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Why such a mystery?

» A mystery fundamentally constitutes something hidden, concealed,
or not fully understandable from the information provided.

» The information provided most CFP®s for “understanding”
life insurance is an “illustration”.

» Governed by the National Association of Insurance Commissioners
(NAIC) Illustrations Model Regulation #582.

» Illustrations Model Regulation well-intended to provide consumers a
proxy for comparing costs before costs could be measured.
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NAIC #582 # CFP® Practice Standards

NASCAR Champ Kyle Busch earns

SPORTS

S10M+ a year & worth S8OM +/- NASCAR driver Kyle Busch sues insurance company for
$8.5 million, alleging deceptive practices

Surrounded by attorneys, CPAs &
investment advisors, BUT ...

Suing for $8.5M loss in “safe &
secure ... retirement plan” ...

Due to “undisclosed [HIGH] costs”
& “false [performance] promises”
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CFP® Board Sanctions NAIC Decision-Support

[CFP® Professional] did not ...

obtain sufficient information — including
whether the costs in the new insurance
policy were more or less than the costs in
the old insurance policies... as required
by Practice Standard 200-2

select appropriate products ... because
[they] did not ... compare the internal costs
of the policies ... violat[ing] Rules 1.4 and
4.4 of the Rules of Conduct

CFP BOARD

== NEWS RELEASE ==

CFP Board Imposes Public
Sanctions on 16 Individuals
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What is Financial Advice?

A communication that ... would reasonably be viewed as a
[product] recommendation that the Client take or refrain
from taking ... with respect to ... purchasing, [exchanging]
holding, gifting, or selling Financial Assets.

Duties of a CFP® Professional

When providing Financial Advice to a Client, a CFP®
professional must act as a fiduciary and, therefore, act in
the best interests of the Client.




Fiduciary Duty

Fiduciary Duty — Duty of Loyalty =+

A CFP® professional must:

1. Place the interests of the Client
above the interests of the CFP®
professional and the CFP*
Professional’s Firm;

2. Avoid Conflicts of Interest, or
fully disclose Material Conflicts
of Interest to the Client, obtain
the Client’s informed consent,
and properly manage the
conflict; and

3. Act without regard to the
financial or other interests
of the CFP® professional, the
CFP® Professional’s Firm, or
any individual or entity other
than the Client, which means
that a CFP”® professional acting

Duty of Care

A CFP?® professional
must act with the care,
skill, prudence, and
diligence that a prudent
professional would
exercise in light of

the Client’s goals, risk
tolerance, objectives,
and financial and
personal circumstances.

+

Duty to Follow
Client Instructions

A CFP® professional
must comply with the
terms of the Client
engagement and
follow all directions
of the Client that are
reasonable and lawful.
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A CFP® professional must act with care, skill, prudence,

and diligence [in evaluating/explaining] ...

Information that must be provided ...

What information? Which documents?

Services and Products Insurance Illustrations

How the Client Pays Insurance Illustrations

How You/Others Compensated |Insurance Illustrations
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Life Insurance Illustrations: What are they?

A “depiction of non-guaranteed elements
of a life insurance policy over a period of
years” comprised of ...

* 50 +/- pages each

» Thousands of humbers

* Dozens of disclaimers & footnotes
» Client attestation of understanding

Proposad Insured: Vstued Clant Dua prion = 4. iLuvel
Male, Age 45 T £1,600,000
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Life Insurance Illustrations: Legitimate Uses

A “depiction of non-guaranteed elements
of a life insurance policy over a period of
years” useful for understanding ...

M How a policy works?

M How better/worse performance will
impact expected results?

M “What if ...” Analysis for best-available
rates & terms (BART)

M Cash Flow Modeling/Planning

Proposad Insured: Vstued Clant o
Male, Age 45
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Life Insurance Illustrations: Questionable Practices

A “depiction of non-guaranteed elements
of a life insurance policy over a period of
years” MISrepresenting ...

Non-Guaranteed Values (EOY) @ 5.0

...a 5.0% expected rate of return
(RoR) that conceals ...

Cash

Surrender Death
Value Benefit
(3) (4)

1,000,000
1,000,C

1,00
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Life Insurance Illustrations: Questionable Practices

A “depiction of non-guaranteed elements
of a life insurance policy over a period of
years” MISrepresenting ...

Interest Accumulated

...a 5.0% expected rate of return Credit! Vale

RoR) that conceals ... 196 16,554 EoY

( ) ) 703 onj'4% 135,554 -
...a 14% RoR required to achieve 10,933 :éﬁfo ’56‘3*"
. . 160 70 175,641
illustrated expectations! | 449 19,862 196,979
1,881 21,036 219059
22,285 242 107
23,572 266,141

24,926 291,215
26,342 317403
270,890
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Life Insurance Illustrations: Questionable Practices

A “depiction of non-guaranteed elements
of a life insurance policy over a period of
years” permiting UN(der)-disclosed
performance requirements that conceal
HIGH costs withOUT disclosing either
those HIGH costs nor the HIGHer risks

of UNDER-performance, “premium calls”,
or total loss due to policy lapse.

