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Technical issues surrounding one of the biggest assets owned by 
successful clients – life insurance.



There are worse things in There are worse things in 
life than death.  life than death.  
Have you ever spent an Have you ever spent an 
evening with an insurance evening with an insurance 
salesman?    salesman?    

Woody AllenWoody Allen



I.  Life InsuranceI.  Life Insurance

nn IntroductionIntroduction

nn The industry could use a good P.R. agentThe industry could use a good P.R. agent
nn Only 12% of agents survive beyond three yearsOnly 12% of agents survive beyond three years
nn Of those, few are technically proficient, most are poorly traineOf those, few are technically proficient, most are poorly trainedd
nn Many offer insurance only as a sidelineMany offer insurance only as a sideline
nn Very few earn the Chartered Life Underwriter (CLU) designationVery few earn the Chartered Life Underwriter (CLU) designation



I.  Life InsuranceI.  Life Insurance

nn For the NonFor the Non--Insurance AdvisorInsurance Advisor

nn Technical knowledge Technical knowledge –– not sales knowledgenot sales knowledge
nn Help you speak intelligently to clientsHelp you speak intelligently to clients
nn Life Insurance is not for everyoneLife Insurance is not for everyone
nn Money for future deliveryMoney for future delivery
nn Complicated Complicated –– but not hard to understandbut not hard to understand
nn Some have an irrational distaste for itSome have an irrational distaste for it
nn Life Insurance is powerful if you know how to use it correctlyLife Insurance is powerful if you know how to use it correctly
nn Primer on the product spectrum, and how the products workPrimer on the product spectrum, and how the products work



I.  Life InsuranceI.  Life Insurance

nn Matching Product to ObjectiveMatching Product to Objective

nn Understand what the client needs and wantsUnderstand what the client needs and wants
nn The art of matching that with the appropriate productThe art of matching that with the appropriate product
nn Different objectives can dictate different productsDifferent objectives can dictate different products



I.  Life InsuranceI.  Life Insurance

nn 1978 1978 –– 1982  A Turning Point1982  A Turning Point

nn New products, where risk was shifted to the policy ownerNew products, where risk was shifted to the policy owner
nn Not your father’s life insuranceNot your father’s life insurance



II. Components of PriceII. Components of Price

nn General ConceptsGeneral Concepts

nn Most products have some guaranteesMost products have some guarantees
nn Regulators require conservative pricing assumptionsRegulators require conservative pricing assumptions
nn Policies can be in force 75 Policies can be in force 75 –– 100 years100 years
nn Beyond the guarantees no one knows the ultimate costBeyond the guarantees no one knows the ultimate cost
nn Conservative assumptions to assure the benefit can be paidConservative assumptions to assure the benefit can be paid
nn If premiums are more than adequate, policy owner receives divideIf premiums are more than adequate, policy owner receives dividendnd



II. Components of PriceII. Components of Price

The things determine premium:The things determine premium:

nn MortalityMortality
nn ExpenseExpense
nn InvestmentInvestment



II. Components of PriceII. Components of Price

nn MortalityMortality
nn ExpenseExpense
nn InvestmentInvestment



II. Components of PriceII. Components of Price

nn MortalityMortality

•• Cost of claims Cost of claims –– quantifiablequantifiable
•• Standard mortality Standard mortality –– Commissioner’s TableCommissioner’s Table
•• Commissioner’s Table vs. Insurer’s TableCommissioner’s Table vs. Insurer’s Table



II. Components of PriceII. Components of Price
2001 Commissioners Standard Ordinary Mortality Table

Deaths per thousand
Age Male         Female Age Male Female Age Male Female
0 0.97 0.48 40 1.65 1.30 80 70.14 43.86
1 0.56 0.35 41 1.79 1.38 81 78.19 49.11
2 0.39   0.26 42 1.96 1.48 82 86.54 54.95
3 0.27 0.20 43 2.15 1.59 83 95.51 60.81

