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Types of Life InsuranceTypes of Life Insurance

There are two basic types of life 
insurance;

Term Insurance, and
Permanent Insurance



Types of Life InsuranceTypes of Life Insurance

Term Insurance is pure death 
protection – “stated need for a stated 
period of time.”

Annual Renewable
Premiums increases every year

Level Term
5 year

10 year
20 year
30 year



Types of Life InsuranceTypes of Life Insurance

Permanent Insurance combines term 
insurance and an internal savings –
called cash value – with in the same 
policy.

Whole Life
Universal Life
Variable Universal Life
Private Placement Variable Universal Life
No-Lapse Guarantee Universal Life
Equity Index Universal Life



Types of Life InsuranceTypes of Life Insurance

What is unique about Life Insurance?

Death Benefit is Income Tax Free to the Beneficiary
Cash Value accumulates Tax Deferred
Death Benefit free of Estate Tax – if structured 
properly
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Choose the 
Death Benefit

1960’s
Whole Life

1970’s
Adjustable 

Life
Event:

Interest Rates 
skyrocket late in 
the decade…..
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1960’s
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Adjustable 

Life
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Event:

Equity Markets 
begin to 
"Boom“…
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Choose the 
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Change the 
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Choose the 
Death Benefit

Choose the 
Premium

Change the 
Premium 
Anytime

Unbundle 
Mechanics

Choose the 
Death Benefit

Choose the 
Premium

Choose the 
Death Benefit

1960’s
Whole Life

1970’s
Adjustable 

Life

1980’s
Universal Life

1990’s
VUL

Event:

As markets 
continue to 
surge, investors 
look for more 
"sophistication“..

…Hedge Funds
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Event:

Equity Markets are 
VOLATILE in the 
first half-decade 
and plummet in the 
second half….
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Change the 
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2000’s
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Choose 
Alternative 

Investments

Choose the 
Death Benefit

Fixed Premium

Death Benefit 
Guaranteed

2005-2011
No-Lapse 

Guarantee UL

Event:

Continued Market 
Volatility as decade 
begins and very low 
interest rates….
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Choose the 
Death Benefit

Choose the 
Premium

Change the 
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Mechanics
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2010
Index - UL

2005-2011
No-Lapse 

Guarantee UL

Event:

Continued low 
interest rates and 
increased costs and 
regulations on No-
Lapse Guarantee UL
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Choose the 
Death Benefit

Choose the 
Premium

Change the 
Premium Anytime

Unbundle 
Mechanics

Choose the 
Investment 

Option

2000’s
Private Placement VUL

Choose 
Alternative 

Investments

Choose the 
Death Benefit

Fixed Premium

Death Benefit 
Guaranteed

Choose the 
Death Benefit

Choose the 
Premium

Change the 
Premium Anytime

Unbundle 
Mechanics

Choose Equity 
Market with Cap 

and Floor

2010
Index - UL

2005-2011
No-Lapse 

Guarantee UL

Choose the 
Death Benefit

Choose the 
Premium

Change the 
Premium Anytime

Unbundle 
Mechanics

Choose the 
Investment Option
Variable, Fixed, Indexed

2015
Variable UL 

Enhancements
Rider 

Enhancements: 
Death Benefit Guarantees
Face Amount Increases
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1960’s 1970’s 1980’s 1990’s 2000 2005 2010 2015

Key 
Economic 
Condition

Interest
rates 

skyrocket 
late in the 
decade

Equity 
markets 
begin

“boom”

