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CONSUMER DISCLOSURE OF INSURANCE

- TUESDAY, JUNE 23, 1992

‘ U.S. SENATE,
SUBCOMMITTEE ON ANTITRUST, MONOPOLIES
AND BUSINESS RiGHTS,
COMMI'I'I‘EE ON THE JUDICIARY,
Washmgton, DC.

- The subcommittee met, pursuant to notice, at 9:38 a.m., in room
SD-226, Dirksen Senate Office Building, Hon. Howard Metzenbaum
.(chalrman of the subcommittee) presiding.

Present: Senators Metzenbaum and Specter.

OPENING STATEMENT OF SENATOR METZENBAUM

Senator METZENBAUM. The hearing will come to order. Today’s
hearing is about how life insurance companies and their agents in-
tentionally mislead consumers about how much their life insurance
policies will cost and what those policies will be worth when they
need them most.

I think we can all agree that buying life insurance is confusing
and frustrating, but I am convinced that it doesn’t have to be that
way. Too many companies in this industry would rather confuse .
consumers than educate them. Maybe-that is because a confused

- consumer won’t ask so-many tough questions, like are there any
policy cancellation charges and how much are they.

_Today, life insurance shell games are quite sophisticated. Compa--
nies and their: agents disguise the true cost and true value of a
policy by using slick, computer-generated illustrations of how much
a policy will cost and how much it will be worth. They also use
these illustrations to hide exorbitant administrative fees and policy
surrender charges.

But that is not all. These same companies design and market so-
called “new and improved” life insurance policies to lure consum-
ers into replacing their current policies. What consumers don’t
know and are never told is that the real purpose of the new poli-
cies is to generate higher fees for the companies and new commis-
sions for their agents. These life insurance shell games produce one
result: consumers get a raw deal.

It is difficult to believe that this could happen with respect to an
industry as well recognized and generally well-respected as the life
insurance industry. But it is abundantly clear to me that the life
insurance industry designs policy illustrations to be confusing—or
worse, unintelligible.

To the average consumer, the five illustration charts directly to
the side of me are just a jumble of numbers, and that is what they
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would be to any average person. What little meaningful informa-
tion they contain is hidden in the disclaimers in the small print at
the bottom. The truth is that these policy illustrations disclose
almost nothing that a consumer really needs to know to make an
informed choice about which life insurance policy to buy.

These policy illustrations were created by five different compa-
nies as a tool for selling the same 45-year-old man $300,000 worth
of life insurance to protect his family financially when he dies. But
the only thing that these five illustrations have in common is that
none of them disclose enough information. S

For example, Alexander Hamilton’s illustration doesn’t make it
clear that there is no guaranteed death benefit after 12 years. How
absurd can it be? That means that at age 57, this 45-year-old man
will quite possibly have to pay a lot more to get new life insurance,
. if he can get it at all. Frankly, no 45-year-old man can make an
informed choice about which policy to buy on the basis of any of
these illustrations. !

The most abusive policy illustrations are those that seem to
promise consumers that their policy will be paid for in a set
number of years. This is known as a vanishing premium because
no premium payments show up on the chart after 5, or sometimes
10 years. Naturally, consumers believe that their policy will be
paid for when their premium payments vanish from the page.
Nothing could be further from the truth.

What the companies hide in the fine print is the fact that these
vanishing premiums are not guaranteed and depend entirely on
the rate of return the company earns on the consumer’s premium
dollars. So if the company doesn’t meet its own earning projections,
premium payments don’t vanish. Instead, the unsuspecting policy-
holder is stuck paying thousands of ‘dollars more in premiums to
keep from forfeiting his or her life insurance. ‘ ’

That is exactly what happened to one of our witnesses today. Mr.
Butler’s father sold his business in order to buy a life insurance
policy to protect his family after he and his wife died. A broker
sold him a policy that the computer illustration showed would be
paid for in just 5 years. As far as the senior Mr. Butler knew, his
policy was paid up long ago. Then just 7 weeks ago, he called the
company to check on his insurance. He was horrified to hear that
he would have to make hundreds of thousands of dollars of addi-
tional premium payments to keep up his life insurance. To make
matters worse, Mr. Butler is seriously ill and can’t qualify for new
coverage. So, now, instead of having a paid-up policy, Mr. Butler is
faced with the prospect of paying a deceitful insurance company
even more money for insurance that he thought he had paid for
long ago. ' :

Many of these misleading policy illustrations are just short of
fraudulent because the companies actually know that they cannot.
earn the rate of return that they show on their projections. As one
of our witnesses will testify, it is not uncommon for a company to
be peddling an illustration showing a high rate of return at the
same time it is filing a State disclosure form admitting that it can’t
possibly meet that projection.

For example, in its 1990 annual schedule M to State insurance
departments, Mutual of Omaha——certainly, one of the Nation's
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most respected insurance companies—admitted that it could not
meet the rate of return that its illustration projected for even the
first 2 years of the policy.

Companies also use computer-generated illustrations to hide ri-
diculously high administrative and surrender charges. That is why
most policyholders don’t realize that their agent is making a com-
mission of between 55 and 105 percent on their premium payments
in the first couple of years. Some companies and agents will go to
almost any lengths to hide the fact that all they really care about
is how much they can make in commission. As one of Pacific Mu-
tual’s agent training films put it: “We start with the client’s premi-
um * * * §$10,000. What we are interested in now is how much
commission we can get on that $10,000.”

Surrender charges are another cost that the companies try to
hide. Surrender charges are what the company makes a consumer
pay when the policyholder cashes in his policy during its early
years. These charges are usually so high that most policies have
absolutely no value until a consumer has paid premiums for at
least 3 years, but most consumers don’t realize that until it is too
late to get their money back. :

Many insurance companies even have a way to get a consumer’s
money without the consumer ever knowing about it. Most policies
have a clause that allows the company, without telling the policy-
holder, to dip into the savings component of their life insurance
policy. This can happen, for instance, when a consumer stops
paying on a policy because he or she believes that the policy is paid
up. Then, without even telling the policyholder, the company can
raid the savings to pay itself more premium.

We will hear testimony today about a family in Texas which paid
premiums on a life insurance policy for their son for 20 years and
thought it was paid up. When their son asked the company about it
years later, he learned that the policy had a cash value of only
$56.10 because the company, on its own, had decided to use the rest
. to pay itself more premiums.

Frankly, everything some life insurance company do is designed
to make it virtually impossible for consumers to tell whether their
premium dollars are going to build up the policy’s cash value or
line the pockets of the company and its agents.

As if they don’t get enough money by taking expense charges out
of premiums for 6 or 7 or even 12 years, life insurance companies
are constantly designing new policies to sell to their old customers.
When the unsuspecting customer buys the improved product, so-
called, he or she has to start all over paying new and higher com-
missions and other administrative charges. As one of our witnesses
will tell us, only a third of buyers keep their policies long enough
to break even. .

The purpose of our hearing today is to determine what this com-
mittee can do to put a stop to this shell game that life insurance
companies are playing with consumers. Our investigation showed
.that many companies offer misleading illustrations, including the
five companies whose illustrations you see here today.

While these companies cooperated with the subcommittee by pro-
viding materials, none of them wanted to present testimony here
today. We invited the American Council of Life Insurance to testi-
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fy, but they also did not want to come. They said it was “inappro-
priate” for them to be “further involved in these matters.”

. I think the absence of the companies and the ACLI at the wit-
ness table says a lot about the industry’s commitment to providing
consumers with clear and comprehensive information about life in-
surance policies. I am now convinced that the ACLI and the life in-
surance companies think that they can keep a sufficient hold on
legislation in this area that they don’t need to move. Well, maybe
the glare of publicity about their reprehensible practices will make
them realize that it is not the legislation that this body may or
may not pass alone, but this body’s ability to show the American
consumer some of the pretty close to fraudulent practices that the
companies are engaging in.

This is an industry that has tremendous respect in this country,
and they have used that respect that they have had to take advan-
tage of consumers in this country. They have used the position to
pretty much control the State regulators, and they have used the
position to pretty much have their will in the halls of Congress. I
think it is high time that the people of this country become aware
of some of the practices, too many of the practices, that just about
all of the life insurance companies are using today to rip off the
American consumer.

Before I call the first panel, I wish to place an opening statement
by Senator Thurmond into the record.

[The statement follows:]



‘STATEMENT BY SENATOR STROM THURMOND (R-S.C.) BEFORE THE
SUBCOMMITTEE ON ANTITRUST, MONOPOLIES AND BUSINESS RIGHTS, SENATE
JUDICIARY COMMITTEE, REFERENCE HEARING ON CONSUMER DISCLOSURE OF
INSURANCE, 226 DIRKSEN SENATE OFFICE BUILDING. TUESDAY, JUNE 23,
1992, 9:30 A.M. ) - .

MR. CHAIRMAN:

The hearing this morning will address concerns relating to
the adequacy of financial disclosures made in connection with fhe
purchase of whole life insurancé policies. These policies are
purchased not only for their inéurance'benefits, but for ﬁheir
iﬁvestmeht value as well. The issue of adeQﬁate disclosure.has
been the subject of several articles which have recently appeared
in the Wwall étreet Journal and Forbes mggaziné.

Mr. Chairman, although you and I differ on some issues
relating to.the insurance industry -- for example, the wisdom of
substituting federal regulation for state regulation -- I do not
believe we differ on the issue of fairness to the consumer. The
articles in the Wall Street Journal and Forbes magazine raise
questions about whether purchasers of whole life insurance are
being treated fairly in terms of the information they receive-
about their policies. I believe this issue deserves exploration.

It is not clear whether deliberate misrepresentétions are
made in the salé of these policies, or whether consumers need to
be better educated about the product they afe purchasing. ' In any
event, the hearing this morning will serve to educate us about
these issues, and to raise public awareness so that consumers
themselves will be more knowledgeable. .

The insurance industry is an essential part of our economy,



Mr. Chairman. Many individuals, and almost every business,
depénd on the financial protection afforded by insurance.
Obviously, there is no justification for the industry to engage
in questionable, or perhapé illegal activities, which, at a
minimum, erode the very_consumef confidence that is the key to a
healthy industry.

Mr. Chairman, I look forwérd to the testimony ofvthe
witnesses this morning, and thank them for their time and effort

in appearing before the Subcommittee.

-2-

~END-
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Senator METZENBAUM. Our first panel today will consist of Mr.
"~ T.J. Butler, speaking for Garrett Butler, of Houston, TX; Mr. Rick
K. Nelson, an independent insurance agent with R.K. Nelson & As-
sociates, Northbrook, IL; and Harold G. Mercer, of Mercer & Jen-
kins, Ltd., insurance consultants of Alexandria, VA. ,

Would the witnesses be good enough to come to the table, please?
Would you please be good enough to stand? We swear in our wit-
nesses.

Do you solemnly swear to tell the truth the whole truth, and
nothing but the truth, so help you God? v

Mr. ButLEr. I do.

Mr. NeLson. I do.

Mr. MERcEr. I do.

Senator METZENBAUM. Mr. Butler, we will be pleased to hear
from you first. : :

TESTIMONY OF A PANEL CONSISTING OF T.J. BUTLER, HOUSTON,
TX; RICK K. NELSON, INDEPENDENT INSURANCE AGENT, RK.
NELSON & ASSOCIATES, NORTHBROOK, IL; AND HAROLD G.
MERCER, MERCER & JENKINS, LTD.; ALEXANDRIA, VA :

Mr. BuTtLer. Yes, sir. Can you hear me well?

Senator METZENBAUM. Yes.

Mr. ButLEr. Thanks for your hospitality and thanks for inviting
me to testify. My name is T.J. Butler. I am 43 years old and I live
“with my family in Houston, TX. I make my living primarily
through workmg in a family business. I make about. one-third of
my income in photography.
My parents are Garrett Butler and Ellen Butler, who also reside
in the Houston area. My dad, Garrett Butler, is 73 years old and
has bone marrow cancer. He was diagnosed in 1990 and, since then,
has been receiving periodic chemotherapy treatments at M.D. An’
derson Hospital in Houston. As a result of the progression of his
disease and the debilitating effects of the chemotherapy, my dad’s
health has deteriorated slowly since 1990. Today, he is unable to
get around without a wheelchair. His doctors give him 1 or 2 more
years to live, at the most, and he has bravely resigned to the fact
that he may go at any time. My mother, Ellen, is 68 years old and
is' the picture of health. She still exercises vigorously by walking
and. playing golf on a daily basis. We have every expectatlon that
she will live well into the next century. .

Prior to his retirement in 1982, my dad made a fair amount of
money operating a mortgage banking business in Houston. In 1983,
my dad had enough of an estate to worry about estate taxes that

 would have to be paid either by mother or by me and my two

* brothers, John and Steve. At that time, he consulted the finanmal
planning firm of Linscomb & Williams in Houston for estate plan-
ning services. This firm suggested to my father that, among other
things, he set up a life insurance trust for our benefit and for the
benefit of our children. .

It was proposed that the life insurance trust be funded with a $3
million face value second-to-die whole life policy insuring jointly
the lives of my mother and father. Because the estate taxes were
our concern, my brothers and I became involved with the life insur-

;-
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ance purchase and we eventually were made cotrustees of the
Butler Family Life Insurance Trust. -

My brothers, my dad, and I were presented with the recommen-
dation that we purchase, as cotrustees of the life insurance trust,
the $3 million life insurance. policy I have previously described
from Crown Life Insurance Co. of Canada. We were told that policy
could be issued so that the policy paid for itself after a certain
number of rather high annual premium payments were made. We
were told that the premiums would be $70,140 per year, and that
after paying that amount for 6 years we would have $3 million
worth of paid-up insurance on the joint lives of my parents.

This plan was compared with another life insurance option in
which we would purchase regular-term insurance policies with face
amounts totaling $3 million. Although the premiums under that
plan would have been considerably less each year, we were told
that those premiums would have to be paid annually until both of
my parents died. »

By comparing the results, if my parents lived 10 more years,
from 1984, were shown that the Crown Life policy would result in a
premium savings to us of over $189,000. Needless to say, we be-
lieved the purchase of the Crown Life policy was in everyone’s best
interests.

The Linscomb & Williams people we were working with had a
license to sell life insurance in Texas and told us that they could
act as a life insurance agent for Crown Life Insurance Co. We dealt
only with them in the purchase of this policy. After hearing the
recommendations of the Linscomb & Williams firm and after re-
viewing the written materials which were provided to us, we decid-
ed to go ahead with purchase of the Crown Life policy on my par-
ents. We formed the Butler Family Insurance Trust and, as cotrus-
tees, my brothers and I made the annual payments on the policy to
Crown Life, as we had been told to do.

In exchange, we received Crown Life’s $3 million joint wholelife
policy with the expectation that it would be paid up within 6 years
and would always have a face value of at least $3 million. At no
time either before or after we purchased this policy were we told
that the performance of the policy, as represented, was in any way
contingent upon a continued high dividend rate, the earnings of
the life insurance company, the availability of policy loans at a cer-
tain rate of interest, or anything of the sort. We were led to be-
lieve, and believed wholeheartedly, that this was a closed-end ar-
rangement.

In March of this year, we became aware for the first time that
the insurance we had bought was not what we thought it was.
When my father made an unrelated inquiry to the Linscomb &
Williams firm about a story he had read describing the downrating
of Crown Life’s financial stability, Linscomb & Williams advised
him that the current projections for this policy showed that the in-
surance policy was in danger of lapsing unless a significant amount
of new money was injected into the policy by my brothers and me.

" At that time, we were given two scenarios. In the first scenario,
it was assumed that no additional premiums were paid into the
policy. Under that scenario, the $3 million policy which we thought
we had would continually lose value in the death benefit payable
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at the rate of about $80,000 per year, so that after 10 years the pol-
icy’s net death benefit would be less than $2,400,000. If no addition-
al premiums were paid after the 10th year, the policy would lapse.

Under the second scenario, we were given the option of paying
additional premiums to Crown Life on the policy in order to keep
the death benefit payable level at around $3 million. In order to do
that, the new projection was that we would have to pay over
$92,000 each year for the next 4 years. After that, an annual pay-
ment- of over $22,000 would be necessary each year until both my
father and mother were no longer living.

Needless to say, this has come as quite a shock to our entire .
family. We paid rather substantial annual premiums through 1987
with the understanding that this insurance would be paid up as
represented and would be in force and effect for at least $3 million
until my parents died.

If we are to keep this policy as it is now, we face the choice of
either, No. 1, having the policy reduced in value every year and
then lapse after 10 years; or No. 2, prepare to pay annual premi-
ums totaling hundreds of thousands of dollars each year until my
parents pass away.

Because my father has become essentially uninsurable, we are
unable to go out on the open market and purchase other insurance.
Furthermore, because my mother has every expectation of living

“for at least 10 more years, letting the. policy decline in value and
then lapse after 10 years would be tantamount to flushing our sig-
nificant premium payments down the toilet.

My brothers, my parents, and I believe that we have been seri-
ously misled with respect to the purchase of this insurance policy.
We have recently sought legal counsel to advise us as to what
rights and remedies we might have against the parties responsible.
‘We have been advised that our situation is not an isolated incident
either with respect to this i insurance company or this type of insur-
ance sales technique.

Because litigation over our situation is a significant possibility, I
have been advised by my attorneys to respectfully refrain from an-
swering any guestions you may have. Even so, I hope that you have
found my statement informative on a situation which may be
facing a number of  Americans today. I appreciate very much
having the opportunity to bring this story before you for your con-
sideration.

‘Thank you.

[The prepared statement of Mr. Butler follows:]
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STATEMENT CF T. J. BUTLER

My name {s T. J. Butler. I am [41] years old and live with my

{family] in Hcuston, Texas. I make my living (expound on business

pursuits]. .
My parants are Garret:t Butler and Ellen Butler who alse reside

in the Houston arsa. My dad, Garzet: Butler, is 71 years old and

He was dlagnosed in {year], and since then has been
D. Anderson

has (cancer].
zeceiving pericdic chemotherapy treatments at .

Hospital in Houstoan. As a2 result of the prograssion of his disease

and the debilitating effects of the chemotherapy, amy dad's health

has detericrated slowly since [vear]. Today, he is unable to get

around without a wheelcngi:- His doctsrs give him one or two more
years to live at the most, and he has bravely resigned to the fact
that he may go at any time.

My mother, Ellen, is [653] years old and is the picturs of
health. She stlll exercises vigorous!y by [jogging and riding a

bicycle] on a daily basis. We have every expectation that she will

live well into the next csntury.

Prior to his retiremgnﬁ in (yeax), my dad made a fai: amount
of money [operating a mortgage lending business] in EHouston.
{Expound on business pursuits as necessary.] :

By 1983, my dad had encugh of an estats to worry about estate
taxes that would have tc be paid either by my mother or by me and
gy two brothers, John and Stave. At that time, he consulted the
financial planning firm of Linscomb & Williams in Houston for

estate planning services. This firm suggested to my tathe:'thac,

\misc3\705:3 -1-
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among other things, he set up a life insuraqce trust for our
benefit and for the benefit of our children. It was proposed that
the life insurance trust be funded with a $3,000,000 face value
second-to-die whole life policy insuring jointly the lives of my
mother and father. Because the estate taxes were our concern, my
brothers and I became involved with the life insufance purchase and
we eventually were made co-trustees of the Butler Family Life
Insurance Trust. )

My brothers, my dad and I were presented with the recommenda-
tion that we purchase, as co-txustees of the life insurance trust,
the $3,000,000 life insurance policy I have previously described
from Crown Life Insurance Ccmpany of canada. We were told that
policy could be issued so that the policy paid for itself aftef‘a
certain number of rather high annual premium payments were made.
We were told that the premiums would be $70,140 per year and that,
after paying that amount for six years, we would hava 33,006,000
Qorth of paid up insurance on the joint lives of mf parents.

This plan was compazed with another life insurance option in
which we would purchase regular term insurance policies with face
amounts totalling $3,000,000. Althcugh the premiums under that
plan would have been considerably lese each year, we were told that
those premiums would have to be paid annually until both ‘of my
parents died. By ccmparing the results if my parents lived tan
more years (from 1984), we were shown that the Crown Life policy
would result in premium savings to us of over $189,000. Needless

to say, we belisved the purchase of the Crown Life policy was ixu

everyone’'s best interests.

\misc3\70S5:3 -2-
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The Linscomb & Williams people we were working with had a
license to sell life insurance in Texas and told us that they could
act as a life insurance agent for Crown Lifs Insurance Company. We

dealt only with them in the purchase of this policy.
After hearing the recommendations cf the Linscomb & Williams
irm, and after reviewing the written materials which were provided
to us; we decided to go ahead with purchase of the Crown Life
policy on my parsnts. We formed the Butler Family Insurance Trust
and, as co-trustees, my brothers and I made the annuel payments on
the policy to Crown Life as we had been told to do. In exchange,
we received Crown Life's $3,000,000 joint whole life policy with
the expectaticn that 1t would be paid up within six years and would

always have a face value of at least $3,000,000.

At no time either before or after we purchased this policy
were we told that the performance of the policy as represented was
in any way contingent upon a continued high aividend rate, the
earnings of the life insurance company, the’ava.ilability of policy
loans at‘a certain rate of interest, or anything of the seort. We
ware led to beliave, and believed wholehean:edly. thaf.. this was a
"closed end” arrangement.

In March of this year, we became aware, for the first time,
that the insurance we had bought was not what we thought it was.
when my father made an unrelated inquiry to the Linscomb & Williams
firm about a story he had read describing the down rating of &om
Life's financial .stabuity, ‘Linscomb & Williams advised him that

the current "projections” for this policy showed that the insurance

\misc3\705:3 ) - =3=-
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poij.cy was in danger of lapsing unless a significant amount of new
money was injectsd intc the policy by my brothers arid me.

At that time, we were given two scenarios. In the first
scenaric, it was assumed that no additional premiums were paid into
the policy. Under that scenario, the "$3,000,000" policy which we

* thought we h&d would continually lose value in the death benefit
payable at the rate of about $80,000 per year so that, after ten
years, the policy's net death benefit ‘would be less than
$2,400,000. If no additional premiums were paid after the tenth
year, the policy would lapse.

bunder the second scenario, we were given t:he'optlon of paying
additional premiums to Crown Life on the policy .in order to keep
the death benefit payable level at arcund three million dollars.
In order to do that, the new "projection"” was that we would have to
pay over $92,000 /\for t‘!lze next four years. After that, an annual
payment of over $22,000 would be necessary each year until both ny
father and mother wers nc longer living.‘ ’

Needless to say, this hgs come as quité. a shock to our entire
family. We paid rather substantial annual premiums through 1987
with the understanding that this insurance would be paid up as
represented and would be in force and in effect for at least
$3,000,000 'um:.ll my parents died. If we are to keep this policy as
it is now, we f.acé the choice of either (1) having the policy -
reduced in valus every year and then lapse after ten years or

' (2) prepars to pay annual premiums totaling hundreds of thousands
of dollu-s each year until my paresnts pass away. Because my father

has become essentially uninsurable, we are unable to go out on the

\misc3\705:3 -4~
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open market and purchase other insurance. Furthermore, because my
mother has every expectation of living for at least ten more years, .
letting the policy decline in value-and t:h.en lapse after ten years
would be tantamount to flushing our significant premium payments
down the toilet.

My brothers, my parents and I believe that we have been
seriously misled w.u:hv respect to‘ the purchase of this insurance
policy. We have recently ‘sodgh: legal counsel to advise us as to
what rights and remedies we might have against the parties
responsible. We have been advised that our gituation is not an
isolated incident, either with respect to this insurance company or
this type of insurance sales technique. )

Because litigation over. our situation is a significant
possibility, I have been advised by my attorneys to respectfully
refrain from a_nswe:ixjg any questions you might have. Even so, I
hope that you have found my statement informative on a situation
which may be facing a number of Americans today. I appreciate very

much having the 6pportun4ty to bring this story before you for your

consideration.

\misc3\705:3 -5~
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1993
1994

1999

. PRESENT PLAN

ANNUAL
OUTLAY

$67,500
12,657
81,487
87,741
92,756

92,632
25,085
28,660
32,465
36,695

65,011

CASH
VALUE

$ 115,453

203,616
305,930
114,680
539,092

668,156
729,144
793,211
854,322
918,554

1,246,236

~(D)AIternative Plan Assumes:

JUN 22 ’92 16:25 NARMAN HOWELL

Sec. Conn. term policies are replaced by ordinary

The existing second to die policy ($3 millfon) is
which would pay up in three more years.

DEATH
BENEFIT

$4,019,453
4,035,616
4,062,930
4,099,680
4,049,092

4,203,156
4,186,144
4,172,2Nn
4,158,322
4,144,554

4,103,236

COMPARISON

ANNUAL
OUTLAY

$119,275
101,375
108,388
31,235
40,542

27,35
-0-
-0-
-0-
-0-

-0-

-28-

ALTERNATIVE PLAN(1)

CASH
YALUE

$ 146,510
226,036
341,429

551,412 -

603,271
656,187
716,606
782,697

1,218,7M

DEATH
BENEFIT

$4,081,280
4,128,536
4,195,419
4,207,484
4,230,

4,350,962
4,262,601
4,278,967
4,305,757
4,344,737

4,717,641

1ife policies of $500,000 each with Crown.

ADDITIONAL
OUTLAY
(NEW PLAN)
$51,775
28,718
26,902

( 56,512)
{ 52,214)
(

65,281)
( 25,088)

( 36,695)

(65,01

exchanged for the new higher premium dividend series

ST
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CRORY LIFE INSURRNCE CTAPAAY

WRLE LIFE
. CUSTCA LECSER STATONENT
CONSERVER
\nmnamh mmuma
WL WNENOEER ASE .
mxmnvdmc-o.umms
. IR BUAR BOY o
MORAL\ MERAL  CAR  PAIDUP PRI UP MR
TER AGEQ OUTLAY JDIVIBEKD  OMUE ASPITIONS ARDITIONS  LOAR
g oy e cterre— vt conemme ¢ .
(‘7/7/} [ ;] 0 2240 M%,000 295,477 157,828
[ U] 0 20,80 Da,000 391,131 1Y2  100,%08
un O MUY M0 M BLAC 110,407
2% S a0 Ja0,000 N7 Uh,0R2 120,783
I 1 4 R0 100 IR 328,002 132,417
u n & 34,870 864,000 640,726 3BL,BNT (4,042
nn b 10 Y000 TN 282 4M 08 S -
JT 0 39,630 1,008,000 825,230 13,088 273,93
7.on 0 42,150 1,080,000 930,383 SER,H0Y 190,487
FL 0 M,320 1,192,000 1,043,001 473,33 208,888
CO19T B3 70,527 AT, M40 1,226,000 §,188,20 763,701 131,858
20000 @7,UF 50,160 1,293,000 1,20,458 87,24 195,89
285 4% 2,670 1,342,000 1,430,061 97,925 164,045
228 02,782 34,590 1,470,000 1,352,890 1,018,470 170,343
. B OB U385 ST,330 1,090,600 $, 78,088 1,207,380 17,7
4 AW 120,093 SR,480 1,590,000 1,509,039 §;300,0% 183,147
D O 128,185 62,016 1,420,000 2,020,508 4,87 195,43
2 90 100,33 44,230 1,480,000 2,277,026 1,479,403 202,050
9 IS,083 8,450 1,743,000 2,477,077 1,883,729 218,330
T M 198,880 48,470 1,003,000 2,891,770 3,048,870 228,344
1
zv: 183,425 70,800 1,066,000 2,715,380 2,201,460 280,251
300 M (1910 72,99 1,926,000 3,185,178 2,436,900 231,34
SIS IBNENT 73,080 1,999,000 3,405,937 7,485,708  2hk,4¥S
1
This te an aforce iflostration of policy 2331392,

AAN Variafte Satlsy
PREPMRED

ONfr 9/13/1991 - VERDIOR 7,34 E+OE

LR R

13 1p6a oo 4 estinete enly of policy values.

INTEREST,
AT %3002

27,008
W
ww
9,08
2,5

722

TEL MU £207 SooL ¢

@

ToTAL

325,803
20, 70%
335,173
85,177
788,48

93,248

8,763 1,092,289
103,795 1,280,492
120,317 1,438,948
138,410 1,485,499

153,222 £,07,334
172,001 1,972,853
167,421 2,136,918
203,007 2,307,283
219,192 2,188,240

230,100 3,470,400
253,49 2,068,070
292,277 3,988,181
21,472 3,284,480

-312,049 3,811,020

33,500 3,781,288
338,32 4,002,454
380,257 4,249,149

“ouo rue

P.8712

FACE AROUNTS 5 3,000,080
AOGAL POLICY PREXIEAS & 79,100.00
Lo INTEREST MATE: 93000

234,511
104,83

220,287
237,381

29,627

182
93,45

313,329
2
0
3N
w2,

wran
e
0,42

10t wer
SLATH
RENIER/ BONEPIT

332,10 2,971,812
328,028 2,727,343
320,843 2,873,871
307,188 2,827,430
25,44 2,770,053

257,508 2,707,010
220,818 2,43, 33
173,547 2,899,758
115,200 2,473,818

46,333 2,310,192

47,800 2,300,812
30,440 2,321, 5
32,620 2,007,253
34,990 2,274,407
32,330 2,253,828

39,540 2,258,752
62,040 2,222,526
£4,230 2,209,895
84,450 2,193,197
8,470 2,180,743

76,800 2,383,072
72,90 2,482,828
75,040 2,330,788

PREPRRED 3Y 1 CAOWN LIFE (A8}

fage 1
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CROIM LIPE IMIORMNE COMPANY

SUPPLERENTAL FOOTKOTE MMEZ .

COMSERVER
N—rREPRED FOR' 3 GMRETT NTLER FACE AMDUNT: & 3,000,000
AN, POLICY PRENIUN: 8 10,148.60

TALE NONGMORER AGE 4 ,
Olvidends Bay Paid-Up ddditloas LOAN IKTEREST RAYE; 39,8002

This illustration assuzes 4 pollcy leas intsrsst rele of 9.500I.

The loaa interest Pate ia Based on cureest sarkot conditicns, Actual lean
intarest rates aay difter In secordance with the adjusteble Joan rats
provisien i your policy.

Tals J1lustration, and the figures and statesents in this illestreticn,
are based on Invastseat eernings, sortality ad expensas attefdutabie ta
policirs [ssusd ginca 1923, It 49 nat an estisate or gromise of tuture
results aod i3 act guersatess:

Dividends, ecd $1lestrated values dased on divideads, are bused oa the
currsat 6cals,  They are neither Quarsntees ncr estisates o the future
stvideads, Any dividosd payatie at the end of (e flret vear s
coatingent npan the prvaent of the seceac preates,

The cost af this olicy over & pariod of years casmob be deteraifed ujthout
{aking inlo sccount the isterest that weuld Mave been earned oo the grostuss
i1 they hed 2aen (Avested rather than padd o the Cospany.

. This tlustration eay oot refluct your iedividual e consequances. Crows
4 Life Insurance Cospany and its represzntatives caanet qive legal,

tax or accounting advice. IF you need such ddvice, you 1hould censult

Yeur lawper, accountant or persosal tar advisor.

LT This is an istorce tliustratics of policy 2331332,

LA Vari, Outiey . PREPARED BY : CROMN LIFE (M0)
PREPARED QM {z 9/13/179L - VERSION 7,3H EergE g 2
An Intaree li!luunlm 12 based 00 in estimate only of policy values,
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° H - COMERVER
A___IED FOf 3 BARRETT WITLER FACE ARGINT: ¢ 3,600,000
FALE ROCDIKER 408 4 . VAL PLLICY MABAIS & 70,120.00
LCAN INTERESY R4TE:r 9.590

Rivicmes By Paid-Up Additiony

H TOTAL R nr VIF  PAID®
: AU\ AU CASE  rAIZ UP PAID WP ACDITIEMS ONTEREST TQTAL L]
YEAR &0% | DUTLAY [DIVIZEND  UAMUE ADDITIURS RSOINICNS A, AT 9.5001  LOAX guin

. "
(7/7’)72 BORME 0,00 K00 3,47 157,58 200l LA ASS310 43,30 306,620
100 92,047 3,840 30,000 32,25 192,201 2,007 331,63 ShI, 434 539,408 5,120,880
WP WIT A MEKE L DL W07 T BT 5,215 3,168,200
120 % 92367 IMAD 120,090 ABS,000 276,02 0 2007 TS 14,088 112,637 3,280,950

T 7 22,000 32,040 752,060 4SS, P18 259,317 70,140 22,067 231,587 946,700 924,492 3,204,2%

u; 7822007 3AAT0 BAM,000 395,487 233,318 70,160 23,007 231,880 900,128  §78,120 3,499,830
1399 2307 37,010 §34,000 30,571 2,01 0,080 12,007 231,680 934,430 952,405 3,118,714
16 B0 22,000 39,630 1,003,006 - 312,2) 194,133 70,440 22,000 731,657 1,010,108 50,460 3,080,388
A 77,001 42,0 1,080,000 279,306 126,273 70,140 22,000 231,457 1,066,748 5,080,350 3,048,447
127 0 22,007 ¥4,320 1,297,000 207,882 15V,302 70,340 22,000 231,457 1,124,455 1,302,057 3,809,825

caoa

1906 22,007 47,40 1,224,000 220,331 44,818 0,10 22,000 231,887 1,184,877 §,142,98¢ 2,988,370
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2 B 22,067 4,590 1,424,000 JROES MEAW 70,160 22,007 23,487 1,362,820 1,340,812 2,929,00
BIW 20,000 5,30 1,400,000 W58 WY 66U 22,007 233,897 1,422,392 1,469,344 2,015,999

. i
YT B 22,007 68,040 1,307,000 134440 TH,27L 20,040 22,007 Z31,857 1,491,230 1,489,204 2,%02,78¢
T8 2,000 82,000 1,620,000 127,213 W2,M80 76,040 22,007 204,657 1,842,833 1,320,825 2,893,353
2150 22,007 B4.030 1,000,000 121,091 €,320  T0K0 22,007 235,897 1,400,893 1,579,003 2,889,434
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|
@9 007 70,800 L,idks, 000 124,80 93,908 70,080 22,007 231,887 1,801,101 3,779,993 2,893,183
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-Senator METZENBAUM. Thank you very much, Mr. Butler, and we
will respect your counsel’s advice to you and not ask you any ques-
tions.

Mr. Rick K. Nelson, independent insurance agent, of Northbrook,
IL. Mr. Nelson, we are happy to have you with us.

‘TESTIMONY OF RICK K. NELSON

. Mr. NELsON. Mr. Chairman, I appreciate the opportunity to

appear before this committee and share my experiences of over 16
years as a life insurance agent.

No one questions the importance of life insurance as a financial
tool to protect against the risk of premature death, but someone
with authority must question the methods that insurance compa-
nies currently use to convince consumers to buy their life insur-
ance policies. Insurance companies say that consumers should trust
" them, but the companies’ sales illustrations, used to convince them
to buy, disclose that cost is based on the interest rate of 7.25%¢£,
which really means 9 percent, if you read the fine print on page 3,
or assume that 7.5 percent, which really means 8.75 percent if you
read the additional interest paragraph on another page. ‘

The insurance companies have rehed on a thinly veiled disclaim-
er of “based on current assumptions” to absolve them of any liabil-
ity should a consumer actually rely on a sales illustration to pur-
chase their life insurance. Insurance companies claim that their
cash-value life insurance products are a long-term solution to a
long-term problem, but in actuality they promote planned obsoles-
cence of their own policies, replacement of their. business, and any
other company’s. The systematic churning of the entire life insur-
ance premium base every 7 or 8 years is a financial scandal and.
~ would never be tolerated in any other financial business. )

Insurance companies say they want long-term relationships, but
they use lapse-supported pricing assumptions ‘when developing
their products. This pricing trick allows the insurance company to
profit more when consumers terminate the policies in the early
years rather than holding the policies to maturity.

Insurance companies say they already supply adequate cost dis-
closure. I question the validity of these claims when, on a recent
visit to the Illinois Insurance Department, I reviewed the annual
reports of 20 of the largest life insurance companies selected at
random from the files. My focus was on the Schedule M and what
is referred to as interrogatories. Interrogatories ask the question
whether the insurance company believes they can meet the project-
ed dividend and projected interest rate assumptions for at least the
‘next 2 years. In my limited, unscientific sampling, 80 percent of
;he companies said they could not meet the projections for the next

years.

Confusing jargon, deceptive sales illustration, and pricing the
policy to profit at its failure are widespread and commonplace, but
-the public’s outrage and indignation at these abuses will pale in
comparison to their anger when they become aware that the life
insurance business has developed a dual pricing arrangement
based on the most regressive principle of economic discrimination.
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Most of the leading life insurance .companies now-offer two or
more prices for the same amount and type of life insurance. The
agent is given a menu of A and B policies from each company. The
A’s have a full price and the agent receives a full commission. Or
the agent can offer the company’s B policy with a cost savings of 20 -
percent or more to the consumer. The method of obtaining the
lower-cost quotes varies from company to company.

Pacific Mutual allows the agent to design the price of his or her
policy by sitting at the computer terminal and inputting the per-
centage of premium that pays as commission. Guardian gives the
agent a choice between a full-price, full-commission policy or de-
signing a lower-cost policy by blending or mixing premiums with
noncommissionable portion. The ratio of the mix determines the
premiums that the consumer pays. Hartford recently informed me
that they are developing a new life insurance product with 10 dif-
ferent prices for the same amount of coverage, depending on the
level of commission.

I mention these companies by name because they are financially
strong companies using the wvarious dual-pricing techniques
common to most of the leading life insurance companies. These
companies have never threatened me with termination of my con-
tract or attempted to coerce my silence—that is, until today, Mr.
Chairman. We will see what happens tomorrow.

The ability to offer consumers life insurance at a lower cost pre-
sented me with the illusion of a marketing opportunity, and I de-
veloped a business plan in 1989 to take advantage of it. Adhering
to the old marketing adage, be first, be best, be different, I started
to take out advertisements announcing that I was a discount life
insurance broker and would quote the B policies of each company,
saving the consumer money. I never mentioned the name of any
insurance company.

The plan was successful in helping me sell millions of dollars of
life insurance from top-rated companies and saving the consumers
significant amounts of money. Instead of receiving the customary
sales achievement plaque, I got letters from Metropolitan, Pruden-
tial, and Transamerlca Occidental, all canceling my sales agree-
ments The companies also used their agents to pose as consumers
and request insurance quotes from my business. The avalanche of
these bogus consumer inquiries was designed to interfere with my
business and prevent me from competing in the marketplace.

Throughout the numerous meetings with representatives of the
three insurance companies, I was told that they objected to the fact
that I was disseminating information about the existence of their
lower-cost insurance available for purchase by the average con-
sumer. During one conversation, I pointed out to the insurance
company official that they had filed the policies for purchase in the
lower amounts of $100, 000 or $250,000. The company official told
me my problem was that I knew my business too well and I would
not have had any problems if I had just kept the lower-cost quotes
11;1 my vest pocket only to be used when in competltlon on the big
sales.

In a recent Wall Street Journal editorial, George McGovern, the
1972 Democratic presidential candidate, sald “It is only competi-
tion or antitrust that tempers price increases.” My own experi-
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ences have taught me that competition is unwelcome in the insur-
ance business and the insurance business already enjoys the broad-
est exemption from antitrust regulation of any business in the
Nation. What is left to temper this out-of-control financial behe-
moth?

Thank you for the opportunity of addressing the committee and I
welcome any questions.

[The prepared statement of Mr. Nelson follows 3
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Mr. Chairman and Distinguished Members of the Senate Committee on the
Judiciary, I appreciate the opportunity to appear before this committee and
share my experiences of over 16 years as a life insurance agent. I believe these
hearings are important in exposing several industry wide sales practices that
are- not only degepﬁve and costly to consumers, but threaten the very

fundamental prihciples of life insurance.

No one questions the importance of life insurance as a financial 'tool to
protect against the risk of premature death. Consumers recognize the value of
life insurance by purchasing more than 13 MILLION new individual life
insurance policies last year with first year annual premiums exceeding $ 10
BILLION. Congress has also acknowledged the importance of this type of
Mce by affording the product- special tax treatment that is advantageous

and énioyed by no other financial vehicle under the U.S. Tax Code.

But someone, with authority, must question the methods that insurance
companies currently use to convince consumers to buy their life insurance

policies.

- Insurance coxﬁpanies say. that consumers should trust them, but the
company sales illustrations used to convince them to buy disclose that the cost
is based on a rate of 7.5% #, which really means 9% if you read the fine print
on page 8. Or assumed @ 7.5% which really means 8.75% if you read the
additional interest Iparagraph on another page. The insurance companies have
relied on a thinly veiled disclaimer of "based on current assﬁmptions" to absolve
them of any liability should a consumer actually rely on a sales illustration.to

purchase their life insurance.
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- Insurance gompanies claim that their cash value life insurance products
are & long term solution to a long term problem, but in actualify they promote
planned obsolescence of their own policies and replécement of their own
business and any other companies. The systematic churning of the entire life
insurance premiun‘l base every 7 or 8 years is a financial scandal and would
never be tolerated in any other financial business. Planned pblicy obsolescence
is the only way to account for the fact that total first year premium outlays for
new individual policies purchased from 1984 - 1990 totaled $ 76.2 BlLLION..
While the total annual renewal premiums in 1990 for all individual life policies
ever sold is less than $ 52 BILLION (source: 1991 Life Insuraﬁce Fact Book by
the American Council of Life Insurance).

- Insurance companies say they want long term relationships, but they use
lapse supported pricing assumptions when developing their products. This
pricing trick allows the insurance company to profit more when consumers
terminate the policies during‘the early years, rather than holding the policies

to maturity.

- Insurance companies say they already supply adequate cost disclosure
and there is no need for any further burdensome requirements. I question the
validity of these claims when on a recent visit to the Illinois Insurance
Department I reviewed the annual reports of 20 of the largest life insurance
companies selected at random from the files. These were companies that I was
familiar with since I had reéeived life insurance quotes or sales literature from
them. My focus was on the schedule M and what is referred to as the
interrogatories. The interrogatories ask whether the insurance éompany believes
thereisa sﬁbstantia] probability that the projected dividend scales and projected
interest rate assmpﬁom can be supported for at least 2 years. .

-2
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Answering this. question is where the company’s chief actuary really lays it on
the line. In my limited, unscientific sampling, '80% of the companies said they
ooﬂ d not meet the projections for 2 years. If the conipaniés do not want to
disclose theirr cost assumptions, they should at least include their answer to

these schedule M questions as part of every sales illustration.

Confusing jargon, deceptive sales illustrations and pricing the policy to
profit at its failure are widespread and commonplace. But the public’s outrage
"at these abuses will pale in comparison to their anger and indignation when they
become aware that the life insurance business has developed a dual pricingv
arrangement based on the most regressive principle of economic discrimination.
The very wealthy and executives of FORTUNE 500 companies are courted with
the offer of lower cost life insur_ance while the average consumer pays 20% or

more for the same coverage from the same insurance companies.

Most of the leading life insurance companies now offer two or more prices
for the same amount and type of life insurance. The agent is given a menu of
A & B policies from each company. The A’s have a full price and the agent
receives a full commission or the agent can offer the company’s B policy with
a cost savings of 20% or more to the consumer and the agent receives a lower
commission. The method of obtaining thé lower cost quotes varies from
company to company. Pacific Mutual allows the agent to design the price of the
policy on his or her computer screen with an input window for the percentage
of premium that.pays the agent a commission. Guardian gives the agent a
choice between a full price, full commission policy or designing a lower cost
policy by blending or mixing premiums that pay a full commission with
premmms that pay little or no commission. The ratio of the mix determines the
price to the consumer. Hartforci recently informed me that they are developing v

. 3.
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a new life insurance product with 10 different prices for the same type of life

insurance varying by the level of commission.

I mention these companies by name because they are financially strong
companies using the various dual pricing techniques common to most of the -
leading life insurance companies. These companies know that I offer their lower
cost policieé to all consumers, regardless of their net worth. These companies
have never threatened me with termination of my contract or attempted to

coerce my silence.

The act of creating a dual pricing structure for its products was a
conscious act by the life insurance companies since they had to file the policies
for approval with the various state Insurance Departments and disseminate the
rates and product information to the agents. Appearances are maintained that
all consumers can purchase the lower cost life insurance policies since most
insurance companies have filed them for purchases of $ 100,000 or $ 250,000.
However, that is just window dressing and from my own experiences my
atte:hpts to sell the policies to all consumers, not just the very wealthy, met

immediate resistance from the insurance companies that dominate the business.

The ability to offer consumers life insurance at a lower cost presented the
illusion of a marketing opportunity to me and I developed a business plan in
1989, to take adw"antag'e of it. Adhering to the old rﬁarketing adage of Be First,
Be Best, Be Different, I started to take out advertisements announcing that I was |
a discount life insurance broker and would quote the "B" policies of each
company, saving the consumer money. I ‘ would .replace the incremental
commission reduction on @ch sale with a substantial increase in .volux;te,
following the lead of other successful discounters like Sam Walton and Charles
Schwab. -4- ’
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The advertisements never mentioned the name of any insurance company.
Rather the ads told the (_:onsﬁmers that we would comparison shop from among
the leading life insurance companies, offer the policies with lower costs, and
supply information on the financial ratings of the insurance. companies.
Comparison shopping and the sales of the lower cost policies could save

consumers several $ BILLION annually on their life insurance.

The plan was successful in helping me sell millions of dollars of life -
insurance from top rated life insurance companies with significant cost savings

for the consumer.

Instead of receiving the customary sales achievement plaque, I got letters
from Metrépo]itan, Prudential, and Transamerica Occidental all cancelling my
sales agreements {copies of letters included). The companies ‘a.lso used their
- agents to pose as consumers and request insurance quotes from my business.

The avalanche of these bogus consumer fnquiries were designed to interfere with
my business and prevent me from competing in thé marketplace. Thi'oughout
the numerous conversations and. meetings with representatives of the three
insurance companies I was told that they objected to the fact' that I was
disseminating information about the existence bf their lower .cost insurance
- policies available for purchase by the  average consumer. During one
conversation I pointed out that the company in question had filed the lower cost
life insurance policies for sale in smaller amounts of § 100,000 and $ 250,000.
The company official told me my problem was that I knew my business too well
and I would not have had any problems if I had just kept the lower cost
insurance quotes in my vest pocket, only to be used when I was in competition

on the big sales.



29
Insurance companies are abusing their contractual rights with agents by
cancelling any agent that dares to offer their products to all consumers in a
nondiscﬁﬁinating manner or questions the financial intergrity of some sales

practices. Insurance company contracts with agents are like pie crust promises

. . . easily made, more easily broken.

Recently the American Society of CLU’s and ChFC’s announced that it has
approved a revised disclosure questionnaire on the assumptions supporting life
insurance illustrations. The questionnaire was revised‘ so that "actuaries could
not blow smoke around fhem (the qﬁestions)", according to a spokesman for the
Society. The Society is also déveloping an educational program to help agents
understand how to use the quesﬁonnajre. The ver.y; thought that agents are
supposed to be the watchdogs of the insurancé companies is absurd and an

“indication of how far the abuses have gone.

Lifq insurance is an intangible product and when selling an intangible, its’
perception in the marketplace becomes reality. Insurance companies cannot
‘continue to resist adequate cost disclosure, promote deceptive sajes practices,
emp]oy discriminatory  pricing, and systematically churn its entire book of

business.

In a recent Wall Street Journal editorial, George McGovern, the 1972 '
Democratic presidential candidate said "It is only competition or antitrust that
tempers price increases." My own experienc;as have taught xﬁe that competition
is unwelcome in the insurance business and it already enjoys the broadest
-exemption from antitrust regulation of any business in the nation. What is left
to texﬁper this out of control, financial behemoth?

Thank you for the opportunity of addressing the Committee and I welcome

any questions. : -6 -

58-720 - 92 - 2
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ThePrudential @

Personal - Confidential

Mr. Rick Nelson

Thomas J. Lynam, CLU, ChFC, RHU
Director of Broxerage Services

Mid-A
Countrysicge Executive Canter

1250 W. Northwest Hignway, Suite 400

Paiaune. IL'60067

312 359-6855 1 800 621-2420 IL 1 800 447-8754 IN

July 10, 1980

666 Dundee Road. Ste. 1801

Northbrook, Il

Dear Mr. Nelson:

incis €0062

This is to notify you that yvour brokerage privileges with
The Prudential through Prudential Select are terminated

effective this date.

We are taking this action because your advertisements
regarding rebating and discount insurance are contrary
to the position and best interests of The Prudential.

We will complete underwriting on any applications vou
have submitted to date and pay any amounts due pursuant
to the Broker's Compensaticn Schedule.

TIL/js

Sincerely, A;f"
- B

Thomas J. Lynam.’CLU, ChFC
Director, Brokerage

Pruco Secunties Corporaton. Newar. NJ 07101
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itan Ule C

2211 Yorx Road. Suite S04, Qax Brook. u. 60521
(708) 954-3300

Edwin J. Lewandowski
8roxeraqe Qirector
Qegistered Reoresantatve

LUTC Graduate
Maragemert Lrssers Conteraacs

Mr. Rick Nelson

R.X. Nelson & Associates
566 Dundee Road, Suite- 1801
Northbrook, IL 60062

Dear Mr. Nelson:

é:? Metropoiitan Life™

AND AFFILIATED CCMPANIES

Effeczive immediately your brokerage contract with ecrT ooollcan
is

e
cancelled due to rebac1ng

Sincerely,

—
-

Edwin J. Lewandowski, CLU
Brokerage Direczor
EJL: fam

April 25,1990

Life/Heaith/Annuities

e ' . ) A
et CAL el dz‘-’w);—c\_,
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TRANSAMERICA _ Transamerica Occidanal
 OCCIDENTAL LFE o e
1150 South Qlive

Les Angetes, CA 90015-2211
- (213) T4z2-2111,

Maning Address
P.0. Box 2101
Los Angetes. CA 90051-0101

Ocszsper 1, 1990

R. X. Nelsen & assoc Inc
665 Dundee R #1801
Nerwhireosk, IL 50062

Cear Gentlemen:

The Transamer:ica Cccsideneal Life Insurance Csmpany hercarzy 2lects I3 exersise
LT3 T13nTs IS termainate she santracs 2ascorised Delow Lt acIsrlance wasih
csnzract srovisicns.  TRis termainacion will Secome effeciive five days frem
=he abcve 4ate.

CCNTRACT . CATE OF CONTRACT
3rokerage Agreement - ¥arcn 1, l¢88

Your authority to reprasent Transamer:ca Occsidental will end on the date your
contract terminases.

1f£ vou have ot al‘ﬂady curned in yeur sugslies, including rour Transamerica

Cccidental license, TS the Agency Thrsugn which you have been sulmatting
your susiness, Will vou do SO at the 2arliest OPSOrTuUnLLy

Sincerely,

..-Qfa‘e‘\' ez ! ﬁ

Seczy ¥anager

Aqe..c" Sec:-..ar,' Department
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Senator METZENBAUM. Thank you very much, Mr. Nelson. I will
have questions, but I think we will first hear from Mr. Mercer. But
I will say to you that should you hear from any insurance company
with respect to discrimination or in any way lessening your oppor-
tunity to perform your activities as an insurance agent, this com-
mittee would want to know about it promptly. .

Mr. NELsoN. I appreciate that.

Senator METZENBAUM. Mr. Mercer, of Mercer & Jenkins, Ltd., in-
surance consultants of Alexandria, VA I might say to all of you it
certainly takes a lot of courage for you to be here and this commit-
tee is very grateful to you for your participation.

Please proceed, Mr. Mercer.

TESTIMONY OF HAROLD G. MERCER

Mr. MERCER. Thank you, sir. Thank you for providing me the op-
portunity of presenting my views on life insurance today. My
career of over 16 years has allowed me to represent numerous car-
riers. In many instances, those companies have provided the death,
cash value,-and annuity benefits that they promised to families and
businesses. That is because they were based on sound and realistic
assumptions and illustrations.

In my qualified opinion, many of the life insurance illustrations
promoted by the marketing sector of the life insurance industry
today are irresponsible. In several instances, carriers’ own actuar-
ﬁs have told me that their 111ustrat10ns are not based on valid

- data.

To begin with many illustrations depicting blended or combina-
tions of life insurance policies or projecting rates of returns of 14
‘percent to the policyholder, in virtually every instance these pro-
jected yields are as much as 7 to 8 percent in excess of the compa-
ny’s current net yield on investments.

Based on data provided by a client’s accountant, a recent Pru-
dential illustration depicted a 13.4-percent rate of return on the -
premiums paid relative to the projected death benefit at a life ex-
pectancy. The current net yield on Prudential’s 1nvestments for
1990 was only 8.8 percent.

My assessment is that there is one or a combination of four fac-
tors that will adversely impact these illustrations. Insurance com-
panies’ projected rates of return on investments must be consistent
with reasonable risk. Otherwise, there will be. abuses of investment
selection, as occurred with Executive Life. High risk is not what
the purchasers of insurance products are seeking.

Second, illustrations should not be presented in such open-ended
fashion that the company is actually transferring much of the risk
to the policyholder. My sales and consulting experience indicates
that the majority of illustrations in the marketplace today are un-
necessarily complicated and therefore do not clearly communicate
that transfer of risk to the consumer.

A recent Northwestern Mutual illustration combined a $10,000
whole life base product with a $990,000 term amount. The client

.-was told the product was a $1 million permanent program. Howev-
er, the term insurance benefit. was guaranteed for only 9 years.
One statement on the illustration left the door wide open for pre-
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mium increases and extension of the premium payment period. Re-
sults “may be larger or smaller than those illustrated.” A 99-per-
cent term element translates into substantial potential cost for the
consumer. ‘

Of course, the insurance carrier may be paying 14 percent to
some consumers and only 2 percent to others. In this manner, they
may be averaging their net yield to consumers at 8 percent in this
example. However, I would not want to be the consumer who is
shown 14 percent, only to get 8 percent. This is a highly unlikely
scenario based on what I have seen in the marketplace.

Last, the life insurance industry should not be allowed to subject
consumers to something akin to the time-worn Ponzi scheme, with
lapse-supporting products that are nothing more than an elaborate
tontine. What I mean is that illustrations are based on the premise
- that a certain number of insureds must surrender their policies in
order for the projections to be realistic. In many cases, these sur-
render charges are excessive. Thus, only the last person to survive
gets any reasonable return on their investment.

Today, responsible insurance agents, together with consumers,
are at the mercy of the life insurance industry. This industry is not
simply deregulated. I would submit that it is unregulated. Most, if
not all the illustrations that proliferate in the marketplace today
have been approved by the State regulatory agencies. The Pruden-
tial and Northwestern examples referenced are but two of many:
~ Another problem is that hidden costs abound in many illustra-
tions. Universal life policies are indicative of the industry’s short-
comings. When the term administrative and loading costs are de-
ducted, the consumer receives an interest credited on the amount
of cash remaining. ' :

An evaluation of a First Penn-Pacific policy for a client recently
reflected a 0.25-percent rate of return on cash value projected to be
available at his age 84. The projected rate of return on death pro-
ceeds was an abysmal 4.36 percent. At age 89, the product collapsed
even if the consumer continued to pay the scheduled premium pay-
ment of $600 per year. :

Universal life, as well as other interest-sensitive products, can
confuse the consumer, as well as many agents, with the difference
between gross and net yields. The following example clarifies this.
Let us assume that a client purchases two universal life products
and contributes $1,000 to each as the annual premium. On one

roduct, the agent promotes a 12-percent rate. After subtracting

600 in charges, the client is credited with 12 percent earned on
$400, or $48 gained. The net rate of return in this example is 4.8
percent, not 12 percent.

In the second product, the agent specifies an 8-percent crediting
rate. However, this carrier only charges $300, such that $700 re-
mains on which to earn interest. Thus, $56 is obtained. Again, the
net rate is different than gross, 5.6 percent versus 8 percent. Which
would you rather purchase, the 12-percent product earning $48 or
the 8-percent product that produces $56?

In thousands of sales made each day, consumers are provided
with little discernible information to make a clear choice. Another
problem with illustrations is that in many States illustrations need
only depict the first 20 years and/or values up to age 65. We typi-
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cally advise attorneys, accountants, and clients themselves to
obtain inforce illustrations depicting values to age 85.

In many cases, such illustrations reflect the policy exhausting
itself when clients are in their seventies or eighties. Conversely, if
the client wants to retain such coverage, the policy may require
substantially greater premiums and/or a longer premium payment
period than was originally projected. Consumers, as well as agents,
do not like surprises. Today’s illustrations are full of them for the
unsuspecting purchaser of life insurance.

Will Rogers once stated that he was more interested in a return -
of his money than on his money. In these days, I think all consum-
ers of life insurance would agree with Mr. Rogers.

[The prepared statement of Mr. Mercer follows:]
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Statement Prepared by Harold G. Mercer, CLU, ChFC

for the

Senate Judiciary Committee

Introduction

I am a life insurance agent with over sixteen(16) years experience.
Like many agents, I have been afforded the opportunity of seeing
the service provided by sound life insurance products based on
realistic assumptions. I have delivered several million dollars in
death benefits. A number of my clients are enjoying secure
retirements as a result of cash growth over a period of years.
Others have guaranteed income for 1life provided by solvent
companies.

These results came about through a previously sound and well-
managed industry. I would submit that today, however, the industry
is fragmenting. 1Its infrastructure is collapsing. My contention
is that this direction, in large part, is the direct result of
unbridled greed on the part of many officers and managers

coupled with virtually no regulation or oversight.

Currently companies in the insurance industry hold agents' careers,
livelihoods, and, in some instances, their families' welfare,
hostage. Agents may report consumer fraud by companies and other
agents at the risk of having their contracts rescinded.

While my comments are critical of officers and managers, they
incorporate the members of these carriers' Boards of Directors, who
share in the responsibility for the decline in my industry.

It should be pointed out and emphasized that there are, indeed,
thousands of agents, company employees, managers, officers and
Board members who are honest, hard-working individuals.

Unfortunately those who are honest are being undermined by
unscrupulous individuals who are, more often than not, gaining
positions of control in the industry. :
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The current system lends itself to one result--GREED. In many
instances I have seen individuals who are in leadership positions
place their interests far ahead of their policyholders. The net
result is the transfer of millions of dollars from the rightful
owners to company executives without disclosure to consumers.

There is little in the way of. required disclosure to consumers in
the insurance industry, which has become a breeding ground for the
worst kind of unmltlgated consumer abuse.

Although my experience is limited to those companies that I have
represented, there is every indication that the practices I am
describing are rampant in the insurance industry.

I have previously maintained an agent's contract with both New York
Life(NYL) and Connecticut Mutual (CML). I have had the opportunity
to gain an insider's view. Those carriers' officers have totally
forgotten the underlying meaning of a mutual company.

A mutual insurance company is one that is promoted as being owned
by the policyholders. A stock insurance company is owned by the
stockholders. In my experience, nothing could be further from the
truth with respect to a "mutual™ company.

My views are the outgrowth of seeiﬁg executives plan the transfer
_of policyholder funds for personal use.

The insurance industry is the only financial services industry that
has no scrutiny at the federal level. State regulation as directed
by the National Association of Insurance Commissioners (NAIC) and
agents' "at will" contracts, have created a feudal system with
agents as economic slaves. Responsible agents have little chance
of being heard. When agents take a position that is not industry
sanctigned, those agents are either shouted down or dismissed from
companies.

In the 1life .insurance industry. consumers have lost. and will
continue to lose billions of dollars due to a gross lack of
relevant disclosure. From a consumer's vantage point, buying life
insurance causes total confusion. This confusion is borne of scant
state regulation, deceptive illustrations, and fradulent sales
practices. '

Of one thing you can be sure----- there is profit in confusion!-----
~BUT NOT FOR THE BUYER!
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Aggressive Marketing/iack of Illustration Integrity

Aggressive marketing by most <companies has resulted in
illustrations with little integrity or chance of performing as
depicted. Unfortunately; the policyholder has llttle knowledge on
which to base a decision.. For example:

Hidden Product Costs

Illustrations depicting permanent equity building products from
five(5) different carriers promoted five(5) different descriptions
of similar cash value: net cash value; value while living; cash
value; cash surrender value; and total cash value. None showed
what everybody needs to know: bottom _.line value. :

Hidden costs in numerous products contradict not only the
industry's but companies' own statistics. A company may decrease
the cost of its term insurance products in order to make them more
attractive. At the same time the company may increase the term
(mortality) cost in Universal Life products in order to make up for
losses or increase profits. Consumers have no means of making
themselves aware of these contractions.

Hidden costs abound in many illustrations. Increases in cost and
consumer exposure as a result of aggressive assumptions and risks
are. seldom disclosed. Policyholders who purchased such products
are now told that the premium periods will be 1longer. than
originally projected, and of far greater annual costs than first
illustrated. .

Currently the guaranteed levels in many products provide outlandish
heddges for profitability. If a requirement existed- to provide
illustrations performing fully when using these "guarantees", the
abysmal underlying performance would surface. Consumers could then
make valid decisions based on a more level playing field.

Companies should be mandated to provide prospective purchasers
comparable illustrations depicting reduced dividend and interest
rate assumptions.

Unfortunately many companies either do not have the ab111ty or will
not illustrate such comparisons, and there is certianly no
regulatory requirement for agents to do so.

Of course, there are a multitude of disclaimers that accompany any
illustration. NYL illustrations, for example, now have five(5)
such pages. They by no means instill confidence in the consumer.
They do, however, insulate the company from consumer 11t1gatxon.
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Although not of the common variety of hidden costs, a more
insidious approach is now used by Connecticut Mutual. While the
company - touts: "a strong tradition of reliable dividend
performance-—-and we intend to keep it that way", a far different
message was communicated deep in a company memo. "However, to keep
up with inflation and the cost of administering policies, we have
begun subtracting a policy maintenance fee from policy dividends.
This does not reflect the strength of the policy; it is merely a
‘service charge' for administering it." .

.If each of 1,000,000 policyholders is charged $50 unknowingly
through reduced dividends, $50 000,000 can be obtained in short
order. I believe consumers 1n mutual companies will see only more
of similar activity.

It should also be noted that perhaps one of the last vestiges of
consumer interests is shown by benevolent associations such as Navy
Mutual Aid. By dealing directly with Navy personnel large
acquisition costs are avoided. Their UL product is the only one I
have seen to date in which there is no surrender charge in the
first year.

Other companies that deal direct with the public generaily have
better long term rates of return on UL products. However, pitfalls
still exist at or slightly past projected life expectancy.

Two such companies are USAA and Ameritas. In a USAA policy
provided by a client, the crediting rate was 8.05%. However, while
using the scheduled premium payment as- provided by USAA, the
product exhausted itself at age 89. The consumer's objective is
not to have the policy expire before the policyholder expires.

While the Ameritas policy for .myself at age 45 exhausted itself
at the guaranteed rate of 4.5% between 65 and 75, it was in-force
at my age 95 when using the projected gross crediting rate of 7.8%.
The rate of return on death proceeds at age 85 was 5.65% and at age
95, 4.3%.

Both rates are absurdly low, providing substantial margins for
profitably to the company.
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Illustrations--Gross vs. Net

The persistent interchange of the terms "gross" and "net" in both
dividend scales and interest sensitive products leads to confusion
amongst both consumers as well as agents.

The crediting rate purported on the interest sensitive (Universal
and interest sensitive Whole Life) products may be the biggest hoax
ever successfully promoted to the American consumer! The gross
rate is credited to what remains after cost of insurance (mortality
.cost), loading and administrative charges are subtracted. .

Let us assume that a client purchases two(2) Universal life
products and contributes $1,000 to each as the annual premium.

On one product the agent promotes a 12% rate of return. After
subtracting $600 in charges the client is credited with 12% earned
on $400, or $48 gained.

In the second product the agent specifies an 8% crediting rate.
However, this carrier only charges $300 for loading, mortality and
administration costs. Thus, $700 remains on which to earn
interest. As the end result, $56 is obtained.

Ironically, many of the financially strong carriers credit
reasonable rates coupled with reasonable charges. However, most
second tier carriers that are weak financially tout excessive
rates and/or usually excessive charges that leave little 'in the
long run for the consumer.

The consequence is that consumers are finding out that their
purchases are imploding or becoming exhausted unless they make
additional payments. In thousands of sales made daily high
attractive rates win out over intrinsic value as these carriers
"buy business".

A recent analysis of a First-Penn Pacific product for a referred
client yielded the following results while the product illustrated
a 7.65% crediting rate:

(1)An internal rate of return (IRR) review netted 4.36% on death
proceeds at age 84 and 0.25% on cash value available at age 84.
By this I mean that if 4.36% were credited to the premium outlay
as projected in the illustration, the amount received would
equal that of the death proceeds as also projected in the
illustration at age 84.
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(2)At age 89 the product collapsed even with the continued
scheduled payment of uninterrupted premium. The policyholder
would have to pay far greater premiums if he desired to have the
policy remain in-force. At this point the cost of insurance
(pure death risk cost or term element) exceeded the proposed
premium payment. No funds remained on which to receive interest
crediting. The client had never been shown the long term
results nor is there any requirement in Virginia to do so.

Deceptive Practices--Tllustrations and Industry

In many states a life insurance illustration is required to depict
only twenty(20) years and possibly a year point such as at age 65.
The illustration may look very attractive as illustrated. However,
when many of these illustrations are run to age 85 or 90, they
collapse unless additional premiums are paid. In many cases after
age- 65, the out-of-pocket cost will not only reappear, but increase
significantly to the unsuspecting consumer.

Under potential threat of Federal Trade Commission regulation in
the 1980's, the NAIC responded with required surrender cost and net
payment cost indices such as at 10 and 20 years. In actuality
these numbers on an illustration are worthless for comparison.

Many companies have simply responded with unrealistic assumptions
used at these year points. other companies have .persistency
bonuses or "spiked" gains to artificially make these figures .look
more attractive. In using persistency bonuses the illustrated
increases in both death benefits -and equity (cash value) are
supposedly awarded to those policyholders who remain in the
contract.

"This is representative of a tontine, benefits awarded to those who
remain. What it points out is simply unsound underwriting. What
happens if - those that remain are only the unhealthy risks that

. cannot obtain coverage elsewhere? What happens if more people

.remain than anticipated?--the projections fail since there is not
enough to go around.

The final absurdity is what good does the 10 year payment index do
for the consumer if the policy implodes or exhausts itself in year
25. ’

Computerization has only exacerbated deceptive and. fradulent
practices. Today, illustrations may be produced with so many
variables as to create utter confusion. Many illustrations are not
straightforward, and the use of "spreadsheet" presentations is on
the increase.
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One noted authority on insurance is Joseph M. Belth, a professor at
Indiana University. He has stated "If somebody hands you an
illustration, you should tear it up and throw it into the waste
basket." 1In the vast majority of illustrations that I see, I am in
total agreement. .

In reviewing some clients' current policies, I have seen many cases
where the policy issued does not correspond with the original sales
presentation. Some companies now require that the policy owner
sign an illustration that corresponds to the issued policy when it
is delivered. This practice gives the consumer an opportunity to
review the actual purchase. .

In a number of cases referred clients have stated that previous
agents informed them that policies would be "paid up" when
illustrations depicted zero(0) out-of-pocket outlays in columns
labeled "net premium payment, net outlay, annual premium payments",
etc. Statements of this nature could not be further from the
truth, although many companies do little to dispel that myth when
"training" their agents.

Recently I looked at a Northwestern Mutual illustration.  Although
it had been promoted to the client as a $1,000,000 permanent
program, on dissection it was nothing more than a $10,000 Whole
Life product "“blended" with a $990,000 term product having an
increasing premium. The non-guaranteed increase in premium that
constituted 99% of +the product was effectively buried by
illustrating a "single deposit" in excess of $50,000 together with
annual premiums of $10,000 for the next eight(8) years.

When large amounts of cash are placed in a product early on, a
‘number of policyholder risks can be hidden.

"Blended" products are computer generated illustrations that
generally combine a permanent equity building program in one of
two(2) methods:

(1)A term element having increases in premium. These increases are
in most cases not guaranteed. The payment of the term cost is
illustrated as being paid or supported by projected dividends or
interest assumptions. Annual costs may increase together with
the projected premium payment period being extended.

(2)A cash’ enhancement or purchase of additional insurance rider.
Purchases using this appreoach gain the benefit of generally
having to pay commissions of 2 1/2-4% on these funds. The
exposure in this "blend" is a longer premium payment period than
originally projected should dividends or interest rates not be
credited as illustrated.
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In many product scenarios involving those “blended" products,
particularly when having a term element, the premiums may well
increase to three(3) or four(4) times the original premium as
~illustrated. . )

Consumers are, for the most part, totally unaware of the risk they
are assuming. The travesty is that these substantial increases in
premium may well occur only after the individuval has retired, when
such costs can least be afforded.

Few carriers will provide  a pro-rata refund of unearned premium
when a product is surrendered at a date other than the policy
anniversary date. If an annual premium has been paid, for example,
the consumer should be able to recover the pro-rata premium for the
period when coverage will not be in place.

Many illustrations during the last few years have depicted rates of
return at life expectancy far in excess of a company's net yield on
investments. When mortality risks are set aside, insurance
companies, like banks, must pay the pollcyholder less than is
obtained on investment returns in order to remain profltable. When
underwriting of risks is poor, the profit margins need to be
greater, thus leading to high risk investments.

Time and again illustrations make no allowance for profit margin.
This is particularly true of some "blended" or combinations of
product using unrealisticly low projected term costs.

How can an insurance company in today's interest rate environment
project 14% rates of return at life expectancy when it may be
reporting less than 9% net yield on its own investments?

In order for these projections to come true, my assessment is such
that one or a combination of four factors must occur:

(1) Insurance companies. must obtain rates of return on investments
inconsistent with reasonable risk. -

(2)Companies are actually transferring much of the risk in a
deceptive manner to the policyholder.

(3)The life insurance industry to some large extent is subjecting
the consumer to a derivative of the time-worn Ponzi scheme---an
investment strategy:in which. some early investors are paid off
with money placed by later investors in order to encourage more
and bigger risk.

(4)0r, companies pay.-low returns to consumers on some products so
they can presumably pay higher rates to others.
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In the settlement of death claims, many companies are promoting
that the beneficiaries leave the proceeds in a bank account from
which they may draw checks. In settling a recent claim with
Connecticut Mutual, Home Office personnel conveyed to me that these
accounts are insured by FDIC for each beneficiary. As that did not
sound appropriate, I investigated further. The result was only to
find that the funds were being held by CML and were subject only to
the guarantees provided by CML's remaining a solvent carrier. The
client decided to remove the funds to several banks.

In.many contracts today the guaranteed premium actually increases
at some point in the future; i.e., 3 years, 16 years, etc. By
providing the consumer illustrations using future proiected
dividend or interest values to "curtail or vanish the out-of-pocket
premium”, the actual increases in premium that will occur are often
buried in the illustration. ) .

Such was the case in a recent sales situation. A stockbroker who
was also licensed to sell life insurance represented Prudential.
The product presentation was plagued with confusion. and
misrepresentation. The man's health resulted in a rating or
additional cost. However, the name of the product is SELECT
PREFERRED. Despite the fact that the policy was issued with a
"class" rating, the policyholder was told the coverage was indeed
PREFERRED.

Based on the projected premium outlay and death benefit values as
conveyed to me by the gentleman's accountant, an internal rate of
return analysis showed that the death benefit at the man's
projected life expectancy was 13.4%. Unless Prudential begins to
earn 15% net yield on its investment portfolio, there will most
assuredly be some cash calls for the unsuspecting policyholder.

Having been around the construction industry most of my adult life,
I am fully aware of the profitability to be obtained in "change
orders". Unsuspecting policyholders are buying into "forced change
orders" that in many cases will leave them no alternative.

In this particular case the policy was a "blended" product having
an internal term element that is to be paid in the future based on
projected dividends. The term costs can increase together with the
dividend values decreasing. This possible squeeze may force
additional as well as increased premiums. :

A final point should be made. The guaranteed premium will increase
according to the - schedule in year sixteen(1s). The
stockbroker/agent apparently either was not aware of this. or did
not convey it. The dividend projections, however, buried this fact
by illustrating a zero(0) outlay in that and subsequent years.
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The moral of this story is a basic one. As long as consumers
continue to fall for such "slick" presentations depicting totally
unrealistic values, those illustrations depicting true value will
lose ground. I am seeing marketing departments, illustrations, and
agents from traditionally conservative companies succumb to the
power of this activity. On many occasions when intrinsic value
loses to hype, consumers lose both ways--from the single
transaction in addition to the influence exerted on the entire
market. ’

Competitive pressures being what they are, I see little change in
the industry's headlong and continued course of consumer abuse.

Not only are consumers duped, but agents may be just as totally
unaware of a product's pitfalls. My assessment is that regulation
‘- should require that a corresponding illustration be  presented
depicting the full 1ledger or schedule of premium payments
throughout. Only then will consumers be able to ascertain what
will actually take place as to guaranteed premium requirements.
Many consumers will be shocked.

Hidden Costs to Taxpayers

The proliferation of tax-leveraged or tax-supported products is
again on the rise. Policies are being promoted as having triple
tax free benefits: (1) income tax deferred growth: (2) income tax
free death benefits; and (3) tax free withdrawal of funds for such
purposes as education and retirement.

In order for these promises to come true as projected:
(1) The product must perform as illustrated.
(2)Current tax laws affecting such products must remain unchanged.

Furthermore the "wash loan" component of these products may create
phantom income and a considerable income tax bill. If the product
does not perform as illustrated, it may exhaust itself or require
substantial premiums in later years. If the product is allowed to
collapse, the consumer will then receive an income tax bill for all
thg funds "borrowed" (withdrawn tax-exempt) in excess of premiums
paid. ’

I have not yet seen this potential "surprise" noted on a single
sales illustration.
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For example, Lincoln Benefit Life currently markets this product as
"one of the Industry's Hottest U.L. (Universal Life) Products".
Accompanying literature received at a recent continuing education
seminar sanctioned by the Maryland Insurance Commissioner promoted
this company as offering "Integrity, Safety and Security". No
information whatsoever disseminated the product's potential
problems, tax or otherwise. ' .

One agent asked the speaker what would happen if the pollcy
collapsed. No response was forthcoming.

In the rare event the product survives, the U.S tax-payer
subsidizes its gains, that of the insured making income tax free
withdrawals in the form of interest free or "wash" loans. For
" those in our society who cannot or will not purchase such abusive
products, they must still bear the brunt of subsidizing ‘such
programs if these products are allowed to persist.

Cash Flow Underwriting

UL products are indicative of what some in the industry are calling
cash flow underwriting. This is the practice of "buying business".
By promoting high gross interest rates with products that are
attractively packaged while keeping future costs well hidden,
companies are seeking to increase sales dramatically. Little
thought is being given to the long term commitments being projected
.in these illustrations.

Insurance companies are essentially nothing more than banks with

~mortality risk (life expectancy) given some some consideration.
Agents are basically bankers attempting to obtain capital
contributions (premiums) for insurance companies to reinvest. When
greater cash flows can be generated as noted above, the gains in
the point spread are anticipated to offset the expected
underwriting losses.

However, the marketing departments of life insurance companies
forgot human nature when aggressively marketing UL products in the
1980's. Inherent in those products was the flexibility for the
consumer to forego premiums for perhaps a year or more if there was
sufficient cash in the "side fund".

Most people that I deal with would like to defer such items as
taxes and insurance premiums. When that trait was coupled with a
decline in interest rates and a recession, it left and is still
leaving companies with little cash to offset the losses that are
‘ocecurring. .
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While the flexibility of paying/deferring premiums was an
enticement for the consumer, it has proven disastrous for
companies. Those anticipated gains in cash flow and point spreads
have evaporated, leaving companies with poorly underwritten risks.

It was quite appropriate that First Capital Life, the outgrowth of
E. F. Hutton Life Insurance Life Co. which introduced UL products
in 1979, was among the first to fail. The UL segment of the life
insurance industry is in the initial throes of death. Ironically,
one of the only items that could save it would be increasing
interest rates that could again create some gains for the company
and consumer.

As cash flows have subsided and losses mount, the consumer is only
faced with even less value. One carrier after another has yielded
to temptation and increased the '"hidden" costs in order to remain
solvent and preserve their ratings. Losses are just passed through
to the consumer.

Is the life insurance industry going to be another S & L crisis?--I
would predict at this point not only absolutely--but worse. Only
much needed federal oversight will serve to dampen the worst case
scenario.

As more consumers become aware of these subterfuges, more will bail
out of those contracts having little in the way of substance or
integrity. The mockery is that due to the excessive surrender
charges in some products, the actual losses these. carriers
experience initially will be reduced for a period of time.

In the long run though, the better risks having good health will
bailout, leaving these "sinking ships". This has already begun in
many compahies. As it proceeds the worsening situation beécomes
magnified. This is due to the fact that many impaired risks, or
people whose health is such that future underwriting is highly
improbable, will remain "on the books". This unfolding situation
will only exacerbate the industry's solvency problems.