4 0.21 0.19 44 2.39 1.72 84 105.43 67.27

5 0.21 0.18 45 2.65 1.87 85 116.57 74.45
6 0.22   0.18 46 2.90 2.05 86 128.91 80.99
7 0.22 0.21 47 3.17 2.27 87 142.35 90.79
8 0.22 0.21 48 3.33 2.50 88 156.73 101.07
9 0.23 0.21 49 3.52 2.78 89 171.88 112.02
10 0.23 0.22 50 3.76 3.08 90 187.66 121.92
11 0.27 0.23 51 4.06 3.41 91 202.44 126.85
12 0.33 0.27 52 4.47 3.79 92 217.83 136.88
13 0.39 0.30 53 4.93 4.20 93 234.04 151.64
14 0.47 0.33 54 5.50 4.63 94 251.14 170.31
15 0.61 0.35 55 6.17 5.10 95 269.17 193.66
16 0.74 0.39 56 6.88 5.63 96 285.64 215.66
17 0.87 0.41 57 7.64 6.19 97 303.18 238.48
18 0.94 0.43 58 8.27 6.80 98 321.88 242.16
19 0.98 0.46 59 8.99 7.39 99 341.85 255.23
20 1.00 0.47 60 9.86 8.01 100 363.19 275.73



II. Components of PriceII. Components of Price
2001 Commissioners Standard Ordinary Mortality Table

Deaths per thousand
Age Male         Female Age Male Female Age Male Female
21 1.00 0.48 61 10.94 8.68 101 380.08 297.84
22 1.02 0.50 62 12.25 9.39 102 398.06 322.21
23 1.03 0.50 63 13.71 10.14 103 417.20 349.06
24 1.05 0.52 64 15.24 10.96 104 437.56 378.61
25 1.07 0.54 65 16.85 11.85 105 459.21 410.57
26 1.12 0.56 66 18.47 12.82 106 482.22 443.33
27 1.17 0.60 67 20.09 13.89 107 506.69 476.89
28 1.17 0.63 68 21.85 15.07 108 532.69 510.65
29 1.15 0.66 69 23.64 16.36 109 560.31 545.81
30 1.14 0.68 70 25.77 17.81 110 589.64 581.77
31 1.13 0.73 71 28.15 19.47 111 620.79 616.33
32 1.13 0.77 72 31.32 21.30 112 653.84 649.85
33 1.15 0.82 73 34.62 23.30 113 688.94 680.37
34 1.18 0.88 74 38.08 25.50 114 726.18 723.39
35 1.21 0.97 75 41.91 27.90 115 765.70 763.41
36 1.28 1.03 76 46.08 30.53 116 807.61 804.93
37 1.34 1.11 77 50.92 33.41 117 852.07 850.44
38 1.44 1.17 78 56.56 36.58 118 899.23 892.44
39 1.54 1.23 79 63.06 40.05 119 949.22 935.11

120 1000.00 1000.00



U.S. Deaths per ThousandU.S. Deaths per Thousand



The Population of the U.S. is AgingThe Population of the U.S. is Aging



II. Components of PriceII. Components of Price

nn MortalityMortality
nn ExpenseExpense
nn InvestmentInvestment



II. Components of PriceII. Components of Price
nn ExpenseExpense

nn Companies project expenses to set premiumsCompanies project expenses to set premiums
•• Projected conservativelyProjected conservatively
•• Creates slightly higher premiumCreates slightly higher premium
•• Expense must be projected out decadesExpense must be projected out decades

nn Expenses Include:Expenses Include:
•• Home Office Expense: rent, salaries, legal, accounting, advertisHome Office Expense: rent, salaries, legal, accounting, advertisinging
•• FieldField--Distribution Expense: commissions, sales management, field Distribution Expense: commissions, sales management, field 

offices, underwritingoffices, underwriting



Policy ExpensesPolicy Expenses



II. Components of PriceII. Components of Price

nn MortalityMortality
nn ExpenseExpense
nn InvestmentInvestment



II. Components of PriceII. Components of Price

Investment IncomeInvestment Income

•• Commissioner’s interest rate for reservesCommissioner’s interest rate for reserves

