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Insurance or Investment?

Recently NASCAR driver Kyle Busch and his wife Samantha released a video to Facebook and X explaining
how they lost a lot of money implementing what they thought was a safe retirement planning strategy. On
the recommendation of a “financial advisor” they purchased an Indexed Universal Life (IUL) life insurance
policy because they were told it would provide a tax-free retirement plan, instead they lost more than
$8.5 million of the $10.4 million they paid in premiums.

Let’s start with how IULs work, they are life insurance products that offer a death benefit, along with a
cash value within the policy. The cash value can grow over time based on interest “credited” with the
amount of the credit tied to the performance of a chosen index, for example the S&P 500. What makes
these policies sound so enticing is that you are told you get to enjoy market upside, up to a certain point,
but more important you don’t have to deal with volatility and any downturns in the market. So, there is a
cap on the upside but loss protection, or a floor, on the downside. If the S&P 500 returns 5% you may
only get credited for 8% but if it returns -20% you lose nothing, you just don’t receive an interest credit
for the year. You also get tax free withdrawals by taking loans from your cash value, avoiding taxes in
retirement. Finally, if the cash value grows enough, you eventually don’t have to make premium payments
anymore. This sounds amazing, almost too good to be true, what could go wrong?!? Well, a lot...

When illustrations are created for policies like these, they rely on several assumptions. Those
assumptions, combined with underwriting, ultimately drive the premium cost. In this case, the illustration
used an assumed rate of return on the cash value. We don’t know the exact rate that was assumed, but
we do know that instead of allocating the cash value to an indexed strategy such as the S&P 500, the
advisor placed it in a low-interest account earning only 1.5%. The illustration also likely assumed a static
rate of return, perhaps around 7% annually. In reality, returns vary year to year, even if these policies
protect against losses by crediting a floor of zero. As a result, the projected cash value growth simply did
not materialize. Compounding the problem, the cost of insurance was extremely high given Kyle’s
profession. Between the rising cost of insurance and the low credited interest, any accumulated cash value
was quickly depleted. Finally, the financial advisor appears to have structured the policy to maximize his
own compensation, reportedly securing a 35% commission. And apparently that wasn’t enough,he also
recommended an internal life insurance exchange a few years after the initial policy was issued. This
exchange provided no economic benefit to the Busch family and instead simply reset the commission
payout in the advisor’s favor.

So, what can we learn from this? | believe you should invest when investing, and you should purchase
insurance when insuring. Using an insurance policy as an investment vehicle works as well as using
investments to create death benefits. There is no insurance product that is as efficient for wealth creation
as good investments, and investments will not give you the leverage a well-placed insurance product will
offer to secure a certain death benefit. There is a reason Warren Buffett owns multiple insurance
companies, he likes to receive not pay premiums, and he likes to use those premium payments to invest in
quality investments.
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DISCLOSURES

Past performance may not be indicative of future results. Historical performance results for investment
benchmarks/indexes have been provided for general comparison purposes only and generally do not reflect
the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor
the impact of taxes, the incurrence of which would have the effect of decreasing historical performance
results. It should not be assumed that an account’s holdings correspond directly to any comparative
benchmark or index. Each index used as proxy for a given asset class/investment category referenced in
this newsletter is a commonly used benchmark for that asset class. An investor may not directly invest in
an index.

Some information in this newsletter is gleaned from third party sources, and while believed to be reliable, is
not independently verified. Other information presented herein is based upon facts derived from publicly
available information, and is also based on certain assumptions, including that there are no additional
changes to current tax law, and that demographic information regarding retirement plan contributions also
remains unchanged.

This material is intended to be educational in nature, and not as a recommendation of any particular
strategy, approach, product or concept for any particular advisor or client. These materials are not intended
as any form of substitute for individualized investment advice. The discussion is general in nature, and
therefore not intended to recommend or endorse any asset class, security, or technical aspect of any security
for the purpose of allowing a reader to use the approach on their own. Before participating in any
investment program or making any investment, clients as well as all other readers are encouraged to consult
with their own professional advisers, including investment advisers and tax advisors. Barrister can assist in
determining a suitable investment approach for a given individual, which may or may not closely resemble
the strategies outlined herein.

Barrister is registered as an investment adviser within the jurisdictions in which it is required to do so,
Registration as an investment adviser does not imply any certain degree of skill or training. Barrister’s
ADV Firm Brochure is available at www.Barrister.net



