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Exchanging your policy

“Mirrored Loans”–Your Options and Important Considerations

THERE MAY BE BENEFITS
TO EXCHANGING YOUR POLICY

You may have purchased a permanent life insurance policy several
years ago. It’s accumulated significant cash value. But, compared with
the innovations found in many of today’s life insurance products, your
policy may now be underperforming or no longer economical.
What’s more, you’ve taken loans from the policy to pay ongoing
premiums and to fund cash needs. Those loans, combined with higher
mortality costs and high loan interest charges, may have subjected the
policy to a potential unintended lapse.
If this scenario fits your current life insurance policy, you have three
courses of action to choose from:
OPTIONS TO ADDRESS THE LOAN ARE
Do Nothing

The policy may lapse and taxes will be due if
there is gain in the policy.

Make Changes to
the Existing Policy

Pay down or repay the loan using policy values
or out-of-pocket funds. This may require a
change to the annual outlay, a reduction to
the policy death benefit, or both.

Complete a 1035
Exchange to a New
Policy and Mirror
the Loan

A 1035 exchange is a provision in the
tax code. In general, it allows you, as a
policyholder, to transfer funds from a life
insurance policy to a new policy, without
having to pay taxes at the time of transfer.

What is a mirrored loan?
A 1035 exchange where a
loan on an old policy will be
transferred to a new policy. This
may provide higher or longer
death benefit coverage.

Investment and Insurance Products:
Not Insured by FDIC, NCUSIF, or Any Federal Government
Agency. May Lose Value. Not a Deposit of or Guaranteed
by Any Bank, Credit Union, Bank Affiliate, or Credit Union
Affiliate.
1009868-00005-00 Ed. 12/2022

When executed and designed properly, a
1035 exchange to a newer policy where the
loan is mirrored may provide higher death
benefit coverage and lower loan interest
charges. The loan on the new policy can then
be repaid out of pocket. Alternatively, in year
two or later, you can request a withdrawal,
paying down the loan by using the policy’s
available cash value. It is important to know
that a withdrawal may incur surrender charges
and may be subject to taxation, and the death
benefit will be reduced. In addition, ongoing
premium payments may be needed.

Continued on next page.

IF YOUR CURRENT POLICY HAS AN OUTSTANDING LOAN
When your current life insurance policy includes a loan, you need to be particularly careful when making the
decision to complete a 1035 exchange.1 You should first look to see if it makes sense to make changes to your
existing policy. That may mean paying down or repaying the loan using policy values or out-of-pocket funds. This
may require a change to the annual outlay, a reduction to the policy death benefit, or both. If it is determined that
it makes sense to replace the existing policy and complete a 1035 exchange, one very important factor to consider
is that the loan, in whole or in part, may be taxable at the time of a 1035 exchange if it is not carried over into the
new policy as part of the exchange. You will receive a 1099 tax form in the year that the 1035 exchange is made.
If your long-term strategy is to carry over the loan and pay it off in a subsequent year, keep these additional tax
considerations top of mind:
• Even when the loan is carried over into the new policy as part of the exchange, if the loan is not subsequently
repaid, it is possible that the loan will be subject to taxation at some point in the future. In some cases, the loan
on the new policy will be required to be repaid as early as year two of the new policy’s effective date, or shortly
thereafter, to avoid lapse and taxation.
• For as long as the loan remains on the new policy, it will be necessary to monitor the performance of the policy, as
well as the policy’s loan interest rate charges, on an ongoing basis. This is to ensure that the loan does not cause the
policy to lapse and result in a taxable event. Moreover, the policy’s loan interest rate is subject to change and will be
higher or lower than the original rate illustrated.
• When the repayment of the loan is delayed, it is possible that the underlying performance of the policy may be
negatively affected.
• Initiating a withdrawal may trigger surrender charges and reduce the policy’s death benefit. Withdrawals from the
policy may be taxable to the extent they exceed the cost basis and, in limited cases, upon a distribution associated
with a reduction in benefits during the first 15 policy years.2

It’s also important to know that a policy illustration is hypothetical and not indicative of the future performance
of the policy. Illustrated values and assumptions are not guaranteed. Actual policy results may be higher or lower
than as illustrated. 1035 exchanges may be subjected to policy surrender charges.
THE POTENTIAL BENEFITS TO EXCHANGING YOUR LIFE INSURANCE POLICY
•

Many of today’s new types of life insurance policies that weren’t available even a few years ago may offer
more flexibility or be more suitable for your current needs.