Planned Obsolescence

I am convinced that many products are actually designed with
planned obsolescence in. mind. To an extent lapse supported
products are in this category. This approach is nothing more than
a tontine, a financial arrangement in - which the participants
usually contribute equally to a prize that is awarded only to those
participants who survive all the others.
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Sumrary

If we assume that the unrealistic illustrations that proliferate
in the marketplace today have been understood and licensed by the

_state requlatory authorities, then I wouid by no means want to see
the ones that have failed their teésts.

Consumers, together with responsible agents, do not like surprises.
However, today's illustrations as well as many in the '80's are
loaded with shock value for the unsuspecting purchaser of life
insurance.

Aside from providing temporary coverage or cash in particular
situations (education, emergency, etc.), the on ood permanent
.(cash.value building) policy that ever has been, is, or will be is

the one that is in force at a person's death. All monies that are
paid to any other program, other than for providing short term
peace of mind, are a waste of a consumer's money. .

A very valid argument can be made that: (1)temporary needs require
a temporary solution (term insurance); (2)intermediate needs or

" . those requiring flexibility require -a "universal" solution; and

(3)petrmanent needs require a permanent solution. Life insurance
discussions should be that simple to understand.

Only when agents begin to apply common sense to sales and return to
selling based on needs, will the consumer benefit.

All too often I have found young families, for example, that were
overloaded on exorbitant premiums because agents have been "doing
their 3job". When they need cash, the policies are dropped
(lapsed), and all or most funds are lost.: Of course, agents and
-management walk away with their commissions and overrides. .

In many instances consumers may be far better off to purchase term
insurance to cover their death benefit needs . until the industry
rights itself. Purchasing a lottery ticket may provide better
actuarial odds of receiving a 11v1ng cash benefit as opposed to
many illustrations and companies. in the 1life insurance industry
today.

This only serves to highlight the case for rebating, or negotiating
commissions. I strongly favor this as it allows the market to seek
its own level. Agents who are content to receive less money up
front with vested renewal income spread out over more years have
far more incentive to work with their policyholders to- keep the
“business in place.
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only when rebating is legal throughout the country will consumers
have some measure of protection. Currently only Florida and
California authorize this. Until this is fully understood and
supported by consumers, agents who are nothing more than
"replacement artists" will continue to reap high 1levels of
commission from sales this year to a client, only to replace the -
product every few years. Some agents have made this a way of life.

The life insurance industry is destined to continue its decline and
continued lack of consumer confidence as long as rebating is
prohibited and replacement of peclicies is allowed without a

standardized analysis. :

With no antitrust statutes life insurance companies are free to
form monopolies. My contention is that this is indeed taking place
with companies such as New York Life. When Mutual Benefit failed,
NYL agents were solicited to go out and recruit their agents.
Surely their clients' policies will eventually be moved to NYL
through replacement once Mutual Benefit comes out of receivorship.

There is certainly nothing in place to stop this activity if a
carrier is revived. The clients' confidence is shaken, and
companies that appear to be strong will obtain the business at the
expense of the consumer in most cases. There will be more of this
activity as more companies fail. Replacement will be the. only
benefit to be obtained by the consumer. When the policyholder is
left with that as the only viable means of retaining coverage, it
only further points out the shortcomings of state regulatlon that
is the source of these problems.
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Replacement

Replacement is one of the most abusive practices in the industry.
Many agents have grown rich from such activity. One company has
probably taken the all time lead in this category, Primerica or as
it was previously known, the A.L. Williams Organization. By some
estimates ‘almost 50% of its business had resulted from replacement.

In the states in which I am currently licensed the requirements are
scant that would cotherwise protect the consumer. No analysis of
products whatsoever is required prior to replacement.

The agent replacing the product simply has the consumer sign a
form. This is then supposed to be submitted with the consumer's
application for insurance. The carrier to which application for
coverage is being made is then supposed to forward the notification
form to the company whose coverage is being replaced. In this
manner the company being replaced should be notified.

However, in many cases this either does not take place or the
notice is received after the fact.

The introduction of Universal Life(UL) products in the early 1980's
brought about the replacement of many permanent or traditional
whole .1life products. These were promoted on the basis of "“high"
gross interest rates and flexibility.

My NYL general manager at the time solicited on several occasions
that all policies be replaced with UL. Needless to say the
companies were able to rid themselves of many products that had
been growing for consumers based on reasonable rates of return.
This practice within a company is referred to as internal
replacement. '

Now many agents are replacing their failing UL products with high-
flying term based "blended" products. The agent, manager and
‘company all win while the consumer again loses. Joseph Belth
states "Be wary 1if someone . suggests abandoning one company for
another." I am in total agreement as each sale generates new
acquisition costs, commissions and overrides.

Enigmas, on the other hand do exist. How can companies continue
to create new and better products while not taking some steps to
benefit the existing policyholder? In some specific instances new
"blended" products using cash enhancement riders as opposed to term
riders are solidly performing products based on what I feel are
realistic assumptions.
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Commissions on the bulk of premiums paid in a "blended" program may
range from 2 1/2% to 4%, as opposed to 50%-55% in traditional
products. The reduced loading and commissions simply increase

consumers' rates of return. These products were, in part,
introduced in the corporate marketplace to give agents a
competitive edge. By adjusting the mix of base policy and cash
rider, commissions as well as rates of return may be adjusted. ’

Hence, the product is nothing more than legalized rebating although
the industry refuses to accept rebating. In some instances such
products for existing consumers in a given company, when given
non-smoking status, volume discounts, preferred risks, etc. may be
beneficial. However, NYL among other companies penalize the agent
for working with existing policyholders in this area.

The same company will promote any and all replacement activity from
other carriers but will not support reasonable treatment or
programs to benefit existing policyholders. Such action heads a
company in the direction of becoming a monopoly.

Even more: onerous to consumers and perhaps little known, agents
place themselves in a threatened position of liability as a carrier
faces receivorship or a company ceases to provide certain services.

on December 4, 1991 I received a letter from Diversified, a
subsidiary of CML, noting that it "will no longer provide brokerage
services". The letter also spelled out the agent's "obligations
regarding persistency and replacement".

Under stated threat of litigation and contract termination, agents
were warned that any "replacement of contracts of insurance" will
“warrant injunctive relief and other relief". So as an agent in
a non-regulated industry you can be sued by the company even if you
attempt to serve your policyholders' long-term interest.

Weak carriers are thus propped up with no one sounding any alarm
bells.

My comments should not be interpreted as supporting replacement.
Careful analysis of IRR's, funds previously paid, acquisition costs
and potential gains vs. risks should be weighed. On the other hand
companies should seek to reward existing policyholders with well
thought-out programs, not penallze them for seeking to 1ncrease

returns within their own carrier.
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Executive cCompensation

The ‘compensation of insurance company officers and Board members
has seldom, if ever been disclosed to the consumer. In September,
1988, I was approached by my (now former) business associate David
F. Oyster and indirectly by Donald K. Ross, then Chairman of the
Board of New York Life and Harry Hohn, then general counsel and
currently Chairman. The request was that I produce-illustrations
for a proposed plan of executlve compensation for New York Life
officers.

Census data (age, sex, annual compensation, etc.) was provided by
Ross'! office.on at least seventy-three(73) potential participants.
I spent several weeks dedicated solely to work on this program.
During that time frame I was told of my being "allowed to join an
elite group of several past Council Presidents" (former leading NYL
producers) who had previously written insurance on the company's
officers.

The ensuing discussions subsequent to my producing illustrations
included the following: (1) how to best circumvent New York State
statute relating to officers' compensation and (2) the possibility
of Oyster's and my writing such a plan on CML officers- while
selected CML agents would write a plan on NYL officers. Oyster and
I maintained both NYL and CML agents' contracts known to both
companies® chief executives. "

In October, 1988, I rejected further participation in this plan.
The "NYL COLI (Corporate Owned Life Insurance) program" in its
design at my departure was to place $50,000,000 of permanent
insurance on these officers. This was to provide them tens of
miilions in retirement benefits. The officers were to contribute
nominally to the premiums due so as to experience annual compounded
rates of return easily in excess of 20%.

That the officers would participate in such a plan in my qualified
opinion was tantamount to stealing from the policyholders. Amounts
in excess of $100 million were discussed but it was stated that
_"more can be added later as there are no regulations" relating to
‘this.

‘Based on statements of a number of company officers and management
personnel such a program was implemented in 1989-91 with at least
one agent receiving in  excess of $1.1 million in initial
commissions. Overrides to selected managers may have extended into
the hundreds of thousands of dollars. Several million dollars were
to have been paid over the course of a few years to those agents
particpating.
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Indicative of these comments were those of Jules Del Vecchio, a
corporate vice president. In an October, 1989, meeting involving
other agents while on a visit to the Home Office, he stated that
"Ooyster and [J. Peter] Lyons shared (in commissions on) the New
York Life COLI case". He subsequently made reference that the

. "Regans at MCG (William V. Regan, Sr. and William V. Regan, III,
representing Management Compensation Group) had previously written
coverage on New York Life executives. :

William E. Babcock, General Manéger of the local New York Life
office, has made similar statements on numerous occasions.

In the NYL officers' minds, many simply view the pool of five(5)
million policyholders as being a great source on which to draw
funds. In my work on the "NYL COLI case" it became readily
apparent that they felt they had the unrestricted ability to the
use of policyholder cash. If $200 is taken from each of the
5,000,000 policyholders, then the officers come into one(1) billion
dollars!

The feeling that predominated was tnat "no one will get hurt".

During that time frame policyholders' dividends have been reduced,
some employees' salaries have been frozen and most agents'
compensation has been reduced.

Needless to say, the additional risk of insuring NYL officers 'is
assumed by the policyholders without either disclosure or consent.
I found the underwriting of this business to be questionable as to
its being an arm's length transaction. Which underwriter was going
“to tell a Senior VP that his coverage was heavily rated due to
(hypothetically) alcohol abuse?

The top officers, however, thought it a wonderful idea to have NYL
write NYL policies placed on them and paid primarily by NYL
policyholders. It was to put them as one party stated "a little
closer to our brethren in the stock companies"™ relative to
compensation,

At the very least the policyholders in such a plan would be
conveying an interest free loan to the executives for their
personal gain. I am sure many policyholders would enjoy having NYL
front them $1,000,000 free of charge so as to earn interest on it.

I viewed this as being done solely at the policyholders' expense.
Although such a plan may be legal, it does not make it right. I
believe most of my NYL policyholders, had they been made aware of
such a program, would have vehemently opposed it.
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The use of policyholder prémium dollars to.pay for New York Life
policies on NYL officers is an abuse of the policyholders' trust
and ‘I personally feel a breach of fiduciary duties by officers of
a mutual company. Such a program lends new meaning to the terms
insider trading and self-dealing.

While executives are enjoylng innovative perks many consumers will
experience performance in products that may be called "cliff
policies". Policyholders will believe they have valuable coverage
on which their families, businesses and retirements may be
dependent, only. to reach a cliff and fall off, having little or
nothing. .

' The true meaning of "golden parachutes", stock options and other
executive perks will only then become apparent. As consumers are
falling, they will see many an insurance company executive floating
‘down on a cushion of millions of dollars. These monies should have
been received by policyholders of Executive Life, Mutual Benefit,
Equitable, New York Life... This is by no means a pretty picture
but accurately depicts a wanton, irresponsible case of consumer

rape. ' . :

These programs can be considered by executives only as a direct
result of inept state regulation and a total lack of federal
oversight.
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Conclusion

Unless the present course of the life insurance industry is
arrested by federal regulation and an Insurance Regulatory
Commission, the industry will indeed become another S&L crisis,
only worse. :

If we have antitrust statutes to protect consumers from foreign
markets, we should certainly have antitrust statutes in the
insurance industry. Why should a company like New York Life be
allowed to build a monopoly as it attempts to thrawt brokerage
bu51ness.

One noted spokesman who favors the status quo, Don Barnes, says
"there was a time, not far in the past, when insurance departments
were understaffed, underpaid and sometimes securely in the pockets
of companies that did a lot of business in their states." The only
problem is that Barnes has obvious difficulty in distinguishing the
past from the present and what is sure to be the future if COngress
does not act.

It is becoming increasingly difficult to find solvent carriers
providing illustrations and products having integrity. The
responsible carriers are being beaten by illustrations based on:
unrealistic assumptions. . As these companles consistently 1lose
market share, the consumer in turn loses.

I would contend that most, if not all the industry's organizations,
NALU, ACLI, MDRT, AALU, etc., are in the hip pocket of the
companies as they continue their unrelenting support of state
regulations. Agents unfortunately are inevitably leading to their
own demise in supporting their associations®' lobbying efforts.

Responsible agents should address these issues headfirst. If they
do not, eventually they will have no viable illustrations with
which to present their clients in which they can take pride. These
agents! future is at stake. Out of respect for the clients who
made them successful, agents must take the initiative to no longer
represent only their companies, but their policyholders. Only in
this manner will there be policy contracts worth selling in the
future. '

Those agents who support the status quo will be left' to hype
evermore aggressive assumptions with deteriorating values.
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Billions are being spent on health care and research so people may
reach old age and enjoy it. That being the case, Congress should
take steps to protect those funds saved.in the insurance industry
in life products, pension plans and annuities so people may enjoy
retirement. .

All too many officers -and managers - have forgotten their
responsibilities as caretakers of policyholder funds. They are
supposedly beholden to the owners of mutual companies but a total
lack of regulation allows them to abuse their positions of
responsibility.

Those other carriers that are already weak are grasping for cash so
that they may honor their previous poorly underwritten commitments.

Indicative of the insurance companies' hold has been the response
of several managers and officers to a report I submitted to the
Department of Treasury in 1990. 1In that, as well as in speaking
engagements, I have been harshly criticized by those officers and
managers for my p051t10n on supporting federal oversight and
regulation.

Sadly the life insurance business today is far removed from that
which I joined over 51xteen(16) years ago. The moral plane on
which it exists today is pitiful.

Unfortunately I believe you will find few agents that are in a
position to provide your committee responsible and accurate answers
to questions that you may ask.  Basically they have no means of
arbitration or seeking . restitution from the companies they
represent, aside from lengthy and costly civil litigation. In
essence they are hostages.

At the very heart of the industry's problems is an all-encompassing
lack of disclosure to consumers, and in many cases to licensed
agents. The activity that thrives in the insurance industry today
"is in dire need of correction. It is an embarrassment to all in
the industry, be they employees, managers, officers, or agents, who
attempt to lead honorable and productive lives.
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Recommendations

(1)Consider buying term insurance to cover the need until the

indust becomes requlated. everyone did so, the indust
would come around a lot sooner.

Insurance companies are like banks. They will usually accept
more money as long as the risk does not increase. Most all
companies will, therefore, guarantee the right to convert
term coverage to a permanent program for a period of time.

(2)Obtain a "full ledger" illustration showing all guaranteed
premium requirements. This should readily depict any increase
_in the amount of premium in later years.

(3)Obtain an illustration with reduced assumptions in dividend
scales or interest rates.

(4)Review an illustration that shows both projected and guaranteed
values, both cash and death benefit, to at least age 85 or 90.

(5)When looking at'permanént (cash value/equity) coverage obtain an
internal rate of return analysis at least to age 85.

(a)If the IRR is above the company's net yield on 1nvestments,
there are surprises in store for you--greater premlum
payments and/or a longer payment period.

What looks to good to be true, generally is!

(b)If the IRR is absurdly low, then you most likely can do
considerably better.

Note: When reviewing an IRR at life expectancy you might
consider using the company's annuity mortality tables.
These tables depict a greater life expectancy due to
greater "peace of mind" and financial independence. If
your life insurance program works as it should, you will
have that "peace of mind". Some companies depict a
relatively low life expectancy in order to make the IRR
appear more attractive. '

(6)Review surrender charges. It is far easier to get into anything
than out of it.

(7)Get clear answers on gross and net rates and charges.

(8)Review company provided data skeptically. - Truth in advertising
is not an industry strength.
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(9)Look closely before you leap. A solid life insurance program is
hopefully a long term committment.

"(10)Find out all the variables in a policy: dividends:; interest
rates; mortality charges; administrative costs;...

(1l)Have the agent sign the illustration when the policy is
delivered noting: "This corresponds with policy
issued on (date)."

(12)If replacing a policy, get the agent to prepare an analysis
: that takes into account the money already spent--and have this
analysis signed.

With signed illustrations and analyses, you stand a far better
chance of dealing successfully with either the company or
insurance commissioner should the need to file a complaint
arise at a later date.

(13)The history of products projecting tax abuse teaches a basic
lesson. The purchaser gets abused. Tax laws change and will
continue to do so.

(14)Last but not least--Obtain your agent's opinion on rebating,
" repeal of the McCarran-Ferguson Act and initiating an
Insurance Regulatory Commission.

od for Thought:

Permanent or equity bulldlng insurance is analogous to.the purchase
of a deeply discounted or zero coupon TAX-EXEMPT bond purchased on
an installment basis. When a policy is purchased to solve a
permanent problem--need for cash regardless of when you die--a
‘person . should be more than satisfied to realize that the
beneficiaries should receive 6-8% income tax-exempt as death
proceeds. This is particularly the case when you stop and think
. that if you pass away prematurely (all deaths are premature) your
beneficiaries will receive a much greater rate of return. .

When insurance companies assess risks prudently, then the average
life expectancy for their insureds should equal or exceed that
projected in valid illustrations. In this manner the carrier will
have a longer pericd to invest premiums paid. When investments are
both diversified and are not exposed to excessive risks, gains
should be realized---both for the company and policyholders.

If the: industry persists in touting products as having high rates
of return associated with high risks, then the products will have
all the characteristics of an investment. - That being the case
coupled with longstanding abuse of consumers' trust, the inevitable
will occur-~taxation of .the inside buildup of cash value. If it
walks, talks and acts like an investment, it will be taxed like an
investment. Only the companies will have themselves to blame.
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Senator METZENBAUM. Thank you very much, Mr. Mercer, for an
excellent statement. We will have some questions. :

Let me proceed first with Mr. Nelson, and I will not make any
inquiry of you, Mr. Butler, as requested by your lawyer.

Mr. Nelson, have you ever sold policies for any of the five compa-
nies that have illustrations appearing on these charts?

Mr. NeLsoN. Yes, all except New York Life.

Senator METZENBAUM. Given gour professional experience with
the companies’ products, I would like you to explain the policy il-
lustrations displayed in the charts. Copies of the charts have al-
ready been handed out to you and those present at the hearing
today. Anyone who doesn’t have a copy can refer to the charts
behind me, or the staff can make available a copy. '

Mr. NewsoN. The sales illustration is what the consumer relies
on to make a purchase of life insurance. Since there is no real
benchmark of what life insurance should cost, and the cost varies
widely—at least in my studies, a 200-percent difference in cost
from company to company—the consumer is led to rely on what
the insurance company projects to charge it for insurance. :

The problem with the policy ledgers is that, as you can see, the
rates vary from around $2,300 to $6,800 for the same 45-year-old
male for $300,000 of insurance. So the consumers are in a situation
that, if they have seen all five of these, they tend to be confused.
They would wonder why five reputable, strongly rated, highly com-
petitive companies come up with such a huge difference in cost,
and what are they paying for if they pay the $6,800 or $6,000 in

remium, or what are they giving up if they pay only $2,300 or
§2,400, and that is where they rely on these computer-generated il-
lustrations. ‘

I spend more of my time trying to point out to the consumer
what is missing from the sales illustrations because I am working
with someone that is interested in buying life insurance, and if
~ they rely on these, they are going to be sadly disappointed.

As an example, the interest rates are extremely important. That
is what permanent life insurance is composed of, money at work.
So if a consumer thinks, in the Alexander Hamilton ledger, that
the insurance company is projecting the cost at 7.5 percent, that
might seem reasonable; it might, assuming the insurance company
is earning at least a percent or a percent-and-a-half more. That in-
formation is not given, what the insurance company is actually
earning. '

And the next thing is that is not projected at 7.5 percent; it is
projected at 7.5%¢£. So when you add in the pound sign, which most
consumers don’t understand, it means another 1% percent. It is
projected at earning 9 percent. Now, that is probably unrealistic,
unless most of the consumers cash the policy in during the early
years, and the only one that controls the mechanism to encourage
the consumer to keep the policy, or discourages, is the insurance
company, ' .

So if the insurance company in 3 years comes out with a new
super-duper improved version——

Senator METZENBAUM. And the insurance company never ex-
plains to the policyholder what is going on? They just advise them,

these are the changes being made, and they give them some glib
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language as to the fact that by reason of this or that, there is such
a change. But there is never that community of relationship that
- would exist in most other businesses?

‘Mr. NELsoN. No. In my experience, the agents are the conduits of
information, and when the agents attempt—just recently, the
American Society of CLU’s—this represents over 25,000 profession-
al insurance agents—they had to go back and do a new study to try
to get insurance companies to answer questions about the price of
life insurance.

I am sort of paraphrasing or takmg the quote, but one of their
own representatives said they had to redo the study so that the
company actuaries couldn’t blow smoke around the questions. The
professional society representing insurance agents, the conduits of
information, cannot even get the information out of the insurance
companies.

Senator MeTzENBAUM. Would you say there is kind of an arro- -
gance that the companies have both in dealing with their agents as
well as with the public?

Mr. NELsoN. In my conversations with the companies when I ran
into the problems of them resisting my publicly disseminating the
information, the constant disagreement was what are the rights of
the agents and consumers to know what they are buying, and the
attitude was your job is to sell it; that is it.

But, remember, consumers are spending tremendous amounts of
money. They are spendlng over $50 billion s year on these individ-
ual life insurance policies, and informed consumers today Want to
know what it costs.

Senator MerzeENBaUM. Would you say the insurance industry
today is arrogant, cocky, smug, indifferent to the concerns of their
_agents or their policyholders, in contradistinction to almost any
other business in this country?

Mr. NeLsoN. From my experience, if they had to compete as
other financial services, these practices would not go on. It has just
been hidden for so long, and attempts to make it public—that is
why I appreciate your work, Mr. Chairman, in this committee be-
cause it is high time that it comes out to the public what is going
on. ' - :

‘Senator METZENBAUM. Mr. Nelson, in the policies illustrated, a
consumer will pay 60 percent of his or her first year’s premium in
commissions for the Alexander Hamilton policy and 90 to 100 per-
cent of his or her first year’s premium in commissions for the other
policies. Is it possible for the average consumer, or maybe even the
well-informed consumer, to determine this information from the il-
lustration, and if not, Why is this information important to the con-
sumer when purchasmg a policy?

~- Mr. Newson. Commission expenses are not disclosed. They are
not required to be disclosed to the average consumer, and it does
make a big difference because all of these insurance companies
have dual pricing. You could go back to the same insurance compa-
ny and buy the same $300,000 of life insurance for a 45-year-old
male nonsmoker and pay less and get the same amount of cash
value. They have A and B policies.
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Senator METZENBAUM. Is it not the fact that, generally speaking,
the agent receives somewhere between 90 and 100 percent of the
_ first year’s premium as a comm1ss1on? ’

Mr. NewLsoN. Yes. That is why, if you look at the illustrations,
there is little or no cash value in most of them even until the third
year. It is all gone. There are goose eggs that went somewhere, and
it goes to the agents and the distribution force at the msurance
companies. .

Senator METZENBAUM. In the Alexander Hamilton and Guardian
illustrations, the information regarding the cost of the insurance,
the death benefit, is not disclosed. Isn’t this another important fact
that companies should disclose on their illustrations?

Mr. NELsoN. It is very important. Someone is trying to decide
what a financial product costs. There are no formulas, there is no
breakdown of what is going toward the pure risk of death and what
is left over to earn interest. There is no disclosure of that net
amount. There is no disclosure of what the actual rate of return is
on the investment or savings portion. None of that is disclosed.

Senator METZENBAUM. Let me ask you a question. You are an in-
surance agent and you are going to sell a policy and the commis-
sion is going to be $30,000. Now, you are very anxious to prevall
upon the consumer to buy the policy, so you say, look, I am going
to make $30,000 on this policy and 1 will kick back $15 000 of it to
you. What happens to you, Mr. Nelson?

Mr. NeLsoN. That would be illegal in almost every State.

Senator MerzeENBaAUM. That is correct, and that is because a com-
bination of the insurance agents lobby and the companies have
seen to it that those laws are passed. It has not been a consumer
kind of effort; it has been a part of the mdustry protecting them-
selves and seeing to it that the consumer can’t get a break in
Jbuying the policy. Is that correct?

Mr. Nerson. Unless you are very, very Wealthy, because then
they will sit down and design a.policy specifically for you, if you
are very, very wealthy or the executive of a Fortune 500 company
For the average consumer

Senator METZENBAUM. He could not?

Mr. NELsoN. No breaks, and if the agent tries to give them the
breaks, they are squashed.

Senator METzENBAUM. I have looked at the Pacific Mutual and
New York Life illustrations and I can’t determine what the actual
cash value will be in either policy. Is it true that the consumer
cannot determine what the actual cash value of their policies will
be from the illustration? .

Mr. NeLson. All the illustrations do is give them a piece of paper
and it just makes up a number, and in the fine print you will real-
ize back on page 7 or page 8 that the insurance company is saying
“based on current assumptions,” four powerful words that affect
the consumer. It means this is just a piece of paper and it has noth-
ing to do with what your cash value is or what your insurance is
going to cost.

So the consumer looks at this and is relylng on thls to make a
. purchase, but then when they get their contract or actual policy, it
has nothing to do with these sales illustrations.

58-720 - 92 - 3
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Senator MeTZENBAUM. I am looking at the Alexander Hamilton
and Hartford illustrations. It is not clear how much of my premi-
um payments will be deducted to pay policy-related expenses. Can I
figure out the policy-related expenses from looking at the illustra-
tion, and if not, is that information really important for me to
know when buying a policy?

Mr. NeLsoN. The information is important because you are
trying to understand what you are paying for the risk of premature
death and what is left over that is earning interest. But it is not’
possible from these sales illustrations to determine those break-
downs; they are not disclosed.

Senator METZENBAUM. In the same Hartford illustration, it is not
disclosed how much I would pay if I surrendered the policy. Is this
information actually listed, and if not, why would a policyholder
need to know how much he or she would pay if he or she surren-
dered the policy? '

Mr. NeLsoN. The surrender value is your equity, and most of
these policies are sold to people as a savings or an investment tool.
So the cash value when they surrender it is extremely important.
- That is what they are buying. The only thing that is given is what
is based on the guarantees. The rest of it is ciouded in the “based
" on current assumptions” and is irrelevant.

Senator METzENBAUM. Well, let me get this straight. In the five
illustrations that we have looked at, we have not been able to de-
termine commissions, the cost of the death benefit, the cash value
which will build up on the policy, expenses, and the surrender
costs. That is five separate things we can’t find out. It seems to me
that this is the type of information that any prospective policyhold-
er would want if he or she was about to buy a policy. I don’t see
how anyone can be expected to compare life insurance policies and
comparison-shop if they can’t even determine the actual costs of
the death benefit in a'single policy.

Now, this is an industry that claims to be above reproach. This is
an industry that is always taking a tremendous amount of advertis-
ing to show their integrity, to show how strong they are, that they
are the rock of Gibraltar, and the all the other efforts that they
make to tell you how strong they are.

I don’t understand. Doesn’t somebody have that sense of integri-
ty, that sense of propriety in the American business community
with respect to the American ethic to make available all the infor-
mation, and say here it is, we will lay it out for you, we want to
make a profit and these are all the facts you may know? Doesn’t
gne ?company in the whole industry make available the informa-

ion?

" Mr. NewsoN. Not under current practices. Again, attempts by
agents or agent. organizations, some limited attempts, have been
foiled by the companies. The companies make the rules, and their
rules are that there are no rules based on current assumptions.
These are pieces of paper that people spend billions of dollars
buying, but when they get their contracts they have nothing to do
with what they are buying. They are just pieces of paper. v

Senator METzZENBAUM. And then you have the additional factor
that has to be cranked in that mutual companies are totally non-
responsible to anyone. I remember when—I think his name was
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Mr. Sen, who was head of the Metropolitan Life Insurance Co.
came up before my committee some years ago, and I said to him,
well, to whom do you have a sense of responsibility if you are a
member of the board of a mutual insurance company, because the
policyholders have no chance to change the directors? There is a
figment presented there, but it is hterally impossible to change or
to get a member on the board.

That hearing had to do with an individual who tried to get a
name on the board and he was told he had to get 12,000 other pol-
icyholders in order to just get nominated.  And then when he
wanted to see the list of the policyholders of the company in order
that he might solicit the 12,000, he was told that was private infor-
mation and he couldn’t have it.

So it seems to me that what we have here is the most powerful
industry in all of America. Automobile companies don’t have the
same kind of power, steel companies don’t have the same kind of
power, computer companies don’t have the same kind of power.
But insurance companies have unbelievable power because, in addi-
tion to their failure to be responsive to their policyholders’ de-
mands, they, in their portfolios, control much of American indus-
try. They have large blocks of stock in some of the major corpora-
tions in this country.

As.a consequence, what we are talking about here today is an
industry unregulated, except by the fiction of State regulation,
which is totally a fiction except in a few rare instances; unrespon-
sive to the concerns of the policyholders; unresponsible, mutual
companies, to the shareholders, because the policyholders are the
shareholders. What you have is the most powerful economic inter-
est in the country totally, totally independent of any supervision or
regulation, and also having available to it some very special tax
breaks by the Congress of the United States. Would you agree? .

Mr. NELsoN. I agree with that, Mr. Chairman.

Senator METZENBAUM. The fact is some companies know that
they can’t pay at the interest rate that is specified in the policy. As
a matter of fact, our investigation has dlscovered that companies—
and you have told us about other companies—use an interest rate
in their illustrations, but then tell the State insurance department
in an official filing that they cannot pay interest at the illustrated
rate.

" Do our State insurance departments allow companies to so bla-
tantly deceive consumers?

Mr. NerLsoN. Mr. Chairman, the first problem is those reports
that are turned over to the insurance departments are only avail-
able to the consumer if they happen to live in the State capitol to
go down to that room and then be able to understand how to read
insurance company reports.

Senator METZENBAUM. You can’t write in and get it?

Mr. NeLsoN. It is extremely difficult even for agents to get what
- are called convention blank reports from insurance companies that
have these.

Senator METZENBAUM And even more difficult to understand‘?

Mr. NELsON. Almost impossible to understand. It is hidden. As
~ far as the insurance departments, I have been investigated by nu-
merous State insurance departments because of my comments
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about companies and sales practices, and in meetings with the de-
partment officials about these types of contracts and practices I
have been told that they wished I would just go away.
Senator METZENBAUM. So much for State regulation.
All of these policies provide the same $300,000 death benefit for a
.45-year-old nonsmoking male. The premiums that are charged,
though, range from $2,334 to $6,800 annually. Perhaps that 300-
percent difference is due to the particular features of these policies,
but as we have discussed, consumers can’t understand those fea-
tures and determine what is best for them by looking at the illus-
trations. : .
It seems to me this problem will not be solved until we mandate
the disclosure of this type of information. Would you agree with -
that, Mr. Nelson? ' :
Mr. NELsoN. Yes, I would agree with that, Mr. Chairman.
Senator METZENBAUM. Thank you very much. Let me proceed to
some questions for Mr. Mercer. Mr. Mercer, we very much appreci-
ate your testimony, which certainly was very clear and succinct.
There are basically two different types of life insurance available
to consumers. No. 1 is term, which pays a death benefit when the
policyholder dies; and, No. 2, permanent, which has a death benefit
Ial%g a savings component much like a bank’s savings account or an
In your written statement, you say that you have seen companies
use different life expectancy tables for the same person, depending
on whether they were buying term or permanent insurance. If 1
-‘were buying a term life policy, a company would predict that I
would live to one age, but if I bought permanent insurance, the -
same company would predict a different life expectancy.
"~ Now, Mr. Mercer, I have got to say that that just doesn’t make
any sense. I mean, it is absurd. You don’t have a different life ex-
pectancy if you buy a different kind of policy. You might have a
different life expectancy if you change your diet or if you have a
different way of conducting your life, whether you exercise or
whatever the case may be, or maybe even with respect to your type
of employment. But it sure in the devil doesn’t make any difference
whether you buy one kind of policy or the other.

Are you sure of what you are saying, and if you are sure, why do
companies do that?

Mr. MERrceRr. Well, there are a couple of sets of statistics. One
that was, I believe, produced by the American Banking Association
about 15 years ago stated that less than one-half of 1 percent of all
term insurance products sold by volume in the United States ever
came to be paid as death proceeds. A more recent statistic that I
have seen in the Wall Street Journal related to less than 3 percent
of all term products being paid in the form of death proceeds. ;

Realistically, term insurance costs become prohibitive at later
ages, so the insurance companies, to an extent, price them so that
they will not be in force at a person’s death. On the other hand,
permanent insurance or any form of insurance having a cash value
or equity base is more than likely to be in force at a person’s death,
with the caveat that that was much more so the case 10 or 15 years
ago than it is today. There are very distinctly two different yard-
sticks for the different products. v .
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Senator MerzeENBAUM. There are different yardsticks, but it
doesn’t explain using different life expectancy tables, does it? v

Mr. Mercer. Well, it doesn’t explain it, but the life insurance in-
dustry is certainly doing it. I don’t mean to be argumentative by
any means. ’

‘Senator METZENBAUM. No, you are not being argumentative to
me.

Mr. MErcEr. But it is a tremendous disappointment to agents
such as myself, Mr. Nelson, and I know a bevy of other people who
feel that the consumer public is being duped by such tactics.

Senator METZENBAUM. You and Mr. Nelson both appear to be re-
sponsible businessmen making a living for your families, proper
men in your communities; I assume, active in various and sundry
ways. Do you ever have a sense of embarrassment that you are in-
volved with this kind of game-playing with the people to whom you

- are selling policies?

Mr. Mercer. Well, I think your question goes to the very heart
of why Mr. Nelson and I are appearing before you and the commit-
tee today, sir. I am ashamed of the industry. Personally, I am not
ashamed of any product analysis that I have provided for a client,
but I am certainly ashamed of the performance that many compa-
nies, which are totally out of my control, are passing through me
as a conduit to the consumer. I think perhaps to footnote that out
of respect to Mr. Butler’s family situation, his product could be
more better labeled vanishing value rather than vanishing premi-
um.

Senator METZENBAUM. Have you ever sold pohmes for any of the
five companies that have illustrations appearing on these charts?

Mr. MEercer. Yes, sir. I have represented the Guardian, ITT'

Hartford, and New York Life.

" Senator MerzensauM. These sales illustrations  seem to be cus-
tomized to show how the company’s insurance policy will meet the
consumer’s individual needs. The policy illustration is an agent’s
primary sales tool, in that the agent uses it to give the buyer basic

information about the policy and to gain the buyer’s confidence in
the company and its insurance products.

Yet, you stated that major portions of each buyer’s customized
illustration are dishonest, misleading, or omit essential facts the
buyer must have to make an informed decision. This is a little like
a surgeon operating in the dark when he knows how to turn on the
light, but that is as far as it goes.

Why do honest agents like yourself use these kinds of charts, or
is it just something you have to do in order to stay in the game?

Mr. MERcER. I personally believe that the bulk of the industry is
made up by responsible agents that are trying to provide meaning-
ful existences for themselves and their families. I believe there are
also responsible managers and responsible officers, as well as mem-
bers of the board of directors in the industry. .

However, at the heart of the problem is the fact that the indus--
try enjoys antitrust exemption, albeit to a particular extent, and I
believe the industry is such that no single company or personnel
such as that are at the table today are in a position by and large to
break ranks with the industry.
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The illustrations that you see before you are really in the inter-
ests of companies going out and buying business. Unfortunately,
-the outgrowth of computerization has resulted in whatever best fig-
ures can be thrown on paper to obtain cash flow for the insurance
carrier.

Senator METZENBAUM. One last question. If you must use illus-
trations because other agents do so, why don’t you insist on show-
ing your customers illustrations that only contain guaranteed in-
terest rate projections that they can count on? :

Mr. MErceR. I think for the knowledgeable agent, he or she can
certainly discern what is and is not guaranteed and what is and is
not projected. Again, there are certainly agents out there that,
when sitting with a consumer, try to make that distinction in a re-
sponsible manner. -

Just one more comment on your previous question, however.
Those agents are having to deal with only what the market sector
in the industry provides them and work within those constraints.
There is very little agent input into the companies. .

Senator METZENBAUM. Well, Mr. Mercer and Mr. Nelson, I want
to tell you how much I appreciate your testimony. I think it takes
a lot of courage to come before a Senate committee and criticize
the companies with which you have to do business on a regular
basis. It would not totally surprise me if the insurance companies
with which you do business might see fit to discriminate against
you in some way, put some pressure on you. If that were to occur, I
would ask that you let me or my staff know promptly, and I would
then take the matter up with the Department of Justice. I hope
that does not become necessaiy.

Mr. Butler, I am very grateful to you for your testimony, sir. I
fully understand the thought of your attorney in not wishing you
to submit to any questions. I wish you well, sir, and I hope that
your dad is as well as can possibly be hoped for.

Mr. ButLER. Thank you. ,

Senator METZENBAUM. Thank you very much, gentlemen.

This subcommittee will now take a 5-minute recess.

[Recess.]

Senator METZENBAUM. The subcommittee will come to order.

Our next panel consists of James H. Hunt, director, National In-
surance Consumers Organization of Alexandria, VA, Judy A. Fau-
cett, FSA, MAAA, Coopers & Lybrand, speaking for the American
Academy of Actuaries, of Washington, DC, and Geoff Rips, director
of public information, Office of Public Insurance Counsel, of
Austin, TX. ’ .

" Now, I am advised that I indicated that the insurance industry
wasn’'t here and that representatives of the insurance industry
have said, well, we are here. Well, being here, to me, means being
here to testify and to make yourself available to questions. I am
very grateful to have you, and pleased that you are here in the au-
dience, but, to me, I must say candidly and without reservation
that my relationship with the American Council of Life Insurance
is cordial and friendly and warm, but beyond that friendly relation-
ship, I have seen no evidence of their willingness to cooperate.

The testimony this morning indicates there is a problem in this
country. The testimony indicates that the insurance industry is not
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that very highly ethical, proper group of companies that we have

" all considered them to be Therefore, I believe that it indicates to

me—I have invited them to come in time and time again. I repeat
that invitation.

1 think there is a problem. I think we ought to try to do some-
thing about it. If my solution in my legislative proposal isn’t the
proper one, I am willing to discuss it. 1 also would be willing to
have representatives of the insurance industry come before this
committee,” whether today or I will set up another hearing for
them, if they don’t wish to offer testimony, just for the purpose of
answering questions. But at this moment, I haven’t been able to
get anything more than a cordial relationship, without any mean-
ingful dialog, from the insurance industry. My doors remain open.

Having said that, I will ask the witnesses to stand in order that I
may swear them.

Do you solemnly swear to tell the truth, the whole truth, and
nothing but the truth, so help you God?

Mr. Hunr. Yes.

Ms. Faucerr. I do.

Mr. Rirs. I do. ‘

Senator METzZENBAUM. Our first witness is James H. Hunt, direc-
tor of the National Insurance Consumers Organization. Mr. Hunt,
please proceed.

TESTIMONY OF A PANEL CONSISTING OF JAMES H. HUNT, DIREC-
TOR, NATIONAL INSURANCE CONSUMERS ORGANIZATION, AL-
EXANDRIA, VA; JUDY FAUCETT, COOPERS & LYBRAND, ON
BEHALF OF THE AMERICAN ACADEMY OF ACTUARIES, WASH-
INGTON, DC; AND GEOCOFF RIPS, PUBLIC INFORMATION DIREC-
TOR, TEXAS OFFICE OF PUBLIC INSURANCE COUNSEL, AUSTIN,
X

Mr. Hunt. Thank you, Senator I mlght say I am from Concord,
NH, not Alexandria. The organization I represent is in Alexandria.

Senator MeTzENBAUM. Would you be good enough to bring the
mike a little closer?

‘Mr. HuNT. I am a life insurance actuary, a fellow of the Society
of Actuaries, and 1 have some 30 years’ experience in the business.

‘For a time, I was the insurance commissioner of Vermont.
Over the last 10 years, I have spoken with many life insurance
.buyers in connection with a rate of return service that I operate

for NICO. In this service, I evaluate existing and proposed policies
by estimating from the types of sheets you see up there the inter-
nal investment returns. It is what the Federal Trade Commission
in its 1979 report recommended be used to help life 1nsurance con-
sumers.

I don’t know how many times I have heard our clients say that
life insurance is more confusing than anything else they deal with
in everyday life. I think it is fair to say that life insurance buyers
rely on.agents and brokers to look out for their best interests. In
other words, they tend to trust them. Based on what I see; this
trust is not deserved.

State insurance commissioners have never come to grips with the
issue of how best to help consumers, No. 1, ‘decide how to choose
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" between cash value policies and term life insurance; No. 2, com-
pare the relative merits of cash value policies; and, No. 3, decide
whether an existing policy should be kept in force.

In 1984, I testified before this committee’s counterpart in the
House. The subject was relative cost disclosure in life insurance.
There, in some detail, I made the following points. The net pay-
ment and surrender cost indexes, part of the NAIC model regula-
tion that is used in all States, are useless to consumers. Second, the
indexes are actuarily flawed when used with cash value policies.
Third, the indexes fail to help consumers decide whether to replace
older cash value policies. By definition, they may not be used this
way. Fourth, consumers would benefit from rate of return disclo-
sure. In some ways, much has changed since 1984, but in my opin-
ion, these points are still valid 8 years later.

Now, I want to refer to what I have called the great replacement
plague. The life insurance business sailed through the 1980’s with
hardly anyone outside the industry noticing the churning of exist-
ing cash value life insurance policies. ,

In 1985, half the sales of new cash value policies were replace-
ments of old at incalculable losses to consumers. Everyone has
heard about Executive Life’s disaster, but the consumer losses in it
pale in comparison to the money lost on improper replacements. 1
doubt 1 in 10 of the replacements was in the financial interests of
the policyholders. It should be considered, as Mr. Nelson also men-
tioned, one of the scandals of the 1980’s, but perhaps it was compet-
ing with too many others.

At its height, barely 50 percent of cash value policies lasted 5
years, a period of time guaranteed to result in serious loss to
buyers. While there has been some lessening of the rate of replace-
ments, as far as I can tell it is still far above historical norms, per-
haps almost double them. While the NAIC and some States re-
sponded with replacement regulations, these were utterly useless
to consumers and indeed became how-to-do-it kits for replacement
artists. :

States ought to adopt suitability requirements for replacing life
insurers, which would place a legal duty on them to justify, when
challenged in a court of law, the reasonableness of replacements.

Mr. Chairman, I would like to digress one moment and correct a
serious error buried in my prepared testimony in one of the appen-
dices where I said—and by preface to this, twisting is the art of im-
proper replacement in the life insurance business. It has legal con-
notations. In that appendix, I said, let us face it, Chubby Checkers
was only a step ahead of the twisters of today.

Well, I heard on a radio program on Saturday night, and it be-
trays my ignorance of that time, that it is Chubby Checker, singu-
lar, who named himself after Fats Domino, singular. So I certainly
would wish to pay my respects to Mr. Checker. Furthermore, his
_recording of “The Twist” was the only record ever to become No. 1
twice.

Policy illustrations and nonforfeiture laws: The nonforfeiture
laws govern the size of surrender charges that apply when policies
are terminated. Such surrender charges can only be described as
. huge or even gigantic. The nonforfeiture laws permit companies to

- manipulate the patterns of cash values. o :
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Furthermore, d1v1dend-pay1ng companies have great flexibility in
manipulating the - patterns of dividends, and the combination of
these two things has led to the policy illustration problem Many
policy illustrations can’t be believed, and many companies with
credible illustrations don’t bother to explain that if interest rates
remain low, dividend illustrations can’t be sustained.

I spent some time in my prepared testimony showing the effect
of the manipulations I refer to. I urge the adoption by State insur-
ance commissioners of limitations on the mortality projections in
these illustrations because some companies are being wildly opti-
mistic and others are being straight, and you can’t tell the differ-
ence unless you are me or another actuary.

New nonforfeiture laws are needed that no longer place all of the
" blame for a policy termination on the terminating policyholder. In-
stead, following the model of the SEC in its rules about the sale of
variable life, a substantial portion of surrender charges should be
deferred and earned over the first 10 years of the policy-:

‘Senator MerzENBAUM. Mr. Hunt, could you take another minute -
or so and just wind up, please?

Mr. HunT. Finally, I would like to say that rate of return disclo-
sure is the way I think consumers could be benefited. The NAIC
has adopted a yield index regulation. That regulation, I understand
to be under development for proposal as a regulation by the State
of California. This would indeed be an historic development that
would help life insurance consumers. .

Thank you.

[The prepared statement of Mr. Hunt follows:]



70

gtatement of James H, Hunt, FSA
National Insurance Consumer Organization
121 Hoxrth Payne Stzeet
Alexandris, VA 22314

before the

Subcommittee on AntiTrust,
Honopolies and Business Rights
United States Senate
Washington, D.C.

June 23, 1992
or

Consumer Disclosure in Life Insurance Sales

The author of these remarks is a Fellow of the Society of Actuarles (FSA),
former inserance commissioner of Vermont (196%-1969), has worked for the
insurance departments of Massachusetts and New Hampshize, has served on many
committees of the National Association of Insurance Commissioners {NAIC), is .
currently the product actuary for Massachusetts Savings Bank Life Insurance,
- has been a director of the National Insurance Consumer Organization {NICO)
since 1980, and operates a Rate-of~Return (ROR) Service for NICO. In this last
rasponsibility, I have over the last several years amalyzed hundreds of life
Insurance sales proposals and in-force "ledger statements," -- projections of
future preaiuns, death benefits and surrender values on existing pollicies; I
have seen about everything there is to see in the liie insurance business..

In 1984, I provided testlmony before this Committee's counterpart in the U. 8!
House of Representatives. The subject was “Relative Cost Disclosure in Life
tnsuzance." In some detall, I made these points:

1. The Net Payment and Surrender Cost Indexes, part of the NAIC Model
Sclicitation Reguiation (Model Regulation), are useless to consumers,

2. Tha indexes are actuarlally flawed when used with cash value policles.

3. The indexes fail to help consumers decide whether to replace older cash
value pulicies. By definition, they may not be used this way.

4. Consumers would benefit from Rate-cf-Return (ROR} disclosures.

Since 1984, much has changed, yet in terms of helping life insurance consumers
shop more effectively, nothing has changed. These same points are as valid

. today as they were eight years ago. I would like to incorporate my testimuny
fron 1984 in this Committee's record; it is found in Exhibit A,
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The Great Replacement Plaque

In 1284, sales of Universal Life (UL) policies more than doubled over the .
previous year; sales of UL policies peaked the following year, and have been
losing market share since: 38% by premiums in 13985, 24% in 1991 according to
the Life Insurance Harketing and Research Association (LIMRR). It was the
advent of UL in the early 1980's, a time of high interest rates, that ushered
in the Great Replacement Plague., UL ls flexible premium whole life insurance,
and its signal advantage to life insurers that got into it in a big way is that
its premium Elexibility accommodates the "rollover" of existing surrender
_ values from other companies' policies. Unlike IRA rollovers, policyholders who
were sold on the "advantages" of UL got rolled in virtualiy all situations
except (possibly) older, fixed-premium, non-dividend-paying (non-participating)
whole life policies. In 1985, very close to 50% of sales of cash value poli-
cies were replacements of older cash value policies. The Voluntary Termination
Rate (lapses and suzzenders) of policies in force two years or more peaked at
an annual rate of 10.3%. (1991 Life Insurance Fact Book Update.) This lapse
rate in the 1960's was less than 4%, and it was less than 5% as late as 1979.

The losses to consumers from this egregious replacement activity are incalcu-
lable, at least by me. Anyone vho understood the business, and every actuary
who worked in life insurance in those days, knew that the professed high
Interest rate Yadvantages® of UL policies were phony. This was because UL
‘credited a "curzent interest rate,” while whole life companies' dividend
formulas were almost exclusively based on portfolioc rates. (A "portfolio rate”
iz one based on a company's whole portfolio of investments; it is an average
rate.) Because Interest rates had been rising more or less uniformly since

_ 1950, and because life insurance companies are long-term investors, the
portfolio rate usually trailed slightly the current rate (on new invest-
ments). ~ When interest rates shot up the early 1980's, replacements took off,
It was predictable, however, that portfolio rates would catch up with, then
exceed, current rates, and of course this happened. So, the huge numbers of
policyholders who got talked into switching from dividend-paying whole life
policies not only lost higher rates now being paid on such policies (in divi-
dends) but also took on the huge sales and acquisition costs of UL policies. ’

It should not be assumed that only A L Willjams agents replace "trash value"
life insurance policies. While this company surely did more damage than any
other, life insurance agents for all companies got on the bandwagon. Today,
virtually every company has a means of accommsdating rollovers of other
companies' surrender values. While the intensity of replacements has subsided,
it is still a respectable activity, in contrast to my early years in the
business. As an example, here 1s a pazagraph from a f£lyey of financial
planners Wallace & Associates, Concord, NH, where I happen to live:

Trade-in (s51c) Your Life Insurance - Tax-Free == Over the past sevaral
years, life insurance has become an even better value. 8ince 1975, its
price has fallen dramatically, giving you more insurance value for the
meney. . . . the insurance industry has introduced leaner, interest-based
products. But what if already own a life jinsurance policy uner the "old"
rates? Are you stuck? . . . You have complete flexibllity (under a
Section 1035 exchange.] Check . . . for any applicable surrender charges.
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The premise that new is cheaper, is false, except for term life insurance,
which is not the subject of the flyer. Premiums for cash value policies may be
lower because interest rates are higher, but that does not make them batter
values. (To its credit, Wallace & Co. warned about surrender charges, though
most old whole life policies have no explicit surrender charges.)

To put my remarks about replacement in perspective, here is a table from
LIMRA's 1987-1988 Long-term Ordinary Lapse Survey in the United States:

Traditional Whole Life Lapses

Policy Year By Face Amount By Number of Policies
1 16.7 % 17.1 %
2 115 10.7
3-5 10.5 8.6
6 - 10 11.3 9.5
11 vp 8.2 6.0
Inforce after: 5 years 52,9 % 56.5 %
10 years 34.5 41.5

In order to get a positive, but low, return on an investment in a cash value
life insurance policy, It must be held about 10 years (with the exception of
no-commizsion or very low commission policles, which probably have a market
share less than 1%). Thus, at the rate of lapsation shown in the table, just
over a third of buyers (by face amount, the better surrogate for premiums)
keeps thelr policies long enough to avoid a negative return on thelr
investments. BEven if diminishing rates of lapsation have Iincreased this

- percentage to 50%, the losses are still huge, especially since half of those
terminating do so in the fizst three policy years, when cash values are either
zero or very low in relation to premiums paid.

In 1987, I prepared a letter to the Massachusetts insurance commissioner
commenting on a proposed requlation governing replacements of life insurance ’
and annuities. I made these points: ’

1. Replacements oF existing policies were close to 50% of new sales: " . .
. the pockets of millions of American life insurance policyowners are being
picked by unfettered replacements of older policles and nobody is doing
anything effective about it. In the securities business [this is called]
"churning,” and (the term should be applied tol the replacement racket."

2. The effect of the proposed regulation was to place the imprimatur of the
state on future replacements. It would not be help consumers fend off

replacers.

3. A "sultability requirement," analogous to that which applies to sales of
variable life, should be required of the replacing insurance company.

A copy of this letter is attached as Exhibit B. The remarks and the
recommendation of a suitability requirement are still apt.
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Policy Illustxatloﬁs

Since 1984, interest rates have fallen, putting pressure on UL companies to try
to match whole life policy projections, whose portfolio rates applied in
dividend formulas now almost always exceed UL current rates., (It should be
pointed out that one stable tradition of whole life companies is to base
proposals for new business on dividend scales being paid to older policies. In
the early 1980's this put whole life companies at an apparent disadvantage;
today, it gives them an advantage over their UL competitors.) This has led to
a whole new world of policy "enhancements,” in which UL companies, by a variety
of actuarial devices, souped up their projections. in the long run, usually
defined as a twenty-year horizon in the life. insurance business, Another term
for this is "lapse-supported" pricing. In fairmess, lapse-supported pricing is
a new name, not a new technique, though today's enhancements go beyond prior
incarnations; the older name, among mutyal company actuaries, was "back-ending”
the dividend scale. In other words, by suppressing early dividends and cash
surrender values, money can be set aside, improved over the years not only with
interest but as fewer policyholders keep their policies, and paid out in larger
dividends in later years. You could call all of this Mactuarial manipulation.®

In all of this complexity, life insurance consumers ~- those who own older
‘policies .and new buyexrs -- have been left to fend for themselves without help
from state insurance regulators, who seem content to do nothing, or at least
nothing effective, vhen it comes to life. insurance sales practices. There is a
good reason for this: life insurance s not subject to rate requlation, while
most other personal policles consumers buy are, so regulators have to respond

. to pressures as they exist, What a pity. If Rate-of-Return Disclosure had
been in place for new and existing policies in the years since the Federal
Trade Commission recommended it in its 1979 report, those burned by the
replacement artists would have had a chance to hear the smoke alarm. At least
one company, Northwestern Mutual Life (NML), did provide ROR disclosures aon
exlsting policles to its policyholders, proving that it can be worked into
existing admin{strative procedures. NML, perhaps not coincidentally, has one

of the lowest lapse rates in the business.
1

Earlier this month, I prepared testimony for an NAIC Nonforfeiture Law Working
Group, vhich is formulating a revised model law that would govern minimum cash
surrender values. In that testimony, attached as Exhibit C, I arqued that:

1. The Standard Nonforfeiture Law (SNFL) ill-serves consumers because the

. phllosophy behlnd its authorized surrender charges is that all blame for
termination of a cash value policy accrues to the buyer, none to the
seller, despite the well-catalogued excesses of the sales process and the
replacement plague. This philosophy produces zero cash surrender values in
the £izst two years. :

2. A better model exists: federal rules that govern the sale of varjable
life insurance pollicies, which operate under the belief that some of the
blame for terminations lies with sellers (of mutual funds, first, then
varlable life). Thus, a substantial part of sales and administrative
acquisition costs must be deferred and fully earnéd only as the policy
remains in force for a period of about ten years.
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3, The SNFL allows insurers to manipulate policy designs so as to profit
whether or not a policy remains in force. If life insurers had to incur
out-of-pocket costs on early terminations of life insurance policies, they
might take a greater interest in combatting replacements.

Exhibit C contains examples of how some companies' policies were manipulated.
Perhaps I should say unduly manipulated! The examples bear close scrutiny if
one is to understand the excesses of the life insurance marketplace.

Much has been written about "out-of-control® policy illustrations. As the.ROR
examples referred to just above demonstrate, this allegation can be true. One
might also venture the question: Are actvaries out of control? To which the
answer is: At least sometimes. But to blame the actuarles is perhaps asking
too much of them. They serve their masters, the life insurers, and come under
subtle pressures to match the worst from the "other guy." And the insurers can
rightly proclaim that there's no law or regulation, at least none that are
effective that I know about, to prevent manipulated cash surrender values,
dividends, and the variety of enhancements. Reining in creative actuarial
designs is not a job for rocket scientists; appropriate changes in the nonfor-
feiture lavs, regulatory limitations on projected mortality rates (costs of
insurance, or COI's) and bonuses, and better disclosure of the bonuses wouldn't
be difficult. The difficulty lles in gaining a consensus among {nsurance
commissioners that the time has come to remove a modicum of the freedom the
1ife insurance business has always had to do whatever it wants to. The NAIC
Nonforfeiture Lawv Working Group has an opportunity to make a difference, but
chances are that when push comes to shove, the industry, which is politically
powerful in Washington and around the country, will once agaln be successful in
getting the commissioners to do no more than that which is acceptable to it.

Others will testify on policy illustzatlons. They will give you a more
official view of the problems thosé in the industry and their consultants see.
My view will certainly overlap, but here I would like to concentrate on the
most subtle of deceptions in sales illustrations: use of extremely low .
mortality charges (COI's), often incorporating projected improvement in future
levels of mortality over those now observed. I have seen at least 100 enhanced
proposals, most of which use interest rate bonuses after 15 or 20 years. In
general, the enhancements I've seen are reasonably well disclosed, though of
course they are not highlighted. It is difficult to oppose the enhancements
outright, since many venerable mutual companies have for decades paid
Stermination dividends," bonuses that often start at 15 years (I think
Prudential starts as early as 10 years) and grade up to a maximum percentage at
the 20th duration. (The theory of termination dividends is that terminating
policyholders in mutual companies deserve to take with them a portion of the
surplus they, as owners, have contributed to the enterprise. Some mutuals
don't like termination dividends and don't pay them, feeling I suppose that
they are borderline gimmicks.) In contrast to explieit enhancements, short of
hiring an actuary or becoming a close student of the business there's no way a
consumer can detect overly optimistic or manipulated COI's; these are of course
never dlsclosed as such.
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The prize for the most outrageous mortality projections I have seen goes to
North American Company for Life and Health, which, for projection purposes,
assumed that a female age 65 would have the same mortality rate or COI, from
age 65 to 92. This produced a fantastic looking proposal In the long runm; that
the yearly rates of return ranged from 333% in year 8 and 97% in year 9 to 25%
in year 20 (by my calculations) didn't bother anyone since such disclosures
vwere of course not given. See page 6 of my testimony before the NAIC
Nonforfeiture Working Group for more details. In the more subtle category are
these policies from major life Insurers John Hancock and Transamerica:

Year -Transamerica John Hancock i Year Transamerica  John Hancock
1 -100.0 & -100.0 % : 11 18.7 % ©13.8 %
2 -100.0 -100.0 12 18.3 14.0
3 -100.0 - 83.5 13 13.9 14.1
4 ~100.0 2.% 14 14.6 14.1
5 -100.0 23.9 15 12.2 14.1
6 14.1 16.5 © 16 10.6 14.4
7 36.1 14.5 ’ 17 13.4 13.8
8 25.4 13.5 18 12.0 13.2
9 21.7 13.4 19 12.3 12.8

10 19.0 13.4 20 12.4 12.4
21 11.6 16.8

John Hancock's policy was In a preferred nonsmoker classification, vhich most .
major life insurers have added in recent years. Desplte knowing this, when I
saw the ROR's come out of the computer (all analyses referred to in this
statement are actual cases from NICO's ROR service), I told the client that the
agent must have cooked the figures by manipulating the softvare, something I
have heard about but never seen., Later, after a bit more study, I concluded
that I was wrong, that John Hancock's proposal used very low, but possibly
justifiable, mortality charges and that the very high returns in years 5 - 20
wvere the oft-seen product of rapidly reducing, implicit surrender charges.

Note that in year 21, after the effect of reducing surrender charges had worn
off, the ROR is 10.8%, not ridiculously higher than the Company's interest rate
in its dividend formula, which I.judged to be about 9.5% in 1991. '

Transamerica is another case. The ROR's were generated from a current interest
rate of 8.25%, so the 21st year's ROR of 11.6% was 3.35% more tham the interesl
rate producing the cash surrender values. Clearly, Transamerica was using
extremely low mortality rates, probably Incorperating mortality improvement,
rates 1 doubt it could justify on the basls of any published experience.

T4o lessons emerge.  First, regulators should establish minimum mortality rates
for use in projections for the main xisk classeés: males and females, smokers
and nonsmokers, preferred and non-preferred applicants. Second, if life
insurers are free to manipulate patterns of cash surrender values, as implied
by the ROR patterns, censumers are entitled to know about it. The best way Is
to show one-year ROR's in all proposals. Exhibit D shows an example of NICO's
rate-of-return (ROR) service for a proposal of Northwestern Mutual Life (NML),
the best (only?) example I can give of a company that does not manipulate
patterns of surrender values and dividends; note the smooth progression of
one-year ROR's in Column (11). By contrast, John Hancock's policy, referred to
earlier shows a completely different pattern in Exhibit E.
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MAIC Yield Index Model Requlation

Rbout 1985, an NAIC Task Force, of which I was a member, began work on a
rate-of-return (ROR) model regulation that came to be known as "Optional Form
Life Insurance Disclosure Model Regulation with Yield Index." The request for
the regulation, I believe it is correct to say, came from John HMontgomery,
Chief Actuary of the California Insurance Department, who was concerned about
the discrepancy between advertised "gross" interest rates on universal life
(UL) policies, which were very high at the time, and "net" or "real” rates
derived by assessing mortality and expense charges in excess of market term
life rates against the gross rates. 1In 1989, the NAIC adopted this requlation,
but- it has not been noticed for hearing by any state, though Hr, Montgomery
tells me California is "working en it."

The Yield Index regulation would require disclosure of ROR's essentially the
same as those I have used in this document, but they would be "summary" ROR's
based on holding periods of 5, 10, 15 and 20 years. One-year (year-by-year)
ROR's would not be required, ragrettably, though a state is free to do as it
vwishes, and it is my hope that California will add the one-year disclosures to
any future proposed regqulation. An example of the disclosure of yield indexes
is shown in Bxhibit F, though in practice the disclosures would be made upon
delivery of the policy in connection with the Statement of Policy Cost and
Benefit Information. (It should be noted that although I refer to ROR's as
astimated Investment returns that can be compared to interest rates, the
industry doesn't 1ike this notion, preferring "indexes," which the NAIC agreed
to in adopting the model regulation.) While the disclesures should be
available at point-of-sale, one hopes that after a Yjeld Index requlation has
_been in place customer demand for the indexes will cause companies to make sure
their agents have the numbers.

Bxhibit G is a letter I addressed some time ago to Mr. Montgomery that cites
the advantages to California consumers of rate-of-return disclosure. .

Ummar
[

1. The life insurance business in the United States is huge: in 1990, premium
income was about $60 billion, exclusive of group insurance and annulties.

2. ‘The business is unregulated as to price and is essentially unregulated as
to buslness practices. I cannot recall the NAIC ever adopting a regulation
dealing with consumer disclosure that was not made satisfactory to the
industry, except possibly the Yield Index Requlation, which lies viztnally

mor ibund.

3. The NAIC Model Solicitation Regulation is not effective in helping
consumers shop For life insurance; lts cost comparison indexes are a joke. The
Statement of Policy Cost and Benefit Information could be useful, but consumers
seem to ignore it, probably because it is delivered with the policy, usually a
month or ‘more after the sale. Rate-of-Return disclosure is the only way to
help consumers: decide whether to buy term insurance or a cash value policy;
understand the huge sales and administrative charges; shop intyelligently for a
cash value policy; and, decide whether to keep an existing pelicy in force.



7

antitrust subcommittee Page § June 23, 1992

4. There are huge consumexr losses from the combination of missold cash value
policies and the pernicious replacements of existing cash value policies.
States shcould adopt "suitability" requirements when existing cash value life
insurance is replaced. The burden of proving that a replacement was in the
financial interest of the policyowner would legally be with the replacing
insurance company. Variable life insurance policies now have a "suitability"
requirement that places a burden on the selling company to make a determination
that the sale of variable 1ife was suitable for the buyer.

5. 8tate ragulation of policy illustrations is in order; in particular, the
use of undisclosed, over-optimistic mortality charges must be stopped. The
ability to manipulate policy values -- so-called "lapse-supported pricing® --
needs to be dealt with, preferably as in 6.

6. The nonforfeiture laws favor persisting policyholders over those
terminating early. In addition, they permit manipulation of cash surrender
values., A nev non-forfeiture law, along the lines of SEC requirements, would
be immensely helpful in limiting the damage consumers suffer when they lapse
policles. There needs to be recognition that the industry's sales practices
are in large measure responsible for these large consumer losses when cash
value policies are terminated. To say this another vay, there is no
justification for the huge surrender charges that are permztted by existing
non-torfc;tu:e laws.

7. Il might be helpful within the context of existing disclosures if a column
showing the accumulation of premiums at 5% were added to the Statement of
Policy Cost and Benefit Information, as is the case with SEC variable life

_ prospectuses.

8. To end on a positive note, from the industry's perspective, there exists a
vigozously competitive market for term life insurance; consuumers who so desire
can easily shop around for low cost protection. Since life agents don't like
to sell term insurance, due to relatively low commissions, and because "life
insurance is sold and not bought," consumers who shop for low cost term life
insurance are a distinct minority. !
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RELATIVE COST DISCLOSURE IN LIFE INSURANCE .
before the

Subcommittee on Antitrust and Monopoly
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I am a Fallow in the Society of Actuaries and a member of the American Academy of
Actuaries. I began in the life insurance business in 1955 with National Life of
Vermont. In 1965, 1 was appointed Commissiover of Banking & Insurance in Vermont and
served until 1969. Since that time I have - worked as an actuary with the state
insurance depar in New | ire (1972-1976) and Massachusetts (1976-1%80). 1
served as an actuarial consultant to the Federal Trade Commission in 1980. I testified
before Congress in 1967, {963 and 1979 on consuwer credit insurancej also in 1979 1
was the lead-off witness in support of 6. 2002, a bill that would have restricted the
use of- the Rule of 78 in consumer eredit., 1 prepared the technical aspects ‘of

. ex=Benator John Durkin's testimony during the Iife insurance hearings of 1974 when he

was Commissiomer of Insurance in New Hampshire. I have been a member of many
committees and task forces of the National ARssociation of Insurance Commissioners
(NQIC). 1 have testified before insurance departments in several states, in addition
to those ! worked in, on life insurance cost disclosure matters. Since 1968, 1 have
been amsociated with tha National Insurance Consumer Organization (NICO), a non—profit
consumar organization formed with the assistance of Ralph Nader; for two years, I was
a half-time employee of NICO, and I continue as a director and, to a larpge extent, as
the organization’s voice on life and health insurance. Since January 1, 1983, I have
been employed four days a week as an’ actuary with Massachusetts Savings Bank Life
Xnﬂurance, an organization that sells low cost life insuranes through savings banks in

tts undur stat Y :uthcrity and limitation on amount (currently $62,000
per person).

1 an the author of a comsumer guide published and distributed by NICO called How_To
Save Monsy On Life lnsurange, which has sold more than 10,000 copies. -NICD provides a
computerized "rate of return” service to its members that I devised and administer: we -
estimate the average annual intersst rate implicit in the savings portion of any cash
value life insurance policy (one that combines death protection and savings, as
distinguished from term insurance that provides pure death protection only). We
believe that rate of raturn disclosura is the only effective and undarstandable way
life insurance consumers can (1) comparison shop for cash value life insurance and (2)
tell whether it pays to buy cash value coverage instead of term insurance. In 1979, I
completed a draft of a paper entitled IThe Case for Rats of Return Disclosure_in Life
Insurapge, which was distributed to a number of trade association and company
actuaries and othurs interested in the technical aspects of this subject. In 1980, I
prepared a discussion of an actuarial paper, Ap_Extension of the NAIC System for Life
nsurangs_Cost Comparisons by Charles L. Trowbridge, FSA, former Chief Actuary of the
Social Security System, that reccmmended a technical correction in the NAIC index
method to make it more useful; I supported the change, though 1 expressed my opinion
that rate of return disclosure was far more helpful to consumers. 1 have supplied
copies of these two papsrs to the Subcommittee staff as a way oF adding technical

‘support to some of the cocmments I will make in my testimony.
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-1 want to discuss relative cost disclosure in life insurance. What. does this mean and
why is it necessary? Life insurance is a long-term, intangible purchase of
considerable financial complexityy in legal terms, it is a "contract of adhesien, *
meaning that any contractual ambiguities are construed against the company: issuing the
contract) presumably because the f{ypical buyer can't be expected to bargain for the
purchase at arms length. In its financial make-up, thera are at least two, and
-usually more, streams of benefits ard payments stretching far into the future, indeed,
oftan for a lifetime. In its simplest form, there would be, for any age at issue, sex
and smoking or other classification, one level death benefit and ore level premium -—
a $50,008 whole life policy with a prewium of $1,380, for example, that develops a
certain cash value pattern, starting &t zero and reaching 30,000 at age 100,
usually. If the cash value pattern were standardized for all companies, shopping
would bé relatively simple: find the policy with the lowest premium. But in practice,
for any given amount of insurance, premiums vary in a wide range, cash value patterns
vary correspondingly, and many of the lowest cost companies pay dividends, whose
incidence and slope vary widely, as well. Even if death berefits are leval from year
to year, which they need not be, consumers are faced with trying to manipulate two or
three long saries of differing cash flows -~ premiums, cash valuas, andy usually,
dividends -—— if they are to compare different companies' policies. The obvious
impossibility of doing so gave rise to the (NAIC) Model Life Insurance Solicitation
Regulation. . .

The NRIC Model Regulation requires the disclosure of a reasonable amount of the cash
flow information mentioned above, The heart of the regulation, for purposes of
comparing relative costs of policies from company to ccmpany, is the index numbers --
the "Surrerder Cost Index" and the "Net Payment Cost Index". Taking into account the
time value of money at 5% interest, these indexes -- known as interest-adjusted cost
indexes =- attempt to summarize the cash flows mathematically into average annual
"costs" for ten and twenty years, perieds of time most critics would agree are
sufficiently representative. Armad with the disclesed {ndex numbers, theory has it
tHat consumers can compara them among companies and choose the company with the lowest
_cost irdex, '

With this background and in full recognition that volumes have been written and spoken
about life insurance cost disclosure over the last fifteen years, all to little avail,
1 have the following relatively brief opinions about the effectiveress of the NAIC
Model Regulation in serving the needs of life insurance consumers.

The NRIC Relative Cost Indexes Rre Uselwss To Consumers

The Surrender Cost Index (SCI) and Net Payment Cost Index (NPCI) in recent years have
bacome subject to extreme distortions that will be identified shortly, but even {f
this were not so the life inguranee ecorcumar fawes preat difficulties in using the
indexaes: .

1. The ¥win disclosures of SCI's and NPCI's leave the consumer in the
position of being whipsawed by competing agents between the two indexes,
. The agent for a company with low NPCI's will argue that since the consum-

ar does not intend to surrender his contract after ten or twenty years
(indeed, which of these does the consumer focus on?), he or she should
buy on the basis of NPCI's. Technically, the SCI is a better measure of
lower lovig~term cost for the continuing policyholders The twin disclos-
ures were a cowpromise in the early 1973's between competing industry
factions: dividend paying companies and non-dividend-paying companies,
the latter often having lower NPCI's and higher SCl's, The compromise
ensured that neither faction would lose market sharey, and it also ensured
consumar confusion, It is noteworthy that the NAIC Buyer’s Guide accom=
panying a policy advises that the SCI "is useful if . . . cash values
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farel of primary importance to you. It helps you compare costs if . . .
you were to surrender the policy . . ." In fact, the 5CI is useful
whether or not one surrenders his policy in ten or twenty years for two
reasons: the cash value thereby taker into account is an asset of the
policyholder of obviocus value whether surendered or continuedj and, the
higher the cash value the less the future amounts at risk and, all other
thinps equal, the lower death protection costs in subsequent years.

2. A technical deficiency of the NRIC disclosure indexes (that Trow=
bridge*s modification would correct) is that they may not be used to com—
pare dissimilar policies. This means,; especially, that term and cash
value policies may not be compared. The Buyer's Guide advises, "Your
first atep is to decide . . . the kind of policy you want. Then. . .
[usel the life insurance cost indexes . . . Compare index numbers only
for the kind of policy you intend to buy.® The technical deficiency hap—
pens to produre lomer cost indexes for whole life than term, othar fac—
tors equal, and it would be a naive observer who did not think this fact
i3 used by many agents to sell whole 1ife rather .than term that may be
more suited to the buyar's financial security. - Even if this critical
weakness is overlooked, it is further the case that high premium whole
life policies can appear lass costly than low premium whole life poli-
cies, even though an accurate measure of cost would shew them to be inm—
ferior. This can be seen in Appendix A, where State Mutual ranks ahead
of Massachusetts SBLI in 28-year cost indexes — 13 to $27, apparently

a wide margin =~ yet SBLI's rate of return (yield) over all pericds is
signifieantly higher, (The rate of return technique is a more accurate
relative cost measure.) There are technical reasons for this distorted
result cormected to the diffarence in premiums -- $236 for SBL1 and $331
{40% higher) for State Mutual. No standard definition of "similar poli-
cies" is available to aid the consumer (or financial writers and others
who advise consumers) in interpreting this limitation; the NAIC Buyer's
Guide says, "The closer policies are to being identical, the more relia-
ble the cost comparison will be.” Rnyone who knows anything about the
life insurarnce business knows that there are virtually limitless combina~
tions of protection and savings in cash value policies; it is only an
accident that two policies are nearly “identical.™

Combine these barriers to consumer understanding with the fact that sales of life
insurance almost alweys take place in an environment that makes couparison shopping
difficult: the buyer eyeing a %4.36 SCI has no means of knowing whether the number
means the policy 4s high or low in cost. Even if he calls in anothar agent and is
lucky to see a similar policy, ha only knews which of these two companies is likely to
be " cheapery in fact, he may be dealing with two high-priced companies. In other
words, the index numbers have no intrinsic meaning. (This weakness has led several to
suggest the need for a “yardstick® to accompany the disclosure of the indexes, so that
the indexes would have contaxt for consumers, but it is highly unlikely that any
salesperson in America will ever have to tell his prospect where his preduct ranks on
a scale of 10.) On tha other hand, cne who is advised that his rate-of-return gver
twanty yeavrs is 4% is likely to spot a poor consumer value; conversely, a 9% return
would convey the notion of good value, particularly if the agent explained the tax
advantages of life insurance.

1t is NICO's opinion that the NAIC Model Regulation is useless to consumars =- any
narrow advantages in comparing nearly identical policies are offset by the potential
for use of the indexes ‘to manipulate consumers into buyirg high-priced cash value
pelicies instead of low cost term or high premium whole life policies instead of low
premium whole life policies.

(The NAIG indexes are more useful -in comparing term insurance prices, where the
technical deficiency is irrelevent. Ore could make a pood case for using the NAIC
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indexes on term insurance and a rate- of-return technique on cash value policies.)
Rising Interest Rates Have Distorted The Irdexes

During the 1960's, industry criyics began to complain that comparisons of life
insurance policies were being made {mproperly because the {ime value of money Was not
taken into account under the "net cost" method of comparing policies. The net cost
method for ten or twenty years was siuply to add up premiums, subtract the total of
dividends, if any, and subiract the last year's cash valuej the nethod assigned the
same weight to $1 due in, say, twenty years as to 81 due immediately. The consequence
was thet lower net costs could be achieved by raising premiums (due immediately) and
holding back portions of early dividends -- uhich could be improved over the years not
only with intevest but as a result of not paying such portions to these who dropped
their policies or died in the intervening years -- for later payment in larger
amounts. The notion of interest-adjusted indexes -- later the NAIC NPCI's and SCl's
=- arose during this time, and the proposal of an industry group was for an interaest
rate of 4%. About 1976, this interest rate was increased {0 5%, where it remains
today, 1In 1968, Moody's Composite Average of Yields on Corporate Bonds was 6.5%; in
1576, it was 9,Q¥j foday, it is in the range of 13%-14# In both 1968 and 1976y the
use of 4X and UX was reasonably related both to after-tax company investment returns
and to savings yields available to average investors. That is no longar true. Many
cotpanies are now crediting upwards of 18% or 11% to new policies (and sonetimes
older; non—borrowed policies). The spread of more than 5 percentage points between
earnings rates and the 52 interast-adjusted rate is more than the difference between
the old not cost method that 1980's critics complained of, which technically was an
Yinterest-adjusted” calculation at 3%, and the 4% originally used by companies in the
early 1970's. 4

Why does the failure of the industry to change the 5% interest rate in  the
interest-adjusted calculation matter? Ore reason is that it narrows considerably the
range of policies that " can be considersd “similar,” since a whole life policy with
tigh premiums per $1,020 gets a rapidly widening advantage as interest rates
{ncrease. A second reason is that SCI's become negative numbers, often quite large
negative numbers; causing further confusion to non-mathematicians trying to understarnd
ihe NAIC system. Sellers of universal life pelicies, advertising rates of interest of
as much as 12%, put -out index numbers for the suke of complying with the NRIC
vegulation that have no meaning to either the companies selling the policies nor their
customara; in-many cases, thay don't even bother to compute the indexes using the
current interest rate, since the result is ridiculous. The president of a prominent
universal life company, one of the first companies to have such a product, told me the
NAIC indexes were completely irralevant to his operations.

Hhy, then, do the companies continue te go through the motions of producing the index
numbers? Since their systems are in place, the cost of doing so slight and the
presence of even a flawed relative cost disclesura system helps diffuse industry
critice: few, if any, authorities complained to bother to take time to understand why
the indexes are not working.

The NRIC System Fails To Help C s Decide Wheth
To Replace 01d Policies

In recert years, the replacemert of older cash value policies with new ones has beconme
endemic, Momt consumers who have been persuaded to cash in their_ old policies have
acted against their own interests. The process resembles "churning” in the securities
. business, where brokers trade in old securities for view ones to gererate commissions.
The analysis of whether or not to give up an 0ld policy for a new is exceedingly
complicated, and such systems as are in place in some states to aid consumers are
either not helpful or, worse, give the staste's imprimatur to the replacement.

It is technically fessible to prepare interest—adjusted index nutsbers cn old policies
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so that they may be compared with new ones -~ Mr. Trowbridge's method is suited to
this goal.. But the NARIC disclosure system cannot be used to compare old and new
policies because they are; by definition; dissimilar. A few years ago, -a report of
the Virginia Insurance Department suggested that 2 new replacenent regulation in that

. . Statew could in the future include index numbers suitable to aid consumers in
ovaluating replacements; but rothing ever came of this.

