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There are worse things Iin
life than death.

Have you ever spent an
evening with an insurance
salesman?

Woody Allen




I. Life Insurance

n Introduction

The industry could use a good P.R. agent
Only 12% of agents survive beyond three years

Of those, few are technically proficient, most are poorly trained
Many offer insurance only as a sideline

Very few earn the Chartered Life Underwriter (CLU) designation




I. Life Insurance

For the Non-Insurance Advisor

Technical knowledge — not sales knowledge

Help you speak intelligently to clients

Life Insurance Is not for everyone

Money for future delivery

Complicated — but not hard to understand

Some have an irrational distaste for it

Life Insurance is powerful if you know how to use it correctly
Primer on the product spectrum, and how the products work




I. Life Insurance

n Matching Product to Objective

n Understand what the client needs and wants
n I he art of matching that with the appropriate product
n Different objectives can dictate different products




I. Life Insurance

n 1978 — 1982 A Turning Point

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




I1. Components of Price

General Concepts

Most products have some guarantees

Regulators require conservative pricing assumptions

Policies can be In force 75 — 100 years

Beyond the guarantees no one knows the ultimate cost
Conservative assumptions to assure the benefit can be paid

If premiums are more than adequate, policy owner receives dividend




I1. Components of Price

The things determine premium:

n Mortality
n EXpense
n Investment




I1. Components of Price

n Mortality

n

n




I1. Components of Price

n Mortality

Cost of claims — quantifiable
Standard mortality — Commissioner’s Table
Commissioner’s Table vs. Insurer’s Table




I1. Components of Price

2001 Commissioners Standard Ordinary Mortality Table
Deaths per thousand
Female Age \EIS Female Age
0.48 40 1.65 1.30 80
0.35 41 1.79 1.38 81
0.26 42 1.96 1.48 82
0.20 43 2.15 1.59 83

0.19 44 2.39 1.72 84

0.18 45 2.65 1.87 85
0.18 46 2.90 2.05 86
0.21 47 3.17 2.27 87
0.21 48 3.33 2.50 88
0.21 49 3.52 2.78 89
0.22 50 3.76 3.08 90
0.23 51 4.06 3.41 91
0.27 52 4.47 3.79 92
0.30 53 4.93 4.20 93
0.33 54 5.50 4.63 94
0.35 55 6.17 5.10 95
0.39 56 6.88 5.63 96
0.41 57 7.64 6.19 97
0.43 58 8.27 6.80 98
0.46 59 8.99 7.39 9
0.47 60 9.86 8.01




I1. Components of Price

2001 Commissioners Standard Ordinary Mortality Table

Female
0.48
0.50
0.50
0.52
0.54
0.56
0.60
0.63
0.66
0.68
0.73
0.77
0.82
0.88
0.97
1.03
1.11
1.17
1.23

Deaths per thousand

Age Male Female Age Male

61 10.94 8.68 101 380.08
62 12.25 9.39 102 398.06
63 13.71 10.14 103 417.20
64 15.24 10.96 104 437.56
65 16.85 11.85 105 459.21
66 18.47 12.82 106 482.22
67 20.09 13.89 107 506.69
68 21.85 15.07 108 532.69
69 23.64 16.36 109 560.31
70 25.77 17.81 110 589.64
71 28.15 19.47 111 620.79
72 31.32 21.30 112 653.84
73 34.62 23.30 113 688.94
74 38.08 25.50 114 726.18
75 41.91 27.90 115 765.70
76 46.08 30.53 116 807.61
7 50.92 33.41 117 852.07
78 56.56 36.58 118 899.23
79 63.06 40.05 119 949.22

120 1000.00

Female
297.84
322.21
349.06
378.61
410.57
443.33
476.89
510.65
545.81
581.77
616.33
649.85
680.37
723.39
763.41
804.93
850.44
892.44
935.11
1000.00




U.S. Deaths per Thousand
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The Population of the U.S. Is Aging

1. More pcople are reaching age 65

2. The over 65 populalion is living longer

29%
Of Deaths
Occur
s (25 Years) s |

65 90

40l 5 1ol 5
Alive al 65 Alive al 9

100

1.58%
Alive ul 100




I1. Components of Price

EXxpense




I1. Components of Price

n EXpense

Companies project expenses to set premiums
Projected conservatively
Creates slightly higher premium
Expense must be projected out decades

Expenses Include:
. Home Office Expense: rent, salaries, legal, accounting, advertising

 Field-Distribution Expense: commissions, sales management, field
offices, underwriting




Policy Expenses

Abave the Line: profitability ineludes

]:1:1{11‘1:alil:}F savings and investment
revenue, as well as
expense savings.

