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ATTACHMENT TWO-A 

St.ate of California 
Department of Insurance 

Actuarial Division 
3450 Wilshire Blvd. 

Los Angeles, CA 90010 

September 30, 1992 

From: W. Harold Phillips, Senior Life Actuary
Subject: Additional Data for Proposed Ledger Illustration Law 

This memo provides the information requested by Mark Rakich in his memo of 9/18/92 for legislation proposed by the 
department. 

1. Regulation of the preparation and use of sales ledger illustrations employed in the sale of permanent life insurance
and deferred annuities.

2. The problem: misleading sales illustrations structured as inducements to buy· rather than helpful tools in
understanding the workings of the product or as a comparison between products of competing companies. In addition many
purchasers as well as agents do not understand what an illustration is and what it is not.

Most agents, Companies and actuaries agree that there is a problem and that something needs to be done. The industry 
appears to be in gridlock on this matter. The proposed legislation will break the gridlock and force solutions. Regulations 
seem to take too long and can get bogged down (e.g. OAL). Legislation is preferable. It will permit purchasers to make 
better purchase decisions in the purchase of life insurance and deferred annuities. It will force companies to avoid 
gimmicks and concentrate on competing on the basics: better value for your insurance dollar. 

Current regulation of illustrations is very weak. Companies and agents can do pretty much as they please .. 

3. Sales illustrations will. have to· conform to the principles and rules of the legislation and any regulations flowing
therefrom. The new law will impact all life insurance companies and their agents that market permanent life insurance
and deferred annuities.

4. To our knowledge, only the actuarial division has been involved in the problem and has given consideration to possible
solutions. The contact person is Harold Phillips 213-677-7582 in Los Angeles, or other life actuaries.

5. The draft legislation is attached.

6. Consumer groups and consumerists will applaud the legislation. This is somewhat complex area and we are not aware
of other ideas arising from consumer groups to solve the problems. Most consumers are not aware of the problem, until the
company pays less than they were· expecting. The lack of understanding of what an illustration is and is not comes to the
fore.
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