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Agenda
• Who We Are and Are Not
• What Would You Do?
• What Does Competitive Mean?
• Apples and Oranges
• Life Insurance Products
• Suitability

• The Life Insurance Sales Process
• Internal Process 
• Pulling It All Together
• Mitigating Your Liability
• What Would You Do? – The Answer

Apple and Oranges 
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Life

Term Insurance
• Easiest life insurance to understand. You pay a premium for a death benefit only. 

• Level Term insurance coverage is coverage for a specific period (up to 30 years) 
for a level premium, which is usually guaranteed, after which the coverage 
is often dropped.  These level Term policies can often be continued, usually 
after a re-insurance process, called re-entry. At re-entry the insured must submit 
to another underwriting process. The cost of the continued coverage for the 
additional time period will increase because of the increased age of the insured. 
If the health of the insured has deteriorated, it may dramatically increase.

• Term insurance policies often contain a Conversion provision. This allows the insured the option to convert the Term 
policy to a Permanent policy at current age and insurance rates, without providing evidence of insurability. This is a 
very important provision, especially if the policyholder has suffered a change in health.  

• Term insurance is typically used for short term coverage. Often it is used for those who have a large insurance need 
but lack the cash flow currently and will convert the coverage to Permanent coverage in the future.  

Term insurance policies often 
contain a Conversion provision 
that allows the insured the 
option to convert the Term 
policy to a Permanent policy 
at current age and insurance 
rates, without providing 
evidence of insurability.
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Whole Life Insurance
• A Whole Life policy provides a guaranteed death benefit as long as 

premiums are paid, as well as a guaranteed cash value. Most Whole Life 
policies also provide for additional cash value through dividends.

• The investment portion of a Whole Life policy goes into the General 
Account of the life insurance company composed primarily of long term 
bonds and mortgages, as dictated by various state insurance laws. 

• Whole Life contracts pay dividends considered to be a return of premium 
paid when premiums received turn out to be more than the company 
needs, because fewer insureds die, expenses are lower, or portfolio returns 
are more than expected. Dividends can fluctuate above and below the 
dividends shown in the current illustration.

• The dividends that are earned on a policy can be used in a number of ways:

• To reduce premium

• Taken in cash

• Purchase “paid up additions”  

• Whole Life contracts can be blended with a Term portion, typically through the use of a Term Rider.  This lowers the 
cost of the policy, but also lowers the guarantees in the policy as the cost of the Term portion is not guaranteed.  
Typically these plans are designed so that over time the Term portion is replaced with paid up base Whole Life 
coverage, until the entire contract has been converted.  The ability to convert the policy is driven by premium paid 
and dividend performance and the amount of Term coverage that is to be converted.  In some situations where 
there is a high Term component it is often impossible to convert all of the coverage over and the policy death benefit 
in the later years will drop, or the cost to maintain death benefit will increase.  

• Although Whole Life policies have fixed premiums, premium does not always have to be paid out of pocket.  As 
mentioned, dividends can pay the premium or even a portion of the premium.  The premium can also be paid 
from the cash value of “paid up additions”, those little paid up policies within the contract that are purchased with 
dividends.  If the dividend or other sources are not enough to pay the policy premium, the premium can be paid by a 
policy loan.  Often, this occurs automatically – a feature know as Automatic Premium Loan (APL). 

Bonds 71.50%
Mortgages 11.90%
Policy Loans 4.00%
Cash & Short Term 
Investments

3.20%

Stocks 3.70%
Real Estate 0.70%
Other Invested 
Assets

5.00%

Average General Account Portfolio 
of the 25 largest insurance carriers.

• Left with carrier at interest

• Repay loans on the policy

Insurance companies provide a sales 
illustration which shows how a policy might 
perform under various conditions and 
with different dividend options. With a 
Whole Life policy the illustration will show 
guaranteed cash value as well as the 
cash value growth attributed to dividends. 
The illustrations usually show the outcome 
based on current dividends which may 
or may not occur.  It is important to 
understand that Whole Life policies will 
perform differently with different dividend 
assumptions.5.50%
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Whole Life Dividend Rates for Major WL Carrier
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(Current Assumption) Universal Life (UL) Insurance
• During the late 1970’s and early 1980’s, short term interest rates skyrocketed. The public 

clamored for an opportunity to participate in this high rate of return, and Money Market 
funds were born. Money flowed out of existing Whole Life policies into these newly 
formed Money Market funds.

