Will Your Clients Outlive

Their Life Insurance?

j EPC OF MONTGOMERY COUNTY MARYLAND, INC.

twentyfirst



Who is ITM TwentyFirst?

e
INSURANCE
TRUST MONITOR
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Who is ITM TwentyFirst?
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3 Things We Will Accomplish Today

Information

: A

Power




3 Things We Will Accomplish Today

Life
Insurance & J

Asset




3 Things We Will Accomplish Today

Your
Time

Money




Agenda

1. Understanding Life Insurance Policy Types and History
2.Selecting the Best Policy Through Policy Suitability

3. What Has Gone Wrong With Life Insurance and Why?¢
4. How Carriers Make Money on Life Insurance

5. What Next?e

6. Managing a Life Insurance Policy Over Time

/. Advanced Techniques for Maximizing the Value of a

Life Insurance Policy

* Using a Life Expectancy Report

* Policy Optimization

* Dealing With an "Unwanted" Policy

8. Understanding Life Settlements
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Life Insurance Time Line
Whole Current Secondary Variable Index
Term Life Assumption Guarantee Universal g Universal
Universal Life 8 Universal Life Life Life
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Term Insurance
D
A




Term Insurance




Term Insurance

Conversion
Option
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Whole Life Insurance
]
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Whole Life Insurance Dividends

« Toreduce premium
 Takenin cash

 Purchase “paid up additions”
« Left with carrier at interest

 Repay loans on the policy
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Whole Life Insurance Dividends
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Whole Life Dividend Rates for Major WL Carrier
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Remember the 80's?




Universal Life "Chassis”

Premium
Deposited
Into Policy.

Cash value in policy Each month, charges are
grows tax deferred. deducted from the policy
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Universal Life "Chassis”

| MAE ik

Suerendior
sk Change Valuz
1 &6 | t27.7E0 971 $10,140| $5.400 {0 31,546 §114 25 a 5p.444 51,770 i
2 67 | 327750 7 10040 | 85318 30 $2.104 181 ko i) 419630 $47 830 i0
3 85 | $27.730 71 $10,040| 35225 30 33723 i252 55 o 430,677 $47 440 i
4 & | tzr7s0 7 {10040 | $E02F j0 13,807 §328 71 a 142,507 $45,280 in
5 70| 327,750 7 fio4n| 01 0 34755 g4 % a 3§55 452 $45,020 | $12.482
] 71| $z7.750 71 f10,140| $rRo7 i0 15799 £500 e 1} $47 404 340,740 | 325484
7 72 | 427,750 (] 10040 | fr7Es i0 15914 £3p7 130 o 184, 440 $35.430 | 48019
g 75 | 327.7s0 (4] foadn| fEsN 30 $8,087 $578 152 [} iP9E15 36,100 | 363715
? 74 | fzr7E0 | 110,140 | $p407 0 ip.073 $800 174 4] 3115258 335,740 | 381,518
10 |75 | 327750 (] $10,140 | §10.434 o 310,486 P03 194 a 3130925 331,330 | 199498
1 76 | 327,750 b0l $120 £1172¢ 30 312,083 $1.042 227 1] 3156571 0 £154,571
12 |77 | d&r7s0 | $e7i f120 | f12780 i0 $4094 | 81216 264 0 $183.075 ] 183,075
13 | 75 | 327750 (0] 30 214557 30 314,134 21,572 303 a 3209 534 L4i] 2209 554
14 | 79 | 27750 71 3120 £16574 40 318,153 £1.546 340 [} 3235414 0 $235.614
15 | &0 | 327750 (] 120 219,575 0 j2on17 81,735 377 o 3260703 i0 £240,705
Ending Sumrender Valus in Year 11 $155,571
Flus Premium in Year 12 $27.750
Minwus Premium Lood and Admin Charges in Year 12 $1.021
hinus Current Cost of Insurance 12,789
Flus Inwestrment Eamings in Year 12 314094
hinus Investrment Fees and MEE Charges in Year 12 51,480
Eguals Cross Accumulation Value in Year 12 $183,075
hinus Surrender Chaorge in Year 12 H0.00
Equals Surrender Value | $183.075
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CAUL Sales lllustration

