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READER’S NOTE

Annuities are an excellent choice for most investors.

A sum of
money is deposited with an insurance company. The company
returns a lifetime income ("immediate" annuity) or credits the
account with tax-deferred growth ("fixed-interest" annuity or
"variable" annuity).

ANNUITY & LIFE INSURANCE SHOPPER helps you sort
through the mysteries behind the different types of annuities.

We report the current rates, account performance and features of

many of the top contracts plus the financial rankings of more
than 250 companies.

If you are well-versed in annuities, you will probably want to

start with our "News and Views" or "Update" sections at the front

of the magazine. There you’ll find our latest survey results on

interest rates and policy performance. If you are a novice, may

we suggest you begin by reading "All About Annuities" in the
back of the magazine (p.54) and then proceed to the "Update"
sections up front.

Research on the strength of annuity issuers can be found in the

section titled "Insurance Company Ratings". We list data from

the main rating agencies; A.M.Best, Standard & Poor’s, Moody’s,

Duff & Phelps, and Weiss Research. Also shown is each com-
pany’s surplus level, junk bonds, and problem real estate.

If you’d like to reach us, please call 800-872-6684. We welcome
your comments and suggestions. Qur brok}?rage representatives
are also available to help you find the right annuity.
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How to Structure an SPDA Contract

"Structuring” an SPDA contract
simply means deciding who
will be the owner, who will be
the annuitant and who will be
the beneficiary.

Annuity contracts, by their
nature, allow for a great deal
of flexibility. But this flex-
ibility allows for so many
possibilities that a potential
buyer can become confused.
The purpose of this article is to
remove most if not all of the
uncertainty, so that you can
benefit from the flexibility
that SPDAs offer. In large
measure, our comments focus
on non-qualified annuities sold
after April 23, 1987.

Several fundamental aspects of
SPDAs are not always clearly
understood. Take the follow-
ing questions:

1. What are the rights of an
owner, annuitant, or benefici-
ary?

2. What happens when an
owner, annuitant, or benefici-
ary dies?

3. Does death of an owner,
annuitant, or beneficiary trig-
ger a distribution and cause an
income tax liability?

In order to meet your lifetime
objectives and to insure an
orderly transfer of annuity
assets at death, it is important
to know how to properly struc-
ture the contract.

THE OWNER

Rights of the Owner

The owner, while living, has

the same rights in the annuity
as in other types of property:

-He can use it as collateral for
a loan.
-He can surrender it for cash.

-He can change the beneficiary.

-He can assign the contract.
-He can give it away.

-He can determine who the
new owner will be at death.

Death of the owner

Death of the owner means
there will be a new owner. The
owner’s death could also trig-
ger a distribution and bring
about a income taxable event.

At the death of the owner the
new owner often is contingent
owner as named in the con-
tract. If there was no contin-
gent owner, the annuity con-
tract provisions will (not all
companies are the same) deter-
mine a new owner. Usually the
spouse or owner’s estate would
be the new owner.

Non-Spousal New Owner

If the now owner was not the
spouse of the decedent, he or
she would have the option
either to elect a lump sum
distribution or to annuitize the
contract. If the latter choice is
made, the annuity period may
not exceed his/her life expect-
ancy and payments must start
within one year of the original
owner’s death.

If annuitization is not elected,
distribution must be made
within five years of death of
the original owner.

Spousal New Qwner

If the spouse of the decedent
becomes the new owner, the
surviving spouse can step into
the shoes of the original owner
with all of the rights of the
original owner, including
continuing tax deferral.
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THE ANNUITANT

Rights of the Annuitant

The annuitant has no rights.
The annuitant is the measuring
life to determine benefits at
maturity.

Death of the Annuitant

The death of an annuitant
triggers a distribution and an
income tax liability to the
annuitant’s beneficiary named
in the con-tract. As already
mentioned, the beneficiary of
the annuitant may either elect
a lump sum distribution or
elect an annuitization settle-
ment within 60 days of the
annuitant’s death. Annuitiza-
tion spreads the tax liability
equally over the term of the
option elected.

BENEFICIARY

Rights of the Beneficiary

If the beneficiary is revocable,
the owner of the contract can
name a beneficiary at any
time. If the beneficiary is
irrevocable, the owner can
make no change in the contract
without the approval of the
irrevocable beneficiary.

Death of the Beneficiary

If the beneficiary dies, the
owner will name a new bene-
ficiary.

