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Have you ever wondered how an insurance company offers a zero percent  
floor or determines the index cap rate? Let’s take a look under the hood.
The insurance company makes investments with the premium that policyowners pay. For simplicity, this example will examine 
the first premium paid at issue on an IUL policy. We’ll assume that the policyowner has elected an annual point-to-point (with a 
cap rate) crediting method based upon a stock market index and that $10,000 of the premium is going into the index account.

1.	 In this example, we will assume the general account portfolio as a whole is yielding just over 5%. The insurance company 
invests approximately $9,500 of the premium into fixed investments such as high-grade corporate bonds that become 
a part of the insurance company’s general account. This amount will grow to the original $10,000 in one year, thus 
guaranteeing the index account’s floor rate.

2.	The insurance company uses the remaining $500 of premium to purchase a “bull call spread.” This purchase is actually both 
a purchase and a sale. It starts with a purchase of a call option on the stock market index that is in-the-money.  
An in-the-money call option will provide a gain should the change in the index be positive one year later. 

3.	 If the insurance company only bought this one in-the-money call option, the sky would be the limit to the upside 
potential. However, this type of call option is generally expensive. In this example, we will assume this call option costs 
$600, which is $100 more than the amount the insurance company has to work with. 

4.	To make up this difference, the company sells a call option to somebody else. That person or entity would participate in 
gains beyond a certain point. That is how the index cap rate is determined.

5.	 If the stock index is higher at the end of the index period — great! Profits from the call options are applied as index 
credits to the index account. If the index is lower, the insurance company lets them expire and the zero percent floor 
preserves the index account’s value.

Hypothetical example of a policy at issue

$10,000 index account
9% cap 

0% floor

$9,5 00 fixed investments
(general account portfolio)

$500 options
(net cost of 5% of premium)

Buy call option 
at current index
cost = $600

Sell call option 
at 9 % above 
current index
benefit = $100

1

Grows to $10,000 in 12 months
(assumes yield of approx. 5.25%)

2

3 4

Indexed account mechanics
Indexed universal life insurance

Midland National® Life Insurance Company

Hypothetical examples and illustrations are not intended to predict future performance. The use of alternate assumptions could produce significantly different results. Illustrations are not 
complete unless all pages are included.
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Why do index crediting rates change?
The interest rate environment 
The interest rate environment has an effect on the insurance company’s general account portfolio, but only over long 
periods of time. A long-term low interest environment will slowly lower the general account over time as the insurance 
company continues to invest. The opposite is true as rates rise. The general account’s yield will rise as the insurance 
company continues to invest. Since the general account’s yield is responsible for the zero percent floor, as the yield gets 
lower, the amount of the premium needed to support the floor will go up, leaving less premium to invest in the bull call 
spread. As the yield goes up, more premium is available to purchase a bull call spread.

Market volatility 
One of the major components that determines the price of options is the volatility in the stock market. As market volatility 
rises, the price of options rises. As options get more expensive to buy, the index cap rate available may be lower. The opposite 
is also true, as volatility lessens, option prices become lower and it becomes possible to support a higher cap rate.

Company strength and performance matters
Midland National has a history of strength and stability, weathering the storm through low interest environments and times 
of stock market volatility. In fact, Midland National’s product portfolios have performed as illustrated since their inception. 

Let’s look at the XL-CV, the original version of Midland National’s cash value IUL Product. The graph compares the index credits of 
a hypothetical policy issued on October 1, 2005 to an illustrated rate of 8.2%, which was the default illustrated rate as of October 
1, 2006. Throughout the ups and downs of the market, and through different economic environments,  it has performed as 
illustrated back when it was first sold.

 

Now it’s time to put this knowledge to use. 
Put the protection and power of Midland National’s 

indexed universal life insurance products to work for your clients.
Talk to your Regional Distribution Partner, or contact Agent Solutions at 800-843-3316 Option 2.