As markets 
continue to 

surge, 
investors 
look for 
absolute 
returns

Equity 
markets are 

volatile in the 
first half-

decade and 
plummet in 
the second 

half

Continued
market 

volatility, 
guarantees 

become 
cheap

Low interest 
rates, 

volatile 
equity 

returns,
cost of 

guarantees 
increasing

Continued 
low interest 

rates, cost of 
guarantees 
increasing 

and increased 
regulations on 

No-Lapse 
Guarantee 

ULs

Life 
Insurance 

Product 
Trend

WHOLE 
LIFE

ADJUSTABLE
LIFE

UNIVERSAL
LIFE

VARIABLE 
UNIVERSAL 

LIFE

PRIVATE 
PLACEMENT 

VUL

NO LAPSE 
GUARANTEE

EQUITY INDEX 
UL

VARIABLE 
UNIVERSAL 

LIFE

Rider and 
Investment

Enhancements

Reactionary Product Popularity

Hedge Funds
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Impact of low interest ratesImpact of low interest rates

There are two main impacts;

Inforce Business, and
New Sales



Life Insurance General AccountsLife Insurance General Accounts
Life insurers invest net policy 
premiums into their general account 
to support the interest crediting 
obligations of traditional life 
insurance policies.

All companies typically have an interest 
spread between  what they earn on their 
general account and what the credit to 
each policy.  These spreads vary by 
product but typically range between 50 
– 150 bps.



Life Insurance General AccountsLife Insurance General Accounts

Example 1: Determination of Crediting Rate
Assumed Portfolio Investment Return: 5.00%
Target Interest Spread: 1.00%

Assumed Policy Crediting Rate: 4.00%

Example 2: Effect of 25bps Reduction in 
Investment Return

Assumed Portfolio Investment Return: 4.75%
Target Interest Spread: 1.00%

Assumed Policy Crediting Rate: 3.75%



Life Insurance General AccountsLife Insurance General Accounts
Asset Allocation of General Account for the 25 Largest Life 
Insurance Companies in Terms of In-force Face Amount of 
Permanent Policies

Average
Bonds 69.9%
Mortgages 12.7%
Stocks 3.1%
Real Estate 0.8%
Policy Loans & Premium Notes 3.7%
Cash & Short Term Investments 2.3%
All Other Invested Assets 7.5%  

Total Cash & Invested Assets 100%



Life Insurance General AccountsLife Insurance General Accounts
Investment Grade of Bonds Owned by the 25 Largest Life 
Insurance Companies in Terms of In-force Face Amount of 
Permanent Policies

Investment Grade Average
NAIC Class 1 63.0%
NAIC Class 2 30.4%
Total Investment Grade 93.4%

Below Investment Grade Average
NAIC Class 3 4.3%
NAIC Class 4 1.8%
NAIC Class 5 0.4%
NAIC Class 6 0.1%
Total Below Investment Grade 6.6%



Life Insurance General AccountsLife Insurance General Accounts

Average Maturities of Bond Portfolios for the 25 Largest 
Life Insurance Companies in Terms of In-force Face Amount 
of Permanent Policies

1 Year of less 8.5%
1 to 5 Years 24.7%
5 to 10 Years 28.7%
10 to 20 Years 15.5%
20 Years plus 22.6%
Weighted Bond Maturity 10.9 years



Decline In Historical New Money Rates
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Historical Moody's Investment Grade New Money Interest Rates

Moody's AAA Corporate Bond Yield Moody's BAA Corporate Bond Yield



Rolling Average Represents Portfolio Yield, Lags 
New Money, Continues To Drop
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Historical Moody's New Money and Rolling Average Interest Rates

Moody's AAA Corporate Bond Yield Moody's BAA Corporate Bond Yield

UL Benchmark (Moody's AAA 5 Yr Rolling Average) UL Benchmark (Moody's BAA 7 Yr Rolling Average)



Strong Correlation Between UL Crediting Rates 
And Rolling Average Benchmarks

3.00

4.00

5.00

6.00

7.00

8.00

9.00

Historical Moody's UL Benchmarks vs Sample UL Crediting Rates

UL Benchmark (Moody's AAA 5 Yr Rolling Average) UL Benchmark (Moody's BAA 7 Yr Rolling Average)