• The insurance industry, being market driven, came up with a product that would 
combine the high rates of return existing in that day with the tax advantages of life 
insurance.

• For the first time there was total transparency in a life insurance product.

• A Universal Life policy allows adjustment of 
both the face amount of the policy and the 
premium level funding the policy - subject 
to minimum funding levels to start the policy. 
Underwriting approval is needed if death 
benefit is raised.  Universal polices stay in 
force as long as the cash value in the policy is 
adequate to cover the expenses in the policy.

• When first introduced, all of the policies 
sold were sold based on projected current 
assumptions – the interest rate being paid at 
that point in time and the current costs being 
charged on the policy.  The current crediting 
rate over the last 28 years for a top tier Universal Life carrier is shown above.  Rates have fallen over the years.  If policy 
performance expectation during policy lifetime was based on current crediting rate at time of sale, the policy cash 
value would not have earned nearly what was expected.  Most of the policies sold in the last twenty eight years, if 
sold with a premium expectation based on these current assumption projections, turned out to be underfunded and 
many lapsed or will lapse without additional funding. 

Because so many Current Assumption Universal Life policies were underfunded and many lapsed, the insurance industry 
came up with a new feature in Universal Life polices – the Secondary Death Benefit Guarantee.  

(Secondary Death Benefit Guarantee) Universal Life Insurance (GUL)
• A new generation of Universal Life policies with death benefit guarantees took the market risk out of Universal Life 

policies; however it took the premium flexibility that was an advantage away. 

• With a guaranteed death benefit policy you have a stated premium that must be paid in full and on time or the policy 
death benefit guarantee will be compromised – typically lowering the age to which the policy is guaranteed.  Each 
carrier has different policy designs but in most situations if a premium is missed or late, a “catch up” premium can be 
paid to put the policy guarantees back on track.  However, these policies should not be thought of as flexible premium 
and if purchased should be purchased with the understanding that a fixed premium will be paid each and every year.

• One disadvantage of these newer generation policies is that the cash value growth is typically much less than 
with a Current Assumption product.  The product is designed to provide a guaranteed death benefit, not develop 
significant cash value. If you look at a sales illustration of one of these policies you will see that the cash value will 
often go to zero at some point.  At this point the policy is running on the death benefit guarantees, not the cash 
value, which has been exhausted.  

• Changes to the reserve requirements for GUL policies occurred in the beginning of 2013.  The cost of GUL policies 
increased or the policy death benefits were shortened.  

From 1981 to 1986, 
the percentage of 
Whole Life policies sold 
dropped from 78% of the 
marketplace to 30%, as 
the sale of Universal Life 
policies grew.
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Variable Universal Life Insurance
• Introduced in 1985 by Pruco Life, a subsidiary of Prudential Life.

• Like Universal Life, had a flexible premium.  

• The most important difference was that the owner of the policy, not the carrier, invested the cash value.

• Cash value is invested in Separate Accounts that are mutual fund clones. 

• Like Universal Life, the VUL policy will stay in force, for as long as the cash value in the separate accounts will pay 
all policy costs.  But unlike the Universal Life policy, a VUL policy investment could actually lose money, making the 
product more unpredictable.   

• Variable Universal Life policies have been used as investment vehicles.

• When funded to reach a certain goal the investment return will have a 
large impact on the premium needed.  The chart to the right shows the 
annual premium needed to run a VUL policy to age 110, assuming a 65 
year old Male underwritten as a Standard Non-Smoker.  

• All VUL policies have a Fixed Account option that allows for a 
guaranteed rate of return. 

Indexed Universal Life Insurance
• Designed to provide “upside” of equities while limiting losses.

• The product ties investment returns to a specific index such as the S&P 500® Index.  It eliminates down years with losses 
by providing a floor to the investment return.  This floor might be as low 0% but will never be a negative return.  