When an agent recommends replacement, he or she ig tinkering with soméone's personal
property and should be held to the highest standards of ethical and professional
behavicur. In life insurance, there are no such standards; suggestions by me in
several forums that therc ba a suitability requireasnt for replacements have been
dismissed by the industry. The failure of the industry and its vrepgulators to make any
effort to thange the system of cost disclosure to apply to existing policies is
consistent with the notion that the public’s life insurance asscts are fair game for
churning.

Implications of Universal Life for Cost Disclosure

In 1981, universal 1ife policies constituted 8% of the market; in 1984, it is
estimated that sales of such policies will capture 25% of the market. The advent of
such policies, which are a form of cash value life insurance featuring the disclosure
of the interest rate credited to policy cash values, is somewhat ironic, These of us
who kave Lwen calling for rate of return disclosure =-—- such as the Federal Trade
Cemmission in ite 1979 raport -— found that market forces supplisd what we were
unsuecessful in urging. Rt the least, the unprecedented success cf universal life
proves we were not wrong in arguing that the public would respond positively to such
disclosure. But, of course, univarsal life has its own set of misleading and
confusing disclosuras. Two companies can advertise the same interest rate; but wide
differencas {n the array of sales, administrative and death protection charges can
make them completely different consumer values.

In its May 1984 issue, Bast's Review, a popular industry trade publicatien, compared
_the universal policies of 2@ companies. The specifications were, to a large extent,
standardized: a 82,092 annual premium for a male non-smoker age 45 with a death
benefit of $100,002 plus the poligy cash value. Cash values were shown after 1, 5,
18, 1S and 20 years-at an assumed interest rate of 12%. This standardized analysis
allowed one to see just what differsnces the assortment of sales, . administrative and
death protection charges could make in the cash values. The table below sunmarizes
the best and worst companies: -

Cash Surrender Values

Years Held Best Company Worst Company Difference
1 . ¢ 1,760 s © + 1,760
=4 94,0681 66, 384 27,777

Note: One compary showed better figures than USAA Life,
the "Bent Company™; but its figures appeared tc be
wrong. The study's design does not allow accurate com—
parigsons for 3, 10 and 13 years.

The differences noted are, of course, astonishing. The present worth at 10% interest
of 427,777 due at the end of 23 years is $4,128, so we could say the consuner shopping
for a poliey is faced with making more than a $4,0008 wrong choice in his purchase
__ deei n (considerably more than $4,000 if years bayond 28 are taken into account).
And ave not faitored in the lower-berefits-on death.into this $4,000 number.

Another way of lookirg at the differances between the two policles illustrated is to
assume that the best policy really does return 10% interest over 20 years (a
reasonable assumption, though NICO's rate of raturn service would show 9.6%). By
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actuarial analysis, we can work cut that “Horst Company’s” real yield is not 10% but
about 7.8%. For a ten year period, the USRR policy returns about 9.0% while "Worst
Company" returns about 4.8%. Perhaps it is not analogous, but the Truth-in-Lending Act
requires Annual Percentage Rates to ba accurate to an @ighth of one percent.

The relatively high premium used by Best's —- $2,800 -- tends somewhat to obscure
differentials in seales, administrative and death protection charpges when advertised
current rates of veturn in universal life policies are compared with derived rates. of
return by tha wethod NICO uses —— known as a "Lmten Yield" to actuaries. A3 Life of
Virginia agent recently pr one of M h s SBLI's s a propcsal for
that company’s universal policy, which on the date nl' the proposal was advertised as .
yielding 11%y SELI currently credits 9.44% to cash values in its dividend formula. By -
the use of a particular combination of whole life and term riders, SBLI was able to
.show that for the same annual premium its policy had slightly higher death benefits
throughout a twanty year comparison period and; at the end of 20 years, had higher a -
cash value —- $15,222 to $9,340. When subjocted to NICO's rate of return analysis over
twenty years, SBLI yielded 9.2% and Life of Virginia only 5.4%, more than five
percentage points lower than it was advertising. Appendix B shows this comparison in
uove detail.

In short, there is no NAIC system for letting consumers know that 11% in one company
ueans scemething entirely different from 14X in ancther company. It doesn't take a leot
of imapination %o see that life ingurance agents &ll over the country are having a
fiald day with universal life. It is bad encugh that consumers are fooled inte buying
what appear to be high-yield policiesi what iz werse is that many are enticed intoc
piving up older policias whose prospoctive rates of return are higher than those
implicit in universal life policies.

Consumers Would ‘Benefit From Rate of Return Discleosure

When consumers buy a non-standardized package of death bemefits and savings, whose mix
cun vary elmost infinitely, they cannot by any stretch of the imagination discern
whether the repr ts good or bad value without some help. The purchase of a
cash-value Hf'a insurance policy (s analogous to the purchase of a bag of papeyas and
guavas; unless somacne tells you how many of each are in the bag and unless you're
well informed about the fair price for eechy there's ne way to know how much to pay
for the bag. Even {f 1ife. insurance buyers wera told the mix of savings and
protection, they den't know how much the protection should cost so that they can work
out the price of (return on) the savings; the calculation is too difficult, - anyway.
But the industry krows what fair value is for protection; and can easily provide
standardized ratcs of return to consumersj tha calculation: is made with the name data
as that for the. {nterest-sdjusted calculation.

Bueh rate of return disélosures would aid purch i ly. One gan even
speculate that increased consumer confidence would followj surely life insurance
companies have not kept pace in recent dscades in maintaining their share of perscnal
savings, and the reason may be the mystery and daception that zccompany most sales,
Cash value life insurance should be a good investment, considering the tax advantages
and the abilities of insurance companies to get excellent returns on their
investments. Those, like NICO, who advise consumers shouldn't hava to warn them away
fron cash value life insurance because its purchase is so hazardous to one's financial
health, Inereased consumer understanding of relative values in life insurance will
put pressure on the irdustry to become more efficient; in turn, better consuner values
will yesult.
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NATIONAL INSURANCE
' CONSUMER ORGANIZATION

é  May 21, 1987

Peter Hlam

Commissioner of Insurance
Commonwealth of Massachusetts
Doston 02202

Re: Proposed Regulatlon 211 CHR 34.00: Regulation Gover-
ning the Replacement Life Insurance and Annulties

Dear Commissioner:

This 15 a potentlially important requlation. Unrestricted, unsupervised
and unsuitable replacements of existing cash value life insurance policles
constitute an unreported scandal of substantial dimensions In the United
States. According to Walter H. Zulkowski, 2 vice-president of the Life
Insurance Research Management Association (LIMRA), 43% of life !nsurance
sales in 1986 resulted f{rom replacements of existing policies, and that
figure was down from "almost half™ in 1985. (Natienal Undervriter, Life &
Hezlth/Financial Services Edition, March 16, 1987, page 1.) These are
shecking data! aAnd by no means were most of these replacements done by
agents. of the A. L. Willlams organization, who have systematlically engaged
1n “indlscriminate replacements,” to quote Professor Belth of Indiana
Unlversity; agents cf all companies have jolned the parade, as is obvlous
Eron the LIMRA data. And in my considered opinion as a life lnsuzance
actuary with 30 years experience, the majority, if not the large majority,
of these replacements have not been i{n the interests of the affected, or
shall I say "afflicted", policyowners; instead, by generating high first
year commissions, replacements sexve the financial interests of the agents
vho vork thls market. As the operator of a rate of return service for the |-
National Insurance Consumer Organization (NICO), I have evaluated proposals
for more than 500 NICO customers in recent years, and in many of these I
have seen the i1l effects of replacements.

To put the matter simply and directly: the pockets of millions of
Arerican life Insurance policyowners are being picked by unfettered
zeplacements of clder policies, and nobody is doing anything effective about
it. In the securities business, the word for this type of activity is
rchurning,” and in my opinion this is not too strong a term to apply to the
replacement racket. .

Replacements -- the term in my Eomments will alwvays apply to
replacements of cash value pollcies, as opposed to term llfe policies --
take many forms. Two particular types bear mentlon.

" (1) More Goverage for the Same Annual Premium -- Since death benefit costs
in cash value policies are usually a very small fraction of the premium

121 N. Payne Street
Alexsndria, Virginia 22314
.(703) $49-8050 "
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payment, it is relatlvely easy to divert money currently flowing into the

cash values or dividend values of an existing policy to buy greater face
amounts at the expense of future values. It is all but impossible for even

a reasonably alert policyholder to detect the unfavorable trade-off that
usually accompanies such transformatlions; the policyholder 1Is seldom, !f

ever, shown that he or she would be better served by continuing the present
policy and purchasing new coveraqe for the excazs amount, Universal Life is
well suited to this scheme because of its flexibility to accomodate

trxansfers of existing policy values at time of sale with subsequent premiums .
set equal to those currently being paid. .

(2) Promises of Greater Investment Returns -~ As almost everyene knows by
nov, Universal Life (UL) ls sold by quoting the (usually) attractive current

interest rate paid on policy values, that is, on amounts left over after
deductions of expenses and moztality charges. Often citing relatlvely low
investment returns ascribed to whole 1ife products by the famous press
releases that accompanied the 1979 Federal Trade Commission report on life
insurance, which were misleading and were out of date as soon as they
appeared, agents persuade pollcyhelders to switch to UL, or other
"interest-sensitive" products, when in fact these policies usually have
worse returns {n the short run -- say, 5 to 10 years -- and are likely to
have worse returns in the long zun.

The life Insurance policyholder needs more help from requlatory bodies
than is found in the proposed requlation. Consider the source of the
regulation: political p e by the K husetts Association of Life
Underwriters, backed by the d tic ies in } husetts. Why are
they anxious for the regqulation to be adopted in its present form? In my
opinion, a major unstated reason is that it will place the imprimatur of the
Commonwealth on all future replacements that f£ollow the rules, regardless of
the suitability of those replacements for the policyholders affected, and
thereby eliminate the danger of private actions for damages.

There is a response to this initiative that the Massachusetts Division
of Insurance can undertake and that would afford substantial protection to
targets of “replacement artists," to quote Professor Belth again: include in
the requlation a spltability reguirement analegous to that which applles to
the sale of variable life insurance policies, which are securities. This
would shift the legal burden to defend unsuitable replacements to the
replacing agent's company, which would have to measure the legal risk in
permitting its agents (or brokers) unfettered freedom to replace at will.
This could be done by adding this paragraph to section 34.06 (and a similar
paragraph to 34.07):

(e) in the case of relacing lnsurer, determine that the
replacement ls suitable for the policyouner of. the existing
pollcy

Insurers have the technical resources to analyze the llkely effects of
replacements on policyowners; policyownérs do not, nor would they get any
help from the proposed replacement. Neither in-force Interest-adjusted
indlces nor In-force rates of returns are required by the regulation,
despite the technical feasibility of either approach.



86

GALF B -3

Page 3

In support of this last statement, and as background to some of the
opinions voiced ln this statement, I am submitting a copy of testimony that’
T supplied to a subcommittee of the U. S. House of Representatives in 1984;
‘though now somewhat dated, I belleve its message remains relevant.

Sincerely,

ames . Hunt
Fellow, Society
of Actuaries
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Statement of James H. Hunt, FSA
National Insurance Consumer Organization
121 Horth Payne B8treet
Alexandria, VA 22314

before the -

Natioral Assoclatlion of Insurance Commissioners
Life and Health Actuarial (Technical) Task Porce
Nonforfeiture Law Working Group

June 4, 1992

These remarks constitute a one-day effort to communicate concerns that I have
long felt about the Standard Nonforfeiture Law (SNFL). It was my hope in
attending the Seattle meeting of the Nonforfeiture Law Working Group (Group) to
prepare a more comprehensive statement than what follows, but there was too
much else to do and this is a formidable topic. I have not kept up very well
with the Group's deliberations, and it is possible that some of my remarks may
raise questions the Group has already dealt with in a way that would be
satisfactory to me; if so, 1 apologize.

The author is a former Insurance commissioner of Verment, has worked for the
insurance -departments of Massachusetts and New Hampshire, has served on many
NAIC commlttees, is currently the product actuary Eor Massachusetts Savings
Bank Life Insurance, has been a director of NICO since 1980, and operates a
Rate-of-Return (ROR) Service Eor NICO. Iv this last connection, I have
analyzed hundreds of life lnsurance proposals and in-force projections over the
last several years, and I have sesn about evérything there is to see by way of
the egregious manipulations of the SNFL. Despite this background, 1 have never
been asked by the industry-dominated life insurance committees of the American
Academy of Actuarjes to serve on those committees, which purport to give a
disinterested actuarial response to current regulatory issues. I urge the NAIC
Task Force to guard against undue influence by the industry and its consultants
in striking a balance between industry and consumers. My impresslon is that .
the Group is heading in that directionm.

I hope here to demonstrate, at least in a prelimpinary way, that life insurance
consumers are ill-served by the SNFL. The philosophy of the SNFL, it seems to
me, is: All blame to those who terminate their policies. Perhaps this was
appropriate to an earlier age, but in a day of rampant replacements of existing
policles, it is highly inappropriate. In the mid-1980's, 50% of sales of cash
value policies were replacement sales. From the latest data I have, the LIMRA
1987-1988 Long-term Ordinary Lapse Survey in the United States, we have:
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Traditional Whole Life Lapses

Policy Year B& Face Amount By Number of Policies
1 ’ 16.7 % 17.1 %
2 11.5 10.7
3-5 10.5 8.6
6 - 10 11.3 9.5
11 up 8.2 6.0
Inforce after: 5 years 52,9 % 56,5 %
10 years 34.5 41.5

These lapse rates far exceed historical norms, probably by a factor of 2.
Policyholder losses have been huge, thanks to SNFL's workings. Although it is
1likely lapse rates have woderated in years since 1987-1988, I would be aston-
ished to learn they have returned to historical nozms., There is, as far as I
can tell, virtually no discipline exerted by companies on their agents not to
replace older policies, as there was when I first entered the business in the
late 1950's, and every company has a replacement vehicle, One of my last five
ROR analyses was of a proposed replacement by Northwestern Mutual's agent of a
Union Central policy, so replacements abound in the best of company, not just
among the inheritors of the A L Williams tradition. (In defense of NML, it has
_the least manhipulated cash value patterns of any company I can think of.)

In today's cash value life insurance market, characterized by high replace-
ments, "enhanced” policy proposals and lack of meaningful disclosaxe to
consumers of the effects of these forces, it is no longer appropriate to write
a SNFL that allows the excesses of the past to continue. - (The Group may also
wish to take notice of a slowly growing trend toward "low-load" life insurance
and "restructuored" whole life policies, the latter involving Yearly Renewable
Term/Paid-up Additions riders that have the effect of producing much higher
early cash surrender values.) Draft Cll of a "Second Standard Nonforfeiture
Law (SSNPL)" says in Section 1. that the "rigorous method for determining the
equitable treatment of different classes of policyholders . . . is by a
comparison of cash surrender values-. . . to asset shares on a retrospective
basis.™ This is of course an actuarial formnlation, not a public policy one.
As such, it assesses 100% of the blame for lapse to the lapsers, but is not
some of the blame (onus, burden, cost allocation, whatever) reasonably asses-
sable to the life insurers and their agents and brokers for over-zealous sales
techniques, failure to disclose in a meaningful way (year-by-year ROR's, for
example, as later shown), and inappropriate replacements in a market that has
‘no means of assisting consumers to measure the pros and cons of replacement.
Let's face it: Chubby Checkers was only a step ahead of the twisters of today.

There iz another approach to r ble cash sur values that has been
around for 15 years or so and that should serve as a model for the Group: the
laws and requlations governing variable life insurance (VLI)., I am no expert
on VLI (though I was an NAIC variable life committee member when state requ-
lations were being devised), but is it not the case that in this segment of the
business there are "up-front" expense allowances and there are "deferred"” sales
and acquisition expenses? It is my understanding that the basis for these
deferred surrender charges ls exactly the point I have been making about
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assessing "blame." That 1§, under SEC theory, not all costs of early lapsers
are to be borne by the lapsers; the sales process is assessed some costs. The
following sales and administrative expense deductions are taken from a
Prudential VLI prospectus: $2 per premium payment; "sales loads" of 30% of the
first year's "scheduled” premium, 10% for yzars 2-5, and 5% thereaftez (of
which the excess over 5% is deferred and collectible only on surrender, which
produces deferrred sales surrender charges of 25%, 30%, 35%, 40%, 45%, 45% in
the first six years, dsclining to 0% at year 11); premium tax of 2.5%;
$2.50/month administration; §5/81,000 deferred administrative surrender charge
for f£ive years, phased out over the next five years; and .60% asset charge for
mortality and expense guarantees. (There is a $.01/month/$1,000 for the
guarantee of minimum death benefit Lf market values collapse that I have not
used belovw.) Finally, Cost of Insurance (COI) charges may be deducted up to
1980 €SO maximums. I applied this schedule of charges to a Metropolitan whole
life policy I recently analyred. this Is my estimate of cash surrender values
(CSV's) in the first two years for the MET policy (a) as illusrated and (b)
using the charges in the PRU prospectus, which may or may not be SEC maximums:.

§500,000 Male Preferred Nonsmoker Age 39

A5 Whole Life As Variable Life

1. Premium $ 6,545 $ 6,545
© 2. €SV, Policy Year 1 0 1,825
3. €8V, Policy Year 2 -1,295 7,500

gince this was a preferred lssue, I used COI charges for the second column
equal to relatively low YRT rates; subtract about $500 in year 1 and §1,000 in
year 2 {f maximum charges are used. Interest at 8% was credited to Column 2.
Since 1 am comparing to a MET policy that includes a dividend of $795 in year
2, it seems appropriate to use 8% interest and normal COI charges.

Whether this illustration is typical 1s hard to say; I doubt MET tried to get
all it could out of SNFL. But if these numbers are not precise, they are
likely illustrative of the differences between assessing all the blama to
lapsers and assessing just some of it. If somebody's asset share finds that
HET would lose money on a lapse at the end of year 1 or year 2 using CSV's in
Column 2, I'd 1ike to know how MET could put a $500,000 YRT policy on the books
for $500 a year and not lose money. I would suspect that MET would lose money
only if the asset share calculation allocated expenses on a per $1,000 basis
that had no relationship to actual expenses on a $250,000 minimum size policy.

This last paragraph leads me to this point: minimum CSV's should be arzanged so
life insurers actually lose money on an out-of-pocket basis during the first
two or three policy years. Not only is this consistent with the notion of not
ascessing 100% of the blame to lapsers, but it could have a salutary effect on
the assiduousness with which life insurers defend replacements of their own
polictes. Many life insurers, in my opinion, arrange CSV's so that they make
money whether or not the policy lapses. Indeed they may make more money if the
policy lapses than if it doesn't. The MET policy above surely makes money on 3
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lapse in the first three years, though this is not to say MET would encourage
lapses. There are worse examples than MET's. What evidence is there for this
stat t in the ab of knowledge of MET's pricing assumptions? The policy
in question vas analyzed by me using a Linton Yield technique, and the computer
print-out of what I sent the client is attached as Exhibit A. Here are the
one-year ROR's for the first several years:

Policy Year Rate of Return

~100.0 %

- 78.4
1.4
18.6
15.9
13.1

DN W e

7-20 10% - 11%
21 (not In Exh A.) 9,7 %

ROR's drop to just under 10% in year 21 as the implicit surrender charge wears
off. (These ROR's may be very slightly overstated by use of YRT assumptions
slightly too high for the preferred nonsmoker class at $500,000.) Since MET
can't earn more than 9.7% (forgetting that it can’t earn 9.7% at the moment),
it seems clear to me that a policy lapse after the second or third year would
be as profitable to MET as it is a disaster for the policyowner.

The ROR's shown, which may be compared to interest rates, raise this question:
Shouldn't the policyowner have this information in his or her possession so
that intelligent cholces can be made about retention of inforce policies?
Perhaps I should put this question another way: Would any of the Group's
professional members purport ta advise a client about retention of such a
policy without information like this?

For me, the lesson is this: Either nonforfeiture values should be arranged to
avoid patterns of ROR's (or whatever other measure) such as shown above (and
thls is a modest example), or we should supply the ROR's at time of policy
issue, Of course, I would argue that true consumer justice would be secured by
doing both. .

Hark back to the lapse rates presented earlier. Is it not possible that there
is a conneclion between maximized surrender charges and these lapse rates? IE
insurers profit from early lapses, what incentive is there to train agents not
to replace? An economist might say that the market is working: insurers are
£ollowing market practices to maximize profits by engaging in and/or tolerating
replacements of old policies that in so many cases would be profitable retained
by the policyowners. (Anticipating a response to the effect that the industry
isn't all that profitable -- which I don't necessarily accept -- is the problem
of perceived low profitabilty a case of the agents/brokers draining off too
. nuch money from both companies and consumers for selling policles only 50% of
which persist more than six or seven years?)
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in vhat follows, I vant to leave the Group wvith the results of some ROR
calculations for other companies that I have done in the last year or two.

Pol .
Ir A B c

1 -100.0% =~ 98.7% -100.0%
2z - 87.9 =-97.2 -171.7
3 3.4 12.0 24.17
4 6.6 9.4 26.0
5 1.7 7.6 20.4
6 8.3 6.8 5.5
1 10.1 1.1 8.9
8 10.1 7.2 8.7
9 10.0 7.3 8.6
10 9.9 1.5 8.6
15 9.6 7.2 9.9
20 . 9.5 8.9 9.8
21

One-year Rates of lietuxn X

Company
D E
-100.0% ~-100.0%
-100.0 - 59.2
- 84.0 - 12.0
- 11.9 - 4.3
13.7 0.1
14.7 - 8.8
14.7 9.7
i5.8 9.3
15.1 9.2
14.7 9.1
10.4 8.4
9.1 9.5

Not Calculated .

F

-100.0%
~100.0
-100.0
~100.0
~100.0

141
36.1
25.4
21.1
13.0
12.2
12.7

116

G H
-100.0% -100,0%
~100.0 -100.0
- 83.5 -100.0

2.5 ~100.0

23.9 - 83.3
16.5 54.6
14.5 24.6
13.4 17.6
134 29.9
13.4 53.1%
14.1 19.7%
12.4 19,5%
10.8 6.7

¢ ROR's for interim years range from 5.5% to 6.2%

A i3 Northwestern Mutual and B is Mass Mutual; the former is essentially free
of any wanipulation, if I may use that term, while the latter is virtually so.
Policyoeners would not be severely damaged by terminating a peliey in any
particular year. C 1s Mutual of New York; surrender after a year or two is

D is a ®"Nod 5" from Prudential; knowledge of the

obviously ill-considered.

pattern of ROR's would be exceedingly helpful to a policyowner. E
Variable Appreclable Life projected at 12% groes; the ROR's are low because the
policy is only $100,000 at age 28, and the VL1 charges are disproporticnately

large, but the policy {s free of manipulation.

is PRU's

F Is "TransMax" from

Transamerica, in my experience one of the worst offenders under the SNFL; it is
2 Universal Life pollicy projected at 8.25% with extremely low projected
mortality charges. Either I don't understand this policy, or the public is
being fooled into buying 1it.
a Volunteer State (Chubb LifeAmerica) $1.5 million policy sold to a 4l-year

male ker; the patt

entered ROR's for policy years 11-14 and 16-19.
deferred dlvldend policies had been outlawed!

G is a John Hancock "Moditied Life®” policy. H is

of ROR's would have been more dramatic had I
In my naivete, I though

It may be that the foregoing table presents a picture some of the Group members
haven't seen before in just this form.
group will be to narrow significantly, If not eliminate, those patterns above

that are simply egregious.

1 hope that one of the goals of the
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In the "You've Got. To Bee It To Believe It!? category is this 1990 proposal

from Nozxth American Company for Life and Health. It was for $2.5 million on a
female age 65 with premiums of 926,400 folowed by $34,200.

Year ROR Year ROR Year ROR Year ROR
1 =100.0% 6 -100.0% 11 52.6% 16 26.2%
2 " 7 - 33.4 12 43.8 17 26.1
3. . 8 333.6 ¢ 13 38.5 18 25.9
4 " 9 97.0 14 34.9 19 25.6
] " 10 €4.8 15  36.3 20 25.3

¥hen first these ROR'Ss came out of my computer I assumed I had miszread the
proposal. Then, I extracted the current mortality charges (COI's) from the
before-surrender-charge "policy values,® and it appeared that COI charges from
age 65 to 92 were the sama. The company not only confirmed that they were the
same, but noted that the scheme had the blessing of one of the two largest
actvarial firms that consult with life insurers. I have never taken the time
to learn how this schepe net the lettexr of the SNFL; I think it obvious it
didn't meet the spirit.

There is one more pattern of ROR's that pay interest the Group: second-to-die
policies. I show one below for Manulife, and I'm sure I've seen a similar
pattern from Transamerica, but I can't locate it. ‘The pattern shown appears to
involve manipulation of surxender charges, implicit or explicit, through a
30-year period. The pattern 1s atypical among the perhaps two dozen second-to-
die policies I have analyzed.

Policy Year Rates of Return
1 - 49.2
5 - 7.4
10 - 4.3
15 3.2
20 37.7
25 22.6
36 o 14.3

Because this policy was proposed to husband and wife, each 39, the mortality
charges through 30 years are very low. The ®cash on cash® return -- Linton
Yield assuming zero COI -- s very close to the ROR's shown,

Ftnany, to show an unusual pattern of surrender vales in the first few years,
here is a $350,000 policy p by a ts resident at age 60 from
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Alexander Huiullton Life. - The "Current Basis" proposal {s based on 8.1%:

Policy Annual ®Accumulation® Surrendex
Year Premium* Value Value Death Benefit
1 812,200 8 9,269 8 1,21 $350,000
2 8,400 15,164 0 350,000
3 8,400 21,322 2,522 350,000
4 8,400 27,752 9,997 350,000
- 8,400 34,467 17,756 350,000

* §5,000 at inception plus $700/month.

The first point here is that the first year surrender value disappears in year
2 despite payments that far exceed any imaginable set of COI's. (The policy
was issued in a preferred classification.) The second point is that the
surrender charge is $20,000 on 2 policy of only $350,000 that has planned
monthly premiums totalling 88,400 per year. Such a relationship is presumably
Justitied by AHL (and other companies) on the basis that such @ surrender
charge is permlitted on a vhole life contract of the same face amount. And AHL
would further point out that the surrender charges were disclosed in the policy
sent to the insured. True. But this is not the same as saying that the
policyholder received an understanding of what was happening to him. A $20,000
surrender charge is all out of proportion to the prposed annual payment. (The
$20,000 would still apply if $5,000 was not paid at inception.) .

The ‘ond Standard forfeiture Law Working Group has an opportunity to
provide a much fairer balance between company needs and consumer expectations.
It the "sins" that ! have tried to catalog in a non-actuarial way have been
addressed by the Group, then 1 apologize for not £inding the time to understand
better the direction in which it is going.

58-720 - 92 - 4
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NICO“S RATE OF RETURN <(ROR> SERVICE

ISURER: met INITIAL FACE AMOUNT: 8 500000 INSURANCE AGE: 39
0LICY: lpu @ 98 CLASS: MALE NONSMOKER
sereressOASH VALUE POLICY BUY TERM z mrsr DIFFERENCE AT: 8,7 Xehssbinansay
1) [ Q@ (4 (s) m @ [£)] (e (un
DERTH  SIDEFLND
AOUARL  AMT (F TERN  COST  SIDEFND Bsuern‘ END YR ARIL
- CASH OUTLAY: TERX RATE (F B VR o 8 ROR's
Y AL SURRENDER DEATH SHE RS INS()  PER  TERM  (10)% + (5)4(6) . hCUAE 1804
R - PRENIUN VALUE BENEF1T COL (D -(6)  $10B3 IS (M-(1)  (=(3)) a7z ART
t 545,00 [] 520000 6345.28 A93%9 0.9 514 6R31 500000 6552 =100, 0%
3 6545, 88 1258 52000 655,83 AE7448  ©,90 530 12560  S0000 13646 -75.4
3 6545.08 1358 6565.89 483562  [.85 573 {9618  5A3200 21315
P E345.00 . 15746 57200 E545.00 479951 (.15 612 27249 SQeeR 2505 xa.a
3 6545080 2505 512089 €545.08 476585 0,25 656 3495 512009 38565 15.9
3 B34S, gy $1790¢ 645,86 473483 135 633 4MI1 SIS0 48253 131
N €343, 00 4521 525188 6545,00  ATIOSE .47 Séae6 525108 58721 1.4
] €545, 60 56502 533108 6545.00 4BSBE2  [.E3 BN GAAIB 533102 6399 11.8
) 545,02 63838 S 654500 46548 LR 542083 62118 118
) 545,88 81854 551783 B545.83 ABAter 222 10 G7S/3 51789 95148 {e.2
0.0 BRIS 852329 Q.80  ABase7 2.55 1255 93533 562502 16291 10.5
H 0,00 924 554509 8,00 AS4284 295 1483 102616 554980 109319 10,7
i 4.8 168165 Q.0 Mdb1T  3.35 1S3 187783 S48eQ 117107 18,3
2.8 113825 543363 Q® 427 oy | 11! 543308 12 10,6
i 0.88 183991 533500 0.83 . A1SB1S 4,85 1M | 539500 134384 1.
V 0.00 134833 537100 0.8 a8A53% 4.3 1620 132384  S53U@  {AM03! 18,0
146351 0.00 342 460 1673 1421 3 154456 18,6
3.00 159338 Q.00 AT6T 5.0 52433 537208 1650 18,4
' .89 173985 539368 0.00 376385 5.7 2205 163416 539080 177558 10,7
J 0.0 198277 514308 0.08 369I72 6,40 2423 175128  SM308 190277 11.8
& 2dd 460 ® KERNS COLUMN FOR PRIOR YERR.
RAVERAGE ANMUAL ROR'S  TRX, BAIN :
POLICY KEPT 180X ART 11€x ART  IF SURR'D. PARGINAL ROR'S .
. POLICY YERRS  1@3% ART
16414 6 THRU 18 L1 %
SAS4 11 THRU §5  18.4 PREPRRED FOR: mara baror
124827 IETHRI &8 16,5 DATE: 1B-sar=92

0R CALCULATION COMPARES THE PURCHASE OR RETENTION OF A CASH VN.UE LIFE xmm POLICY TO THE ALTERRATIVE OF BUVINS ANNUAL
Eﬂﬂg‘.ﬁ TERM_(RRT) AND XHTBTINHTREE PREMIUM DIF;FER&N& INA? n;l&m' PERHAFS A BAMK. THE ROK 1S THE N'EMT RATE THAT,

A CASH VALUE RND .3
RRE_SHOMN1 THOSE BRSED ON (00X OF THE RMEBINW.IE)RNDTH(B"HSEDONle
- (6), SHOMN REOVE IN w.sm-(m lsnemommne R{IRRTIMRRTFOREE KOR'S COMPUTED

OTHER ANLOSTUSLY.
RNALYSIS IN COLS (A) (16) 15 NOT NECZSSARILY A KECOMRENDRTION 10 BUY TERM INSURRNGE: 1T 1S THE TECHNIWE BY WdICH THE INTER-
RETURN ON THE POLICY JLLUSTRATED IN CQLS (1)-13) 18 ESTIMATED
- /RIGHT 1984 NATIONAL INSURRNCE CONSURER URWIZHI'IDN PREFARED BY: JMES H, HNT, FSh
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EXWIBIT T

NX \" S RATE OF RETURN . (ROR)> SERVICE

INSURER: NML INITIAL FACE AHOUNT: & 650000 INSURANCE AGE: 34
POLICY: SELECT LIFE » . CLASS: MALE HONSMOKER
CASH VALLE POL TR & TIVEST DIFFERENCE (T: 7.7 foesssssssns
(1 [13) 3 14). {S) {6} (1) 6) {9) e {1
DEATH BIDEFUND
. o 0057 SIEFRD BOEFIT  BOYR @Al
poL- o QLY M RME  0F  BEGVR  EEBYR  COL (B) i
i RBUAL SURMDER  DEATH GWE RS IS PR TERN 10+  (S141) ACIUM 1805
VIR PRONIN VALE  BEMEFIT WL ~B s DS (M- =) 7Y oAt
1 ne, 8% 2 £30000 w800 642 0I5 Si2 N3 EOR0 8L -108.f
H 826, ] G265.00 E3HI6 076 S 16084 630000 AT 4T
3 855, 857 £5158 GEES,00 62640 078 SMG  Eme  6ofSe gewS 3
PO -t S £54%00 o500 EeRlE 0.8 %9 BTl G0 1Y 41
5 B 650160 Ge55.00 GIS0IS Q.66 S0 4S5 6010 ABSEs T
3 6500 75T 667100 am s ne w2 %m w6 .
7 e 08 £7659 (265,00 IO @96 658  BOIS) 6700 - 73N 1,
8 BB s £9199 G500 GIATI L0610 Ml folwe  orel 1,
H GE.00  7BIET 107000 G265, G119 1.03 764 94Ol T  1eelss 10!
1 FETR R S .1 BES.00 EIARA L2 6B lgmIE 730 1160 3
1 gES00 111457 42600 U2, BITIR2 1,35 BO3  IGSMB  TaCed 135093 ,
1 605,00 13035 16300 G65.00 2M3L (a7 G [pees  Jb0m 1SN0 X .
3 GEe0 (56 784700 5,00 AN  L60  1109 1050  IAI0 177 g
it GES.0p 172381 868200 GER5.0) G288 LOP b  IyWN6  BaBd  IS3G® :
13 G500 197099 13330 G205.60 w69  aze 46k  POBBS1 B30 El6iAd .
16 seEs.00 223269 85000 s85.00 GNPH 255 665 22763 ESO0OD  Easwg .
17 G500 51643 888306 BES.00 CAZOD .05 A%h P00 Ehemd ¥
18 Ga5.00  fdenss siBtD G EATGE 335 B (i Sigee el .
19 g0 31575 0100 GOIS.00 CS20NS  &7> o503 o001 I  3RIGAS .
) @ie S e U SR I
» ' @ *
S Wedrly ok v B 70X, BAIN
1F poLICY KEPT le“ FRT LI ﬂm 17 BURR'D, MARBINAL ROR'S
POLICY VERRS  108% ARY
~i1.8 2 ?
39 e SMu seg
¥ Teied 1T 97 DREPRRED FOR: DR CHESEN
E T 3T HE DATE: h-FEB-92
£ OB CALOUATION CONPRD THE PURDSE O KETENTTI, O ) G4 VALLE LIPE. ISURRNCE BLICY 10 T ALTERWTIVE O BTG ROUAL
FENEWRBLE TERM (RRT) AND INVESTING, THE PREWIUN DIFFEFENCES N A PGIDEFUADY, PERNADS A BOK. THE INTEREST RATE THAT,
BASED O ASSLMED ART RATES, umsnzbanmawmnrmmpmmmssmwmsmnsmmvuusmmmnne

NWTIEMIUDETWXED. TW) BETE OF ROR'S ARE GHOMNs THOSE BASED ON 183X OF THE RATES IN COL {A) AND THOSE BASED DN 1182 OF
€L SHOWN RROVE IN COLS (4)-(10) 18 THE DEWJJJH@JT OF THE ROR AT 100% ART FOR 2O YERKS., OTHER ROR'S COWPUTED RMALOBOUSLY.
THE PNLVSIB IH COLS (4)-(18) 18 NOT NECESSARILY A RECOMMENDATION TO BUY TERM INSURANCE: IT 18 THE TECHNIMUE BY WHICH THE INTER-
NAL RETURN ON THE PLICY ILLUSTRATED IN COLS (1)~ (3) 18 EBTIRATED.
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NICO~“S5S RATE OF RETURN <ROR> SERVICE

INSURER: JOHN HANCOCK INITIAL FACE AMOUNT: & 250000 INSURANCE AGE: 87
POLICY: MOD LIFE CLASS: MALE NONSMOKER
errtaCRSH VALUE POLICY®4ie SRl TERY 0 IPNEBT D!FFEPDDE ATY 9,7 Sessrresncaas
(Y] (@ [£) 0] ) @ uég}u SIuo) (1
AR ATOF TERM GDST SIEFND BENEFIT OO WR AL
Mo A aRmom  pem PR MO mr om g oon s
X t 4 +|
Year PREMILN WLLE BENEFIT L -6 sledt D8 (0~ (=13)) 8.7% ART
17 e e 250000 A13:08  RNTBRR a8 & e 24t 100,00
4 273,80 3 RN “3.8 M L% 26 4681 £54089 S8 3-100.80
3 £473.00 38 &N 4730 BT & &8 7223 254000 TR 8350
Lk £473.00 &8 2008 BAT3.00 E3WUT  LB6 314 10683  ESe0A . fieKe .45
§ a4n.e 5825 R BA73.08 BT 115 3R 133 B5e0e0 10485 £3.91
[ 15,00 1e288 e51000 331508 2N LB 3 T8 BSIM 19143 16.53
1 IS, 15063 o55Me 335,03 eIW7  1.[ k7c] 82083 £53408 E42ET 1451
8 3315, 29383 268700 335,08 B! LA7T 4B 21139 pLeTd & 13.47
9 759.8 24k £5T600 X 23585  1.68 438 3K75 267000 225% 13.43
18 X o597 £6A6ER 860 21 LS 586 494 £6AGDR 35646 1343
1 e.03 600 feld g8 560 386 250300 34%4 13.73
i2 e 223 =) 0.8 2ANE 2B 63 AT 256D 41554 13,9
13 2.8 3% e 8,83 213837 2% €51 43863 254708 4831 1h10
14 5] 1% £53563 6.0 29831 3N we 4409 253608 48349 14,42
15 LX) 782 B3R 80 2033 375 8 A1517 sl ik 14,8
18 [ Y. -1 e.0 48 BRI 51848 25454 Seeee 1.4
17 (Y] ) £36900 6.0 281611 435 w57 M‘) 256989 . 13.88
18 a8  g21 2525 s.g P13 468 31 £53000 ssm
19 .82 66997 253338 X 198%L S0 BN EES 263330 &
X (X ] Tee B4R .80 19733 578 fle8 6465 26740 76?.! Af
¥ add 868 & KEANR COLUMN FOR PRIOR YEAR.
RVERREE AL ROR'E  TAS, em»
IF POLICY HEPT  100% ART 11@% ART IF SURR® mm. »R'S
vaLtcy 1092 T
5 YEARS -19.95%  -19.58% @
18 yeARs 465 493 E3A 5 THRU 10 14.88%
15 YEARS B.41 B.85 21683 11 THRU & 1489 PREPARED FUR: Dl WHINEY
29 YEARS su %98 32 feTHe 1335 DATEs 12-NOV-91
PN ROR CALOULATION CIMPRRES THE PURCHASE Of REIENKNF“W\HJSLIFE TNSURRICE POLICY YO HE ALTERATIVE OF BUYING ANMURL
FENEWABLE TERM (ART) AND INVESTING THE PREMILM DIFFERENCES IN A 18 ', PERHAPS R BANK, THE ROR 1
£8, DERTH BENEFITS OF THE TWO THE BAME AND EQURTEE YHE CASH VALLE AND BIDEFUND AT THE
BND (F THE_PERI0DETUDIED, ROR'S ARE SHOWNs THOBE BREED ON 10x OF THE RATES IN COL (6) A BRSED 10% OF
oL (8), emnmvzmmm-(m lammwummlmmmnmmns. OTHER ROR'S COMPUTED ANALOBOUSLY.
ﬁ MQLVSIB N Cl'l.E w-ne) 8 NOT NECEGSARILY A RECOMNENDATION TO BUY TERM INSURRNCE: 1T I8 THE TECFNME BY WHICH THE INIER-

RN ON THE POLICY ILLUSTRATED IN COLS (11-(2) IS ESTIMATED.
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b F
JAMES H. HUNT
CONBULTING ACTUARY
8 TAHANTO STREET -

: CONCORD, NEW HAMPSHIRE 03301
~ B03-224-2008 :

FRLLOW, SOOIETY OF ACTUARIES
Menwen, or

#$100,000 Whole Life Policy
Male Nonsmokar Age 33

Induatry Cost Diaclosure Nathod:

10 Yaare 20 Yoars
SBurrender Qost Index 1.8 ~1.8%
Net Paynsnt Cost Index 10.87 7.27
Equivelent Dividend Index : 2.94 6.24
Rate of Return Disclosure Method:
Yeera Pol- Average Annual
icy Kept Rata of Return
L] ~8.5%
a0 - 5.0
15 7.7
20 8.6

A rate of return is an eatinate of
-the investment return on the policy
expreased aa an interast rate.

12713788

INSURANGE REGULATORY AND CONSUMER SERVICED
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, Ghvt &
JAMES H. HUNT

CONSULTING ACTUARY B
8 TAHANYO STREET
CONCORD, NEW HAMPSHIRE 03301
603-224-2808

FELLOW. laaun' OF AcTUARIZS

A or A

Februsry 18, 1991
John -0. Nontgomery, FSA . .
Chief Actuary
California Insurance Department
8450 Vilahire Blvd.
" Lo Angeles, CA 90010

. Rae: Yield Index Proposed Ra-sguleuon
Deax Hr. Hontgomery: i -

I have just learned that Comaissioner Garoaendi hes propesed ths NAIC Yield Index
Regulation for adoption. "I wish to support ita edoption both personslly and on behalf
of the National Insurence Consumer Orgenization (NICO), of vhich I am a director.
Since its inception in 1980, NICU has urged adoption of rate-cf-return disclosure in
life 4 I vea & bar of tha Tesk Force that duvlud the modal regulation.
In the late 19570’s, as Diractor of the State Reti in the X

Diviaion of Insurance, I authored & atudy entitled, "The Caame for Rata-of-Return.
Diacloasure in Life Insurance," which racaived limited ecirculation within- the
industry. For nearly ten yeara, I have operated a rata-of-raturn (ROR) sarvice (of my
dasign) for NICO thet has served mere than 1000 cumtomers. Examples of this service,
which can be used to analyze both proposals for nev policiea and in-force ledger
statements, are attached. NICO’s ROR analysis uses the Linton Yield methed, which s
analogoua to what I have callad the "Miller VYield Mathod," after the Chairman of the
Yield Index Committes. If thare is a person in the United States vho has more claim
then I to apesak <£rom practical txpuhm:o about ROR diacloaures, I would like to meat
that paraon.

Regratfully, I fesl it nacessary to ask the Department to treat any testimony or
:eport from the Ameritan Academy of Actuaries, of which I am a meaber, as having no
nore weight.than that of any industry sasber. The Acadasy committee that issued a

“report on ‘the Yield Index asthod of life insurance relative cost disclosure was
doninated by actuaries esaployed by insurance coapanies and consultents to the
industry. It never sought my opinion, nor as far as I know the opinions of consumer
groups, nor of b of the Acad not cted to the 1ife insurance busine
The raport was not the product of a dtuntmbhd, profeasional body.

The history of relative cost-discloasure in life insurenca in the United States ia n
relatively long one. In 1light of the short time availeble to me to prepare a
atatemant of - aupport for California’a adoption of a Yield Index Ragulation, I think it
bast to send o copy of Congressional testimony I prepared in 1984 on the subject-of
1ife inaurance cost disclosure. While aome of this may be dsted a bit, it serves to

outline tha weaaknasses (lf not utter usel to )} of the NAIC Hodel Life
Inaurance Solicitation Regulation currently used in Califcrnia and the advantagea of a
rate~of-return discloasure systex. (I have not § the app ceas noted in the
document,) Refercnce is made in the y to tts Savings Benk Life

Insurence (SBLI), an organization for whom I still work four days a woek. For a
period of time beginning in the late 1970°a, SBLI aupplied ROR’s to prospective
custoners; thia came to an and when the NAIC Solicitstion Regulation was promulgated
by Masaachusetts. I mention this hiatoricel event not only beceusa it vas the Firat
systematic diasclosurs of rates of return that I know of, but also to point out the

INSURANCE REGULATORY AND CONSUMER SERVICES
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technicel feasibility of doing so3 SBLI u a small company, yet had no diffieulty in
integrating the diecl into ita

The yeara airce ay Congresaional testimony havo been terized by two in
the life insurance business: F pl of exiasting cash value
poucxu and "enhancements” to life i t ls. The tvo ere not

, of ' Repl peeked in the uu-;ssom, but are still at very

high lavela Acootdmg to ths latest LINRA data, at the rate of lapastion Zrom
1988-1386, less than 20% of cash value policies would remsin in force 40 years, yet
ROR anclyais ahoua that one aust keep & cesh value in force at lesst 10 yaars, and
oftln 1S to 20 yeara, to obtsin a reasonsble raturn from auch an investsant.

ROR disclosura could help California consumera who might otharvise replace existing
policies in two ways; (1) Proposalas for new ga uould typicelly ahov negative
returna for f£iva-year and lokW-to-modest returna for ten-yaar holding perinds, thus
reinforaing the measaga that cash value policies ara very long-tera investmenta; and,
(2) the disclosurs aethod, if extendaed to in-force policies am part o( any rapl-cn.nt.
ragulation, could show, often dransticslly, that prosap ive’ far
returna on new policies for holding period This last edventage could
also b obtained if prop la and cny Stet te of Policy Coats and Benefita showed
yearly ROR‘a. thib!.t A is an ROR snelysis of a universal life policy that vas sold to
® high school classnate of mina. Ha had ouned the policy threa years when it occurred
to hia to ask ma uhather he should kesp it. Note tha one-year ROR’a in Col (11): the

ffact of the ion of the high aurrender charge to zero at the end of the tenth
year prod tacular rat in policy years S through 10. I told =my friend to
keep the poucy in force avan if he no longer needed the covarage.

ROR disclosure could -uo help 1limit some of the egregious practices being used today
in 1llustrating policy veluea. From a disclosura point of view, the least misleeding
of these are interest rate bonuses, which of courae will be reflected in one-year
ROR’s dirsctly but which in summary ROR’s for 3§, 10, 15 and 20 years will be somevhat
oBacured. Nore deceptive ere projeoctions of mortality iap: ts end other gimmick
that give semi-tontine effects. In my ROR work, I wes able to detect one aggressive
cospany that mella through brokers using lavel current costs of insurance for (in the
proposal for a female age 6€5) attained agea 63 through 911 Sea ths ROR’s in Column
(11) of Bxhibit B. Such abaurd ROR’a led me to extract the COI’s for years after the
surrender charge period. Ancther cospany, one of the most respscted in the buai
(but not HNorthweastern Nutusl) end ona whose dividend history is in the top ten in
Beat’s snnuel suxvey, showad up with such high ROR‘e in the later policy yesrs that it
was clesr projectiona of batential in mortality were haing used, I
have withheld the names of these last tvo cnpauul, but I will supply thea to the
Department if requeated.

By the way, the comments abovae suggest that it would be a good idaa to require curreat
C0I‘s and dividend =mortslity ratea to ba disclosed in some way, preferably on
proposaia, Or, auch disclosure could be required whanever either ia less than the
“tera ratea" that will be used to genarate Yiald Indexea.

There will be a&ll kinds of tachnical objections -to i of the p d

regulation, Some of thase will have some merit. Not the least of . the technical
dssues will be the question of how to handle the developing lpht. o£ tha nonamoker

<{and, less frequently., the amoker) cun 1nto and d b (I use
preferred term ratea for all t4 on the thnory thet thia covara
73% of the policiea fesued and that I h-v- never seen & proposal from a company with a
nonsacker aplit that is not il d on the pr d baais.) It may be iapossible

‘to promulgata a perfect regulation the first time ocut, Once a Yield Index Regulation
is prosulgated, however, two svolutions will begin to take plece: the Department will
receive 1 from P gents and that it can use to fine-tune the
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regulstion; and issurers will begx}\ to unsanipulate their illustrations hecause they
will get sick of explaining to ts, and ts to prosp s why absurd results are
being produced,

& Lmung quutlm is whethor second-to-die policies_sghould be subject to the
ions I have seen, twin rates of return are given, one to
deeth et, say, 10. 20 and 80 ywara, the other to the cash surrender values at the sane
duratione. There is no technical reeason why Yield Indices can’t be given £for
second-to-die policies, and I have done sc for policies with no chenge in policy
valuss at the firat death. (I have not éxplorad the less frequent kind in which cash
valusg incresse at tha firat desth.) Whila I know of no market fer sacond-to-die tara
iife insuraxce, synthatic ratea can be devaloped or chserved from tera life riders
sinost alvays added to second-to-die policies. Thera is some COI optimisa evident in
some illuatretions for these policies, as well. .

I am encouraged that the California Department has moved the Yield Index to the front
burner. I foreese not only benefits to Califorumia oonanu:u but the posaibility thet

such a regulation will in time force a 1 by les of
4llustration practices thet it seens avery Lnduuh-y actuary and amntln hu beaocened
but been unable to coxrect., If there is any vay I cen essist the Deapartaant based on
my yoers of experience in providing ROR anslysas to ' NICO’es oclients, plesss lat me
hnow

Sinnnuly ’

anes H, Bunt.. FSA
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. Senator METZENBAUM. Thank you very much. I might say that
the complete statements of all of the witnesses today will be includ-
ed in the record as if given.

Senator SPECTER. Mr. Chairman, might I ask just one question of
Mr. Hunt?

Senator METZENBAUM I am sorry. I didn’t see you here, Senator.

Senator SPECTER. Just one question because I can’t stay too much
longer.

Mr. Hunt, you emphasized the point about State action. Do you
believe that there ought to be Federal regulation to deal with the
issues that you have raised?

Mr. Hunt. Well, that has been the perennial question, and I
guess when I was the life insurance commissioner in the State of
Vermont I thought it might be a good idea, and now that I am
older and wiser, maybe, I am not so sure. It is a very difficult ques-
tion.

Senator SPecTER. Thank you very much.

Thank you, Mr. Chairman.

Senator METZENBAUM. Thank you.

Our next witness is Judy Faucett, and I would ask you, Ms. Fau-
cett, to tell me what FSA and MAAA mean. I am sure it is some-
thing that you worked hard to get, but I don’t know what it means.

'TESTIMONY OF JUDY FAUCETT

Ms. Faucert. I am a fellow of the Society of Actuaries and a
member of the American Academy of Actuaries.
Senator METZENBAUM. Very good. Thank you very much, and
please proceed.
- Ms. Faucerrt. Thank you. A life insurance 1llustrat10n is a math-
ematlcal calculation . of benefits and values over time under specif-
ic, simplified, and generally static assumptions. Illustrations have
evolved into relatively sophisticated marketing tools. Their popu-
"larity and importance have increased with easier access to fast,
- powerful computers, but also as a result of heightened consumer

need to understand what is being purchased and what it will cost.
~ The Society of Actuaries Task Force on Life Illustration Prac-
tices was formed to research illustration practices from the per-
spective of the consumer. The task force was concerned about the
consumer’s ability to understand what is being purchased and how
illustrations affect their understanding.

In developing its final report, the task force surveyed life insur-
ance company illustration practices, reviewed regulatory require-
_ ments, held open forums, and considered the methodologies applied
to other financial products. The research was limited to illustra-
tions provided or approved by the life insurance company. The task
force did not investigate modifications to illustrations that insur-
ance agents and brokers make in the field.

As part of the task force work, approximately 50 life insurance
companies were surveyed, with about two-thirds indicating that
there is a need to improve sales illustration practices. The compa-
nies were candid about the questions they encounter: from thelr
policyholders on policy features and sales illustrations.
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According to the companies, the consumer does not always un-
derstand what is guaranteed and what is not. This is particularly
true for vanishing premiums, a method of financing premiums
after some point by using values built up in the policy instead of
out-of-pocket payments. Many consumers believe that if a policy’s
premiums are illustrated to vanish in 7 years that the policy is
fully paid up in 7 years. Instead, whether the premium vanishes
depends on nonguaranteed investment results during the duration
of the policy. The premium may not, in fact, vanish in the year
specified in the illustration.

The consumer has no basis to evaluate the assumptions underly-
ing the illustration. The assumptions are generally not disclosed,
and even if they were, most consumers could not determine wheth-
er the assumptions were reasonable. Assumptions vary among com-
panies. Yet, consumers use illustrations to compare products from
different companies as if the illustrations were developed on a con-
sistent basis. , :

The consumer does not always review the footnotes and other de-
" scriptive narrative. The footnotes need careful evaluation because
they describe unique product features and the limits on the prod-
uct’s guarantees. Companies are limited in their ability to control
illustrations and how illustrations are portrayed to the consumer
because personal computers have given agents so much flexibility
to customize the illustration. Moreover, companies cannot be
present at point of sale to ensure that all product features are
properly described to the consumer.

The life insurance companies contacted also provided the task
force with sample illustrations. The task force found that these il-
lustrations generally met regulatory requirements. However, it is
the opinion of the task force that regulations have not kept pace
~ with changes in insurance products and in the environment in
wlhich the life insurance industry operates. Below are a few exam-
ples.

Regulations require that companies illustrate dividends or non-
guaranteed factors using current scales, such as the current inter-
est and current mortality experience. If interest rates or other ex-
perience factors are improving, the illustrations will tend to under-
state the performance the consumer can expect. However, if inter-
est rates are declining, using current interest rates will overstate
how well the policy is likely to perform over the next few years.

Regulations do not specifically address new types of products or
product features, or even payment methods such as vanishing pre-
mium. This leaves companies free to interpret how any regulatory
requirement should apply. Most make a good-faith effort, but there
is no guarantee of consistency in treatment of product features for
purposes of illustration. .

The regulators are looking to the actuaries for help in these
areas. The academy’s Committee on Life Insurance has been work-
ing with the regulators. This work will now be augmented with the
addition to the academy committee of some members of the Society
of Actuaries task force. o

The task force also considered the ways consumers use illustra-
tions. One use is to show how the policy will operate over time
under certain assumptions. This use includes not only the current
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" set of assumptions, but other scenarios to test sensitivity. The em-
phasis here is to show how the contract operates and what is hap-
pening inside the contract that gives rise to the ultimate value of
the contract. The emphasis is not on what the value of the contract
really is.

A ‘second use for illustrations is to project best estimates of
future value of the contract in order to compare products. To per-
form this second type of analysis, one must be able to evaluate
. future economic conditions, future company experience, and the
impact of particular policy features on future experience.

In the opinion of the task force, consumers cannot use illustra-
tions to compare products unless the underlying assumptions are
consistent. Moreover, smce no one can predict such future events
as a partlcular company’s investment experience, no one can make
such comparisons with any degree of certainty.

‘The task force identified a number of alternatives to current
practices that might improve illustrations for the consumer. The
task force believes that educational efforts aimed at consumers,
agents, and insurance company personnel should be undertaken on
the use and limits of illustrations. There are disclosures, regula-
tions, and standards of professional practice regarding policy fea-
tures, nonguaranteed values, and underlying assumptions that
should be considered. This is particularly true for vanishing premi-
um illustrations. The task force also believes that illustrations of
policy performance under alternative scenarios will help the con-
sumer to understand how nonguaranteed benefit elements of the
policies operate. Finally, actuaries need to continue their research
to identify appropriate measures and methods to compare products
and the companies that offer them.

When properly used, illustrations are a valuable tool for the con-
sumer and for third-party advisers. Most companies are making a
good-faith effort to comply with the regulatory requirements and
disclose material facts on the illustrations. However, the consumer
would benefit from illustrations that demonstrate or disclose the
sensitivity and operation of nonguaranteed elements and employ
better methods and measures to compare policies and companies.

The final report of our task force has recently become available
and I have brought copies of it along with me for the record

Thank you.

Senator METZENBAUM. Thank you very much. We would be very
happy to include it in the record.

[The prepared statement of Ms. Faucett and the aforementioned
task force report follow:]
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The American Academy of Actuaries is a national organization formed in 1965
to bring together into a single entity actuaries of all specialties within the United
States. In addition to setting qualification standards and standards for actuarial
practice, a major purpose of the Academy is to act as a public information
organization for the profession. Academy committees regularly prepare testimony
for Congress, provide information to congressional staff and senior federal policy
makers, comment on proposed regulations, and work closely with state officials
on issues related to insurance.

\
This testimony was prepared by Judy Faucett, Chairman of the Society of
Actuaries’ Task Force on Life Insurance Sales Ilustrations. The Task Force is
part of the Society’s Committee for Research on Social Concerns. The Task
Force was formed to investigate how sales illustration practices can add to, or
detract from, consumer confidence in th; life insurance industry.

The Society’s Task Force has completed a final report, which has been forwarded
to the American Academy of Actuaries Committee on Life Insurance for further
action and implementation through the National Association of Insurance
Commissioners (NAIC). The Academy’s Committee on Life Insurance has been
working with the NAIC over the past two years on strategies for improving
insurance illustrations and better assuring their integrity.

A life insurance illustration is a mathematical calculation of benefits and values over time under
specific, simplified, and generally static assumptions.. Illustrations have evolved into relatively
sophisticated marketing tools. Their popularity and importance have increased with easier access
to fast, powerful computers, but also as the result of heightened consumer need to understand
what is being purchased and what it will cost.
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The Society of Actuaries’ Task Force on Life Illustration Practices was formed to research
illustration practices from the perspective of the consumer.- The Task Force was concerned about
the consumer’s ability to understand what is being purchased and how illustrations affect their
understanding. In developing its. final report, the Task Force surveyed life insurance company
illustration practices, reviewed regulatory requirements, held open forums, and considered the
methodologies applied to other financial products. The research was limited to illustrations
provided or approved by the life insurance company. The Task Force did not investigate
modifications to illustrations that insurance agents and brokers make in the field.

As part of the Task Force’s work, approximately fifty life insurance companies were surveyed
with about two-thirds indicating that there is a need to improve sales illustration practices. The
companies were candid about the questions they encounter from their pohcyholders on policy
features and sales ﬂlustratlons Accordmg to the compamcs

The consumer does not always understand what is guaranteed and what is not.
This is particularly true for "vanishing premiums”, -a-method of financing
premiums after some point by using values built up in the policy. instead of out-of-

" pocket payments. Many consumers believe that if a policy’s premiums are
illustrated to "vanish" in seven years that the policy is fully paid up in seven
years. Instead, whether the premium vanishes depends on non-guaranteed
investment results during the duration of the policy. The premium may not in fact
vanish in the year specified in the illustration.

The consumer has no basis to evaluate the assumptions underlying the illustration.
The assumptions are generally not disclosed, and even if they were, most
consumers could not determine whether the assumptions were reasonable.
Assumptions vary among companies, yet consumers use illustrations to compare
products from different companies as if the illustrations were developed on a
consistent basis.

The consumer does not always review the footnotes and other -descriptive
narrative. The footnotes need careful evaluation because they describe unique
" product features and the limits on the product’s guarantees.

-Companies are limited in their ability to control illustrations and how illustrations are portrayed
to the consumer because personal computers have given agents so much flexibility to customize
illustrations.. Moreover, companies cannot be present at point-of-sale to ensure that all product
features are properly described to the consumer.

The life insurance companies contacted also provided the Task Force with sample illustrations.
The Task Force found that these illustrations generally met regulatory requirements. However,
it is the opinion of the Task Force that regulations have not kept pace with changes in insurance
products and the environment in which the life insurance industry-operates. Below are a few
examples.
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Regulations require that companies illustrate dividends or non-guaranteed factors,
using current scales such as the current interest and current mortality experience.
If interest rates and other experience factors are improving, the illustrations will
tend to understate the performance the consumer can expect. However, if interest
rates are declining, using current interest rates will overstate how well the policy
is likely to perform over the next few years.

Regulations do not specifically address new types of products or product features -

or even payment methods such as "vanishing premium’. This leaves companies
free to interpret how any regulatory requirements should apply. Most make a
good faith effort but there’s no guarantee of consistency in treatment of product
features for purposes of illustration.

The regulators are looking to the actuaries for help in these areas. The Academy’s Committee
on Life Insurance has been working with the regulators. This work will now be augmented
with the addition to the Academy Committee of some members of the Society of Actuaries
Task Force.

- The Task Force also considered the ways consumers use illustrations. One use is to show how
the policy will operate over time under certain assumptions. This use includes not only the
current set of assumptions but other scenarios to test sensitivity. The emphasis here is on how
the contract operates and what is happening inside the contract that gives rise to the ultimate
value of the contract. The emphasis is not on what the value of the contact actually is.

A second use for illustrations is to project best estimates of future value of the contact in order
to compare products. To perform this second type of analysis, one must be able to evaluate
future economic conditions, future company experience, and the impact of particular policy
features on future experience. In the opinion of the Task Force, consumers cannot use
illustrations to compare products unless the underlying assumptions are consistent. Moreover,
since no one can predict such future events as a particular company’s investment experience, no
one can make such comparisons with any degree of certainty.

The Task Force identified a number of alternatives to current practices that might improve
illustrations for the consumer. The Task Force believes that educational efforts aimed at
consumers, agents, and insurance company personnel should be undertaken on the use and limits
of illustrations. There are disclosures, regulations and standards of professional practice
regarding policy features, non-guaranteed values and underlying assumptions that should also be
considered. This is particularly true for vanishing premium illustrations. The Task Force also
believes that illustrations of policy performance under alternative scenarios will help the
consumer to understand how non-guaranteed benefit elements of the policies operate. Finally,
actuaries need to continue their research to identify appropnate measures and methods to compare
products and the companies that offer them.
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When properly used, illustrations are a valuable tool for the consumer and for third party
advisors. Most companies are ‘making a good faith effort to comply with the regulatory
requirements and disclose material facts on the illustration. However, the consumer would
benefit from illustrations that demonstrate or disclose the sensitivity and operation of non-
guaranteed elements and employ better methods and measures to compare policies and
companies.
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Executive Summary

Soéiety of Actuaries Task Force for
Research on Life Insurance Sales Illustrations

PURPOSE

The Task Force for Research on Life Insurance Sales Illustrations reports to
the Society's Committee for Research on Social Concerns. The Task Force was
formed in recognition of the declining level of consumer confidence in the life
insurance industry and, in particular, to investigate how sales illustration practices
can add to, or detract from, consumer confidence.

In developing this report, the Task Force surveyed life insurance company
illustration practices, reviewed available literature and regulatory requirements,
held open forums at SOA and CIA meetings, and considered the methodology
applied to other financial products.

SITUATION ANALYSIS

Sales illustrations have been developed to meet a variety of needs from a
variety of consumers, all placing different requirements on an illustration. There
are two ma]or uses of illustrations:

Type A Usage s intended to show the consumer the mechanics of the policy
being purchased and how policy values or premium payments
change over time. The emphasis is a matter of how and what
rather than how much.

Type B Usage tries to project likely or best estimates of future performance and
compare cost or performance of different policies. It attempts to
show how much on the premise that the hows and whats are
comparable enough for this to be meaningful.

Hlustrations handle Type A requirements well, especially if several
illustrations are used to show different scenarios. Mlustrations inherently do not
handle Type B requirements well. How credible are any non-guaranteed numbers
projected twenty years into the future, even if constructed with integrity? How does
a consumer evaluate the credibility of two illustrations if they are from different
companies, or even from the same company if different products with different
guarantees are being considered? Most illustration problems arise because
illustrations create the illusion that the insurance company knows what will
happen in the future, and that knowledge has been used to create the illustration.
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Executive Summary - Page2

In many countries, Type B usage of life illustrations is prevented, in effect,
through ‘use of standardized assumptions. It is acknowledged that there are real
differences in performance between companies, but such differences cannot be
described through illustrations. Within North America in other financial products
such as mutual funds, it is recognized that future performance cannot be illustrated.
The emphasis of these illustrations is to disclose expense charges, not the
performance of the underlying fund. \

Life insurance policies are complex financial contracts. There is no simple
measure or analysis to compare future performance of unpredictable events. This
fact is well understood in the securities industry, and needs to be assnmlated into
the life insurance industry as well.

CONCLUSION: Nlustrations are a valuable tool for the consumer and third party
advisors when used properly. Most companies are making a good faith effort to
comply with the regulatory requirements and disclose material facts on the
illustration. ' However, the consumer would benefit from illustrations that .
demonstrate the sensitivity and operation of non-guaranteed elements and better
methods/measures to compare policies and companies. o

ALTERNATIVES TO'CLIRRENT PRACTICES

" The Task Force considered a number of alternatives to current practices for
illustrations. Specific recommendations are contained in sections VI and VII of the
report. The recommendations fall into these main categories:

"> Educational Efforts: A large educational effort should be undertaken with
consumers, agents and head office personnel concerning the limitations of

- illustrations for Type B purposes. The sales process should emphasize selling of the
product, not the illustration.

- > Standards, Disclosures and Regulations: The CIA and AAA should consider
‘developing specific standards on what assumptions should be used in illustrations
or on required disclosure of assumptions used. ‘It should be requxred that unique
product features be prominently disclosed as well.

> Optional Improvements: Compani&s could require a consumer signature on

- ‘illustrations. Historical data could be provided separately from the illustration.
Tlustrations could be accompanied by graphs or qmnquennial summaries to avoid
the’ illusion of preasxon

> Continuing Research: The proposed alternatives are not a complete solution to
the problem of properly explaining a policy to a consumer and allowing an
informed choice to be made. Research on methods to achieve this should continue.
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L Scope of Research

A life insurance policy illustration is a mathematical calculation of benefits
and values over time under specific, simplified, and generally static
assumptions. IHlustrations have evolved into relatively sophisticated
marketing tools. Their popularity and importance have increased with easier
access to fast, powerful computers, but also as the result of heightened
consumer need to understand what is being purchased and how much it will
cost. .

Consumers and their advisors use illustrations to understand how a policy
operates and its expected cost over time. When a consumer is comparing
several products, illustrations are often used to determine relative
performance or cost. While current practices may have some flaws,
illustrations are an important source of information to the consumer.

~ The Task Force on Life Insurance Sales llustrations was formed to research
life insurance company sales illustration practices from the perspective of the
consumer. Much of the mohvahon for this research was based on the
perception that:

\

* Serious problems exist with respect to the use of life insurance sales
illustrations in the U.S. and Canada. :

¢ More than two decades of regulations and required disclosures have
not solved the problems; if anything, the situation is getting worse.

e Actuaries are familiar with these problems and should be involved in -
the solutions. Our goal is to encourage an efficient market by applying
principles of actuarial science. These principles include:

- Appropriate and consistent recognition of the time value of money.
- Use of probability to measure uncertamty or risk.

As part of this research, the Task Force undertook to investigate:

* current illustration practices, including regulatory requirements and the
flexibility that companies provide agents to customize illustrations in
the field

¢ alternatives to current illustration practices

¢ advantages and disadvantages of current and alternative practices

* appropriate uses for illustrations

To support these efforts, the Task Force considered:

* how consumers currently use illustrations
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s how to make illustrations more intelligible to the consumer

¢ the appropriate disclosures to the consumer

¢ how to maintain credibility with the consumer in the illustration
process

* ~what data and assumptions should be dxsplayed on the illustration

e jllustration practices in other countries -

¢ illustration practices for-other financial products

While the following items may impact the illustrations delivered to the
consumer and merit study, they are beyond the scope of this research paper:

e how agents modify illustrations beyond the flexibility provided by the
company
. ¢ the setting of profit standards and pricing assumptions within a
company )
o the appropriateness of policy provisions and their conformance with
regulatory or actuarial standards
o variable life insurance

Further, we focused primarily on life insurance. Annuities and health
insurance were not generally considered. While our comments are specific to
sales illustrations, many of them apply equally to in-force illustrations. We
did not consider variable product illustrations, except as an exampie of
alternative illustration methodology. Whiie we primarily focused on the
situation in the U.S., we believe our resea:ch and conclusions are equally
appropriate to Canada .

It may be useful to describe our research activities.

e We surveyed 87 life insurance companies regarding their current
illustration practices, and sought their ideas on positive change. These
companis were selected for being major writers of participating
insurance policies, universal life and/or innovative life insurance
policies in the U.S. and Canada. Their responses are summarized in
Appendix L

* We compiled a bibliography from actuarial literature which is shown
in Appendix IV. -

» We reviewed the work of other organizations and state regulations.
¢ We talked with actuaries from other countries to gain an

understanding of their illustration practices and the associated
strengths and weaknesses.

2-
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* We talked with our counterparts in other financial services to
determine whether their illustration practlces were adaptable to life
insurance.

* We sought input from our colleagues: actuaries, légal counsel,
compliance officers, agents, marketing officers, regulators and others.

The result of these efforts is this white paper. To those who contributed, we
appreuate your input. The development of regulations and standards of
practice is beyond the purview of the Sodety of Actuaries (SOA). However,
we hope that this paper will provide input, and serve as a catalyst, to the
organizations which can effect such changes.
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I Regulatory Requirements for Life Insurance Illustrations

The policy performance and features illustrated to the buyer have been an
issue with regulators for at least a century. At the turn of the century, there
was concern about the tontine dividends that companies illustrated to their
customers. An outgrowth of the Armstrong Commission was the required
annual distribution of dividends and the elimination of tontines based on
survivorship.

During the 1930's, there was again concern about illustrations because
dividend scales were decreasing due to the economic environment. Among
the issues discussed were:

@ The appropriate number of years for dividend illustrations (20 years
was common but thought too long, given the uncertainties of the
1930's)

¢ Display of year-by-year dividends or 3-5 year totals

. stclosure to the buyer of the non-guaranteed nature of dividends and
the assumptions underlying the current scale

More recently, there has been concern about the impact of policy illustrations
on the industry’s credibility in the context of changes in interest rates, asset
quality and policy features. Policies are more flexible and more complex than
in the past, and place greater emphasis on non-guaranteed values.

The insurance code of each state has certain requirements which apply to
illustrations. While these requlrements vary by state, the following are
generally applicable: .

o If dividends are illustrated, the illustration must use the insurer's-
current dividend scale.

o If noi\-guaranteed elements other than dividends are illustrated, the
illustration must use the insurer's current interest rate, mortality
<harges and expense charges.

¢ If the policy provides for a separately identified interest credit, the
interest rate used in the illustration must be displayed. If the interest
rate is linked to an index, the index must be described. Any limitations
on the crediting of interest must also be described.

e Any reference to dividends or non-guaranteed elements must include
a statement that such elements are not guaranteed.

4~
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e Illustrations of non-guaranteed values must display, with equal
prominence, the comparable guaranteed values. ' If non-guaranteed
and guaranteed values are shown combined as a single sum, they must
also be shown separately in close proxxrmty thereto .

* For policies providing for flexible premiums:and/or death benefits, all
data shall be displayed assummg the schedule of anticipated premiums
and death benefits.

* Interest-adjusted cost indices must be displayed for specified durations.
These indices are the net payment cost index and the net surrender cost
index. If the policy is participating; the mterest-ad)usted equivalent
level annual dividend also must be displayed.

» If the guaranteed policy cost factors or the initial policy cost factor
assumptions would result in policy values becoming exhausted prior
to the policy's maturity date, such fact shall be dlsclosed

Addmonally, for U.S. business, Exhibit 8, Question 3 of the Annual Statement
" requires a company to opine on its ability to support the non-guaranteed
elements currently illustrated for new and existing business. This applies
only to illustrations authorized by the company. Schedule M requires an
attachment that describes the precise methods by which dividends are
calculated. - In Canada, the valuation actuary must comment on the
appropriateness of the dividend scale but not any other non-guaranteed
elements.

~The purpose of these illustration requirements is to ensure that both the
guaranteed and non-guaranteed performance of the policy are disclosed to the
buyer. The cost indices are intended to help the buyer judge the relative
value or cost of an insurance policy.” However, the Life Insurance Buyer's
Guide points out that cost comparisons should only be made between similar
plans of insurance. Further, it states that other information, such as company
financial strength and historical performance, will be needed on which to
base the purchase decision. When the cost indices were originally developed,

- they were perhaps more useful than they are now. Policies had, at that time,
fixed premium patterns with fairly consistent design features and profit
margins. This is not the case with most permanent, cash value hfe insurance
bemg sold today.

Regulations and requirements must change to remain appropriate and
effective. Evolving marketplace and economic conditions necessitate periodic
updating of regulations, including rescinding requirements that are no longer
helpful. The regulations of the early 1980's did not anticipate the product -
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features, payment options and anomalies of the succeéding decade. As
examples:

Hlustrations of a vanishing premium for a fixed-premium product
depend upon the non-guaranteed policy factors to support premium
payments after the vanish year. Should the accompanying guaranteed
values be based on the illustrated premium outlay by the buyer or the
payment of full premiums in all years?

Companies are required to illustrate the current dividend scale or the
current scale of non-guaranteed factors as appropriate. At a time when
interest rates, mortality experience and expenses may not be
improving, current scale may provide an overly optimistic projection
of future results. Many companies currently provide agents with the
flexibility to illustrate performance under alternative dividend scales
or scales of non-guaranteed factors. While such sensitivity analysis is
not explicitly provided for by most states, we believe it provides
valuable information to the buyer.

There is a great deal of discretion given to companies in the
development of current dividends or non-guaranteed factors. - There is
no regulation, or any required disclosure, of the degree of risk or
contingency associated with those non-guarantees.

When a company increases its current dividend scale to distribute
accumulated surplus over a specified period of years, there is no
required disclosure of the likelihood of lower dividends at the end of
that period. .

There is no regulation or disclosure of policies that are lapse supported,
that are not self supporting or that are based on assumptions that are
inconsistent with a company's experience. Each of these items
increases the performance risk to the buyer.

The Internal Revenue Code in the U.S. contains sections which may

- impact the tax treatment to the buyer or beneficiary of death proceeds, ‘

policy surrenders and partial withdrawals of policy values. Most
companies alert the buyer to possible tax implications through some
disclosure on the illustration, although such disclosure is not required.
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HL  Current Practices
A. General

“To better understand current illustration practices, we surveyed 87
companies; 56 responded. A sample questionnaire with responses
summarized is contained in Appendix L .

'The first section of the survey provided companies with an opportunity to
present their perspective on life insurance sales illustration practices. Over
95% of the companies responding to our survey perceive a problem with
current industry sales illustration practices in terms of successfully
communicating with the potential buyer in a good-faith manner. Of these,
65% thought that the problem was serious but could be fixed.

Based-on the comments from respondents, the perceived problems are:

¢ The typical consumer does not understand which values in 50-year
projections are guaranteed.

¢ The consumer cannot determine if the underlying assump‘nons are
realistic.

¢ The consumer cannot evaluate the relative conservatism of the non-
guaranteed policy values illustrated by different companies.

* Footnotes and other narrative disclose assumptions and other
important facts, but they are often not carefully reviewed by the
consumer.

¢ Providing agents with the ability to run their own illustrations limits
the control companies have over what the consumer is shown.

¢ Companies have too much discretion in illustrating non-guaranteed
elements.

Some companies provide the agent with tools to customize illustrations to
particular client needs, or agents can buy or develop these tools on their own.
The tools that companies provide allow flexibility with respect to column
selection and formats, variations on non-guaranteed elements, and different
premium patterns. Many companies that allow this flexibility require that
the'client also be given a ledger illustration in an approved format.

Compahies are generally opposed, or neutral, to such complete flexibility.
Respondents are concerned about outside programming that alters policy =
.-values or eliminates required columns or footnotes. There is also concern as
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to whether the consumer receives the complete illustration package,
including the pages of caveats and footnotes.

While information regarding company size and financial strength is
important to the consumer, most companies do not provide this as part of the
illustration.

Respondents believe that the best features of their illustrations are flexibility,
completeness and conservatism. Completeness includes disclosure of the
contract’s operation and the tax consequences to the buyer. Basing non-
guaranteed elements on current experience and lack of "gimmicks" were cited
by several companies as examples of the conservatism built into their
illustrations.

Respondents offered a number of suggestions regarding how illustrations
could be improved to the benefit of the consumer.

¢ Simplify illustrations; there are too many numbers and too much
"legalese.”

e Educate the consumer that an illustration demonstrates the operation of
a contract under only one scenario and that there is a range of possible
outcomes as to non-guaranteed benefit levels.

¢ Establish standards for illustration practices; in particular, provide more
specificity to the definition of current experience and require disclosure
of assumptions.

* Require scenario testing with defined assumptions to be part of the
illustration package.

B. Dividend Paying Policies

Of the 56 companies responding to the Task Force survey, 35 write
participating policies.

When asked the question, “Which, if any, of the following dividend factors as

illustrated anticipate a change from current experience, either by projecting

trends or on some other basis?...Mortality, Interest, Expense,” one company

- indicated that it used mortality projections in its current illustrations. Three
companies responded positively regardmg interest and two reported

anhapated changes in expense. i

The comments accompanying this question indicate that only one company is
anticipating lower expenses in its illustrations. One company occasionally
anticipates. higher expenses in its illustrations. At least two of the three
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companies projecting interest rates are companies that only allow agents to
select a lower than current rate for illustration purposes. The company using
mortality projections is assuming improved mortality in the future.

To the question, "Are such changes disclosed to the consumer?”, three of
these compames answered affirmatively.

Seventeen companies, or almost half of the 35 respondmg, answered yes to

- the question, "Do your agents have the flexibility to run illustrations at
dividend interest rates or mortality rates higher or lower than the current
scale?”. All 17 companies indicated that they allow fluctuations in the
dividend interest rate only. Fourteen of the companies stated that they only
allow dividend interest rates to be illustrated that are lower than the current
scale. Only two companies allow either higher or lower interest rates to be

. illustrated. Eight companies cap the maximum variance from current scale at
2%. Two of the companies allow the variance to be as much as 3%. One
company allows agents to choose the average interest rate from the past 8, 12,
20 or 40 quarters.

