actual 
performance of sub-account investments selected, actual insurance charges over the life of the plan and the timing of the premium payments.  A WP illustration may utilize a supplemental illustration from 
an insurance provider, that is only part of the basic illustration and must be read in conjunction with the actual basic illustration.  Please refer to the actual illustration for more information about the 
guaranteed elements of the policy and other important details.  

• Business Income Statement, Cash Flow Statement and Balance Sheet – Current company financial statement information is provided by the client, as well as revenue and expense growth assumptions for 
future years.  These assumptions are used to project future Net Income, and business valuation based upon an appropriate multiplier disclosed to the client.

• Personal Cash Flow – Cash flows are projected based on information obtained from the client (tax returns, personal financial statements, bank statements, W-2s, 1099s, K-1s, etc.). Future cash inflows and 
outflows are based on input from the client and the client’s advisors. 

• Estate/Trust Cash Flow – Cash flows due to and from Trusts will be based on trust documents and financial information (tax returns, financial statements, etc.) obtained from the client.  
• Personal Assets – In some situations, WP may project the value of an asset (i.e. real estate, other assets, etc.) based on input from the client and the client’s advisors. 
• Taxes – Taxes are being calculated in the analysis. However, WP does not provide tax advice and the tax calculations are for illustrative and hypothetical purposes only. The client should consult with their 

tax advisor to evaluate their tax situation. 

Impor tan t Disclosur es
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Other Compensation
In addition to WP’s business consulting services, and the fees charged to clients as outlined in the Relationship and Engagement Agreement, WP Partners are licensed agents to sell insurance. WP may receive fees 
from life insurance companies, if insurance is purchased through WP relationships. Any commissions or fees will be disclosed to you in any life insurance proposal and agreement.  WP is a member firm of Partners 
Financial and has access to all insurance providers on their network.  The needs and circumstances of the client will drive the choice of the insurance provider.  

Insurance Product  
An investment in variable life insurance is subject to fluctuating values of the underlying investment options and entails risk, including the possible loss of principal. The performance of your account will vary and you 
may receive more or less than the amount invested. Product guarantees, including the death benefit, are subject to the claims-paying ability of the issuing insurance company.  Loans and partial withdrawals will 
decrease the death benefit and cash value and may be subject to policy limitations and income tax.  

An insurer's financial strength rating represents an opinion by the issuing agency regarding the ability of an insurance company to meet its financial obligations to its policyholders and contract holders. A rating is an 
opinion of the rating agency only, and not a statement of fact or recommendation to purchase, sell or hold any security, policy or contract. These ratings do not apply to the safety or performance of any separate 
account.  

Sub Account Performance Disclosures (for Variable Universal Life policies)
The fund performance data shown in this report that relates to variable life insurance policies was obtained through Morningstar and represents the individual net returns of the underlying funds shown in the report. 
Morningstar is a non-affiliated third party investment research and management firm that provides mutual fund information, news, commentary, portfolio analysis, comparison reporting and other services. Past 
performance does not guarantee future results. The fund performance data is being provided for informational purposes only and does not reflect the actual returns of the sub accounts in the variable component of 
the insurance policies that are invested in those funds, which may be lower or higher than the performance quoted due to the timing of cash flows, holding periods, sub account allocation changes, policy fees and 
other expenses. Policy fees or expenses include premium loads, cost of insurance, administration fees, mortality and expense risk charges, or any other charges that may be incurred under the policy. Policy returns 
would be significantly lower after all policy fees and expenses are deducted.

Securities and Investment Advisory Services offered through Simplicity Investments. Securities Dealer, Member FINRA/SIPC; TLG Advisors, Inc. Registered Investment Advisor; 475 Springfield Ave, Summit, NJ 
07901 (303) 797-9080. WealthPoint, LLC is not affiliated with Simplicity Investments. WealthPoint is a member firm of M Financial Group. WealthPoint, LLC is independently owned and operated. WealthPoint, the 
WealthPoint logo and Know your story are all registered trademarks of WealthPoint, LLC. Life insurance services are provided through WealthPoint, LLC DBA WealthPoint Insurance Solutions, CA Insurance 
License #0N03255.
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