Net Net
Annual Surrender Death Annual Surrender
Outlay(1) Value Benefit QOutlay(1) Value

1 66 46,000 27,565 0 1,000,000 46,000 25,163 0 1,000,000

2 67 46,000 57,102 7,782 1,000,000 46,000 50,352 1,032 1,000,000

3 68 46,000 88,752 41,432 1,000,000 46,000 75,569 28,249 1,000,000 C t . t t
4 69 46,000 122,667 77,317 1,000,000 46,000 100,811 55,461 1,000,000

5 70 46,000 159,009 115,619 1,000,000 46,000 126,081 82,691 1,000,000 u rren Inde_r_es
6 71 46,000 197,951 161,991 1,000,000 46,000 151,377 115,417 1,000,000

7 72 46,000 239,680 211,430 1,000,000 46,000 176,700 148,450 1,000,000 c re I t I n g
8 73 46,000 283,762 262,612 1,000,000 46,000 201,379 180,229 1,000,000

9 T4 46,000 330,013 315,373 1,000,000 46,000 224,980 210,340 1,000,000 rates and COStS
10 75 46,000 378,638 369,948 1,000,000 46,000 247,459 238,769 1,000,000 a re p roj e cted
1 76 46,000 440,838 440,838 1,000,000 46,000 279,320 279,320 1,000,000 ove r
12 7 46,000 506,835 506,835 1,000,000 46,000 310,049 310,049 1,000,000
13 78 46,000 577,104 577,104 1,000,000 46,000 339,613 339,613 1,000,000 the Iife of
14 79 46,000 652,230 652,230 1,000,000 46,000 367,987 367,987 1,000,000

15 80 46,000 732,929 732,929 1,000,000 46,000 395,144 395,144 1,000,000 H

16 81 46,000 824,310 824,310 1,000,000 46,000 423,394 423,394 1,000,000 the Insured
17 82 46,000 924,097 924,097 1,000,000 46,000 450,493 450,493 1,000,000

18 83 46,000 1,032,188 1,032,188 1,083,798 46,000 476,427 476,427 1,000,000

19 84 46,000 1,147,186 1,147,186 1,204,545 46,000 501,191 501,191 1,000,000
20 85 46,000 1,269,475 1,269,475 1,332,949 46,000 524,777 524777 1,000,000
21 86 46,000 1,399,348 1,399,348 1,469,315 46,000 546,489 546,489 1,000,000
22 87 46,000 1,537,163 1,637,163 1,614,021 46,000 566,225 566,225 1,000,000
23 88 46,000 1,683,280 1,683,280 1,767,444 46,000 583,873 583,873 1,000,000
24 89 46,000 1,838,049 1,838,049 1,929,952 46,000 599,270 599,270 1,000,000
25 a0 46,000 2,001,828 2,001,828 2,101,920 46,000 612,286 612,286 1,000,000
26 91 46,000 2,175,043 2,175,043 2,283,795 46,000 622,995 622,995 1,000,000
27 92 46,000 2,360,269 2,360,269 2,454,680 46,000 630,698 630,698 1,000,000
28 93 46,000 2,558,962 2,558,962 2,635,730 46,000 635,044 635,044 1,000,000
29 94 46,000 2,772,868 2,772,868 2,828,326 46,000 635,547 635,547 1,000,000
30 a5 46,000 3,004,111 3,004,111 3,034,153 46,000 631,829 631,829 1,000,000
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Guaranteed Universal Life (GUL)

« Death benefit
guaranteed as
long as required
premiums were
paid in full and
on time

e Minimal cash
values




Variable Universal Life (VUL)

 First policy to
have cash
values directed
by policy owner

 First policy
where
investments
could lose
money




Variable Universal Life (VUL)

2 2013 Yahoo! Inc.
1993 2000 2002 2004 2006 2008 2010 2012
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Indexed Universal Life (EIUL or [UL)

 More
Conservative
than
Variable?




