








But it IS “broke.” Life insurance policies are flying off the shelves with huge premium
commitments in favor of big, Roth-like benefits for retirement.

The problem —the policies are so complex that very few agents fully understand
them.

Clients are not able to assess the risk they’re taking in favor of the opportunity they
seek.

IUL Policies unlikely to achieve their expectations.



. Multipliers

. Bonuses

. “Trust me”

. Favorable tax laws could change

. How crediting rates of 5.76% become 14%

And in the word of the author of New York’s Regulation 187 “... these products are so
opaque that we [regulators] have to do something.”



* The 55%+ slide in the DOW from Fall 2007 to early March 2009 was a scary ride to
all of us

* The Treasury and regulators wanted to prevent another event like the Great
Recession

* “Dodd Frank” and the Department of Labor’s efforts were examples of “moving
the puck” forward but NOT themselves resulting in landmark changes



The notion of best interest for the sale of investment and insurance producrs began
when Dodd Frank required the SEC to consider the HARMONIZATION of the standards
of care between Advisors and Stock Brokers. But the political winds changed in 2011
and harmonization was — for the moment — shelved.
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And now there is New York Regulation 187 — for the first time mandating suitability

and a client’s best interest — and tbe biggest rule change for producers and advisors
since regulations responding to the 30’s Great Depression.

* Will Massachusetts, New Jersey, and California follow?

e 25% of the market!
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7 Stages of Grief

(Modified Kubler-Ross Model)

S h (o] o k* * Initial paralysisat hearing the bad news. )
W * Trying to avoid the inevitable.

An g (2] g * Frustrated outpouringof bottled-up emotion. j

Bargaining * Seeking in vain for a way out. J

DepreSSion * Finalrealization of the inevitable. ‘
Testing* * Seekingrealistic solutions. ‘

Acce pta nce * Finally finding the way forward.
e
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How would you imagine this continuing trend would affect the non-agent members
of the Estate Planning Council?

* Do the right thing / GET the right thing for clients

* New liabilities could come back at you from your own Associations

* |'ve recently worked on several cases here in Irvine as an expert witness in which
ALL the allied advisors were named as defendants — not just the insurance agents!

* Need to learn these issues to work effectively with licensed professional agents
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“Classic” elements from FINRA

A SUBJECTIVE process — requiring skill, care, diligence and good judgment of a
professional

Is it tolerable as professionals that there’s no process by which similar situations
will be solved with similar solutions?

OUR process uses these elements and a focus on Risk Tolerance
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CONSERVATIVE

BALANCED

AGGRESSIVE/VERY

... to which we can then consider the client’s risk tolerance as part of the process of
answering “which policy is in my best interest?” Conservative / Balanced /
Aggressive / Very Aggressive
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CONSERVATIVE
Guaranteed

BALANCED

Current Assumption

AGGRESSIVE/VERY

Bringing policy types and risk tolerance together
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Style comparability CONSERVATIVE




Style comparability CONSERVATIVE




Style comparability BALANCED




Style comparability AGGRESSIVE / VERY




Style comparability

Passive Aggressive
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An attitude

Can you tell someone THEIR best interest?
Becoming an “Expert Facilitator of Decision Making”
Do you have an IPS? Consider an LIPMS!
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III PSH

Evidencing Care, Skill and Caution in
The Management of ILITSs
(Part 3 of 4)

by Kathryn A. Ballsun, Los Angeles, California
Patrick J. Collins, San Francisco, California, and
Dieter Jurkat, San Raphael, California*

ACTEC Journal — 2006

The analysis is intended to help document a level of care,
skill and caution consistent with a prudent decision-
making process under the Prudent Investor standard.
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Rabbit Hole

And the Rabbit Hole in all of this is that it’s not the professionals or their carriers who
will ultimately define what is SUITABLE and how to deliver the products and services

in a way that is in the sole best interest of the client — it will be the Plaintiff’'s Bar — 5
to 10 years from now!
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Here are some of our considerations as we consult with clients as Insurance
Fiduciaries®
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Let’s get a little more practical. What does this all mean?!

Consider the duty of a fiduciary as the Three Bears Rule: With suitable
recommendations, provide disclosure that is not too little - not too much - but
in an amount that is JUST RIGHT so the client can make a decision that SHE
believes is in her BEST interest!
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To serve the Client’s Best Interest with insurance and annuity product — think of a
familiar OUTPUT DEVICE reconfigured to process suitable options for clients to think
about / discuss / evaluate / take action!
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Speaking of Rabbit Holes ...
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How are you doing?

(Modified Kubler-Ross Model)

S h (o] o k* * Initial paralysisat hearing the bad news.

* Trying to avoid the inevitable.

* Frustrated outpouringof bottled-up emotion.

Bargaining * Seeking in vain for a way out. J

DepreSSion * Finalrealizationof the inevitable.

Testing* + Seekingrealistic solutions.

Acce pta nce * Finally finding the way forward.

J/
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Random Trials - Index Universal Life

Policy Performance Statistics
Trial Bustrations:

Trials Sustaining ( 29.7 % ):

Life Expectancy Death Beneft (Age 88):
Age 100 Desth Benefit:

Trials NOT Sustaining ( 70.3 % ):

Age first Lapse:

1,000

297
$2,328,000
$3,275,000
703

a5

Policy Specifications

Desth Benefi: § 1,526,000

Funding Premium: $ 25,000.00

Guaranteed Minimum Rate: 0.00 %

Credting Rate Based On: S&P5S00 1-year Index
Cap / Participation Rate: 9.00 % /100,00 %

Max. S-year Rolling Lapse Interval. 83to 83

5 ¢ Investment Statistics

Average Arithmetic Mean: 5.52 %
Average Geometric Mean: 566 %
Average Standard Devistion: 1 10 %
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Product Assumed 6% lllustration
lllustration Rate - or rate noted here Assumed Age 65
policy loans

$100,193
5.76% $ 90,839
$ 89,047
$ 79,476
5.76% $ 78,024
$ 76,212
$ 75,662
$ 75,511
$ 74,772
$ 72,830
$ 71,564
$ 70,120
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Product 4% Recalculation 6% Original

lllustration =~ Assumed Age 65 policy loans Assumed Age 65 policy loans

Change
G $50,882 $75,662 -33%
E $50,208 $78,024 -36%
D $49,740 $79,476 -37%
H $48,514 $75,511 -36%
C $42,478 $89,047 -52%
J $42,177 $72,830 -42%
F $40,512 $76,212 -47%
L $36,646 $70,120 -48%
| $35,808 $74,772 -52%
K $29,736 $71,564 -58%
A $21.728 700,193 5%
B $20,541 $90,839 -77%
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When they’re running you out of town
Get at the head of the line
.+ and make it look like a parade!
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