Carrier A UL Crediting Rate Carrier B UL Crediting Rate



4

4.5

5

5.5

6

6.5

Ja
n-

14

Fe
b-

14
M

ar
-1

4

A
pr

-1
4

M
ay

-1
4

Ju
n-

14

Ju
l-1

4

A
ug

-1
4

S
ep

-1
4

O
ct

-1
4

N
ov

-1
4

D
ec

-1
4

Ja
n-

15

Fe
b-

15
M

ar
-1

5

A
pr

-1
5

M
ay

-1
5

Ju
n-

15

Ju
l-1

5

A
ug

-1
5

S
ep

-1
5

O
ct

-1
5

N
ov

-1
5

D
ec

-1
5

Ja
n-

16

Fe
b-

16

M
ar

-1
6

A
pr

-1
6

M
ay

-1
6

Ju
n-

16

Ju
l-1

6

A
ug

-1
6

Historical Moody's New Money and UL Benchmark

Moody's BAA Corporate Bond Yield UL Benchmark (Moody's BAA 7 Yr Rolling Average)

Rolling Average Represents Portfolio Yield, Lags 
New Money, Continues To Drop



Continued Downward Pressure
On Crediting Rates

• The current benchmark new money rate is approximately 100 bps below 
the portfolio yield benchmark

• Carriers have been shifting asset allocations to Baa in order to obtain 
additional yield

• Carriers have also been investing further out on the yield curve in 
order to obtain yield

• M Carriers have confirmed that new money rates are approximately 25-50 
bps below general account portfolio yields

• The portfolio yield and crediting rates will continue to merge to the new 
money rate

August 2016
Crediting Interest Rate Change Indication

Aaa Baa
Moody's New Money Rate 3.3% 4.2%
Moody's Rolling Average 3.9%1 5.3%2

Future Crediting Rate Indication -0.6% -1.1%
1 5-year rolling average
2 7-year rolling average



There Will Be Continued Portfolio Yield Drops
Due To Lag Factor (New Money Increase)

Rolling average drops 
approx. 40 bps over 2 
years before rebound



Life Insurance General AccountsLife Insurance General Accounts

Asset Allocation of General Account of Two Whole Life Carriers:

Carrier A Carrier B
Bonds 65.5% 55.3%
Mortgages 15.9% 15.3%
Stocks 1.9% 6.7%
Real Estate 1.0% 0.6%
Policy Loans & Premium Notes 8.4% 8.2%
Cash & Short Term Investments 0.7% 2.1%
All Other Invested Assets 6.5% 11.7%

Total Cash & Invested Assets 100% 100.0%



Life Insurance General AccountsLife Insurance General Accounts
Net Investment Yield’s* of Two Whole Life Carriers:

Carrier A Carrier B
2006 6.31% 6.10%
2007 6.61% 6.05%
2008 6.47% 5.96%
2009 5.09% 5.64%
2010 5.37% 5.63%
Average 5.97% 5.88%

2011 5.30% 5.37%
2012 5.10% 5.06%
2013 4.80% 4.85%
2014 4.70% 4.91%
2015 4.71% 4.57%
Average 4.92% 4.95%



Life Insurance General AccountsLife Insurance General Accounts
Net Investment Yield’s* of Two Whole Life Carriers:

Carrier A Carrier B
2006 6.31% 6.10%
2007 6.61% 6.05%
2008 6.47% 5.96%
2009 5.09% 5.64%
2010 5.37% 5.63%
Average 5.97% 5.88%

2011 5.30% 5.37%
2012 5.10% 5.06%
2013 4.80% 4.85%
2014 4.70% 4.91%
2015 4.71% 4.57%
Average 4.92% 4.95%

2015 Dividend                            5.60%                    7.10%
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Life Insurance General AccountsLife Insurance General Accounts

What does this mean?



Life Insurance General AccountsLife Insurance General Accounts

What does this mean?