Other Considerations
Age 59 1/2 Penalty - The IRS
says the age 59 1/2 penalty
rule applies to the "tax payor."
The owner is the "tax payor"
during deferral and the ow-
ner’s age could trigger the 10
percent penalty. Upon annui-
tization the "tax payor" is the
annuitant and the annuitant’s
(cont’d)
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How to Structure (cont’d)

age could trigger the 10 per-
cent penalty (For exceptions to
the 10 percent penalty, see
companion article in this issue).

Federal Estate Tax

The value of the annuity at the
time of the owner’s death will
be his/her estate.

Gift Tax

A gift of the contract, other
than to a spouse will be subject
to gift tax. Payments received
by the annuitant or the bene-
ficiary of the annuity will be
considered a gift from the
owner.

Income Tax

Those responsible for reporting
gain in an annuity as income
are the ones who receive the
money. This could be the
owner, the beneficiary of the
owner, the annuitant, or the
beneficiary of the annuitant.
Their cost basis will be the
same as the cost basis of the
original owner.

Rights of Creditors

The protection of owners,
annuitants, or beneficiaries is
determined by state laws.

A basic understanding of how
to properly structure an annui-
ty, along with the associated
tax consequences, is extremely
important. The foregoing
discussion is only intended to
provide a basic understanding.
In more complex situations, we
urge you to seek adequate tax
guidance from a trusted pro-
fessional.

(Reprinted with permission
from Broker World magazine,
February 1993. Excerpted
from article by T. Streiff and
D.C. Brown.)

Stock Investors Take Heed ‘

Stock market investors may
want to proceed with caution
as the red flags are out. Here’s
why: there is a reliable pattern
in the direction of stock prices
during the four years of a
presidential term. About a
year and a half before an
election, the old administration
usually manages to have the
economy look like it’s in good
shape. Interest rates are low
and any adverse economic
policies are kept to a minimum.
About this same time stocks
begin to rally.

This stock boom usually lasts
into the first year of the next
4-year term and typically peaks
from the eighth to the twelfth
month of the new term. The
weak market that follows often
lasts into the second year. This

cycle has been on track since
January 1, 1993, the Dow
industrials have advanced 9.3%,
a bit more of an upswing than
seen in the first eleven months
of the average cycle.

Some economists think that
President Clinton’s fiscal
programs will trigger a stock
market setback. With these
patterns and indicators, a smart
investor should focus on cheap-
ly priced shares which others
have passed over. The safest
approach, when you realize
some profit is to keep the
proceeds in cash. Investors may
want to keep their eyes on the
trends and proceed with cau-
tion. These patterns are sure to
be repeated with each new
presidential term.

Revenue Ruling 90-24 Permits TSA Transfers

In Revenue Ruling 90-24, the
IRS outlines procedures for
tax-free exchanges between
various TSA investments.

Before this ruling, the only
authorized method of conduct-
ing an exchange was granted
by Revenue Ruling 73-124 and
made use of a binding transfer
agreement signed by the TSA
policyholder. Although Ruling
73-124 provided a means for
tax-free transfers, it left many
questions unanswered concern-
ing TSA transfers. Revenue
Ruling 90-24 replaces Ruling
73-124 and sets forth pro-
cedures for direct transfers
between insurance carriers and
other funding agents. The
newer ruling also provides

6 Jan.-Mar. 1994 ANNUITY & LIFE INSURANCE SHOPPER

guidance on two other pre-
viously unanswered questions.
First, the ruling permits partial
transfers between TSA ac-
counts. This means that you
may transfer, tax-free, all or
any portion of one TSA ac-
count. Previously, it was not
clear that partial transfers
were permitted.

Second, it sanctions tax-free
transfers of TSA funds bet-
ween mutual funds and annui-
ties if certain minimum distri-
bution restrictions are provided
in the new account.

The increased flexibility creat-
ed by Revenue Ruling 90-24
will benefit all policy holders.

\\
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Taxation of SPDA

The most significant feature of
deferred annuities is the provi-
sion which allows for the
deferral of income tax until
annuity cash values are dis-
tributed. This is what sets the
annuity apart from bank
accounts and other forms of
saving.

Distributions from an deferred
annuity contract can occur in a
variety of situations. The tax
code make an important dis-
tinction between cash with-
drawals that are arbitrary
(both in time and amount) and
"benefit payments" that are
made at regular intervals over
an extended period.