•

As your family, business, and financial status have changed, your objectives for your life insurance may have
changed too. To meet those objectives, it may be necessary to make changes to your current coverage.

•

In some cases, a new policy may solve your need for life insurance in a more cost-effective and efficient way.

MAINTAINING YOUR NEW POLICY
If you and a financial professional have determined that a new life insurance policy will better meet your protection
needs, you and your financial professional will work to set it up and execute the 1035 exchange. The policy
will transfer with the loan intact and your new policy will begin. The new policy should have the potential to
accumulate cash value. As early as year two, you may be able to withdraw the cash value to pay down the loan
although doing so may trigger surrender charges and will decrease the policy’s death benefit.
Changes and repayments are not automatic. It’s important to monitor your policy and the loan throughout the
duration of the policy. Your financial professional can work with you to determine the options you have for repaying
the loan from either your policy’s cash value or other assets.
A reportable policy sale may occur upon a transfer of ownership on the policy or upon a Section 1035 exchange, where there is no
substantial relationship between you and the insured as defined by the relevant Treasury Regulations. Please consult a tax advisor before
exchanging your policy.

1

Where there is a reduction in benefits with an associated distribution on a non-MEC life insurance policy in the first 15 years, the recapture
rules under Code Section 7702(f)(7) may be triggered. In those circumstances, the normal non-MEC tax rules do not apply and the cash
distributed may be taxable to the extent of gain. Please consult your independent tax advisor prior to making changes to your policy.
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Continued on next page.

A FINANCIAL PROFESSIONAL CAN HELP
A financial professional can review your current policy and anything that may have changed in your life since you
purchased it. If your policy is no longer meeting your needs, a financial professional can help you explore policies
that may provide more appropriate protection and features and run a customized illustration to show you how a
new policy could work. If a 1035 exchange makes sense for your circumstances, they can guide you through the
process.

An Important Note About Taxes and Repaying Your Policy Loan
Remember, you have the option to repay the loan from either your policy’s cash value or other assets. The loan on
the new policy should be repaid at some point after year two to avoid lapse and taxation. If you decide to repay the
loan using the policy’s cash value, it will be necessary for you to call customer service at 800-782-5356, Option 0 to
request a Customer Withdrawal Form. When completing the form, it’s essential to elect the “Withdrawal to go toward
policy loan repayment” option. Otherwise, the withdrawal will be sent to you in the mail, and you will be required
to return it and request that it be applied to the repayment of your policy loan. Please take into consideration that
initiating a withdrawal may trigger surrender charges, will reduce the policy’s death benefit, and may result in taxation.

We do not provide tax, accounting, or legal advice. Clients should consult their own independent advisors as to any
tax, accounting, or legal statements made herein.
This material is being provided for informational or educational purposes only and does not take into account the
investment objectives or financial situation of any client or prospective clients. The information is not intended as
investment advice and is not a recommendation about managing or investing your retirement savings. If you would
like information about your particular investment needs, please contact a financial professional.
Life insurance is issued by The Prudential Insurance Company of America, Pruco Life Insurance Company (except
in NY), and Pruco Life Insurance Company of New Jersey (in NY). All are Prudential Financial companies located
in Newark, NJ.
Our policies contain exclusions, limitations, reductions in benefits, and terms for keeping them in force. A financial
professional can provide you with costs and complete details.
All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance
company. Policy guarantees and benefits are not backed by the broker-dealer and/or insurance agency selling the
policy, nor by any of their affiliates, and none of them makes any representations or guarantees regarding the
claims-paying ability of the issuing insurance company.
Prudential, the Prudential logo, and the Rock symbol are service marks of Prudential Financial, Inc. and its related
entities.
© 2022 Prudential Financial, Inc. and its related entities.
1009868-00005-00 Ed. 12/2022
ISG_FL_ILI924_01