•• Conservative investments requiredConservative investments required

•• Dividend interest rate Dividend interest rate –– (NOT the policy rate of return) (NOT the policy rate of return) 



Projected DividendsProjected Dividends



Dividend Interest RateDividend Interest Rate

1985
12.20%

2005
7.00%



III.  Generic Product FormsIII.  Generic Product Forms

nn A Risk Shifting VehicleA Risk Shifting Vehicle

nn TermTerm
nn Traditional PermanentTraditional Permanent
nn Flexible (Universal Life)Flexible (Universal Life)



III.  Generic Product FormsIII.  Generic Product Forms

nn A Risk Shifting VehicleA Risk Shifting Vehicle

nn TermTerm



Annually Renewable TermAnnually Renewable Term



Level TermLevel Term



Level Term to 100Level Term to 100



Term RatesTerm Rates

$460Nationwide$285Mass Mutual$230Union Central

$415Prudential$265Ohio National$227Protective Life

$295Lincoln Benefit$262United of Omaha$215Banner Life

$294MetLife$255Principal$200Savings Bank Life

Ten Year Level Term

$500,000 

Male Age 30



1905 NY Legislature1905 NY Legislature

nn Armstrong CommitteeArmstrong Committee
nn Term to 100Term to 100
nn Access to reserves Access to reserves –– nonnon--forfeiture valuesforfeiture values

nn Cash value confusionCash value confusion
Death BenefitDeath Benefit Cash ValueCash Value
$600,000$600,000 $200,000$200,000
surrendersurrender --$100,000$100,000
$300,000$300,000 $100,000$100,000



III.  Generic Product FormsIII.  Generic Product Forms

nn A Risk Shifting VehicleA Risk Shifting Vehicle

nn TermTerm
nn Traditional PermanentTraditional Permanent



Whole LifeWhole Life



Traditional Whole LifeTraditional Whole Life

nn Guaranteed Cash ValueGuaranteed Cash Value
•• Reserve for payment of death benefitReserve for payment of death benefit
•• Guaranteed cash value = death benefit age 100Guaranteed cash value = death benefit age 100

nn Limited Pay Whole LifeLimited Pay Whole Life

nn TermTerm--Whole BlendsWhole Blends



TermTerm--Whole Life BlendWhole Life Blend-- $250k$250k



III.  Generic Product FormsIII.  Generic Product Forms

nn A Risk Shifting VehicleA Risk Shifting Vehicle

nn TermTerm
nn Traditional PermanentTraditional Permanent
nn Flexible (Universal Life)Flexible (Universal Life)



III.  Generic Product FormsIII.  Generic Product Forms

nn Flexible (Universal Life)Flexible (Universal Life)

nn Introduced in 1970sIntroduced in 1970s
nn Flexible premiumFlexible premium
nn Opportunity for growthOpportunity for growth
nn Minimal guaranteesMinimal guarantees
nn Policy owner assumes the riskPolicy owner assumes the risk



Universal LifeUniversal Life



III.  Generic Product FormsIII.  Generic Product Forms

nn Flexible (Universal Life)Flexible (Universal Life)

nn Secondary guaranteesSecondary guarantees

•• For a higher UL premium For a higher UL premium –– guaranteed death benefitguaranteed death benefit
•• Premium lower than whole lifePremium lower than whole life
•• Little or no cash valueLittle or no cash value
•• Narrow actuarial calculations Narrow actuarial calculations 
•• Strict payment monitoringStrict payment monitoring
•• Full circle from Armstrong Committee philosophyFull circle from Armstrong Committee philosophy



Variable LifeVariable Life



III.  Generic Product FormsIII.  Generic Product Forms

Indexed Life InsuranceIndexed Life Insurance

•• Most recent flexible product offeringMost recent flexible product offering
•• Crediting tied to an index of equitiesCrediting tied to an index of equities
•• Definition of the index varies widelyDefinition of the index varies widely
•• Guarantees Guarantees –– but difficult to quantifybut difficult to quantify
•• Promoted as lower ultimate costPromoted as lower ultimate cost