Indexed Universal Life (EIUL or [UL)

AchclindexRde | pociinontte | GrowhRcle | of 0 ond oot ol 05, | FUG Creded e
18% 100% 18% Subject to Cap 10%
9.25% 100% 9.25% No Cap/Floor 9.25%
-14.25% 100% -14.25% Subject to Floor 0%

Indexed UL Example
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Indexed Universal Life (EIUL or [UL)

If S&P Return Is Crediting Rate Is

6% 5.63%
8% 6.12%
10% 6.60%
12% 7.09%

Indexed UL Crediting Example

Assumes Participation is 100%,
Cap of 10%, Floor of 0%
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Indexed Universal Life (EIUL or [UL)

Actuarial Guideline XLIX Will Mandate More Realistic
Assumptions for Index-Based Life Insurance Policies

Posted on September 1, 2015 by mbrohawn

We have written, as recently as June of this year, in Life Insurance illlustration Assumptions...a Trustee’s Dilemma, about the
investment assumptions used in life Insurance sales illustrations. In most illustrations, all else equal, the higher the return

assumed in the investment backing the cash value, the lower the premium shown to carry the policy. Historically, this has
led to aggressive sales presentations that illustrate well, but ultimately do not held up. In the last few years we have
published a number of Blogs referencing Indexed Universal Life (IUL) policies sold with what we believed were aggressive
assumptions. It appears that that will be ending. As of today, Actuarial Guideline XLIX (AG 49) will limit the crediting rate
shown on all “new business and inforce life insurance policies” where “interest credits are linked to an external index or
indices.”
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Life Insurance Time Line Recap

Current
Assumption
Universal Life

Early 80’s
High
Interest
REIE

Need Life
Welgle
Coverage

Secondary
Guarantee
Universal Life

Reaction
To Falling
Interest
Rates

Variable

Universal 7 Universal

Life

JIELG
Advantage
of the
Equity
Markets

Market
Crash Of
2008
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Fads Come and Go...
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Policy Suitability

How
Do

You
Define?




Premium Flexibility

Variable
Universal Life

(Secondary DB Guarantee . Indexed (Current Assumption)
Universal Life Whole Life Universal Life Universal Life

Least Flexible Most Flexible

Term
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Investment Risk

(Secondary DB (Current
Guarantee) Assumption)

Universal Universal
Life Life

Least Investment Risk

Indexed Variable
Universal Universal
Life Life

Most Investment Risk
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Cash Value Growth

Variable
Universal Life

(Secondary DB Guarantee) (Current Assumption) !ndexed '
Term Universal Life Universal Life Universal Life
Least Cash Value Most Cash Value
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Death Benefit Guarantees

Variable :

Universal Life Whole Life
Indexed (Secondary DB Guarantee
Universal Life Term Universal Life

Least Guaranteed Most Guaranteed

(Current Assumption)

Universal Life
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Other Criteria

» Policy Costs
« Underwriting
* Years to Pay
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What |Is Going On With Life Insurance?

Email from a representative from a UL
Carrier: From 2013

“Actuarial is currently doing an expense,
mortality and interest study... COl’s are
anticipated to increase up to the
guaranteed maximum and the
preliminary results are showing that we
will likely be increasing COl’s to near the
maximumes, if not the maximums.”
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Cost of Insurance (COI) Increase

* Transamerica
e AXA (USFL)
* Legal & General
* Banner
e William Penn
Voya
AXA (Athena Il)
Conseco
Transamerica (again)
Lincoln National (twice)
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Cost of Insurance (COl) Example