For those distributions which
are cash withdrawals made
before the annuity starting
date, a further distinction must
be drawn between qualified
and non-qualified annuities. A
qualified deferred annuity is a
contract that is established
with "pre-tax" funds, such as
an IRA or a pension plan.

This means that the original
premium represents money for
which no income taxes have
yet been paid. Because of this,
all withdrawals usually repre-
sent income that is fully tax-
able. More will be said about
qualified annuities later.

With an non-qualified or
"after-tax" annuity, the tax
consequences for withdrawals
depend on a number of factors.
A non-qualified deferred
annuity is a contract in which
the original premium deposit
was made with funds that have
already been taxed. Put anoth-
er way, a non-qualified de-
ferred annuity is a contract
that is purchased with "after-
tax" money. If such an annuity

was established before August
14, 1982, the contractholder is
permitted to withdraw cash
from his account tax-free until
the total withdrawals equal the
original investment in the
contract. Any subsequent
withdrawals are fully taxable,
since they represent a return of
credited interest or other
earnings. This is commonly
referred to as the "first in- first
out" (FIFO) accounting method.
The owner of such a deferred
pre-August 14, 1982 annuity
may even exchange it for
another annuity contract and
retain the right to make with-
drawals tax-free up to his
basis.

The rules governing how
withdrawals from non-quali-
fied annuities are to be taxed
changed significantly in 1982.
For contracts issued after
August 13, 1982, the initial
dollars withdrawn, borrowed,
or used as security for a debt
are viewed as taxable return of
interest or other earnings
credited. This is called the
"last in-first out" (LIFO)
method of accounting. Once all
the interest earnings have been
recognized, additional with-
drawals represent the original
cost basis and therefore can be
received tax-free.

The above remarks apply to
annuities owned by "natural"
persons. When a corporation or
a trust buys an annuity and
retains ownership, the contract
is said to be held by a "non-
natural" person. If such an
annuity was established after
February 28, 1986, the benefits
of tax deferral no longer apply.
All earnings credited to the
contract represent ordinary
income, even if no withdrawals

Benefits

are made. This is not true,
however, for interest earned on
pre-February 28, 1986 con-
tracts. Such annuities continue
to receive the benefits of tax
deferral.

There are also several situa-
tions in which an annuity held
by a non-natural entity does
retain tax-deferral status.
Examples include contracts
purchased to fund a qualified
plan, to fund qualified plan
benefits of a terminating
employee, to purchase an
immediate annuity, or to fund
periodic payments for damages.

Premature distributions

The IRS regards deferred
annuities as investment vehi-
cles designed to provide income
at retirement. Therefore, tax
law discourages the use of an
annuity as a short-term invest-
ment. If cash withdrawals are
taken from the contract prior
to age 59 1/2, a further tax
penalty of 10% is likely to be
imposed in addition to the
regular income tax that would
be due. The effect of this rule
is to increase the levy on a
withdrawal of credited interest.
For example, if the annuity
owner is in the 28% tax brack-
et, he will have to pay tax at a
38% rate for any portion of the
withdrawal that represents
income.

There are certain exceptions to
the 10% premature withdrawal
penalty. These permit distribu-
tions of credited interest
without imposing the 10%
penalty, even when the distri-
butions occur before the owner
most common examples include
the following: (1) disability of
the annuity owner, (2) a distri-
(cont’d)
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Taxation (cont’d)

bution which is allocable to
deposits made prior to August
14, 1982, (3) death of the
annuity owner, (4) conversion
of the contract to an imme-
diate annuity with payments
commencing within a year of
purchase; and (5) a series of
substantially equal periodic
payments for the life or life
expectancy of the owner or the
joint lives or joint life expect-
ancies of the owner and a
designated beneficiary.

Substantially Equal Payments
Payments made under the last
exception are subject to recap-
ture if the payment schedule is
changed prior to the owner’s
age 59 1/2 or within five years
of the first payment. The rules
for establishing substantially
equal payments are, first, that
you must make a withdrawal
each year. Once you start
taking annual payments, you
cannot stop until the later of
your age 59 1/2 or five years.
Second, payments must be set
up under one of three IRS-
approved methods.

For payments associated with
pre-tax or qualified monies,
any of the three methods may
be used. For non-qualified
funds, only the so-called Life
Expectancy method is accept-
able. This method requires the
determination of a "distribu-
tion amount" using the Decem-
ber 31 account balance and a
life expectancy multiple.