Ten of the 35 responding companies answered yes to the question "Has your
company received an increasing number of policyowner complamts about
dividends paid versus dividends illustrated?". Eight companies indicated
that the largest number of complaints concerned the vanishing point of
premiums. Typical comments included:

"Most misunderstandings relate to vanishing premium illustrations
-and dividend scale changes. Policyholders mistake a vanishing
premium illustration for a promise of a paid-up policy.”

"Pblicyowner complaints have increased as dividend scales have
decreased. [Policyowners] do not always comprehend the non-
guaranteed nature of dividends.”

The Task Force also asked three state insurance departments whether or not
they had observed an increase in complaints regarding dividend illustrations.
Two (New York and Wisconsin) indicated that very few of the complaints
they received. were related to life insurance and, further, that they did not
keep records in sufficient detail to respond to our questions. However, both
expressed great interest in our research and voiced the concern that
complaints may become more significant in the future. The third (California)
noted that, based on a random sample of recent complaints, illustration
complaints arose from decreasing dividend scales which affected total policy

- values and the vanish point.

In addition to askmg companies to fill in the questionnaire concerning their
current practices, the Task Force also asked them to send samples of policy
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illustrations currently being used. Exhibits A-H are examples, as described
below. All exhibits are in Appendix IL-

Exhibit A

Exhibit A is an example of a traditional illusiration for a participating whole
life policy. It shows dividends, paid-up additions, guaranteed and total cash
values and death benefits, increase in total cash value and guaranteed paid-up
insurance for each policy year from the date of issue until age'100. It also
includes the interest-adjusted surrender and payment cost indices for 10 and
20 years. :

Although the sheer volume of numbers may be overwhelming, the footnotes
are kept to a bare minimum. They simply mention that the first dividend is
contingent upon the payment of the second year's premium, that dividends
are affected by policy loans, that dividend figures are based on the current
scale assuming no loans'and that dividends are not guaranteed.

Exhibit B

The illustration shown in Exhibit B builds on the traditional model but gives
the prospective buyer fewer numbers and a great deal more text material. The
first page is a summary of the numerical results at the'end of 20 years and at
attained age 65. This is followed by two pages of numbers showing year-by-
year values from the year of issue to attained age 98. Footnotes are again kept
to a minimum, but a statement at the bottom of page 3 warns that two other
forms must be enclosed with the illustration. These forms add four more
pages of explanatory material. .

. Oné form s a listing of all the optional benefits that are available with the
policy. The second form contains the dividend caveat, an explanation of
illustrative life income figures, a brief explanation of term plans, and some
information about the policy loan provision and interest-adjusted indices.

Exhibit C

Exhibit C is another fairly traditional illustration, but it is incdluded here
because of its unusually forthright dividend caveat. Page 1 is a complete
illustration showing 20 years of values plus values at attained ages 65 and 75.
It has a very brief dividend caveat but refers the prospect to an attached page
of footnotes.

Pages 2 and 3 give the year-by-year values through age 95. Page 4 is the
footnote page. The first footnote assures the client that the policy is not a
modified endowment contract.. The second footnote pertains to dividends. It
first gives the usual statement that dividends are based on the current scale
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and are not guaranteed. However, it then goes on to say, "Due to new federal
taxes and economic conditions including declining interest rates, dividends
based on the 1992 dividend schedule are expected to be lower than those .
shown in the illustration.” Among all the illustrations submitted to the Task
Force, this one surely deserves an award for its candor! Several more
footnotes follow, including a statement that the illustration does not
recognize the time va]ue of money and should not be used to compare policy
costs.

Finally, there is a page 5 which shows the interest-adjusted surrender cost and
net payment cost index numbers, and gives an explanation of them. .

Exhibits D and E show how two different companies handle illustrating
dividend interest rates which differ from the current scale. The illustration
in Exhibit D-simply takes the standard illustration format and runs it at an
alternate dividend interest rate. The actual rate used and the fact that it is less
than the current rate is disclosed at the very top of the illustration on each
page. .

The illustration in Exhibit E compares the results of the current dividend
scale and an alternate dividend scale in the same illustration. The first page
shows values for the first 20 policy years and at attaired ages 65 and 70. Page 2
is an illustration based on the alternate dividend scale showing a vanishing
premium scenario. This page also includes a comparative rate of return.
Page 3 gives some summary figures at thie end of 20 years and shows the
interest-adjusted costs and payments.

The fourth page of the illustration contains several footnotes, including a
statement about the hypothetical dividend interest rates and an explanation
of the comparative rate of return. The last page hsts the actual hypothetical
interest rates used in the illustration.

E l.l.IE

Since several companies indicated that vanishing premium illustrations
were their largest source of policyowner complaints, it was natural that many
of these illustrations were sent in as samples. It is obvious that some
companies are trying hard to find ways to educate policyowners to the fact
that the vanish point depends on the dividends that will be paid in the
future.

The illustration in Exhibit F is a case in point. It illustrates policy values on a
vanishing premium basis but places a full-pay illustration right alongside the
vanishing premium illustration for comparison purposes. The footnotes
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state that "the term 'vanish’ does not mean that the premiums are no longer
due, but that the cash premium due reflects the payment of future gross
annual premiums through the use of current dividends. If future dividends
are reduced from the current, results. of the vanish may differ from that
illustrated. - Additional premium payments may be required if the current
scale of dividends is reduced.”

Exhibit G

The illustration in Exhibit G is another example of an attempt at complete
disclosure. The first page - labeled page 1 of 4 - shows the vanishing
premiums, together with the paid-up additions that need to be surrendered i in
years 12 through 15. Page 2 shows a guaranteed ledger assuming all
premiums paid. Pages 3 and 4 contain explanations, including an explanation
of vanishing premiums and a suggestion that an alternate proposal be
requested on a lower dividend interest rate. Finally, the policyowner and
agent must sign a statement to the effect that they have received and
reviewed all four pages of the proposal, including the footnotes.

Exhibit H

Exhibit H represents an innovative approach to showing a vanishing :

premium plan on both the current scale and 1% less than current scale, all on

the same page. From the wording at the top of the page, we can see that it is

designed to be shown along with a full-pay ledger and is to be accompanied by
" an explanation of the vanishing premium concept.

\

C. Universal Life

From the beginning, a necessity for successful marketing of universal life has
been the ability of the seller to illustrate the performance of a policy tailored
(within policy limits) to the needs and resources of the prospective purchaser.
The agentand prospect have the ablhty to choose almost any pattern of
benefits and premiums. No longer is the sale limited to one of several fixed
plans of insurance from a ratebook. Each one is different.

Any system of policy illustrations will have some limitations on this
flexibility. For instance, few can illustrate off-anniversary changes. Besides
such practical constraints and the policy's inherent restrictions, how should
the illustrations be limited? What interest rates can be shown? What cost of
insurance rates can be used?

Most observers would agree on the appropriateness of current rates of interest
and cost of insurance deductions along with guaranteed rates. But what about
other than current rates of interest and cost of insurance, such as lower or
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higher interest rates? Should the buyer be able to factor in his or her own
conservatism, or optimism, about future economic conditions?

In our survey of insurance company practices in this area, 49 of 56 responding
companies reported that they allow the agent or consumer to vary interest
rates. Four of these allow higher interest rates than the current scale, usually -
with a footnote disclosing this fact. Others show both the current rate-and
another lower rate chosen by the agent. Most of the companies allowing cost
of insurance variations reported offering a choice of only current or
guaranteed deductions.

Since any life insurance policy is a long-term contract, its performance
depends more on what happens in the future than on current credits and
deductions. Some companies will pay more interest than others. Some
companies will charge lower cost of insurance rates or loads than others.
How can these differences be discerned and/or illustrated at the time of sale?
The premiums on this policy have not been invested yet. There is no
experience on the mortality and persistency of this year's sales yet. How can
the company show that it is different, and-how can a consumer judge
differences? .

From an actuarial point of view, there is guidance. In the U.S., Actuarial
Standards of Practice No. 1 - “The Redetermination (or Determination) of
Non-Guaranteed Charges and/or Benefits for Life Insurance and Annuity
Contracts" (ASP1) sets a standard of using anticipated experience factors, that
is, "those elements in the redetermination (or determination) of non-
guaranteed charges and benefits that reflect expected future experience.” .
ASP1 states that antxcnpated or projected, experience of a factor class means
experience expected in the future as determined by the actuary through the
application of sound professional judgement.” It should be based on recent
experience and expected trends, where apphcable ASP1 also explicitly
recognizes that current company experience may be of lumted value in
projecting future experience.

ASP1 thus allows a company to use its best judgment in esnmahng its future
experience factors to use in setting parameters for determining illustrative
policy values. .

Of the 56 responses to the survey, five use mortality assumptions which differ
from current experience, eight use different interest rates, and two use
different expenses. Since policy illustrations may go for as long as 100 years,
and the oldest universal life policy is only 12 years old, some projections of
future experience from current are obviously necessary.

The question remains: To what deg'ree will the illustrated differences in
policies actually occur? Currently, there are no recognized yardsticks for the
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consumer to use. At best, a comparison of credited interest rates with bond
yields, and a comparxson of actual to illustrated cost of insurance rates, may
show how the company's customers have fared in the past.

Separate from the questions of the ultimate realization of illustrated interest
and cost of insurance factors is that of "persistency bonuses." - For this
purpose, a persistency bonus is a retrospective or prospective credit structure
which provides enhanced values to a long-term policyowner compared to a
short-term one. If guaranteed, persistency bonuses are limited in most states
by the workings of the smoothness test in the Standard Nonforfeiture Law.
Simply put, this test requires that policy values grade smoothly within each
successive five-year period, so that large, one-time bonuses are not allowed.
Most states do not restrict the crediting of properly disclosed non-guaranteed
bonuses.

Ten of the 56 survey respondents reported bonuses. The éxistence of a bonus
in the illustrated values is disclosed in footnotes by these companies, along
with disclosure of its non-guaranteed nature, if appropriate.

We are aware of at least one company which displays the current cash
surrender values in a footnote; only the accumulation values are shown in
the body of the illustration.

Companies responding to the survey also provided us with sample
illustrations for universal life and interest-sensitive whole life products. -The
representatwe illustrations that we selected deal with policy features that are
unique to these products. These are shown in Exhibits I-M.

Exhibits 1-M

Exhibit I is an illustration showing values on three different bases: ' current,
illustrative and guaranteed. The interest rates associated with each set of
values are clearly displayed. A footnote at the bottom of the page indicates
that the policy has a prospective interest rate bonus that is applicable after 20
years. We assume that it is not guaranteed since it is included for only the
current values. L

For each rate basis, account value, cash value and death benefit are shown.
Footnotes describe.the assumptions for each rate basxs Cost indices are
shown for all three bases.

A footnote indicates that the policy terminates in year 31 based on guaranteed
values. This is a year not displayed on the illustration. - /

Disclosure of persistency bonuses is a key feature in these illustrations.
Exhibit J is an example of a guaranteed bonus. Values are shown on three
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bases, with both the implicit and nominal interest rates displayed. Pages 4
and 5 describe the assumptions underlying each set of values, as well as the
impact of the persistency bonus at each bonus point.

Exhibit K contains several variations. The assumptions, including those for
mortality and expense, for both guaranteed and current values are part of the
column caption. There is a footnote with variable print on page 3 alerting the
consumer to a number of tax issues, and citing the need for professional
advice. Page 4 describes certain product features, including a prospective
persistency bonus. The comments on the persistency bonus do not mention
whether it is guaranteed. . )

Exhibit L is included for its use of graphics. Displaying key values graphically
is certainly easier for the typical consumer to grasp than seven columns of
numbers. The graphic display is based on projected values.

Exhibit M is an example of a product with an accelerated death benefit, or
living benefit. The cover page describes how the living benefit works. There
is no reference to the tax treatment of the living benefit although the tax
treatment of death proceeds is mentioned. This is followed by one
illustration page of values and two pages of explanatory notes.

This policy has two types of bonuses: interest and mortality. The consumer is
referred to the policy for a complete description of factors affecting the
mortality bonus.

D. Term & Term Look-Alikes

Approximately three-fourths of the companies responding to our survey sell
these types of products. None of the responses to our survey questions
pointed to any potentially abusive or questionable illustration practices on
these kinds of products, nor did contact with state regulators turn up any. We
were particularly interested in whether the conversion privilege (or lack
thereof) was being adequately explained and it appears that it is.

However, a couple of problems have been observed. One is that a company
will display a cost comparison of its term plan with another company's
permanent plan strictly on the basis of premium. Clearly, this is
inappropriate. Another problem is that illusirations of indeterminate-
premium term plans do not always display the corresponding guaranteed
premiums. When the term plan includes a deposit fund, guaranteed values
are not always displayed.

Companies provided us with several representative lllustratlons whxch are
contained in Exhibits N-O.
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Exhibits N-O

These are two basic term illustrations, displaying current and guaranteed
‘premiums. Exhibit N shows the death benefit; current premium,
accumulated premium and maximum premium for an indeterminate yearly
renewable termplan. Interest-adjusted cost indices are displayed. The only
footnote references. the non-guaranteed nature of current- premmms

. Exhibit O is-an illustration of a 10-year re-entry term product Current -
- premiums are displayed for the second 10-year period, both with and without
_ re-entry. . A footnote discloses that re-entry is subject to evidence of
insurability.

E. Second-To-Die Policies

Of the 56 responding companies, 39 indicated that they sell a second-to-die
product. Only six of the 39 companies offer a product that provides for a cash
value increase at the first death. Of those six, only one company answered yes
to the question, "Are the values shown on your illustration always based on
the assumption that both lives remain alive?”. Three companies mentioned
that agents could choose the year of death for the first death for illustration

purposes. |

To the question, "Does the illustration contain an explicit statement that
there is no death benefit payable on the first death?", twelve companies
answered yes.

Exhibits P and Q are examples of illustrations of second-to-die policies.

Exhibits P-O

Exhibit P is a survivor life ledger showing a traditional policy with dividends
used to purchase paid-up additions. The final footnote makes it clear that no
death benefit is paid until the second death. Although a term rider is

" mentioned in the footnote, it does not seem to be included in the illustration.
Also, without further analysis, it is not readily apparent whether or not this
policy provides a cash value increase on the first death. .

Exhibit Q offers perhaps the ultimate in full disclosure . The first illustration
- consisting of seven pages - shows a 10-year vanishing premium and both
insureds alive. Note that the policy is a combination of permanent whole life
and term insurance. .

Pag&s 5 through 7 show results on an alternate dividend scale, but do not
include the vanishing premium concept. Following this seven-page
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illustration is a three—page illustration which assumes that the male insured
dies at age 64. All premiums are assumed to be paid. This is followed by
another three-page illustration assuming both insureds are alive and also
assuming an alternate dividend scale. Then there is another three-page
illustration that assumes the male dies at age 64 and that premiums vanish in
the eleventh. year. .

Presumébly, in addition to all these alternatives, one could requesé still more
illustrations on different alternate dividend interest rates and different years
of death for the first death. :

. F. Two-Tier Products

A two-tier product is one that has different cash surrender and annuitization
values. Typically, the annuity value cannot be commuted and surrendered; it
is available only as an income stream. Only five of the 56 companies
answering our survey sell two-tier products. Most of these five companies
feel that their illustrations clearly indicate that the policyholder who
surrenders will receive less than the amount that would be applied toward
annuitization at the same point in time. In some cases this is emphas:zed
with additional statements on the illustration.

Another area a of concern is whether the annuity income figures shown on the
illustration are calculated only using current annuitization rates, or on both
current and guaranteed annuitization-rate bases. Again, most but not all
companies are:showing the results on both bases.

A nonstandard illustration practice we encountered on two-tier products was -
that of a company whose illustration included a footnote naming its
reinsurer - a large, well-known company -- and stating that the reinsurer
approved. of the product. .

G. Special Issues for Corporate Buyers

Corporate buyers of insurance are concerned about the accounting and tax
impact of the purchase, as well as the product's operation. Hlustrations may
be for individual insureds, but it is quite common for the. corporation to be
given illustrations that include all insureds, either on an actual or modeled
basis. -

Hlustrations typically show all cash flows: premiums, use of dividends or
other non-guaranteed elements, policy loans or withdrawals, benefits paid to
employees, annual expected death proceeds paid to the corporation and the
tax impact. The cash flows and asset (cash value) development are
summarized to reflect the impact on the corporation’s balance sheet and the
profit and loss statement. The illustration might also demonstrate the
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development of the benefit liability and its impact on the company's
accountmg statements. _

There are two common ways of reﬂectmg the impact of deaths in the
.illustration. One is to assume that each insured dies at a specified age, such as
75 or 80. The other method is to adjust for mortality based on an-appropriate
table; this is known as fractional mortality or partial mortality. Based on
discussions with several companies, there is concern that corporate buyers do
not appreciate that the timing of the death proceeds is not guaranteed.

Traditional interest-adjusted cost indices may be shown, but buyers focus on
performance measures such as Internal Rate of Return and Net Present Value
of Gain. Net present value of gain is usually calculated at the corporation's
after-tax cost of capital. These measures are usually calculated on a basis
consistent with the expected death proceeds.

Guaranteed values are not usually displayed prominently next to current
values although companies may require an accompanying ledger illustration.
There are some group experience-rated ccontracts used in this market that do
not have guaranteed maximum mortality charges and therefore do not have
guaranteed values.

As with individual illustrations, illustrations for the corporate buyer are
subject to company discretion as to the timing of certain events.

Dlustrated funding patterns are more aggressive or flexible in this market
than for individual purchases. The most aggressive is a 7-pay contract with
premiums paid by policy loan in policy years 1-3 and by the surrender of non-
guaranteed values in policy years 4-7, with the only illustrated outlay from
the corporation being the payment of policy loan interest. This gives the

. perception that insurance can be purchased without real premium outlay by
the buyer.’

Because the products and the benefit plans being funded are very complex,
companies attempt to disclose pertinent tax issues such as the impact of
TAMRA, TEFRA, etc. Many include footnotes stating that buyers should seek
their own tax counsel and not rely on the illustration for any tax advice.

H. Current Practices - Other

Other noteworthy illustration practices that we found included the following:
(a) a Product Features Page which gives the answers item by item to the
questions posed in the CLU Professional Practices guidelines; (b) a full page
dedicated to the 7-pay test, including the company's interpretation of some of
the aspects of TAMRA; (c) a place for the client to sign the illustration
-signifying that he or she has read and understands all the disclaimers; and (d)
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page-numbering schemes that inhibit removal of footnote pages (e.g., "Page 1
of 5"). We also found: (a) unclear column headings, e.g., lack of clarity as to
whether benefits and values shown reflect reduction for loan and (b)
vanishing-premium illustrations in which the guaranteed figures shown
alongside the current figures assume premiums paid all the way to maturity.

Survey and preliminary report respondents also expressed the following
concerns: . . :

o whether products that are a blend of whole life and term insurance are
in some cases being improperly portrayed as simply "whole life"

e the impropriety of Company X printing comparisons of its non-
guaranteed values to Company Y's guaranteed values

e the appropriateness of calculating net outlay as the premium less the
dividend payable at the end of the same policy year; that is, not
recognizing the time value of money during the year.
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IV.  Uses of Life Policy Illustrations

An extensive body of literature already exists on this subject. However, most

" previous work deals with symptoms, rather than with underlying causes. For
example, many articles decry-aggressive assumptions, unrealistic non-
guaranteed elements, lapse-supported pricing, and question the integrity of
some illustrations. However, there is very little written about what caused
the symptoms. .

One way to get at root causes is to examine appropriate and inappropriate uses
of illustrations. If an illustration is used for addressing questions it
inherently cannot answer, problems will occur, even if the illustration is built
Wlth integrity.

The primary users of life insurance illustrations are:

Consumers’

Life Insurance Agents/Brokers

Companies (actuarial and marketing departments)
Outside Advisers/Third Party Analysts A

* Each of these may have multiple needs which they hope to satisfy with an
illustration. In general, these needs are of two primary types: .

Type A usage tries to:

¢ Demonstrate how policy values change over time under specified
premium payment and experience (e.g., interest rate) scenarios.

e Demonstrate how a particular financial design or concept works, such
as deferred compensation or vanishing premium.

Type A usage helps the consumer understand what is being purchased. It
focuses on a single contract and its contractual features and mechanisms. It
shows how a particular contract responds to illustrative conditions. Multiple
illustrations of a single contract demonstrate how contractual values change
in response to variations in assumptions.
Type B usage tries to:

. Projéct likely or best estimate future performance.

e Evaluate comparative cost or performance of several policies.
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Type B usage helps the consumer understand which policy is the best buy. It
evaluates comparative cost or performance among competing alternatives. It
also focuses on projecting most likely estimates of cost.

Type B questions are of great interest to all user groups. Therefore, an
objective, credible, inexpensive and quantitative means of answering these .
questions is highly desirable. Ilustrations are quantitative and relatively
inexpensive. But are they objective and credible? What can actuaries say
about the ability of illustrations accommodate Type A and B usage?

Nlustrations appear well suited for Type A questions. ' In particular, multiple
illustrations run under different premium patterns and interest rates are very
helpful in explaining contractual mechanisms.

Type B usage is a different story. Today's life insurance and annuity products
are complex financial instruments, whose ultimate future cost and
performance depend on macroeconomic and demographic factors, individual
company performance and individual consumer behavior. Type B questions
necessarily involve many factors, including:

evaluation of the likelihood of future economic events
measurement of company-specific performance risks

measurement of product-specific performance risks

the individual consumer's likely response to various future events.

For today's individual life insurance products, reliable answers to Type B
questions are not possible using illustrations. The footnotes, caveats and
disclosures on a typical illustration are already overwhelming for most
consumers. Yet this information adds little value in terms of developing a
reliable estimate of future performance.

It can be seen that Type B usage is inappropriate unless the illustrations
include a measure of relative risk. For example, if one illustration shows 15%
lower premiums but has 60% greater risk of not achieving projected values,
then lack of risk disclosure renders the comparison meaningless. Since
relative risk cannot be calculated, Type B questions assume similar degrees of
relative risk. Regulations try to assure "consistency” between illustrations as
a way to keep relative risk equal. However, since there are really no practical
means of assuring similar relative risks, Type B usage for illustrations is
fundamentally inappropriate.

The incentives associated with Type B questions are considerable. However,
an objective actuarial evaluation must conclude that typical life insurance
products are too complex and the number of unknowable events is too great
to allow for simple answers to questions of this type. Even when developed
appropriately and with integrity, illustrations are structurally incapable of

21-



135

handling Type B questions. Hlustrations, by their nature, cannot answer these
questions. Problems arise because of the illusion that they can.

Many people believe that although illustrations aren't perfect, they are the
best available indicator of future performance. They may believe, for
example, that all illustrations are somewhat optimistic, but then conclude,
"Even if they're all high by 15%, I'll still do better with the one which shows
the highest values on these illustrations.” Actuaries should oppose this
myth.

22.
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V. Other Ilustration Practices

It is easy to forget that sales illustrations in the U.S. and Canada have a

unique history. Life insurance products sold in other countries, and other .

+ financial products sold in North America, do not share the same illustration
practices. ' A review of these practices is helpful before evaluating alternatives

for our system. : .

A. Gther Counfries

A quick survey of illustration practices in other countries reveals the
importance of a historical and cultural context. In countries where insurance
products are standardized by law, there is little controversy with respect to
illustrations. This is the case for much of the Far East and Europe. Where
product standardization is the rule, there is little product competition as we
know it, and ulush'ahons are naturally limited to non-controversial Type A
usage.

The United Kingdom and Australia have relatively competitive life -

- insurance markets; with many similarities to the North American market.
As in our market, ledger illustrations have been employed for Type B
comparative cost and performance evaluation. Not surprisingly, these
countries have also encountered problems with sales illustrations.

apan:

Currently, sales illustrations in Japan are based on the "current” dividend
scale. There is increasing concern that this practice may cause the consumer
to believe-that the current scale will remain unchanged in future years.
Consequently, procedures will be revised to show the effect of a 0.1% decrease
in the dividend interest rate. Disclosures will emphasize the variable nature
of dividends and the fact that the illustration is based on current scale. In
addition, special maturity dividends will be 1denuﬁed and shown separately
from regular dividends.

UK.:
Sales illustrations are heavily regulated in the UK. Regulations were
influenced by a number of perceived abuses which developed during the
1980's. Currently, illustrations are constrained in at least three major ways:
“(a) Upper level performanceAconstraint {maximum interest rate)
(b} Risk disclosure, by means of two alternative scenarios at significantly
different interest rate levels. The regulators believe that two scenarios
are better than either one or three at conveying the basic uncertainty of
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the investment performance assumption. A low and high investment

rate are specified, and only change occasionally, based on underlymg

'inflation expectations. There is a deliberate emphasns against specifying
a "best estimate” rate. )

(c) Standardized expense and mortality assumptions. All companies are
. . required to use the same non-guaranteed expense and mortality -
assumptions. These are set by regulation based on current industry
‘averages. While conceding that actual expense and mortality
differences could influence the choice of a life carrier, the regulators felt
- that they should not be reflected in projections. This emphasizes their
strong belief that illustrations-have a limited scope, and should not be
used:for comparative performance measurement.

Australja:

In early 1991, the Insurance and Superannuation Commission Circular #291

promulgated completely new guidelines for Benefit Nlustrations in Australia.
" This was the first major change since 1985 and followed growing concerns

about overly optimistic assumptions and a lack of consxstency in‘the approach
-to long-term benefit projections.

The Circular takes note of the situation in the UK., where illustrations have
been "ruthlessly standardized” and “serve only to create a generalized
impression of the order of magnitude of benefits.”

Under the Australianapproach, companies have some latitude, through their
Appointed Actuary, to reflect individual circumstances in their projections.
There is a clear threat that this remaining privilege will disappear if these
new guidelines do not work.

Australiamcompames are required to ensure that agents, brokers or other
intermediaries representing them do not alter their benefit projections in any
way.

Principal provisions of the Australian regulations are:

¢ A specified maximum assﬁmption basis, with lower rates permitted if
appropriate. -

‘e Specific standards of practice to follow for all promoﬁonal material,
aimed at avoiding ambiguity or false impressions.

¢ Two illustrations are normally required. The higher rate cannot be
 greater than (CB + 3) x (1 -.t) where CB = the 3-year average 10-year
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Treasury bond yield, and t is the maximum tax rate on the type of
business in-question. The lower rate is no more than 80% of the higher
rate. If only one illustration is shown, it must be at the lower rate. If
more than two rates-are illustrated, the third and subsequent cannot
exceed the higher rate.

e Projections are required to include an illustration of the effects of
inflation, for the term of the projection, with an inflation rate of 60% of
CB. v - :

In summary, regulation of illustrations in both the UK. and Australia has
been structured to emphasize their suitability for Type A usage only. To
enforce this, illustrations are highly standardized and provide little or no
opportunity for comparative performance or cost evaluation.

B. Other Financial Products

A review of other financxal products’ illustration pracnces provides
mterestmg comparisons to life insurance.

The securities industry has many complex financial products. Th‘e risk and
uncertainty. of future performance in these products is so well accepted by the
public, however, that it is difficult to imagine Type B usage in ledger
illustrations. For example, try to imagine a stockbroker advising a consumer
on whether to buy IBM or AT&T stock, using a 30-year projection of last
quarter's dividend and change in stock price!

For most securities, the consumer must use something other than
illustrations to make judgments about performance. The prospectus is the
primary document for this purpose. It is both highly structured and complex. .
It is difficult, if not impossible, for a consumer to have a quick, easy to
understand, numerical basis for doing comparative performance evaluation
for mutual funds or.securities.

The NASD Manual on Investment Company Securities gives detailed
gtuda.nce on what must be done if comparison of investment products or
services is to be done.! The essence of this guidance is that comparisons
should not be performed unless all factors which could possibly be considered
relevant are disclosed.

Mutual funds may be illustrated on a "hypothetical” basis, with fuil
disclosure of all expense charges and a statement that the illustration is based
on past performance and is not indicative of future performance. The
relative simplicity of a mutual fund product structure makes it feasible to use

INASD Manual - Investment Company Securities, Para. 5286(5)
-25-
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illustrations for this purpose. There are no "non-guaranteed elements” or
“participating” expenses and mortality charges to muddy. the waters. The
prospectuses for both mutual funds and variable annuities include Fee Table
Examples, so that buyers can compare expense levels among different
products. :

Variable life insurance illustrations are regulated by the SEC and the NASD.
Investment returns must be specified as gross yields. At least one investment
return assumption must be 0%, and no return can be higher than 12%., All
expense charges and loads must be shown explicitly in the prospectus. It is
easier to attempt Type B comparisons on varizble life, particularly since one
of the most important factors, investment return, is assumed constant
between products. In a more fundamental sense, however, Type B analysis of
variable life illustrations may have limited value, since differences in
expenses and cost of insurance could be overwhelmed by differences in
investment performance. Some observers see a trend toward more non-
guaranteed bonuses and charges in variable life products. If this is true, it
- may be progressively more difficult to use sales-illustrations to answer Type B
questions for variable life insurance, as is true today for non-variable
products. :

A
In general, a review of relevant practices for other countries and other
financial products reveals-an understanding that illustrations should not be
used for comparative performance measurement. This is particularly true for
the more complex products containing non-guaranteed performance
elements.
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" VL. Alternatives to Current Practices

Our Task Force presented 23 alternatives to current illustration practices in
our preliminary report. During the exposure period, we received a number of
comments on-these alternatives, and suggestions of other alternatives that we
might consider.

We categonzed the altemahves that were identified during our research as
follows:

* Reduce or limit numbers

o More:sh'ingent requirements for non-guaranteed-elements
* Product or market specific issues

¢ Consistency of illustrations

° Strategic/ educational efforts .

Qur Task Force was charged with researching illustration practides from the
perspective of the consumer. Therefore, we evaluated alternatives on these
criteria:

e Will it lmprove the consumer's understanding of the life insurance
policy being con51dered?

¢ Will it improve the consumer's understanding of life insurance
‘generally?

A. Reduce or limit numbers

. The road to full disclosure has some pitfalls. -In showing as many numbers
on illustrations as most companies already do, a couple of phenomena occur.
First, consumers who are simply not numbers oriented, and there are many
such people, may tune out or be misled; they may be more interested in a
careful verbal explanation of the basic concepts. On the other hand, there are
consumers who will fixate on the numbers, particularly the current account
value column on a typical universal life illustration or the total value
column on a dividend-paying whole life illustration, which marches
mesmermngly toward a 6- or 7-figure number. Compounding this problem
is the fact that the prevailing practice is to show these account values to the
nearest dollar, which, perhaps unwittingly, ascribes a level of credibility to the
numbers that is quite inappropriate, especially for durations in the murky
future beyond the 10th or 20th year. These account values are purely
illustrative figures that, at best, are based on convenient, reasonable working
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assumptions as to what future mortality charges and interest rates might be
like. Small differences between the assumptions and actual experience will
compound to a very large "error” before very many years go by. In short, our
" Task Force sees a need for the industry to take some definitive steps away
from selling our packaging (the illustration) and toward selling groducts, by
reducing the focus on raw numbers.

There are several possible remedies to this general problem:

1. If possible, supplement numeric information with a presentation in
graph form. Technical advances now make this feasible in. many
instances. This approach addresses the need to emphasize concepts
more and numbers less, and the problem of "extra" significant digits in
the account values disappears. Safeguards against the misleading
scaling of graphs may be needed, however. Graphics, if done well, can
be an excellent tool for conveying information to the average person.

. One reason often cited for the tremendous success of the newspaper
USA Today is its very popular and informative graphs.

CONCLUSION: We would encourage actuaries to work with their

colleagues in systems and sales/marketing to find new and more

customer-friendly ways to present illustration information in graphic
_form,

2. Limit illustrations of current values to 20 years and every fifth
duration thereafter. This, we think, would help to make it clear that
we have a sketchier picture of the distant future than of the near
future. Also, it reduces the degree to which the client is overwhelmed
by numbers and leaves more room on the page for useful narrative. It
is important that values be shown to maturity or lapse so that the
consumer is aware of any changes in benefits over time. However, if
there is a change in premium or if a policy provision first manifests
itself after the 20th year, the illustration should display all durations.

CONCLUSION: Companies should consider adopting this convention
on avoluntary basis.

3.--Show current values to the nearest $10 per thousand of initial face
amount. This rule could apply at all durations, or perhaps just after
the 5th or 10th year.

CONCLUSION: Companies should consider adoptmg this convention.
ona voluntaxy basis; - :
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B. More sttingent requirements on non-guaranteed elements

The Task Force 1denuﬁed five alternatives that deal with non-guaranteed
elements. -

1. More complete definition of "current experience” or “current dividend
scale”

At present, confusion exists as to what is meant by current experience
or current dividend scale. For example, a current dividend scale
illustration may assume mortality improvements built into it, but
those improvements are not reflected in the dividends of older -
duration in-force policies. Is the illustration really based on the
company's "current scale"? Some may define current scale
illustrations much more stringently as only those on a dividend scale
having the same experience factors as are currently being paid to in-
force policyholders.

In 1978 a paper appeared in the Transactions of the Society of Actuaries,
Volume XXX, entitled "Choice of Basis for Dividend Illustrations” by
Russell R. Jensen. In it Jensen states, "The simplest definition of
current experience would be in terms of those factors of mortality,
interest, and expense used in determining dividends currently payable
(current allocation). Yet at times this type of definition may not be
valid or applicable. There may be no such factors that are appropriate
for the illustration of dividends because anticipated mortality, lapses, -
or expenses of the new business are clearly different from those now
experienced on any block of business in force. Or, a company may use
different investment yield rates for different eras of business, and there
may be a question as to the rate to be applied to current issues.”

A company entering a new market will not have any past experience
to illustrate. A new product may require a different investment
pattern from anything the company currently has. These and other
situations would mean that showing current experience can be more
misleading than using currently anticipated experience.

CONCLUSION: We believe that further study and research into this
issue would be worthwhile. Therefore, we encourage the American
Academy of Actuaries (AAA) and the Canadian Institute of Actuaries
(CIA) to:
* review existing regulations requmng the use of current
experience or current dividend scales in life insurance sales
illustrations;
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* suggest revisions to those regulatmns which would clarify the
meaning of “current,” and

« recommend modifications to the regulations which would allow
the use of both current experience and deviations from current
experience, but, if the latter, only with appropriate and mandated
disclosure of the assumptions used."

2. Standards of practice for "Hlustration Actuary”

As part of his response to our survey of current illustration practices,
Armand de Palo, FSA, suggested that the time has come to consider the
concept of an "Tlustration Actuary.” This individual would be
responsible for informing senior management whenever illustrations
with unrealistic assumptions are being used. This might be considered
as part of the enhanced standards for non-guaranteed elements.

CONCLUSION: We are not ready to endorse this concept at this time,
but we agree that it is an idea worth pursuing. Therefore, we
encourage the AAA and CIA to study this concept further.

\

3. Furnish historical data

This alternative would require agents to furnish clients with dividend
histories, and dividend history comparisons with other companies, in
addition to current illustrations. . These would show clients how the
company performed over the last 20 years, information similar to that

- supplied to buyers of mutual funds.

The argument is often made that dividend histories are not subject to
manipulation and, therefore, are a more reliable gauge of a company's
performance than are current illustrations. Certainly for those
companies included in Best's annual 20-year history study, the
information is readily available, including rankings and comparisons
with other companies.

Companies have reasons for arguing that historical comparisons are
not pertinent. Today's products are much different from products
issued 20 years ago. For example, 20-year histories of universal life
policies are not yet available. A company may-argue that it has
changedits approach to underwriting, its investment philosophy or its
expense controls. Also, the formation of new companies, mergers and
acquisitions pose practical problems for presenting 20-year histories.

One danger in using histories is that often the historical results are
compared with the illustration provided at the time of issue. Over the
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past 20 years, of course, actual results have been much better than the
illustrated results of 20 years ago. This could give both buyers and
agents the false impression that they.could expect the same pattern of
results in the future, i.e., that illustrations are always conservative and
actual results will always be significantly better. .
CONCLUSION: We believe there is value to illustrating historical
performance and in providing buyers with a company's actual record

- of dividends or experience rates credited over the past 10 or 20 years.
However, given the fact that many of today's products were not being
issued 10 or-20 years ago, and that linking past performance of
significantly different products with today’s products may be )
misleading, we do not recommend that historical data be made a
required part of illustrations.

. Disclosure of underlying assumptions and current experience
supporting illustrated performance

Complete disclosure would include publication of interest rates,
mortality charges, lapse assumptions, expenses (home office, field,
investment, etc.), taxes and profit assumptions that support current
values. Most companies disclose the current interest rates used in their
- illustrations and some disclose mortality charges. Many companies,
however, would object to such full disclosure on the grounds that the
information is proprietary and disclosure would be competitively
damaging. )
*

Even the information being disclosed today is suspect in that the
interest rates disclosed may be before or after investment expenses and
. taxes, mortality charges may or may not reflect actual experience, and

.expense charges may or may not cover actual expenses. Would a
consumer be able to sort out all the different experience factors and
assumptions used in an illustration to determine if .the illustrated
values are in fact reasonable or not?

.CONCLUSION: We believe that the idea of requiring more complete
disclosure deserves further study. Therefore, we recommend that the
AAA and the CIA pursue this topic further.

. Identification of; or special reserving requirements for, unusual -
features such as lapse-supported or two-tiered products, terminal
dividends, interest rate kickers, persistency bonuses

We wholeheartedly éupport complete and clear disclosure of unusual
policy or pricing features, particularly if they result in inconsistent
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treatment of one group of policyholders relative to another group (e.g., -
persisters vs. early terminators). -

CONCLUSION: We would encourage the AAA and CIA to work -
toward development of appropriate disciosure requirements for such
practices and to determine whether or not specxal reserves should be
required. : :

C. Specxﬁc Product Issues

Based on the illustrations avaxlable to us, we believe the followmg product-
specific issues must be resolved.

1.

Vanishing Premium Illustrations of Fixed Premium Products

There should be:consistency between the premium patterns assumed
for guaranteed and non-guaranteed values, particularly when they are
shown next to each other. If the underlying premium pattern is not
consistent, the illustration should explicitly show both premium

‘patterns. This is not an issue for flexible premium policies since both

current and guaranteed values must be based on the same premium’
pattern.

Many consumer complaints relate to vanishing premium illustrations.
Consumers.do not understand what is guaranteed or the sensitivity of _
illustrated performance to changes in the non-guaranteed policy

factors. ..

CONCLUSION: The AAA and CIA should both consider and
recommend improvements to these illustrations which will
communicate the sensitivity and the associated guarantees. The result
should be consistent with the illustration requirements for flexible
premium policies.

Second-to—dxe Products

‘ Second-to-dxe product illustrations should be requu'ed to disclose

whether or not there is a cash value increase on the first death. If there
is, the illustration should include examples of values after a first death
oceurs.

For second-to-die products that include a term portion - usually paid
for through dividends - it is especially important to illustrate values all
the way to the end of the mortality table. It is also crucial to show how
these policies perform at lower than current dividend interest rates.
While current scales may support the policy adequately for 20 or 30
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years; the insureds could be faced with very large premiums due at
very.advanced ages '

CONCLUSION: We believe that important policy features must be
disclosed to the consumer.’ Further, modular policy design may
increase the sensitivity ¢f non-guaranteed policy features. The AAA
and CIA should consider appropriate disclosures and/or standards for
sensitivity analysis that will help the consumer understand these
features and their impact on perfermance.

Two-Tier Products

The difference between the tiers can be quite large.. The tier differential
could be viewed (and is viewed, by some regulators) as a surrender
charge, so certainly one aiternative to current practice is to format the
illustration accordingly, possibly even including a ¢olumn that
explicitly displays this surrender charge. Another alternative is to add
language to the illustration that provides the needed additional
emphasis of the important point that needs to be made to the client:
the cost of rollmg the funds out of this product to another one is
unusually high, i.e., the client needs to feel highly committed to
staying with this company. Also, as life expectancieés and expenses

‘increase, annuitization rates may become less favorable, so a case could
be made for using something more conservative than current
annuitization rates on the illustration for someone who is not going to
annuitize until several decades from now.

Another idéa worthy of consideration, which comes from the :
California Department of Insurance, is to require that the account
value column heading say "Not availabie in Cash.” -

Mandating that the tier differential be explicitly characterized asa -
surrender charge may be a bit severe and could unduly limita -
company's freedom to illusirate its products in a reasonable way.
Adequate disclosure is really the key point. Thus, for example, the idea
of requiring the words “Not available in Cash” for the annuitization
account value column heading seems like a good one.

Good-faith disclosure also clearly calls for showing monthly incomes
on both a current and guaranteed annuitization-rate basis. As to the
idea of using slightly conservative current annuitization rates for this
purpose, in anticipation of future increases in life expectancy, this may
be laudable but it does not seem necessary, since the juxtaposition of -
the corresponding guaranteed figure next to the current figure should
convey the sense that things may not work out as favorably as the
current figure suggests. Furthermore, this could create additional
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unneeded complexity and could even be latched onto as a defense of
using future mortality improvements on life illustrations. Likewise,
monthly incomes should be shown based on both the current and
guaranteed annuitization account values. :

CONCLUSION: The Task Force believes that the AAA and CIA should
consider the appropriate disclosures for two-tier products and
appropriate changes to the values displayed.

4. Concept Iustrations

These dlustrahons demonstrate a concept or a program, such as spht
dollar or executive benefits. The focus is typically the accounting or tax
impact rather than the operation of the insurance policy. Concept
illustrations usually do not meet the regulatory requirements for policy
illustrations. To demonstrate both concept and policy operation in the
same illustration would overwhelm the consumer with numbers.

The Task Force believes that concept illustrations are appropriate.
However, these illustrations should be clearly labeled "Concept
Tlustration Only." Unless guaranteed values are prominently
displayed next to current values, the footnotes should disclose that this
is not a policy illustration. This would allow agents to demonstrate
concepts while alerting the consumer that the illustration does not
demonstrate the operation of the policy.

CONCLUSION: We would recommend the recognition ¢f concept
illustrations, and would encourage the AAA and CIA to develop the
appropriate disclosure to differentiate concept illustzations from policy
illustrations.

D. Consistency of Illustrations

A somewhat more standardized approach to illustrations could make it easier
for a buyer to understand the illustration. The Task Force identified five
possible areas of standardization.

1. Standard Definition of Terms

Commonly used terms should have the same meaning in all
companies' illustrations. For example, the column labeled "Current
Year's Death Benefit” should have data that is consistent for all
companies.. There should be no discretion s to whether it is the death
benefit at the beginning of the year, end of the year or some interim
value. Standard definitions of terms would increase the clarity of
illustrations to all users, not just to consumers.
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CONCLUSION: We encourage the AAA and CIA to consider pursuing
this suggestion with industry trade groups, professxonal orgamzatxons
and regulatory bodies.

Standardized Notes

There are probably too many notes on illustrations today, and they are
not consumer friendly. Furthermore, given today's product features,
regulatory requirements for notes do not keep current with the need
for disclosure of how a product operates. Since the notes are at the end
of the illustration, it is not clear how much attention they are given by
the buyer. It would seem appropriate that important notes should be
placed at the beginning of the illustration.

CONCLUSION: While the complete standardization of notes is most
likely unattainable and perhaps not even desirable, we would

“encourage the AAA and CIA to determine what degree of
standardization might be helpful to consumers:

3 Different Print Sizes . : o

Currenily, all the data and rotes on an illustration are given equal
prominence. To the extent that it is technologically possible, the Task
Force believes there is merit to using boldface or different print sizes
for emphasis.  This would help to ensure that the buyer reads
important notes such as the non-guaranteed nature of illustrated
values.

CONCLUSION: We encourage the AAA and CIA to pursue this .
concept.

. Standard Assumptions

Three possible models have been descnbed in this paper: the
illustration of Variable Life and the illustration practices in the United
Kingdom and Australia. These medels for standardization of
assumptions help the buyer to understand that the illustrated.
performance varies with the underlying assumptions and is not
guaranteed. The Australian requirement that effects of inflation also
be demonstrated for the term of the projection has considerable appeal
to the Task Force.

CONCLUSION: We encourage the AAA and CIA to consider
pursuing this alternative with industry trade groups, professional
organizations and regulatory bodies.
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5. Range Approach/Specified Scenarios

The range approach was advanced by the American Council of Life
} urance to the National Association of Insurance Commissioners in
988. As proposed, it would apply to both life insurance and annuity
I jllustrations. _Use of the approach would have been elective, not
compulsory. It would have allowed a range of interest rates only - not
of mortality or expense assumptions. Finally, it would have allowed
- interest rates up to 2 percentage points higher and 2 percentage points
lower than the interest rates underlying the company's current scale.

The:-assumption behind this approach was that the agent would
actually show three complete illustrations to the client. One would be
on the current scale, one up to 2 percentage points higher than the
current scale and the third based on an interest rate up to 2 percentage
points lower than the current scale. The current scale illustration
would always be required. The other two would be optional, but if an
illustration based on an interest rate higher than current scale is
shown, then the correspondingly lower interest rate illustration must
also be shown. The NAIC did not adopt this approach. *

An advantage of the range approach is that it allows clients to see how
the policy performs under different interest rate assumptions. More
importantly, it demonstrates powerfully that variations are likely. In
his presentation to the NAIC, Mr. Anthony T. Spano, Actuary with the

CLI, said, “Use of the range approach would demonstrate to the

surance buying public that illustrations are merely examples of how

3 product may perform rather than benchmarks on how it will
perform. An undue focus on the company’s current scale, which
would result if illustrations were restricted to current scale, would be a
disservice to the consumer in that it may create the impression that
there is something magical or permanent about a company's current
scale. This could lead the consumer to feel that current scale figures are
tantamount to guarantees.”

Needless to say, companies were not unanimous in their support of
the ACLI in advancing the range approach. The most controversial
aspect of this proposal was that companies would be allowed to
illustrate policies at higher than current interest rates for the first time.
.The counterbalance to this, of course, was the requirement to also show
an illustration at a rate lower than current scale. The fear, however,
was that agents would not always show the lower interest rate
illustration, or even the current scale illustration, but instead would
concentrate only on the higher interest rate numbers.
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Another concern was that only the interest rate could be varied and not
mortality or expenses, which could also be expected to change over
time.

Although the NAIC did not adopt the range approach, the industry
seems to have gone part way towards it on its own. Several companies
are allowing agents to show illustrations at dividend interest rates
lower than current scale, while very few allow illustrations at higher
than current scale. Most illustrations of products with explicit interest
credits allow the interest rate to vary, either up or down.

“The Task Force strongly believes that consumers should be made aware
of a product's sensitivity to changes in the environment. .The range
approach is one approach that might be considered.

CONCLUSION: We think further discussion on the range approach
within the industry and within our profession is warranted. As stated
in Section B. 1. above, we encourage the AAA and the CIA to:

* review current regulations requiring the use of current
experience or current dividend scales in life insurante sales
illustrations;

* suggest revisions to those regulations which would clarify the
meaning of "current,” and

-+ - recommend modifications to the regulations which would allow
the use of both current experience and deviations from current
experience, but, if the latter, only with appropriate and mandated
disclosure of the assumptions used.

E. Strategic/Educational Efforts
1. Change Use of Hlustration in Sales Process: Consumer Disclosure

Consumer education efforts should focus on appropriate uses for
illustrations. Usage-disclosure should be clear and simple. It should

" indicate that illustrations are only useful for Type A questions, as
defined in this paper. Required disclosures should make clear that it is
inappropriate for agents, companies or advisers to use illustrations for
Type B questions, regardl&ss of the integrity of the illustrations
involved.

This is not a ban on illustrations. Over time, however, such disclosure
should reduce the occurrence of abusive practices. Previous
regulations and disclosures have not been effective, because it has been
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possible to design around a rule while still using illustrations for
comparative cost purposes.

Sample usage disclosures, for display at the top of the illustration:

a." Sales illustrations should not be used for comparative policy
performance purposes. Life insurance policies are complex
financial instruments, which generally contain both guaranteed and
non-guaranteed elements. A sales illustration may be helpful in’
understanding how a particular policy performs under specified
circumstances. It is generally not feasible, however, to use sales
illustrations to determine whether one policy is a better buy than
another.

b. The only promises a life insurance company makes when it sells a
policy are the coniractual guarantees. Policy illustrations are not
promises. Rather, they are hypothetical examples of what might
happen if certain assumptions are met.

c. Policy illustrations should not be used for comparing the relative
cost or performance of life insurance products.

d. Most life insurznce policies are complex ﬁnancial contracts which
" contain both guaranteed and non-guaranteed features which
depend on unpredictable future events. Consequently, the amount
of risk associated with a particular sales ﬂlustrauon cannot be
- determined.- !

If illustrations cannot be used as a comparative performance measure,
many people will demand to know, "What can be used?". The honest

" answer is that there is no simple measure or analysis which can be
done for such complex financial products. The consumer bears a
degree of future performance risk, and this cannot be readily estimated,
especially for competing policies. This fact is already well understood
in the securities industry. It needs to be assimilated in the life )
insurance industry.

Of course, there are other factors to consider, including rating agency
analyses and retrospective cost measures. There are also many service
and quality factors, Contractual features which have value to the
consumer's individual situation may be more important than
generalized cost estimates. Finally, an evaluation and
recommendation by the agent or broker may be of critical importance.
Ultimately, although many factors may be considered, the final
decision on'the best policy must be based on individual judgment.
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CONCLUSION: The AAA and CIA should encourage their respective
regulatory bodies to mandate inclusion of sales illustration disclosures
of the type shown above, Atleast one of the disclosures should be
prominently displayed at the top of every page.

Consumer Brochure

A small, easy-reading brochure, developed by an industry or
professional association could supplement the proposed disclosures
and explain proper and improper uses of policy illustrations in more
detail. It could also cover other due diligence questions which a
consumer might want to ask before making a decision. The brochure
should be offered in every situation in which an illustration is used as

art of a decision to buy, lapse or replace life insurance coverage. It
should be designed as a way to educate the consumer about both
insurance and illustrations. :

: CONCLUSION: There are many associations that could sponsor or
contribute to this effort, including the ACLI and the CLHIA. We
believe that it is important to have active actuarial sponsorship of this
publication. We recommend that the AAA and CIA take the lead in
developing the text. The brochure could replace the current buyers’

- guides used in the U.S. and Canada,

. Consumer Hotline

Though it would be a logistic challenge.to set up, an industry-funded
consumer hotline could be established, staffed by actuaries or other
industry personnel interested in addressing the illustration problem on
‘a one-on-one basis with the public. Consumers would call in (or fax)
their questions. .

This approach would be the most proactive of all the methods of
addressing the illustration problem discussed in this paper, since it is a
direct, hands-on approach rather than just another report or
regulation. The concept is similar to that of the Legal Aid hotlines set
up by various bar associations.

CONCLUSION: ‘We do not recommend proceeding with thls
approach. - In our opinion, most questions of this type are best handled
by the individual company or the servicing agent.

Consumer Signature

There is value in having the consumer acknouﬁedge something about
the process used in deciding to buy, lapse or replace life insurance
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coverage. 'This is similar to the requirement that a consumer receive a
prospectus prior to buying securities. The acknowledgement should be
. simple and short enough that it actually gets read before signing.

A sample might be: I understand that my decision to buy/lapse/replace
this life insurance policy should not be based on illustrations of non-
guaranteed future performance or .cost. If I was shown an illustration, I
was given a copy of the brochure, Life Insurance Illustrations.

CONCLUSION: Compames shou]d xmplement such dlsclosures ona
voluntary basis,

. Tlustrations as Road Maps

As technology advances, it may soon be possible to store the
illustration upon which the sale was made in the home office's

" computer. Then each year on the anniversary, the total current value
would be compared to the value originally illustrated for that
anniversary and, if it is less, the policyholder would be given (a) the
reason(s) why it is less, and (b) the chance to make up the difference via
an additional premium payment, if feasible. -Illustrations would thus
be used as road maps instead of just as point-of-sale projections,
credibility would be enhanced, and the workings of the policy would be
clearer to the buyer on an ongoing basis.

CONCLUSION: Companies should consider providing "in-force
- illustrations" on-a voluntary bas:s to help educate and inform their
customers. * -

. Agent and Home Office Education

A knowledgeable, well-informed agent is critical to ensuring that -
illustrations are used and interpreted properly. Our industry already
invests a great deal of money in home office and field training of
agents. With respect to illustrations, this effort is currently focused -
principally in two areas: (a) how to-explain the "performance” of their
own illustrations in a positive way; (b) how to discover and discredit -
"unreasonable" assumptions in competing illustrations. The sense of
our Task Force is that agent education about illustrations should re-
. focus on proper and improper usage, as described: previously in this
paper. . ' '
Once the concept of Type A and Type B usage is widely understood and
accepted, agents will have more time to spend on activities which truly

benefit themselves and their clients. For example, they can try to
understand and explain the contractual difference between two policies
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(T ype A), rather than trying to infer which policy will have the lowest
cost over the next 40 years (Type B).

Educanonal efforts should not be limited to agents. Home office
-marketing, sales and product areas must understand and accept the
concepts involved before meamngful progress can be made among
agents .
CONCLUSION- The effort to re«focus agent and Home Office
education should start with the industry's professional societies and
trade associations, including SOA, AAA, CIA, ACLI, CLHIA, LUAC,
AJAPQ and The American College. Trade publications, such as the
National Underwriter and Best's Review, are important educational
forums which should be used to further this effort.
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VII. Summary of Recommendations and Next Steps

To summarize, the Task Force endorses the use of illustrations for Type A
purposes. We do not believe they are appropriate for Type B purposes.
Educating the consumer and others on the appropriate uses for illustrations is
" along-term effort. Inthe interim, we must deal with the Type B uses, and
our report makes recommendations specific to these uses. The need for some
" of these recommendations may diminish as consumers understand the uses
for, and limitations of, illustrations. : .

Several persons commented that we must provide consumers with a basis on
which to compare different policies and companies. Past committees of the
SOA and others have grappled with this issue, and have "tolerated" the use
of illustrations and interest-adjusted indices for this purpose. We would
recommend that the actuarial profession renew its efforts to develop
appropriate methodologies or indices on which to compare products and
companies.

Our recommendations are in four areas:

Educational Efforts - ' A
Standards, Disclosures & Regulations

Optional Improvements

Continuing Research

Educational Efforts

Educational efforts represent a long-term strategy for the industry. These
efforts will necessarily involve insurance professionals from a number of -
disciplines, including agents, actuaries, regulators and company management.
Without management commitment, these efforts are not likely to succeed.

We would recommend that the AAA and CIA consider the educational
efforts that have been identified and develop a strategic plan for development
and implementation. These organizations would determine the appropriate
forum for bringing in other insurance disciplines.

Among the alternatives that we believe have particular merit for further
consideration are:

¢ Agent education and licensing
¢ Home office education
¢ Consumer brochures

Standards', Disclosures & Regulations
These recommendations represent the short-term approaches to deal with the

problems arising from Type B uses. They also deal with the changes needed
- :
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to support and enhance Type A uses. The AAA and CIA shouid be charged
with the development of an integrated program of standards, disclosures and
regulations to improve illustrations in the near-term. This Task Force
believes that the following have considerable potential:

Standard assumptions, following the variable life or Australian model
Disclosure of underlying assumptions

Review of actuarial standards for establishing non-guaranteed factors
Disclosure of unique product features

Display of alternative scenarios or sensitivity testing

The Task Force strongly recommends the adoption of changes to vanishing
premium illustrations in order to properly communicate the concept, and its
non-guaranteed nature, to the consumer.

Optional Improvement:

‘The Task Force identified several alternatives that could improve
illustrations that companies could implement on an optional basis. 'I'hese
would include:

Consumer signatures on illustrations )
‘Presentation of historical data, separate from the illustration

Use of graphs to supplement numerical data

Display only quirquennial durations after year 20

Round current values to nearest $10 per. 1000 of initial face amount
lustrations as road maps

Continuing Research
We would recommend that the SOA form a task force to research an

appropriate methodology for comparison of products. The Task Force
believes that in the current product environment, a measure that is not’
adjusted for risk is not helpful to the consumer or any reviewer of life
insurance illustrations and contracts.

CONCLUSION: The illustration practices of most companies are consistent

" with regulatory practices and attempt to communicate in a good faith manner
with the consumer. However, there is room for improvement. Life
insurance policies are complex, and consumers often do not understand
which benefits are guaranteed and which benefits are not.

The Task Force strongly encourages the AAA and CIA to consider our
recommendations and to work with the other industry groups and regulatory
bodies to improve illustration practices and to develop educational materials
that will aid consumers. :
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APPENDIX I
SAMPLE SURVEY AND SUMMARY OF RESPONSES

I  General

‘A I t extent does yo feel that a p sts within the i r
egard 0l tices tod essfull
communicati th_the potent buyer i od- manner?:

( 5) -Me think t i eri 7 oble » nature of today’s
makes it unavoidable. .

-Problem is that the people selling them (producers, agents, reps. etc.) often
" times will do and say anything to make the sale. - Product differences and

volatility of interest rates etc. make it difficult for the consumer to compare

products and understand all the pieces.

-The trend in the industry seems to be a return to more responsw'le

illustrations. But illustrations still create a strong visual impact. Footnote,

disclaimers, and ledger have trouble competing for the buyer’s attention.

-So long as agents are allowed to run their own proposals there will never be

assurance that what the company intended is shown. Also differences between

companies will never be able to be accurately portrayed.

(35) Me think there is a serious problem which can be: fjx»e ..

-We do not, however, believe that policies with adjustabie efements will ever be
comp]ete'ly understood by the buying public.
-Many agents sell on the basis of a 40-50 year pro:jection of pohcy values as if
these had a reasonable probability of materializing. Furthermore, they
frequently misunderstand some of the fundamentals (i.e. they often compare UL
policies at a fixed rate of interest for several products even though companies
take margins differently and may actually be paying very different rates at the
time the illustration was prepared)
-We feel that. some companies are misleading’ thew customers by showing
unrealistic illustrations, for example, a rate of interest which the agent knows
will never be attained. This raises the issue of integrity because the
individual agent and company are left to decide how to illustrate nonguaranteed
elements, so long as the guaranteed elements are shown. The industry should
develop, and the state regulators should adopt, a standard by which all companies
must conform when illustrating nonguaranteed elements. This would eliminate the
practice of companies and agents competing by way of misleading sales
illustrations which give the customer unrealistic expectations.
-It is important to disclose what is being illustrated rather than restrict or
complicate the illustration.
-Many aggressive companies do not want to fix this problem and choose to
illustrate values that are not likely to be paid, or will be paid only to a very
few policyowners. These companies, in general, cannot be competitive on actual
performance. However, there are still a few quality companies doing the right
- thing, although they are considered old fashioned since they believe in giving
gglal]Jd value to the policyholder and in paying out real value, rather than
illusions.
-The lowering of dividend scales has helped agents - finally understand that
dividends really are not guaranteed!
-Many companies show unrealistic interest rates and have great flexibility in

1
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making products look better. Disclosure statements and footnotes should be
required to improve situation.

-The fix will require a realignment of some companies’ fiber of integrity and a
decision to include guidelines in full disclosure.

-Our company position is that the insurance industry must take steps to begin
monitoring the practices of its representatives and initiate consistent
regulation of the industry throughout the country.

..-Me have been working on consumer educaticn pieces to suppiement illustrations

which provide additional information on the nature of illustrations.
-I1ustrations of unrealistic projection of mortality and bonuses.

(13) We_think re is a problem, but it’s not serjous.

-In Canada, some UL illustrations may use unrealistic interest rates. Major
complaints arise from *’s unbelievable Par illustrations.

-Most agents and companies are ok, the bad cases get a lot of attention

-Some i1lustrations need 1mpr0vement in both stock and mutual companies, however
most- companies- do an adequate job.

-As the marketplace becomes more sophisticated, so must products sold in these
markets. Illustrating complex products in a simple fashion causes unavoidable

.prob1ems for the consumer.

practices are acceptable. Very few problem areas. TAMRA shouid be

7 -Qverall
handled better. Handful of copies allow i1lus @ much higher interest rates than

current credited rates & some companies do utilize projected improvements in
future mortality rates.

-I don’t see how to enable the prospective policyowner to judge the relative
value of non-guaranteed policies from different companies. ®

-Any attempt to fix may make the cost of doing business too high.

B { 2)~rH' think current practices are acceptable.

' pac s are avajlable that enable ai ent to take the eri outpu

Com -produced stration program and "re-cast" the results into
0] divid tajlored by the agent. mples jnclude the ability t
add or delete colu and to ¢ e_headings and footnotes. Also

:some agents have.sufficient programming skills to accomplish this on their own.

S Yo om ’s position o is?

I | é) We g[omofe it (e.g., we make such software available).

-However, we strongly discourage any alterations and/or deletions of info.
-We don’t 1ike it but competition has forced us to make it available.

( 4) Me condone jt.

--Somg flexibility is necessary to meet the needs of sophisticated markets.

(10)

Me _are neutral.
'(19) Officially we’re opposed but there’s 1jttle enforcement.

An asterisk (*) appears in place of a company or product name.
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-Difficult to enforce in brokerage environment.  Can control branch offices
easier, but it still happens.

-We do everything we can to ensuyre that this doesn’t happen but you can never
have 100% control of software running on a PC .

{ 6) Wg oppose_these practices and vigorously enforce thjs.

-But it is difficult to catch individuals that doctor i1lustrations. We fire any
that are caug ht

-0fficially we’re opposed...however, we do encourage agents to have Head Office
review proposals. ’

-0ur software is designed to prevent these practices.

( 8)‘ Other,

-It is available but we don’t promote it--those that find it are capable and we
work with them.

-We allow.agents to add additional information by adding columns to the standard
i1lustration.

-Allow specified adjustments.

-Currently we make available a software package which transiates our company-
produced i1lustration into a different format. The format is chosen by the agent
from a menu of formats and so the individual agent cannot modify or otherwise
rearrange the output to suit his/her needs. The software company, however, has
the ability to add or modify formats, and we have basically trusted them not to
abuse or m1srepresent our products. Only one area of disagreement has arisen to
date: the software’s treatment of a MEC is different from ours, and our solution
is to not pass the data over from our company’s system if the policy turns out
to @% a MEC. Hopefully, solutions for all disagreements can be accomplished as
easily.

-We promote use of * but our illustration is required.

-Different marketing channels follow different approaches. The largest one
opposes. Other channels encourage or attempt to limit to company approved
programs. In any case it is very difficult to control agents who are computer
Titerate and can design their own spreadsheets.

- -We. have asked our field to show us their special charts for review. While we
do not receive many, we do review all that come in and we have requested changes
where appropriate.

-Agents- have the ability to customize columns but not numerical values. We
condone ‘customization of this type and oppose agent programm1ng that allows
altering.values in any manner.

Please indicg;e the illustration flexibility, if any, that your company provides
to your agents, or explicitly allows them to use.

-Graphics interfaces.

-We provide ability to download data and reformat it using commercial graphics
packages. This facility is used by relatively few. agents. Minimum disciosure
requirements for such presentations are being developed. : : :
-An agent may edit a print file created from the illustration. However we feel
that this is a better option than allowing an agent the flexibility of typing his
own error-prone illustration. .

~-Customize column selection from a predetermined 1ist, output to an ASCII file, -
Timited interest rate flexibility, input Universal Life inforce information.
-Cannot alter form or format of proposal. . May only change the current credited
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rate and this should be done only when company declares a change in rate.

-He allow the agent to use a lower interest rate than the current rate.

-We use a company called *. We require all agents to show the company produced
illustration; it is automatical’ly printed, but the agent can always throw it away
(i.e., enforce may be impossible).

-ITlustrations can not be modified. Agents can incorporate them in their sales
package but they must include "all" pages generated by our proposal system.
“<He offer the * system.. : )
-We allow agents to use a software package that re-formats columns and re-words

* theadings-and: footnotes in whatever manner the agent desires, so as to produce a
snazzier-looking illustration. However, company policy is that this second
illustration is to be provided to the client in addition to (not instead of ) the
regular company-approved illustration.

-Choice of interest rate for some products, no choice on others.

‘-Headings and footnotes cannot be changed. A vanety of pre-set and user-defined
illustrations may be selected from a menu. - - .
-AbiTity to illustrate with their own interest rate assumptions as wel'l as the
~currert rate.-:Some flexibility as to what ocutput is produced--optional graphs,
additional notes, etc.

-0ur illustrations can be converted to *. Agts then can produce whichever

. numbers they choose. Footnotes.are not converted, however.

-0ur software allows agents to rearrange:or delete.columns, or add columns from
a group of columns-that are available through the software. VUL is an exception,
however,. as-no alterations may take place. :

- --0urisoftware allows: column add/deletion only - no footnote or header editing.
-=-Company provided software with.fixed formats; other formats require our ledger
to be attached.

-We "allow-customization of ﬂlustration output, however we strictly ‘maintain

: footnotes that require a standard illustration-that provides all guaranteed
values,

-A limited range is t % of 1% on interest rate assumptions.
~We support an interface to- Advanced Underwriting Software but do not provide

- such software.

-An agent ‘can.always retype any' illustration; even without a PC. We take strong
action if we find erroneous numbers or an outrageous illustration:that is not

::company produced. : All software: has. flexibility and the market demands this

- flexibility, hut we always require a'ledger and footnote to precede any summary.
However, no one is with-the agent to ensure that he gives.it to the customer.
A1l pzges-.are numbered as "x" of "y" pages,-i.e.  page 1 of 4, etc. Company
“i1lustration system has over 200 available columns of information that can be
displayed, but standard formats exist. The results of the PC version can be

" captured by agent owned software that we have little control over. Outside
-independent vendors, who we:cannot control, have our rate files. a
-None for company-provided computer system. If outside PC software is used, we
have no control.

-Minimal flexibility is provided.

~Lower-dividend interest rate, first death scenarios for survworshw, optional
‘columns to-show, for example, face amount of PUA’s, cost of 5th div rider.

-*, cash needs analysis; advanced needs analysis;isplit dollar.

-We:-require agents get pre-approval-on any special format illustrations.

-+ ~-Planners have only the ability have only the ability to select the pages that

are included in the sales presentation.’ They must always incTude the ledger
(numerical) illustration. :

. =We have Tittle or no flexibility.

- -Ability to add, delete and customize co’lumns* however we require a "compliance”
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page which shows GTD values. Portfolio rates may be illustrated with lower
assumptions--not higher.

-Difficult to summarize briefly. Column selection is available to some agents
- and brokerage offices. Changing headings and footnote is generally not condoned.
-For our universal 1ife product, we allow agents to select an interest rate for
illustration from 4-14% inclusive. Current rates are, however, disclosed.
-We:-allow download into prearranged packages.

;1 -We support *.

-None - except for illustrative rate flexibility.

-Ability to:vary' interest rates, and specify premiums (within policy 1im1ts)
-Some column selection and report writing capabilities; * download conversion.
-A11 life products (including UL) are participating and only current dividend
scale can be shown. Agents have flexibility to show various interest rates for
annuity:illustrated.

-Agent can  enter interest rate but not change format.

-Flexibility about what pages.to produce; what columns to output.

-Any illustrated rate between 4%% and 14% can be shown but whatever is
illustrated is disclosed. Mortality and expenses are only shown at current
levels with no option to vary. Of course the premium and face amounts in a UL
illustration may also vary.

-Column customization, funding flexibility, optional report selections.

-The agent can illustrate changing premium patterns, death benefits and interest
rates, but footnotes, column headings, guarantees cannot.be altered.

-Agent can download for graphics. Once downloaded, however, the possibility of
rearrangement exists.

Do 1oﬁr illustrations routinely contain text about: '

(5) Your companx s _ratings from the various rating agencies.
(5) ompany ze.
( 4) Company financia] strength.

-Yes. Yes. Yes. Marketing page that is available.

-Yes. Yes. Yes, but do not explicitly state our surplus.

-This ‘information can be produced as an OPTION on the software.
-Yes. Yes. Yes. But agent has to request.

-No. No. No. -Separate sales publications are used for above.
-(1) Optional on some products.

-This is an area we are exploring.

[l =]

What do _you consider to be the best feature of your illustrations?

-Electronic data“transfer to */graphics.

-ITlustrated values are generally based upon reasonable assumptions. Volatility.
disclosed by way of mandatory conservative rate illustration.

-The fact that it is maintained "in-house" and has a large degree of flexibility.
-Flexibility to customize to consumer’s own situation.

-Strong vendor who produces the software, comprehensive system that is state-of-
the-art and accurate.

-The menu of options on our flexible UL allows agents to be very flexible in
illustrating deposit and withdrawal scenarios. Proposals may almost appear
custom tailored.

-Checks for DEFRA, TAMRA, etc.; can vary premium, death benefit, etc.

-We have no gimmicks (COI give backs, retroactive interest rate bonuses, etc.).
-Our alternative illustration demonstrates the impact of IIT, AIDS, etc. No
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other Canadian company illustrates lower dividend rates even when the IIT was
introduced and everyone knew it would decrease dividends by 50-75 bps on the
investment return.

-Consistency. .
-User-friendliness of input screens; speed of ca1cu1ations, especially on solve-
for-the-premium requests.

-Our sales illustrations are developed to comply ‘with state laws and regulations.
While the expiration date of the policy is not required by law, it is an
important feature because it lets the.customer: know how long the policy will
remain in-force, based on guaranteed factors and planned premiums.’

-Meaningful disclosure of contract guarantees and current values.:

-I1lustrate specific products well. . Flexible -enough to assist an agent in
selling with different marketing strategies (U-Life).

-We feel that our illustrations present a fair, conservative picture. We do not
overstate values, and these values are based on our current experience.

-The column add/delete feature allows the agent to adjust the complexity of the

" illustration to suit his client.

-Honest, straightforward, no gimmicks.

-Readability and easy to understand.

-Our illustration systems are very flexible.

-The completeness. .

-User friendly input.

-They are clear, concise, and complete.

-Flexibility.

-A decoupled dividend interest scale can be run showing dividend interest lower

than currently payable. The allowable range is between current and guaranteed.

Also complete and extensive footnotes exist. Note: This is‘very unusual. Most

companies cannot do this.

-Accurate/complete including benefits. v

-Integrity through promotion of conservatism in assumptions and well-documented

disclosure of assumptions and guarantees.

-Pertinent and accurate information and dividends are based on current

experience.

-Simple to understand.

-F]exibility in showing premium payment options (borrow or surrender PUA’s only
in certain years, use pd-up add riders to achieve quick pay in targeted years),

and in showing cash-distributions from policies.

-Integration of products on one software piece. -

-Can illustrate flexibility of the products (e.g. future changes); footnotes

regarding compliance with tax laws.

851mp1ic1ty of basic input; marketing support including graphics and concepts.
ispla

-The fact that it can be easily read and understood by our prospects as well as

our field force.

-Simplicity of use.

-User friendly system with no "trick™ illustrations or assumptions.

-Flexibility; accuracy compared with admin system (ties in very well).

-The large number of available page formats, and the flexibility to tailor new

formats to a specific need. -

-Alternate interest rate scenarios. On vanishing premium illustrations, a "low

-side” illustration is now produced automatically by our major:systems.

-They are short and easy to read.

-Flexibility, user friendliness.

-Flexibility of sales presentations.

-Ease of use, flexibility, supplement pages with text explaining product and

6
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marketing concept.

-TAMRA and TEFRA premium checks.

-Interest-sensitive products show intermediate values from use and an
illustrative interest rate. In addition to current and guaranteed.

-Ease of use for agent. .

-The disclosure regarding the non guaranteed e]ements. .

-Variability of -interest/premiums to match prospects' outlook and needs.
~Simplicity, user.friendliness, speed.

-Ease of use to agent, easy to read.

-Their flexibility.

-User friendly.

--Flexibility. relative to formats and supporting: reports. N

-Completeness and correctness. We check for TEFRA & TAMRA.

-Uniformity of presentation on all products - straightforward

presentation.

-Straightforward, easy to use software, which does not project improvement in any
factors except possibly interest with disclosure. There are also a lot of
options to allow the agent to solve for. solutions to- the: client needs.

ow, i t ail;. would you change illustrations to: improve them fro
consumer’s standpoint?

-Show the consumer how his needs are being solved, ask for signature.

-Reduce the amount of data presented which tends to suggest more accuracy and
higher probability of realization than is warranted. More emphasis should be
placed on the volatility of future results.

-Try to make them more efficient from a time perspective (i.e. make them faster).
Greater disclosure with respect to variable products.

-Better disclosure -about proper use--should not be used as a prospective cost
measure.

-Standardize footnotes for all companies SO _consumer can make a fair comparison.
-Use graphics.

-No illustration. of "gimmicks" unless guaranteed and reserved for. Greater
clarity and explanation of:-the fluctuation of interest :(particularly the down
side). Include: a couple of -interest rate indices such a 5 yr treasuries and
Moody’s AAA bonds with explanation of the compan1es 1nterest rate margins and the
risks of crediting too high a rate.

-1. Simplify them.. The total volume of numbers 1nt1m1dates many clients. 2. De-
emphasize the importance of illustrations to the sale. In many cases the agent
uses the 40th year CSV as the key selling point.as if it were a given.

-Use the illustrations to explain the product rather than just show numbers.
-Only show first 10 years of values, and quinquennial thereafter. More
disclosure.. In short, fewer numbers and more words, as it should be for a
"concept” sale.

-Companies should not be allowed to show illustrated values which are greater
than those currently being credited. As the rates change, the customer should
be notified accordingly.

-Require disclosure if illustration does not reflect current assumptions.
-Require disclasure of improved 1apse mortality and/or expense assumptions shown
in the illustration, and require an alternative illustration showing results if
the improvements are not rea]ized.

-More explanation aimed at the "average man," not just legalese. Perhaps also
cut down on the level of technical detail that is presented 1n our - standard
illustrations. .

-As it happens, we are undertaking some research to establish the answer to that
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very question.

-Should explain unusual features. Remove the requirement to show guarantees ecn
the same page. (Sti11 must show them.) Space could be used to make numbers
easier to follow.

-Consumers need education about products to understand them before illustration
changes will he]p-—anyway, an interest cap will help

-From the consumer’s standpoint, all of our 111ustrations are very well caveated.
-In the same way a valuation actuary needs to sign off on reserves, requ1re an
actuary to sign off on illustration procedures. .

-Similar terminology; more graphic illustrations.

-Make them more clear, concise and complete. :

-Better caveats and explanations, more control over “current experience"
requirements, better agent education.

-ﬁequ;re a standard ledger be run with ail of the other possib]e var1ations
-No change.

-He attempt to stay current with enhancements and modifications which improve the
usefulness of our illustrations; no improvements are outstanding at this time.
-Ideally, 1imit illustrations to 10 or 20 years.

-Disciose all important information in an easy and understandable format.
-Illustrate true performance of product; use-of graphics; require financial
ratings of at least 2 rating agencies; indicate investment quality.

-More accurate depiction of expenses and mortality, especially in later years.
Showing the impact on policy values, when expense and mortality assumptions are
kept at current.

-The 1illustrations are easy to read and understand in the format they are
currently in. I wouldn’t change them at all.

-Require a standardized format for traditional, UL, interest sensitive products.
Use would be in addition to customized format.

-Accuracy of midyear projections; too much verb1age.

-Require more disclosure of the assumptions behind each i1Tus. Give the consumer
the necessary info to properly evaluate the risks involved. (e.g. #1, pessible
consequences of future tax law changes; e.g. #2, current mortality charges assume
future improvements in underlying mortality; e.g. #3, current interest rate would
be X% if company could earn Y% after investment: expenses.)

-This subject is under constant discussion within our marketing and Actuarial
organizations. We would Tike to simplify illustration outputs so that people are
not confused by masses of numbers and muitiple pages of footnotes. At the same
time, we would like the customer to being thinking about a range of possible
outcomes. Our new vanishing premium ("abbreviated payment plan") may help us
meet this goal. Another idea which is under discussion and has not been
implemented is to round non-guaranteed cash values and death benefits to the
Tower multiple of say, $100 or $1000. Numbers with six or eight significant
digits have an aura of precision which can’t be overcome by footnotes or other
disclaimers.

-More restrictions regarding disclosure.

-Clear explanation of product features.

-Decrease amt of footnotes on each page by putting clearer notes on a required
extra page.

-Provide a page of comparison values: i.e., assuming current interest and current
mortality project the premium and values, the same assuming guaranteed mortality.
and guaranteed interest, current interest and guaranteed mortality, etc.

-1. Bar retroactive mortality or interest credits. 2. Mandate illustrative rate
showing results- at lower than current interest.

-1. Require a historical angle to the output. 2. Regulate what is being used in
the assumptions or disclose what’s used currently (fully disclose).
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-Highlight or emphasize (large print) that illustration-is nothing more than a
sample of how the contract MAY work.

-Inc;?de brief definitions of terminology used on illustrations. . Include
graphics.

-3seIgraph1cs rather than tables of numbers to show results.

-Wouldn’

-Yes I would include company ratings and financial strength.

-Limit number of yrs that could be illustrated. - -.