• In addition, there is a participation rate, a percentage factor that the actual index return is multiplied by to arrive at 
the adjusted return.  The chart below shows the credited rate outcome for a sample policy with a 100% participation 
rate and a growth cap of 10% and floor of 0% at various actual index rates.

Actual Index Rate
Times the  

Participation Rate
Equals the Adjusted 

Growth Rate
Subject to Growth Cap 
of 10% and Floor of 0%

Equals Credited Rate

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%

Run to age 110

4% Net $34,727

6% Net $30,811

8% Net $27,750

Term Whole Life
Current 

Assumption 
Universal Life

Secondary 
Guarantee 

Universal Life

Variable 
Universal Life

Index 
Universal Life

Need 
Life Long 

Coverage

Early 80’s High 
Interest Rates

Reaction To 
Falling Interest 

Rates

Take 
Advantage 
of the Equity 

Markets

Market Crash 
Of 2008

Life Insurance Time Line Recap
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Cochran v. KeyBank, NA
Background: KeyBank was successor trustee to a trust that came to them and approved the purchase of an $8M 
Variable Life policy in 1999.  After 9/11 the market took a big drop, with an “adverse effect on the value of the mutual 
fund investments contained in the VUL policies.” KeyBank retained an outside consultant to audit the VUL policies.  At the 
time, the insured was 52.  For both policies, assuming an 8% return, the outside advisor said the policies would run until the 
Insured was approximately 70.  If the returns were 0%, they approximated the policy would run to approximately ages 
58-60.  It was reported that the Grantor’s “financial fortune had also taken a negative turn by this point in time, he had no 
financial wherewithal to supplement the trust with additional resources or through the purchase of additional policies of life 
insurance.”  The agent for the Grantor suggested the purchase of a Guaranteed Universal Life policy, with a death benefit of 
$2,787,624.  With the cash value in the existing policy and no other contributions, the policy would be guaranteed to run to 
age 100.  The outside advisor listed the advantages and disadvantages of the transaction and they recommended KeyBank 
to “move forward with the proposed John Hancock coverage if the client is comfortable with the reduction in death 
benefit.”  KeyBank moved forward in June of 2003, but a final underwriting downgrade on the Insured lowered the death 
benefit to $2,536,000.  In January 2004, Stuart died unexpectedly at the age of 53.
The beneficiaries filed suit claiming, among other things, that “KeyBank had breached its fiduciary duties as Trustee.”   The 
court in two decisions found in favor of the Bank noting:   

The Court specifically answered the Beneficiaries’ arguments:
• “The Beneficiaries first argue that KeyBank violated the PIA by imprudently and improperly delegating certain decision 

making functions to Roberson (the insurance agent) and Stuart (the insured.)” 
• “The fact that Roberson submitted the policy for review does not constitute a delegation of KeyBank’s decision making 

duties. Oswald was an outside, independent entity with no policy to sell or any other financial stake in the outcome. 
Under these circumstances, we do not find that KeyBank delegated any investment or other duties to Roberson.”

• “The Beneficiaries next argue that KeyBank violated the PIA by disregarding Oswald’s (the outside advisor’s) 
recommendations.”
• “Having reviewed these reports, it is evident that Oswald found both options—the existing VUL policies and the John 

Hancock policy—to be palatable. Each had their own sets of pros and cons. The existing VUL policies may have 
lapsed before Stuart reached the age of 60 and would likely have required additional premiums to finance—money 
that Stuart no longer had. The John Hancock policy, on the other hand, offered a significantly reduced death benefit, 
but was guaranteed to remain in force until Stuart reached the age of 100 and would require no additional financing. 
Oswald found the John Hancock policy to warrant the highest rating and concluded that no further audits would 
be necessary. Under these circumstances, we cannot say that KeyBank’s decision to exchange the VUL policies 
for the John Hancock policy parted ways from Oswald’s advice and recommendations. KeyBank merely chose 
between two relatively acceptable options—a decision it was entitled to make as trustee. We do not find that it acted 
imprudently on this basis.”