This amount can further be
determined using either a so-
called "recalculation” or a
"nonrecalculation" method.

The IRS has specified in a
private letter ruling that the
series of substantially equal
payments exception won’t
apply if the method the tax-
payer selects doesn’t create a

fixed or determinable payment
stream. The method elected
can’t be a discretionary with-
drawal. Further details sur-
rounding this issue are complex
and beyond the scope of this
brief article. For further
clarification, you are advised
to consult legal or tax counsel.

Benefit payments after the
annuity starting date

In contrast to cash withdraw-
als, annuity benefit payments
are fixed amounts paid at
regular intervals for more than
one year. In the case of non-
qualified deferred annuities,
these payments are made up of
two components: (1) nontaxable
return of premium and (2) tax-
able interest earnings. The two
amounts are determined ac-
cording to an "exclusion ratio."
This ratio is applied to each
payment to determine the
portion that is excludable from
income.

Changes in tax law have af-
fected how the exclusion ratio
is both calculated and applied.
For instance, before enactment
of the Tax Reform Act of
1986, the ratio was set at the
annuity starting date. If the
annuitant outlived his or her
life expectancy, he could end
up excluding from income an
amount greater than his origi-
nal premium deposit. For
annuities with a starting date
that occured after December
31, 1986, the exclusion ratio
applies until the annuitant has
excluded an amount equal to
the principal. After that, any
remaining payments are made
up entirely of ordinary income.
If the annuitant dies before
the entire basis is recovered,
the unrecovered amount can be
claimed as a deduction in the
annuitant’s final tax return.

The exclusion ratio is calculat-
ed by dividing the original

investment in the contract by
the expected return. In the
case of a life annuity, the
expected return is the monthly
payment amount times the
annuitant’s life expectancy.
Separate calculations are made
for joint and survivor and
other types of immediate
annuities.

Tax-free Exchanges

A non-qualified deferred
annuity can be exchanged for a
new contract held by the same
or a different insurance
company, without exposing the
contract holder to any tax
liability. This tax-free transac-
tion is commonly referred to as
a "1035 exchange," as the rules
governing it are found in
section 1035 of the Internal
Revenue tax code.

Typically, the owner assigns
the old annuity to the in-
surance company offering the
new annuity. The insurance
company surrenders the old
policy on behalf of the owner
and, when it receives the
surrender proceeds, issues the
new annuity.

For the exchange to qualify as
tax-free, (1) the same person
must be the annuitant on the
new as on the old contract; (2)
the entire balance of the old
contract must be exchanged for
the new one--partial exchanges
aren’t recognized; and (3) the
new contract must carry the
same maturity or retirement
date as the old one.

Death benefits

Unlike life insurance, an
annuity death benefit usually
is not tax-free to the benefici-
ary. The gain, if any, is tax-

- able as ordinary income. The

gain is the death benefit, plus

any dividends or other distrib-

uted amounts, that were ex-
(cont’d)
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Taxation (cont’d)

cludable from income, minus
the gross premiums.

If no settlement option was in
effect at the time of the annui-
tant’s death (i.e. the contract
had not been "annuitized"), the
beneficiary can defer tax on
the gain by electing an annuity
settlement option. The benefi-
ciary’s exclusion ratio is based
on the premiums the original
owner paid for the contract.

The Tax Reform Act of 1984
established distribution re-
quirements that apply to con-
tracts issued after January 18,
1985. If the contract had not
been annuitized at the owner’s
death, the beneficiary can elect
(1) to receive the proceeds
within five years from the date
of the owner’s death, or (2)
elect within one year of the
owner’s death to receive the
proceeds for life or a fixed
period not to exceed the bene-
ficiary’s life expectancy.

If an annuity distribution be-

gan before the owner’s death,

the remaining portion must be
distributed to the beneficiary

at least as rapidly as under the
method used while the owner

lived.

If the beneficiary is the annui-
tant’s spouse, special treatment
is accorded under the law. As
with any beneficiary, the
spouse may take the death
benefit within five years or
annuitize it within one year.
But in addition, he or she may
take over ownership of the
contract and defer distribution
until reaching the retirement
age set forth in the decedent’s
annuity.

If the spouse elects the deferral
option, he or she keeps the
original annuity serial number

and changes, usually by hand,
the ownership of the policy to
his or her name. By this ac-
tion, the surrender charge
period doesn’t run anew.