15

Life Insurance Illustrations: Questionable Practices
A “depiction of non-guaranteed elements | __ d
of a life insurance policy over a period of | | S
years” NOT useful for evaluating ... ' 1

O Cost Competitiveness CFP Board Imposes Public

Sanctions on 16 Individuals

© Performance Reasonableness

© Risk Appropriateness

16
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NAIC Illustrations Model Regulation

» Define(d) “Clients’ Best Interest” for p
recommendations since 1995, BUT ... :
O Lack uniform practice (NAIC) =
(1 NO disclosure 2015 - Adopted and updated to address “...lack of

performance uniform practice [resulting in] ... illustrations that use an

[apparently] identical crediting approach yet illustrate
differing rates.”

17
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NAIC Illustrations Model Regulation

» Define(d) “Clients’ Best Interest” for p
recommendations since 1995, BUT ...
A Lack uniform practice (NAIC)

L NO disclosure of costs,
performance or risk

1 Misleading ( FINRA Rule 2210(d): “Any comparison... must disclose
all material differences...including investment objectives,
costs and expenses, [etc]...[because] omission... would
cause the communications to be misleading.”

18
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NAIC Illustrations Model Regulation

» Define(d) “Clients’ Best Interest” for p

recommendations since 1995, BUT ...
A Lack uniform practice (NAIC)
O NO disclosure of costs,

performance or rick

FINAL REPORT OF THE TASK FORCE FOR

4 Misleading (F ppSEARCH ON LIFE INSURANCE SALES

0 Fundamental ILLUSTRATIONS: “Illustrations should not be used
for comparative policy performance purposes” because

doing so “ls_ﬁmdamcmallmnappmpnm 7

19
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NAIC Illustrations Model Regulation

» Define(d) “Clients’ Best Interest” for p
recommendations since 1995, BUT ...
A Lack uniform practice (NAIC)

L NO disclosure of costs,

performance OCC Handbook:“This policy illustration is subject to a

O Misleading (F high degree of fluctuation.”
O Fundamentally Inappropriate (SOA)

Q Unreliable (OCC)

20
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CFP® 8 Knowledge Domains

Insurance products are the last, FRERAEEEE
largest, most-neglected, and too often
worst-performing asset in client’s
financial plans, now in desperate
need of management.
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Life Insurance under New CFP® Practice Standards

» Ask prospects if they know what they’re being charged
inside their life insurance

* Insist on Cost Disclosure Pages as required by
Practice Standard 200-2

» Ensure product recommendations are appropriate by
comparing costs per Rules 1.4 and 4.4

* Benchmarking well-established & common in the
financial services industry.

22
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Benchmarking

* Financial Strength & Claims Paying A
* Cost Competitiveness

* Pricing Stability

* Cash Value Liquidity

% Historical Performance of Invested A
Policy Cash Values

1. Policy Under Evaluation
2. Institutionally Priced Policies
3. Retail Policies

Courtesy of ’v’eraiytu: 23
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Benchmarking A

Inforce Policy or WART
/' Recommended
Product

80% Cost Vai iaiiu
* Cost Competitiveness BART

T

0,08
0.04
0,02

0.00
4

2
cOI FOLICY FREMIUM
CHARGES EXFEMESES LOADS

1. Policy Under Evaluation
2. Institutionally Priced Policies
3. Retail Policies
24

24
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Benchmarking

* Cost Competitiveness Lota

4 > e
IE coI FOLICY FREMIUM
CHARGES EXFEMSES LOADS

1. Policy Under Evaluation
2. Institutionally Priced Policies
3. Retail Policies
25

25
R.A.T.E. of Return Reasonable to Expect
Asset Allocation Rates of Return
Risk Profile (Equities/Fixed-Income) Product Type Reasonable to Expect
Conservative 20% / 80% UL/Guaranteed UL/WL 5% - 6%
Moderate-Conservative 40% [/ 60% Indexed UL 6% - 7%
Moderate 60% / 40% VUL 7% - 8%
Moderate-Aggressive 80% / 20% VUL 8% -9%
Aggressive 100% / 0% VUL 9% - 10%
26
26
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R.A.T.E. of Return Reasonable to Expect
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~ No Account Values Variable
-6:2 Death Benefit Risk Only Universal Life
o3 Indexed (VUL)
P Universal Life
8 Fixed-Rate (uL)
g Universal Life Some portion of
(CAUL)
5 Whole Life Account Values MAY
E Guaranteed (WL) be allocated to
o Universal Life Equity-Type Accounts
(GUL) a/k/a
Fixed Flex-Duration
Duration Term
Term (LT##) Account Values MUST be allocated to
Annually ;
Renewable High-Grade Bonds &
Term (ART) Government-Backed Mortgages
Costs & Time
27
R.A.T.E. of Return Reasonable to Expect
Expected/ Un(der)- Added
lllustrated Disclosed Risk

Crediting Bonus  Ultimate
Rate % Rate % Rate %

5.00% 9.00% 14.00%
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Life Insurance under New CFP® Practice Standards

M Illustration comparisons INconsistent with
duty to exercise care, skill, prudence, and diligence.

M Benchmarking is ...
... Fast, Easy, Reliable (i.e., FINRA Reviewed) &
... Well-established, common & proven
... Consistent with Client’s Best Interest rules

29
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For product recommendations For unlimited cost & performance
independently verified by Veralytic, research directly from Veralytic,
contact: contact:

Kevin Kimbrough, CFP® ... Barry Flagg, CFP® ...

The Pinnacle Group Veralytic
kevin.kimbrough@pinnacleifs.com info@veralytic.com
813-748-7778 888-908-8242
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