III.  Generic Product FormsIII.  Generic Product Forms

nn A Risk Shifting VehicleA Risk Shifting Vehicle

nn TermTerm
nn Traditional PermanentTraditional Permanent
nn Flexible (Universal Life)Flexible (Universal Life)

nn SecondSecond--ToTo--DieDie



III.  Generic Product FormsIII.  Generic Product Forms

nn SecondSecond--ToTo--DieDie

•• Same generic product formsSame generic product forms
•• Insures two livesInsures two lives
•• Benefit paid at second deathBenefit paid at second death
•• Unlimited marital deduction Unlimited marital deduction –– 19811981
•• Interest, mortality, expenseInterest, mortality, expense
•• Joint mortality tableJoint mortality table



Planning ConsiderationPlanning Consideration
nn SecondSecond--ToTo--DieDie

•• Not always more cost effectiveNot always more cost effective
•• Consider age differential and time value of moneyConsider age differential and time value of money

Male 75 Male 75 -- Female 60Female 60
10 million 210 million 2ndnd To DieTo Die 10 million Single Life10 million Single Life

M dies age 90M dies age 90 M dies age 90M dies age 90
F dies age 90 (15yrs later)F dies age 90 (15yrs later) $10,000,000 benefit received$10,000,000 benefit received

15yrs growth at 4%15yrs growth at 4%

$10,000,000 to beneficiary                      $18,000,000 to b$10,000,000 to beneficiary                      $18,000,000 to beneficiaryeneficiary



III.  Generic Product FormsIII.  Generic Product Forms

nn TermTerm
nn Traditional PermanentTraditional Permanent
nn Flexible (Universal Life)Flexible (Universal Life)

Which Product Is Best???Which Product Is Best???



IV.  Product PerformanceIV.  Product Performance

nn Traditional products:Traditional products:

•• DividendsDividends
•• Uses of dividendsUses of dividends
•• Vanishing premium conceptVanishing premium concept



IV.  Product PerformanceIV.  Product Performance

nn Traditional products:Traditional products:
•• DividendsDividends

•• Premiums based on conservative assumptionsPremiums based on conservative assumptions
•• Dividend paid when premiums are more than adequateDividend paid when premiums are more than adequate
•• Not guaranteedNot guaranteed
•• Values are over and above the guaranteeValues are over and above the guarantee
•• Dividends received cannot diminishDividends received cannot diminish



Use of DividendsUse of Dividends

Common Dividend Options:Common Dividend Options:
•• CashCash
•• Applied to reduce premiumApplied to reduce premium
•• Accumulate at interestAccumulate at interest
•• Purchase additional death benefitPurchase additional death benefit

Compare: Compare: 
Same Contract with Different Options:Same Contract with Different Options:



Dividends in CashDividends in Cash



Dividends Reduce PremiumDividends Reduce Premium



Dividends AccumulateDividends Accumulate



Dividends Purchase More Death Dividends Purchase More Death 
BenefitBenefit



Premium Offset ConceptPremium Offset Concept

nn Vanish Concept Vanish Concept –– sold frequentlysold frequently

•• Vanish depends on dividendsVanish depends on dividends
•• Lower dividends mean more paymentsLower dividends mean more payments



Current Dividend = 14 paymentsCurrent Dividend = 14 payments



Lower Dividend = 16 PaymentsLower Dividend = 16 Payments



IV.  Product PerformanceIV.  Product Performance

nn Flexible Products:Flexible Products:

•• Earnings on investment account can effect the ability Earnings on investment account can effect the ability 
to maintain the death benefitto maintain the death benefit

•• Even when investment performance is favorable, Even when investment performance is favorable, 
mortality costs can changemortality costs can change

•• Vanish point can change dramatically, requiring Vanish point can change dramatically, requiring 
substantial additional premiumsubstantial additional premium