QUALIFIED ANNUITIES

The tax treatment of distribu-
tions from qualified plan
annuities varies depending on
the type of qualified plan
involved. Generally, distribu-
tions (that is, both cash with-
drawals and annuity benefit
payments) are subject to regu-
lar income tax rules. In certain
cases, they are also subject to
additional excise or penalty
taxes.

Cash Withdrawals

Cash withdrawals from a quali-
fied plan annuity received as
part of a qualified plan distri-
bution are taxed like with-
drawals from non-qualified
annuities. This means that
withdrawals are treated as
taxable income to the extent of
interest earnings on the premi-
um payments to the contract.
This is significant only if the
plan is contributory.

A contributory plan is one that
allows an employee to contrib-
ute nondeductible amounts to
his retirement account. Because
taxes have already been paid
on these contributory amounts,
the employee is entitled to
receive any nondeductible
contributions tax-free.

Cash withdrawals taken prior
to age 59 1/2 will also be
subject to the same 10% prema-
ture distribution penalty as
non-qualified annuities. This
penalty can be avoided if dis-
tributions are the result of
death, disability, or are part of
a series of substantially equal
periodic payments made at
least annually for the life or

10  Jan.-Mar. 1994 ANNUITY & LIFE INSURANCE SHOPPER

joint life expectancy of the
participant and his or her
designated beneficiary.

Annuity Benefit Payments

In a contributory qualified
plan, each distribution consists
of a taxable and non-taxable
portion based upon the "exclu-
sion ratio." The exclusion ratio
is calculated by dividing the
employee’s premium payments
to the contract by the expected
return. The result is multiplied
by the total amount received
during the year. This produces
the benefit payment amount
received tax-free. The remain-
der of each benefit payment is
includable in gross income.

If the plan is non-contributory,
the employee has made no
personal premium payments to
the contract and all distribu-
tions are fully taxable.

There is also a safe harbor
method of calculating tax
treatment of annuities. Certain
conditions must be met to use
the safe harbor method. When
applicable, the safe harbor
method eases the calculation of
the amount to be excluded
from taxation.

Lump Sum Distributions
This type of distribution is
taxable as ordinary income.
Cash withdrawals from a
qualified plan annuity (other
than an IRA) as part of a
qualified lump-sum distribu-
tion may be eligible for five-
or ten-year forward averaging.
Forward-averaging is only
available if the individual has
been an active plan participant
for at least five taxable years
prior to the distribution.
Distribution in excess of cer-
tain amounts may be subjected
to a 15% excess distribution
penalty.

(cont’d)
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Taxation (cont’d)

Rollovers

An individual receiving an
eligible rollover distribution
from his or her employer’s
pension or profit-sharing plan
can roll the distribution to an
IRA or to another qualified
plan. Also, rollovers can occur
from one IRA to another, but
only once a year. All monies
rolled over avoid taxation until

actual distribution from the
IRA occurs.

Death Benefits

The beneficiary of a decedent
is subject to income tax on
death benefits payable from a
qualified plan annuity. Pay-
ments of up to $5,000 may be
exempt from income tax if
they are distributed directly
from the qualified plan.

The above remarks concerning
qualified plan annuities are
general in nature and are based
on tax rules that cover a much
more extensive range of factors
than have been addressed here.
It is extremely important,
therefore, that you seek profes-
sional advice on the tax conse-
quences of a qualified annuity
in your own particular situa-
tion.

Tax Laws Prompt Smart Executive Comp. Moves

In a climate of increasing tax
rates, deferring compensation
can help executives retain more
of their income in the long
run. As most executives know,
any benefits promised under
the non-qualified plan must be
subject to the claims of general
creditors. Since a larger propor-
tion of retirement and benefits,
and deferral opportunities will
be offered under such non-
qualified plans, executives
should take a closer look at the
types of benefits and interest
credited under such plans, as
well as security devices used in
conjunction with such plans.

Put your trust in the ultimate
security device. With a major
increase in the amount of
benefits being provided under
non-qualified programs, all
opportunities should be ex-
plored to increase the security
of the promises made to execu-
tives under such plans.

In recent years, a number of
strategies have evolved to pro-
vide such additional security.
In this regard, certain trust
devices have been of primary
importance in offering execu-
tives different forms of securi-
ty for their benefits. The most
common technique is known as
a "Rabbi" trust.