Inforce Example

Female Age 58 - NS
$1,600,000 Life Insurance Need

-- $800,000 Base
-- $800,000 D.O.T Term Rider

Whole Life
15 Annual Premiums
Dividend Interest Crediting Rate – 9.00% / As Sold       

Illustrations assumed 7.00% 
Carrier Financials: AAA / Comdex 100%



2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

8.00%

9.00%

10.00%

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23

Dividend / Interest Rate

Whole Life

Original Dividend Rate As Issued Dividend Rate Actual Dividend Rate Guaranteed Dividend Rate

Original Dividend Rate

Actual Dividend Rate

Guaranteed Dividend Rate

As Issued Dividend Rate











Whole Life











Life Insurance General AccountsLife Insurance General Accounts

What does this mean?

New Business Example

Male Age 55 - SPNS
$5,000,000 Life Insurance Need
Universal Life
10 Annual Premiums
Cash Value at Age 100 = $5,000,000
Interest Crediting Rate

Current - 3.75% (years 1-10), 4.25% (years 11+) 
Guaranteed - 2.50% (years 1-10), 3.00% (years 11+)

Carrier Financials: AAA / Comdex 99%



















Why Does Life Insurance Need to be 
Managed and Analyzed Post-Purchase?

Why Does Life Insurance Need to be 
Managed and Analyzed Post-Purchase?

Life insurance is perceived to be a static annual expense, whereas – just 
like an investment portfolio – it is a dynamic asset that requires active 
management.

Due to their complex internal components, life insurance policies actually 
shift post-purchase. Market factors affect policy performance. What your 
clients bought is most likely not what they currently own.

As a result of the United States’ sustained low interest-rate environment, 
most policies purchased more than 10 years ago are not performing as 
anticipated. If they are not thoroughly analyzed and tended to, they will 
collapse.



Together with Your Clients, Consider 
the Following Five Questions

Together with Your Clients, Consider 
the Following Five Questions

Has your insurance portfolio been thoroughly reviewed in the past three 
years (note: an In-force Illustration does not represent a thorough 
review)?

When you receive your annual premium notices, do you recall why you 
purchased the insurance and how it’s structured?

When you receive your annual premium notices, do you recall how the 
premium dollars serve to fund your insurance policies?

If you own more than $5 million of insurance, does your portfolio 
include diverse product types and insurance carriers?

If you own multiple policies, does your portfolio include products from a 
variety of insurance manufacturers?



Thank you
&

Questions?



This Information is only for use with clients (1) who are Accredited Investors within the meaning 
of Regulation D under the Securities Act of 1933 ("Regulation D") and Qualified Purchasers within 
the meaning of the Investment Company Act of 1940; and (2) who have a pre-existing relationship 

with M Holdings Securities, Inc. sufficient that such use would not constitute a general 
solicitation to purchase any securities within the meaning of Regulation D.  Under no 

circumstances shall this Information be deemed an offer to sell or solicitation to purchase any 
securities.  No action has been or will be taken in any jurisdiction that would permit a public 

offering of any securities or possession or distribution of the Information.  

Private Placement Life Insurance products are unregistered and not subject to the same 
regulatory requirements as registered variable products. Variable life are long-term investments 

and may not be suitable for all investors. Investments in variable life insurance are subject to 
fluctuating values of the underlying investment options and entail risk, including the possible loss 

of principal.

Variable life insurance products are long-term investments and may not be suitable for all 
investors. An investment in variable life insurance is subject to fluctuating values of the 

underlying investment options and it entails risk, including the possible loss of principal.

Investors should consider the investment objectives, risks, charges and expenses of any 
investment product carefully before investing. This and other important information about the 

investment is contained in the product offering statement, which can be obtained by calling (214) 
360-9292. Please read it carefully before investing.

Pursuant to IRS Circular 230, we notify you as follows: The information contained in this 
document is not intended to and cannot be used by anyone to avoid IRS penalties. This material is 
intended for informational purposes only and should not be construed as legal or tax advice and 

is not intended to replace the advice of a qualified attorney, tax advisor or plan provider.

Capital Plan, Inc. is an independently owned and operated Member Firm of M Financial Group.  
Securities Offered Through M Holdings Securities, Inc., A Registered Broker Dealer, Member 

FINRA / SIPC.

1564-2016
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