•• Policy can unravel quicklyPolicy can unravel quickly
•• Must be monitored.  ReMust be monitored.  Re--run illustrations regularlyrun illustrations regularly



VUL  8%  vs.  4%VUL  8%  vs.  4%

8%
In force 
Age 110

4%
Lapse
Age 85



VUL  Guaranteed MortalityVUL  Guaranteed Mortality

4%
Lapse
Age 68

8%
Lapse
Age 71



Causes of UnderfundingCauses of Underfunding

nn Lack of understanding by the clientLack of understanding by the client
nn Lack of understanding by the agentLack of understanding by the agent
nn Client over optimismClient over optimism
nn Agent over optimismAgent over optimism
nn Agent misleadingAgent misleading
nn Client looking for the “easy way”Client looking for the “easy way”



V. Insurance Company IssuesV. Insurance Company Issues

nn Financial StrengthFinancial Strength
nn Market BehaviorMarket Behavior
nn Too Hungry For BusinessToo Hungry For Business
nn Overexposure to One LineOverexposure to One Line
nn Historical Product PerformanceHistorical Product Performance
nn Daily OperationsDaily Operations



Financial StrengthFinancial Strength

nn RatingsRatings
•• ImportantImportant
•• Not the only factor Not the only factor 
•• Highly rated companies can fall quicklyHighly rated companies can fall quickly

nn Lapse RatiosLapse Ratios
•• Important to performanceImportant to performance
•• Aggressive assumptions can threaten solvencyAggressive assumptions can threaten solvency



Market BehaviorMarket Behavior

nn Why would an insurance company:Why would an insurance company:

•• Project overProject over--optimistically?optimistically?
•• Take bad underwriting risks?Take bad underwriting risks?
•• Overspend to attract new business?Overspend to attract new business?

With billions of dollars in investments, years of mortality expeWith billions of dollars in investments, years of mortality experience, with rience, with 
regulators, cpas, attorneys, actuaries monitoring constantly regulators, cpas, attorneys, actuaries monitoring constantly –– can a can a 

company suddenly find a new way to compete in the short run withcompany suddenly find a new way to compete in the short run without out 
paying the price in the long run…paying the price in the long run…



Too Hungry For BusinessToo Hungry For Business

nn Advisors should be alert to thisAdvisors should be alert to this

nn Could be a sign of underlying issues not yet Could be a sign of underlying issues not yet 
reflected in a company’s ratingsreflected in a company’s ratings



Overexposure to One LineOverexposure to One Line

nn Limited product offerings can add riskLimited product offerings can add risk

nn Companies with broader product offerings Companies with broader product offerings 
often weather market pressures betteroften weather market pressures better



Historical PerformanceHistorical Performance

nn How did they really do with mortality, How did they really do with mortality, 
interest, expense?interest, expense?

nn Apples to Apples is difficult Apples to Apples is difficult 
nn Same policy can be different over timeSame policy can be different over time
nn Same company, different policies different Same company, different policies different 

resultsresults
nn Different companies Different companies –– products varyproducts vary



Daily OperationsDaily Operations

nn Claims Claims –– paid how quicklypaid how quickly
nn Illustrations Illustrations –– “what ifs” or vanilla only“what ifs” or vanilla only
nn Change Options Change Options –– can they be illustratedcan they be illustrated
nn In Force Ledger In Force Ledger –– free or do they chargefree or do they charge
nn Communication Communication –– is agent copiedis agent copied
nn Service Line Service Line –– can do or sorry Charliecan do or sorry Charlie



VI.  SummaryVI.  Summary

nn Life Insurance is priced logically Life Insurance is priced logically –– no magicno magic
nn No free lunchNo free lunch
nn Trade off: premium vs. risk shiftingTrade off: premium vs. risk shifting
nn Skillfully match product to circumstancesSkillfully match product to circumstances
nn Good design is more than getting 3 quotesGood design is more than getting 3 quotes



VII.  Questions & DiscussionVII.  Questions & Discussion