The trust takes its name from
an Internal Revenue Service
private letter ruling requested
by the rabbi of a congregation
regarding a non-qualified
benefit plan for its religious
leader. The ruling provides
that money can be set aside in
a trust for funding a non-
qualified benefit plan so long
as the assets of the trust are
still subject to the claims of
general creditors.

While this does not offer pro-
tection from insolvency of the
company, it does create a
funded promise protected from
the cash-flow needs of the
company or a change in
management following the
executive’s retirement.

In this way, should the compa-
ny have a change of heart re-
garding promises made under a
non-qualified benefit program,
a funded trust would be avail-
able to continue the benefits
promised to the executive.

A variation of the Rabbi trust
is the so-called "Secular" trust.
Recent IRS private letter
rulings have also spelled out
the tax ramifications of these
arrangements. While not pro-
viding the income tax advan-
tages of the Rabbi trust, the

Secular trust offers full securi-
ty for the executive’s benefits.
While some advisers have
questioned the viability of
these programs in light of the
IRS rulings, the Secular trust
still offers advantages which
will be of increasing impor-
tance to executives after the
enactment of the tax increases
of the Deficit Reduction
program.

As more benefits are funneled
through non-qualified plans, at
least a portion should go into a
fully secured Secular trust
arrangement.

Now is the time to develop the
right executive compensation
strategies. The IRS requires
that a deferred compensation
plan be in place prior to the
time an executive performs the
services to which the compen-
sation to be deferred relates.
Unless plans were in place
prior to the 1993 tax year, a
deferral opportunity may not
be available.

(Reprinted with permission
from National Underwriter,
Copyright 1993, The National
Underwriter Company, Life &
Health/Financial Services
Edition, August 23, 1993))
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Term Life Insurance

Term Insurance 1s well suited
to several types of business and
personal insurance needs.

Term coverage requires cash
outlay and offers high face
amount protection for limited
periods.

Many start-up businesses strug-
gle with the availability of
credit. A buy/sell agreement is
often used to plan for the sale
of the business in the event of
the death of one of the owners.
If the bank knows the buy/sell
agreement is funded by in-
surance, the business’s credit
line may be increased - which
can benefit a new business
tremendously. Any type of life
insurance can by used to fund
a buy/sell agreement, but for
start-up companies, term may
be the most affordable. As the
business grows, the option to
convert to cash value products
can be appealing, especially if
the health of any of the

owners declines. A cash value
product is also a good vehicle
for funding non-qualified or
qualified employee benefits.

Term insurance can also play
an important role in personal
protection. The greatest need
for life insurance typically
occurs during a family’s child-
rearing years, when the amount
of income available for in-
vestment is often most limited.
Low-cost term packaged with a
step-rate disability income
policy may be the best combi-
nation for a young family.

As the term market has
evolved, it has also become
more competitive. In choosing
a term insurance product, or a
term company for that matter,
what factors should you con-
sider? First, let’s look at
what’s out there.

The most common types of
competitive term products
today are Annually Renewable
Term (ART) and fixed-period
level term (most companies
have 10-year level term). ART
generally has a very low entry
premium, which rises every
year. Premiums begin lower
than with a fixed-period
product and become more
expensive than 10-year level in
the fifth to sixth year. ART
works well when conversion is
likely within a few years.

Fixed-period level term pro-
ducts provide protection at a
minimal, level cost for a fixed
period. Thereafter, the costs
begin to increase annually.
The stability of premiums for
a fixed-period policy can be a
major benefit.

Pricing is another important
consideration when choosing a
term product. The best advice
is to look beyond the first-year
premium. Some companies use
a much lower initial premium,
but through premium increases
over the years, the overall costs
become much higher.

Probably the single most
important feature of any term
product is its convertibility
option. You should look for a
policy with the ability to
convert to products in the
regular product line sold by
the company. If you can only
convert to a specialized conver-
sion policy, prices on that
conversion policy may skyrock-
et. With that approach, it is
often only the poorer risks who
will accept the higher-priced
conversion policies, driving
costs even higher.

If you are about to enter into a
long-term relationship with the
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insurance company, make sure
it is a solid financial institu-
tion that offers a diverse
product line.

There are several underwriting
differences among companies.
You should have a solid under-
standing of the various under-
writing categories each compa-
ny uses. For example, not all
companies offer a preferred
class, especially a preferred
smoker class. One company’s
definition of preferred class
will likely vary from another
company’s. Be sure to look at
class differences when compar-
ing rates. For example, some
companies may require "never
smoke" or "three year nonsmok-
ing" to be preferred. Others
only require one year.