-Augomatically include variations of CSV & DB deve]opment less numbers, more
verbiage.

-We would prefer to provide easy-to- understand supplemental brochures describing
important issues sjnce footnotes on illustrations are not-effective.

('7) Does your company have a ustration that you regard as a positive
innovation in_terms of format, content., or. concept, from a consumer
standpoint? ’

-We produce a policy illustraticn and;include it in the policy. Differences
between. this independently produced projection and the one originally provided
by the agent can and has identified misunderstandings right at the outset when
they can most easily be corrected.

-Edit screen on U.L.

-We’re the only Canadian company to illustrate an alternative (lower only)
dividend scale but this is common in the U.S. (I believe) so it’s not really a
great innovation.

-Signature page; various columns for IRR calculations; 3 scenario pages.
-Screen graph1cs are available--easier to visualize.

-We examine our illustrations regularly to see what improvements we can make.
While they may not be "innovative" we believe that they do an excellent job of
fairly presenting the product.

-No. But we do allow interest:rate- mode11ng and.we have an extensive re-
illustration (in-force ledger) system.

-Question is not clear--we have a typical big company type of system, except for
our decoupled illustration, and an inforce system.

-The: ability to illustrate dividends less than the current scale.

-This is a vanishing premium illustration that automatically produces a low
dividend interest rate scenario. . Also, the zero premium has been replaced by a
special character that references a footnote.

-It isn’t so much an .illustration, rather that we have adjusted our products to
include investment income tax (as stated in the footnotes).

Dividend-Paying Products

(35) Does your company sell th]s type of product? (If no, skip to ll ).

Which, if any. of the following dividend factors as illustrated te
change from current experience, either by projecting trends or on some other
basis? Please explain the general nature of such.changes. :: 5.

(1) Mortality.
( 3) Interest.
( 2) Expense.
-Mortality. Projected impro?emgnts.
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-Company does not illustrate dividends higher than our current scale.

-We are aggressively attacking the expense issue.

-Performance of our par fund is more than enough to support dividends this year
and our projections suggest we’ll be fine in 1992. However, a continued
deterioration in the economy could accelerate that occurrence. A few years ago
when the AIDS issue was heating up and the IIT was about to be implemented, we
specifically showed a reduction to reflect the potential impact. Currently, we
simply show a %% reduction in interest rate to illustrate the effect of a drop
in yields. Our field force hates our doing this at all.

-gse current dividend assumptions. For projections - don’t try to anticipate
change.

—The standard illustrated scale is the actual payable scale with no projection.
The agent has the option to run any lower dividend interest assumption his client
wants to see.

-I1lustrations reflect current experience

-{this was a response to II. B. and C.) Unless otherwise requested, the dividend
factors which produce the illustrated dividends will be based on the following:
a) The Mortality and Expense factors will reflect the current dividend scale
assumptions. b) The Interest factor will reflect the current dividend scaie
assumptions uniess it has been determined that the scale which applies to the
policy will in fact contain a lower interest rate assumption. If this is the
case, this lower rate will be used. If the reverse is true, however, and it is
anticipated that the actual interest rate will be higher than the current value,
we do NOT reflect this higher rate but instead remain at the current level.Lower
only. We do not allow dividends to be illustrated in excess of the current
scale. Agents have the flexibility to run illustrations where the interest
component can range from zero to a maximum which assumes the default rate as
defined in b) above. The mortality and expense components currently cannot be
adjusted. However, an upcoming enhancement will-provide the flexibility to
completely zero out the dividends. Our illustrations contain a supplementary
page which illustrates all non-guaranteed elements otherwise buried within the
illustration.

-Current scale is projected to contlnue--no changes in experience are
anticipated.

-In aggregate the current experience reflects actua] by blocks they - don’t. DAC
has not been reflected.

-Currently illustrated refunds are calculated using expense factors which have
become out of date. This will be corrected on next change.

-We illustrate current scale only; in 1988, when tax laws were changing we"
temporarily illustrated a Tower than current scale. -

(3) Are:sggh changes disclosed to the consumer?

-Dividends are not guaranteed on the illustration. Values illustrated may vary
depending upon actual experience.

-Yes, :hough the change is not imminent so it is shown as an a]ternative
scenario.

~Advise consumer that these factors affect dlvidends and changes may occur.
-Not specifically, but reproposals are available as requested.

(17) Do_vour agents have the flexibility to run illustrations at dividend
interest rates or mortality rates higher or lower than the current scale?

If yes, please indicate the degree of flexibility they have.

10
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-Select interest rate to be assumed within a range rate assumed disclosed on

illustration along with actual recent experience.

-Interest only. Higher or lower. Illustration will say "hypothetical.”

-Lower, but not higher.

-Only lower.

- -1%, -2% and -3%.

-ITlustrations can be vun up to 200 basis points below the current gross

crediting rate. Our conservative illustration practices do not allow us to show

an increase in dividends. . .

-MWe- allow up to a 200 basis point reduction. We do not allow illustrations of

a dividend increase. ~

-Current scale, reduce interest factor 1% or 2%.

-Interest rate less than current scale only.

-Lower dividend interest rates only may be run.

-At lower rate only. May decrease div interest rate by up to 200 basis pts.

-Yes--Tower only; 200 basis points 1ewer than current.

-Agents can illustrate dividend interest rates Tower.than the current rate. (As
- Tow as 3 percentage points below current.) -Mortality rates cannot be varied.

-Up to 2% lower than current scale, average of 8, 12, 20 or 40 prior quarter

interest rates.

-Can show results of lower interest factor (higher not sanct1oned by Company).

-{ower interest only. 2% interest drop, no change in mortality.

-Limited to illustrating increased or decreased dividend interest rate

assumption. Maximum differential is 2%.

(10) Has_your company received an increasing number of no]icxownez complaints

about dividends paid versus dividends illustrated?

[{ l) Have these complaints dicated common__misunderstandings o

]l1ustgat1ons furnished at the time of sal e? Please explain.

-No. Consumers thought of dividends as guaranteed.
-No. These plans are relatively new. -Track record thus far has been pretty
good--dividends have generally exceeded expectations.
-Same. . Only in terms of the "vanish” if dividends are decreased and have more
premiums will need to be paid prior to "vanish.”
-The problem has not been dividends paid vs. divs. illustrated, but how the
changes in the dividend scale affect the vanish point of the contract. That is,
the way they see it, if you had a 1% reduction in your div. scale, total cash to
vanish should only increase by 1%!
-Policyowner complaints have increased as dividend scales have decreased. They
do not always comprehend the "nonguaranteed” nature of dividends.
-T¥$ non-guaranteed nature of dividends was not well understood nor presented
well,
-Normal level. Most complaints are minor. The majority of the questions concern
vanishing outlay or values less than originally projected. However, once the-
policyowner understands that he/she is stil1 being credited a competitive return
versus available options, then the policyowner in general is satisfied.

: ;Yes but relatively few so far. Impression, belief, or hope that dividends only
ncrease.
-Many complaints deal with misunderstandings that quick pay years were
guaranteed, or at least highly unlikely to change.
-Most misunderstandings relate to vanishing premium illusirations and dividend
scale changes. Policyholders mistake a vanishing premium illustration for a
promise of a paid-up policy.
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-Policyholders believed dividends would cover premiums by a certain date, and due
to a decrease in the dividend scale this is not so.

-People seem to think insurance dividends should be unaffected by expense changes
and interest swings. They remember thé 15-16% interest rates of 10 yrs ago.
-We had some complaints immediately following scale drops in 87 and 88, but fewer
than expected.

. -The consumer did not understand the relationship of investment yield to product

111

performance. -

-"Vanish” illustrations are frequently misunderstood regardless of the agent’s
explanation at the time of sale.

-Most complaints pertain vanish year increasing due to reduction in div scale.

Universal Life and Interest Sensitive Life Products

(52) Does your company sell these tﬁpes of product? (If no, skip to IV).

if any, of t ollowing_experience factors illustrated_anticipate a
rom current 1s, eithe rojecting trends or on some other basis?

¢l
Please explajn_the general nature of such changes.

( 5) Mortality.
( 8). Interest.
( 2) Expense.

-Mortality--can- illustrate based upon current or guaranteed maximum scale..
Interest--select rate from a allowable range. Mandatory lower rate projection
also produced. Expense--admin. fees subject to fixed inflation factor.

-An input assumption.

-A11 currént values are based on company exper1ence.

-Mortality on juvenile issues. ITlustrations for juveniles assume conversion to
nonsmoker product at minimum aliowable attained age.

-Mortality-no, have priced for AIDS. Interest-no, based on current interest
rate. Expense-no, have priced for IIT, AST, etc.

-Bonus interest.

-Negative anticipated changes are not considered when the illustrations are
developed. We see this as part of the integrity problem because, while there is
no legal obligation to forewarn customers of anticipated negative changes, the
company and/or agent may be aware of such changes. . For example, a decrease in
interest rates may be imminent, but until it’s effective, the agents continue to
iilustrate the higher rate.as if that rate will remain. in effect for 20 years.
Although ;agents should not be required to provide predlctions, they should. be
honest with the customer if-it appears that a change is about to occur.

-A11 factors reflect current assumptions.

-Eroaections may be done using an interest table based on ant1c1pated future
changes

-We don’t anticipate changes.

-We are opposed to future enhancements in these factors.

-Current level projécted to continue--can lower interest assumptions over time.
-Alternate interest rate projections are available.

-I1lustration values. are based on (1) current assumed interest and mortality and
(2) guaranteed rates.

---Mortality - OK in aggregate; in process of repricing. Interest - too high on

new prem; managed down over time. Expense - doesn’t reflect DAC, otherwise OK.
-Expense factors are out of date and .need to be updated.
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-ue expect morta'lity to continue to improve as it has in almost every period in
the past.

-Rates are adjusted for the guaranteed added interest credits at the end of years
10, 15, 17, 18, 19 and 20.

-Use of a higher credited rate (i.e., lower spread) after 5 years.

{ 9) Are sgch ghgngeg disclosed to the consumer?

-Mortality and interest. .

-Footnotes/guar. values illustrated.

-Before the full level of the IIT was known, we adv1sed new clients of the
potential range of the impact.

-Not' on- i1lustration - in Exh. interrogatories.

c aj of the owi erience fact can_the agent vary frol
current Jevels in your strations?

4 Interest.

S S nce.

=]

9)
6)
2)
-) Policy:loads.

~Interest. Cost of Insurance--guaranteed and current, only.

‘-I?terest. Cost of Insurance--choice is current rate or guaranteed maximum scale
only.

-None. Our branch offices only can go 3% above current mterest rate and this
is footnoted.

-Interest in a separate section of proposal 1abelled "projected values.”
-Interest-but must show current rates and a minimum rate iltustration. The
current rate is the upper 1imit he can use in the projection.

-Interest. Agents are permitted to vary interest rates up or down (up to a
maximum of 14%). Due to good training and (to some extent) a fear of litigation,
more of our agents vary the interest rate downward than upward.

-Interest, from 4% to 10%. Cost of Insurance, illustration can be run with
guaranteed mortality charges.

-Interest, but never more than current rate.

<Interest - additional page only.

-Interest--This is done so we don’t have to provide new software when interest
rates change.

-Interest--Our illustrations show Universal Life values on a current basis
allowing for an.alternate interest rate either higher (subject to a maximum) or
lower if desired. In addition, values are illustrated on a guaranteed basis
which are based on the guaranteed minimum.interest rate and the guaranteed
maximum cost of insurance charges.

-Interest--this is an agency input jtem. .

-Interest--but only a. lower rate then current, only available on some
.illustrations systems.

-Interest--However, the current illustration is automatically printed in addition
to the assumed-rate illustration. :
-Cost of insurance - gtd only.

-Cost of insurance - show current and/or guaranteed.

-Interest - range of values. Cost of Insurance - choice: guaranteed or non-
guaranteed cost. Minimum Premium - compensation is not based on the premium .
chosen but on the cost of insurance and policy fees.

(
(
(
(
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(10} s conti redits o rsiste bonuses?

If ves, hgw arg they disc[oseg?

-Some policies guarantee a higher credited rate from year 11+ on. Footnote
explains.

-Bonus interest credited once policy reaches a certain duration. This feature
is fully disclosed and is contractually. guaranteed.

-Footnote. ITlustration of credit is optional--agent may decide pot to show it.
~Contractually guaranteed bonus interest is disclosed in a footnote.

‘-No. We believe most of these "gimmicks" will be taken.away.from the consumer -

unless persistency is -lousy. - Most “gimmicks“ are designed to encourage
persistency.

-The bonuses are guaranteed, so .they are reflected in both the current and
guaranteed values shown on the 111ustrat10n. In some cases there is further

. explanation in footnotes .also.

-Within the footnotes.

-As a company practice in a footnote.

-They are disclosed in footnotes on the illustration.
-A paragraph describing the requirements to receive the benefit, the amount, -and
any other restrictions is included.

—A footnote provides the method of calculation and notes that the bonuses are
“non-guaranteed.”

-They are illustrated only if they apply in situation iTlustrated. Caveats
explain requirements to get credits:

-On the summary page of the illustration.

-By footnote at boitom of illustration.

-Payroll deduction UL discloses higher interest beginning years 11 and 21 if
premiums are paid pro-rata thru 10 years.

-They are disclosed in a footnote in the summary page.

-In the page of notes following the illustration.

-In footnotes.

-Reduced COI after specified cumulative amount of insurance purchased; asterisk
on ledger once lower COI‘s are being charged.

-Bonus interest - described in -footnote at bottom of sales proposal, cost

disclosure.

-No. We will, however, soon introduce a UL product that includes an interest
rate bonus of 1.25% after 10 yrs provided cumulative target premiums have been
paid. This will be fully. disclosed in the explanatory notes section of
iTlustration.

-Interest rate bonus is listed in.ledger and in the footnotes.

Term and Term-like (e.g., Graded Premium Whole Life) Products
(41) Do you sell this type of product? (If no, skip to !).

(13) agents illustrate copvers jcipati
ije o: interest-sensitive 1ife plans n g [m r L nroposgl?

(12) does the conversion illustration_show _bot t_and guaranteed
1g]ges? :

( 8) Do yoy sell non-convertible teym?
(10) O t t very short conversion period?
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(9) does the illustratiop prominently disclose that the product ij
non-convertible or very limited in its conversion rights?

-No -i1lustration.

-Very short - Ist 3 years only on a 20 year decreasing term plan.

-We do not provide illustrations for our NCT product.

-No, but the i)lustration.is.entitled ".....Non-convertible Term."”

-Covered in brochure>and contract. - The term illustration shows rates on a
guaranteed and current basis with and without re-entry.

Second-to-die Prdducts

-These are the wrong questions to ask on this product. You need to consider both
the base policy and the term riders.

(41) Dovybg se}} this tvpe of product? (If_no, skip to Vi).

-No. Me offer a beneficiary insurance rider. -It gives the ‘insured’s a
guaranteed right to purchase an additional amount of insurance at the first
death.

( 6) Does your product provide for a cash value increase on the first death?

(1) If_yes, are the values hown_on_your_illustration s_based. on_the

assumption that both lives remain aljve? N

-Yes. Yes. Agts can illustrate a death and illustration does prominently
disclose the death scenario.

-Yes. No. Agent can choose both alive or first death in any duration.

-Yes. No--can be run to choose year of death of either life.

( ) If yes, ¢is this assum tion prominently disclosed on the illustration?

(14) Does the iljustration contain an explicit statement that there is no deatl

benefit payable on the first death?

-Company has death benefit payab]e on 1st death Rider approach. Two separate
policies are issued. , -

~No, but the illustration is entitled .....Second to- Die.”

-No--but it shows that cash value increases.

-N/A. We offer a guaranteed insurability option that, upon the first death,
allows for the use of the death benefit as premium for a Universal Life policy
payable upon the death of the second life.

Two- t1er products

( 6) Do _you sell this tyge of product?- (If no. skip to VII).

( 5) Does_the .illustration clea indicate t amount ble if

policyholder surrenders vather than annuitjzing?

-Additional verbiage also émphasizes thi§ fact.
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( ) Ace the illustrated monthly incomes {upon annujtization) shown_using botl

current and guaranteed_annujtization factors?

Other
(206) e there other specialt: oducts o or _whic| feel
illustration practices should be rggearchegj If S0, gleg;e jndicate which
) products:

-First-to-Die, Variable Universal.
-Registered Life. Variable Life.
-Variable Life products.

_ -Disability Income,

-Living benefits. :

-Term-to-100 (basically low premium whole 1ife with no non-forfeiture values and
is sold in Canada only). Often assume very high lapses in pricing and
illustrations. -

-Annuities; lapse-supported illustrations.

-Yes, UL and VUL products.

-Annuities.

-Accelerated benefits.

-Renewable health product with Tow initial rates may be worth considering.
-Two-tier Universal Life, 10 year indeterminate level premium which becomes 1
year térm thereafter, and deferred annuities where interest rate for the initial
period.and renewal period are different.

-Rezlism of second to die product pricing/illustration; usé of projections of
improving experience in combination WiL/term iTlustrations.

-Products that are stated to be whole life but are-actual]y blends of base and
term.

-No, except * shows their projections against others’ guarantees.

-Annuities.

-Universal 1ife products with equity side funds, in relation to credited interest
rates and tax status.

-Universal 1ife maturing as an annuity.

-Interest-sensitive whole Tife.

-Group UL especially for executive purchases.

(35) e there specific ijlustration practices that you belijeve should be
researched? If so. please indicate which practices:

&0n zragitﬁonal WL illustrations, "guaranteed” values should never include any
ividends.

-1. Use of nominal interest rates. 2. Disclosure of only the gross fund value
before surrender charge for UL products. 3. Ability to illustrate temporary
coverage (say to life expectancy) without adequate disclosure.

~Producers creating their own illustrations via *, etc. Telling consumer wrong
information about guarantees.

-Are graphs easier to understand than columns of numbers for the consumer.
-Projecting continual improvement in mortality for UL policies.

-I believe agents put too much.emphasis on illustrations during the sale process
and some companies go too far in selecting optimistic assumptions to make long
term values look good.
-Lapse-supportedilIustrations,1ncreas1nginterestrates,mortalityimprovement
As somewhat already addressed in this survey, the issue of an agent’s ability to
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manipulate figures in the illustration is of importance because of the potential”
to mislead customers by illustrating unrealistic interest rates. Further
research is needed to ascertain how often such practices occur. Also of
importance, is compliance with state disclosure regulations. This issue should
be reséarch and the insurance departments made aware: of any wide-spread
noncompliance so that appropriate action can be taken at a state level to enforce
the laws and regulations that govern disclosure.

-Necessity. of illustrating at a low interest rate even for asset products like
the RRIF.

-Failure to. disclese guaranteed chgs/costs (mortality expenses, etc.) and
illustrating improved lapse, mortality experience, etc.

"-Any illustrations that show the extent to which funds may be attached to and
accumulate tax-free within an insurance policy. There is a propensity to
liberally interpret the Canadian Income Tax Act.

-Refunding cost of insurance and other bonuses.

-Any illustration practices which have incomplete disclosure, are ambiguous or
are confusing, should be examined. Though theses concepts are difficult to
formalize, some guidance should be codified.

-Failure to illustrate to age 100, or to such duration where coverage may
decrease under current assumptions.

-Persistency or lapse supported illustrations should be made illegal.We should
urge the adoption of a IRR approach, a modified Linton type yield with cost of

- mortality. There should also be a standardization of decoupled formats. Some
companies blend lower new money rates into their portfolio that will not reach
a 200 basis point cut for 10-20 years. However, these companies claim they are
using the Tower rate.

-Concern that some companies are not reflecting current costs (e.g. expenses,
IiT) in their illustrations.

~P{act1ces which ‘do not adequately disclose non- guaranteed assumptions and
values.

-Premium offset.

-Projected improvements in mortality.

-Placing disclosure statements within the illustration, not on a separate sheet
that can be discarded.

-List assumed improvements in experience, and bonuses and how they impact the
illustration. '

-Practice of illustrating improving expenses or mortality assumptions.
-Interest rate kickers, terminal dividends and persistency bonuses, interest rate
improvements, -assumed mortality improvements, unlabeled columns, i.e., BOY/EOY
death’ ben. Unidentified rider blends.

-ITlustrations should not anticipate mortality improvement. In the past
guaranteed minimum value used guaranteed interest but current mortality for some
companies.

-Mortality improvement in pricing or in illustrations. - Declared interest rates
that cannot be supported. Vanish on a current basis by surrendering PUA’s and
put these columns next to guaranteed columns (based on a full pay) with the
result that the guaranteed values look like they are based on the vanishing
premium. - Agents compare illustrations at a common declared interest rate--it is
not obvious to them or the consumer why this is not a fair comparison.
-Non-guaranteed persistency bonuses for which no reserve is held. Also,
illustrating mortality improvement. What disclosure is needed if better than
current mortality is assumed in a traditional product, or better than current
mortality changes is a U L product?

- -More explicit disclosure of non-guarantees.

-Current interest rates and validation.
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-1. Tontine credits. 2. Interest far in excess of earnings.

-Abuse in the super select illustrations. Misuse of annual vs monthly premiums.
-Lapse supported bonus arrangements - disclosure.

-Reduction in future mortality charges (guaranteed and non-guaranteed).

Dividends on universal life, lump sum and accumulated mortality charge
persistency bonuses.

-Projected improvement in mortality.

-Non-guaranteed terminal dividends and bonuses, particularly those that are
retro-active.

-IMMustration of long term values when product is not expected to pers1st that
many years.

-Enhanced mortality and bonus rates--especially -higher interest rates than
company currently earning.

Undoubtedly -all companies get an occasional gquestion or_ complaint about an
illustration from a consumer. What is the most common kind o stratiof
complaint received in your Home Office? .

-Contract performance not as illustrated and additional premiums needed.
Surrender charges not understood.

-I1lustrated policy values are at policy anniversaries. Annual statements based
on actual data after anniversary processing so differences occur that require
explanation.

-Why can’t the illustration be run faster?

-Sold on a "vanish" premium, and dividends decreased.

~-Don’t understand where the numbers are coming from, "Vamsh" year d1screpanc1es

- when dividends are changed.

-Discrepancies between proposa’ls and ‘Statement of Policy Benefits & Costs”

required by state regs. which is provided with the policy. These are easily
explained. Usually the reason is due to monthly premiums on the proposal versus
annual premiums used in the .disclosure statement. .

-We haven’t any major complaints from our consumers.

-ITlustration doesn’t match contract summary pages--usually because policy was
not illustrated (mode, riders) as issued.

-Interest rate illustrated vs. paid, or premium vanish illustrated vs. actual.
-Quick pay illustrations (e.g., at 11% interest in 1984) not being fulfilled as
originally illustrated.

-Specific statistics regarding complaints received concerning sales ﬂ'lustratwns
are not available. However, our group that handles customer complaints has
indicated that the most common kind of complaint involiving sales iliustrations
is the misunderstanding of the surrender charges and their effect on cash values.
-ITlustration differs from cost disclosure due to change in interest rates.

-No overall common complaints that I know of.

-Policyowners frequently do not understand that ﬂlustratwns are projections,
sgbject to change and they especnl‘ly are unaware of the results of a dividend
change.

-1. Vanish illustrated at issue differs from current vanish. 2. Want more
flexibility, e.g. show what happens if divs. fall 25 bps. in each of the next 5
years, then begin to rise again.

-Vanishing premiums, but using side-funds rather than dividends. Interest rate
changes cause the payment stream into the fund to be altered or some "spillover”
into a taxable fund. .

-Too much compliance information.

;On’l {fthat did not understand not all premum earning interest--not ﬂlustration
tse
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-Dividend scale reduction.

-Premium cease date is later than initially illustrated so client needs to

continue paying premiums.

-I1Tlustration too difficult to understand and compare with other company’s

products/illustrations.

-We do not get complaints about proposals. We believe that this is a d1rect

result of our philosophy of clear, complete, concise wording. My experience is

that agents are usually the people that complain about illustrations.

-Actual performance falls short of illustration--e.g. premium vanish period is

Tonger than illustrated.

-Misunderstanding of what the policyowner purchased. Our agents have a good

relationship with their clients. We have few real complaints.

-Customer not fully understanding that it is an "illustration.”

-Interest rates on U.L. policies less than that illustrated.

-Premium offset.

-Consumers don't understand quick pays; don’t understand effect of loans on

policy values.

iCo:sgmir assumes the illustration is a "guarantee" of what their policy will
00

-Removal of detailed illustration from back of annual report for universal life
contract.

-Effect of increase or decrease in assumed interest rates especially in relation
to vanish.

-We typically do not hear consumers’ complaints first hand. Planners’ complaints
about our competitor’s illustrations usually involve the fact that they are often

difficult to read and understand. Many times, pages are missing from the
presentation.

-Extended vanish period due to dividend/interest rate decreases.

-Regarding unfamiliarity with UL, which is 1abeled "Flexible Premium." Term info

also shows "end of year" to be consistent with cash value products.

-Actual policy configuration or performance did not match the illustration given

him by his agent.

-That the originally illustrated prem1um vanish point has not been realized.
-Our most common illustration question is, "What happens after age 752"
-ITlustration does not always match materials received at issue.

-Having to pay more premiums before vanishing the premium with dividends.
-Rarely receive a complaint. Most often they involve the premium illustrated

which does not hold when interest falls.

-1. Failed expectations on vanishing premium when interest rates decline after
issue. 2. Minimum deposit post ’86 Tax Act.

-Vanishing premium.

-Lower values (dividends) than illustrated.

-Policyowner believes illustration was a guarantee.

-Don’t understand why "current" projection goes to maturity but "guaranteed”
stops after a few years. Guaranteed is too conservative or too costly.

-The #’s in the policy don’t match the illustration. This is because the policy

does not reflect any future changes to -premiums or face amounts except as

required by tax law, and the illustration can reflect changes that may be

contemplated.

-Req’d to pay more premiums than anticipated to vanish: pollcy (due to drop in
interest rates).

-Vanish delays.

-Calculation of settlement options.

-Agent does not show footnotes.
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(21) Ha; e_number of illustration co ints your company receives increased

over the past five years?

-Yes--use and volume have significantly increased during past 5 years.
-Slightly - due to pricing assumptions used and the decline of rates from II to
7-8% which affect U.L., dividends,. other interest-sensitive products.

-No - hardly ever get any from clients. Generally get them from agents who
complain that our 40th year CSV is less than some other companies’. 40th.year
value gives the same premium and death benefit.

-No. The number of such complaints have actually decreased over the past five
years. While the exact reason for the decrease in such sales illustration
complaints is unknown,: we believe .that both the agent and customer service
representatives are doing a better job of explaining the surrender charges so
that the customers are more aware: of the implications of surrender charges.
-Yes, due to falling interest rates as well as changing tax legislation.

-Most complaints are handled by the agencies. We have an 800 number, but the
volume of complaints and questions is not that large--maybe a few thousand on an
inforce of:500,000 (i.e. Tow percentage).

-Not significantly in relation to increase in volume.

-Not markedly.

-Yes, due to software systems that are now obsclete, product sold was interest
sensitive whole 1ife which was sold when interest rates were much higher.

-Yes, although the number of complaints from consumers continues to be small. .
-This is probably more from an increase in-force business and lower interest
crediting rates than from poor illustrations, or improper sales concepts..
-Only becguse we write a lot more business than 5 yrs. ago.

-Decreased.

Please use ‘this space for any comments you’d 'like to offer regarding life
insurance illustrations from the consumer’s perspective

-Regrettably we have let the ease of production push us in the direction of
providing the consumer more and more data that clouds basic understanding of the
policy being purchased. -With the numbers based upon assumptions that are
inconsistent between companies this puts the focus on noncomparable possible
values scores of years in the future. More properly illustrations would provide
clearer illustration. of the product’s main features with as few numbers  (and
pages) as is reasonably possible.

-1. Producers, Home Office personnel, sales people, all need to have a clear and
concise understanding of the products they are selling. Consumer needs to fully
understand-what he is buying. Better training and education of sales people and
insurance people is necessary. 2. ITlustrations contain lots of numbers, not all
peopie are numbers people and understand what the numbers represent. 3.
Insurance terminology - what does “Vanish™ mean, paid-up mean. - i.e. "if I paid
10 years of premiums on my Universal Life policy, then I will be paid-up,” is
what people are told when they have an illustration that solved for a 10 year
premium “paying- period to carry the policy to maturity. However, if rates
decline, more premiums could be due to sustain the contract.

-We have a concern regarding illustrations of an income stream generated by
policy cash values. In some cases that we have seen, the policy lapses within
five years or less after the income has been paid. The assumption is that the
insured will die before that (based on normal 1life expectancy). However, if
insured lives and policy lapses, this triggers a significant taxable event. This

20



177

(the tax implications) is not disclosed to the insured. In some cases, the
insured is not informed that the policy could terminate prior to death.

-No gimmicks should be illustrated unless guaranteed and reserved for. The
impact of lower interest rates needs to be more fully disclosed. The risks of
crediting too high an interest rate needs to be more fully explained. Perhaps,
a comparison of an industry acceptable (probably not possible) index, such as
Moody’s AAA bonds less an assumed interest spread (profit margin), with the

- current rate would tend to bring more realistic rates. into the marketplace.
Today, my company’s ULs are crediting 8%. .This is probably a 1ittle too high.
Yet, we are 75-100 basis points below most of our competitors. We think we can
earn about 9% in today’s market, but there are products out there crediting 9%.
What gives?

-The majority of consumers find illustrations confusing and have no concept as
to the Tong term achievability of the numbers, let alone what they actually mean.
Personally, I believe we need very strong guidelines regarding illustrations and
what can be shown, either at the professional or legislative levels. Otherwise,
consumers are likely to view them as littie more than smoke and mirrors which
will further damage the public’s general view of the insurance industry.

-Inforce projections should be provided at anniversaries, allowing the customer
to see if the policy will behave as intended, based on new non-guaranteed
elements and past premium payment patterns and cash value accumulations. In many
instances, the consumer’s attention is drawn to the current illustrated values
without mention of the guaranteed values. Although the guaranteed.values are
required by regulation to be included in the illustration, the agents often fail
to mention the fact that there are minimum guaranteed. The consumer should be
informed of the "worst case scenario” so that there are no misconceptions as to
the accumulation of cash values. In other words, the agent sheuld give equal
time during the sales presentation to explaining what the minimum guarantees are
and what effect they may have on the policy values.

-ITlustration practices vary considerably from one company to the next, e.g.
beginning or end of year cash values? Beginning or end of year death benefit?
How are internal rates of return calculated? This is particularly a problem in
later years; when large dividends are typically paid, since the point in time
illustrated can have a substantial impact on illustrated values. This is a key
concern in-highly competitive markets, such as the 2nd-to-die marketplace.

-The main problem is that aggressive companies are illustrating values not likely
 to be paid. The illustrations of most mutual. companies do not have this problem.
It is mostly a problem found in the UL illustration of a stock company. There
is no easy solution, but the problem is getting worse, not better. The Annual
Statement disclosures of dividends and other non guaranteed elements are either
not given. to the consumer or the responses are not meaningful. Few companies
state that their non guaranteed elements are not based on realistic assumptions.
Historic performance is useful but many companies do not have good track records
and new products may not be comparable. Dividend history IACs are subject to
- manipulation if noncomparable products are used or if very little of the
= "historical” product is still inforce. The only solution to the problem that I
can foresee is to provide the ‘client with an illustration using standard
assumptions, in addition to the company’s regular illustration. The standard
-assumptions used could be as follows: 1. assume no lapses and accumulate net
premiums- underlying cash values by: 2. crediting an interest rate equal to 10%
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less actual investment expenses and priced for the spread of the product; the
spread should be disclosed; 3. never charging mortality less than 100% of S/NS
75-80 S3U table; the company can disclose if current experience is better; 4.
using a realistic expense assumption; 5. charging a defined profit margin. If
these assumptions and accumulated premium less expense and mortality charges are
used, the values are much less than the ﬂ]ustratwn. (The client should also
ask more questions.) .

-1. Tlustrations are only one piece of a sales/disclosure process and should not
be used to select companies.without considering such things as actual dividend
history, financiail strength, etc. 2. ITlustration assumptions should be modified
as soon as possible after new schedules of credits or charges are authorized.
Additional Comment: In general, our company does not believe in letting
distributors do "what-if" illustrations which: a) assume future improvements in
interest, mortality, expenses. b) "sclve” for loan or other transaction patterns .
which cannot be supported administratively. However, some producers do use the
output from our illustrations as input to spreadsheet applications, massaging the
data as they see fit. Although we are uncomfortable with this practice, we
recognize. that it is basically beyond our control.

-We beiieve that 1ife jnsurance sales illustrations should be easy to understand
and to read. - In addition, they should provide complete disclosure regarding the
v assumptions that are used in the generation of the numbers.

-There should be enough information available for a consumer to figure out the
risks of buying 1ife insurance based on the illustration. .

-Consumers are in a very vulnerable position. They don’t Took at illustrations

until they are ready to buy. They are too-often-sold a vanishing premium
illustration as a "paid-up” policy without understanding that it is really a
source of PUA’s or other type of use of policy values to carry the premium in the
future. Carriers must recognize that the people who sell insurance products
usually do not feel comfortable asking for a lifetime commitment of significant
premiums, so they resort to overselling the possibility of a reprieve (via
vanish) as a certainty. A new *lesson in 1ife insurance” easy to -understand and
to explain should be part of every sales presentation. It should be worded in
such a way that agents wiil want clients to see it rather than keep it from them.

-Non-guarantees- tco cdmon]y seen; consumers end up depending on these non-
guarantees for 'Iong term.

-A due diligence type of approach should be used to illustrate products for the
consumer. Show all possible combinations of factors subject to change, from
worst-case scenario to best-case scenario and some in between.

-ITlustrations should only be a part of the sales process. They should be fair
and should provide the consumer with a sense of the range of values possible over
the future from guaranteed to current scale. Excessive footnotes and mandated
exculpatory working should be guarded against.

-The 2-tier, superman and kicker abuses are the most flagrant. We’d like to see’
historical data included much 1ike Hutqal Fund hypotheticals.

-Computer projections have reduced 1ife insurance sales to a Tedger sale, not a
needs sale, the higher ledger numbers or lower premium gets the sale. Insurance
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sales emphasize investment performance rather than protection, tax deferral,
safety and needs satisfaction or completion. Illustrations have not done our
business much good in the last 5 years. All illustrations are not alike but the
customer can’t tell the difference. We have to level the playing field.

-In order to protect themselves, companies 1list numerous disclosures and
disclaimers. This coupled -with the ability to show almost unlimited changes
during the years illustrated, causes the client/prospect to be unsure of what
he/she expects of the product and will often cause the prospect to delay making
a decision. Illustrations need to be used as supportive material in the sales
process rather than being used to sell future projected values.
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APPENDIX 11
SAMPLE ILLUSTRATIONS

LEDGER ILIUSTRATION
PREPARED FOR INSURED

$100,000 TRADITIONAL LIFE
DIVIDENDS USED TO PURCHASE PAID-UP ADDITIONAL INSURANCE

EXHIBIT A

MALE AGE 45 NS
INITIAL ANNUAL PREMIUM $2,060.00

INC IR . PUA TOTAL TOTAL
TOTAL TOTAL GUAR CASH CASH GUAR DEATH
DIVIDEND CASH CASH VALUE VALUE PUA PAID-UP  BENEFIT

YR END YR VALUE VALUE END YR END YR END YR INSURANCE END YR
1 104 105 0 105 105 324 0 100324
2 193 796 600 301 901 904 1500 100904
3 298 2308 2600 609 3209 1770 7600 101770
4 425 2544 4700 1053 5753 2966 13300 102966
5 561 2697 6800 1650 8450 4494 18600 105494
6 755 2608 8600 2458 11058 6485 22800 106485
7 931 2915 10500 3473 13973 8859 26900 108859
8 1161 3068 12300 4741 17041 11733 30500 111733
9 1425 3477 14200 6318 20518 15150 34100 115150
10 1654 3852 16200 8170 24370 18998 37700 118998

. \

1 1917 4083 18100 10353 28453 23317 40500 123317
12 2177 4481 20100 12834 32934 28081 446100 128081
13 2472 4865 22100 15659 37799 33330 47000 133330
14 2780 5247 24100 18946 43046 39062 49800 139062
15 3141 5787 26200 22633 48833 45356 52601 145356
16 - 3539 6274 28300 26807 55107 52254 55300 152254
17 3894 6725 30400 31432 61832 59643 57800 159643
18 4273 7268 32500 36600 69100 67526 60100 167526
19 4675 7820 34700 42220 76920 75934 62500 175934
20 5108 8346 36800 48466 85266 84879 64601 184879
21 5569 8858 38900 55224 96124 94399 66600 194399
22 6069 9685 41100 62709 103809 . 104514 68600 204514
23 6606 10169 43200 70778 113978 115272 70400 215272
24 7181 11110 45400 79688 125088 126689 72300 226689
25 7791 11664 47500 89252 136752 138805 73900 238805

S¢ INTEREST ADJUSTED COST INDICES FOR BASE PLAN ONLY

SURRENDER

PAYMENT 1

2.77 --1.00
5.04  9.60

10 YRS 20 YRS

THE DIVIDEND PAYABLE AT THE END OF THE FIRST YEAR IS CONTINGENT UPON PAYMENT OF
THE SECOND YEAR'’S PREMIUM. .
THE AMOUNT OF THE DIVIDEND IS AFFECTED BY ANY POLICY LOANS OUTSTANDING. THE

DIVIDEND FIGURES ARE BASED ON THE CURRENT SCALE ASSUMING NO LOANS,

ARE NOT GUAKRANTEED.

DIVIDENDS

THIS POLICY IS BASED ON MALE RATES.

FRI MAY 17 1991
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LEDGER ILLUSTRATION.
PREPARED FOR INSURED

'$100,000 TRADITIONAL LIFE

EXHIBIT A

MALE AGE 45 NS
INITIAL ANNUAL PREMIUM $2,060.00

DIVIDENDS USED TO PURCHASE PAID-UP ADDITIONAL INSURANCE

INC IN FUA TOTAL TOTAL
TOTAL = TOTAL. , GUAR CASH CASH GUAR DEATH
DIVIDEND CASH CASH VALVE VALUE PUA PAID-UP  BENEFIT

YR END YR VAWUE VALUE END YR END YR END YR INSURANCE D YR
26 8452 12634 49600 99786 149386 151650 75500 251650
27 9163 13487 51800 111073 162873 165286 77200 265286
28 9939 14518 53900 1234591 177391 179753 78600 279753
29 10763 15099 55900 136590 192490 195128 79900 295128
30 11647 16379 57900 150969 208869 211440 81200 311440
31 12582 17230 59800 166299 226099 228746 82400 328746
32 13561 18435 61700 182834 244534 247072 83500 347072
33 14601 19366 63500 200400 263900 266489 84500 366489
34 15710 20708 - 65300 219308 284608 287052 85500 387052
35 16898 22142 67100 - 239650 306750 308827 86500 408827

.

36 18162 23569 68800 261519 330319 331876 . 87400 . 431876
37 19420 24771 70500 284590 355090 356182 88300 456182
38 20754 26273 72100 309263 381363 381805 89100 . 481805
39 22050 27749 73600 335512 409112 408662 89800 508662
40 23376 28963 © 75100 362975 438075 436792 90500 536792
41 25783 31551 76500 393126 469626 467450 91100 567450
42 274628 32935 77800 424761 502561 499718 91700 599718
43 29156 34453 79100 457914 537014 533699 92300 633699
44 30925 36929 8030C 493643 .- 573943 569368 92800 669368
45 32816 38671 81600 5310246 612614 606873 93400 706873
46 34765 40821 82800 ' 570635 653435 646245 93800 746245
47 37015 44130 84100 613465 697565 687741 94400 787741
48 39162 46752 85500 658817 744317 731206 95000 831206
49 41697 51240 87000 708557 795557 776926 95500 876926
- 50 44756 54901 88600 761858 850458 825415 96100 925415

5% INTEREST ADJUSTED COST INDICES FOR BASE PLAN ONLY

10 YRS 20 YRS .
SURRENDER - 2.77 -1.00
PAYMENT 15.04 9.60

THE DIVIDEND PAYABLE AT THE END OF THE FIRST YEAR IS CONTINGENT UPON PAYMENT OF
THE SECOND YEAR'S PREMIUM.

THE AMOUNT OF THE DIVIDEND IS AFFECTED BY ANY POLICY LOANS OUTSTANDING. THE
DIVIDEND FIGURES ARE BASED ON THE CURRENT SCALE ASSUMING NO LOANS.
ARE ROT GUARANTEED.

DIVIDENDS

THIS POLICY 1S BASED ON MALE RATES.

FRI MAY 17 1991
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EXHIBIT A

- : LEDGER ILLUSTRATION

PREPARED FOR INSURED
MALE AGE 45 NS

$100,000 TRADITIONAL LIFE INITIAL ANNUAL PREMIUM $2,060.00
DIVIDENDS USED TO PURCHASE PAID-UP ADDITIONAL INSMCB o
INC IN PUA TOTAL TOTAL
TOTAL TOTAL GUAR CASRH CASH GUAR . DEATH

DIVIDEND CASH CASH VALUE VALUE PUA PAID-UP  BEREFIT
YR END'YR VALUE VALUE END YR END YR END YR INSURANCE END YR

51 48705 61336 90500 821294 911794 877450 96800 977450
52 54142 68526 92600 887720 980320 934442 97600 1034442
53 61299 76481 94700 962101 1056801 998030 98300 1098030
54 70944 88115 96900 1048016 1144916 1070496 99100 1170496

5% INTEREST ADJUSTED COST INDICES FOR BASE PLAN ONLY
10 YRS 20 YRS
SURRENDER 2.77  -1.00
PAYMENT 15.04 9.60

THE DIVIDEND PAYABLE AT THE END OF THE FIRST YEAR IS CONTINGENT UPON. PAYMENT OF
THE SECOND YEAR'S PREMIUM. . ’

THE AMOUNT OF THE DIVIDEND 1S AFFECTED BY ANY POLICY LOANS OUTSTANDING. . THE
DIVIDEND FIGURES ARE BASED ON THE CURRENT SCALE ASSUMING NO LOANS. DIVIDENDS
ARE NOT GUARANTEED. g

THIS POLICY IS BASED ON MALE RATES.

FRI MAY 17 1991
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EXHIBIT B
PLAN: WHOLE LIFE
CLASSIFICATION AGE  SEX AMOUNT OF INSURANCE
INSURED: PREFERRED NONSMOKER 35 MALE $100,000
PREMIUM MODE: ANKUAL
ANNUAL PREMIUM YRS PAYABLE
BASIC POLICY $1,245.00 LIFETIME
SUMMARY FOR PERIOD SHOWN " END OF 20 YEARS - ‘AT AGE €5
TOTAL PREMIUMS ) $24,900 $37,350
TOTAL ANNUAL DIVIDENDS 16,140 42,776
ADDITIONAL INSURANCE BOUGHT BY ANNUAL DIVIDENDS i 58,152 166,896
ILLUSTRATIVE DEATH BENEFIT
WITH ANY TERMINAL DIVIDEND ‘ 158,152 266,896
ILLusm'rIVE PAID-UP INSURANCE AVAILABLE ) .
- SEE PAG 116,052 242,697
AID-UP IN - 19 YEARS FOR $200,000
GUARANTEED CASH VALUE OF BASIC INSURANCE : 27,400 46,200
CASH VALUE OF ADDITIONAL INSURANCE 27,536 101,783
ILLUSTRATIVE CASH VALUE 54,936 147,983
GUARANTEED MONTHLY LIFE INCOME  ~(10 YEARS CERTAIN 278.12
ILLUSTRATIVE MONTHLY LIFE INCOME -(10 YEARS CERTAIN 1,206.07
INTEREST-ADJUSTED 5% INDEXES (BASIC POLICY) 10 YRS 20_YRS
LIFE INSURANCE SURRENDER COST IN - $1.90 -1.58
LIFE INSURANCE NET PAYMENT COST INDEX ) $10.08 6.31
EQUIVALENT LEVEL ANNUAL DIVIDEND '$2.37 6.14
DIVIDENDS BASED ON JAN. 1991 SCALE THAT USES CURRENT NTEREST, MORTALITY AND
EXPENSE RATES. ILLUSTRATIVE MONTHLY INCOME BASED ON MAY 1991 SETTLEMENT OPTION

RATES. ILLUSTRATIVE FIGURES ARE NOT GUARANTEES OR ESTIMATES FOR THE FUTURE.

INITIAL PREM: ANNUAL 1$1,245.00; SEMIANN. $670.00; . COM $112.00
) PAGE 1
R 5/22/91
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EXHIBIT B
. PLAN: WHOLE LIFE
- CLASSIFICATION ’ AGE SEX . AMOUNT OF INSURANCE
" INSURED: PREFERRED NONSMOKER 35 - $100,000
PREMIUM MODE: ANNUAL
: . ANNUAL PREMIUM YRS PAYABLE
BASIC POLICY ’ co $1,245.00 LIFETIME

ANNUAL DIVIDENDS USED TO BUY PAID-UP ADDITIONAL INSURANCE

END OF ) GUARANTEED ILLUSTRATIVE ILLUSTRATIVE
POLICY ANNUAL  GUARANTEED ILLUSTRATIVE PAID-UP PAID-UP DEATH
YEAR DIVIDEND CASH VALUE CASH VALUE + INSURANCE # INSURANCE # BENEFIT &

1 NONE NONE . NONE © NONE NONE 100,000

2 62 100 162 400 627 100,226

3 87 1,100 1,254 3,900 4,448 100,548

4 130 2,400 2,699 8,300 9,327 101,026

5 193 3,700 4,221 12,300 12,029 101,728

6 291 . ,861 ;10 . .

7 358 6,400 7,700 20,000 24,047 104,047

8 441 +800 ,663 .23,60 ; ;

9 544 9,300 11,882 ‘27,200 34,747 107,547
10 672 10,3800 14,295 130,700 ., 40,604 109,904
11 830 12,300 16,950 33,800 46,579 ’

12 935 13,900 19,917 37,100 53,138 116,038
13 1,043 1400 ,016 39, . .
13 1,153 17,100 26,572 43,000 66,773 123,773
15 1267 . 310 . 73,886 ’
16 1,376 20,400 34,450 48,300 81,539 133,238
17 1,502 22,100 38,933 50,800 9,485 138,685
18 1,624 23,900 43,885 53,400 98,033 144,633
19 1,751 25,600 49,141 55,600 106,713 151,112
20 1,881 27,400 54,936 57,900 116,052 158,152
21 2,015 29,200 61,210 60,100 125,882 165,781
22 ,150 31,100 68,104 62,300 .3 174,030
23 2,290 32,900 75,465 64,200 147,134 .9
24 2,433 34,800 83,542 66,100 158,628 192,528
25 2,581 36,700 92,290 .. 68,000 170,855 202,855
26 A . 1,760 69, . 13,953
27 2,883 40,500 112,009 71,300 197,166 225,865
28 3,034 42,400 123,091 72,900 211,530 238,630
+186 44,300 35,062 74,400 6, 252,293
AGE 65 3,333 46,200 147,983 75,800 242,697 266,896
3,476 48,100 161,916 77,200 259,684 282,483
32 , , ,932 78, . 299,102
33 3,749 51,900 193,105 79,700 296,505 316,805
34 3,879 53,800 210,518 80,900 316,546 335,646
3s 4,010 55,700 229,254 .. 82,100 337,793 355,692
PAGE 2
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EXHIBIT 8

ANNUAL DIVIDENDS USED, TO BUY PAID-UP ADDITIONAL INSURANCE

END OF GUARANTEED ILLUSTRATIVE ILLUSTRATIVE
POLICY ANNUAL GUARANTEED ILLUSTRATIVE PAID-UP PAID-UP DEATH
YEAR DIVIDEND CASH VALUE CASH VALUE + INSURANCE # INSURANCE # BENEFIT &

36 4,144 57,600 249,397 83,200 360,220 377,019 |

AGE 728& 4,279 59,500 271,027 84,400 384,104 399,703
38 4,418 61,300 294,118 85,300 209,131 223,830
39 4,560 63,000 318,747 86,200 435,592 449,492
40 4,694 64,800 345,187 87,100 463,869 476,769
a . 4,822 66,400 373,241 87,900 493,652 505,751
42 4,937 . 68,000 303,212 88,600 525,126 536,526
43 5,039 69,600 435,230 . 89,400 558,584 569,183
43 55132 71,100 469,335 90,000 593,828 603,827
45 5,220 72,660 505,781 90,600 631,171 640,571
46 f5,312 74,100 544,686 91,300 670,847 679,547
47 ; 75,500 586,085 91,900 712,800 720,900
48 5,519 , 1174 92,200 757,186 764,785
49 , 78,200 676,953 3, §04,362 811,361
50 5,741 79,400 726,560 93,400 854,193 860,792
51 5,847 80,600 9,267 93,900 907,146 913,245
52 5,940 81,700 835,184 94,300 963,190 ’
53 6,028 82,800 894,677 , 1,022,613 1,027,913
54 6,108 +800 7,973 95,000 1,085,509 1,050,509
55 , 84,900 1,025,664 95,400 1,152,285 1,156,88
56 6,188 86,000 1,098,065 95,800 1,222,990 1,227,189
57 6,196 . 175,791 96,200 1,297,860 1,301,659
58 6,221 88,300 1,259,692 6,600 1,377,160 1,380,560
59 6,171 , 1,350,559 97,000 1,461,070 1,464,069
60 ' 91,100 1,449,217 ‘97,500 1,545,846. 1,552,346
61 51777 . 1,556,063 98,000 1,643,588 1,645,588
62 5,663 94,400 1,671,395 98,500 1,742,728 1,744,228
63 5,726 96,100 1,794,199 99,000 1,847,779 1,848,778

+ GUARANTEED CASH VALUE, CASH VALUE OF ADDITIONAL INSURANCE AND
ANY TERMINAL DIVIDEND.

# DPAID-UP INSURANCE AVAILABLE IF YOU STOP PAYING PREMIUMS AND REDUCED
PAID-UP INSURANCE OPTION IS CHOSEN., ILLUSTRATIVE PAID~UP_ INSURANCE
INCLUDES PAID-UP INSURANCE BOUGHT BY DIVIDENDS., ANY REMAINING

PTIONAL BENEFITS AND RIDERS END WHEN PAID-UP OPTION TAKES EFFECT.

& BENEFIT APPLICABLE TO FRINCIPAL INSURED, INCLUDES BASIC INSURANCE
ADDITIONAL INSURANCE TERMINAL DIVIDEND AND ANY RIDER INSURANCE VALUE

&& AGE AT LIFE EXPECTAN&Y = U.S. POPULATION LIFE TABLES. ’

DIVIDENDS BASED ON JAN. 1991 SCALE THAT USES CURRENT INTEREST, MORTALITY AND
EXPENSE RATES. ILLUSTRATIVE FIGURES ARE NOT GUARANTEES OR ESTIMATES FOR THE

EXPLANATORY NOTES FORM AND FORM MUST BE ENCLOSED PAGE 3
5/22/91
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EXHIEIT B

BENEFITS THAT
MAY BE AVAILABLE

Following are descrigtions of benefits provided by riders that may be included
with your policy. These benefits are subject to certain limitations and
exclusions which are not described below.  For full details, ask to see a
specimen form.

DISABILITY WAIVER OF PREMIUMS BENEFIT - Provides that, if you become totally
disabled as described in the rider, before your age 60 and your dxsabilztg
lasts for at least six months, you will not” have €o pa{ grem.’mms while totally
disabled. There is also a limited waiver benefit for total disability which
occurs between the ages 60 and €5. -

ACCIDENTAL DEATH BENEFIT - Provides additional insurance, usually equal to the
face amount of insurance, if you die from an accident. An amount equal to
twice the A.D.B. amount is gald if the accident occurred while you were a
fare-paying wger in a lic 4 public conveyance being operated by a

common carrier for passenger service.

FAMILY INCOME BENEFIT - Provides a monthly income to your family if {ou die
before the end of a specified period (10, 20 or 30 years). The monthly income
is paid for the balance of the Eeriod and is in addition to the amount payable
-undg{ glixe basiec policy. A similar income benefit on a spouse is also
available. .

'ONE-YEAR TERM INSURANCE BENEFIT - Provides renewable and convertible level
term insurance payable if {ou die before the end of the specified 1 year
period. This benefit is also available on a spouse.

10-YEAR LEVEL TERM INSURANCE BENEFIT - Provides renewable and convertible
level term insurance payable if you die before the end of the specified
10 year period. This benefit is also available on a spouse.

GUARANTEE TO ISSUE NEW INSURANCE WITHOUT EVIDENCE OF INSURABILITY - Guarantees .
{ou the right to buy a new policy on your life without evidence of
nsurabili’ for an amount of insurance up to the specified option amount.
The new policies nay be purchased only on an option date.

CHILDREN’S TERM INSURANCE BENEFIT - Provides term insurance on each covered
child to the golicy anniversary at the child’s age 25, or to the policy .
anniversary at the insured’s age 65 if earlier. "An insured child may obtain a
new policy without evidence of insurability. :

ONE YEAR COST OF LIVING TERM INSURANCE BENEFIT - Provides one year term
ti.:gsmrance which varies annually to match yearly fluctuations as indicated by
p . . )

PAID=-UP ADDITIONS RIDER = A Eemanent_additional insurance rider that provides
sugplemental owing cash values. This rider also provides the potential for
enhanced premium flexibility and for advancing the year when out of pocket
premium payments are no longer required under the Accelerated Premium Payment
plan, or when the policy can be fully paid up or matured for its face amount.

FORM
5/22/91
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EXHIBIT B

ACCELERATION OF POLICY BENEFITS FOR LONG TERM CARE RIDER - Provides for the
acceleration payment of a portion of the death benefit for the long term care
of the insured. Such care can be provided either in a qualified convalescent
facility or at home when the insured has a qualified disability. The benefit
ayments are made each month and continue as long as the insured remains
isabled and_ the maximum benefit under the rider has not been paid. The size
of the monthl{ gayments and the maximum benefit are stated in the rider .
{subject to state approval). .

ACCELERATION OF DEATH BENEFIT RIDER - Provides.for a one-time discounted
ayment of all or a portion of the death benefit to the policyowner once the
insured has been determined to be terminally ill with twelve months or less to
live. The size of the benefit payments and the maximum benefit are stated in
the rid?j'. There are no premiums or fees for this rider (subject to state

approval). : :

5/22/91
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EXHIBIT B
EXPLANATORY
NOTES
DIVIDEND INFORMATION - Dividends paid by depend on future

experience as to investment earnings, operating expenses, claims paid, and
taxes. - All of these factors vary so that dividend scales will change from
time to time. The dividends shown in this grcposal,are an illustration of our
current dividend scale and are not a guarantee or estimate of future results. .

Terminal dividends may»beigaid on Whole Life, Life Paid Up at 95, and Life
Paid Up at 98 policies. ere are no terminal dividends payable on term life
insurance plans.

ILLUSTRATIVE LIFE INCOME - Any illustrative life income £igures shown in this
proposal are based upon our life income plan rates currently in effect. These
rates are not guaran ees or estimates for payments starting in the future.
After monthly life income payments begin, e amounts will be fixed.

TERM PLANS - Term Life insurance glans and term insurance riders provideA
insurance protection only. They do not provide cash or loan values.

The POLICY-~LOAN provision provides for an adgustablg policy loan interest
rate that is charged daily at the rate we set from time to time. This
rate will never be more an the maximum allowed by law and will not
change more often than once a year on the policy anniversary. Loan
interest is due at the end of each policytxear. Interest not paid within
31 days after it is due will be added to the loan principal.

- \

INTEREST ADJUSTED INDEXES - These indexes, if shown in this groposal, provide
a means for evaluating the comparative cost of the policy under stated
assumptions. They can be useful in comparing similar plans of insurance, a
lower index being better than a higher one.

Indexes are approximate because they involve assumptions, including the rate
of interest used, the dividends being paid in cash and the continuation of
current dividend scales. Indexes apply to the basic policy only. They
exclude any optional riders such as accidental death.

"Total gtemiums less illustrative cash value", "total premiums less total
dividends", "net increase or decrease in business surplus", etc., should not
be used in policy cost comparisons because they do not consider the effect
interest could have on payments made at different times. They can sometimes
be helpful for accounting purposes. .

underwriting

An{ application for insurance will be subject to
rules.

FORM
5/22/91
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EXHIBIT 8

PRELIMINARY INFORMATION-~FLEXIBLE-PREMIUM LIFE POLICY

an exﬁlanation of the intended use of the interest-adjusted indexes ﬁrovided
in the policy illustration is included in the Life Insurance Buyer’s Guide.

If you have requested a Flexible-Premium Life glan including optional
coverage provided by riders, ¥ou will receive two illustrations; one for the
basic policy and one for a po ic¥ including the requested riders. The -
interest-adjusted ind n each illustration are based on the
coverage being illustrated.

Please Note: .

en the policy is issued, you will be given a complete Policy Summary,
including cost data, that is based on the; planned premium and benefits of the -
policy as issued. The figures shown in this preliminary Stat t of Policy
Cost are based on the asaumgtion that the progosed policy is issued as
applied for. - Adjustments will be necessar{ if the policy is actually issyed
on some other basis. You ma{ return any life insurance policy within 10 days
of delivery and obtain a full refund of-any premium(s) paid. .

-vU.L.

PAGE 1
5/22/91
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EXHIBIT C
HYPOTHETICAL FOLICY ILIDSTRATION JUNE 3, 1991
PROPOSED INSURED: SOCIETY OF ACTUARIES - . AGE 45 MALE  NONSMOKER
PLAN: - WHOLE LIFE POLICY
~ BASIC FOLICY AMOUNT: $100,000 ANNUAL PREMIUM: -°  $1,910.00
DIVIDEND OPTION: DIVIDENDS USED TO PURCHASE PAID-UP ADDITICNS
’ PAID-UP' AMOUNT OF TOTAL TOTAL
TOTAL GUARANTEED ADDITIONS TOTAL PAID-UP ' DEATH '~ PAID-UP
FOL PREMIUMS CASH VALUE CASH VALUE CASH VALUE ADDITIONS  BENEFIT INSURANCE
YR ESG YEAR END YEAR END YEAR END YEAR BND YFAR END YEAR END YEAR
T 2 3 4 5 : 6 7
1 1,910 81 81 281 100,281
2 3,820 214 178 - 292 £95 - - 100,595 977
3 5,730 1,824 295 2,119 950 100,950 6,834
4 7,640 3,587 443 4,020 1,379 101,379 12,534
5 9,550 5,403 639 6,042 1,916 - 101,916 18,127
6 11,460 7,274 893 8,167 +:2,585 102,585 23,644
7 13,370 9,195 1,380 10,575 3,857 103,857 29,555
8 15,280 11,165 2,127 - 13,292 5,741 105,741 35,876
9 17,190 13,183 3,162 16,345 8,247 108,247 42,627
10 19,100 15,243 4,518 19,761 11,391 111,391 49,826
1 21,010 17,125 6,213 23,338 15,155. 115,155 56,923
12 22,920 19,036 8,195 27,231 19,345 119,345 64,285
13 24,830 - 20,981 10,477 31,458 23,951 123,951 71,912
14 26,740 22,959 13,089 36,048 28,989 128,989 79,835
15 28,650 24,971 16,062 41,033 34,478 134,478 88,082

16 30,560 27,013 19,445 46,458 40,477 140,477 96,709
17 32,470 29,082 . 23,273 52,355 47,005 147,005 105,742
18 34,380 31,171 27,586 58,757 ° 54,091 154,091 - 115,210
15 36,290 33,275 32,427 65,702 61,770 161,770 125,154
20 38,200 35,386 37,834 -°73,220 70,063 170,063 135,593

@65 - 38,200 35,386 37,834 73,220 70,063 170,063 135,593
@75 57,300 56,455 135,040 191,495 195,710 295,710 277,529

COVERAGE ADUNT ANNUAL PREM M PREM MONTHLY INOOME
- AGE AMOUNT
INSURANCE $100,000 $1,910.00 $168.27 : 65 $548.00
WAIVER $100,000 $74.0 $6. 75 $1750.00

A, D. B. $100,000 $98 00 $8.6
DIVIDENDS ARE NOT GUARANTEED AND ARE wmmsmummcmmas

mmmmmmmm.
PRESENTED BY:

SEE ATTACHED PAGE FOR FOOINOTES, ASSUMPTIONS AND EXPLANATIONS. PAGE 1
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EXHIBIT C
PROPOSED INSURED: SOCTETY OF ACTUARTES AGE 45  MALE  NONSMOKER
PIAN: WHOLE LIFE FOLICY .
BASIC FOLICY AMOUNT:  $100,000 ANUAL PREMTIBM: . $1,910.00
DIVIDEND OPTION: DIVIDENDS USED TO FURCHASE PAID-UP ADDITIONS
PATD-UP AMOUNT OF . TOTAL - TOTAL

TOTAL GJARANI'EED ADDITIONS TOTAL PATD-UP . DEATH PAID-UP
POL PREMIUMS CASH VALUE CASH VAIDE CASH VAIUE ADDITIONS BENEFIT INSURANCE
YR - EBG YEAR END YEAR END YEAR ~ END YEAR END YEAR END YEAR END YEAR
: 1 2 3 4 s 6 7

21 40,110 37,501 43,831 81,332 78,967 178,967 146,528
22 42,020 39,621 50,497 - 90,118 88,568 138,568 158,060
23 43,930 41,746 57,878 99,624 98,800 198,890 170,216
24 45,840 43,878 66,030 109,908 109,965 209,965 183,040
25 47,750 46,017 75,007 121,024 121,828 221,828 196,570

26 49,660 . 48,155 84,883 133,038 134,541 234,541 210,867
27 51,570 50,282 95,736 146,018 148,187 248,187 226,017
28 53,480 62,385 107,652 160,037 162,858 262,858 242,106
29 55,390 54,446 120,724 175,170 178,667 278,667 259,246
30 57,300 56,455 135,040 191,495 195,710 295,710 277,529

31 59,210 58,408 150,656 209,064 214,031 314,031 297,008
32 61,120 60,306 167,642 227,948 233,677 333,677 317,737
33 63,030 62,158 186,077 248,235 254,691 354,691 339,769
34 64,940 63,974 206,031 270,005 277,098 377,098 363,139
35 66,850 65,762 227,590 293,352 300,945 400,945 387,903

36 68,760 67,518 250,860 318,378 . 326,318 426,318 414,145
37 70,670 69,237 275,951 345,188 353,335 453,335 441,988
38, 72,580 70,902 302,999 373,901 382,169 482,169 471,597
39 74,490 72,496 332,130 - 404,626 412,999 512,999 503,147
40 76,400 74,010 © 363,445 437,455 445,961 545,961 536,774

a1 78,310 75,446 397,046 472,492 481,157 581,157 = 572,586
42 80,220 76,811 433,029 509,840 518,653 ~ 618,653 610,653
43 82,130 78,121 471,245 549,366 558,189 . 658,189 650,723
44 84,040 79,395 511,839 591,234 509,828 699,828  £92,871
45 85,950 80,656 555,004 635,660 643,640 743,640 737,177

VALIES.
" SEE ATTACHED PAGE FOR FOOTNOTES AND ASSUMPTIONS. PAGE 2
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EXHIBIT C
PROPOSED. INSURED:  SOCIETY OF ACTUARIES AGE 45 MALE  NONSMOKER
PLAN: WHOLE LIFE POLICY
BASIC POLICY AMOUNT: $100,000 - ANNUAL PREMIUM: $1,910.00

DIVIDEND OPTION: DIVIDENDS USED TO FURCHASE FAID-UP ADDITIONS

AMOUNT OF 'TOTAL TOTAL

TOTAL GUARANTEED ADDITIONS TOTAL PAID-UP DEATH PATD-UP-

FOL PREMIUMS CASH VALUE CASH VALUE CASH VAIUE ADDITICNS EENEFIT INSURANCE
YR EEG YEAR mm2 m)zm BD4!E§R mysm mDYst END_’YEAR

46 87,860 - 81,933 600,951 682,884 689,654 - 789,654 783,681
47 89,770 83,261 649,925 733,206 737,878 837,878 832,404
48 91,680 84,683 702,296 786,979 788,255 888,255 883,303
49 93,590 86,251 758,418 844,669 840,706 940,706 936,316
50 95,500 88,008 818,661 906,669 895,083 995,083 951,307

Dmmmmmmﬁsummsm«mmmcnmms
CHANGES IN DIVIDENDS WILL CHANGE ALL NON-GUARANTEED VALUES.
SEE ATTACHED PAGE FOR FOOINOTES AND ASSWMPTIONS. PAGE 3
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EXHIBIT C

PROPOSED INSURED: SOCIETY OF ACTUARIES AGE 45 MALE  NONSMOKER
PIAN: WHOLE LIFE POLICY . :
BASIC POLICY AMOUNT: $100,000 ANNUAL PREMIUM: $1,910.00

DIVIDEND OPTION: DIVIDENDS USED TO PURCHASE PAID-UP ADDITIONS
FOOINOTES: ’

* AS TLIUSTRATED, THIS POLICY WOULD NOT EECOME A-MODIFIED ENDOWMENT *
* CONTRACT (MEC) UNDER THE INTERNAL REVENUE CODE. LOANS AND DISTRIBUTIONS *
* FROM A MEC ARE SUBJECT TO INCOME TAX AND MAY ALSO TRIGGER A PENALTY TAX. *
* CHANGES MADE TO THE FOLICY MAY CAUSE. THE FOLICY TO BECOME A MEC. *

*THIS FOOINOTE PERTAINS TO COLIMN(S) 3, 4, 5, 6, 7:
SCHEDULE. IVIDENDS

INOOME.
mmmwmhmmmmmAmmammopmston
AN ANNUALLY ADJUSTABLE RATE. THIS ILIUSTRATION ASSUMES NO POLICY IOANS.
. FOR THE 8% POLICY, I.DANSWIILAFFECI‘DIVIEENm

*THIS FOOINOTE PERTAINS TO COLUMN(S) 4, 6:
‘THE COMPONENTS OF THIS COLUMN ARE DEPICTED SEPARATELY IN THIS ILIUSTRATION.

*THIS FOOINOTE PERTAINS TO THE MONTHLY INCOME FIGURES SHOWN:
GUARANTEED.

*THIS FOOINOTE PERTAINS TO THE MONTHLY INOCOME FIGURES SHOWN:
MONTHLY INOCME SHOWN ASSUMES THE RIGHT TO COMMUTE UNPAID PAYMENTS HAS BEEN
WAIVED. .

‘THIS TLIUSTRATION DOES NOT RECOGNIZE THE TIME VAIUE OF MONEY AND SHOULD
NOT BE USED TO COMPARE POLICY COSTS. SEE ATTACHED PAGE FOR POLICY COST
INFORMATION.

THIS ILIUSTRATION IS FOR A OONNECTICUT POLICY AND IS VALID THROUGH
THE END OF JUNE, 1991.

PAGE 4
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- ’ EXHIBIT C
LIFE INSURANCE ADJUSTED COST COMPARISON INDEX
JUNE 3, 1991
PROPOSED INSURED: SOCIETY OF ACTUARIES AGE 45 MALE - NONSMOKER
PIAN: WHOLE LIFE POLICY
BASIC POLICY AMDUNT: $100,000 - ANNUAL PREMIUM: $1,910.00
DIVIDEND OPTION: DIVIDENDS USED TO PURCHASE PAID-UP ADDITIONS

POLICY YEAR .
10 20

LIFE INSURANCE SURRENDER COST INDEX : 4.48 .45
LIFE INSURANCE NET PAYMENT COST INCEX 16.02 10.64

THESE
BASED ON CURRENT YEAR'S SCALE AND ARE NOT GUARANTEES NOR ESTIMATES OF FUTURE..
DIVIDENDS

THE INDEXES DO NOT CONSIDER: (I)WMIEOF'H{ESERVICSOFANAEIN‘TGI i
COMPANY; (2) THE REIATIVE STRENGTH AND REPUTATION OF THE COMPANY AND ITS
ACTUAL DIVIDEND PERFORMANCE; OR (3) DIFFERENCES IN THE POLICY PROVISIONS.

PAGE 5
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EXHIBIT D
#*% BASED ON 8.00% DIVIDEND INTEREST RATE, WHICH IS LESS THAM THE CURRENT DIVIDEND INTEREST RATE *+*
$100,000  LIFE PLAN PAGE 1 OF &
FOR  AGE 35 MALE
ANNUAL PREMIUM  $1,533.00
usep T0 PAID-U® ADDITIONS --
1 2 3 T4 s 6 7
B0 AowAL cash === CASH VALUES ----
or cAsH VALUE ToTAL
YeAR INSURANCE® _ DIVIDENO® QuTLAY INCREASE® PAYHENTS TotAL* GUARANTEED
1 100,343 L] 1,538 - ] 1,553 7 [
2 100,971 134 1,533 1,215 3,066 1,285 1,078
3 101,886 204 1,538 1,336 4,509 2,622 2,201
4 103,072 278 1,533 1,466 6,132 4,088 3,371
H 104,522 356 1,533 1,603 7,665 5,692 4,588
6 106,223 43 1,573 1,748 9,198 7,440 5,852
7 108,177 521 1,513 1,906 10,731 9,346 7,165
8 110,365 610 1,533 2,07 12,266 1,418 8,528
9 12,778 - 0 1,58 2,248 13,797 13,664 9,942
10 15,407 c 800 1,55 2,438 15,330 16,099 11,411
" 18,248 902 1,553 2,633 16,863 8,732 12,933
2 121,285 1,007 1,533 2,846 18,39 21,57 14,515
13 124,519 1,120 1,53 3,078 19,929 2,652 16,156
% 127,869 1,211 1,533 3,289 21,462 27,92 17,860
15 131,337 1,309 1,553 3,520 2,995 31,483 19,629
16 134,919 1,401 1,533 3,766 2,528 35,229 21,466
7 138,629 1,526 1,553 4,029 26,061 39,259 23,370
[t 142,469 1,648 1,58 4,309 27,5% 43,569 25,341
19 146,446 1,780 1,53 4,608 29,127 8,177 27,380
20 150,566 1,983 1,53 4,52 30,660 53,101 29,486
AWAL MO,
1533.00  133.63
.00 . 357
100000 ACCIDENTAL DEATH .. 74.00 6.44

75000 ADDITIONAL PURCHASE  126.75 1.3
SUBJECT TO UNDERWRITING LIMITS

*DIVIDENDS ASSUME NO LOANS; LOANS WILL REDUCE

PROVISION.
SELECT

53

SUBMITTED BY

€1991 SCALE) REFLECT CLAIM AND EXPENSE
EXPERIENCE AND ARE NOT ESTIMATES OR GUARANTEES OF FUTURE RESULTS. THEY MAY BE LARGER OR'SMALLER THAN THOSE
ILLUSTRATED. THIS ILLUSTRATION DOES NOT REFLECT THAT MONEY IS PAID AND RECEIVED AT DIFFERENT TIMES. 8% LOAN



196

% BASED ON 8.00% DIVIOEND INTEREST RATE, WHICH 1S LESS THAN THE CURRENT DIVIDEND INTEREST RATE ++= EXHIBIT D

« $100,000 .. LIFE PLAN PAGE 2 0F 4
FOR  AGE 35 MALE
ANZUAL PREMILM  $1,533.00
used T0 PAID-UP ADDITIONS
1 2 3 4 H 6 7
EXD ANNUAL casH === CASH VALUES ----
oF [ VALUE TOTAL
YEAR INSURANCE® DIVIDEND* OUTLAY . . INCREASE® PAYMENTS TOTALY GUARANTEED
21 156,556 2,881 1,533 5,269 32,193 58,370 31,215
2 162,932 3,139 1,533 : 5,632 33,726 64,003 32,963
z 169,668 3,412 1,533 6,017 35,259 70,021 34,731
-2 176,728 3,702 1,553 6,428 36,792 76,450 36,519
-] 134,303 4,010 1,538 - 6,865 38,325 83,315 38,328
% 192,241 4,364 1,58 - 7,329 39,858 90,646 40,153
a7 200,624 4,705 1,583 . 7.822 41,391 98,467 41,993
28 209,486 5,097 1,58 8,347 42,924 106,814 43,843
29 218,863 5,583 1,533 8,901 - 44,457 ¢ 115,716 45,695
30 228,783 5,982 1,533 9,485 45,990 125,202 47,545
n [9,2m 6,469 1,533 10,103 47,523 135,305 C 49,391
2 250,340 6,981 1,533 10,749 49,056 146,055 51,233
33 261,997 7.513 1,533 1,427 50,589 157,482 53,071
3% 274,247 8,064 1,533 . 12,132 52,122 169,615 54,907
35 287,096 8,635 1,55 12,865 53,655 . 182,480 56,741
36 300,570 9,239 1,533 13,625 55,188 196,105 58,567
37 314,701 9,881 1,533 14,410 56,721 210,516 60,378
38 329,536 10,571 1,533 15,217 58,25 - 225,733 62,162
39 345,130 11,315 1,533 16,050 59,787 241,784 63,908
0 361,519 12,009 1,533 16,897 61,320 258,681 65,607
PREMIUMS ANNAL MO,
INSURANCE . 153300  133.63
VAIVER eeceveereeee 41,00 3.57
100000 ACCIDENTAL DEATH .. 74.00 6.46

75000 ADDITIONAL PURCHASE  126.75 1.3
SUBJECT TO UNDERWRITING LIMITS

*DIVIDENDS ASSUME KO LOANS; LOANS WILL REDUCE DIVIDENDS. ILLUSTRATED DIVIDEKDS (1991 SCALE) REFLECT CLAIM AND EXPENSE
EXPERIENCE AND ARE NOT ESTIMATES OR GUARANTEES OF FUTURE RESULTS. THEY MAY BE LARGER OR SMALLER THAN THOSE
TLLUSTRATED. THIS ILLUSTRATION DOES NOT REFLECT THAT MONEY IS PAID AND RECEIVED AT DIFFERENT TIMES. 8% LOAN
PROVISION,

" SELECT 573191 - SUBMITTED BY
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*ve BASED O 8.00X-DIVIDEND INTEREST RATE, WHICH 1S LESS THAN THE GRRENT DIVIDEND IMTEREST Rate +wEXHIBIT D
$100,000  <IFE PLAN . PAGE 3 OF &
FOR . AGE 35 WALE .

AMMUAL PRENIUN $1,833.00

Usep 10 PAID-UP ADDITIONS

) 1 2 3 . 4 s 6 7

B ANNUAL CASR eves CASH VALUES =<o=

of cAse VALUE JOTAL .

YEAR INSURANCE® DIVIDE®* CUTLAY INCREASE® - PATHENTS TOTAL® W'EED :
#“ 38,78 12,915 1,58 17,767, 62,853 - 278,448 67,258
%2 306,757 93,745 1,518 18,656 4,386 265,105 63,866
6, 415,592 16,576 1,553 19,567 5,919 31,672 70,433
“ 433,206 15,400 1,58 20,49 67,452 335,169 97
s 455,597 16,235 1,55 21,480 6,985 356,629 73,500

© %6 476,790 17,108 1,55 . 22,455 70,518 379,088 . 75,008
14 498,822 . 1,012 1,558 . BT 72,051 402,556 76,49
8 si,768 . 18,98 1,538 -, 26,518 73,584 427,075 77,961

20,054 1,538 25,586 N7 452,681 79,397
21,160 1,58 26,673 76,650  ame,3s 80,810
2,285 1,55 27, B 507,127 a,217
2,408 1,53 28,58 ™,76 536,073 3,651
2,510 1,533 30,160 81,29 566,233 - 8,157
25,595 1,533 31,478 82,782 597,712 88,801
26,664 1,513 32,546 8,315 630,659 8,679
27,346 [ 32,787 8,315 - 683,446 9,466
28,428 0 38,312 8,315 ° 697,759 90,238
29,565 0 36,09 8,315 733,858 1,083
30,842 ° 38,543 8,315 772,200 92,014
32,415 0 0,02 8,315 813,29 93,048
ANWUAL .
1533,00  133.63
. 41,00 3.57

100000 ACCIDENTAL DEATH .. 76.00 6.44

75000 ADDITSONAL PURCHASE  126.75 1.0
SUBJECT TO UNDERWRITING LIMITS

DIVIDENDS ASSUME MO LOANS; LOANS WILL REDUCE n (1991 SCALE) REFLECT CLAIN AND EXPENSE

EXPERIENCE AND ARE NOT ESTIMATES OR GUARANTEES OF FUTURE RESULTS, THEY. MAY BE LARGER OR SMALLER THAR THOSE ~ ot
ILLUSTRATED. THIS JLLUSTRATION DOES NOT REFLECT TMAT MONEY IS PAID AND RECEIVED AT DIFFERENT TIMES. 8% LOAN
PROVISION.