Monthly COIl per thousand dollars

Age of death benefit coverage
Pre COl Post COI
14 a9 2103644 RLA kLA ‘
15 20 2415111 4 80131 28.80% ‘
14 21 2757187 S AB425 5.95% ‘
17 22 3130774 6. 23376 27211% ‘
16 23 3.534342 704206 99 20% ‘
19 24 2568182 7.21036 9 34% ‘
20 25 4 430643 883417 99 43% ‘
21 26 4 320327 281657 99 52% ‘
22 27 54842353 1094527 29 _58% ‘
23 28 6052343 12144417 967 % ‘
24 29 6. 715234 123.41104 27 1% ‘
25 100 7a71en 25054655 \ 237.8%9%
The Cost of Insurance (ZOCI) is taken out as o monthly charge.
The cost shown above is the cost per month for $1,000 of pure insurance
coverage (The Met Amount ot Fisk )
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Cost of Insurance (COIl) Reasons

* “mortality on these blocks has been unfavorable”

* “investment returns have been at all time lows”

* “expecting future mortality experience to be less favorable
than was anticipated”

* “mortality and investment
expectations...are less favorable
than was anticipated”

* “experiencing higher
claims costs...and
expect this trend to
continue”
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How Carriers Make Money On CAUL

v’ Interest Rate Spread
v’ Cost of Insurance (COI)
v Lapse Rate

v" Company Overhead
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Reasons For The COIl Increases

v" Low Interest Rates

v" Poor UW

v" Adverse Selection

v" Low Lapse Rates

v' Reserve Requirements
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What Can the Consumer Do?

v" Pay More Premium

v Reduce the Death Benefit
v’ Surrender the Policy

v Paid up Policy
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Cost Of Insurance (COl) Increases




Now What?




Now \What?




Now What?




Clients Need Answers




Tracking a Policy Over Time




More Sophisticated Tools

v’ Life Expectancy Reports

v Policy Optimization

v' Dealing with the
“Unwanted” Policy
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What Is A Life Expectancy (LE) Report?

L[V ]
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How Can An LE Report Help An Advisor or Trustee?

Projectad Cut of P Conributions - Pay $0 Until Paint of Lapse
oy #1 Palicy #2 Paolicy #3
300 policy £2.0 o0 policy £5,000,000 policy
Annual Annual Curmulafive: Anmual Cumulafive e % Total
Prermim = PrEmikim Premilim Fremium Pramilm Deaths
2Ms| 1 86 io $o 10 1o 1o 10 0 12%

8 Yeon 2017 | 2 a7 1o 10 $0 1o 1o 1o 50 7% A B y=am
befor=any | 2015 | 3 38 i 1a] 10 io 1] 1o io pii] 45T = chonce
premiumis | opip | 4 | Ef 30 30 30 30 10 30 0 4T the Insured

meeded  onen| 5 | so 30 30 30 $o0 0 0 40 75T =l e

2021 | & 71 10 40 0o o o 10 50 85T
Zoge | T 2o Lo hs] 30 $0 %0 30 0 F17
2025 | 8 | 93 0 0 m 317,650 0 0 517,650

rin . B =) 74 435,000 $35.000 17,650 135,500 10 2] 570,300 100%
o025 | 10 | §5 470,000 $105,000 £17,650 {52,750 313,000 $13,000 175,750 MNA
2026 | 11 & 470,000 $175,000 £17,650 470,500 435,675 $53,675 5377,275 MNA
2027 12 | FT 470,000 $245,000 $17,650 {88,250 335,675 $a7,350 5422, 400 MNA
2025 | 15 | ¥B 470,000 £515,000 $17,650 105 900 435,675 $125025 3545 725 NA
2027 | 14 7 370,000 1555,000 317,850 £1235,550 335,675 £150,700 3647250 MA
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Life Expectancy (LE) Report

twentyfirst Life Expectancy Certificate

Client company: ITM TwentyFirst Samples
Certificate 1D: 348968

The Life Expectancy Report _ A=A

Insured: Sample Report Gender: Female-

gives an Advisor or Trustee /i S 35

User

another data point. _ Parafr et ok 7

Date range of medical records reviewed: 9/2011 - 10/2015 -

It does not provide “an B et ot 30 Nenshe g 7.5 Yaars

Mean Life Expectancy Value*: 92 Months or 7.7 Years

answer,” but does provide | iy i e et sl papaap/d

expéctancy evaluation be used in ils entirety, If anly a subset of the
data i used, you Will be losing the interrelationships batween the