Source: Internal calculations, September 2024.
XL-CV Issued October 1, 2005, Male Preferred Plus Issue Age 45
Death Benefit = $145,000, Annual Premium = $3,000 allocated to S&P 500® Annual Pt-to-Pt
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Indexed universal life insurance products are not an investment in the “market” or in the applicable index and are subject to all policy fees and charges normally associated with most universal life insurance. 
S&P 500® Index 
S&P MidCap 400® Index 
These Indices do not include dividends paid by the underlying companies.
The S&P MidCap 400®, and the S&P 500® (“the Indices”) are products of S&P Dow Jones Indices LLC or its affiliates (“SPDJI”) and have been licensed for use by Midland National® Life Insurance Company 
(“the Company”). S&P®, S&P 500®, US 500, The 500, iBoxx®, iTraxx® and CDX® are trademarks of S&P Global, Inc. or its affiliates (“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark 
Holdings LLC (“Dow Jones”). It is not possible to invest directly in an index. The Company’s Product is not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones, S&P, or any of their respective 
affiliates (collectively, “S&P Dow Jones Indices”). S&P Dow Jones Indices does not make any representation or warranty, express or implied, to the owners of the Company’s Product or any member of the 
public regarding the advisability of investing in securities generally or in the Company’s Product particularly or the ability of the Indices to track general market performance. Past performance of an index 
is not an indication or guarantee of future results. S&P Dow Jones Indices’ only relationship to the Company with respect to the Indices is the licensing of the Index and certain trademarks, service marks 
and/or trade names of S&P Dow Jones Indices and/or its licensors. The Indices are determined, composed and calculated by S&P Dow Jones Indices without regard to the Company or the Company’s 
Product. S&P Dow Jones Indices has no obligation to take the needs of the Company or the owners of the Company’s Product into consideration in determining, composing or calculating the Indices. 
S&P Dow Jones Indices has no obligation or liability in connection with the administration, marketing or trading of the Company’s Product. There is no assurance that investment products based on the 
Indices will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not an investment adviser, commodity trading advisory, commodity pool operator, 
broker dealer, fiduciary, “promoter” (as defined in the Investment Company Act of 1940, as amended), “expert” as enumerated within 15 U.S.C. § 77k(a) or tax advisor. Inclusion of a security, commodity, 
crypto currency or other asset within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, commodity, crypto currency or other asset, nor is it considered to 
be investment advice or commodity trading advice.
S&P DOW JONES INDICES DOES NOT GUARANTEE THE ADEQUACY, ACCURACY, TIMELINESS AND/OR THE COMPLETENESS OF THE S&P MIDCAP® AND THE S&P 500® INDICES OR ANY DATA 
RELATED THERETO OR ANY COMMUNICATION, INCLUDING BUT NOT LIMITED TO, ORAL OR WRITTEN COMMUNICATION (INCLUDING ELECTRONIC COMMUNICATIONS) WITH RESPECT 
THERETO. S&P DOW JONES INDICES SHALL NOT BE SUBJECT TO ANY DAMAGES OR LIABILITY FOR ANY ERRORS, OMISSIONS, OR DELAYS THEREIN. S&P DOW JONES INDICES MAKES NO EX-
PRESS OR IMPLIED WARRANTIES, AND EXPRESSLY DISCLAIMS ALL WARRANTIES, OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE OR AS TO RESULTS TO BE OBTAINED 
BY THE COMPANY, OWNERS OF THE PRO-DUCT(S), OR ANY OTHER PERSON OR ENTITY FROM THE USE OF THE S&P MIDCAP® AND THE S&P 500® INDICES OR WITH RESPECT TO ANY DATA 
RELATED THERETO. WITHOUT LIMITING ANY OF THE FOREGOING, IN NO EVENT WHATSOEVER SHALL S&P DOW JONES INDICES BE LIABLE FOR ANY INDIRECT, SPECIAL, INCIDENTAL, PUNITIVE, 
OR CONSEQUENTIAL DAMAGES INCLUDING BUT NOT LIMITED TO, LOSS OF PROFITS, TRADING LOSSES, LOST TIME OR GOODWILL, EVEN IF THEY HAVE BEEN ADVISED OF THE POSSIBILITY 
OF SUCH DAMAGES, WHETHER IN CONTRACT, TORT, STRICT LIABILITY, OR OTHERWISE. THERE ARE NO THIRD PARTY BENEFICIARIES OF ANY AGREEMENTS OR ARRANGEMENTS BETWEEN S&P 
DOW JONES INDICES AND THE COMPANY, OTHER THAN THE LICENSORS OF S&P DOW JONES INDICES.
Regional Distribution Partners are Regional Sales Directors who are independent agents contracted with Midland National and Regional Vice Presidents who are employees of Midland National.
XL-CV IUL (policy form series L128) and Strategic Accumulator® IUL 2 (policy form series L153) are issued by Midland National, West Des Moines, IA. Products, features, riders, endorsements, or issue ages 
may not be available in all jurisdictions. Limitations or restrictions may apply. 
Strategic Accumulator® IUL 3 is issued on the state version of policy form P100/ICC22P100 including all applicable endorsements and riders, is issued by by Midland National® Life Insurance Company, 
West Des Moines, IA. Products, features, riders, endorsements, or issues ages may not be available in all jurisdictions. Limitations or restrictions may apply.

Sammons Financial® is the marketing name for Sammons® Financial Group, Inc.’s member companies, including Midland National® Life Insurance Company. Annuities and life insurance are issued by, and 
product guarantees are solely the responsibility of, Midland National Life Insurance Company.

https://www.midlandnational.com