If there is a chance you are not
a preferred risk, make sure you
are using the classification you
think you are most likely to
receive. Also, be sure you
understand how the company
uses birth dates to calculate
premiums. The way of deter-
mining your "age" may differ
from company to company,
depending on whether the
calculations is based on your
age at your last birthday or on
your age at your nearest birth-
day.

Finally, the cost of riders also
varies. Be sure to consider the
cost of the total package, not
just the base policy premium.
One key rider is waiver of
premium. This rider allows
coverage to continue when the
insured is disabled and cannot
pay. An unusual feature to
look for is a waiver of premi-
um that will change the term
policy into a paid-up perma-
nent contract at age 65 if
disability occurs. Few term
policies offer a waiver in this
form. Most only waive premi-
(cont’d)



NEWS AND VIEWS

Term Insurance (cont’d)

ums to the end of the term
period. After that, the insured
has no coverage.

The accidental death benefit
rider pays additional benefits.
Often, there is a maximum of
$250,000 per life.

The accelerated benefit rider
allows an insured diagnosed
with a terminal illness to
obtain all or part of the bene-
fits prior to death. But few
companies offer this benefit on
term products.

Given the scope of products,
there’s a great need to under-
stand fully the nuances of the
term products available.

(Excerpted with permission
from Life Association News,
April 1993)

Appeals Court Reverses
Decision on Fiduciary
Status of Insurance
Agent

In an important decision
regarding the fiduciary status
of life insurance agents under
ERISA, the Fifth Circuit Court
of Appeals has reversed a prior
court ruling that had held that
such status existed. As a re-
sult, this case may become an
important authority for pro-
tecting life insurance agents
and other plan advisors against
potential fiduciary liability
under ERISA.

A 1992 Louisiana district court
decision held that an insurance
agent was a fiduciary to a
profit-sharing plan to which he
sold a whole life insurance

policy. Because the primary
purpose of a qualified retire-
ment plan is to provide retire-
ment benefits, the plan can
provide life insurance death
benefits only if those benefits
are incidental to the retirement
benefits. In determining what
is incidental in the context of
whole life insurance, the IRS
allows premium payments that
are less than 50% of the ag-
gregate employer contributions
and forfeitures allocated to the
participant’s account balance.
In Schloegel v. Boswell, 800 F.
Supp. 468 (D.C. La, 1992), the
district court held that because
the plan had purchased life in-
surance on a plan participant
with premiums in excess of
one-half of the contribution to
that executive’s account, the
ERISA rule on incidental
benefits had been violated,
and, as such, the life insurance
agent had violated the fiduci-
ary requirements of ERISA.

The district court concluded
that the agent, Mr. Boswell,
was indeed a fiduciary after
applying what it described as a
"liberal construction" of
ERISA. It pointed specifically
to the strong relationship that
the agent had with the bank
involved, its management
employees and the plan admin-
istrator, deciding that he was
"...clearly more than a mere
salesman." In the court’s view,
he had sufficient discretionary
authority and control to be a
plan fiduciary.

On appeal, the Fifth circuit
agreed that it was possible for
a plan consultant to become a
fiduciary even though the con-
sultant did not have the formal
title. However, the appeals
court found that Mr. Boswell
failed to satisfy the regulatory
requirements for becoming a
fiduciary. Therefore, the
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appeals court reversed the
district court decision.

Under one of the ERISA defi-
nitions of a fiduciary, the
individual must have discre-
tionary authority or discretion-
ary control respecting manage-
ment of the plan or must
exercise any authority or
control over management or
the disposition of its assets.
The appeals court held that Mr.
Boswell did not have the neces-
sary authority in this case,
despite his close relationship
with the bank and the plan
administrator. It was clear
that Mr. Boswell had made no
decisions regarding the invest-
ments made by the plan; in
fact, he made only presenta-
ttons to the board of directors
on the type of investments he
would recommend. It was also
clear that the plan trustees
reviewed his recommendations
and sought independent advice
on those recommendations.
Thus, the court felt that Mr.
Boswell had made only an
investment proposal, not an
investment decision, and was
not a fiduciary under this
definition.