guidance, =1
especially for the Trustee Moralt Curve

attempting to make a ] [ g

. o 5 [ 1\ e

prudent decision o i N = 2| =

: A LRLETN HIEE- T

about a valuable asset where bu—r Y AR
answers are hard to find. AT T \H : |2

* Terms are defined an the Definition of Life Expectancy Terms page in this dacument.
+*| Years since Life Expertancy calculation. ;
*#*% Number of lives in hypathetical sample of 1,000 incividusls with prafiles matching the insured's. 4BB6E_2T5784_G
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Policy Optimization

CURREMT AMHLUAL PREMILIM STREAR MRS LEVEL ANMUAL PREMIUM STREAM ZISTREAM™ CPFTIMIZED PREMIUM STRERM

* Barsed O Non-guaranteed “Based on non-guaranteed Ssamptians “Eased on non-guaranteed assamptions

assurmgtions, the policy will provide: adjusding the premium to 471,389 will [pying minimimn peremiunes wall carmy the

death bersefit coverage uml age 52 provicke death benefit coverage to age 99 Death Benefit 1o age 100

Curresit Meons Nons Hon= heains Hiors Hiore
Aninual Guaranteed | Guaranteed Guaranteed | Guaranteed Guaranbeed | Guaramtesd
Premium (1) Dexth Benefit v Death Bernetic CE5W Death Benedit
7 THTE HOL0n 384,647 70,000,000 5236685 $607.381 $10,000,000 0.0 §384.547 $10,000,000
8 Tam  §135000 282117 $10,000,000 471,389 5866815 £10,000,000 0.0 §216,559 £10,000,000
9 TE]  §135000 $315,23 710,000,000 547,363 $1,1Z3397 510,000,000 50,00 §18.524 £10,000,000
W EE $135,000 551,707 710,000,000 547,363 §1.376, 193 510,000,000 50,00 50,00 £10,000,000
1 BWEZ  §$135D000 $0.00 710,000,000 547,363 §1,579894 510,000,000 169,540 50,00 £10,000,000
12 EAEE §135000 $0.00 000 547,389 $1.255328 510,000,000 388,599 $0.00 $10,000,000
13 E5E4 HOL0n $0.00 000 547,389 $L145E12 510,000,000 $424,750 21252 $10,000,000
1 B4ES SO0 $0.00 000 547,369 $2392010 510,000,000 $467, 724 $66,559 510,000,000
15 ESES FOL0n $0.00 000 547,389 §2579E16 510,000,000 §501.177 §112,004 510,000,000
6 ESET FOL00 §0.00 000 547,389 §2752302 510,000,000 §503.459 §131.540 510,000,000
7 EWER F000 50,00 000 547,363 §2571,568 510,000,000 SE37 438 144,507 510,000,000
EaE F000 50,00 000 547,363 §2955572 510,000,000 $E87,305 §159,652 510,000,000
a0 L0 $0.00 000 547,389 $3.010.E31 $10,000,000 §739. 059 $176,591 510,000,000
o0 L0 $0.00 000 547,389 $3031,515 510,000,000 §794, 398 $195,955 510,000,000
21 912 FOL00 §0.00 000 547,389 §3011,525 510,000,000 §852.471 $218.273 510,000,000

FOL00 §0.00 000 547,389 $10,000,000 §244,1M1

- -- -—- —--

Policy
(Premium)
Optimization is a
method of
maximizing the
value of a policy
...on specific
cases
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Putting It All Together

Opfimized Canier Provided Minimam mg‘; LE Report
Annual Annual Cumulative Annual 1 G Sl Optimizotion Y= 0000
Policy Year Age Premiums Premiums Premiums Premiums vs. Cammier Total Deaths
a2 £5,305 £5.305 3131,164 3131,164 $122 856