• “The Beneficiaries next fault KeyBank for failing to investigate alternatives aside from retaining the existing VUL policies or 
exchanging them for the John Hancock policy”
• “Of course it could have done more, but nothing in the record leads us to second-guess the trial court’s conclusion 

that, while KeyBank’s process was certainly less than perfect, it was adequate.”

• “The Beneficiaries argue that KeyBank somehow breached its duty of loyalty to them.”
• “The only evidence they point to in support of this argument is the fact that KeyBank had various contacts and 

communications with Stuart between 1999 and 2003. According to the Beneficiaries, this evidence supports an 
inference that KeyBank was loyal to Stuart rather than to the Beneficiaries, as required by law. We cannot agree. A 
trustee must, as a practical matter, have contacts with the settlor… If changes are going to be made to an insurance 
policy, those changes generally require that the settlor submit to a physical exam; therefore, such a change cannot 
be effectuated without communication between a trustee and settler. Nothing in the law prohibits contact between 
a trustee and settlor, nor should it.”

• “The Beneficiaries also argue that KeyBank breached its duties to them by delegating certain decision making functions 
to Roberson without adequate oversight.”
• “The record supports a conclusion that, in fact, no such delegation occurred. Furthermore, KeyBank engaged its own 

independent expert to evaluate the VUL policies and the John Hancock policy that was suggested by Roberson.”
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ITM TwentyFirst
• Trust Owned Life Insurance

(TOLI) Services,
Cedar Falls, Iowa

• Institutional Life Insurance
Policy Management Services,
NYC

• Life Expectancy Reports and
Longevity Data,
Minneapolis, MN
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• We Do Not Sell Life Insurance
• We Are Not Affiliated With Any

Life Insurance Entities
• We Can and Do Look Under The

Hood of Life Insurance Policies
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What Would You Do?

• Grantor with a portfolio of
Whole Life policies
• Total DB = $1,000,000

• Mid 60’s - wants to stop
paying premium

• Solicited by Agent to replace
with a 1.2M GUL policy
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Your Responsibility to Your
Client

• “Bank fiduciaries are responsible for protecting and
managing the life insurance policy for the benefit of
the beneficiaries for the life of the grantor.”

• “A bank fiduciary must understand each life
insurance policy that the trust accepts or
purchases, or the bank fiduciary must employ an
advisor who is qualified, independent, objective,
and not affiliated with an insurance company to
prudently manage these assets.”
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Your Responsibility to Your
Client

• “The bank fiduciary must periodically review the
financial condition and rating of the insurance
company.”

• “This review should evaluate the financial health of
the issuing insurance company as well as whether
the policy is performing as illustrated or whether
replacement should be considered.”

• “Appropriateness of investment strategy: The bank
fiduciary must evaluate the appropriateness of
investments of any segregated account to support
the cash values.”
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• “Risk increases because these assets often
require special expertise to manage.”

• “A bank fiduciary’s lack of expertise or
oversight of unique assets can subject the
bank to significant losses, potential litigation,
and reputation risk.”

Your Responsibility to Your
Client
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Your Responsibility to Your
Client

Section 2
• “a trustee who invests and

manages trust assets owes a
duty to the beneficiaries of the
trust to comply with the
prudent investor rule”
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Your Responsibility to Your
Client

Section 7
• “In investing and managing trust

assets, a trustee may only incur
costs that are appropriate and
reasonable in relation to the
assets, the purposes of the trust,
and the skills of the trustee.”
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Your Responsibility to Your
Client

Cochran vs. KeyBank
• “The Beneficiaries first argue that KeyBank

violated the PIA by imprudently and improperly
delegating certain decision making functions to
Roberson (the insurance agent) and Stuart (the
insured.)”