SELECT 573191 SUBMITTED BY
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: ’ EXHIBIT D

*v> BASED ON 8.,00% DIVIDEKD INTEREST RATE, WHICH 1S LESS THAN THE CURRENT DIVIDEND INTEREST RATE ***
$100,000  LIFE PLAN PAGE & OF 4
FOR  AGE 35 MALE -
ANNUAL PRENILX  $1,533.00
UsED 10 PAID-UP ADDITIONS
1 2 3 4 H 6 7
oo ANRUAL cASH ~ees CASH VALUES --=~
of cass VALUE TOTAL
YEAR  INSURANCE® DIVIDEKD® Tty INCREASE® PAYKENTS TOTALY GUARANTEED
8 910,655 34,472 [} 4,533 8,315 857,827 94,199
[+ 9,621 37,195 (] 48,651 8,315 906,479 95,457
& 991,529 40,557 ° 3,102 8,315 959,581 96,778
& 1,036,343 43,948 0 54,738 84,315 * 1,016,320 98,068
65 1,076,852 . 40,508 o 60,531 8,315 1,076,852 100,000
PREMIMS AOUAL WO, )
THSURANCE 1533.00 133.63
UVAIVER ... 41.00 3.57 .
100000 ACCIDENTAL DEATH ..  74.00 6,64
75000 ASDITIONAL PURCHASE  126.75 1n.08
SUBJECT TO UNDERWRITING LINITS ' .
*DIVIDENDS ASSUKE NO LOANS; LGANS WILL REDUCE n €199 SCALE) REFLECT CLAIM AND EXPENSE

EXPERIENCE AND ARE KOT ESTIMATES OR GUARANTEES OF FUTURE RESULTS. THEY MAY BE LARGER OR SMALLER THAN THOSE
ILLUSTRATED, THIS TLLUSTRATION DOES NOT REFLECT THAT MONEY IS PAID AND RECEIVED AT DIFFERENT TINES, 8% LOAN
PROVISION, :

SELECT . S/31791 SUSMITTED BY
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EXHIBIT £

- ILLUSTRAYIONS s# PAGE L OF S
PREFARED OIN 05730791

HALE AGE 435

1,000,000 WHOLE LIFE .
PREFERRED NON-SHOKER . . 2042575
DIVIDENDS TO PAID UP ADDS

045,75
CURRENT ALTERNATIVE
GUARANTEED DIVIDENDS DIVIDENDS
AGE AT TOTAL TOTAL TOTAL TOFAL TOTAL | TOTAL
STARY CASH DEATH CASH DEATH CASH DEATH
UF YR FPREMIUN VALUE  BENEFIT VALUE . BENEFIT VALUE BENEFIT
1 45 20,426 0 1,000,800 © 1,000,000 0 1,000,000
2 46 26,425 17,670 1,000,000 19,860 1,000,990 18,430 1,000,740
3 a7 20,426 35,730 1,000,600 30,439 1,004,279 37,381 1,002,867
4 48 20,426 54,230 1,000,000 59,947 1,007,808  57,303.1,005,639
5 49: 20,426 73,110 1,000,000 683,457 1,018,822 72,791 1,009,310
6 56 20,426 92,400 1,000,000 109,196 1,031,417 99,022 1,013,344
7 5% 26,426 112,040 1,000,600 137,324 1,047,864 124,348 1,016,348
8 52 20,426 132,030 1,000,000 168,099 1,068,401 ' 144,903 1,024,938
9 53 20,426 152,320 1,000,600 201,753 1,093,271 - 169,677 1,033,144
10 54 20,426 172,870 1,000,000 230,559 1.122,749 . 195,753 1,043,110
11 55 20,426 193,680 1,000,000 278,818 1,157,104 227,47% 1,058,641
12 S8 20,426 214,730 1,000,000 322,714 1,198,445 254,460 1,077,507
13 57 20,426 236,050 1,060,000 370,608 1,240,950 279,704 ,085,267
t4 58 20,426 257,640 1,000,600 422,834 1,290,790 303,540 1,087,323
15 59 20,426 279,510 1,000,000 479,771 1,346,209 327,724 1,08%,358
16 60 20,426 301,620 1,000,000 541,814 1,407,526 375,024 1,114,139
$7 &% 20,426 323,930 1,000,000 409,392 1,475,115 422,519 1,156,354
18 42 20,426 345,410 1,000,000 ' 483,008 1,549,409 473,703 1,200,369
19.63 20,428 368,980 1,000,000 763,189 1,630,955 520,858 1,249,027
20 44 20,426 391,600 1,000,000 850,498 1,720,324 580,248.1,302,3464
2 65 20,426 - 412,870 1,000,000 945,364 1,819,282 652,112 1,361,069
26 70 20,426 518,390 1,000,000 1,562,922 2,456,444 1,054,443 1,749,886

THIS" ILLUSTRATION COXPARES THE CASH VALUES AND DEATH RENEFITS THAT
WOULD BE PROVIDED BY THE BASIC POLICY IF DIVIDENDS ARE USED TO
PURCHASE ‘PAID UP ADDITIONS IN EACH OF THE FOLLOWING FUTURE SCENARIOS:

1. NO DIVIDENDS ARE EVER PAID ~ GUARANTEED VALUES

2. THE CURRENT DIVIDENDS SCALE 15 MAINTAINED INDEFINITELY

3. DIVIDENDS ARE PAID DASED ON THE ALTERNATE DIVIDEND SCALE

ESCRIBED IN THE FOOTHOTES 70 THE FULLOWING ILLUSTRATION

THIS ILLUSTRATION IS MERELY INTENDED TO DEMONSTRATE. THE EFFECT OF OUR
CURRENT DIVIDEND SCALE AND VARIATIONS IN THE INTEREST RATE UNDERLYING
THAT SCALE. IV IS NDT AN TLLUSTRATION OF YHE COVERAGE YOU MAVE
SELECTED. THIS ILLUSTRATION ASSUMES THAT NO PREMIUNS ARE #A{D IN
ADDITION TQ THE BASE POLICY PREHIUM. .
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EXHIBIT E

ILLUSTRATIONS s PAGE 2 OF 5

FREFARED ON 05/30/91

DIVIDENDS BASED ON ALTERNATE DIVIDEND SCALE
DESCRIKED IN FODTNOTES.

4,000,000 SHOLE LIFE

PREFERRED NON-SMOKER 20425,75
VANISHING PREMIUM
20425.73
o) 2y 3 ) (%) (3] (¥} [4:1)
GUAR CASH NET
AGE AT cun CASH  VALUE CASH COHPAR
START  ANNUAL ANNUAL  TOTAL  VALUE OF VALUE  DEA+H RATE OF
OF YR OUTLAY OUTLAY DIVID YR END ADDS YR END BENEFLIf RETURN
1 45 - 20426 20426 [ -] -4 -3 0 $1006008
2 46 20428 40852 o 17670 © 18430 100074v
3 47 20426 84277 7690 35750 - 821 J73IRY 1002087
4 48 20424 01703 847  S4230 753 57303 1005639
S 49 20426 102129 1392 73110 32n 77794 1009310
4 30 20426 122355 1518 92400 4962 © 99022 1013341
51 20426 142920 1800 112640 7018 121346 1018348 1.35%
8 52 26428 143404 2569 132030 9883 144903 1024939 2.38
9 S3 20426 183032 3273 52320 13437 149477 1033164 3.41
10 S4 20426 204258 4113 172870 18383 195753 1043110 3.68
11 35 20426 224683 S034 193480 24481 227471 1050641 4.42
12 S8 20426 245199 10249 214730  3IST70 2564460 1077307 4.72
13 57 20426 265533 TO12 234050 43104 279784 1084207 4.64
14 58 20426 283941 877 257640 45140 303540 1007323 4.58
15 59 o 2859s% 1803 279530 26298 306638 1050080 4.53
16 60 0 285981 986 301620 73%2 329482 1033224 5.08
127 &4 0 28396t 20987 323930 8081 350841 1032693 5.44
18 42 o 203944 19284 346410 7043 373555 1032214 5.74
19 63 6 285981 20599 340980 7463 378035 1033904 6,60
20 64 @ 283961 22071 391606 9347 424007 1038160 6,23
2165 © 28%961 23654 412070 13088 4AS1708 1046345 6,42
22 66 0 283961 26579 434080 20040 401310 1058093 6,59
23 &7 © 285941 28523 455230 29283 513375 1072420 6.75
24 40 0 203961 JOSAP 474330 40892 BA7S62 1090532 - 4.88
35 69 © 28596% 32686 497420 55040 304230 1111282 7.0t
24 70 © 205941 34943 3103%¢ 71920 423570 1135230 7.92
27 1 8 283981 JI7445 539156 . P1T94 643764 11624601 .02
o6 72 © 285961 40104 3559580 11497t  T11041 14193705  7.31
2v 73 © 283961  A3Z49 579530 141025 759415 1228897, .44
30 74 © 285961  464%8 598700 172751 811714 1288488 7.49

PLEASE SEE ATTACHED SHEETS WITH INPORTANT FUOTNOTES
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EXHIBIT E

o ILLUSTRATIONS  w» PAGE 3 OF S
PREFARED ON 05/30/91

SUMMARY AT 20 YRS

TOTAL PREH!UHS- 285940
C(LESS) TOTAL CASH VALUE: - 424086
(GUARANTEED) 391600
C(VALUE DF DIVIDENDS) 32486 -
DIFFERENCE . -138126
AVERAGE DIFFERENCE PER YEAR ~6906
AVERAGE DEATH BENEFIT 1034086
CRR (1) 6.22%
S5X INTEREST ADJUS"ED COSTS(2):
AT 10 YEARS 5.65
AT 20 YEARS 4.05
SX INTEREST ADJUSYED PAYHENTS:
AT 10 YEARS 19.74

AT 20 YEARS 15.33
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CEXHIBIT E

L1} ILLUSTRATIONS w». FAGE 4 OF 5
FREFARED ON 05/30/91

GUARANTEED CASH VALUES AS .SHOWN ON THIS ILLUSTRATION ARE ONLY AVAILABLE IF
ALL_PRENIUNS HAVE BEEN PAID. THE ANNUAL RATE OF INTEREST UNDLRLYING THE
CONPUTATION OF THESE GUARANTEES IS 4.0

ALL CABH VALUES SHOUH ARE END OF YEAR VALUES

ILLUSTRATIONS FOR INDIVIDUAL LIFE INSURANCE PRODUCTS ARE TESTED
FOR THE POSSIBILITY OF CLASSIFICATION AS A MODIFIED ENDOMMENT FOR THE PURPOSES
OF FEDERAL INCOME TAXATION. THIS TEST APPLIES TO POLICIES ENTERED INTO AFTER
JUNE 20, 1988 AND MAY NOT BE USED FOR POLICIES IN FORCE BEFORE THAT DATE.

THE ILLUSTRATED OUTLAYS SHOWN ON THIS ILLUSTRATION WOULD NOT CAUSE IT TO BE
CLASSIFIED AS A MODIFIED ENDOWNENT. THIS TEST IS NOT A GUARANTEE THAT A
EARTICULAR POLICY WILL NOT BE CLASSIFIED AS A KODIFIED ENDOWMENT IN THE FUTURE.

FIGURES DEFENDING ON DIVIDENDS ARE NEITHER ESTIMATED NOR GUARANTEED, BUT ARE
BASED ON A HYPOTHETICAL DIVIDEND SCALE. THIS SCALE HAS THE SAME FACTORS AS THE
1991 DIVIDEND SCALE, EXCEPT FOR THE INTEREST RETURN. THE INTEREST RETURN IS
HASFD ON ASSUMED RATES THAT BOULD CREDIT, WHICH MAY VARY BY POLICY
YEAR. THESE RATES ARE SHOUN AT THE END UF THESE FODTNOTES, AND DO NOT EXCEED

. QUR CURRENT RATE OF 10.5

ACTORL FUTURE DIVIDENDS WAY BE MIGHER OR LOMER THAN THOSE ILLUSTRATED
DEPENDING ON THE COMPANY'S ACTUAL FUTURE EXPERIENCE.

THE COST OF THE ABOVE POLICY OVER A PERIOD OF YEARS CANNOT KE DETERMINED
WITHOUT TAKING INTO ACCOUNT THE INTEREST THAT WOULD HAVE BEEN EARNED HAD THE
FREMIUNS BEEN INVESTED RATHER THAN PAID TO THE INSURER.

NET DEATH BENEFIT ON ALL PERMANENT PLANS NEANS THE FACE AHOUNT PLUS RIDERS. 1F
AN D OF YEAR DIVIDEND LESS POLICY LOANS. A FULL DIVIDEND IS NOT
CENCRALLY PATD. UPON DEATH DURING THE POLICY VEAR. OTHER VARIADLES ARE
POSSIBLE. YOUR AGEMT WILL DEFINE THE RULES UPON REQUEST.

THE POLICY LOAN INTEREST RATE SHOUN ON YOLR ELLUSTRATION IS PAVABLE [N ADVANCE
AT A DISCOUNT RATE EQUIVALENT TO AN ANNUAL RATE OF 8.00X. DIVIDENDS AR
AFFECTED BY POLICY LOANS.  TO THE EXTENT THE DIVIDEND SCALE 1S BASED (N AN
INTEREST RATE GREATER THAN 7.00X, IN ANY GIVEN POLICY YEAR THE GREATER THE
AMOUNT OF LOAN, THE SMALLER THE DIVIDEND.

(THIS DOES NOT APPLY TO ECONOMIX YERM, WHICH HAS NO LOAN VALUE.)

THE NUNBER OF YEARS OF REQUIAED CASH OUTLAYS DEPENDS UPON AGE AT ISSUE, POLICY
CLASS, FACE AMOUNT, AND CONTINUATION OF CURRENT DIVIDEND SCALE,
AND ASSUMES NO POLICY LOANS. THIS IS NOT AN AUTOMATIC DIVIDEND OFTION. POLICY
OWNER MUST REQUEST CHANGE GF DIVIDEND OPTION AT POLICY YEAR INDICATED. HE MAY
PAY THE BALANCE OF PREWIUM BY SURRENDERING A PORTION OF PAID UP INSURANCE.
-1HIS IS NOT A PAID-UP POLICY; PREMIUNS ARE DUE AND PAYABLE IN ALL FOLICY YEARS.

(1) THE COMPARATIVE RATE GF RETURM SHOMN REPRESENTS THE RATE, NOT CONSIDERING
THE EFFECT OF TAXES, WHICH THE POLICYHOLDER WOULD HAVE TO EARN UN AN ADJUSTED
SERIES OF OUTLAYS TO ACCUNULATE TO THE TOTAL CASH VALUE AT THE END OF THE
PERIOD. THE ADJUSTED SERIES OF OUTLAYS EQUALS THE ACTUAL OUTLAY IN EACH YEAR
LESS THE COST OF INSURANCE PROTECTION FOR THAT YEAR, WHICH IS BASED ON THE
1980 CSO BASIC TABLE (

(2) INTEREST ADJUSTED COST INDICIES ARE BASED ON THE POLICY EXCLUDING RIDERS
AND ARE USEFUL IN COMPARING POLICIES OF SIMILAR TYPES.
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EXHIBIT E

ILLUSTRATIONS aa PAGE 5 OF S
PREPARED ON 05/36/91

PA  SAVE NAME -
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VANISHING PRENIUM PLAK EXHIBIT F
PREFARED FOR
Client HALE NONSMOKER, AGE 35
$1000000 INITIAL ANNUAL PRENIM  $9375.00
DIVIDENDS BUY PUA'S FOR 9 YEAR(S), THEREAFTER DIVIDENDS REDUCE PRENIUMS
VITH EXCESS APPLIED TO PURCHASE PUA'S :
VANISH PREMIUN FULL PAY
TOTAL o GUARANTEED

cASH CASH  INCREASE TOTAL  TOTAL CASH  CASH VALUE TOTAL  TOTAL

PREMIUM  NET VALUE  LESS NET  CASH DEATH PREMIUM INCLUDING  CASH DEATH
YR DUE CUTLAY INCREASE PAYMENT VALUE = BENEFIT DUE RIDER* VALUE  BENEFIT
1 9375 97Ts 0o -9375 0 1000000 9375 0 0 1000000
2 s TS o -9375 0 1000000 9375 [ 0 1000000
3 s s 920  -8455 920 1000000 9375 0 920 1600000
4 937S 9375 78Se  -1521 8774 1008323 9375 6360 8774 1008323
S 937S 9375 9231  -16 18005 1020890 9375 13400 18005 1020890

4687S’ 46875 18005  -28870 46875
6 9375 o375 10337 962 28342 1037503 9375 20830 28342 1037503
7 9375 9IS 11498 2123 39840 1058058 9375 28620 39840 1058058
8 9375 9375 12788 3413 52628 1082310 9375 36800 52628 1082310
[ 14165 4790 64793 1110238 9375 45370 66793 1110238
10 3920 3920 9745 . 5825 76537 1105604 9375 54370 82677 1141682

88295 88295 76537 -11738 93750
1 [ 0 6585 6585 83122 1080351 9375 63800 99790 1176547
12 [ 0 TI7T  T7 90519 1059355 9375 TIET0 118845 1214753
13 ° 0 8125 8125 98645 1042381 9375 84000 139626 1256153
1% [ 0 8930 8930 107575 1028401 9375 94820 162284 1299796
15 ° 0 9775 97T 117350 1017319 9375 106120 186935 1345680

83295 82295 117350 29055 140625
16 0 0 10723 - 10723 128076 1009040 9375 117950 213776 1393805
17 [ 0 11689 11689 139762 1003470 9375 130260 262911 144419
8 ° 0 12726 12726 152485 1000473 9375 143110 274508 1496842
19 [ 0 13805 13805 166291 1000005 9375 156430 308711 1551884
20 [ 0 956 14956 181247 1001946 9375 170230 345695 1609264

88295 %95 181247 92952 187500

THIS IS AN TLLUSTRATION AND KOT A CONTRACT.
DIVIDENDS ARE NOT GUARANTEED AND ARE BASED OM THE CURRENT SCALE.

CASN VALUES AND DEATN MAY VARY
THIS ILLUSTRATION ASSUMES THAT RECOMMENDED PRENIUM DEPOSITS ARE ALWAYS MADE.

ON ACTUAL

THIS ILLUSTRATION IS ONLY VALID IF ALL PAGES ARE INCLUDED

JUNE 24, 1991 VERSION 6

PAGE 1 OF 3



EXHIBIT F

VANISH PREMIUN FULL PAY
TOTAL [~} GUARANTEED
CASH CASH  INCREASE TOTAL  TOTAL . CASH  CASH VALUE TOTAL  TOTAL

PREMIUM  NET  VALUE LESS NET: CASH  DEATH PREMIUM INCLUDING CASH  DEATH
YR DUE OUTLAY INCREASE PAYNENT VALUE - BENEFIT 8 bUE RIDER*  VALUE ' BENEFIT

5 0 ‘0 21951 21951 276105 1046308 9375 246370 ST9176 1935383

30 [] 0 30834 30834 411967 1143782 9375 333630 911580 2330616
35 0 0 41899 41899 597991 1291040 9375 428090 1368830 2806694
COST INDEXES
10 YRS 20 WS
NET PAYMENT INDEX - 7.45 5.41
SURRENDER COST INDEX 3.3 0.50

EQUIVALENT LEVEL DIVIDEND 1.92 3.97

THIS 1S AN ILLUSTRATION AND NOT A CONTRACT.

DIVIDEMDS ARE NOT GUARANTEED AND ARE BASED ON THE CURRENT SCALE. .
CASH VALUES AND DEATH BENEFITS MAY VARY DEPENDING OM ACTUAL EXPERIENCE..
THIS TLLUSTRATION ASSUMES THAT RECOMMENDED PREMIUM DEPOSITS ARE ALWAYS MADE.

° DOES NOT GIVE LEGAL OR TAX ADVICE.
PLEASE CONSULT YOUR PROFESSIONAL TAX ADVISOR REGARDING ANY ITEMS WHICH
INVOLVE THE INTERPRETATION OF APPLICABLE TAX LAW.

BECAUSE OF LONG TERM INTEREST RATE TRENDS, ALL. POLICYHOLDERS SHOULD BE AWARE
THAT DIVIDEND SCALES AT KN AND THROUGHOUT THE INDUSTRY WILL
LIKELY BE REDUCED AT SOME POINT IN THE FUTURE. © BELIEVES IN
PROVIDING FULL DISCLOSURE TO OUR PROSPECTIVE POLICYHOLDERS, AND WE, THEREFORE,
SUGGEST YOU CONSIDER OBTAINING ADDITIONAL ILLUSTRATIONS TO DEMONSTRATE THE
SENSITIVITY OF PRODUCT VALUES TO POTENTIAL REDUCTIONS IN DIVIDENDS.

THE TERM 'VAMISH' DOES NOT MEAM THAY PREMIUMS ARE NO LONGER DUE, BUT THAT THE
CASH PREMIUM DUS REFLECTS THE PAYMEKT OF FUTURE GROSS ANNUAL PREMIUMS THROUGH
THE USE OF CURRENT 1F FUTURE ARE REDUCED FROM THE
CURRENT, RESULTS OF THE VANISH MAY DIFFER FROM THAT ILLUSTRATED.

ADDITIONAL PREMIUM PAYMENTS MAY BE REQUIRED IF THE CURRENT SCALE OF
DIVIDENDS 1§ REDUCED.

*GUARAMTEED VALUES DO NOT REFLECT ANY LOANS, SURRENDERS OR DIVIDENDS
FROM THE POLICY.,

CASH VALUES ARE ILLUSTRATED AT THE END OF THE YEAR.
THE ACTUAL BEGINNING OF YEAR CASH VALUE WILL BE LOWER WHEN THE DIVIDENOS
ARE SURRENDERED TO PAY THE PRENIUN.

THIS ILLUSTRATION IS ‘UH.\‘ VALID IF ALL PAGES ARE INCLUDED

JUNE 23, 1991 VERSION 6 PAGE 2 OF 3
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THIS TLLUSTRATION ASSUMES THE SURRENDER OF PAID-UP VALUES; THESE MAY
BE DEEMED AS TAXABLE INCOME UNDER I.R.C. SECTIONS 72(E) AND 7702 AND -
OTHERS. PLEASE CONSULT YQUR PROFESSIONAL TAX ADVISOR.

1F THIS PDleV, IN COMBINATION WITH ANY OTHER INSURANCE POLICIES INFORCE OR

APPLIED FOR, EXCEEDS

DOLLARS, SPECIAL UNDERWRITING, REINSURANCE OR

COMMISSIONING MAY BE REQUIRED WHICH COULD AFFECT THE PREMIUM AND VALUES

TLLUSTRATED.

THE INSURED'S TAX.BRACKET IS 28X

PRESENTED BY: Semple, .

JUNE 26, 1991

VERSION & C PAGE 3 OF 3

EXHIBIT F
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YAKISHING PREMIUN PLAN EXHIBIT G
PREPARED FOR
) : NALE NONSMOKER, AGE 35
$500000
INITIAL ARNUAL PRENIUN $4625.00

DIVIDENDS BUY PUA'S FOR 11 YEAR(S), \'HER‘EAFIER DIVIDENDS REDUCE PRENIUNS
YITH EXCESS APPLIED TO PURCHASE PUA'S

PUA'S  TOTAL TOTAL C¥ TOTAL
SURR  CASH  CASH  CASH INCREASE TOTAL  OEATH
PRENIUN TO PAY ~ VALUE PREKIUN VALUE LESS KET CASH  BENEFIT
YEAR AGE  OUE  PRENIUNS OF PUA'S  DUE  INCREASE PAYNENT VALUE BEG OF YR

135 4628 0 0 4625 0 4625 0 500000
2 36 4625 0 0 4625 0 -i625 0 500000
331 4625 0 0 4625, 3138 -890 3135 500000
438 4625 0 §5 4625 4545 -80 8280 50033
5 39 4625 0 0 4625 4865 40 13145 501403
12 2B 1345 -9980
0 515 4825 5210 585 18355 503222
0 1084 4625 579 954 23934 505813
0 1785 4625 5976 1351 29910 509169
0 200 4625 6335 1770 36305 513284
0 3852 4625 6857 232 43162 518153
145 4625 0 5269 4628 7338 M3 50499 523193

1246 344 2583 2915 561 3196 3235 54295 512615
134 013 2013 1028 0 4488 4488 58783 - 504263

148 984 984 88 0 5685 5685 64468 500350
1548 91 9 0 0 8172 8772 11240 500001
) 57108 51436 11240 19804

16 50 0 FD 650 0 1 70 719016 502379
17 51 0 0 1929 0 8638 8638 87649 508772
18 52 0 0 im 0 9443 9443 97081 s12111
19 83 0 0 6138 0 10207 10207 107298 513868
20 54 0 0 9025 0 10346 10946 118245 526061

57108 51436 118245 66803
THIS PROPOSAL IS VALID ONLY IF ALL PAGES ARE INCLUDED

NAY 31, 1991 PAGE 1 OF 4
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MAY 31, 1991
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GUARANTEED LEDGER PROPOSAL

PREPARED FOR

INITIAL ANNUAL PREMIUM

EXHIBIT G

MALE NONSMOKER, "AGE 35

TOTAL TOTAL TOTAL
TOTAL GUAR GUAR GUAR ©
PREMIUM  CASH DEATH  PAID-UP
YEAR  DUE VALUE  BENEFIT INSURANCE
1 4625 0 500000 0
2 4625 0 500000 0
3 4625 3735 500000 23000
4 4625 8225 500000 48500
5 4625 12905 500000 -72500
23125
6 4625 17780 500000 95500
7 4625 22850 500000 117500
8 4625 28125 500000 138600
9 4625 33605 500000 158500
10 4625 39310 . .500000 177500
46250
1 4625 45230 500000 196000
12 4625 51380 . 500000 213500
13 4625 - 57755 500000 230000
14 4625 64380 - 500000 248000
15 4625 71240 500000 261000
69375
16 4625 78360 - 500000 275500
17 4625 85720 - 500000 289000
18 4625 93320 500000 302500
19 4625 101160 500000 - 315000
20 4625 109220 500000 326500
92500

$4625.00

TﬁIS-PROPOSAL IS VALID ONLY IF ALL PAGES ARE INCLUDED

PAGE 2 OF 4
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EXHIBIT G
IMPORTANT INFORMATION ABOUT THIS PROPOSAL

has a reputation for its financial integrity and
for providing solid, long terim value to our policyholders. In keeping
with that tradition, we encourage our clients to fully examine and
understand the assumptions used in a life insurance proposal. We
have provided the following information to help you make an informed
purchase decision. :

This proposal is not a contract; we recommend that you refer to
your pélicy for a complete expianation of your policy benefits.

GUARANTEES

ONLY THOSE PREMIUMS AND VALUES LABELLED AS ’GUARANTEED' IN THIS
PROPOSAL WILL BE CONTRACTUALLY GUARANTEED IN YOUR POLICY.

DIVIDENDS

ILLUSTRATED DIVIDENDS, AND ALL VALUES DEPENDING ON ILLUSTRATED
DIVIDENDS, ARE BASED ON THE JULY 1990 DIVIDEND SCALE. THEY ARE
NEITHER GUARANTEES NOR ESTIMATES OF FUTURE DIVIDENDS.

The first dividend is dependent upon payment of the ¥irst premium
due in the second year.

PREMIUM

Premiums due, when reduced by dividends, may vary substantially
from the illustrated premiums due, depending on the actual -
dividends paid. in future years.

VANISHING PREMIUMS

THE POLICY ILLUSTRATED REQUIRES THAT PREMIUMS BE PAID EACH YEAR
WITHOUT LIMITATION. HOWEVER, IT IS POSSIBLE THAT AT SOME FUTURE
DATE, DIVIDENDS, AND IF NECESSARY, THE SURRENDER OF PAID UP
ADDITIONS MAY BECOME SUFFICIENT TO PAY CURRENT AND FUTURE
PREMIUMS DUE. THE PROPOSAL SHOWS THIS BY INDICATING A TIME

WHEN PREMIUMS ’VANISH’.

IF ACTUAL DIVIDENDS ARE LOWER THAN ILLUSTRATED, YOU WOULD HAVE TO
PAY PREMIUMS BEYOND THE DATE AT WHICH THIS PROPOSAL SHOWS THAT
PREMIUMS MIGHT °'VANISH’,. FOR POLICIES WHERE PREMIUMS HAVE ALREADY
*VANISHED’, FUTURE PREMIUMS COULD BE REQUIRED.
LOANS AND SURRENDERS
The dividends shown in this proposal reflect the lcans and loan
interest rates as illustrated. Actual policy dividends will vary
according to actual loan interest rates and loan activity.

THIS PROPOSAL IS YALID ONLY IF ALL PAGES ARE INCLUDED

MAY 31, 1991 PAGE 3 OF 4
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EXHIBIT G
TAXATION

This proposal may not fully reflect your actual tax or
accounting situation. We suggest that you consult your
professional advisors regarding the interpretation of current.
and proposed tax laws and accounting principles.-

The Individual’s illustrated tax bracket is 28%.

PROPOSAL DESIGN

Internal Rates of Return on death have been calculated assuming that death
takes place: 1) at the beginning of the year; and 2) at the end of the ‘year
{prior to the payment of the dividend). The two figures which resuit,
represent the range of returns that will be delivered by the policy (based
on the current dividend scale), depending on when during the year the
insured d1es.

Internal Rates of Return on death are illustrated on a Traditional and
Agygressive basis. While both assume that death occurs at the end of the
policy year, the Aggressive bacis makes the further assumption that the
end of year dividend has been credited.

ALTERNATE PROPOSALS

IN LIGHT OF PAST INTEREST RATE TRENDS, YOU SHOULD BE AWARE
THAT DIVIDEND SCALES -AT ANY COMPANY, INCLUDING

. COULD BE REDUCED AT ANY POINT IN THE FUTURE.
VALUES ILLUSTRATED ARE SENSITIVE TO CHANGES IN THE DIVIDEND
SCALE. " IF YOU WISH TO ASSESS THE SENSITIVITY OF THE VALUES
ILLUSTRATED TO A DROP IN QOUR CURRENT SCALE, YOU SHOULD REVIEW
A SECOND PROPOSAL PREPARED USING A DIVIDEND SCALE LOWER
THAN THE SCALE CURRENTLY BEING CREDITED.

1 have. received and reviewed 4 pages of this proposal, including
footnotes. I also understand the implications of the above
information on premium amounts and values illustrated.

Policyowner (For Trust: this should be signed by the Trustee)

Date

Presented by: A Date

Agent

THIS PROPOSAL IS VALID ONLY IF ALL PAGES ARE INCLUDED

MAY 31, 1991 v1.3u3 PAGE 4 OF 4
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EXHIBIT H

Page 4

The Abbreviated Payment Plan uses dividend results to limit the number of
premiums paid in cash. Results are not guaranteed. See Form for
details on how the Abbreviated Payment Plan works. Refer to the
following "Full" Pay Ledger for a complete schedule of premium payments.

ABBREVIATED PAYMENT PLAN RESULTS

Results Based on

Results Based on a Dividend Interest Rate
"the Current Dividend Scale " 1% less than Current Scale
Pol YEARLY TOTAL TOTAL YEARLY TOTAL TOTAL
Yr PAYMENT CSVx DBx* PAYMENT CSvx DB*
) 1340 0 100000 1380 0 100000
2 1340 303 100000 . 1340 303 100000
3 1340 1434 100543 1340 1424 1005643
4 1340 2638 101188 1340 2606 101143
5 1340 3923 101934 1340 3853 101797
6 1340 5537 102788 1340 65412 102506
7 1340 7302 103886 1340 . \7100 103405
8 1340 5420 105268 1340 . 8119 104525
9 1340 11717 107118 1340 11290 106054
10 1340 14207 109241 1340 13626 107800
11 1340 16845 111638 1340 16078 " 1097568
12 && . 18252 109968 1340 18708 111738
13 &k 19772 108590 && 20080 109938
14 && . 21411 107472 && 21568 108374
15 && 23171 106604 && 2314% 107030
16 && 25060 105955 && 24818 105881
17 && 27087 105528 && 26598 104921
18 && 29258 105313 && 28487 104143
19 && 31579 105305 && 30480 103539
20 && 34061 105496 && 32610 103098
AGE : . .
85 . && 68968 127876 && 59968 114754
76 && 138623 1869833 && 108585 150087
HRKARKKKEK

&% Based on the dividend scale reflected, which is not guaranteed, no
out-of-pocket cash outlay is required. Premiums are assumed to be paid
by application of dividend credits. A reduction in the dividend scale
could require you to make additional out-of-pocket cash outlays in
one or more of these years.
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EXHIBIT 1
PABE L OF 2

UNIVERSAL LIFE

PREPARED FOR: MALE CLIENT FLANNED PREMIUM: s 700.00
ISSUE AGE:  35/MALE  NON-SMOKER PREMIUM MODE» ANNUAL
SPECIFIED AMT: 8 100,000 ADD'L 1ST YR PREMIUM: $ 0.00
DB OPTION: . A/SPECIFIED AMOUNT _
PREPARED BY: DATE PREPARED: 05-28-91
' CURRENT TLLLSTRATIVE SUARINTEED
8,301 7,000 .01
AOUALITED  ACCONT  CASH  OEATR  ACCONT  CASH . ODEATH  ACCOMT CASA  OEAT
YR AGE  PRENIUS | WAUE  YMUE  BOMEFIT  VAUES  VAUE  BENEFIT  VALGE GE  BENEFIT
1% m $9 0. 100,00 5% o w000 4 0 100,60
19 0 1,15 o 10,000 1,028 w1000 98 T 100,00
] LI LIS 100,00 LI - L0M 100000 1,380 ™M 100,000
] 79 238 L8 100,00 . 2,38 LNT 00,000 L5 177 100,000
S 40 7% 3,218 2,%%¢ 100,000 3,070 2,411 100,000 2,308 1,849 100,000
Tt 3500
PR ™) 5009 34T 100,000 3,790 3,25 100,000 2,78 2,200 100,600
78 700 88 GME K000 458 L6 00,00 3,22 180 100,00
843 00 ST S 100,000 5,369 5,08 100,000 5469 3389 100,000
9 4 70 SIS - GEL 100,00 62T 5080 100,000 4,105 392 100,000
10 15 200 TE2 7,81 400,000 AT TaF 100000 459 4S9 100000
ToTAL 2000
TR TR ™) 8,950 8,50 100,000 B2 8,100 100,000 4,37 497 100,000
247 M 10,180 10,180 100,000 9% 9% 100,00 538 538 100,000
S48 M IS8 LLS0E 100,000 10,204 10,218 100,00 568 545 100,00
49 00 2,9 298 100,00 L2 12 100000 608 KO 100,000
1555 0 1a4s 1d8s 100,000 IZM03 12603 160,000 632 6382 100,00
totaL 10560
5% 8 0 16,158 15,50 100,000 RS U390 100,000 &ks b 100,000
7 8 W AT I3 100,000 15500 15,501 100,000 638 &8 100,00
8B M0 M2 19,912 100,00 18,77 18077 10,00 7.0 LOB 100,000
9 % 0 D8 208 100,000 . I8 1834 106,00 1209 1209 100,00
0055 0 24,293 20,23 00,000 20,000 20,010 100,000 726 T2 100,00
Tor 14000
780 T 0L ML 100,00 29,095 29,793 100,000 6,088 6,065 . 108,00
OB T e BN 100,000 4230 asM j0,000 T ® 100,00
0 21000

THE CURRENT RATE 15 B.50T FOR YEARS £-20, A 9,301 FOR YEARS THEREAFTER.
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EXHIBIT I
PAGE 2 OF 2
UNIVERSAL LIFE

PREPARED FOR: MALE CLIENT . PLANNED PREMIUM: s 700.00

ISSUE AGEx" IS/MALE . NON-SMOKER PREMIUM MODE: ANNUAL
SPECIFIED AMT: ¢ 100,000 ADD’'L 1ST YR PREMIUM: $ 0.00
DB OPTION: A/SPECIFIED AMOUNT ’

PREFPARED BY: DATE PREFPARED: 05-28-91

SUMMARY OF VALUES

Fe CURRENT : ILLUSTRATIVE GUARANTEED

8.50¢ o 7,001 4,001
TOTAL ACCOUNT casH DEATH  ACCOUNT cASH DEATH  ACCOUNT casH DEATH -
YR AGE  PRENIUN VALUE VALUE.  BENEFIT  VALUE VALUE | BENEFIT  .VALUE VALUE  BENEFIT
1 3% 700 559 0 100,000 550 0 100,000 458 0 100,000
1043 7,00 7,812 7,812 100,000 7,137 7,037 100,00 4,529 4,529 100,000

2095 14,000 28,293 N3 100,000 20,010 20,000 100,000 7,264 7,266 100,000
25 80 17,50 40,361 40,358 100,000 29,798 29,758 100,000 6,05 5,065 100,000
30065 21,000 65,295 65,85 100,000 42,590 42,594 100,000 ] 799 100,000

“en S¥% INTEREST ADJUSTED COST INDEXES MONTHLY INCOME
SURRENDER COST NET PAYMENT COST @ 65 - 10 YRS
10TH YR 20TH YR™ 10TH YR 20TH YR CERTAIN & LIFE

GUARANTEED VALUES: .58 4.91 7.00 7.00 i S
7.00% ILLUSTRATIVE VALUES: 1.60 1.24 7.00 7.00 381
8.50% CURRENT VALUES: 1,09 0.01 7.00 7.00 884

COST 'INDEXES ARE USEFUL ONLY FOR COMPARISON OF THE RELATED COSTS OF SIMILAR -
POLICIES. CHARGES FOR ADDITIONAL BENEFITS HAVE BEEN REMOVED FROM THESE INDEXES.

THE GUARANTEED COLUMNS REFLECT A GUARANTEED INTEREST RATE OF 4.00% AND
GUARANTEED  COST OF INSURANCE RATES. ILLUSTRATION FOR-USE IN THE STATE OF
INITIAL GUIDELINE PREMIUMS: NET SINGLE 15,176 NET LEVEL - 1,333
MAXIMUM ANNUAL PREMIUM THAT COMPLIES WITH 7-PAY TEST: 3,981

COLUMNS OTHER THAN GUARANTEED SHOW VALUES BASED. ON CURRENT COST OF INSURANCE
RATES AND THE INTEREST RATE INDICATED, AND THESE COLUMNS ARE NOT GUARANTEED.
CURRENT INTEREST RATE IS DETERMINED MONTHLY.

USING PLANNED PREMIUMS THIS POLICY WILL TERMINATE IN POLICY YEAR 31 BASED ON -
GUARANTEED VALUES.
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50,000
INITIAL AMUAL PROTIN £2,131.54
TOTAL DEFOSIT AT ISSE 2,115
CUARMTEED 0 5.5% ORET 0 7.608 (S.408%) ASIMED 0 T.5% (9.068%)
AN - -
ANAL ALY CAH DB RLICY O DM LY OGS B
YORAE OO VALE- VAUE BT - VAUE VALE BBEFIT  VMIE  VALE BBRIT
an uS 0 B0 uB 0 250000 g 0
ar 50 00 J00 W U X0 W% W
a2 BN WS B0 BB 2B BHN 4B a8
AR 4513 19658 250000 §3%2 M K000 6348 ki
an S Ase B0 SIS X000 868 N
10658 '
A B2 M BW0 W8 T X0 4R uB
AR M3 CSE XM M SM X000 - 1M %50
23 @83 G130 250000 169 11 50000 1M 68
AR WM S S0 153 MOSE %0000 1535 138
AN 9668 8350 250000 15748 18441 250000 19375 18068
KikiH
an 101682 9116 250000 AW A9 X000 059 048
k-] 10487 9703 250000 A 8553 250000 - a1 23008
A7 0SB 0100 A0 A8 XS X0 /IS %63
aAr 10538 10276 250000 839 B131 250000 86 28352
AR 10189 10189 250000 2101 RI0T 250000 MB MB
319m
nR o 9MS  GUS  J00 W2 N2 K00 M TS
AR BUI IN9 AN MUS S 00  I0S  ams
AR MB MBS0 MEB 466 %00 A0S A0St
AR SWT ST BM0 M2 . MM2 X000 . 4B em
AR #H W5 S00 . S5K5 5SS 250000 SUES 5SS
25831
THIS TLLUSTRATION IS OLY VALID IF ALL PAGES A THOLLDED
WY 31, 1981 VESTON 2.4 PRETEFS
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NIVERSAL LIFE ACOMAATION PROPOSAL

PREPARED FOR

MALE NONSHOKER, AGE 45

EXHIBIT J
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UNIVERSAL LIFE AQOUMALATIC PROPOSAL
PREPARED AR

MALE NOKSHORER, AGE 45

250,000
INITIAL WAL PROTN 2,195

TOTAL OERGSIT AT ISGE. - X

GURMTEED 0 5.5% . OURRENT @ 1608, (9.40%) . . . ASIVED 8 7.5% (3.05V%)

MUL RUCY  OS1 0N RUCY - O OEAM  RUY oW B
YORAE FOMN VALE VALE GBEFIT  VALE WAIE BBEFIT  VAE  VALE GO

s ax 5858 250000 5873 SM13 2000 . 57084
6 an ] 0 0 .63BU  63MM 2000 - 60648
a  ax [} 0 0 e 6N /W MW
[ ] 0 ] 0 T TGN Z000 W
8 A 0 ] 0 TS TSX 250000 70751
si28
" ar 0 0 0 TR WM 25000 TT
noar 0 0 0 NS @IS 500 7%
noar [} [] 0 eEm . eRnm %00 103
n o ar 0 [] 0 0O8 0% %00 82m
n o ax 0 0 0 HOMB 108 250000 100051
8345
5oar 0 -0 - 0 1G5 1S %000 103810
% an ] [} 0 AT T 25000 10N
n oo 0 0 0 amm om0 1105t
noan [} 0 0 1m0 1960 B0 - 140SD
" oA 0 0 0 1M1 18815 250000 11632
U504
0 [] ] 0 WA S 25000 1196
o an [ 6. 0 1SH8  Sus X000 121%5
2 A o -0 0 1MW 1MW M0 123%8
6 an ] 0 0 1SS 1675 20000 125368
“ A 0 0 0 A5 ASTH 250000 151661
(5]

THIS TLLUSTRATION IS GRY WALID IF ALL PAGES ARE INCULOED
WY 31, 1991 VERSION 2.4 PREQ2CFS

5108
60648
[3k]
o751
e

341

U3

100051

103810
103

110881

11050
116852

1%
121985

125%9
151661

250000
250000
250000
250000
250000

EXHIBIT J
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UNIVERSAL LIFE ACCIMRATION PROPOSAL
PRENRED RR
WALE NORSHOKER, KEE 45
$250,000 ’
INITIAL ANUAL PROMTIM - $2,131.54
TOTAL DERGSTT AT 1SSE $2,131.54
GARANTEDD 0 5.% ORDIT 0 1.60%8 (9.408%) ASINED € 7.55% (9.06%%)
PLANED
AN ROLICY A DR POLICY  CASH o OEA POLICY O OEAM
YORAE PROMM  VALE VAUE BT VAUE - WALE BRNFIT - VNIE VAIE BOEFIT
5 ar 0 0 0 20555 20555 250000 156315 - 156316 250000
-] an ] 0 0 - 2316 © 2856 250000 - 161000 161000 250000
a7 uax 0 0 0 BN B 270027 165724 16574 250000
8 an 0 ] 0 Anu AU B8 17055 17055 . 250000
] an 0 ] 0 B068 2%68  3UESH 75617 175617 250000
95919
] A 0 ] 0 3700 208 3% 18113 181113 250000
81 an 0 [ [ R << << I i 187203 18743 250000
L4 ar 0 ] -0 M Imen M 194138 14135 250000
o ar ] 0 0 . 406023 (0609 41D 200045 202045 250000
% AR ] 0 0 508350 508350 5133 250080 250060 252561
108577
s A 0 ¢ 0 S0M5  SS0U5 . SSOMS  2mione 2m0) 21078
% an 0 0 0 S5I®W 5619 51N 293688 9360 25683
L A ] 0 0 GAEE G438 BAIMS IVM TN 1T
] ar ] 0 0 6%125 6125 69615 w1 3w
1518
Premius Smmery:  GLPAOTS.45/5SPSASST. 60/4P1827.50/TCP2325.00
- THIS TLLUSTRATION IS QLY VALID IF ALL PAGES ARE INCLLOED
WY-31, 1581 VERSION 2.4 PME I OF 5

EXHIBIT J



217

IMPORTANT INFORMATION ABOUT THIS PROPOSAL EXHIBIT J

has a reputation for financial integrity and for
providing solid, long term valus to its policyholders. In keeping with
that tradition, we encourage our clients to fully examine and understand
the assumptions used in a 1{fe insurance {1lustration. We have provided
the following information to help you make an informed purchase decision.

This bwposa‘l s not a contract; we recommend that you refer to your
policy for a compiete explanation of your policy benefits. .
GUARANTEED COLUMN ASSUMPTIONS

ONLY THOSE VALUES LABELLED AS 'GUARANTEED' IN THIS PROPGSAL WILL BE
CONTRACTUALLY GUARANTEED IN YOUR POLICY.

Guaranteed values reflect the guaranteed cost of insurance charges
which are not subject to change.

Guaranteed values are 1llustrated using a guaranteed interest rate

of 4% at any time and 5.5% over the 1{fe of the policy.

CURRENT COLUMN ASSUMPTIONS.

Current values are illustrated using a current interest rate of 7.8%
and are based on current cost of insurance charges, which are subject

to change.

Additional interest is credited at the end of every 10th year and will be
equal to 30% of the unborrowed interest credited during the previcus

10 years. The additional interest feature s guaranteed.

The additional interest feature affects the current values in the
following manner:

YEAR 10 20 30 40 50
AMOUNT $2105.37 $7620.01  $17163.83  $31712.05  $69324.55

*The interest rate, credited from purchase, required to produce equivalent
cash values every 10th year is 9.40%. ;

THIS ILLUSTRATION IS ONLY VALID IF ALL PAGES ARE INCLUDED

MAY 31, 1991 VERSION 2.4 PAGE 4 OF §
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'ASSUMED COLUMN ASSUMPTIONS EXHIBIT ¢
Assumed values are illustrated at an assumed interest rate of 7.55%

and are based on current cost of insurance charges, which are subject

to change.

Additional interest is credited at the end of aver*y_ﬂ)tﬁ year and will be

oqual to 30% of the unborrowed interest credited during the previocus

10 years. The additional interest feature is guaranteed._

The add'(t'lcna'l interest feature affects the assumed ve'lues in the:
following manner:

YEAR .10 20 30 40 50 -
AMOUNT  $2020.11 $7164.21  $15513.62  $25417.76  $38886.11.

**The interest rate, credited from purchase, required to pr-cduce equ*lva‘lent
cash values every 10th year i3 9.06%.

POLICY LOANS AND PARTIAL WITHDRAWALS

No policy loans or partial withdrawals of the cash surrender value are
shown on this proposal.

CASE DESIGN ASSUMPTIONS

Your policy is illustrated on.an assumed policy value basis.

You should carefully review the full propcsa’l including the section
entitled "Important Information About This Proposal®.

I have received and reviewed all 5 pages of this proposal, including
the section entitled "Important Information About This Propesal®.

Policyowner (For Trust: this should be signed by the Trustee)

' Date

- Presented by: . Date
Agent
PRESENTED 8Y: v
May 31, 1991 VERSION 2.4 ’ " PAGE 5 OF 5
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EXHIBIT K
UNIVERSAL LIFE LEDGER
Prepared For: Confidentisl Male Age 45 Non-Smoker
Specified Amount: $2,000,000,00
Presented By: Annusl Premfum: '60.00
Policy: (option 1) Additfonsl Peyment: . $0.00
For lssue In:
1llustration Date: 05/27/90 . Accelerated Benefit Rider: No
Policy Values Based On: Polfcy Velues Beted On:
END . Guar Min  4.5X Interest Assumed 8.50% Interest
of Guar Max Insurance Cost Current tneurance Cost
Y PREMIU Gusr Max Expense Cherges Current Expense Charges
€ A OUTLAY .
AG FOR  LOAN O CASH  SURRENDER OEATH CASN  SURRENDER DEATH
RE YEAR WITHORAWAL  VALUE VA BENEFIT VALGE VAL BENEFIT
1 4 760 [ 10717 0 2000000 12668 0 2000000
2 & 17760 0 21405 0 2000000 26009 ¢ 2000000
3 48 17760 [ 32 0 2000000 40044 4524 2000000
4 49 17760 0 42564 7044 2000000 SLBST 19347 2000000
S s¢ 17760 9 s2917 17397 2000600 70506 34984 2000000
& 5% 17760 0 63056 30792 2000000 86998 54734 2000000
7 52 17760 [4 72836 46126 2000000 104316 75604 2000000
8 53 17760 (4 2110 $6950 2000000 122466 97306 2000000
v 17760 [ P0748 69140 2000000 141458 119850 2000000
10 S5 17760 [ 98550 80696 2000000 161405 143349 2000000
1M 56 17760 9 105348~ 50844 2000000 183337 148833 2000000
12 7 1780 [ 99991 2006000 . 206540 ¥
13 58 17750 0 115188 107784 00000 231143 223741
1% 59 17760 0 117869 114021 2000000 257265 253417 2000000
15 60 17760 [ 118486 118390 2000000 285016 284720 2000000
\
16 & 17760 0 117298 117298 2000000 314512 314512 2000000
17 & 17760 0 113320 113321 2000000 345893 2000000
18 & 17760 [ 108179 108179 85 79285
19 & 17760 9 OTAOT  OTLOT 2000000 414819 414819 2000000
0 65 17760 [ 82400 . 82400 452473 452473 2000000
21 6 17760 o 62142 62142 2000000 491371 491371 2000000
2 &7 11780 [ 35966 35 2000000 532896 532896 2000000
3 68 1780 [4 2940 2940 S77332
2% 6 17760 0 o ] 0 625151 625151 2000000
3 7 17760 L] 4TS964  6T3964 2000000
%N 17760 4 T29812 - 72981
27T 12 7760 [ 787592 787592 2000000
8 73 17760 0 BANNTA  BIATA
2% - T80 0 915623 915423
30 75 1770 [ 985932 2000000
N6 17780 0 1061726 1061726 2000000
n»TmMw 17760 0 1143828 1143828 2000000
3 WM (4 1233488 2000000
3% 719 1TI60 [ 1332277 1332277 2000000
35 88 17760 0 1442078 1442078 2000000

TAIS 18 A ILLUSTRATION, NOT AN OFFER OF INSURANCE. - PAGE T OF &
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. EXHIBIT K
TLLUSTRATION PREPARED FOR: Confidentisl (CONTINUED ) °
Policy Values Sased On: Poticy Values Based On:
£ Guar Nin 4.5% Interest Asmumed 8.50% Interest
oF Guar Max Intursnce Cost Current Insurance Cost
PREMIUM Guar Max Expense Charges Current Expense Charges
A OQUTLAY .

FOR  LOAM OR CASH  SURRENOER DEATH CASE  SURRENDER DEATN
YEAR VITHDRAUAL VALUE  VALUE BEMEFIT  VALUE  VALUE  BENEFIT

G

E

81 17760 0 1565432 1565432 2000000
3 & 17760 [ 1705588 1705588 2000000
38 88 17760 0 1865937 1865937 2000000
39 & 17780 0 2047057 2047057 2149410
4 8 177 [ 2243819 2243819 2356010
41 86 170 [} 2457378 2457378 2580247
42 8 1780 [ 2659065 2689068 2823521
43 88 17760 [} 2040417 2940417 3037438
“ & 17780 0 3213092 3213092 3373746
&5 90 1760 0 3508903 3508903 3634349
& N 17760 ] 4021299
47 92 17760 0 4181260 4181260 4348510
48 93 17760 0 66818 4566618 4703617
49 g 17760 g 4989645 498964!

S 5089438
5454605 $454605 5509151

THIS 1S AN ILLUSTRATION, NOT AK OFFER OF INSURANCE. PAGE 20F &
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EXHIBIT K

. : UNIVERSAL LIFE ILLUSTRATION SUMMARY
Prepared For: Confidential Male Age 45 Non-Smoker

e Specified Amount: : $2,000,000.00
Presented By: e Annual Premjium: . $17,760.00
Policy: e st (option 1) Additional Payment: . $0.00
For Issue In: ~ T = . :
Illustration Date:: 05/27/90 . Accelerated Benefit Rider: No . °

LT . ) GUARANTEED . ASSUMED
. TOTAL" BASIS ( 4.50%) BASIS ( 8.50%)

END A TOTAL ... -  LOANS/
OF G PREMIUMS . WITH- SURRENDER DEATH SURRENDER DEATH
YR E PAID DRAWALS VALUE BENEFIT VALUE BENEFIT
1 46 17760 .. 1] 0 2000000 0 2000000
2 47 35520 - [} 0 2000000 X 0 2000000
3 48 53280 4] * 0 2000000 4524 2000000
4 49 71040 4] 7044 2000000 19347 2000000
5 50 88800 0 17397 2000000 34984 2000000
10 55 177600 (/] 80494 2000000 143349 2000000
15 60 266400 (4] 118390 2000000 284720 2000000
20 65 355200 V] 82400 2000000 452473 2000000
50 95 888000 0 . 5454605 5509151

THE FIRST YEAR BASIC ANNUAL PREMIUM INCLUDING RIDERS IS: ‘ $17,760.00

WARNING! TAX NOTICE: This illustration makes no representation or guarantees
as to the tax treatment of life insurance transactions. The tax rules
are complex and subject to change. This illustration is intended to
comply with the rules limiting the amount of premiums (DEFRA) to meet
the tax definition of life insurance. Loans or withdrawals may be
taxable if premiums exceed allowances set forth under the law. The
DEFRA and TAMRA premium limits are stated below only for the initial
insurance amount. ANY POLICY CHANGE WOULD CHANGE THESE LIMITS:

DEFRA Single Premium Limit . $418,425.53
DEFRA Annual Premium Limit $35,638.30
TAMRA Annual Premium Limit $91,960.00

THE INFORMATION CONTAINED IN THIS ILLUSTRATION IS NOT INTENDED TO BE LEGAL
OR TAX ADVICE. ADVICE MUST BE OBTAINED FROM APPLICANT’S OWN COUNSEL.

THIS IS AN ILLUSTRATION, NOT AN OFFER OF INSURANCE. PAGE 3 OF 4

58-720 - 92 - 8
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EXHIBIT K

LIFE ILLUSTRATION SUMMARY (CONTINUED)

EXPENSE DEDUCTIONS: An expense deduction is made from each premium paid on. the
policy. The present deduction is 3.5% on policies with attained specified face
amount less than $1,000,000, and 2.5% on policies of $1,000,000 or above. These
percentages may be changed by the company at any time but can never exceed 6%.
IN ADDITION, a monthly expense deduction is assessed against policies with
attained specified amount less than $1,000,000. This charge is $5 on.policies
between $25,000 and $99,999, and $3.50 on policieas bhetween $100,000 and $999,999

CASH AND SURRENDER VALUE DEFINITIONS: Cash value is the policy value before the
application of surrender charges. Surrender value is tha policy value less any
applicable surrender charges, withdrawals and outstanding loans. It is the
amount actually available upon policy surrender. -

PERSISTENCY BONUS, INSURANCE COSTS, EXPENSES AND INTEREST RATES: The current
and assumed interest rate accumulations include an annual one half percent’
persistency bonus after the 10th year. The present insurance costs, expense
charges and interest rates are subject to change by the company at any time.

may credit excess interest which may vary from time to time under a
pattern that depends upon the date of premium payments. Variation may be caused
by such factors as: investment income, expenses, mortality and withdrawal
experience -under this series of Universal Life policies.

GUARANTEED BASIS: The expensevcharges and cost of insurance are illustrated at
the maximum allowed. The guaranteed minimum rate of interest on policy cash
values is 4.5%.

LOAN AMOUNT IS INCREASED, EACH YEAR, BY THE INTEREST DUE ON THE LOAN. PREMIUM
PAYMENT IN EXCESS OF THE BASIC PREMIUM WILL BE APPLIED TO REDUCTIONS OF ANY
LOAN. THE DEATH BENEFIT SHOWN IS THE "NET" AFTER LOANS OR WITHDRAWAL AMOUNTS.
INTEREST ON' LOANS. WILL BE CHARGED IN ADVANCE AT 8% AND WILL BE CAPITALIZED ON
THE POLICY: ANNIVERSARY DATE, POLICY TERMINATION OR LOAN REPAYMENT.

VALUES ILLUSTRATED ARE END OF YEAR VALUES. PREMIUM PAYMENTS, LOANS AND WITH-
DRAWALS ARE ASSUMED TO OCCUR AT THE BEGINNING OF THE POLICY YEAR.

INDICES GUARANTEED ASSUMED
—mmeeseeee——— 10 YEAR 20 YEAR 10 YEAR 20 YEAR
SURRENDER COST: 5.83 7.69 3.45 2.36
NET PAYMENT: 8.88 8.88 8.88 8.88

Indices assume the time value of money to be 5%. An explanation of the cost
indices is provided in the “Life Insurance Buyer’s Guide".

THIS IS AN ILLUSTRATION, NOT AN OFFER OF INSURANCE. PAGE 4 OF 4
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EXHIBIT L
FOR: Your Client N INITIAL FACE AMOUNT: $100,000
ISSUE AGE: 35 MALE  NONSMOKER SELECT INITIAL DEATH BENEFIT OPTION: A  LEVEL AMOUNT
INITIAL ANNUAL PREMIUM: $923.00
RIDERS: NONE :
END GROSS «  =---- -~ PROJECTED 8,00 -=--=-=  --- MINIMUN GUARANTEZ 4.50% ---
. OF ACCOUT  CASH SURR DEATH ACCOUNT  CASH SURR DEATH
YR AGE VALUE®  VALUE BEKEFIT VALUE*  VALUE BENEFIT
1036, 48 S0 $100,000 $0 $0 $100,000
2 3 806 0 100,000 549 © U0 100,000
3 38 923 1,633 756 100,000 1,152 a7s 100,000
& 39 923 2,532 1,655 - 100,000 1,764 837 100,000
5 40 923 3,508 2,631 100,000 2,38 - 1,507 100,000
6 & 923 4,562 3,732 100,000 3,008 2,177 100,000
7 42 923 5,698 4,914 109,000 3,636 2,851 100,000
8 43 923 6,919 6,180 . 100,000 4,266 3,527 100,000
. 9 & L3 8,230 7.5 100,000 4,89 4,206 100,000
10 45 923 9,77 - 9,77 100,000 5,605 5,605 100,000
" 46 93 11,406 11,406 100,000 6,249 6,269 100,000
12 7 923 13,173 13,173 - 100,000 6,889 6,889 100,000
13 48 923 15,087 15,087 100,000 7,525 7,525 100,000
% 4 R § 17,163 17,163 - 100,000 8,153 8,153 100,000
5 S0 923 . 19,853 19,853 . 100,000 8,980 8,930 100,000
N\
16 51 923 22,3% 22,395 100,000 9,616 9,616 100,000
17 s2 923 25,492 . 25,492 100,000 10,372 10,372 100,000
18 53 923 28,979 28,979 - 100,000 1,147 1,147 100,000
19 54 923 32,920 32,920 100,000 11,939 1,939 100,000
20 55 923 37,355 37,355 100,000 12,748 12,748 100,000
21 56 - 923 41,646 £1,666° 100,000 13,308" 13,368 100,000
2 s7 923 46,320 46,320 100,000 13,817 13,817 100,000
3 58 923 51,412 51,412 100,000 16,264 14,264 100,000
% 5. 923. 56,960 56,960 100,000 14,641 14,641 100,000
FA -] 923 63,002 63,002 100,000 14,933 4,933 100,000
2% 8 923 69,584 69,58 100,000 15,126 15,126 100,000
7 e 923 76,752 76,752 100,000 15,191 15,191 100,000
8 63 923 8,531 &,531 106,509 15,106 15,106 100,000
29 & 923 92,880 92,880 115,172 14,837 14,837 100,000
30 65 923 101,861 101,861 126,27 14,351 14,351 160,000
3 e 923 111,609 111,619 133,943 13,612 13,612 100,000
32 67 923 122,206 122,206 145,425 12,579 12,579 100,000
33 6 923 133,606 . 133,69 157,759 11,205 11,205 100,000
3% 69 923 16,162 16,162 171,010 9,433 9,433 100,000
35 70 923 159,657 159,697 185,249 7,185 7,185 100,000
% N 923 174,39 174,3% 200,553 4,357 4,357 - 100,000
37 R 923 190,407 150,407 215,150 814 814 100,000
33 7 923 207,870 207,870 - 230,73% s b .
% 923 226,935 . 226,935 © 247,359
0 7 923 67,7 %7, 72 265,116

Prepared on: May 20, 1991 ) Prepared by:
HIP: 325.00 MSP: 16,350.49 APz 1,151.10 . - HEP: 2,807.88 CONT: 923.00
Page 1 of 2
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EXHIBIT L
FOR: Your Client INITIAL FACE AMOUNT: $100,000
ISSUE AGE: 35 HALE NONSMOKER SELECT . INITIAL DEATH BENEFIT OPTION: A  LEVEL AMOUNT
INITIAL AHWUAL PREMIUM: $923.00 :
RIDERS: HONE
JEND *  GROSS seeec-s PROJECTED ' 8.00% -- +== HINIMUH GUARANTEE 4.50% ---
TOFT T ANWUAL ACCOUNT  CASH SURR DEATH ACCOUNT  CASH SURR DEATH
YR _AGE OUTLAY. VALUE* VALUE BENEFIT VALUE* VALUE BENEFIT
SUMMARY
Yr 10 - 89,718 $9,774  $100,000 45,605 85,605  $100,000
*r 15 19,853 19,853 100,000 = 8,980 8,980 100,000
Yr 20 +37,355 37,355 100,000 12,748 12,748 400,000
At 65 27,690 101,851 101,861 124,271 14,351 14,351 100,000
AL TS 35,920 247,772 7,72 265,116 hid hid i
5.00% INTEREST ADJUSTED IKDEXES - SURRENDER NET PAYMENT
- 10 YEARS 20 YEARS 10 YEARS 20 YEARS
PROJECTED - - - 1.83 -1.53 2.3 9.3
GUARANTEED 4.9 5.56 9.3 9.3

Tha current cost of insurance depends upon | the preaium payment ponern &and the account value amount, and may increase or
decrease accordingly.

GUARANTEED VALUES: Based on-guaranteed interest, expense, and cost of insurance rates. The guaranteed

interest rate is 75% of the 90 day CD rate, Chemical Bank of Mew York, but in no event less then &.50%.

PROJECTED VALUES: Based on the projected interest rate, current expense end cost of insurance which are subject to
change. Current {nterest rates are declared quarterly.

Projected und Guarsntecd Values include guaranteed added interest credits on unborrewed values as follows: 0.25X at the
end of year 10, an additional 0.25X at the end of year 15, and 0.125% at the end of ysars 17, 18, 19 and 20, The
interest will be credited retroactively from the date of issue and prespectively while the policy is inforce. Cash
values equal to any outstanding loan balance will earn interest at 4.5X.

Account Values subject to a graded surrender charge if policy is wholly or psrtially surrendered (n first nine years.
The Payments shoun are not sufficient to maintain a policy in force under these assumptions.

The policy matures ot age 107 on a projected basis with an Account Value of $2,093,184.

This is an illustraticn, not a contract. Policy Form In Texas s’ LS0087.

THIS ILLUSTRATION HAS BEEN CHECKED AGAINST FEDERAL TAX LAWS.

THIS ILLUSTRATION HAS BEEN CHECKED AGAINST ll!E 7-PAY TEST. -

Prepared on: Msy 20, 1991 Prepared by:
NIP: 35.00 KsP: 16,390.49 WAP: 1,151.10 MEP: 2,807.88 CONT: 923.00
. - Page 2 of 2
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EXHIBIT L
‘NET GAIN ANALYSIS
Illustration for: Your Client Age 35
Provided by: - Death Benefit: 100000
Initial Premium: 923

_ (shown in thousands of dollars)

Denth
Eccw;e:“ | —

§‘ gcethalkluc ............. 1,020
e, e N | N
....... 408
........... W@%&&“ 204
BRI AN -
LRSS :
AGE

*SEE ATTACHED PROPOSAL ILLUSTRATION FROM
FOR DETAILS AND GUARANTEES.

Illustrates total cash accumulation based on current interest
rate. Net Gain represents cash growth in excess of cumulative
payments made into the policy. Net gain at age 65, 74171.
Net gain at age 75, 210852. )

Prepared by:
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EXHIBIT M

. A Living Benefit Universal Life Flan
for
Client

- LIVING BENEFIT UNIVERSAL LIFE PLAN described
below, .is one. of the most versatile and comprehensive life insurance pro-
grams available. . -

Host of. us realize the need to provide additional dollars for our famil-
ies in the event of our premature death. However, in today’s world of
improved technology the main concern has changéd from "What if I die pre-
maturaly,” to "What .if I survive a serinus illness.”

¥ "How do- I pay for expenses not covered by health insurance?”
% "How do I pay for rehabilitation expenses?”
¥ "How do I make up for lost income?”

The solution to this  new problem is i LIVING BENEFIT UNI-

VERSAL LIFE PLAN!” With this innovative program, we will pay you a LIVING

BENEFIT upon confirmed diagnosis of one of several spetifiad condxtxons
You do not .have to die to collect!

COVERED CONDITIONS:
* HEART ATTACK®
* STROKE
% LIFE THREATENING CANCER
e * RENAL FAILURE
‘ ‘ *. CORONARY HEART SURGURY

HERE IS HOW IT WORKS

‘## You will receive $25,000 ° upon diagnosis of one of the
specified catastrophic illnesses.

Tae If ;pb die after receiving this LIVING BENEFIT, your beneficiaries

"will receive an additional $75,000

## HowgVer, should you never experience one of these conditions,
your. beneficxarles will receive $100,000 TAX~-FREE AND PRO-
. BATE-FREE upon your death, PLUS any additional supplemental
benefits.

Thank you for considering our exciting new LIVING BENEFIT plan. We hope
you will agree that this program offers the highest degree of protection

and peace of mind for you and your loved ones.
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EXHIBIT M

Client
Living Benafit Universal Life Illustration
POLICY SUMMARY
Sex: Male Age: 35 Fremium Classification: Standard
Prepared by!: = Date: 0S/132/91
Total Death Benefit: . $100, 000 Death Benefit Option: 1
Specified Amount: $75,000 Planned Payment Period! 50 years:
Accelerated Benefit: $25,000. - Coverage Period: €0 years
Plamed Ammual Premium: $705.53 Mode of Payment: . ANNUAL
Initial Supp’l Premium: $0.00 Total Modal Premium: $705.53
The annual deduction for $25,000 Accelerated Death Benefit! $765.32
PROJECTED VALUES GUARANTEED VALUES
AT  3.00% INTEREST AT 5.00% INTEREST

A Total Total ' [ H

G Premium Withdr. Accum. Surrend. Death Accum. Surrend. Death
E to Date to Date Value Value Benafit  Value Value Benefit
S6 705 [} 390 26 100000 278" 26 100000
37 1411 (] 235 161 100000 753 E0 100000
@8 2116 [o] 1410 ©E70 100000 1144 446 100000
3 2822 [s] 1953 1202 100000 1832 335 100000
40 3527 0. 2555 1783 100000 1920 1222 100000
a1 4233 0 32139 . 2419 100000 2305 1542 100000
42 4938 o] 3266 3109 100000 2624 2056 100G00
43 5544 ] 4530 3335 100000 3055 2452 100000
44 5343 -0 5243 4603 100000 2415 2887 100000
45 7055 0 7552 5925 100000 5410 4337 100600
45 77:0 ] SE40 7865 100000 sg27 533 100000
47 S4ER ] 9594 8922 100000 5223 5775 100000
43 9171 0O 10211 10038 100000 E£10 £192 100000
49 9277 ) 12005 11223 100000 £959 5555 100000
50 10522 0 12277 12493 100000 73200 E£951 100000
51 11228 0 14532 14353 100000 7593 73220 100000
8z 11594 0 16074 15865 100000 7257 7648 100000
53 12599 0 17609 17470 ~ 100000 S0E5 7926 100000
54 13405 [} 19242 19172 100000 8215 8145 100000
S5 14110 ] 23404 23404 100000 11837 11537 100000
65 - 21165 o] 55054 55054 100000 14521 14581 100000
70 24593 ] 20001 . 20001 - 117202 2714 2714 100000

95 42331 O AzZ2953 422969 452218 eee eee . eee

Interest Adjusted Cost - Current Basis. Guaranteed Basis

Indices (@ 5 percent) 10 Year 20 Year 10 Year 20 Year

Net Payment Cost Index: 7.05 7.05 7.05 7.05

Surrender Cost Index: : 1.81 0.31 32.35 3.71

Federally Legislated Guideline Single Premium is $20,269.44 .
Federally Legislated Guideline Level Premium is $1,532.15.

Page 1 of 3 Pages
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EXHIBIT M

Notes to the Universal Life Illustration

Values are illustrated and based on premiums shown in the Total
Premiuns columm of the Ledger Frintout and are subject to policy
provisions. Guaranteed values are calculated using the maximum cost of
insurance factors that would be contained within the policy: and a
minimum guaranteed interest rate of $.0%. Projacted values are calculated
using projected cost of insurance factors, and a current nonguaranteed
interest rate of 3.004, with an additional nonguarantead persistency
bonus of .5 % of additional interest beginning in the sixth policy vyear.
The current interest rate and projected cost of insurance factors are
not guaranteed and may be changed by.the Company. Your actual values
under the insurance program may change with variations in the interest

rates, cost of insurance factors (mortality risk charges), and
frequency, himing, and amount of your premium payments. As plan values
may change in the future due to these factors, subsequent and

similar illustrations may be furnished to you upon reguest.

Projected cost of insurance factors are based upon our current
estimations of future mortality experisnce and ARE NOT GUARANTEED.

Q2@ PBased on guaranteed values, policy coverage ‘would terminate
during policy year 36 unless plamed periondic premiums are increased
at that point. Additional contributions that increase the death
benefit of the policy. may r2quire evidence of insurability.

The amount of actual cash value available upon surrender of this coverage
is subject to a Surrender Charge as described in your issued policy.
During the first policy vyear, the amount of such -charge would be

$353.75 . Charges for subsequent policy yesars are shown on Page 1 »of
this proposal as the difference between Accumulation Value and Surrender
Value.

In the event of a policy loan, interest at the rate of 7.4% would be due
annually in advance. The current rate of interest being cradited to
policy values impaired by policy loans is £.0%.

After the first policy year, withdrawals can be made against the Net
Surrender Value of the policy for a $25 administrative charge, as long
as the amount is at least $500. After the withdrawal is made, at ’least
$500 must remain in the Surrender Value. Withdrawals decrease the
Death Benefit of the policy by the amount withdrawn.

Premium contributions, loans, and withdrawals are illustrated as of
the beginning of the year. All other amounts are shown as of the end of
the year. ’

Death benefits are shown as being reduced by any applicable withdrawals
or lnans. Any increases in coverage requested by the policyholder may
require evidence of insurability, and are subject to the appropriate cost
of insurance deductions.
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EXHIBIT M

Notes to the Universal Life Illustration
Ceontinued)

A ‘corridor "amount of ‘coverage, designed to comply with the current tax
code, must be maintained in order for the coverage to enjoy favorable
tax treatment. As such, any single premium, or other substantial
additional premium tendered, or any request for a reduction in coverage
that would vionlate the requirements of the tax code may result in the
LOSS of this favorable tax treatment. The tax status of this policy as it
it applies to the owner of this | contract should be reviewed each
year.

Every effort has bgen made to comply with current tax law. However, due
to the complexities and frequent changes in the tax code, premium
patterns  illustrated may not comply with all Federal limitations. The
content of this illustration should not be interpreted as assurance that
Premium tests have been satisfactorily met. In the event actual premiums
received may adversely affect tax treatment,. the policyowner will be
notified. For complete information, it is recommended that a qualified
tax advisor be consulted.

An explanation of the intended use of the Cost Indices is provided in the
Life Insurance Buyer’s Guide. Such indices are wuseful only for the
comparison of the relative costs of two or more similar policies. These
indices have been calculated using the interest adjusied method with an
assumed interest rate of 5%.

At the end of the 10 th policy year $1,500.94, Wwas returned to
the Projected Accumulation Value by the UL-200+Plus.

UL-300+Plus is subject to guidelines which are numercus and complex.
Please consult the policy form for complete details and information.
Projected cost of insurance factors are based upon our current
estimations of future mortality experience and ARE NOT GUARANTEED.

The schedule of premiums illustrated on this proposal would qualify the
policy for the UL-200+Plus return of mortality bonus through the E0th
year, assuming there were no loans or withdrawals which violated the
UL-3200+Plus suidelines. (See the policy for full details.)

This illustration includes an accelerated Benefit Rider which will pay a
pra-death * benefit for the conditions outlined in the policy. If the
benefit is not paid sooner, it will be included as a death benefit.
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EXHIRIT N

STATEMEMT OF CERTIFICATE (FOLICY) COST AND EENEFIT INFORMATION
YEARLY RENEWAELE TERM ILLUSTRATION

Male, Age 35,

$100,000
CTF ATT
YR AGE
1 )
2 37
> 38
4 39
3 40
& 41
7 4z
8 43
9 43
10 3%
a6
47
3 a3
14 49
15 S0
20 SS
zZ5 &0
27 62
t] 53
I8 70
4% 30
a3 £
&5 100

¥This May 30, 1991 illustration is based on the assumptions shown.
marked with an ¥ are neither guarantees nor estimates.

be different.

Nonsmoker

7/

GUARANTEED

DEATH BENEFIT

140,000
100,000
100,000
100,660
100,000

100,600
1G0 , H00
100,000
100,000
100,000

100,000

100,000

100,000
100,460
160,000

100,000
100,000
100,G00
100,060
100,600

100,000
100,000
100,000

for You

TOTAL CURRENT
PREMIUMX

130,00
138.00
146.00
174 .00
202,00

230,060
258.00
266.
274.

282.00

290.00
314.00
I42,00
36600
394.00

S08. Gl
1,010.00
1,238.00
1,694.00
2,634.00

& F72.00
16,682.00
36,519.00

Current Fremium:

Annual £
Quarterly: $
Monthly E

ACCUMULATED
PREMIUMX

130.60
268.00
414,00
S88.00
790 .50

1,020.00
1,278.00
1,544.00
1,818.00
2,100.00

2,390,500
- 2,708.00
3,086.00
3,412.00
3,806.00

6,364,040
10,510.,00
12,876.00
17,460,00
28,885.00

70,589, 00
185,221.00
452,381,740

130.00
3I3.90
11.12

GUARANTEED
FREMIUM

228.00
239.00
254.00

JI2T. 00

472,06
S06.0C
S41 .00
380,00
L2400

931.00
1,410,050
1,657.00
2,221.00
3, 538,00

9 OF2 .00

21,220.00

98,090,006

Columns

Actual experience may
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Fage 2  EXHIBIT M,

COST COMPARISOM INDEXES —— BASED ON &.00Y% INTEREST

. 10 Years 20 Years
Life Insurance Surrender Cost Index 2.62 2.82
Life Insurance Net Fayment Cost Index 2.02 2.82

An explanation of the intended use of these indexes is
provided in the buyer’s guide.

¥This May 30, 1991 illustration is based on the assumptions shown. Columns
marked with an %X are neither guarantees nor estimates.  Actual experience may
be different.
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EXHIBIT O

FROTECTOR ILLUSTRATICN
(Policy Form
POLICY SUMMARY
Name! Client . Death Banefit: $150,000
Sex: Male Age: 35 Prem Classification: Non-Smoker
Date: May 13, 1991 Annual Pramium: $219.50
Frepared By: Annual Premium: $219.50
k& BASE POLICY INFORMATION ki k% PROTECTOR RIDER k¥

A CURRENT CURRENT GUARANTEED A CURRENT

G DEATH PREMIUM PREMIUM PREMIUNM G DEATH PREMIUM

E EENEFIT RE-ENTRY  ND RE-ENTRY N RE-ENTRY E BENEFIT RE-ENTRY
35 150,000 220 220 220
365 150,000 220 220 220
&7 150,000 220 220" 220
38 150,000 220 220 i 220

9 150,000 220 220 220
40 150,000 220 220 220 .
41 150,000 220 220 220

42 150,000 220 220 220

3 180, 000 220 220 220

44 150,000 220 220 220
45 . 150,000 - 443 : 485 €38

4 150,000 443 529 832
a7 150,000 443 203 1,078
43 150,000 443 1,052 1,403
49 150,000 4432 1340 © 1,792
S0 150,000 4432 1,708 Z,28%
&1 150,000 4472 2,110 2,831
52 150,000 443 2,573 3,463
<] 150,000 443 2,187 4,217
S4 150,000 443 3,312 5,137 *
Intarest Adjusted cost Projected, Re-entry Basis Guaranteed Basis
Indices (@ S parcant) . 10 Year 20 Year 10 Year 20 Year
Net Payment cost Index: 1.47 2:03 1.47 6.42
Surrender Ceost Index: 1.47 2.03 1.47 5.42

The rates shown for.the first 10 years are guaranteed. The re-entry
rates shown are not guaranteed and are subject to evidence of
insurability. The rates shown under the re-entry columns assume that you
elect to re-enter and meet the necessary qualifications.

This Proposal is for Illustration purposes only and is not a contract.