8 83 £91,949 $100,258 $262,329 $393 493 $293.235 1.20%
g &4 3108936 $209.194 1242 329 3455 520 3444 428 390%.
10 a5 $133.9210 1343103 1042,329 $218.151 575,045 7.30%
1 84 $142.732 3485835 $262,329 21,180,430 3404 645 13.40%
12 &7 $154,725 3542, 560 $242.329 $1,442.509 $500.249 20.50%
13 83 179,591 $822.151 $242,329 £1.705,138 1832987 30.70%
14 &9 $210,379 £1,032,530 3242379 $1.947 467 3934937 43 80%
15 F0 3241130 £1,.273.681 1242,329 2,299 794 $956,136 55.50%
rmaser 14 91 $342.074 £1.615734 $262,329 £2.492125 $876,391 46.30%
Year 17 ¥2 3342141 £1.984.874 1042,329 £2.754,454 3749 578 T5.70%
13 ¥3 3401 740 $2.384,634 $242,329 £3014,783 3430147 83.40%
19 94 3435, 375 $2.825010 3242329 £3.279.112 3454102 59 40%
'\ 20 95 $484.318 $3.309.328 $262.329 $3,541.441 $232.113 93.80%
21 98 $537.418 $3.846,747 $262.329 $3,803.770 342977 94 50%
22 o 3505873 4,442 520 042,329 4,088,097 -$376,521 78.50%
23 95 3445 127 $5.000.747 $262,329 $4308 428 -4$742.319 99 50%
24 99 3450,540 $5781.607 3242379 $4,590,757 41,150,850 20 0%
75 100 $474,558 $4.456.166 $242.329 $4 853086 31,403,080 100.00%
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Dealing With Problem or Unwanted Policy

2004 - 31,329
2014 - 5,158

The World Has
Changed




Dealing With Problem or Unwanted Policy

Folicy Swmender Value Sumender Value FPolicy Oulfcome al ) Folicy Oulcome af i
— Ages Invesied at 47 net Invesied at 5 net Redvced Death Benefit Redvced Death Benefit
refum refum of 51,500,000 of 51,100,000

1 205 14 a3 $534, 450 $594,055 41,500,000 31,100,000

z 20N & 15 a9 24807, 859 $431,795 $1,500,000 $1,100,000

3 2017 14 ¥ 24832175 24549 TO2 $1.500,000 1,100,000

4 2018 17 I 2557, 441 $707,854 $1.500,000 $1,100,000

T 5 2me 18 72 $533, 757 752,478 31,500,000 31,100,000
Was S Yaars & 2020 19 23 - B [ L2797, 826 $1,500,000 $1,100,000
T 2021 i} P4 $737, 554 2345, 454 $1.500,000 $1,100,000

B 2022 21 75 7E7, 158 995,215 41,500,000 31,100,000

e 2025 i P4 a=t=Rlw ] 1047 PEL $1.500,000 $1,100,000

r—— 10 2024 3 7 £331,897 %1.00&.P85 Policy Lapse $1.100,000
Was 10 Yeors 11 2025 24 93 2854175 31,047,404 31,100,000
12 2026 25 9 2399, 7ED 31,131,445 $1,100,000

13 2027 24 100 1935771 31,199,335 $1.100,000

14 2038 ar Ton 2973200 $1,271,295 $1,100,000

15 200 i3 102 31,012,130 1,347,575 $1,100,000

14 2030 a9 103 31,052,815 %1435 427 $1,100,000

17 2031 30 104 31,094,720 31,514,133 $1.10:0,000

18 2032 31 105 41,133,507 31,404,731 31,100,000
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Life Settlements




F————

 20u936618
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So When Do You Sell?




. Pre-Screen

. Formal UW

. Policy Pricing

. Negotiation and Offer
Acceptance/Rejection

. Contracting

6. Settlement

~ W N -

oy
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THANK YOU

Michael Brohawn, CFP, CLU

mbrohawn@itm?21st.com
319-553-6227



