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What are both short-term and long-term approaches to ensure
consumers receive reasonable expectations for index annuity
returns at the point-of-sale?

LICAC is concerned that while annuity and life policy illustrations are
intended to show how the policy dynamics (expenses and credits) WORK,
illustrations are almost always perceived as a “projection” of policy values. In
LICAC’s experience, policy illustrations are often used by agents to create
and set buyer expectations. This occurs whether it’s to show “my policy is
better than their policy,” or (especially for life insurance crediting rates
subject to AG49) “regulators have dampened the results you’re likely to
achieve - so this [illustration] is more conservative than you’re likely to
experience."

Annuities are not an investment, but accumulation annuities are often

sold as investments or retirement plans. And the more complex the policy
(again, annuity or life), the more likely the agent will use the policy illustration
as the means to explain and sell the policy.

Attached is a page from an F&G Flexible Premium Index Deferred Annuity -
specifically the “Hypothetical Aggregate Summary Based on Current
Rates.” Out of a 25-year display of possible values with varying hypothetical
annual rates, there occur five instances of (highlighted) unrealistic
“returns."” As aresult, a consumer would infer that an “investment” of
$250,000 could grow to almost $7 million over 25 years. Separately
calculated, the internal rate of return is 14% over the displayed 25 years.

Policy complexity is a problem for most consumers, but policy illustrations
are the REAL problem. Even if the agent doesn’t specifically intend to use the
illustration as a projection of outcome, the consumer will almost always
interpret the illustration as a projection.



In addition to the overall dilemma of policy illustrations used as a proxy for
understanding the product, we are also concerned about the use of
proprietary or “engineered” indices — and the influence on illustrated values -
for both annuity and life products. We support limiting the use of hypothetical
historical look-back methods of displaying index credits on recently created
indices.

When the NAIC last broadly addressed the use of life insurance illustrations in
1995, it adopted Life Insurance Illustration Model Regulation #582. Variable
universal life was explicitly excluded from that regulation, and Indexed
products had not yet appeared in the marketplace and therefore could not be
addressed in the Model. NAIC’s Model 245 attempts to similarly regulate
annuity illustrations, but the Model has not been widely adopted.

The short-term and long-term approaches to consumer understanding of
complex annuity and life products should capitalize on available technologies
and an appreciation for consumer learning and buying style profiles.

e 30vyears ago, three-page policy illustrations were the norm before the 1995
Model Regulation, but 50+ page illustrations soon emerged to address the
Model’s requirements, likely an unintended consequence. The consumer
has not been well served by this explosion of data and narratives.

e Research has shown that financial literacy in America is low. That fact, in
combination with compressed attention spans (and “click” frequency!),
points to a completely different paradigm in explaining and proposing
annuity and life products.

In the short-term, we recommend:

o Incorporate graphic images of accumulating value into
illustrations in place of streams of numbers.

o Prohibit straight-line value projections. Not only are they
misleading and of little practical use to the consumer, but the
“projections” are also inaccurate within any accumulation
assumption.



o Remove the numbers; show the graphic (i.e., chart) accumulation
dynamics across at least 5 scenarios, ranging from “optimistic”
to “guaranteed,” in a single chart.

o Determine the 5 scenario criteria and require consistency in use
for all carriers and products.

In the long-term

o Transition away from “paper” illustrations to electronic displays.
Focus on e-tablets and dynamic user controls as the means for
explaining products.

o Incorporate into such a display user controls that allow the
consumer to consider the “what ifs?” of premium/accumulation
scenarios for annuities, and as it relates to life insurance
illustrations, adjustable for age/rate class/death
benefit/premium/withdrawals/loan variations.

o Forlifeinsurance, consider an NAIC-standardized Stochastic
randomizing “engine” to chart 5 accumulation/distribution/death

benefit scenarios, depending on the customer's considerations.

While these are initial considerations, we hope the Working Group will
consider “outside the box” options that will genuinely benefit consumers.
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Attachments:
1. F&G annuity illustration page
2. “The Answer, Dear Brutus, Lies Not in the Life Insurance Products,

But in Policy Illustrations” from the March 2026 edition of The Journal
of Financial Service Professionals
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IN THE CLIENT’'S BEST INTEREST

efits” based solely on policy illustrations is unlikely to
yield satisfactory long-term results."

For product recommendations subject to a high
standard of care (especially for licensed agents held to
a fiduciary duty), our recommended approach is to
identify the client’s minimum acceptable probability
for the lifetime interaction of premiums, cash benefits,
and/or death benefits, then use stochastic analysis to
align the client’s risk tolerance with projected costs and
benefits that target their probability of success. ®

Richard M. Weber, MBA, CLU, AEP (Distinguished), is well
known by insurance agents for his activities on their behalf
in life insurance “due care.” He received the Kenneth Black,
Jr. Leadership Award in 2008 in recognition of his “exemplary
leadership qualities and significant contributions to the fulfill-
ment of the Society of Financial Service Professionals’ core val-
ues of ethics, education, and relationships.” He is president of
The Ethical Edge, Inc.—an Insurance Fiduciary in Pleasant Hill,
CA—consulting to insurance companies, agents, and registered
investment advisors on issues of risk management and insur-
ance planning. A past president of FSP, Mr. Weber has written
hundreds of articles and delivered presentations throughout
the industry on “enhancing client relationships and maintaining
high levels of integrity and ethics.” He has also served on the
adjunct faculty of the School of Personal Financial Planning
at Texas Tech University, is a consumer representative to the
National Association of Insurance Commissioners (NAIC), and
serves on the Standards Resource Commission of the CFP
Board. He can be reached at Dick@InsuranceFiduciary.com.

Gerard J. Vanderzanden, CLU, ChFC, CLTC, is an insurance
planning specialist assisting clients of financial planners and
investment advisors with the implementation of suitable insur-
ance solutions in the client’s best interest. Mr. Vanderzanden
held executive roles at insurance companies, insurance mar-
keting organizations, and a broker-dealer, with responsibili-
ties that have included sales supervision, product manage-
ment, operations, and advanced markets. He can be reached
at vdzanden@outlook.com.
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