Page 1 of 1
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ILLUSTRATION FOR:

PROVIDED BY:
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Sample output for SOA
tMrs. Sample Output for SOA

EXHIBIT P

AGE: S5 MALE
55 FEMALE NONSMOKER
55 JOINT EQUAL AGE

FAGE: 1

NONSMOKER

: T0 ANNUAL  ANNUALIZED

COVERAGE SUMMARY: AMOUNT ABE PREMIUM PREMIUM
. 1,000, 200 100 15,550. 22 15, 550. 20

. TOTAL 15,550. 02 15, 550.00

END - TOTAL PUA GTD JOTAL TOTAL TOTAL

OF  ANNUAL  ANNUAL PUA CASH CASH " CASH REDUCED DEATH

ABE YR PREMIUM DIVIDEND  .AMOUNT VALUE' VALUE VALUE PAID-UP RENEFIT
56 1 15550 e @ 4 -] -] 2 1000022
57 2 1555 o 2] ] 15980 15980 66797 1000220
58 3 15550 2902 1150 292 32710 3300Q 130865 1001150
59 4 .15558 702 3794 1008 50210 5121 192768 1203794
68 5 15550 1314 8489 2376 68500 70876 253278 19008489
61 6 15550 2095 15601 4596 87580 92176 318893 1815601
e2 7 15550 31€6 25815 8002 107470 115472 372535 1025815
63 8 ‘15550 4533 39722 12948  12816@ 141108 432904 1033722
64 9 15550 6327 58191 19934 149620 169554 494968 1058191
65 19 15550 8523 81883 29456 171850 201386 S53596 1081883
66 11 15550 10673 110172 41587 194790 236377 626207 1110172
67 12, 15550 13334 143866 S6935 218430 275365 695807 1143866
68 13 15550 16404 183437 76041 242730 318771 768981 1183437
63 14 15550 19872 2283244 39452 267682  3I67132  BAES6E 1823244
7@ 15 15550 22897 . 279724 126873  29324@ 430119 926215 1279724
71 16 . 1555@ 26E07 335033 158732 - 31935@ 478082 12059095 1335039
72 17 . '1SsSe 299@1 ~ 395535 - 195521 34586@ S41361 1095875 139553S
73 18 15550 33854 461264 237576 372740 612316 1184955 1461264
74 19 . 155350 = 382359 S32648 285476 399780 685256 1878568 1532648
75 20 15550 42863 = 609635 339469 426790 766259 1376086 1609635
76 21 15550 47730 692271 399850 - 453630 853480 1477654 1692271
77 e 15550 53094 781048 467156 . 480130 . 947346 1583871 1781040
78 a3 15550 . S8773 B76085 541744 SOR380 1048124 1694981  187608S
73 24 15550 64778 977569 . 623389 . S3217@ - 1156153 1811291 1977969
ae o5 15550 70952 1085415 714089 S5750@ 1271589 1932815 2085415
81 26 15550 77331 1193631 812221 582290 1394511 2099658 2199631
82 27 . 1sSs58 B8446@ 1321034 919040 GOE4Q0 1525440 2198678 2321034
a3 =8 15550 92112 1450122 10348597 629650 1664547 2332371 2450102
84 29 15550 120736 1567939 1160518 651840 1813358 24798353 2587939
85 3e 15550 109742 1734829 12960968 . 6573890 1968986 2635435 2734823
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EXHIBIT P
25-17-31 fAGE: &
ILLUSTRATIDON FOR: Sample output for S0R AGE: S5 MALE NONSMOXER
Mrs. Sample Output for SOR . 5SS FEMALE NCMSMOKER
PROVIDED RY: S5 JOINT EQuUAL AGE

# % % % % % SUMMARRY % & »* % % »

END ACCUM. TOTAL FUA GTD TOTAL TOTAL. - TOTAL
OF ANNUAL ANNUAL PUR CASH CASH CASH REDUCED DEATH
AGE YR FREMIUM DIVIDEND AMDUNT VALUE VALUE VALUE FAID-URP BENEFIT
€5 18 ' 1SSS2? 8523 81883 £9456 171852 2013086 559536 1081883
7@ 1S 233250 22897 - 279724 126873 293242 420119 615 1273724

75 20 311000 42869 609635 339463 426790 766859 1376086 1609639
85 30 466500 109742 1734829 1296036 87282% 19883986 2635495 734829
95 40 622000 223832 378871Q@ 3338184 846192 4184374 4743103 47887:1Q
190 45 699750 279958 S263390 5363330 1 6363390 6363398 €363390

INTEREST ADJUSTED
INDICES # E.0Q0%

18 YEAR @ YEAR
SURRENDER COST INDEX 2. 49 ~4. 43
NET PRYMENT  INDEX 13,51 ' 7.80
EGUIVALENT LEVEL ANNUAL DIVIDEND . 2.04 7.75
GUARANTEED VALUES CURRENT  VALUES
LIFE ONLY 1@ YR. CERT. LIFE ONLY 1@ YR. CERT.

MONTHLY INCOME AT AGE 6% 1147.96 1074. 26 1838. 32 1797.66

DIVIDENDS BUY PAID UP ADDITIONS TO AGE 100.

DIVIDENDS IN THIS ILLUSTRATION ARE BASED ON THE CURRENT DIVIDEND SCALE AND
ARE NEITHER GUARANTEED NOR ESTIMATED FOR THE FUTURE.

ISSUE OF THIS POLICY AT THE RATES ILLUSTRATED 15 SUBJECT TO - UNDERWRITING
APPROVAL. .

BASED ON AN INITIAL- SEVEN PRY PREMIUM OF 35, 200.00, THIS POLICY IS
NOT A MODIFIED ENDOWMENT CONTRACT.



235

EXHIEIT P
@5-17-91 FAGE: 3
ILLUSTRATION FOR: Sample cutput for SOA RGE: S5 MALE NONSMOKER
Mrs. Sample Output for SOA S5 FEMALE NONSMOKER
FROVIDED BY: 55 JOINT EQUAL AGE

THE DEATH BENEFIT SHOWN IS PAID UPON THE SECOND DEATH. NO INSURANCE BENEFITS
OTHER THAN THE OPTIONAL 1ST DEATH TERM RIDER ARE PAYABLE AT THE FIRST DEATH.
AGE SHOWN IS BASED UFON THE JOINT EQUAL AGE AND IS NOT NECESSARILY THE AGE OF
EITHER INSURED. o



ILLUSTRATIONS #»

PACE

1 0F 7

PREPARED ON 05/30/91

HALE 355 MON-SMOKER
. FEMALE 53 NON-SMOKER
500,000 FORM
FERRED 9619.15
500,000 TARGET ADDITIONAL BENEFIT
499,092.95 ONE YEAR TERM
PUI-Q-RDRCINCLUDES 174.68 TERM .PRENIUM) 500.00
- DIV. OPT. *0*
POLICY SPLIT OPTION - INCLUDED (»)
10119.45
ILLUSTRATION ASSUMES BOTH INSUREDS LIVING.
1) ) 3 4 t3) 6) (7) (8) 9
FACE FACE GUAR CASH NET
CuH ONE AKT FACE CASH  VALUE "CASH
POLICY  ANNUAL ANNUAL  TOTAL YEAR OF AMOUNT  VALUE OF  VALUE
YEAR 0UTLAY OUTLAY  DIVID TERH ADDS R/ADDS YR END ADDS YR END
1 10119 10119 0 499093 [} 907 ] (] 313
2 10119 20238 0 498214 o 1784 1035 A1 1947
3 o119 30357 293 A94573 338 3086 10370 207 12330
A 10149 40477 495 494444 12494 4345 20370 599 23243
35 10119 50594 51 AIT43 2725 5562 3043 1288 34064
6 10119 40715 1155 488044 5217 6739 40770 2446 47252
? 10119 70834 1400 483402 8720 7878 313453 4134 50452
8 10119 80953 20683 A77764 13259 898! 62195 s411 74794
9 10119 91072 2904 A704160 19343 10047 73243 9667 90499
i0 10119 101192 4133 460667 20254 11080 84485 14327 108244
19 0 104192 5482 470148 18753 11080 93915 9932 116477
12 o 101192 6261  A77924 10999 11080 107330 6166 125544
13 0 101192 7101 483946 4973 11080 {19340 3078 135443
14 0 101192 8142 4B7984 937 11080 131345 912 144893
15 0 101192 9239 490089 ] 9911 143550 338 159327
16 0 101192 10417 490300 (] 9700 135920 362 173006
17 - 0 101192 11486 488625 1676 9700. 148415 1399 188009
18 0 101192 13078 485025 5275 9700 1809860 3705 204397
19 0 101192 14594 479490 10810 9700 193535 7396 222209
20 0 101192 18261 497 18330 9700 206035 12586 241302
29 0 101192 18051 442443 27457 9700 218443 19278 261852
22 0 101192 19599 452207 38093 9700 "230735 ' 27058 283132
23 0 101192 21181 440892 49409 9700 242920 35818 305245
24 0 101192 22789 428948 61332 9700 255010 45398 328031
25 9 101192 24403 416751 73549 9700 247000 55588 351311

€10)
DEATH
BENEFIT
BEGIN
YEAR

1000000
1000000
1000000
1000000
1000000

1000006
1000000
1000000

1000000 -

1000600

1000000
1000000

1000000 -

1000000
1000000

1000000
10000060
1000000
1000000
1000000

1000000
1000000
1000000

1000000 .

1000000

b L18IHX3
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cuM
POLICY  ANNUAL ANNUAL
YEAR OUTLAY OUTLAY

26 o 101192
27 o 101192
28 0 101192
29 6 104192
30 o 101192
39 6 101192
32 0. 191192
33 8 101192
34 o 101192
35 o 101192
36 o 101192
37 o 101492
38 o 101192
39 o 101192
40 o 101192
4 0 101192
42 6 165192
43 o 101492
44 6 101192
4s o 101192

568357

PLEASE SEE ATTACHED SHEETS WITH
SUMMARY AT 20 YRS

TOTAL PREHIUNS:
(LESS) TOTAL CASH VALUE:

DIFFERENCE

() T3
FACE > ' FACE -~

ONE AMT  FACE'.
YEAR OF AHOUNT
. TERM' .. ADDS R/ADDS
404003 04298, 9700
390821 .-99479 9700
377266 113035 * 9700
363345 124958 9700
349069 141231 . 9700
334462 135018, - 9700
319659 1704417 9700
304677 183424 9708
289587 200714 9760
274416 215885 9700
" e
259115 231466 9700
243545 244755, 9700 °
22751t 262789 9700
210678 279422 - 9700
192540 297781 9700
172264 318036 9700
148797 349503 . 9700
120444 369854 9700
65401 404900 9700
55198 433162 9706

ILLUSTRATIONS #w
PREPARED ON 03/30/9¢

IMPORTANT FOOTNOTES

(GUARANTEED) .
(VALUE OF DIVIDENDS) 33446

206035

AVERAGE DIFFERENCE PER YEAR
AVERAGE DEATH BENEFIT

5% INTERES
AT 10 VI

AT 20 YEARS

5% INTEREST ADJUSTED PAYHENTS:
YEARS

AT 19

AT 20 YEARS

T ADJUSTED COSTS¢Y):
EARS

1004626

3.83
-1.78

18,64
$0.14

LA e

?GUAR

CASH
VALUE
YR EMD

276850
296363
301890
312930
323590

333870
343815
333483
362990
372443

382008

500000

PAGE 2 OF 7

B (] (9
. CASH NET
VALUE CASH
OF - VALUE
ADDS’ YR END

66379 375244
78306 399737
90728, 424667
103830~ 449997
147567 - 475363

13195t "' 501295
146849 527153
142215 333114
178013 579247
194243 605686

210997 432874
228449 460609
246944 690004
2646892 - 7214604
280983 754334

314221 7933556
343044 637007
379409 890943
422708 949338
443236 1005349

101194

244501

=140310

=703

(10)
DEATH
BENEFIT
BEGIN
YEAR

1000000
1000006
1000000
1060000
1000000

1000000
1000000
1000000
4000000
1000000

§006€00
1000000
1000000
1000000
1000000

1006000
1000000
1600000
1000000
1000000

b L1giHx3
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LLI ILLUSTRATIONS ww PAGE 3 OF 7
: PREPARED ON 03/30/9%

GUARANTEED CASH VALUES AS SHOWN ON THIS ILLUSTRATION ARE OMLY AVAILABLE IF
ALL PREMIUMS HAVE BEEN PAID, THE ANNUAL RATE OF INTEREST UNDERLYING THE
CONPUTATION OF YHESE GUARANTEES IS 4.00X.

ALL CASH VALUES SHOWN ARE.END OF YEAR VALUES,

ILLUSTRATIONS FOR INDIVIDUAL LIFE INSURANCE PRODUCTS ARE TESTED
FOR THE POSSIBILITY OF CLASSIFICATION AS A MODIFIED ENDOWMENT FOR THE PURPOSES
OF FEDERAL INCOME YAXATION. THIS TEST APPLIES TO POLICIES ENVERED INTO AFTER
JUNE 20, 1988 AND MAY NOT BE USED FOR POLICIES IN FORCE BEFORE THAT DATE.

THE ILLUSTRATED QUTLAYS SHOWN ON THIS ILLUSTRATION WOULD NOT CAUSE IT 'I'O BE
CLASSIFIED AS A MODIFIED ENDOWMENT, THIS TEST IS NOT A GUARANTEE THAT A
PARTICULAR POLICY WILL NOT BE CLASSIFIED AS A HODIFIED ENDOWMENT YN THE FUTURE.

FIGURES DEPENDING ON DIVIDENDS ARE NEITHER ESTIMATED NOR GUARANTEED, BUT ARE
BASED ON THE 1994 DIVIDEND SCALE.

ACTUAL FUTURE DIVIDENDS MAY BE HIGHER OR LOWER THAN THOSE ILLUBTRATED
DEPENDING ON THE COMPANY'S ACTUAL FUTURE EXPERIENCE.

THE COST OF THE ABOVE POLICY OVER A PERIOD OF YEARS CANNOT BE DETERMINED
WITHOUT TAKING INTO ACCOUNT THE INTERESY THAT WOULD HAVE BEEN EARNED HAD THE
PREMIUNS BEEN INVESTED RATHER THAN PAID TO THE INSURER. .

NET DEATH BENEFIV ON ALL PERMANENT PLANS HEANS THE FACE AMOUNT PLUS RIDERS, IF
ANY, PLUS THE END OF YEAR DIVIDEND LESS POLICY LOANS. A FULL DIVIDEND I8 ND'I'
GENERALLY PAID UPON DEATH DURING THE POLICY YEAR. OT"ER VARIABLES ARE
POSSIBLE, - YOUR AGENT WILL DEFINE THE RULES UPON REQUE!

THE POLICY LOAN INTEREST RATE SHOWN ON YGUR !LLUBTRM’!UN 18 PAYABLE IN ADVANCE
AT A DISCOUNT RATE EQUIVALENT TD AN ANNUAL RATE OF 8.60X. DIVIDENDS Al
AFFECTED BY POLICY LOANS. UNDER CURRENT. ECONOMIC CONDIVIONS, IN ANY GlVEN
POLICY YEAR THE GREATER THE AMOUNT OF LOAN, THE BH!\LLER TNE DIVIDEND, (THIS
DOES NOT APPLY TO ECONOMIX TERH, WHICH HAS NO LOAN VALUE.)

THE ILLUSTRATION IS CALCULATED ASSUMING THAT THE POL!I:Y SPLIT OPTION IS
INCLUDED. THE POLICY SPLIT OPTION I8 INCLUDED IN A POLICY IF IT INSURES TWO
LIVES NARRIED TO EACH DTHER. YOUR AGENT CAN SUPPLY DETAILS ON THE
IMPORTANCE OF THIS FEATURE AND DETAILS REGARDING IT8 EXERCISE.

THE DEATH BENEFIT 18 PAYABLE ONLY WHEN BOTH INSUREDS HAVE DIED.

THE VARGET ADDITIONAL AMOUNT SHOWN IN THIS ILLUSTRATION IS ONLY AVAILABLE IF
PUA/PUT PAYMENTS AND OYT PREMIUMS ILLUSTRATED ARE PAID, IF PAYMENTS ARE NOT
HADE, THE TARGET AMOUNT MAY BE REDUCED.

THE DEATH BENEFITS IN THIS ILLUSTRATION, PARTICULARLY IN THE LATER POLICV
YEARS, ARE SENSITIVE TO THE SCHEDULE OF PUA OR PUI DEPOSITS AS WELL AS T|
CURRENT DIVIDEND SCALE, IF THE SCHEDULE OF DEPOSIYS IS NOT MAINTAINED, OR THE
DIVIDEND SCALE I8 DECREASED, THE DEATH BENEFIT MAY NOT BE MAINTAINED.

THE INITIAL NUMBER OF YEARS OF CASH OUTLAYS SHOWN IN THIS ILLUSTRATION MAY BE
LESS THAN THE REQUIRED NUNBER BECAUSE OF THE MANNER IN WHICH THE ILLUSTRATION
WUAS REQUESTED. IF SO, ADDITIONAL CASH OUTLAYS WILL BE REQUIRED IN LATER YEARS,
THE NUMBER OF YEARS OF REQUIRED CASH OUTLAYS DEPENDS UPOM AGES AT ISSUE,
SMOKING CLASSIFICATIONS, FOLICY CLASS, FACE AMOUNT, AND CONTINUATION OF

CURRENT DIVIDEND SCALE AND ONE YEAR TERM RATES
AND AGSUMES' NO POLICY LOANS, THIS IS NOT AN AUTOMATIC D!VIDEND OPTION. POLICY
OUNER HMUST REQUEST CHANGE OF DIVIDEND OPTION AT POLICY YEAR INDICATED. HE MAY
PAY THE DALANCE OF PREMIUM BY SURRENDERING A PORTION OF PAID UP INSURANCE. -
THIS IS NOT A PAID-UP POLICY; PREMIUMS ARE DUE AND PAYABLE IN ALL POLICY YEARS.

(1) 'INTEREST ADJUSTED COST INDICIES ARE BASED ON THE POLICY EXCLUDING RIDERS
AND ARE USEFUL IN COMPARING POLICIES OF SIMILAR TYPES,

WHILE IT HAY BE POSSIBLE TO EXCLUDE THE PROCEEDS OF THIS POLICY FROM THE
INSUREDS® ESTATES, LEGAL ADVICE SHOULD BE OBTAINED FROM QUALIFIED COUNSEL.

b LI91HX3
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ILLUSTRATIONS & PAGE 4 OF 7

PREPARED ON 85/30/91

BLE THIS ILLUSTRATION MUST BE ACCOMPANIED BY THE FOLLOWING
SUPPLEMENTAL ILLUSTRATIONS. .

b L191H3
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ILLUSTRATIONS #»

MALE

PAGE S OF 7
PREPARED ON 05/30/91

55 NON-SHOKER

FEHALE 55 NON-SHODKER
DIVIDENDS BASED ON ALTERNATE DIVIDEND SCALE
DESCRIPED IN FOOTNOTES.

500,000 .
PRE 9619.45
500,000 TARGET ADDITIONAL BENEFIT
499,092.95 ONE YEAR TERM " R
PUI-Q-RDR (INCLUDES 174.48 TERM PREHIUM) S500.00
DIV, OPT, *Q* -
POLICY SPLIT OPTION INCLUDED (w)
10§19.15
ILLUSTRATION ASSUMES BOTH INSUREDS LIVING.
1) {2) (1] (L}] (5 8) (¢4] [3:3] (544
FACE ’ FACE cnsT oYY GUAR NEY
ANY FACE ONE  OF DIV €ost CASH CASH
POLICY NET  TOTAL OF  AKOUNT YEAR TERM  PEI VALUE  VALUE
YEAR = PREMIUM  DIVID ADDS  R/ADDS TERN INS THOUSND YR END YR END
1 10419, [ ] 907 499093 173 33 o 313
2 10119 (4 0 1704 498244 174 «35 1035 1952
3 10119 279 295 3086 4945610 174 3% 16520 12203
A to119 AsA 1083 4345 494572 473 #3353 20370 22944
S 10419 497 1933 3542 492304 172 35 30433 33929
.8 10419 533 2849 6739 490411 t72 W35 40770 43238
7 10119 572 3832 7078 488296 174 <35 51383 56924
8 10149 413 4883 09680 484133 ‘170 35 82198 49040
9 10419 a0o 6333 10047 403420 149 .35 73245 02200
10 10119 1582 356 11000 479344 221 A6 BAABS | 94402
11 9619 241 13744 11080 474957 200 39 95915 111204
12 9649 3283 20079 110800 468844 332 W73 107530 127143
13 9649 4209 27707 11080 461213 438 «95 119340 144437
14 9619 5332 3715 11680 451803 530 1.19 131345 143134
i3 9619 6501 49254 110800 440447 452 1.48 143530 1683374
16 9619 L7739 . 61093 11080 427820 796 1.85 155920 205158
7 9619 9057 75639 11080 413202 959 2.32 148413 228579
19 9649 1040 21952 11080 396969 1143 2,88 180980 253704
19 9449 12033 110082 11080 378839 4336 3.58 193535 280594
20 9619 13728 4,43 206035 309313

130138

358782

(10)
DEATH
BENEFYT
BEGIN
YEAR

1000000

1060000°

1000000
1000000
1000000

$000000.

1000000
1000000
1000000
1000000

1000000
10600000
1000000
1000060
1000000

1000000
1600000
1000600
10006000

1000006 -

D LISIHX3

0ve



L]

) )
FOLICY NET.  TOTAL
YEAR  PRENIUM  DIVID
24 92619 15536
22 9619 17096
23 9619 18493
24 9619 20323
25 9619 21984
28 9649 23696
27 9619 23508
20 9419 27463
29 9619 29404
30 94619 31944
34 9619 34508
32 9419 37222
33 9619 40077
34 9419 - 42968
335 9619 45928
34 9419 40897
3?7 9619 51903
38 9419 54914
39 9419 37944
a0 9649 41003
A1 9619 44200
42 9619 47668
A3 9619 71257
a4 2619 73970
a3 9619 89914

FACE
ANT
oF
ADDS

132053
173258
1994688
225304
252083

280406
310324
342037
377913
414304

459541
506858
557018
409994
865750

724243
785436
849210
945473
764113

4055110
1128535
1204384
1291493
1352768

4)

FACE
AMOUNT
R/ADDS

11680
11080
11086
14080
11080

1+1080
110680
141080
14080
11080

11080
11080
11080
11080
11080

14080
110806

ILLUSTRATIONS #n

(3
FACE
ONE
YEAR
TERH

336867

234037

208514
178394
146084
t11008

72418

29410
o

C0000 C0O0Q OO0

PLEASE SEE AVTACHED SHEETS WITH IMPORTANT FOOTNOTES

SUMMARY AT 20

YRS

TOTAL PREMIUHS:
CLESS) TOTAL CASH VALUE:
! (GUARANTEED)
(VALUE OF DIVIDENDS)

DIFFERERCE

AVERAGE DIFFERENCE PER YEAR

AVERAGE DEATH BPENEFIT

5% INTEREST ADJUSTED COSTSC1):
AT 10 YEARS
AT 20 YEARS

5% INTEREST
YE

AT 10

ARS

AT 20 YEARS

ADJUSTED PAYHENTS:
R!

206035

103277
1004580

3.34
1.85

10,19
13.72

OODOD OOOOQ OO

PAGE

&6 0F 7

" FREPARED ON 05/30/91

)
oYT

cost
PER

THOUSND

5.70

131,95
144,79

@)
. GUAR

CASH
VALUE
YR END

218445
230735
242920
2550190
247000

278050
290305
301890
312930
323590

333870
343015
353485
362990
372443

382003
391835
402210
413320
4253%¢

439465
452533
487410
4683205
500000

197383
309312

111929
~5394

%)

NET

CASH
VALUE
YR END

339509 .

371133
404220
438704
474886

512826
552810
393428
6401946
480373

741047
797743
857447
920513
987131

1057468
1132573
1212380
1297819
1389452

1488467
1594696
1707354
1820482

1936764

<103
DEATH
BENEFIT
BEGIN
_YEAR

1006000
1000000
1000060
1006006
1000000

1000000
1006000
1000000
1000000
1000600

1000000
1017930
1068097
1421073
1176829

1235323
1294509

1360290

1426555
1493193

15648190
1639633
1713445
1792375
1863848

b LI9THX3
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L] ILLUSTRATIONS  on PAGE 7 OF 7
PREPARED OM 05/30/91

THIS ILLUSTRATION IS BASED ON THE PLAN, FACE AMOUMT, DIVIDEND OPTION AND
UNDERURITING CLASS SPECIFIED BY THE AGENT. HWOWEVER, RESULTS BASED OM DIVIDENDS
ARE BASED ON A MODIFIED SCALE., THE INTEREST RATE FACTOR OF THIS DIVIDEND SCALE
IS ASSUMED TO BE A LEVEL 8.00Z, BUT OTHER COMPONENTS OF THIS SCALE ARE
IDENTICAL WITH THE 1991 DIVIDEND SCALE. THIS ILLUSTRATION 1S INTENDED YO SHOW
UHAT TEAH INSURANCE ANOUNTS AND COSTS WOULD DE IF THE DIVIDEND SCALE DECREASES
HATERIALLY DUE TO A REDUCTION IN INTEREST RATES.

GUARANTEED CASH VALUES AS SHOWN ON THIS ILLUSTRATION ARE ONLY AVAILABLE IF
ALL FREHIUMS HAVE BEEN FAID. THE ANNUAL RATE OF INTERESY UNDERLYING THE
COMPUTATION OF THESE GUARANTEES IS 4.00X.

O\LL CASH VALUES SHOWN ARE END OF YEAR VALUES.

ALL ILLUSTRATIONS FOR IMDIVIDUAL LIFE ‘INSURANCE PRODUCYS ARE TESTED
FOR THE POSSIBILITY DF CLASSIFICATION AS A NODIFIED ENDOUMENT FOR THE PURPOSES
OF FEDERAL INCOME T“XM‘XUN. THIS TEST APPLIES TO POLICIES ENTERED INTO AFTER
JUNE 20, 1983 AND MAY NOT DE USED FOR POLICIES. IN FORCE DEFORE THAT DATE
THE ILLUSTRATED DUTL“YS SHOWN ON THIS ILLUSTRATION WOULD NOT CAUSE IT TO BE
CLASSIFIED AS A HODIFIED ENDOWMENT. THI3 TEST IS NOT A GUARANTEE THAT A
PARTICULAR POLICY WILL NOY DE CLASSIFIED AS A MODIFIED ENDOWMENT IN THE FUTURE.

. FIGURES DEPENDING ON DIVIDENDS ARE NEITHER ESTIMATED MOR GUM{ANI’EQ BUT ARE
BASED ON A HYPOTHETICAL DIVIDEND SCALE.

ACTUAL FUTURE DIVIDENDS MAY DE HICHER OR LOWZR THAN THGSE ILLUSTRATED
DEFENDIMG ON THE COMPANY'S ACTUAL FUTURE EXPERIENCE.

THE COSY OF THE ABOVE POLICY OVER A PERIOD OF YEARS CANNOT DE DETERMINED
WITHOUT TAKING INTO ACCOUNT THE INTERESY THAT WOULD HAVE BEEM EARNED HAD THE
PREHIUMS BEEN INVESTED RATHER THAN PAID TO THE INSURER,

NET DEATH BENEFIT ON ALL PERMANENT PLANS HEANS THE FACE AMOUNT PLUS RIDERS, IF
ANY, PLUS THE END OF YEAR DIVIDEND LESS POLICY. LOANS. A FULL DIVIDEND IS NOT
GENERALLY PAID UPON DEATH DURING THE POLXCY VEAR. ODTHER VARIABLES ARE
FPOSSIPLE. YOUR AGENT WILL DEFINE THE RULES UPON REQUEST.

THE POLICY LOAN INTEREST RATE SHOMN ON YOUR ILLUSTRATION IS PAVABLE IN ADVANCE
AT A DISCOUNT RATE EQUEVALENT TO AN ANHUAL RATE OF 9.00%. DIVIDENDS ARE
AFFECTED BY POLICY LOANS.. TO THE EXVENT THE DIVIDEND SCALE IS BASED ON AN
INTEREST RATE GREATER THAH 7.00%, IN ANY GIVEM POLICY YEAR THE GREATER THE
AMOUNT OF LOAN, THE SHALLER THE DIVIDEMD. -

THE ILLUSTRATICN.I8 CALCULATED ASSUMING THAT THE POLICY SPLIT OPTION IS8
INCLUDED. VHE POLICY E£PLIT OPTION IS INCLUDED IN A POLICY IF IT INSURES TWO
LIVES MARRIED TG EACH OTHER. YOUR AGENT CAN SUPPLY DETAILS ON THE
IMPORTANCE OF THIS FEATURE AND DETAILS REGARDING IT8 EXERCISE.

THE DEATH BENEFIT IS PAYABLE ONLY WHEN BOTH INSUREDS HAVE DIED
THE TARGET ADDITIONAL AMOUNT SHOWN IN THIS ILLUSTRATION IS ONLY AVAILABLE IF
PUA/PUI PAYHENTS AND OYT PREMIUMS ILLUBTRM’ED ﬁRE PAID. IF PAYNENTS ARE NOT
HADE, THE TARGET AMOUNT MAY BE REDU
THE DEATH BENEFITS IN THIS !LLUSTRM’XON, PﬁRTItULARLV IN THE LATER POLIBV
YEARS, ARE SENSITIVE TO THE SCHEDULE OF PUA OR PUI DEPOSITS AS WELL AS T
CURRENT DIVIDEND SCALE., IF. THE SCHEDULE OF DEPOSITS IS NOT N&INTthED, OR THE
DIVIDEND SCALE IS DECREASED, THE DEATH BENEFIT- MAY NOT BE MAINTAINED
(1) INTEREST. ADJUSTED COST INDICIE3 ARE BASED ON THE POLICY EXCLUD!NG RIDERS
AND ARE USEFUL IN COMPARING POLICIES OF SIMILAR TYPES.

WHILE .IT HAY BE POSSIPLE TO EXCLUDE THE PROCEEDS OF THIS POLICY FRON THE
INSUREDS' ESTATES, LEGAL ADVICE SHOULD BE OBTAINED FROM QUALIFIED COUNSEL.

THIS ILLUSTRATION HUST BE ACCOMPANIED BY THE FOLLOWING
SUPPLEHENTAL ILLUSTRATIONS,

D 1181HX3
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Appendix III
Summary of Comments on the Preliminary Report

The Task Force received a number of comments on the preliminary report,
both in writing and at the open forums. These comments are summarized
below. The Task Force carefully reviewed these comments in the
development of our conclusions. Copies of all correspondence will be made
available to the AAA and CIA for their consideration.

Applicability to Variable Life

Several commenters noted that the alternatives identified were not
appropriate for variable life policies.

The Task Force agreed that our report focused on the illustration practices for
General Account policies. The first section was changed to exclude variable
life policies from the scope of our research, other than as an alternative
illustration .model.

Define the problem and the role of the actuary

Several commenters suggested the need to define the problems with
illustrations at an earlier point in the report and the role of the actuary in
solving these problems.

The Task Force agreed and added these points to the first section.

Research Methodology )
Many commenters suggested that our research should include consumer

interviews or focus groups.

The Task Force discussed this approach with market researchers associated”
with LIMRA. They indicated that focus groups would tell us how they think
they should have used illustrations during the sales process, as opposed to
how the illustration was actually reviewed and considered by the buyer. For
this reason, we did not pursue this methodology.

What data should be on _the illustration
One commenter noted that our Task Force does not define the data that every
consumer should have available on the illustration.
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The Task Force used current regulationﬁ to define a starting point. We
recommended changes as we deemed necessary and appropriate.

Valuation )
One commenter suggested that the underlying problem in the U.S. is its

conservative valuation procedures.

The Task Force believes the revision of valuation procedures is beyond the
scope of our research.

Concerns with current practices

Several commenters brought what they considered unique or questionable
. illustration practices to our attention to ensure that the final report would
encompass these practices. _
\

The Task Force considered these comments in developing our conclusions.

Alternatives to Type B Usage ,
Many commenters agreed with the conclusion that illustrations cannot be

used for Type B analysis in today's environment. Those who disagreed
argued that consumers require a tool to measure relative performance.
Among their comments were:

e it should be possible to provide reasonable estimates of
future performance based on credible assumptions

e sensitivity analysis or the range approach should help the
consumer determine variation-

o illustrations are the best indicator until some better
measure is developed

The Task Force acknowledges that a methodology for measuring and
comparing products should be developed. We have added a
recommendation that the SOA continue research in this area. We strongly
support sensitivity analysis and the use of reasonable, credible assumptions
but that still does not address the variation among companies regarding
relative conservatism in the chmce of underlymg assumptions.
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Concerns ‘with alternative practices
Many commenters pointed out concerns and problems with the suggested

alternatives in the areas of implementation, helpfulness to the consumer,
and potential for abuse.

The Task Force considered these comments in restructuring the alternatives
and developing conclusions on each. ‘

Disclosure and Standards

Many commenters stated a preference for solutions involving improved
disclosure or standards of practice, rather than increased regulation. Some
even provided sample disclosures for the illustration.

These comments will be passed on to the CIA and AAA, for their
consideration in developing an implementation plan for changes to
illustration practices. \

Limited control by actuaries
Several commenters noted that the illustration practices are set by company

management, with input from the actuaries. Further, neither the actuaries
nor management are present when the agent meets with the buyer.
Therefore, there is little that.actuaries can effecnvely do to change industry

-practices.

The Task Force acknowledges the fact that the role of the actuary in the
illustration process does not provide our profession with complete control.
However, the actuary has a role in identifying short-comings of current
practices for management and others, and in developing appropriate and
ethical standards of practice for the profession.
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Senator METZENBAUM. Our last witness is Mr. Geoff Rips, direc-
tor of public information, Office of Public Insurance Counsel
Austin, TX.

We are happy to welcome you, Mr. Rips.

TESTIMONY OF GEOFF RIPS

Mr. Rips. Thank you, Mr. Chairman, for having me. I am the
public information director of the Texas Office of Public Insurance
Counsel. It is a State agency representing the interests of insur-
ance consumers in Texas.

In May, our office conducted a survey of consumer complaints
about life insurance that were filed over the past year. We found
that complaints making their way to the Texas Department of In--
surance often involved real or perceived deception on the part of
.an agent or company. But for every instance of deception, there
were hundreds of cases of misunderstanding, inadequate knowl-
edge, and just plain vulnerability on the part of consumers when
faced with the wall of numbers and language that constitute the
life insurance market. It is an institutional obfuscation that char-
acterizes the industry.

Consumer ignorance is bliss for the life insurance industry. Of
the more than 1,800 complaints received by the Texas Department
of Insurance over the last year, the largest grouping came from
people who didn’t get as much cash value for their policies as they
had expected.

For instance, an agent convinced Lynn Gant of Houston to invest
more than $87,000 in a life insurance policy in which she was
promised that her cash value would be a tax-free investment equal
to the premiums, plus interest, and would remain liquid at all
times. She, of course, had been deceived.

The great majority of consumers complaining about their life in-
surance policies, however, are not necessarily victims of false repre-
sentations by agents. In many cases, the product itself is built and
. marketed in such a way that it will not deliver what the consumer
believes he or she is buying. -

We are talking about hard-working, middle-class Americans here
who are trying to do right by their families. They are being sold
great expectations, and somehow thousands each year in Texas,
through no fault of their own, are getting trapped into spending
and sometimes wasting their hard-earned money for life insurance
policies that don’t provide what they need.

Vincente Martinez from Houston was persuaded to buy life in-
surance as a college savings plan for his daughter, Elsa. Mr. Marti- .
nez was under the impression that he could borrow on the policy at
any time, but after spending more than $1,700 in premiums, Mr.
Martinez found -he had no cash value after 7 years. Even after 18
years, the so-called college savings plan would have accumulated
only $525 in cash value. Mr. Martinez therefore stopped paying the
premiums and the policy was canceled.

Deliberate misrepresentation, however, is not the source of the
vast majority of consumer problems in deahng with life insurance,
particularly whole life. Basically, it is not necessary. Instead, the
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fault rests with the complex and arcane language and calculations
involved in virtually every whole life policy.

A large number of consumers walk away with a whole life policy
without understanding the critical difference between cash value
and face value. As a result, 20 percent of the cash value policies
ll%pse within 2 years and more than half fail to be extended beyond

years. v '

Melvin Heinsohn of Columbus, TX, had parents who paid for 20
years on a $500 life insurance policy in Melvin's name. He is now a
65-year-old veteran. He wrote the company to collect the cash
value on the policy and he found that the policy’s cash value was
only $56.10. In 1976, when Heinsohn had received no more hills for
the policy, he stopped making payments. The company then began
using the policy’s cash value to pay for extended term insurance.

Consumers face other problems when it comes time to collect on
life insurance policies. Sometimes, death benefits are denied for
policies that never should have been sold. The most egregjous ex-
ample we found involved a life insurance policy sold to Rosa Bal-
derrama of San Antonio, who had Down syndrome and was unable
to answer any of the questions on the application. The agent filled
out the application himself. The form was signed with an “X.”
When Ms. Balderrama died and her beneficiary tried to collect on
the policy, the company denied the claim, saying Ms. Balderrama
misrepresented her medical condition.

Companies can and do deny claims simply because consumers
cannot provide proof that they bought a policy. That happened to
Gary Fox of Wichita Falls, TX. Consumers find themselves paying
huge surrender charges and huge fees to transfer their policies
from one company to another. While these fee schedules are usual-

_ly right there on the paper, they are rarely understood when the
policy is purchased. , ' : '

And then, of course, there is a problem that has been talked
about about illustrations and projection charts. Most of the com-
plaints that we got involving life insurance involved whole life poli-
cies. Companies like whole life policies because they are simply
more profitable. These companies, therefore, try to make sure that
the motivation is also there for the agents selling the insurance.

The commissions on whole life policies generally run 5 to 10
times higher than those on term policies. In addition to that carrot,
some companies also carry a big stick. Recently, a number of
agents have contacted our office claiming their companies penalize
them for not bringing in enough revenue from life insurance poli-
cies by taking away their right to buy into auto insurance until
they have boosted their sales of life policies. Under this kind of .
pressure to make a sale, agents may not be as frank as they need
to be when describing policies to their customers.

While part of the solution to these problems is to better educate-
consumers about what they are buying, such efforts alone will not
solve the problems consumers face. Only regulatory reform can
transform the life insurance marketplace into one in which con-

- sumers understand the product they .are buying, buy what they
need, and get what they pay for. We have a few recommendations
that I have included in the written testimony.

[The prepared statement of Mr. Rips follows:]
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Statement
by
Geoff Rips
Public I[nformation Director
Texas Office of Public Insurance Counsel

Before the
Oversight Hearing on Life Insurance
Subcommittee on Antitrust, iMonopolies and Business Rights
Committee on the  Judiciary
- United States Senate

June 23, 1992

| am Geoff Rips, Public Information Director for the Texas
Office of Public Insurance Counsel. The Office of Public Insurance
Counsel represents éonsumers as a class in rate hearings, rule
changes, and other matters involving all lines of insurance regulated
'by the Texas Department of Insurance (TDI). Our office is unique in
that it is the only state agency in the nation created specifically for
the purpose of representing the interests of consumers'on insurance
issues. Our mandate mcludes addressing consumer concerns about
life insurance. ,

While we do not directly receive individual consumer
complaints regarding insurance, we do monitor the complaints
received at the Texas Department of Insurance in order to ascertain
whether a pattern emerges that necessitates a public policy
response, through rule changes, legisiation or enhanced enforcement.
In May we conducted a survey of consumer complaints about life '
insurance filed between January 1991 and February 1992. | am here

today to discuss some of the problems we found individual

1
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consumers facing in purchasing and collecting on life insurance
policies. '

Introduction

Each year, Americans spend billions of dollars on life
insurance in an effort to provide some level of financial protection
for their families in the event of unexpected death.

If purchasing life insurance were that simple and
straightforward, | would not be here today to testify before this
committee. ’ v

. But as anyone who has tried to purchase it knows, buying life
insurance is anything but.simple. ‘

In Texas, life insurance is for all intents and purboses
unregulated, as it is in almost every state. Texas consumers are
 confronted with a marketplace in' which products and sales practices
vary widely. In Texas, nearly 850 life insurance companies compete
for a market that generated $4.1 billion in premiums in 1990 alone.
Texas currently operates on a "file and use" system, under which
insurers simply file the forms they plan to use with the Texas
Department of Insurance. Last year alone, the Department approved
1,709 new‘individual life insukéhce forms. In the past decade,
28,950 forms were approved for use. .

Most insurance companies dealing in personai lines find life
-insurance to be far more profitable than auto and homeowners
insurance, for example. Our office has had a numbgr of agents tell
- us their cdmpanies often use auto ‘and homeowners insurance to '

reach potential customers for life insurance. Many of these

2
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companies use both the carrot and the stick to prod agents to
increase life-insurance revenues. The carrot is the high .initial
commission. The stick on occasion has been a threatened loss of job
or the inability to bind customers for property and casualty
insurance until life insurance premiums increase.

Most consumers depend on life insurance agents to steer them
through the maze of products and projections. Few realize that fhe
person they are depending on for advice and counsel has strong
incentives to sell them coverage they may not need. Few also
realize that their agent may not entirely understand the product he
or she is selling, often may not explain the product .fully and, in
some cases, may misrepresent the product altogether in order to
clinch a sale. ,

' Confusion and misrepresentation have led to many of the
problems that Texas consumers are experiencing with life insurance.
 Of the 1,829 complaints received by the Texas Department of
Insurance last year, the largest grouping of complaints involved
letters from people who did not get as much cash value for their
policies as they had expected based upon their compahy's
illustrations or their aéent's projections. (Exhibit B) Many reported .
that they were told they would receive a certain high rate of return
and later found this not to be the case. Or they were told they would
receive the policy's face value within a certain period of time, and
when that time arrived they received much less.

Deliberate misrepresentation, however, is_ not the source of
the vast majority of consumer problems in dealing with life '

in‘surance‘. particularly whole life. Instead, the fault rests with the

3
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complex and arcane language and calculations involved in virtually
any whole life policy. A consumer walking into an agent's office
seoking a basic, fair life insurance policy will walk out hoping that
is what she got. A consumer holding a variable life policy, for
instance, who finds out he must pay premiums for three or four
years beyond what he had figured on, will go on paying, all the while
kicking himself for not having understood what he was getting into.

Part of the solution to these problems is to better educate
consumers about what they are buying. The Office of Public ‘
Insurance Counsel is working to help Texas consumers become more
knowledgeable about buyind life insurance. - These efforts alone,
however, will not solve the probiems consumers face. Only
regulatory reform will transform the life insurance marketplace
into one in which consumers understand the product they are buying
and get what they pay for.

High Commissions Provide Agent Incentives for Whoie Life
Most of the individual problems' that arise in life insurance
involve whole life policies, which -Iink insurance protection with
savings accounts, known as "cash value.” In general, insurance
companies selling personal lines are much more interested in selling
life insurance than auto or homeowners insurance. And they are
more interested in selling whole life than term life. They,
. therefore, make sure that interest is transferred to the agents

selling their insurance.
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The commissions on whole life policies generally run five to
ten times higher than those on term policies, which provide only
insurance with no savings features. A

With a typical cash-value policy, anywhere from 50 to 100
percent of the first year's premium goes to the agent, while the
company takes 20 to 45 percent to cover selling expenses. In the
second through tenth policy years, the agent usually collects about 5
percent or more of the annual premium.

This means that for selling a $100,000 policy to a 35-year-old
non-smoking male, an agent collecting a 55 percent commission will
earn $605 of a $1,100 first-year premium for selling a whole life
policy but only $132 of a $240 premium for selling the same amount
of coverage in annual renewable term insurance. These hefty
commissions provide a powerful incentive for agents to sell whole
life policies, even though they may not offer the right coverage for
the customer. '

Commissions aren't the only means insurance companies use to
encourage agents to promote whole life insurance. Recently, a
number of .agents have contacted our office claiming that their
companies penalized them for not bringing in enough revenue from '
life insurance policies by taking away their right to sell auto
insurance until they boosted their sales of life policies. Under this
kind of pressure to make a sale, agents may not be as frank as they
need to be when describing policies to their customers.

~ An agent convinced Lynn Gant of Houston to invest $87,200
with his' company with the assurance that it would be a tax-free

investment that would remain liquid at all times. Ms. Gant believed

5
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that all the money she had invested, plus 10 percent interest, would
be returned to her any time she requested it, as it would were it in a
savings account. After investing the money, Ms. Gant learned that
she had bought a universal life policy that only paid cash value.
Fortunately, Ms. Gant's attorney was able to retrieve all her money
because the agent had engaged in deceptive trade practices in selling
her the life insurance policy.

The great majority of consumers complaining about their life
insurance policies are not necessarily victims of false
representations by agents. In many cases, the product itself is
marketed in such a way that it will not deliver what the consumer .
believes he or she is buying.

Vincente Martinez, also from Houston, was persuaded to buy
life insurance by a sales pitch commonly used, promoting it as a
college savings plan for his daughter, Elsa. Mr. Martinez was under
the impression that he could borrow on the policy at any time. But
after seven years of paying premiums of $252 per year, Mr. Martinez
was told that the policy's cash value was only $100. Mr. Martinez,
claiming that he was misled him into buying a policy he did not
want, requested a refund of the premiums. The company said he
knew wﬁat he was buying and refused his request. Mr. Martinez then
stopped paying premiums, and it was eventually cancelled.

The seven years in premiums Mr. Martinez paid add up to
$1,764. Had he put his money in a savings account paying five
percent interest, after taxes he would now have $2,154 put aside to

pay for college for Elsa. Instead, he now has nothing.
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 'By putting aside the same premiums for eighteen years, he
would have been able to save $7,444 after taxes. Our review of the
illustration that was presented to Mr. Martinez to explain the policy
values shows that his "college sévings" policy would have paid just
$525 after 18 years.

A Texas family that bought insurance for a child as an
investment in the future learned the hard way what the return on an
investment in life insurance can-prove to be. For 20 years, Melvin
Heinsohn's parents paid. premiums on a $500 life insurance policy in
Melviﬁ's name. When Melvin, a-65-year-old veteraﬁ living in
Columbus, Texas, wrote to the. company to collect the cash value on
the policy, he discovered that the policy's cash value was only
$56.10. In 1976, when the Heinsohns stopped making payments, the
company began using the policy's cash value to pay for extended term
insurance.. Heinsohn, 65, wrote the company again: "...you don't
understand. This was a 20 year paid up policy and my parents were
poor but they paid every month and it was taken out when | was '
small, and when | got married -1 paid every bill they sent me. When
they quit sending a bill, | was sure it was paid in full." But Mr.
Heinsohn was out of luck. He had not read or understood the fine
print. This is a fairly common provision in .insurance policies but
clearly .not what the Heinsohns and other policyholders understood
they were purchasing. (Exhibit A) '

The emphasis on life insurance as a savings tool is a common
sales tactic.. Employees of Jake Harris & Sons in Deer Park, Texas,

. were persuaded to buy life policies that were presented as a "salary

deferred savings program.” - Employees were told they could get all

7
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or part of their money any time they wanted, and, according to the
employees, the words "life insurance” were never mentioned. The
"salary savings plan” turned out to be universal life insurance.
Sometimes death benefits are denied for policies that never -
should have been sold. The most egregious example we fo_und
involved a life insurance policy sold to Rosa Balderrama of San
Antonio, who had Down's syndrome and was not capabie of answering
any of the questions on the application. The agent filled out the
application himself. The form was signed by Ms. Balderrama with an
"X." (Exhibit A.) When Ms. Balderrama died and her beneficiary tried
to collect on the policy, the company denied the claim, saying that
Ms. Balderrama misrepresented her medical condition. After the
Texas Department of Insurance intervened, the company decided to
pay the claim. ‘
One of the most common misunderstaﬁdings consumers have
about whole life policies is the difference between the policy's cash
value and its face value. Many of the complaints TDI receives are
from consumers who expected the policy's cash value to be the same
as the face value. While most agents do not try to mislead their@
clients, a large number of consumers walk away with a whole life
policy without understanding the critical distinction between cash
value and face value. '
Darnell Wiison bought a life policy in 1952 with a face value
of $500 and paid a premium of $2.03 a month for 38 years. When he
had paid $925.68 in premiums, almost double the face value, he was
told that the cash value of the policy was $130. After Mr. Wilson
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complained to TDI, the company told him that the policy would

mature in 1995, and the correct cash value was $378.

Insurance Companies Benefit from Great Expectatiohs

Most consumers don't have a clue how their policies work,
what they guarantee and what risks are involved. Consumers do not
know that, before any of their money goes to work for them, their
premiums are used to pay often exorbitant agent commissions and
company fees. Many 'arve not told that the rosy projections of how
much cash value their policy will earn are simply projections —
almost always overly optimistic — and not guarantees of what cash
valua, or in some cases premiums, will be in future years. -

Most of the projections insurance companies provide include
cautionary language, but it is usually written in language that is
inaccessible and difficult for consumers to understand.

The problem of inflated expectations has grown in the past
decade as insurance companies have introduced new variations of
whole life policies with such features as vanishing premiums.
These are policies in which interest earnings are used to pay for
future premiums so buyers can "pay up" the insurance portion of
their policies rather than paying premiums for their whole life.

But consumers often do not understand that the size and
duration of these payments depends largely upon interest rates and
the 'success of company investments. If interest rates drop, a buyer

could be paying on a policy for much »Ionger than expected.
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Consumers face other problems when it comes time to collect
on life insurance policies. Companies can, and do, deny claims '
simply because insureds cannot provide proof that they bought a
policy. Texan Gary Lee Fox, for exampie, had been paying premiums
on a life insurance policy since 1957. The company had cashed Mr.
Fox's c\hecks, but when he requested a certificate of assumption for
the poli\qy, the company told him it had no record 'of the policy and
would népt honor his .request unless Mr. Fox provided proof of the
policy's ‘!'iiexistence. .

Patricia and John Wells decided to cash in their whole life
policy, which showed a cash value of $1,682. They received only
$802, and the company kept $880 as a surrender charge. The
company reminded the Wells of the table of surrender charges that
was part of the original contract. Upon féview, the Wells found the
table in question to be incomprehensible, as it would be to most
consumers.

George Bodman transferred a life insurance policy from one
company to another. The assuming company took $2,096 from the
cash vaiue for fees and charges. Mr. Bodman said he was not told
about these charges, but the company claims that the information
was ‘in the contract.

Confusion about what is in a life insurance contract — or any
insurance policy for tﬁat matter — comes as no surprise to most
Americans. But life insurance policies are particularly daunting.
lilustrations and projections, disclaimers and footnotes ‘are
difficult enough, but the sheer number of life insurance forms on the

market make ‘it virtually impossible to compare policies. Texas has

10
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/ no plain language requirement for life insurance forms. Even the
~ most diligent consumer is hard put to decipher what the language in

many of these forms really means.

Recommendations .

As | mentioned earlier, many of the problems consumers face
with life insurance can be addressed through regulatory changes
aimed at making the life insurance market more accountable to its
customers. These changes include:

*Requiring plain language for all policy forms.

sLimiting the number of life insurance forms to standard
forms with approved interchangeable parts for different
types of policies.

*Requiring prominent warnings. on all projections or

illustrations of premium cost or cash-value growth that
these are strictly company projections and not guarantees of
future premiums or value.

-Requiringv all projections -or illustrations to show what -
premiums would amount to if invested. elsewhere at five
percent. The SEC prospectus for variable life insurance
includes this requirement.

*Requiring companies to provide a table of "guaranteed values”
showihg the most a policyholder will',have to pay and theA
lowest values or benefits he or she might receive. ’

+Limiting agent's fees and requiring companies to disclose

what portion of premiums go to paying agent's fees.

11



- 262

*Providing consumers with simple information they need to
know to make an informed choice about what they buy. This
could be part of the policy of a separate pamphlet that agents
would be required to provide consumers. Our office has just
published a pamphlet aimed at helping people shop for life
insurance, but, without regulatory intervention, life
insurance consumers will still not be guaranteed that they
will receive the information we think they need to make
informed decisions.

*Requiring life insurance companies to have the burden of
proof as to whether or not a consumer has a policy.

*Publiishing basic comparative price information about life
insurance policies so consumers can become better
participants in the marketplace.

One last point F'd like to mention is that the tax incentives for

whole life insurance are an important part of the sales pitch agents

use. This is an important lever the federal government has in

dealing with the life insurance market.

Conclusion

- | have discussed some of the confusion and deception

consumers encounter when buying individual life insurance policies.

The complaints making their way to the Texas Department of

Insurance often invoive deception or perceived deception on the part

of an agent or company.

12
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But -for- every instance of deception, there are hundreds of

cases of misunderstanding, inadequate knowledge and just plain

; vuinerability on the part of consumers when faced with the wall of

numbers and language that constitute the life insurance market.
Plain . language requireménts, simplified forms and full
disclosure of the information consumers need to make reasoned
choices would go a long way toward addressing many of these
problems. There are, of course, a host of other problems confronting
consumers and the. industry, but the reforms that | am discussing on

behaif of the Texas Office of Public Insurance Counsel wouid be a

: gobd place to start.

As consumers become more educated about life insurance, the

market is beginning to respond with low-load policies, rebating of

_agent's commissions and other features that should make life

insurance a better investment. But we cannot depend solely on the

insurance marketplace to act in the interests of its customers as

long as it profits so handsomely from their ignorance. The Office of

Public Insurance Counsel is working with the Texas Legislature to
introduce many of the reforms | have mentioned today. Our office
looks forward to working_with you at the Federal level to address
problems facing life insurance consumers.

Thank yod. '

13
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Exhibit A

Examples of Life-Insurance Consumer Problems
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S——————
PO 00 73 Moamaen, emst FTIOQTS» NI-LEFINL

A%
September 132, 1990
Nelvin Eeinsohn
BRI,
040

‘Policy Rushers 0001111250
Insuzeds felvin Heinsoha -

Oear Kr. Heinsohas

'mn is in response to your letter of .ml.y 13, 1990, concerning the
‘ above policy. We apologise for the delay.

During extensive research of our records, we £ind that the mune
you received was correct. Your policy provided for an endowment at
the age of 63, providiag, that nuull were paid up to that time.
Because premiuss were not paid ln 1976, the cash value was used to
putchase Extended~Term Insurance under the non-forfeitute provision
of your zoucy. Ihis provided teram insurance until June 22,1990.
The remaining cash value was sent to you.

On Januacy 13, 1987, you requested & cash value guote, and we stated
that it wvas $56.10 at that time. On April 23, 1”0. & letter vas
sent notifying that the coverage was going to “mnto on

June 22, 199¢ with 80 fucther value.

I hcz: this in!omuu belps upuu the amcunt of the ch-ek in »
question.

lunboea Bishop 4-11
eym: 8szvice
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Mri- & Mrs. Augustin Balderrama Jr.
1986 Homeborook Dr. -

. Houston, Texas 77038
(713) 847-2483

September (4, 1990

State Board of Insurance

RECEIVED

1110 San Jacinto MDC SEpl 9 mu
Austin, Texas 78784 mwm oF INSURANCE
AUSTIN, TEXAS

Dear Sirs:

On March 7, 1989 Mr. Antonio Sodano sold my sieter an insurance policy
for $10.000. My sister had Down Syndrome and even thaugh she was.
obviocusly retarded and incapable of answering any questions, Mr;

- Sodanc praceeded toc complete an applicatizm for insurance on her.
42 answered all the medical questians for her -and even made w2 an
accuparticn for her. My sister was :ncapPable of working. Se had her
3ign the application which sne marved with an (X). He took her
Iremium sna & Policy was issuea.

™y parents do not read, write or urcerstana English. They were not
TaRPaole of reaqding or answer:insg &ty ST “he suestions on the
application either. When my father tcld me that they had Sought
insurance for Rosa. I didn’t think to check with the agent, I trusted

That e was capcbl. of doing his job mroperly. -Therefore, my mind was
at case.

My sister died on June 12, 1990 and American National is now refusing
*C Pay the face value of this policy. AS you can see b3 ‘he attached
2apers they are accusing us of nisrepresentation. It is very hard “o
misreoresent a person who at *irst sight it 1s obvious she is
zizsolad, Rosa 2alderrama was incapable 9+ misrepresenting narself
“ecause =ha@ was incapable of -ommun:i:cation.

nancial mean=
2 “.hancia.

wy oaaaﬂts are both elderly raopla and do =ot “ave the
E Tharerore, wnen my s:sTer ciad
-urden was sut on me and my family.

Dig smerican Mational train Mr. Sodanc to sualify prospeciz <or
insurance. It is very obvious o me that cortain meaical zusstions
waula noe enough to qualify & serscrn for i1nsurance. But 4z laok at a
2own Syndrome parson and still =roceed to write insurance on her
i@eme “T S& & desperate -ommissicnh zale crn The pPart of ths azant.

Please sae what youw can do get *‘his matter straighened out so that
sMational will may 7. family the “ace value 2F “his oolicy
iGuent Lo gcec

Incicsea ace :u:zcs o

U oemzee cmwmeid

can National. 3 zoPy o7

an?z Hpmeses.

Zinceraliy,

Mr. & Mrs. Augustin Balderrama Jr.

cRve wdeda
v=.e - attornay Senersl
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AKZERICAN NATIONAL INSURANCE COMPANY
ONE MOODY PLAZA

GALVESTON, TEXAS 77550-7999
409/763-4681

August 10, 1990

2-202 Debit 11

Claim C249321 - Rosa Balderrama - Policy M11975288

This claim has been carefully reviewed but unfortunately it cannot be
approved for payment.

This policy was issued on March 16, 1989 on the hasis of the
representations given to the Company on the application signed by
Rosa Balderrama on March 7, 1989. We are attaching a cgq

pertinent parts of the policy including a copy of the application. As
you can see, there is nothing to indicate any adverse health history,
treatments, hospitalizations or anything of that nature.

Attached you will find copies of records indicating medical history
prior to the application for this policy. You will note that some of
the pertinent points on these reproductions have been underlined.

A copy of the death certificate is attached for your information.

Tf the Company had been given correct information on the application
as it should have been it would not have issued the policy.
Furthermore it does not appear that the insured was in the required
good health on the effective date of the policy. The beneficiary is
entitled to return of all premiums paid in the total amount of
$355.20, plus interest.

Please explain this very carefully to Augustin Balderrama and then
present him with the enclosed check for $404.92.

Address Reply to Writer; Refer to Claim Number; Name of Insured: Policy. Number(s: and Date
of this Letter. .
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AMERICAN NATIONAL INSURANCE COMPANY

ONE MOODY PLAZA
GALVESTON, TEXAS 77550-7899
400/763-4661

You shouid also explain that if the beneficiary does not agree with our
Company, or if the medical information we now have is in any way
incomplete or incorrect we will he glad to consider any and all
additional information that the beneficiary would like to furnish.

Please promptly let us know the results of your handling.

7arl Hennessy

Life Claim Department

P O Box 1840

Galveston TX 77553-1840

EH/hE.

Address Reply to Writer: Refer to Claim Number: Name of Insured: Policy Numberta: and Date
of this Letter.
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Pﬂﬂ' ONE — APPLICATION FOR INSURANCE
NATIONAL INSURANCE COMPANY

> TEXAS — Home Service Division

GAl
annt n black ink - D0 nol use Oitto marks)

0045625

1., PROPOSED INSURED

Rosm
Weight

Name
S HeghiFyin)

Socia) Secunty No.

ST 0175 4Su~t 2-974S

Residence address
1 q Gox gee

M1

DNE OF BIRTH moavn  AGE
3 O1-{«-57 31
Proposea insured used tobacco in any Yes No
form guring the past twetve months? X
Home Phone

512 -67723 065
Work Phone

BIRTH PLACE/BIRTH STATE

Marital Status
Mar Sing Oiv Wid Sep

X
uOI.IntV
Bexar

City, State
1 S
Former address (Past 2 years)
ameé.
Job tije/duties (Be specific)
[44 k3
Business address

Zp Years at this address
782217

31 yeaws
Qccupation

___Housz KEePing Aravs
Employed by and kind of business

QEIE t’mP/ov&a’
City/State-. -

Date of empleymentiu, v

Rt a ex Gbe an_ Aumuis ‘f‘x 7?127 2, (982
Eisx ADDITIONAL PERSON PROPOSED FOR INSURANCE BiRTH PLACE/BIRTH SWE DATE OF BIRTH Mo0an ~ AGE
N . - -
Name M. R
Name Marita} Status Has proposed insured used tobacea in any Yes No
(SS‘;, Height(FUIn)  Weight Refationshin Mar Sing Oiv Wid Sep 107 during the past twehva months?
Residence address QOccupation ""Date of employmentme
City, State Job titlefduties (Be specific)
Zip Employed by and kind of business
3 CHILDREN PROPOSED FOR INSURANCE Relationship Date of Birth Age Height Weight Sex
Last Nama, First Rams, M. (Mo-DaYr) Vi )
Has the name of any child under 18 been omitted? Yes {Explain) No
Is any child not living at the same address with the Proposed Insured? ' Yes (Explain) No
4 . First Beneficiary tFor - :
first Beneficiary ( acabonal space use Form 1048E03) oo mu s:mnry o
Aauetin Paldraama G:;R\sr 3921 [<2 £ 4
S. Owner (it other than Propased Insured) Asdress
lame M.l - .
ngrtse _ Contingent Owner (if any) Name
Relationshtp Social Security No.

Relationship




Page 3 [N CONTINUATION OF AND GECOMING A PART OF AN APPLICATION 10
- 1 COMPANY, TEXAS

AMERICAN NATIONAL (INSURANCE , GALVESTON, -
14. Has any proposed insured(s): Yes No Yes
@) mmmmu (h) Ever received Counseing or treatment regarding the
I PRSIy ! e X use of aicohol or drugs?
mmornh*dm

(i} Ever had or been treated for high or low blood pres-
sure, chest pain, for sugar in the.usine, or for cancer
in any form?

(i) Ever been toid he or she had an Immune Deficien-
cy Disordec, AIDS, the AIDS Related Complex (ARC)

when, where, and by whom. o test results indicating exposure to the AIDS virus?

{d) Ever mﬂodﬂnmwmwm (k) Ever consulted or been treated or examined by any

* (b) Ever had 3 surgical operation o been advised to )(
X

benefit, compensation or pension, gavern X “physician or practitioner for any causa not previ-
X
A

have an operation which was 0ot performed?

(c) Ever had an X-ray, electocasiiogram, biood or urine
test or other iahoratory teste? If “Yes”, statawhy

mm«mmmmwhﬂywm gusly mentioned in this application?
(e) Any impairment of sight or hearing? () Are ali proposed insureds now in good heaith? X
(N Ever been under ocbesrvation or treatMent in any {m) Answer it any proposad insured is under 1 year of
hospital, .. age.

sanitariom, clinic or rest home?
(9) Ever used barbiturates, amphetamines, hatiucina- * Birth weight: 1b. -
tory drugs, heroin, opiates or other narcotics, ex- X
cept as prescribed by a physician? Was birth abnormat or premature?
15. Give full details below of all “Yes” answers to question 14 (a)-(k)} & (m) and if answer is “No" on 14 (1).
Person Ques, Reason, condition Dats Deueeot mmmrassofmumn hysicians
No. disease. or injury, etc (Street. Ci Sml)n
VYN
IR "A—}

Each of the mdemgnedmfor themseives, and ai
supplements to it are full, compiets and true to the best of their knowledge and beliet. They
qwanlonnduumcwummmamm(ﬁ)shummm

as atherwise provid mmcunmﬂwmmpmwmqmismm.n Poﬁwwullbumwvcunnllhs (l)«s‘

§
i
£
s
g
ziil
§
a
22
58
g

( #=r Signarvac)
wummmmw«m

Dated at

tms .19 a
s of G Person Propesed o WSuracE 0 W Sooust T ey o Jort

( wer SHBnatvre)
Witnessed by_ %

Print Agent's Name -

snsmme HEﬂUlIED IF GONDITIONAL RECEIPT TO BE DETACHED
lnemwummtnmwmmmwm wmwnsmlummmamemmmw:llnotnenmaccem
of my depasit or the Conditional Receint uniess this statement is
o Her .s:ghmmc ) P 2( /m s,g;ufmc)

Sigasture of Propassd insured (f age 16 or oider) Sigrature ot Prermum Payer
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Exhibit B

Categories of Individual Life Insurance ‘Complaints
Received by the Texas Department of Insurance

13



273

1991 Individual Life Complaints
Total - 1,827

Other
Cash. Value

Refund of Premium

Delays in Claims
Handling

Delays in
Policyholder Service

Premium
Notice/Billing

Denial of Claim
Agent Handling

Misrepresentation

Unsatisfactory
Settlement/Offer
Misleading
Advertising
Coverage

Cancellation/Non-
Renewal

lnforination

i 1 | 1 —]
U T U L T 1

0.00% 5.00% 10.00%  15.00% 20.00% 25.00%




Other

Cash Value

Delays in Claims.
Handling

Denial of Claim
Refund of Premium

Misrepresentation

Coverage ‘

‘Delays in
Policyholder Service

Information

Unsatisfactory
Settlement/Offer

Agent Handling

Cancellation/Non-
Renewal

Refusal to Insure

Misleading
Advertising

0.0%

274

1992 Individual Life Complaints*
Total - 430

5%

5.0% 10.0% 15.0% 20.0%
. *1992 figures are not for a full fiscal

figures are from 9/1/91 thru 2/4/92

25.0%
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Senator METZENBAUM. Mr. Rips, you are like a breath of fresh
air this morning. I very much appreciate your testimony and I will
come back to you with some questions subsequently.

Mr. Hunt, you made a statement that concerns me greatly. You -
said in the 1980’s, replacement life insurance policies began to pro-
liferate. Insurance companies are encouraging their policyhclders
to cash in their life insurance to buy new and often less secure
products with the proceeds. This activity has the effect of causing
policyholders to lose the savings component in the replaced poli-
. cies. Many years will go by before they can again accumulate sav-
ings they could retrieve should they cancel the policy before they
die. I would assume that they would also lose the commission that
had been paid on the first policy and get no credit for it with re-
spect to the second policy. .

Why are so many policyholders cashing in their life insurance

and buying new products? :
"~ Mr. Hunt. Well, as I noted, I have been around a long time and
when I first came into the business, there was a definite ‘opinion
held, I think, by most companies and their agents that replacement
was ‘a bad thing, and it was discouraged, and I don’t think the
problems were severe back then, particularly if you look at the ter-
mination rates. :

In the early 1980’s, two things happened. Interest rates skyrock-
eted and the universal life form was brought out by many compa-
nies. It has been said that universal life was the perfect replace-
- ment vehicle because you could take the cash value of the existing

policy and dump it in the new policy, and you couldn’t do that with
whole life insurance that preceded universal life. .
So the combination of those things created a climate, and even
_financial writers got caught up in it by calling universal life better
than whole life; which it wasn’t. In fact, it was worse. I think that
that is the reason why we have had such a great wave of replace-
ments. It became more socially acceptable within the industry as a
result of what I have mentioned. ' ‘

Senator METZENBAUM. I remember a time when people relied on
the savings portion of their life insurance. They thought it was a
nest egg that they could cash in if they needed to, and they felt
that they were not only buying insurance on their life, but they
were also providing a savings portion.

Now, you are telling us that people are giving up that security

- and getting less than they had for their effort. Do you think they
zvhoult‘i7 be doing so if what was happening were fully disclosed to
em?

Mr. Hunt. Well, I would hope not. In my work—and I have re-
ferred in my prepared testimony to l-year rates of return that
could easily be disclosed by companies, but which they have failed
to do. It is quite possible that if a person surrenders a policy in the
early years, if he only kept it one more year, because of the manip-
ulation of cash value patterns, he might get a 30-percent return in
the next year. But he gives.it up and he gets a negative return by
buying a new policy. This happens all the time, and some means
has to be found to help life insurance commissioners—consumers
who are beset by the wave of replacement artists within the busi-
ness.
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Senator-METZENBAUM. You mentioned by a slip of the tongue life -
insurance commissioners, and you answered Senator Specter that
. you weren’t so sure that Federal intervention is needed. Do you

think the States are doing an adequate job, the insurance commis-
sioners?

Mr. HunT. I am certainly impressed with what insurance com-
missioners are doing today as compared to when I was one. I think
they are much more attuned to consumer needs and responsive to
the difficulties, and I think they have responded well to the wave
of insolvency troubles. _

With respect to life insurance, as others have commented, the
life insurance industry does what it wants to. It is not regulated by
the State insurance commissioners in any consumer sense.

Senator METzENBAUM. I think that is the sum and substance of
it. They are just not regulated. It is an industry that is on its own
and does what it wants to do. Is that pretty much true?

Mr. Hunt. Well, I think that is why they are not here today.
Why bother?

Senator METZENBAUM. When policies are replaced as you say, do-
the companies and their agents enjoy a windfall of new commis-

- sions and charges that they can collect on the new policies?

Mr. Hunt. Well, in certain respects, one should not assume that
the money transferred over earns the full commission. The money
transferred over is subject to a deduction that might be as low as,
say, eight percent, but the new premiums are subject to first-year
commissions. In general, what happens is that people often give up
policies that are very good, now that they have had them 3 or 4
years, looking ahead, for policies that are lousy, looking ahead 5
years. It happens all the time.

Senator MEeTzENBAUM. Very few buyers actually realize that
there are now a variety of products that purport to act like savings
or investment vehicles. Some policies tie savings buildup to a set
_interest rate, something like a passbook account at a bank. Other-
policies accumulate interest based on the insurance company’s own
investment portfolio, paying the policyholder’s account based on its
own success or failure, like a mutual fund.

One of your great concerns, as I understand it, has been that
consumers aren’t able to determine what their yield will be. Some
illustrations have guaranteed and projected rates of return, but
still don’t give policyholders what they need to make an informed
choice on what their premium dollars will yield in savings buildup.

I understand that no State has passed the NAIC model regula-
tion for yield indexes that would require companies to give them
that information. In your opinion, why don’t the insurance depart-
ments require that they get those things?

Mr. Hunt. Well, I think life insurance is another thing for insur-
ance commissioners. They are too busy with auto insurance, medi-
cal malpractice insurance, workers compensatlon insurance, and
perhaps the overriding aspect is that life insurance is one of the
few unregulated lines as to price and therefore there is a certain
lack of leverage that the insurance commissioners have over the in-
dustry, or an historic need to work on other things rather than life
insurance. I think life insurance goes by default.
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Senator METZENBAUM. In my opening statement, I indicated, and
questioned the first panel, that companies are dipping into policy-
holders’ savings components without policyholders’ consent or
knowledge to pay themselves premiums after the insured stops
paying them. There are clauses in the policies that allow them to
do that, according to my understanding of the facts.

What I don’t understand is why there is no Staté requirement
that a company notify and get permission from the policyholder
before funds are transferred from the policy’s cash value for the
payment of premiums. Why don’t insurance departments require
insurers to notify the policyholders before they raid the policyhold-
ers’ savings? ’

Mr. Hunt. Well, there are some technicalities in your question,
Senator. I think, in general, life insurance companies would not do
that without permission. I think what you are referring to is either
automatic policy loan provisions that the customer has signed up
for perhaps unknowingly or certain other technical aspects.

For example, in universal life it is not well understood that if
you don’t pay premiums, the company will keep your policy in
force and your cash surrender value will eventually deplete. But 1
would not want—at least it is not known to me that somehow they
are doing this surreptitiously. It may be lack of understanding on
the part of the policyholder of the provisions of his policy.

Senator METZENBAUM. I think Mr. Rips actually cited such an ex-
ample, didn’t he? ,

Mr. Hunt. Well, if I understood Mr. Rips’ testimony, he might
have been referring to what we might call a low-value policy with
an extremely small face amount in which the premiums are
mainly expense dollars rather than savings dollars, and a great
deal more was paid in than ultimately resulted, but it could also
have been the extended term provision of a whole life policy that
caused it to terminate.

Senator METZENBAUM. Thank you very much.

Ms. Faucett, first of all, let us make clear what the American As-
sociation of Actuaries—is that the title?

Ms. Faucerr. There is the Society of Actuaries and there is the
American Academy of Actuaries.

Senator METZENBAUM. Yours is the——

Ms. Faucerr. I am with both of them.

Senator METZENBAUM. You are with both of them, OK. ,

Ms. Faucerr. However, I am here today with the American
Academy of Actuaries.

Mr. HunTt. So am I, Senator, with both of them.

Senator METzENBAUM. OK. Query: Do either of the actuarial soci-
eties have any special relationship with the insurance industry
other than that you do work for them?

Mr. Hunt. Generally, most of us are employed in some respect
with the insurance industry, but we have no special relationship
with the insurance industry. We are professional organizations.

Senator METZENBAUM. So that when you come to a conclusion as
a group of actuaries, you are actually a group of people who are, in.
the main, working for insurance companies, but are finding fault
with some of their practices, as indicated by your earlier testimony.
Is that a fair—— ’

58-720 - 02 — 1n
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Ms. Faucert. We are presenting the facts that we found during
the course of our research, yes, sir.

Senator METZENBAUM: Very good. Your association did a report

that outlined many of the problems consumers are encountering
with policy illustrations. You have told us that most of the compa-
nies responding to your survey admitted that there is a need to im-
prove sales illustration practices. You also said State regulations
haven’t kept up with changes in the industry. So questionable prac-
tices, such as some we have discussed here today, are not illegal,
but nothing prevents life insurance companies from voluntarily
doing the ethical and honest thing even if they don’t have a regula-
tory requirement to do so.
- Why don’t they do that? I mean, these are not highbinders.
These are not con artists. These are very proper men and womer.
They belong to the best clubs. They are oftentimes very active in
the United Way and community activities. Why is it, when it
comes to their business practices, that—why don’t they conduct
the‘;nselves ethically and honestly in dealing with their policyhold-
ers?

Ms. Faucert. Well, I think they do choose to act in an ethical
fashion with their policyholders. The products and the policy fea-
tures that are causing us trouble today are ones that have arisen
over the last 5 to 10 years, and perhaps we didn’t realize the full
implications of what the consumer needed to understand at point
of sale in order to really be able to make an intelligent decision
about the purchase and to understand fully what they were buying.

Based on our research, we now know that there are things that
consumers do not understand about the illustration, and that per-
haps we should be doing a better job of portraying to them, and
that is what the work of our task force has attempted to do is to
identify those areas where we do need to make improvement to "
better communicate with the consumer.

hSene})tor MgzeTrzENBAUM. And what do you think the timetable on
that is

Ms. FAUCETT. Well a group of us from the society task force were
_]ust rolled into a commlttee of the American Academy of Actuar-
ies, and I am very hopeful that we can have at least a framework
for changes that need to occur within illustration practices, say,
during the next 6 to 9 months.

Senator METZENBAUM. The next what? -

Ms. FAUcerT. The next 6 to 9 months, as to all of the things that
need to occur, and to begin working with the regulators and the
industry groups to try to effect positive change that will help the
consumer.

Senator METZENBAUM. Have you had any of the insurance com-
panies come forward and say, tell us what we need to do, we would
‘like to conduct our business in a manner that is proper?

Ms. FaucerT. Yes, sir, I have. Actually, the response from the in-
surance community and from the agents has been very supportive.
All of them are very interested in doing a better job with the con-
sumer.

Senator METZENBAUM. Has any one company that you know of
made a change yet?

Ms. FaucerT. Not to my personal knowledge, sir.
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Senator METZENBAUM. Now, you make some recommendations in
your report for educational efforts, disclosure, and professional
standards of practice. For those recommendations to be implement-
ed industrywide, the NAIC would need to approve a model regula-
tion, which in turn would need to be passed in each of the 50
States. Or there could be an alternate. Companies would have to
mutually agree to a standard in which they fully disclose informa-
tion not specifically required.

Since they are exempt from the antitrust laws, which, as you
probably know, I don’t agree with, they certainly could at this
moment join together this afternoon and agree to do the things
that the Society of Actuaries has concluded should be done. Why
don’t they move more rapldly‘?

Ms. Faucerr. I think it is possible that they might, sir. Just so
that you understand, the Society of Actuaries is an actuarial orga-
nization that is responsible for research and education. Our report
is a research report and it identifies a number of alternatives to
current practice. It is the American Academy of Actuaries that ac-
tually takes that research and then determines how best to go
about implementing changes, whether they be standards of prac-
tices, which would be regulations that would be promulgated
within the actuarial organizations, or whether they would be regu-
lations or disclosures that would go through the NAIC.

So in some sense, we are just getting to the group that can go
about and develop a framework for change. We have done the re-

-search. Now, we need to develop an implementation plan, and my
hope is that we can get a number of companies to agree that the
path that we are defining is the right one to follow and that they
will voluntarily move in that effort before the NAIC actually acts
on it, as long as there is an indication from the NAIC that they
agree with the changes that we are recommending.

Senator METZENBAUM. Do you think these things are going to
happen soon?

Ms. Faucert. Well, I certainly hope they are going to happen in
my lifetime.

Mr. Hunt. Which is a long time. [Laughter.] _

Senator METZENBAUM. That really is very reassuring, and I am
sure that the American people are going to be ecstatic to know
that you hope it will happen in your lifetime.

Ms. FAuceTT. As you know, actuaries are very conservative.