There are always ongoeing expenses
Break even is approximately ten vears
Suceess in controlling expenses reduces
break even point

Lulle-:n rates are YUy im lmrttmt




I1. Components of Price

n

n

n Investment




I1. Components of Price

Investment Income

. Commissioner’s interest rate for reserves
«  Conservative investments required

. Dividend interest rate — (NOT the policy rate of return)




Projected Dividends

Mortality 4 Expense

Investment Projected
Income __ Dividends

Avtual




Dividend Interest Rate

Dividend Interest Rates for Participating Life Insurance
Policies Issued by Massachusetts Mutual Life
Insurance Company prior to March, 1996

1985

12.20%

2y companies apply dividend intarast
rates to calculate dividend vanes-San
companias quate gross retas. Others,
including MassMutual, quate rates that are
nat of imvestmant expanses only, whila yet
athers quote rates that taka additional

1teiris ifito consideration

Rates starting in 1983 assume an Adjustable Loan Rate,

Policies in this block of basiness are no longer sobd.




I11. Generic Product Forms

A Risk Shifting Vehicle

Term
Traditional Permanent
Flexible (Universal Life)




I11. Generic Product Forms
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Term Rates

Male Age 30

$500,000

Ten Year Level Term

Savings Bank Life Principal MetLife

Banner Life United of Omaha Lincoln Benefit

Protective Life Ohio National Prudential

Union Central Mass Mutual Nationwide




1905 NY Legislature

n Armstrong Committee
n lerm to 100
n Access to reserves — non-forferture values

n Cash value confusion

Death Benefit Cash Value
$600,000 $200,000
surrender -$100.000

$300,000 $100,000




I11. Generic Product Forms

n

n | raditional Permanent




Whole Life

250,000
Death
Benefit

Guaranteed

Equity




Traditional Whole Life

n Guaranteed Cash Value
» Reserve for payment of death benefit
e Guaranteed cash value = death benefit age 100

n Limited Pay Whole Life

n Term-\Whole Blends




Term-Whole Life Blend- $250k

Term
Premivm

$1100

Fixed
Premivm

$2900

(e
Ycar
Term
Insurance

Whale
Lile

Insurance

Paid-Up
Addilions

125,000

125,000




I11. Generic Product Forms

Flexible (Universal Life)




I11. Generic Product Forms

Flexible (Universal Life)

Introduced Iin 1970s

Flexible premium
Opportunity for growth
Minimal guarantees

Policy owner assumes the risk




Universal Life

714250,000
Death
Benefit

Flexible

Premium i
32800 Equlty

| ¢ f }

Tax/Load Expenses Inlevest Mortality Costs




I11. Generic Product Forms

n Flexible (Universal Life)

n  Secondary guarantees

For a higher UL premium — guaranteed death benefit
Premium lower than whole life

Little or no cash value

Narrow actuarial calculations

Strict payment monitoring

Full circle from Armstrong Committee philosophy




\Variable Life

250,000
Death
Benefit

Flexible
Equity

} i {

Tax/M.oad Exp;-.n B0 Investment Maortality Costs

Hm*nings

Fixed
Premium

12700

Management Expense Mortality Expense




I11. Generic Product Forms

Indexed Life Insurance

Most recent flexible product offering
Crediting tied to an index of equities
Definition of the index varies widely
Guarantees — but difficult to quantify
Promoted as lower ultimate cost




I11. Generic Product Forms

Second-To-Die




I11. Generic Product Forms

n Second-To-Die

Same generic product forms

Insures two lives

Benefit paid at second death
Unlimited marital deduction — 1981
Interest, mortality, expense

Joint mortality table




n

Planning Consideration
Second-To-Die

« Not always more cost effective
e Consider age differential and time value of money.

Male 75 - Female 60

10 million 2" To Die 10 million Sinagle L ife

M dies age 90 M dies age 90
F dies age 90 (15yrs later) $10,000,000 benefit received
15yrs growth at 4%

|

$10,000,000 to beneficiary $18,000,000 to beneficiary



I11. Generic Product Forms

n [ erm
n Iraditional Permanent
n Flexible (Universal Life)

Which Product 1s Best???




1\V/. Product Performance

n [lraditional products:

Dividends
Uses of dividends
Vanishing premium concept




1\V/. Product Performance

n [lraditional products:
Dividends

Premiums based on conservative assumptions
Dividend paid when premiums are more than adequate
Not guaranteed

Values are over and above the guarantee

Dividends received cannot diminish




Use of Dividends

Common Dividend Options:
o Cash
o Applied to reduce premium
o Accumulate at interest
e Purchase additional death benefit

Compare:

Same Contract with Different Options:



Dividends In Cash
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Dividends Reduce Premium

MassMutual Whole Life Lemaey 100

FINANCIAL BADUP® L.ife Tnsurance THopsrearion
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dividends will change all Yon=Crnarantes] values shown in this illustration,
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Dividends Accumulate

A MassMutual Whole Life Lesacy 100

e P o, sl Life Imsuranee Hlostration
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shown in this illnstradon,
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Dividends Purchase More Death
Benefit