• “The Beneficiaries next fault KeyBank for failing
to investigate alternatives aside from retaining
the existing VUL policies or exchanging them for
the John Hancock policy”
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Your Responsibility to Your
Client

Cochran vs. KeyBank
• “The Beneficiaries also argue that KeyBank

breached its duties to them by delegating
certain decision making functions to
Roberson without adequate oversight.”
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The Times They Are (Maybe)
Changing

Attorney Schlichter preps new round of 401(k) suits
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What is Competitive?
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The World Has Changed

2004 - 31,329
2014 - 5,158

The World Has Changed
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Apples and Oranges
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Term Insurance

• “Cheapest”
• Easiest to “spreadsheet”
• Easiest to understand
• A commodity
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Whole Life Insurance

• “Most expensive”
• Hardest to understand
• Fixed premiums
• More moving parts

• Dividends
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Whole Life Insurance
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Current Assumption Universal Life
Insurance

• “Less expensive”
• Easiest to understand

• See the parts - transparent
• Flexible premiums
• Less guarantees
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Current Assumption Universal Life
Insurance
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Guaranteed Universal Life
Insurance

• “Fixed price”
• Guaranteed death benefit
• Fixed premiums
• Grantor commitment
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Variable Universal Life Insurance

• Invested in equities
• Cash value directed by policy owner
• Possibility of a cash value investment loss
• Flexible premiums
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Indexed Universal Life Insurance

• Tied to an Index
• Downside and upside limited
• More conservative than variable?
• Flexible premiums
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Apples and Oranges
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Fads Come and Go…
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Suitability – Premium Flexibility

Term Whole
Life

Current
Assumption

UL

Guaranteed
Universal

Life

Variable
Universal

Life

Equity
Index

Universal
Life

No Some Yes No to Low Yes Yes
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Suitability – Investment Risk

Premium
goes down

as…

…investment
returns go

up
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Suitability – Investment Risk

Premium
goes up…

…as
investment
returns go

down
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Suitability – Investment Risk

Term Whole
Life

Current
Assumption

UL

Guaranteed
Universal

Life

Variable
Universal

Life

Equity
Index

Universal
Life

No Yes Yes No Yes - High Yes
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Suitability – Cash Value Growth

Term Whole
Life

Current
Assumption

UL

Guaranteed
Universal

Life

Variable
Universal

Life

Equity
Index

Universal
Life

No Yes Yes No Yes Yes
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Suitability – Death Benefit
Guarantee

Term Whole
Life

Current
Assumption

UL

Guaranteed
Universal

Life

Variable
Universal

Life

Equity
Index

Universal
Life

Yes Yes* No Yes No No

Click to edit Master text styles

How Do You Determine If A Policy is
Competitive?

Carrier A Cost

Company A $22,500

Company B $23,000

Company C $28,500

Company D $29,000

Carrier Cost Spreadsheet
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How Do You Determine A Policy is
Competitive?

• Term Insurance
• Guaranteed Universal

Life Insurance
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How Do You Determine A Policy is
Competitive?

• Term Insurance
• Conversion Options

• Guaranteed Universal Life
Insurance
• “Catch-up Options”
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Underwriting

• Preferred
• Preferred plus

• Standard
• Standard Plus

• Sub standard
• Smoker/Non-smoker rates
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Underwriting

• Can be the biggest factor in life insurance pricing .
• The difference in underwriting offers among carriers can be

wide.
• The cost difference over the life of the Insured can be

dramatic.
• It can make the difference between a policy

making sense and not making sense.
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ITM TwentyFirst - New Product
Comparison
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The Numbers – Actual Costs
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The Numbers

What is the ONLY thing we know for sure
about a life insurance sales illustration?

It will not
come true.
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The Numbers

What do you question about the
illustration?

• What is guaranteed?
• What is the investment

assumption?
• What happens if?....
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The Process

What do you question about the
sale?

• Why this policy?
• Why this carrier?
• Advantages/disadvantages?
• Underwriting?
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Life Insurance Sales Process

POLICY NEED
OR

OPPORTUNITY

Informal
Underwriting

Paramed

Formal
Application
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Policy
Acceptance

Formal
Offer
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Your Documentation – Limiting
Liability

Make sure
all pertinent
information
is
understood.
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What Would You Do?
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Cash Value – Existing vs. New
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What Would You Do?

Death Benefit – Existing vs. New
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Thank You – Q&A

Michael Brohawn, CFP®, CLU®
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