Senator METZENBAUM. I hope you have a long lifetime, but I sure
hope that the insurance industry moves a lot faster than that, and
I am not even talking about my lifetime. I think yesterday was too
late. I think that for this industry to be guilty of such reprehensi-

- ble practices and to sit on their hands and do nothing—I just be-
lieve it is incredible.

The only reason they don’t do something about it is because the
American people don’t know about it. I am hopeful that as a result
of these hearmgs they will know more, but I am a realist enough to

_know that 1 day’s news story or commentary, or whatever, with re-
spect to radio or TV does not cause these 1mpregnable companies
to move very rapidly. I think it is shameful.

In your professional opinion, will this situation get worse for con-
sumers if your recommendations are not adopted by the industry?
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Ms. Faucerr. I don’t know that it will get worse, but certainly it
will not get any better.

Senator METzZENBAUM. Thank you very much. Your testimony is
very refreshing and we appreciate it very, very much.

Ms. Faucerr. Thank you.

Senator METZENBAUM. Mr. Rips, you testified that last year the
largest group of complaints that you received about life insurance
came from people whose policies didn’t have the amount of cash
value that they had been told and were shown. I am talking about
illustrations like those on the charts in this room.

You say that part of the solution to this problem is better con-
sumer education, which your office is now doing. Mr. Rips, frankly,
wouldn’t it be in the companies’ best interests to better educate
consumers so that they know what they are buying and don’t end
up complaining to you about being ripped off?

Mr. Rips. Well, I guess in a perfect world, but I think there is too
much profit to be made from consumer ignorance. v

Senator METZENBAUM. From consumer what?

Mr. Rips. Ignorance.

Senator METZENBAUM. Ignorance.

Mr. Rips. And so it is difficult for me to see the motivation for
companies to clear these things up by themselves. In terms of in-
dustry public relations, what happens with a life insurance policy
happens one family at a time. A lot of people just walk away from
their policies. A lot of people think it is their fault because they
haven’t understood what has happened to them.

So there isn’t really an up-swell of popular opinion to bring down
the life insurance industry, as there might be with taxes or utility
rates going up, or even auto insurance rates going up all at once. It
happens one family at a time, so I don’t think the industry has to
worry about the public perception of life insurance that much.

Senator MerzENBAUM. What are the essential things that a cus-
tomer needs to know in order to make an informed decision about
buying life insurance with a savings component?

Mr. Rips. Well, most of the essential things are what most cus-
tomers don’t know at this time. I mean, it involves the——

Senator METZENBAUM. Say that again. Most of the things that
they should know they don’t know?

Mr. Rips. They don’t know, and have a hard time finding out. I
mean, they should know the rate of return. They should know
what the commissions do and what the administrative charges do.
They need to know how the surrender charges work. They need to
have bells and whistles around the cash value charts and other il-
lustrations.

They need to know about comparing renewable term insurance
to life insurance and how much insurance they are buying with
their whole life. They need to know a lot of things because the idea
of competltlon is—competition doesn’t really work if the consumer
isn’t informed.

Senator MEeTzENBAUM. Now, you testified that regulatory
changes are needed to assure that consumers get the information
that you just told us was essential. The reforms you suggested in-
cluded requirements that policy forms be in plain language, that
there be prominent warnings on all company-projected illustra-
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tions, and that companies provide a table of guaranteed values as
part of their illustration.

You also heard Ms. Faucett testify that her association has pub-
lished a report criticizing some of the industry practices that you
are concerned about and calling for specific reforms, which she
very knowledgeably said she hopes will occur during her lifetime.

It sounds to me as though you are not confident the industry will
ado‘;)t these reforms voluntarily. Is that correct, and if not, why
not?

Mr. Rips. That is right. In Texas, at least, we haven’t had much
luck with companies regulating themselves, or with their good in-
tentions. We had insurance reform legislation that went through
the legislature last year which included plain-language require-

ments. We were able to pass that for the property and casualty in- - -

surance industry, but there was a lot of fight from the life, health,
and accident industry, who said that they would begin doing some
of this themselves. So it was not included in the insurance reform
package.

Senator METZENBAUM. Do you have any evidence that they have?

Mr. Rips. No. Today, there is none. Not only that, but the legisla-
tion did include two sentences to be included in every life, accident,
and health policy saying if you have a complaint or question, call
this 1-800 number, and we had a number of the life and health
companies fighting the inclusion of that in their policies on the
deck page because they said it was just too great an expense. So
e}\lren where some of these things are required, we are still fighting
them.

Senator METzENBAUM. What did you do before you held this posi-
-tion, Mr. Rips?

. Mr. Rips. Well I worked for the State comptroller of Texas.

Senator METZENBAUM. State comptroller?

Mr. Rips. Yes.

Senator METzENBAUM. I think you are one of the most straight-
forward State officials in the insurance departments that I have
met. That doesn’t say that all of them have not been able and
straightforward, but there have been some strong disappointments,
certainly, from the NAIC.

Mr. Rips. Well, may I say that, actually, my independence de-
rives from the fact that, as of September 1, we are an independent
agency solely representing——

Senator METZENBAUM. You are what?

Mr. Rips. We are an independent State agency solely represent-
. ing the consumers in Texas, and so we are not beholden to inter-
ests that the Department of Insurance may be beholden to. I think
we are the only State with an agency specifically devoted to repre-
senting insurance consumers.

Senator MErzENBAUM. How did that come about? A
- Mr. Rips. It was part of this insurance reform legislation that
Governor Richards helped pass this last year. I think it definitely
at least becomes a burr under the saddle for both the industry and
other State agencies, and I think it serves an important function.

Senator METZENBAUM. I think it is great and I think you are
trying to do a good job. I am very thankful to this panel.



282

Now, I want to say if there is anyboedy from the insurance com-
panies who is in the audience and wishes to come forward to make
a statement on behalf of themselves or their company, the floor is
open to them. This subcommittee will hear them. We had indicated
previously we tried to get testimony from the insurance industry.

If there is somebody who feels that they are just bursting with
information they would like to share with us, and they represent
the company and have an authority to speak for the company, we
will hear them.

Will you state your name, please, sir?

Mr. DEPALO. I am Armand DePalo, the chief——

Senator METZENBAUM. Pardon?

Mr. DEPALo. Armand DePalo, the chief actuary of Guardlan Life
Insurance.

Senator MeTzZENBAUM. Which one?

Mr. DeEPALO. Guardian Life.

Senator METZENBAUM. Thank you very much.

Mr. DeEPALo. Senator, just to clarify the record, at your request I
did attend this meeting and I have no prepared remarks, as I told
your office, but I was totally willing to come here at any time and
answer any questions directed at me. So I am here to represent the
Guardian, and my statements not only represent my own opinion,
but it will represent those of the company.

Senator MErzENBAUM. Why don’t you get closer to the mike? I
am having trouble hearing you.

Mr. DePaALo. Is this better?

Senator MeTzENBAUM. First of all, would you be good enough to
'stand? Do you solemnly swear to tell the truth, the whole truth,
and nothing but the truth, so help you God"

Mr. DePALO. Yes, sir.

Senator METZENBAUM. And will you state your name, please?

TESTIMONY OF ARMAND DePALO, CHIEF ACTUARY, GUARDIAN
~ LIFE INSURANCE CO. OF AMERICA

Mr. DeEPAro. It is Armand DePalo, chief actuary of Guardian
Life Insurance Company of America.

Senator METZENBAUM. And will you bring the mike a httle closer
to you, please?

Mr. DEPALo. I will try. Is this better?

-Senator METZENBAUM. That is good. Thank you.

Mr. DEPavo. OK.

Senator METzENBAUM. Happy to have you with us. Now, you in-
dicate that you are willing to answer any questions, but you don’t
care to make a statement?

Mr. DeParo. Well, Senator, since I did not really know the
format of your presentatlon, it was very difficult to prepare any-
thing, not knowing what questions or desires you had. Since I
heard some of the testimony of others, I will make some very short
introduction remarks, and then I am more than glad to address
any questions that you may have ’

Of interest here is the life insurance industry has been complex
not only for the last couple of years, but well over a century. In
fact, in 1905, there were many issues that were addressed by the
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Armstrong administration through their investigations that set the
stage of many of the laws that are now the foundation of New
York State insurance regulation, which is probably a very con-
sumer-oriented set of laws.

Life insurance can’t be explained simply, and that is one of the
problems, and I think the key problem that you are addressing
today—and it really has to be made clear to everybody—is no illus-
tration under any circumstance is a representation of future re-
sults. The question then becomes why, then, is an illustration used
at all, and the only viable use of an illustration is to help a con-
sumer understand how the policy may function under a set of as-
sumptions.

The only thing that a consumer can really look at is his own in-
surance needs. Does he have a need for insurance? If he doesn’t
have a need for insurance, he should not be buying it. And then,
second, how has that company performed for other existing policy-
holders that they currently have in force? And, yes, sir, there is a
variance in experience between companies.

Mutual companies have, as a group, been able to deliver more to
their consumers than stock companies. There are good stock com-
panies, there are bad stock companies. There are good mutual com-
panies, there are bad mutual companies. But I think, as an indus-
try, the industry’s officers, the company officers, try to deliver good
value to the consumer, and I think what we are faced with today is
technology that is growing very rapidly.

And T think the industry, though, is addressing technology. I
think industry groups, not only through the Society of Actuaries,
but also the Society of CLU’s, who represent a large group of well-
trained agents, are trying to find better ways to get a handle on
disclosure and understanding of the contracts.

Senator METZENBAUM. Tell me how that is being done. You say
they are trying. What have they done?

Mr. DEPAvo. The Society of CLU’s also has a committee that is
working right now that is trying to do an educational study, and
the educational study is trying to gather information from a wide
number of companies as to what their practices are and keep this
as an educational resource of the Society of CLU’s so that their
membership can research what the practices of individual compa-
nies are.

‘T had no prepared remarks, Senator, but I am more than glad if -
you have any directed questions.

Senator MeTzENBAUM. Mr. DePalo, do you believe your company
and others are fully and fairly disclosing to customers what they
need, the information that is needed for them?

Mr. DEPavro. I think my company, in particular, is. We try very,
very hard to get as much information as we can go the consumer.
Can I certify to you that every consumer understands every piece
of information given to him? That is a hard question to answer.
Guardian, in particular, does put the consumer first, and we do try
very hard on that point.

The industry, in general—I can’t speak for other companies, and
I will guarantee you, Senator, there is a wide variety from compa-
nies that have a stance such as the Guardian’s to those that do not
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gut.the consumer as high up on their importance as the Guardian
oes.

Senator METzZENBAUM. Well, would you agree with your state-
ment in the Wall Street——

Mr. DEPALo. If I made a statement—and I have made statements
in several public records, Senator. I stand behind every statement
that I will allow to be prmted publicly. Those do represent my
statements as Armand DePalo, an individual, not Armand DePalo
as an officer of the Guardian Life Insurance Co.

Senator METZENBAUM. Well, you are quoted here as the chief ac-
tuary of Guardian Life Insurance Company of America.

Mr. DEPALO. That is correct.
~ Senator METZENBAUM. They don’t say it is personal or whether
you are speaking for the company. You say, “Illustrations are not a
prediction of the future. They just, ‘give you some understanding of
how the policy may operate under one scenario.” ”’

Well, now, I am a policyholder and I see these predictions, I see
these numbers up there. Isn’t it reasonable for me as the prospec-
tive purchaser of the policy to think that those figures that are on
the policy—that I have a right to assume that those are not just
scenario, but what the company expects to happen? Wouldn’t you
do that 1f you saw that? v

Mr. DePavo. I think, Senator, you are addressing where the
problem lies, but not what the person should have a perspective of
understanding. I think there is a strong amount of disclosure in
many ways given to a policyholder that that is not true, from the
footnotes on the illustration to information that is given w1th the
policy that refers to the guarantees.

The problem is that the consumer does also bear part of the re-
sponsibility because they probably discount some of the informa-
tion given to them, such as, yes, you are telling me that it is not
guaranteed, but I want to—and this is the problem; they want to
believe that those values are more a prediction of the future than
they can be, because they are not a prediction of the future.

Senator METZENBAUM. But don’t you think the consumer says,
well, if this big company, Guardian Life Insurance, prints it and
shows it to me as a projection—the average person thinks that the
company truly expects that to be the case. Yet, we have had earlier
testimony that in the filings with the insurance departments, the
same company has said we have no chance of making those projec-
tions. Now, how do you explain that?

Mr. DEPALO What is illustrated, as you mentioned earher, is
what the current payments—or at least what it should be is what
the current payments of the company are, and that actually has
very strong value, but it is not a value of the prediction of the
future. Let me try to give you an example to try to explain——

Senator METZENBAUM. Wait a minute. Do you think that all com-
panies, and does yours, show what the current payments are, or do
you show what the projections are? Do you show the actual current
payments?

Mr. DEPAro. My illustrations, which are not projections, are
linked directly to what is currently being paid to policyholders. So
there is no gap between what is illustrated in the Guardian versus
what is currently being paid to policyholders. I do not know, and I
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do not believe that it is necessarily true for all policies or all types
of policies.

Senator METZENBAUM. You show here total dividend, net premi-
um, cumulative premium, guaranteed cash value at yearend, net
cash value at yearend, increase in total cash value, cumulative pre-
mium less value, death benefit, net paid-up insurance. How many
of those figures could the policyholder expect were realistic?

Mr. DEPALo. There are only—which ones are realistic or which
ones are guaranteed?

Senator METZENBAUM. Which ones are guaranteed?

. Mr. DEPALO. As far as guarantees of a whole life policy are con-
cerned, the only things that are guaranteed are that if you paid
your premium in every single year, you would have the death bene-
fit of the policy guaranteed to you, as well as the column called
“Guaranteed Cash Values.” All other columns are dependent on
the current ability of the company to pass through to the consumer
excess earnings that the company has been able to earn. And what
is critical to the consumer is not what is being illustrated, but how
fairly that company chooses to pass through the excess earnings of
that company if they are then available.

Senator MEerzENBAUM. Well, you say here the guaranteed cash
values are only available if the premiums have been paid. The
annual rate of interest underlying the computation of these guar-
antees is 5 percent for the first 25 years and 4 percent thereafter.
These figures up here are not related to 5-percent and 4-percent re-
turns, are they? -

Mr. DEPALO. The guaranteed cash values under a traditional life
insurance contract have a formula that works off of a net premium
that is—while not directly related to the gross premium, is similar.

Senator METZENBAUM. I don’t understand what that means. Now,
tell me what that means.

Mr. DEPALo. Traditional insurance, which is what this is—

Senator METZENBAUM. No. I just want you to answer my ques-
tion. Are these figures based upon the 5-percent guarantee for the
first 25 years and——

Mr. DEPALo. The column called “Guaranteed Cash Values” are.

Senator METZENBAUM. Are? :

Mr. DEPALo. Are. The column called “Total Cash Values” are de-
pendent on the yearly crediting of dividends. '

Senator METZENBAUM. So, now, I am an ordinary joker and I buy
‘a policy, and they show me guaranteed cash value and then they
show me net cash value at year-end. And I say to my insurance
agent, what is the difference? Can you tell me?

Mr. DeEPaALo. The difference is one is what you will receive if the
company paid you no dividends and you chose to pay your premi-
um in every single year to continue your coverage. The other
column is what you would get on this particular illustration if you
paid your premiums in every year and the company was crediting
its current dividend scale in all future years. . , ’

Dividend scales change yearly in many companies, including my
own, and can go both up and down, and more important than that,
will go up and down as the actual experience of the company
changes. So once again, Senator, I must stress that the issue here is
not the value of the illustration, but getting the message through
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to the consumer that the illustration is a tool to understand the
dynamics of the contract, but not a prediction of the contract.

Senator METZENBAUM. And how many agents do you think do
that, get the message through to the consumers? Do you think your
agents do that?

Mr. DEPALO. I think many agents do, and I am sure, Senator,
many agents have failed at doing that. I know from my own com-
pany that we have for the last decade—because illustrations with
the introduction of universal life have really heated up the market-
place for illustrations, the industry changed from a needs-selling
environment to, in many respects, universal life created the day of
the illustration selling.

Guardian stresses to its agents, and we are stressing it right now,
sell the needs. If you cover the needs—it is wonderful if the divi-
dends are there, but the need is what you sell from, and we are
making a major effort in my own company to make sure that our
agents understand needs-selling and we have extensive training
tools on both needs-selling, estate planning tools, and other tools;
that the insurance is planned because there is a need for the insur-
ance, not because the illustration looks good to a particular client.

Senator METZENBAUM. Do you think the average insurance policy
purchaser realizes that that policy up there which calls for an
annual premium of $5,206—that the buyer would pay $5,206 in the
first year as sales commission?

Mr. DePAro. Only about half of that is sales commission. The
other half does go to expenses, but I think, in particular

Senator METZENBAUM. Whose expenses?

Mr. DEPALO. The expenses of the company.

Senator METZENBAUM. Of the company, OK.

Mr. DEPALO. Some of that may be selling expenses Some of that
is home office, but it is clear from that illustration, Senator, that
there is no value to the consumer if that contract terminated in
the first year.

Senator METZENBAUM. Does the company pay 100 percent com-
mission to the agent in the first year?

Mr. DEPaLo. No, the company does not. New York State law re-
quires that a commission not exceed 55 percent.

Senator METZENBAUM. Fifty-five percent.

Mr. DEPaLo. And there is an expense allowance that can be paid
for the running of the agency. So under New York State law, a
company is limited to a total commission, plus expenses of the com-
pany, of somewhat less than 100 percent.

Senator METZENBAUM. But the agent under New York law gets
55-percent commission, plus the expenses of running his agency?

Mr. DeEPAvo. It is normally paid to the manager of the agency,
and normally consumed by clerical and other staff expenses of that
agency, so it is not income to the individual.

Senator METZENBAUM. And so the total amount runs 100 percent
of the total premium. Is that what you are saying?

Mr. DeParo. I would say slightly less, but it is not a—1t is a sub-
stantial percentage of the premium.

Senator MEeTZENBAUM. Would you agree that 98 percent of the
people who buy insurance don’t know that?
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Mr. DEPaALO. No. I think most people do know that agents whe
sell life insurance do make a large commission on the sale of life
insurance. I think most people have a family member some place
that has sold life insurance, and I think there is a fair understand-
ing that an agent does make a large front-end compensation on the
selling of life insurance. : v

Senator METZENBAUM. I understand a large commission, but the
fact that they get all of it in the first year? Do you think that they
know that?

Mr. DePavo. I think they have a good feeling that that is true. I
don’t think they are ignorant of the fact that the large—or the ma-
jority of the first-year premium is going to the agent or to the com-
pany. That is the intent of why it is so important to illustrate and
disclose to the consumer surrender values and not just accumulat-
ed values.

Senator METzZENBAUM. Now, your policy fails to disclose the
buyer’s life expectancy, the annual cost of the death benefit, the
amount of the expenses that the buyer will pay that will be with-
held if he or she cancels. It provides no way to calculate the cash
value. Projected premiums and values end at age T4, when we
know the average ages are going beyond, and the fact that the com-
pany’s interest crediting rate decreases in 1991—none of that is dis-
closed to the buyer. Is that right, Mr. DePalo?

Mr. DePALO. I believe you can get an illustration out to any age
that the agent chooses to run. I believe the reason you only have
age 74 there is that is what—I believe that is all that fits on that

one page. Our illustrations do run to age 100 and can be run
" Senator METZENBAUM. But other than that, none of that informa-
tion is disclosed, is that right, all the other items I mentioned?

Mr. DEPaLo. Most of what is disclosed is what is on your chart
up there. Life expectancy is an estimate. Anyone can choose a life
expectancy. We are more than glad to give you our estimate of a
life expectancy for your particular age. As we all know, life expect-
ancy—some will live longer, some will live shorter.

Senator METZENBAUM. But there are averages and there are pro-
jections., :

Mr. DEPALo. That is correct.

Senator METZENBAUM. And you use them in your actuarial calcu-
lations, don’t you? :

Mr. DeEPALO. Of course we do.

Senator METZENBAUM. And you have changed them within
recent years as life expectancy has increased, but you haven’t nec-
essarily adjusted your rates accordingly, have you?

Mr. DEPALo. We have increased our dividends for improvement
in mortality as our experience develops. Our dividend scale is
based on a calculation of actual experience over a prior period of
approximately 5 years, and as mortality improves, we pass the vast
majority of those improvements on to existing policyholders. And
the mortality assumptions used in our new business illustrations
are linked to be the same assumption that is being used for pay-
ment of dividends to recent issues.

Senator METzZENBAUM. Thank you very much, Mr. DePalo. We
.appreciate your coming forward. :

Mr. DEPALO. A pleasure.
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Senator METZENBAUM. Is there anybody else who wishes to be
heard from the insurance compames"
[No response.]
Senator MErzENBAUM. If not, this hearing stands adjourned.
Again, I will repeat our doors are open to the ACLI or any and all
_insurance companies.
[Whereupon, at 11:58 a.m., the subcommittee adjourned.]
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WHAT CONSUMERS AREN'T TOLD

Essential information not Disclosed in Policy Sales llustrations
45 Year Old Male Non-Smoker $300,000 coverage

Mcandn Semitn 2% &P The Guardian®

Annual Premium
$2,334

1.Policy Not Guaran-
teed after Age 57

2. Buyer Pays over
$1,40C in First
Year Sales Com-
mission

3. Buyer's Life Ex-
pectancy Withheld

4. Annual Cost of
Death Benefit
Withheld

5. Amount of Ex-
penses buyer will
pay withheld

6. No way to calcu-
late cash value

7. Featured Rate of
Growth Not Guar-
anteed

8. Company's Inter-
est Crediting Rate
Decreased in 1991

Annual Premium
$5,206

1. Buyer Pays
$5,206 in First
Year Sales Com-
mission

2. Buyer's Life
Expectancy
Withheld

3. Annual Cost of
Death Benefit
Withheld

4. Amount of Ex-
penses Buyer
Will Pay Withheid

5. No Way to Calcu-
late Cash Value

6. Projected Premi-
ums and Values
End at Age 74

7. Company's inter-
est crediting rate
decreased in
1991

TP HARTFORD
Annual Premium
$5,387

1. Buyer pays over
$4,578 in First
Year Sales Com-
missions

2. Buyer's Life
Expectancy
Withheld

3. Annual Cost of
Death Benefit
Withheld

4. Amount of Ex-
penses Buyer
Will Pay Withheld

5. No way to calcu-
late cash value

6. Cancellation
Charges Not
Disclosed

7. Company's inter-
est Crediting
Rate Decreased
in 1991

\@%

Annual Premium
$4,769-5,603

1. Buyer Pays
$4,769 in First
Year Sales
Commissions

2. Annual Cost of
Death Benefit
Withheld

3. Amount of
Expenses
Buyer Will Pay
Withheld

4. Some Premium
and Policy
Values not
Guaranteed

5. No way to
calculate cash
value

> ol
PACIFIC MUTUAL

Annual Premium
$6,800

1. Buyer Pays $6,800
in First Year Sales
Commissions

2. Annual Cost of
Death Benefit
withheld

3. Buyer's Life Ex-
pectancy Withheld

4. Amount of Ex-
penses Buyer Will
Pay Withheld

5. No way to calcu-
late cash value

6. Company's interest
crediting rate
decreased in 1991
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MALE AGE 45 PREFERRED

OPTION A:

CURRENT . INTEREST

291

ALEXANDER HAMILTON LIFE
" IRRESISTIBLE NEWLIFE II
FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE (FORM NO. 76360)

INITIAL SPECIFIED AMT:

LEVEL DEATH BENEFIT

300,000

GUARANTEED INTEREST

AHL030492G

PRESENTED BY:

AHL

OF 7.500%# OF 4.000%

A YEARLY ACCUMU- CASH ACCUMU- CASH

G NET LATION SURRENDER DEATH  LATION SURRENDER DEATH

E YR OUTLAY VALUE " VALUE  BENEFIT VALUE VALUE BENEFIT
45 1 2,334 1,564 0 300,000 1,501 0 300,000
46 2 2,334 3,188 854 300,000 2,331 0 300,000
47 3 2,334 4,872 2,538 300,000 3,077 743 300,000
48 4 2,334 6,610 4,510 300,000 3,731 1,630 300,000
49 5 2,334 8,401 6,534 300,000 4,272 2,406 300,000
50 6 2,334 10,239 8,605 300,000 4,690 3,056 300,000
51 7 2,334 12,121 10,720 300,000 4,950 3,549 300,000
52 8 2,334 14,042 12,875 300,000 5,024 3,857 300,000
53 9 2,334 115,999 15,065 300,000 4,876 3,942 300,000
54 10 2,334 17,984 17,284 300,000 4,465 3,765 300,000
55 11 2,334 20,086 19,620 300,000 3,760 3,293 300,000
56 12 2,334 22,220 21,986 300,000 2,720 2,486 300,000
57 13 2,334 24,377 24,377  .300,000 1,312 1,312 300,000
58 14 2,334 26,550 26,550 300,000

59 15 2,334 28,727 28,727 300,000

60 16 2,334 31,047 31,047 300,000

61 17 2,334 33,375 33,375 300,000

62 18 2,334 35,701 35,701 300,000

63 19 2,334 38,010 38,010 300,000

64 20 2,334 40,282 40,282 300,000

65 21 2,334 42,700 42,700 300,000
66 22 2,334 45,062 45,062 300,000

67 23 2,334 47,339 47,339 300,000

68 24 2,334 49,497 49,497 300,000

69 25 2,334 51,496 51,496 300,000

70 .26 2,334 53,286 53,286 300,000

71 27 2,334 54,814 54,814 300,000

72 28 2,334 56,012 56,012 300,000

73 29 2,334 56,806 56,806 300,000

74 30 2,334 57,103 57,103 300,000

UL PAGE 1 OF 8

THIS IS AN ILLUSTRATION, NOT A CONTRACT
0.05-21-1992 13:21:06 PROGRAM COPYRIGHT 1991 PHILIBERT SOFTWARE GROUP, INC.
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ALEXANDER HAMILTON LIFE
TRRESISTIBLE NEWLIFE II
FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE (FORM NO. 76360)

INITIAL SPECIFIED AMT: 300,000
MALE AGE 45 PREFERRED

OPTION A: LEVEL DEATH BENEFIT

=—=————-CURRENT CHARGES----—=—- - —~—-——-GUARANTEED CHARGES----—-
CURRENT INTEREST GUARANTEED INTEREST
OF 7.500%# OF 4.000%
a YEARLY ACCUMU- CASH ACCUMU- CASH
G NET LATION SURRENDER DEATH LATION SURRENDER DEATH
E YR OUTLAY VALUE VALUE  BENEFIT VALUE VALUE BENEFIT
75 31 2,334 56,797 56,797 300,000
76 32 2,334 55,760 55,760 300,000
77 33 2,334 53,838 53,838 300,000
78 34 2,334 50,848 50,848 300,000
79 35 2,334 46,563 46,563 300,000
80 36 2,334 40,712 40,712 300,000
81 37 2,334 32,955 32,955 300,000
82 38 2,334 22,876 22,876 300,000
83 39 2,334 9,954 9,954 300,000

# In policy years 11-15, 16-20 and 21 and thereafter, the current interest
rate is illustrated with an additional 1/2%, 1% and 1 1/2% respectively.
This is in accordance with the 1/2% improvements to the Twindex in years 11,
16 and 21, as indicated on the interest rate endorsement.

This report is not valid without the ADDITIONAL BENEFITS AND INFORMATION report

PRESENTED BY: AHL UL PAGE 2 OF 8
AHLO030492G THIS IS AN ILLUSTRATION, NOT A CONTRACT
0 05-21-1992 13:21:06 PROGRAM COPYRIGHT 1991 PHILIBERT SOFTWARE GROUP, INC.



1293

-ALEXANDER HAMILTON LIFE
IRRESISTIBLE NEWLIFE II
FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE (FORM NO. 76360)

INITIAL SPECIFIED AMT: 300,000
MALE AGE 45 PREFERRED

OPTION A: LEVEL DEATH BENEFIT
VALUES REFLECT CURRENT MORTALITY CHARGES AND CURRENT INTEREST OF 7.500%#
INTERNAL RATE OF RETURN UPON- SURRENDER OR DEATH

A ) BEFORE-TAX SURRENDER AFTER-TAX DEATH

G ANNUALIZED CUMULATIVE

E YR OUTLAY OUTLAY VALUE % RETURN BENEFIT % RETURN
45 1 2,334 2,334 0 -100.00 300,000 12,753.47
46 2 2,334 4,668 854 -71.52 300,000 984,83
47 3 2,334 7,002 2,538 - -82.77 300,000 367.27
48 4 2,334 9,336 4,510 =27.06 300,000 205.85
49 5 .. 2,334 11,670 6,534 -18.74 300,000 . 137.39
50 6 2,334 14,004 - 8,605 -13.78 300,000 100.78
51 7 2,334 16,338 10,720 -10.55 300,000 78.39
52 8 2,334 18,672 12,875 =8.33 300,000 - 63.43
53 .9 2,334 21,006 15,065 -6.73 300,000 - 52.80.
54 10 . 2,334 23,340 - 17,284 .. =-5.55 300,000 44.91
55 11 2,334 25,674 19,620 -4.56 300,000 38.84
56 .12 2,334 28,008 21,986 -3.79 300,000 34.04
§7 13 2,334 30,342 24,377 -3.18 300,000 30.16
58 14 2,334 32,676 26,550 -2.82 300,000 26.97
59 15 2,334 35,010 28,727 -2.52 300,000 24.30
60 16 2,334 37,344 31,047 -2.21 300,000 22.04
61 17 2,334 39,678 33,375 -1.95 300,000 20.10
62 18 2,334 42,012 35,701 ~1.74 300,000 © 18.43
63 19 2,334 44,346 38,010 -1.57 300,000 16.97
64 20 2,334 46,680 40,282 -1.43 300,000 15.68
65 21 2,334 49,014 42,700 -1.27 300,000 14.55
66 22 2,334 51,348 45,062 -1.15 300,000 13.53
67 23 2,334 53,682 47,339 ~1.06 300,000 12.63
68 24 2,334 56,016 49,497 -1.00 300,000 11.81
69 25 2,334 58,350 51,496 -0.98 300,000 11.07
70 26 2,334 60,684 53,286 -0.98 300,000 . 10.41
71 27 2,334 63,018 54,814 -1.01 - 300,000 . 9.80
72 28 2,334 65,352 56,012 -1.08 300,000 9.24
73 29 2,334 67,686 . 56,806 -1.19 - ° 300,000 8.73
74 30 2,334 70,020 57,103 -1.35 300,000 8.26

PRESENTED BY: AHL UL PAGE 3 OF 8

AHL030492G THIS IS AN ILLUSTRATION, NOT A CONTRACT
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FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE (FORM NO. 76360)

294

ALEXANDER HAMILTON LIFE
IRRESISTIBLE NEWLIFE II

MALE AGE 45 PREFERRED

OPTION A:

' INITIAL SPECIFIED AMT:

LEVEL DEATH BENEFIT

300,000

VALUES REFLECT CURRENT MORTALITY CHARGES AND CURRENT INTEREST OF 7.500%#

INTERNAL RATE OF RETURN UPON SURRENDER OR DEATH

A BEFORE-TAX SURRENDER AFTER-TAX DEATH

G ANNUALIZED CUMULATIVE -

E YR OUTLAY OUTLAY VALUE % RETURN BENEFIT % RETURN
75 31 2,334 72,354 56,797 -1.56 300,000 7.82
76 32 2,334 - 74,688 55,760 -1.84 300,000 7.42
77 33 2,334 77,022 53,838 -2.21 300,000 7.05
78 34 2,334 79,356 50,848 -2.71 300,000 6.70
79. 35 2,334 81,690 46,563 -3.40 300,000 6.38
80 36 2,334 84,024 40,712 -4.39 300,000 6.08
81 37 2,334 86,358 32,955 -5.98 300,000 5.80
82 38 2,334 88,692 22,876 -9.03 300,000 5.53
83 39 2,334 91,026 9,954 -18.99 5.28

300,000

THIS ILLUSTRATION REFLECTS VALUES BASED UPON CURRENT MORTALITY AND CURRENT
INTEREST RATES AND IS NOT VALID WITHOUT THE GUARANTEED VALUES.

# In policy years 11-15, 16-20 and 21 and thereafter, the current interest
rate is illustrated with an additional 1/2%, 1% and 1 1/2% respectively.
This is in accordance with the 1/2% improvements to the Twindex in years 11,
16 and 21, as indicated on the interest rate endorsement.

This report is not valid without the ADDITIONAL BENEFITS AND INFORMATION report

AHL030492G

PRESENTED BY: .
THIS IS AN ILLUSTRATION, NOT A CONTRACT

AHL

UL PAGE 4 OF 8
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ALEXANDER HAMILTON LIFE y
IRRESISTIBLE NEWLIFE II :
FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE (FORM NO. 76360)

INITIAL SPECIFIED AMT: 300,000
MALE AGE 45 PREFERRED

OPTION A: . LEVEL DEATH BENEFIT
VALUES REFLECT CURRENT MORTALITY CHARGES AND CURRENT INTEREST OF 7.500%#

PRESENT VALUE ANALYSIS AT 5.00% UPON SURRENDER OR DEATE

. BEFORE~TAX SURRENDER . AFTER-TAX DEATH
A

G ANNUALIZED CUMULATIVE PRESENT P.V. PRESENT P.V.
E YR OUTLAY OUTLAY VALUE DIFFERENCE VALUE DIFFERENCE
45 1 2,334 2,334 ) 0 -2,334 285,714 283,380
46 2 2,223 4,557 775 -3,782 272,109 267,552
47 3 2,117 6,674 2,192 -4,481 259,151 252,477
48 4 - 2,016 8,690 3,710 -4,980 246,811 238,121
49 S5 1,920 10,610 5,120 -5,491 235,058 224,448
S0 6 1,829 12,439 6,421 -6,018 223,865 211,426
51 7 1,742 14,181 7,619 -6,562 213,204 199,024
52. 8 1,659 15,839 8,714 -7,125 203,052 187,213
63 9 1,580 17,419 9,711 ~7,708 193,383 175,964
54 10 1,505 - 18,924 10,611 -8,313 184,174 165,250
55 11 1,433 20,357 11,471 -8,885 175,404 155,047
56 12 1,368 21,721 12,243 -9,479 167,051 145,330
57 13 1,300 23,021 12,928 -10,093 159,097 136,076
58 14 1,238 24,259 13,410 -10,849 151,521 127,262
59 15 1,179 25,437 13,818 -11,619 144,305 118,868
60 16 1,123 26,560 14,223 -12,337 137,434 110,873
61 17 1,069 27,629 . 14,561 -13,068 130,889 103,260
62 18 1,018 28,648 14,835 -13,813 124,656 96,009
63- 19 970 29,618 15,042 -14,576 118,720 89,103
64 20 924 30,541 15,182 -15,359 113,067 82,526
65 21 880 31,421 15,327 -16,094 107,683 76,262
66 22 838 32,259 15,404 -16,854 102,555 70,297
67 23 798 33,056 15,412 -17,644 97,672 64,615
68 24 760 33,816 15,347 ~18,469 93,021 59,204
69 25 724 34,540 15,207 -19,333 88,591 54,051
70 26 689 35,229 14,986 -20,243 84,372 49,143
71 27 656 35,886 14,682 -21,204 80,355 44,469
72 28 625 36,511 14,288 -22,223 76,528 40,017
73 29 - 595 . 37,106 © 13,801 -23,305 72,884 35,778
74 30 567 37,673 13,212 -24,461 69,413 31,740
PRESENTED BY: AHL UL PAGE 5 OF 8

AHL030492G THIS IS AN ILLUSTRATION, NOT A CONTRACT
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ALEXANDER HAMILTON LIFE
IRRESISTIBLE NEWLIFE II
FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE. (FORM NO. 76360)

INITIAL SPECIFIED AMT: 300,000
MALE AGE 45 PREFERRED :

OPTION A: LEVEL DEATH BENEFIT
VALUES REFLECT CURRENT MORTALITY CHARGES AND CURRENT INTEREST OF 7.500%#
PRESENT VALUE ANALYSIS AT 5.00% YUPON SURRENDER OR DEATH

BEFORE-TAX SURRENDER AFTER-TAX DEATH

a

G ANNUALIZED CUMULATIVE PRESENT P.V. PRESENT P.V.

E ¥R OUTLAY OUTLAY - VALUE DIFFERENCE VALUE DIFFERENCE
75 31 540 38,213 12,516 -25,698 66,108 27,895
76 32 514 38,728 11,702 -27,025 62,960 24,232
77 33 490 39,217 10,761 -28,457 59,962 20,744
78 34 467 39,684 9,679 -30,005 57,107 17,423
79 35 444 40,128 8,441 -31,687 54,387 14,259
80 36 423 40,551 7,029 -33,522 51,797 11,246
81 37 403 40,954 5,419 -35,535 49,331 8,376
82 38 384 41,338 3,583 -37,756 46,982 5,644
83 39 366 41,704 1,485 -40,219 44,744 3,041

THIS ILLUSTRATION REFLECTS VALUES BASED UPON CURRENT MORTALITY AND CURRENT
INTEREST RATES AND IS NOT VALID WITHOUT THE GUARANTEED VALUES.

# In policy years 11-15, 16-20 and 21 and thereafter, the current interest
rate is illustrated with an additional 1/2%, 1% and 1 1/2% respectively.
This is in accordance with the 1/2% improvements to the Twindex in years 11,
16 and 21, as indicated on the interest rate endorsement.

This report is not valid without the ADDITIONAL BENEFITS AND INFORMATION report

PRESENTED BY: AHL UL PAGE 6 OF. §
AHL030492G THIS IS AN ILLUSTRATION, NOT A CONTRACT
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ALEXANDER HAMILTON LIFE
IRRESISTIBLE NEWLIFE II
FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE (FORM NO. 76360)

. INITIAL SPECIFIED AMT: 300,000
MALE AGE 45 PREFERRED .

OPTION A: LEVEL DEATH BENEFIT

ADDITIONAL BENEFITS AND INFORMATION

"MODAL PREMIUM: ANNUAL
MINIMUM FIRST YEAR (ANNUALIZED) PREMIUM 2,334
GUIDELINE SINGLE PREMIUM 68,467
GUIDELINE LEVEL PREMIUM 6,219
MODIFIED ENDOWMENT PREMIUM 16,719

THIS ILLUSTRATION IS VALID IN ALL STATES EXCEPT NEW YORK, MASSACHUSETTS,
NEW JERSEY AND MONTANA.

UPON WRITTEN NOTIFICATION TO ALEXANDER HAMILTON LIFE, THE MATURITY AGE
CAN BE EXTENDED BEYOND THE CURRENT MATURITY AGE OF 95 DEPENDING UPON
- STATE APPROVAL.

TWINDEX

ALEXANDER HAMILTON LIFE USES A TWINDEX SYSTEM FOR DETERMINING THE GUARANTEED
MINIMUM INTEREST RATE ON IRRESISTIBLE NEWLIFE IXI. THIS TWIN INDEX FOR

DECLARING INTEREST GIVES POLICYOWNERS EARNINGS TIED TO THE GREATER.OF SHORT
OR LONG TERM MONEY RATES ON THE EQUITY/ACCUMULATION VALUE OF THEIR POLICIES.

THE TWINDEX WORKS AS FOLLOWS:

AT THE BEGINNING OF EACH CALENDAR QUARTER THE COMPANY COMPARES THE LATEST
YIELD RATE FOR 13-WEEK U.S. TREASURY BILLS TO THE 3-MONTH AVERAGE YIELD

FOR 10-YEAR U.S. TREASURY NOTES. THE GREATER OF THESE RATES MINUS 1 1/2%
(POLICY YEARS 1-10), 1% (YEARS 11-15), 1/2% (YEARS 16-20) AND 0%

(YEARS 21+) IS THE TWINDEX RATE FOR THE NEXT QUARTER ON THE EQUITY/
ACCUMULATION VALUE IN EXCESS OF POLICY LOANS. 'THE GUARANTEED MINIMUM
INTEREST RATE PAYABLE BY THE COMPANY IS THE TWINDEX RATE OR 4%, WHICHEVER IS
GREATER. IF EITHER OF THE INDEXES EQUALS OR EXCEEDS 15%, THE GUARANTEED RATE
PAYABLE BY THE COMPANY WILL BE 15% MINUS THE APPLICABLE PRESCRIBED FACTOR.
THE COMPANY MAY STILL DECLARE A RATE HIGHER THAN THIS IF DEEMED APPROPRIATE.

*#**ADDITIONAL BENEFITS AND INFORMATION CONTINUED ON NEXT PAGE*#*#%

PRESENTED BY: AHL UL PAGE 7 OF 8
AHL030492G THIS IS AN -ILLUSTRATION, NOT A CONTRACT
0 05-21-1992 13:21:06 PROGRAM COPYRIGHT 1991 PHILIBERT SOFTWARE GROUP, INC.



298

ALEXANDER HAMILTON LIFE
TRRESISTIBLE NEWLIFE II
FLEXIBLE PREMIUM ADJUSTABLE LIFE INSURANCE (FORM NO. 76360)

INITIAL SPECIFIED AMT: 300,000
MALE AGE 45 PREFERRED

OPTION A: LEVEL DEATH BENEFIT

CONTINUATION OF ADDITIONAL BENEFITS AND INFORMATION

COST AND PAYMENT INDEXES

----- ~===NET PAYMENT INDEX: -SURRENDER COST INDEX=====«-
CURRENT CURRENT  GUARANTEED CURRENT CURRENT  GUARANTEED
CHARGES AND CHARGES AND CHARGES AND CHARGES AND CHARGES AND CHARGES AND
CURRENT  ILLUSTRATED GUARANTEED CURRENT  ILLUSTRATED GUARANTEED
INTEREST INTEREST INTEREST INTEREST INTEREST INTEREST
OF 7.500%# OF 5.000% OF 4.000% OF 7.500%f OF 5.000% OF 4.000%

YEAR S 7.78 7.78 7.78 4.03 6.29 6.40
YEAR 10 7.78 7.78 7.78 3.42 6.68 6.83
YEAR 15 7.78 3.55
AGE 65 7.78 3.91

THESE INDEXES ARE COMPUTED BY THE FORMULAE AS PRESCRIBED BY THE NATIONAL
ASSOCIATION OF INSURANCE COMMISSIONERS; AND REFLECT THE TIME VALUE OF
MONEY AT 5.00 PERCENT.

THESE INDEXES INCLUDE THE COST OF ADDITIONAL BENEFITS.

# 1In policy years 11-15, 16-20 and 21 and thereafter, the current interest
rate is illustrated with an additional 1/2%, 1% and 1 1/2% respectively.
This is in accordance with the 1/2% improvements to the Twindex in years 11,
16 .and 21, as indicated on the interest rate endorsement.

PRESENTED BY: AHL UL PAGE 8 OF @
AHL030492G THIS IS AN ILLUSTRATION, NOT A CONTRACT
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X% CUAR

JIAC LIFEFLAN  TLLUSVRATIONG <% FACE 0 i3

FREFARED LN GS,246/772

HALE AGE a5

9,000 WHOLE LIFE FD UF @ 100
FREFERRED  NOR-SHOKER 5206.20
DIVIDENDS TO FAID UF ADDS i

5204.20
)
¢ ) 3) 4) (35) 5) «ry (8) «?)

GUAR NET INCR IK cur
AGE AT CASH  CASH  TOTAL FREMIUM NET
START  TOTAL NET CUM  VALUE  VALUE  CASH  LESS  DEATH FAID UF
OF YR  DIVID FREMIUM FREMIUM YR END YR END  VALUE  VALUE RENEFIT  INSUR
1 a5 0 5206 5204 ) 0 0 5206 300000 0
2 a5 o 5206 10412 o 15 15 10397 300045 47
3 a7 15 5206 15619 4506 44 4657 10946 300197 14043
3 48 151 5206 20825 9783 10275 5402 16550 300811 29783
5 49 319 5206 26031 15216 1622 5951 9805 301906 45314

f
s 50 500 5206 31237 20811 22605 4379 0432 303534 40831
7 51 746 5204 38443 26556 29547 4943 305913 76646
8 52 1131 5204 41650 33059 37738 8189 309257 94387
9 53 1565 5206 46856 39756 46445  BROT 313526 112533
10 54 2049 5204 52042 48311 58333 9488 319070 131154

i1 55 2584 57368 66877 10544 325629

12 5% 3145 74 78311 11432 E

13 57 3751 &7681 20730 12419 Y

14 58 4398 72887 104204 12474 -31317 211138
15 59 5077 78093 118818 14514 -40725 2326%4
16 &9 5861 83299 133774 14956  -50475 374947

17 &1 6618 88565 150013 16239 ~&41508 388297

13 62 747 93712 187673 17460  ~73981 462839

19 &3 845 FEFIB 113199 18854 12481 -87937 418825

29 &4 P44 164124 120951 207694 20839 -103570 435152

10638 109330 127209 230344 22671 ~121034  43é%897
faa1s 114538 1333449 254975 24511 ~140439 482108
16957 149743 139474 81720 28744 -141977 569224
17851 124749 145899 310777 29 -i85823 538724
19607 130155 152694 342234 31597 -29212% 570713
35487 ~2411246 &
A1 2643 73645 &
453907 ~308133 &
~344645 72
~338859 77

SEE ATTA

WOTH THFORTANT FOOTNDTY

008



E% GUARDIAN/GIAT  LIFEPLAN

SUHMARY AT 20 YRS

TOTAL PREMIUNG: )
(LESS) TOTAL CASH VALUE:
GUARANTEFR D)
(VALUE OF DIVIDEMDS)
DIFFERERCE
AVERAGE DIFFERENCE
AVERAGE DEATH EE

FER YEAR
FTT

5% INVEREST ADJUSTED COSTS(1):
AT 10 YENRS '
CAY 20 YEARS
5% INTERES] ADJUSTED FAYHENTS:
AT 10 YE
AT 20 YEARS

CB3E EQUIVALENT LEVEL ANNUAL
AT 10 YEARS
AT 20 YEARS

DIVY

FAGE

ILLUSTRATIONS %% 2 0F 3

FREFARED Ol 05726792

164124
2976493
§20651
85742
193549
-3178
339357

3.36
=70

15.42

1e.91
DENDS:

.23 .

4.44

108



e GUARDION/GIAC  LIFEPLAN  TLLUSTRATIONS  xx FaGE R or 3

FREFARED OGN @S/24/%2

YALUES A8 SHOWM ON THLS. TLLUSTRATION ARE OHLY Avall. (-l(l EOXFOOLL
EN FAID.  THE AHNUAL RATE OF INT T un LYING THE
¥ THESE GUARANTEES 18 S% FOR THE FIRST 20 YEARS AND AX THEREAF1ER.
ALL CASH \'é‘\lllLb t\II(Jl\N ARI~ HDOF YEAR VALUES.,
ALl LLFEFLS .. FOR THDIVIDUAL LIFE INSURMIGE F'RI.'H)U(.'I‘E) iif
FORCTHEE POSSTEILITY OF (‘ll SLFICATION A8 A MODIFIED EMDOUMENT |
OF FEDERAL l‘lLUIH TAXATION.  THIS TEST AFFLIES TO FOLICIES | i

D26, 19BB aNp HAY MOT EE USED FOR POLICTES T FORCE IRED THAT l\(nll
lL.Ll!':‘)lImII. D OUYLAYS SHOUN ON YHIS lLLll”ﬂRfﬂ]UN HOULD NOT CAUSE 1T 10 EBE
;TFHS)Z‘ AG A MODIFIED EMDOUHERT.  THIS TEST 15 MaT A GUARANT THAT A
“OLICY WLLL MOT BE CLASSIFIED AS A MUDIFIED EMDOUMENT TH THE FUTURE
KDIHE 0K DIVIDENDSG ARE NELTHER ESTIMATED MUR GUARAMTEEY , BUT alE
1992 l)lVlD"""‘ll) SCALE.

| HIGHER OR LOWER 'I'H(&N THOGE 1L LU“I'RA'H"'D

. ON 'S ACTUAL FUTURE EXPERTEN
PP THE ARQVE FOLLEY OVER A FERL1OD OF Yl"f\RL- CANROT BE DETERMIRED
'Jlllllli)l TAKING THTO ACCOUNT THE INTEREST THAT WOULD HAVE BEEN EARMED Nab TRE
) Il("'l STED RATHER THAM FAID TO THE INSURER. '
SELT l.lH hl..L F‘ERI'IF\NEN‘I' FLANS MEANS THE FACE AHOUNT FLUS
G FOLICY LOARS. A FULL DIVIDER)
OLICY YEAR. OVHER VARIARLES ARE

| .I RULES UFOKN REQUEST.,
SHOUN ON YOUR TLLUSTRATION 18 FAYARL
VALENT TO AN ANNUAL RATE OF  £.99%. DIVIDE

i ANG L UNDER CURRENT l'l‘()n‘l(h\ll, COMDYTIONS, 1IN
YEAR THE G TER THIE AHOUNT OF LOAK, THE SMALLER THE DIVIL
HOT APFLY 10 ECOMOMIX TERM, WHICH HAS MO LUAN YALUE L) .
LONET PALD U INSURANGE SHOWKR TS THE AMOUNT THaT CAN RE F‘UR(.H:\SFI‘ WITH THE
Hll) UF YE MET CASH VAL (REMALNDER AFTER LOAN HAS BEEN REFATD). ° SIMCE
I()(\l\ AT THIS TIME MAY HAVE TAX COMSEQUENCES, YOU SHOULD

FOR ALTERMATIVES.,
t-\DJUS‘:‘-TIEZl} COST THOICIES ARE BASED O THE FOLICY EXCLULING RIDERS
UL IN CORFARING FOLICIES OF SIM) : .
FOLTCY WLITH DIFFERENT FREMIUHS AND VAL Lll.' THAN THE FLai
) IS ALBU AVATLAGLE FOR SALE BY THE GUARDIAN. ASK TOUR SUARDIAN
MTATIVE TO EXPLAIN WHICH FLAN EEST HEETS YOUR KEEDS .,

GUARANTEED Casy

', FuUruR

IN mm..u E

u{ IRTER
futl ARE LIS

LIFEFLANY TLLUSTRATIONS ~ AGENCY: F&  AGENT: 59 GAVE ImﬁE -

208



- 303

Hartford Life



304

KARTFORD LIFE INSURANCE COMPANY

INTEREST SENSITIVE LIFE IMSURANCE POLICY ILLUSTRATION

INITIAL FACE AMOUNT: $300,000 TIT HARTFORD
INSURED: ISSUE AGE/SEX : 4S/M STAG SERIES
AGENT PREMILM CLASS : PREFERRED sL 2
CURRENT (NON-GUARAKTEED) VALUES CUARANTEED VALUES
oL GROSS DEATH ACCOUNT CASH  INTEREST cROSS DEATH CASH
® PREMIUM  BENEFIT VALUE VALUE RATE PREMILN  BENEFIT VALUE
1 5,387.56 300,000 1,21 ©  8.000x  5,387.56 300,000 0
2 5,387.56 300,000 5,961 261 8.000% 538756 300,000 [
3 5,387.56 300,000 11,012 5,501 £.000%  5,387.56 300,000 4,106
3 5,387.56 300,000 16,457 11,43 8.000X  5,387.56 300,000 8,850
H 5,387.56 300,000 22,297 17,190 8.000% 5,387.56 300,000 13,72
6 5,387.56 300,000 28,599 23,707  8.000X  5,387.56 300,000 18,839
7 5,387.56 300,000 35,347 30,681 8.000% 5,387.54 300,000 264,056
8 5,387.56 300,000 42,580 38,150  8.000%  $5,387.56 300,000 29,419
9 5,387.56 300,000 50,347 46,164 8.000% 5,387.56 300,000 34,919
10 5,387.56 300,000 58,698 54,774 8.000x  5,387.56 - 300,000 40,553
1] €.00* 300,000 62,262 58,609  8.000X  5,387.56 300,000 46,316
12 0.00* 300,000 66,031 62,667  8.000X  5,387.56 300,000 52,209
13 0.00° 300,000 70,079 67,007  8.000%  5,387.56 300,000 58,235
1% 0.00* 300,000 74,381 71,623 8.000X  5,387.56 300,000 64,390
15 0.00* 300,000 78,990 76,561  8.000%  5,387.56 300,000 70,667
1% 0.00* 300,000 23,909 81,828 8.000% 5,387.56 300,000 77,059
7 0.00° 300,000 89,150 87,436  8.000%  5,387.56 300,000 3,557
18 0.00* 300,000 94,790 93,616  8.000%  5,387.56 300,000 90,293
19 0.00° 300,000 100,825 100,238 8.000%  5,387.56 300,000 97,125
i 0.00° 300,000 107,393 107,393 8.000x  5,387.56 300,000 103,990
. | CURRENT ¢ ) VALUES | feeeenacnen GUARANTEED VALUES - -1
POLICY SOTAL TOTAL CASH  $% ADJUSTED iNDEXES PER $1000 T0TAL cAsH
YEAR  PREMIUM  NET COST VALUE SURRENDER PAYMENT SURRENDER PATMENT PREMIUM VALUE
H 26,938 9,78 17,190 8.08 17.96  10.05 17.96 26,938 3,772
10 53,875 -898 $6, 776 4.3 17.96 772 17,9 53,876 40,553
15 53,8760 -22,685 76,561 2.1 13.36 7.56  17.96 20,813 70,667
20 §3,876*  -53,517 107,393 0.82 11.13 7.97  17.96 107,753 103,990
AGE
&5 53,876~ -53,5V7 107,393 107,751 103,990

* Current values assume election to pay no premium efter the 10th yeer. However, guaranteed values asaume continuing
premium psyments. N
Current values are based on the Company’s current cost of insurance and credited interest rates. These rates are not
gusranteed, and sre subject to change by the Company. Current credited interest, first year and theresfter, is 8.00%.
The guaranteed minimm interest rate ic 4.00X in any poticy yesr, and 5.00% cumulative.
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New York Life



Hale 45
Issued in KY

Fon-Snoker

Annual Payment

Paid Up Additions
Tax Bracket = 28,

INITIAL PREMIUM
ULTIMATE PREM.

7 PAY LIMIT
MAX OPP PREMTOM

306

FEW YORK LIFE INSURARCE COMPARY
PROPOSAL PAGE

Saxple Illustration

Nodified Premium Whole Life
Tedger

HODIFIED PRENIUM WHOLE LIFE
$300,000. Face Anount

Owner is Insured
00%

Annually . Semi-Annually Quarterly C-0-H
$4,769.00 $§2,449.00 $1,243.50 $419.00

$5,603.00 $2,878.00 $1,459.50 $491.00

$13,905.00  $6,952.50  $3476.25  $1,158.75
$9,036.00  $4,503.50  §2,230.75 $790.75

Dividends are not quaranteed. For explanation refer to Forn 11939,
* fhis illustration vas prepared for ¥EW YORK LIFE INSURANCE COMPANY using ISIS.

ISIS Ver. W.L. 5.6190M% 2-29-92 Page 1 of 3

Illus Code: 11111 11111 11111 11111 11111 11911 11111 11110

May 27, 1952

NYLIC
3.a.v.
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NEW YORK LIFR mlsumcxustmm Nay 27, 1992
P e I1I on
el by sal'pllodmed Prexim Whole L1fe
Xale 45 Tedger
Issued in BY
NODIFIED PREMTUM WHOLE LIFE
Fon-Smoker $300,000 Face Anount
1 (2) (3) 0] (5) {6) ]
Annual
Policy Cash Net Cash Face Het
et Cash Value of Cash Value Arount of Death
Preaimm Valve Adds Value Increase Adds Benefit

4769 0 0 0 0 .0 300000
4769 0 240 40 A0 0 300000
4769 1800 739 2539 2299 803 300803
4769 6000 1519 7519 4979 2384 302384
4769 10200 2624 12824 5305 4123 304723
5603 15300 4076 19376 6552 1872 307872
5603 20700 5791 26491 7115 11800 311800
5603 26100 7805 33905 7414 16184 316184
5603 31500 10160 41660 7755 21065 321065
5603 37800 12909 50709 9049 26497 326497
5603 44400 16460 60860 10151 32549 332549
5603 50700 20876 71576 10716 40146 340146
5603 57000 26223 83223 11647 49281 349281
5603 63600 32517 96177 12954 59944 359944
5603 70500 40019 110519 14342 12146 372146
5603 77100 48654 125754 15236 85903 385903
5603 84000 58578 142578 16824 101278 401279
5603 90900 69914 160814 18235 118311 418311
5603 97800 82793 180593 19779 137085 437085
5603 104100 97363 201463 20870 157709 457709
5603 110700 113544 224244 2278 180298 480298
5503 117000 131458 248458 2214 204561 504561
5603 123600 151219 274819 26361 230568 530568
5603 129900 172921 302821 28002 258371 558371
5603 136500 196705 333205 30384 287982 587982

- This policy has been checked for all years and is not a modified endowment.
Any future preium or rider changes could affect this, See forn 11939.
- Values reflect preaiun payaents within 31 days following policy anniversary.

Dividends are not quaranteed, For explanation refer to Form 11939,
this illustration vas prepared for NEW YORK LIFE INSURANCE COMPARY using ISIS.

ISIS Ver. W.L. 5.6190MH 2-29-92 Page 2 of 3
Illus Code: 11111 11111 11311 11111 IIRLE 11001 11111 1111
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NE4 YORK LIFE INSURANCE COMPANY May 27, 1992
Prepared le Tllustration
wrely sa!p!odiﬁed Preaiun Whole Life
Xale 45 Ledger
Issued in RY N
MODIFIED PREXTUX WHOLE LIFE
Fon-Snoker $300,000 Face Amount
(1) 2 3 (4) (5) (6) U}
s Annual
Policy Cash Net Cash Face Net
fet Cash Value of Cash Value - hnount of Death
R MR Presim Value Mds Value  Increase Mdds Benefit
2 70 5603 142800 222149 365549 32343 319492 619492
b n 5603 149400 251263 400663 35115 353059 653059
28 n 5603 155700 282503 438203 - 37539 388917 688917
29 n 5603 162000 316769 478769 40566 2074 21314
»n nu 5603 168000 354294 522294 3525 468801 768801
20 6 5603 104100 97363 201463 20870 157709 457709
A 65 5603 110700 113544 a4 2081 180298 480298
2% 70 5603 142800 227149 365549 32343 319492 619492
1E 7 5603 196200 598199 794399 62274 728077 1028077
55 99 5603 300000 3582497 - 3882497 354140 333M1 362371
FEP AVERAGE ==
Death Benefit at Life Expectancy (age 79)  $1,028,077 $504,305
Cost of a Dollar at Life Expectancy (age 79)  $0.190 $0.380

- This policy has been checked for all years and is ot a modified endowment.
Any future presium or rider changes could affect this. See form 11939,
- Values reflect premium paysents vithin 31 days following policy anniversary.

. Dividends are not guaranteed. For explanation refer to Fora 11939,
his illustration was prepared for NEW YORK LIFR INSURANCE COMPANY using ISIS.

ISIS Ver, W.L. 5.6190M 2-29-92 Page
- Tllus Code: - 11111 11111 11311 11111 11111 11111 11111 11111

3of 3
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NEW YORK LIFE INSURAKCE COMPANY
Form 11939 (How to Read a Life Insurance Illustration).

Wby Few York Life. - New York Life Insurance Company has been in
existence for over 145 years. New York Life and its snbsldmy, New
York Life Insurance and Anmuity Corporation, are two of a' handful of
mpamesmchhaveachmedme highest ranking from the three most
proainent industry evaluators (AJM. Best, -Standard & Poor's, and
¥oody's Investor Services).

Sose Inportant Hotes About Illustrations,  An illustration is mot part
of a policy and is not a contract., The amount of proceeds payable
depend on the terns of the policy and any riders.

An illustration shows relauonshms betveen prenims, quaranteed cash '
values and illustrative dividends or illustrative cash values based on
current rates.

An illustration way depict a use of a policy, such as financing college
tuition, a hypothetical side fund investnent, such as a certificate of
deposit, or a concept, such as mortgage aoceleratmn, which is not part
of the pohcy. 1t nay also compare two types of policies, such as Tern
vs. Whole Life, based on current or stated asswptions. If so, that
use, side fund, investment, concept or comparison will be listed and
described on ﬂ:e proposal page. You should consult your on legal or
tax advisor to review your o needs and circurstances in evaluating the
concept or use of the policy depicted and the efficacy of the
assmptms for the 1llusttatmn, in addition to looking to those
advisors for the preparation of additional docwments necessary to
mplentgt your plans. All tax related issues should be revieved with

Ay fiqure or any statement in this iliustration is based on the current
dividend scale or the current excess interest crediting rate and assmes
that current rates of investment return, mortality, expense experience,
charges for contingencies, and current tax lavs contime in the future.
Changes in these experience factors from the levels reflected in
current ulusttatlons xay lead to changes in dividend scales or excess
interest rates in the future. merefore, dividends or excess interest
rates are not estinates or promises of future results, and are not
quaranteed. Dividends or excess interest actually payable nay be higher
or lover than illustrated. The avounts and calculations illustrated
assure that all g:ams are fully paid for the period shown. If the
preeiun is not paid, those apounts will change.

Page 1 ISIS Ver. W.L. 5.6190M4 2-29-92
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NE# YORK LIPE INSURANCE COMPANY
Forn 11939 (Bow to Read a Life Insurance Illustration).

New York Life is the Company You Feep - FPora Lifetine and Beyond:

Let's look at a suple illustration for New York Life's- Whole Life
product. There will usually be a Proposal Page which highlights the
besic paraxeters upon which the proposal 1S based, i.e., sex and age
of pmposed insured, initial face amount, smoker or non-smoker status,

applmble nders The 111nstratlon itself will begin on the

fo!lovmg page in the fora of a ledger with coluans. A brief explanation
of the post frequently used colums vill help you understand how your -
prenim dollars work in the policy.

Net Premimn  The Net Prenimn colmn represents the axount of dollars .
you must pay each year to keep the policy inforce. It may be less
than the annual pohcy premiue in certain years. This happens when
plicy benefits (dividends, pald-up addmons, policy loans) are used
to pay part or all of your prenim, Ifit is rore convenient, you can
pay part of your premim seai-annually, quarterly, or monthly fron
your checking account.

Policy Cash Valve  The Policy Cash Value colum represents the

 inimp cash valve produced by your premim dollars. This anout is
quaranteed as long as the pohcy's preaim is pald each year. As one of
the policy’s lifetime benefits, cash value is available to you as a
loan at a competitive rate.

Cash Value of Adds ~ The Cash Value of Adds colum represents the
cash value of yowr paid-up insurance additions that -your- dividends
purchased.  These values may be different because the  actual dividends
paid in the future »ay be different from those ve illustrate today
You can also purchase pmd-up insurance by using the OPP Rider (Option
to Purchase Paid-Up Additions).

Fet Cash Value  The Net Cash Value column is sinply the Policy Cash
Value and the Cash Value of Adds combined.

Annoal Cash Value Increase  Based on the quaranteed cash value,
preniues and dividends illustrated, the Annual Cash Value Increase
coluan shows how Euch your cash value increases each year.

Face Anownt of Adds  Dividends credited to your policy or generated
by. 0PP rider payments xay be used to buy additional paid-up insurance.
The Pace Avount of Adds is the total amount of additional inswrance
your dividends and OFP rider papuents have purchased. These additions,
as vell as your base policy, can in turn generate further dividends
that will also increase both the death benefit and cash value of your
policy.

- Het Death-Benefit The Net Death Bemefit column shows your total

death benefit after paid-up additions, termination dividends and/or
dividend-accumulations have been added.

Page 2 ISIS Ver. W.L. 5.6190MW 2-29-92 -
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NEW YORK LIFE INSURAKCE COMPANY
Forn 11939 (How to Read a Life Insurance Illustration).

A Word About Dividends Dividends play an important role in many values
shown on a life inswrance illustration, Dividends are a return of your
prezivn and are based on investnent eamnqs expenses, persistency
(how nany policies stay in force), wortality expérience, and charges for
contingencies attributed to a class of policyomers vith sinilar
characteristics. They are not quaranteed.

Sumty Cash Value life insurance, like Whole Life, is really an easy

to understand. A Whole Life policy has both living and death
beneflts. Preniwns and annual dividends can help both the cash value
and death benefits grow. Cash Values grow tax deferred and are.
available to you during your lifetireasa loan if the need should
arise.

AFinal Hote  This overviev wvas designed to meke you feel more

confortzble with looking at an illustration and evaluatmg the purchase

of a policy. It is one step in undetstandmg the pohcy and the Conpany.

Your lled York Life agent can furtlxet assist you in understanding our
cts, our Company, and the services we provide. Just ask!

Page 3 ISIS Ver. W.L. 5.6190% 2-29-92
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NEN YORK LIFE INSURANCE COMPANY
Forn 11939 (Bow to Read a Life Insurance Illustration).

10 Years 20 Years
Net Payment Cost Index $14.28 $10.55
Surrender Cost Index $4.74 $0.56

Page 5 ISIS Ver. W.L. 5.6190M4 2-29-92
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CLIENT .VERSA-FLEX III - GPT
NON-SMOKER MALE AGE 45 * PRESENTED BY PACIFIC MUTUAL

LEDGER ILLUSTRATION

P eemeeeenneaoann Projected Values st 8.50% ~---vevesecsnnees aneceees
AL INGR €0 oF YR END OF YR EWD OF VR
ANNUAL N ACOM ACCUMULATED SURRENDER DEATH
YR AGE PREMINM vawEe VALUE VALUE BENEFIT
f— P, R ——— [R————
) @ [¢3] “ )
145 6,800 4,719 4,79 &1 300,000
2 4 6,800 4,984 9,703 5,97 300,000
3 6,800 5,563 15,267 12,001 300,000
4 48 6,800 6,052 21,319 18,519 300,000
s 49 6,800 6,585 27,904 2,571 300,000
6 50 6,800 8,185 36,088 %%,222 300,000
75 6,800 8,880 4,968 43,568 300,000
8 52 6,800 9,643 54,611 53,678 300,000
9 53 6,800 10,468 5,009 &,813 300,000
10 54 6,800 13,69 8,775 78,775 300,000
TOTAL 68,000 78,775
1S5 6,800 13,078 91,853 91,853 300,000
12 s 6,800 14,225 106,078 106,078 300,000
13 57 6,800 15,458 121,536 121,536 300,000
% S8 6,800 16,791 138,327 138,327 300,000
15 59 6,800 . 18,272 156,599 156,599 300,000
16 60 6,800 19,856 176,455 176,455 300,000
17 6 6,800 . 21,69 198,149 198,149 300,000
1 6 6,800 -,749 221,898 221,898 300,000
9 & 6,800 26,047 247,946 247,946 307,453
20 & 6,800 46,826 29%,771 29,17 359,621
TOTAL 136,000 294,771
21 65 6,800 33,649 328,421 328,421 394,105
2 6 6,800 36,660 365,081 365,081 434,447
2 67 6,800 39,93 405,015 405,015 477,918
% 8 6,800 3,475 448,490 448,490 524,733
% 6 6,800 47,319 495,809 495,809 575,139
2 70 6,800 51,496 547,305 547,305 629,401
27N 6,800 56,204 603,509 603,509 681,965
8 72 4,800 61,406 664,915 664,915 738,056
» 7B 6,800 67,201 72,116 732,116 798,007
30 7% 6,800 73,651 805,767 805,767 862,171
TOTAL 204,000 805,767

PACIFIC MUTUAL LIFE INSURAKCE COMPANY
VERSION 6.3 - 3.00 THIS TLLUSTRATION IS HOT VALID UNLESS.PRESENTED WITH SUMMARY PAGE DATE: 4-30-1992
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CLIENT VERSA-FLEX IIX - GPT [H
NON-SMOKER MALE AGE 45 = - : PRESENTED BY PACIFIC MUTUAL

GUARANTEED ===n==n">

., WEY NET NEY NET
ACOMN'D SURR'R DEATH ACCUN'0 SURR*R OEATR
AINUALITED  VALUE VALLE BEMEFIT VALLE VALUE BENEFIT

VYEAR  PREMIUM (E0Y) (EOY) (EOY) (EoY) (EOY) (E0V)
6800.00 N9 ast 300000 4183 25 300000
6800.00 o703 s 300000 8343 &1 300000

6800,00 15267 12001 300000 12574 9308 . 300000
£500,00 21319 18519 300000 16876 #4077 300000
6800.00 27904 E-324] 300000 21242 18909 300000
6800.00 36088 32 300000 26867 24801 300000
6800.00 44968 43568 300000 32185 30786 300000
6800,00 54611 53678 300000 31789 36856 300000
6800.00 65079 64613 300000 43465 42998 300000
6800.00 s 8175 300000 49239 49239 300000
6800.00 156599 156599 300000 78750 78750 300000
6200.00 TN 94Tt 359621 109122 109122 300000
6800.00 495809 495809 575139 138423 13823 300000
6800.00 805767 805767 862171 164473 164473 300000
6800.00 1288718 1288718 1353153 181420 181420 300000
6800.00 2021908 2021908 2123003 177603 177603 300000
6800.00 3113208 3113208 3248869 89102 89102 300000
6800.00  4TB9622 4789622 4837518 " " ”

3ﬁgﬂgugﬁsooﬂmmmuna!

## ADDITIONAL OUTLAYS REQUIRED TO MAINTAIN REQUESTED BENEFITS.

ALL VALUES EXCEPT PREMIUMS, LOANS, LOAN INTEREST, AND WITHDRAUALS ARE VALUES AT THE END OF THE POLICY YEAR. THE *NET
SURRENDER VALUE® 1S EQUAL TO THE ACCUMULATED VALUE, LESS ANY POLICY DEBT AWD LESS ANY SURRENDER CHARGES. THE °*NET
DEATH BEWEFIT® IS THE POLICY DEATH BENEFIT LESS ANY POLICY DEBT.

THE PRENIUM MODE ASSUMED [N THIS ILLUSTRATION IS ANWUAL.

IMITIAL GUIDELINE SINGLE PREMIWM: $ 76,212.20
INITIAL GUIDELINE LEVEL PREMIUN: S 6,920.10
TNITIAL SEVEN PAY PREMIUM: $ 16,689.23

TRIS IS AN ILLUSTRATION AND NOT A CONTRACT. ALTHOUGH THE INFORMATION CONVAINED 1N THIS ILLUSTRAYION IS BASED ON
CERTAIN TAX AND LEGAL ASSUWPTIONS, 1T IS %OT INTEMDED YO BE TAX OR LEGAL ADVICE. SUCH ADVICE SHOULD BE OBTAINED FROM
APPLICANT'S OWM COUNSEL OR OTHER EXPERT.

=== TAX BRACKET --+
STARY =) ANOUNT
1 50 31.00

THE CURRENT INTEREST AMD MORTALITY CHARGE RATES ARE SUBJECT TO CHANGE. POLICY VALUES WILL VARY FROM THOSE ll.l.US.“ATED
IF.ACTUAL RATES OIFFER FROM THOSE ASSUMED. CURRENT MORTALITY CHARGE RATES ARE BASED ON CURRENT MORTALITY EXPERIENCE AND
ARE NOY DEPENDENT UPON FUTURE IMPROVEMENTS IN UNDERLYING MORTALITY.

PACIFIC MUTUAL LEFE INSURANCE COMPANY
VERSION 6.3 - 3.00 SUMMARY PAGE CONTINUED ON NEXT PAGE DATE: 4-30-199.
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CLIENT . VERBA-FLEX III - GPT
NON-SMOKER MALE AGE 45 - PRESENTED BY PACIFIC MUTUAL

PROJECTED VALUES ARE SASED ON CURRENT MORTALITY COSTS AND DECLARED - INTEREST AS SHOWN BELOW:. THE NONGUARANTEED PORTION
OF THE INVEREST WAS REDUCED WMEN MECESSARY TO REFLECT ADDITIONAL COSTS ARISING FRON THE DAC TAX. ' POLICY VALUES
FULLY REFLECT THE EFFECT OF TME DAC TAX. AT THE END OF YEAR 10, AN EXTRA AMOUNT (EQUIVALENT TO 0.5% FOR EACH YEAR
DECLARED INTEREST EXCEEDS 6X) 1$ ADDED TO THE CASH VALUE. AT THE EMD OF YEAR 20, AN EXTRA AMOUNT (EQUIVALENT TO AN
ADOITIONAL 0.5% FOR EACH YEAR DECLARED INTEREST EXCEEDS 6X) 1S ADDED YO THE CASH VALUE.

=== PROJECTED DECLARED INTEREST RATES ---
START o0 ANOUNT
1 50 8.50
GUARANTEED VALUES ARE BASED ON MAXTMUM NMORTALITY COSTS AND GUARANTEED INTEREST OF 4.00%.
© - e-e~ DEATH BENEFIT OPTION ~---
START &0 OPTION
1 50 LEVEL

- we~ BASE POLICY FACE AMOUNT ---

START Exo AMOUNY
1 50 150,000
=== VARIABLE ADDED PROTECTION TARGET AMOUNTS ---
START ENO NORT
1 50 150,000

+ WHEN THE DEATN SENEFIT 1$ GREATER TRAN THE.FACE AMOUNT DUE TO CASH VALUE GROWTH, PAYMENT OF ADDITIONAL PREMIUM WILL BE
SUBJECT TO APPROVAL. |

UNDER CURRENT FEDERAL TAX LAY, THIS POLICY WILL QUALTFY AS LIFE INSURANCE ONLY IF THE SUM OF PREMIUMS PAID AT ANY TIME
DOES NOT EXCEED VHE GREATER OF THE GUIDELINE SINGLE PREMIUM OR THE SUM OF THE GUIDELINE LEVEL PREMIUNS AT SUCH TIME.
THE GUIDELINE-PRENIUMS UILL CRANGE WHEMEVER THERE IS A CHANGE-IN THE FACE AMOUNT OF INSURANCE OR IN OTHER POLICY
BENEFITS. -

BASED ON THE ASSUMPTIONS IR THIS TLLUSTRATION, THIS POLICY WOULD NOT BECOME A MODIFIED ENOOWMENT CONTRACT (MEC). THE
FEDERAL INCOME TAX CONSEQUENCES OF A MEC CAN BE SIGNIFICANT. CONSULT YOUR TAX ADVISOR FOR FURTHER DETAILS.

_ALL VALUES ASSUME PRENIUNS AND LOAN INTEREST ARE PAID WHEM DUE. IF A PAYMENT 1S RECEIVED WITHOUT BEING DESIGNATED AS A
PRENIUN PATMENT OR LOAN PAYMENT, AND TRERE IS AN OUTSTANDING LOAN, THE PAYMENT WILL BE APPLIED AS A PREMIUM PAYMENT,

THIS ILLUSTRATION WAS PREPARED FOR PRESENTATION 1N THE STATE OF CALIFORNIA.

PACIFIC MUTUAL LIFE INSURANCE COMPANY
VERSION 6.3 - 3.00 EXD OF SUMMARY PAGES DAYE: 4-30-1992
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I\Im York Life Insurance Compa
51 Madison Avenue, New York, NV mmo
212 576-5069

George J. Tra
Sem:)'r Vice Pr:gldenl

June 30, 1992

The Honorable Howard K. Metzenbaum
Chairman, Subcommittee on Antitrust,
Monopolies and Business Rights
Committee on the Judiciary

United States Senate

Washington, D. C. 20510

Re: Testimony of Harold G. Mercer before
the Subcommittee on Antitrust,
Monopolies and Bus1ness Rights,
June 23, 1992

Dear Mr. Chairman:

I am reéponsihle for New York Life Insurance Company’s Human
Resources Department, including its benefits and compensation
program.

Following your Subcommittee Hearing on June 23, I had an
opportunity to read the written testimony of one of our
agents, Mr. Harold G. Mercer. I would like to correct a major
error in that testimony, namely:

e The life insurance plan on executives, described by
Mr. Mercer at pages 17-19, was never purchased by
New York Life and was, in fact, rejected as
inappropriate.

Contrary to his statement, the plan actually adopted by the
Company does not compromise policyholder interests. The fact
is that the Company recovers the entire cost of the portion of
the premiums it pays on the lives of key executives, plus
interest (at approximately eight percent). Furthermore,
standard underwriting procedures and principles were used at
all times in the planning, implementation and placement of
this plan (a substantial portion of the benefits are reinsured
with a non-affiliated reinsurer which had to be satisfied with
the validity of the underwriting).

PLIFE for
Financial Products & Services
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The Honorable Howard K. Metzenbaum
June 30, 1992
Page 2

I respectfully request that this letter be included in the
record of these hearings in order to correct what I believe is
a significant error in the record. My correction of this
limited aspect of Mr. Mercer’s testimony. should not be
interpreted as implying agreement on behalf of New York Life
with any other specific aspects of his testimony.

Thank ycu.

Sincerely,

y
(f)'/

{ \X(V/

cc: Sena s DeConcini, Heflin, Simon, Thurmond, Specter and

Hatch
Mr. Harold G. Mercer

©)

58-720 (324)



ISBN 0-16-039408-2

I“" || i
9%780160"39408 |l|“ Ill!




	1992 Consumer Disclosure of Insurance Part 1 of 2 200 Pages
	1992 Consumer Disclosure of Insurance Part 2 of 2 123 Pages