Whole Life Legacy 100
T.ife Tnyprance THNostration

Va MassMutual

FINANCIAL BRDUP™
WIAEZA CHUSETTE MUTUAL LFE INE OO

Pelicy: ¥Whele Lite Legacy 100 with Praminms Magable re Age TO0
Hasa Moliey Face Amonnt: $250,000
Riders, AHR TIR

Al Preminnn: £35,41 3 041

Tabular Valacs
Diviglend Option: Nhivicdends used o purchase Paid-Lp Additions, Dividends are not guaranteed and are subject to
slgniticant Moctuations over the litetime of the policy, Changes in dividends will change all Non-Goaranteed values
shamen in this illnsireation,
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Premium Offset Concept

n Vanish Concept — sold freguently

e VVanish depends on dividends
o |ower dividends mean more payments




urrent Dividend = 14 payments

7 MassMutual Whale Life Legaey 100

SRR N R IKL R R Life Insurance Hlustration
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|_ower Dividend = 16 Payments

MassMutual Whole Life Legacy 100

FARAM G RN LR Hypothctical Lower Scale Life Insurance Tllustration

WASRACHCRE T TS MU TIAL LFTIRE G

Tilivy: Whale Tafe Legacy 100 with Premiums Payalble w agpe 100
B Policy Foce Amount: 32350000 Aol Premucn: 55.8415.00
Rider: ATIR TTE

Supplemental Values

Dividend Oplien: Dividends vsed o purchas: Paid Tp Addioms, Bividends are not guaranteed and are sobject w
significant fluctnations over the lifedme ol ihe polivy, Changes in dividends w80l change all Mon-Guarsnteed valucs
show in this illostrsiien.

memun UiLorarceed Lowes Seake Walies
Faari Tzl
Pahiy £lash Fuval Tz Tutd
it Anncal M [T W nw af Ui Puid Lz Cewh
Snmazks Wiolar Akl ke alu: Adidrians Henefit
ege Year Cnd Year Tnd r par lined ¥ ear CELUR T Ed s

" a 1 ERRLIL

530 3 ZEILIHHE
o, 0L U 251,282
i1, Qin s KE1 28LER
A ] L9 2 HIE

21.48% ERIEE T LA

A a7 11,507 : TEmSR
3107 5427 02 ] BT EE
SEENS i3, P4} i 164591
4477 .11 =2,

A01TH 2553 5 REE
SE000 1124 - Ry
Gk 13, HM T4,
fik, T3 15,5001 A1ARY
LT 17 5Mas LR

TraT 210 4T 3T T T
H1, 104 TR ETR Tl il GRS b el R
B, 600 R ] Gl .y 27k Te]
b ] 17 A0 LELTIA ] 28502
ILLIN Rt ] 14.33% 114,250 11,08 AL GG




1\V/. Product Performance

n Flexible Products:

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

Even when investment performance Is favorable,
mortality costs can change

Vanish point can change dramatically, requiring
substantial additional premium

Policy can unravel quickly
Must be monitored. Re-run illustrations regularly




VUL 8% vs. 4%

NIEISSMUHIELI Variable Universal Life TII Insurance Hlustradon
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VUL Guaranteed Mortality

ﬁ NIHSSMUTHEIJ ¥ariable Universal Life TH Insurance Hlustradon
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Causes of Underfunding

n LLack of understanding by the client
n Lack of understanding by the agent
n Client over optimism

n Agent over optimism

n Agent misleading

n Client looking for the “easy way”




V. Insurance Company. Issues

n Financial Strength

n Market Behavior

n 100 Hungry For Business

n Overexposure to One Line

n Historical Product Performance
n Daily Operations




Financial Strength

n Ratings
e Important
e Not the only factor
o Highly rated companies can fall quickly

n Lapse Ratios
e Important to performance
e Aggressive assumptions can threaten solvency




Market Behavior

n \Why would an insurance company:

» Project over-optimistically?
e Take bad underwriting risks?
» Overspend to attract new business?

With billions of dollars in investments, years of mortality experience, with
regulators, cpas, attorneys, actuaries monitoring constantly — can a
company suddenly find a new way to compete in the short run without
paying the price in the long run...




Too Hungry For Business

n Advisors should be alert to this

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




Overexposure to One Line

n Limited product offerings can add risk

n Companies with broader product offerings
often weather market pressures better




Historical Performance

n How did they really do with mortality,
Interest, expense?

n Apples to Apples is difficult
n Same policy can be different over time

n Same company, different policies different
results

n Different companies — products vary




Daily Operations

n Claims — paid how guickly

n Hlustrations — “what 1fs™ or vanilla only
n Change Options — can they be illustrated
n In Force Ledger — free or do they charge
n Communication — Is agent copied

n Service Line — can do or sorry Charlie




V1. Summary

n Life Insurance Is priced logically — no magic
n No free lunch

n Trade off: premium vs. risk shifting

n SKillfully match product to circumstances

n Good design Is more than getting 3 quotes




VII. Questions & Discussion