Because he lacked the neces-
sary authority and control over
the plan investments, and
because there was no underly-
ing agreement that his advice
would serve as the primary
basis for investment decisions,
Mr. Boswell was held not to be
a plan fiduciary and not sub-
ject to the penalties under
ERISA,

This decision is quite import-
ant in its recognition of the
difference between investment
proposals and investment deci-
sions. In addition, mere pre-
sentations, even by well-placed
friends of the employer or
trustee, do not thus qualify the
consultant as a plan fiduciary.
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IMMEDIATE ANNUITIES UPDATE

The annuity income rates in Tables 1 and
2 illustrate the amount of monthly imme-
diate annuity income purchased for every
$1,000 of premium. These calculations
assume the first check is paid one month
after the date of deposit and include all
fees and commissions except state premi-
um taxes, if applicable.

Tables 1a, 1b, and lc give the rates for
QUALIFIED immediate annuities, ie., for
annuity policies which are purchased with
funds that until now HAVE enjoyed tax-
qualified status as defined by the Internal
Revenue Code. These typically include
company pension annuities and annuities
purchased with pension distributions, IRA
rollover accounts, and the like. Because no
taxes have yet been paid on these quali-
fied funds, each monthly check derived
from such deposits are fully taxable as
income when received. Tables 2a, 2b,
and 2c¢ below, give the rates for NON-
QUALIFIED annuities, ie., for annuities
which are purchased with after-tax pro-
ceeds, such as money from a CD or sav-
ings account. These funds HAVE NOT
not enjoyed any tax-qualified status.
Because these funds have already been
taxed once before, that portion of each
monthly check which is considered a
return of the purchaser’s investment (or
principal) is not taxed again (ie., excluded
from income). Since most insurance
companies will pay a different income for
the same dollar deposit depending on the
tax status of the funds, it is important to
consult the correct table (Qualified vs.
Nonqualified) when estimating annuity
income.

In addition to properly identifying the tax
status of an annuity deposit to determine

the income level, the annuitant’s age and
gender and the type of coverage selected,
also known as the "form” of annuity,
directly affects the payout. Age and sex
predict life expectancy and ultimately the
insurance company’s cost to provide its
guarantees. Younger female annuitants
with longer life expectancies should expect
to receive less annuity from their premium
dollars than will older male annuitants,
especially when insurance companies
employ sex-distinct rates. Obviously, the
number of possible age, sex, and form
combinations are too many to present in
this kind of format. So we’'ve illustrated
immediate annuity income at the most
common age intervals: 60, 65, 70, and 75,
for males and females, for certain "forms”
of annuity described below. You may also
call us toll-free, at 1-800-872-6684, to
receive a calculation for an annuity not
shown.

Each of the columns in Tables 1 and 2
identifies a particular age and sex and
annuity "form." For example, the leftmost
column in Table 1a is titled Male 60 Life
and provides monthly income figures for a
$1,000 premium for an annuity purchased
by a 60 year old man on the Life Only
form of annuity. A "Life” annuity is one
which makes periodic payments to an
annuitant for the duration of his or her
lifetime and then ceases. The columns
headed Female 60 Life and Unisex 60 Life
report similar data for a female age 60 and
unisex rates for an individual age 60. The
same information is also reported in the
for persons ages 65, 70 and 75.

The column 10 Yr. ("CL’) Certain and Life
Unisex 60 reports unisex purchase rates

for a 60 year old person in the form of a
10 Years Certain & Life annuity. A 10 Yr
CL annuity is a life annuity with pay-
ments guaranteed for at least ten years
regardless of whether the annuitant sur-
vives over that period. If he/she does not
survive, the remainder of the 10-year
payments is made to a beneficiary. If the
annuitant does survive beyond the 10-
year guarantee period, payments will
continue for the duration of his/her life-
time and then cease.  The column titled
10 Yr. CL Unisex 70 reports the same kind
of unisex purchase rates, but for an indi-
vidual 70 years old.

Columns 5 Yr. ("Pd. Cert.’) Period Cer-
tain No Life and 10 Yr. ("Pd. Cert.’)
Period Certain No Life illustrate income
levels for annuities which have no life
contingency. These are simply installment
payments which continue for a fixed
period of 5 and 10 years, respectively, and
then cease, without regard to the age or
life of the annuitant.

The M65 F60 J&S 50% column reports on
a Joint and 50% Survivor annuity priced
against two lives--the primary annuitant
a male age 65 and a female co-annuitant
age 60. In a typical Joint and 50% sur-
vivor annuity, the initial (or higher)
payment level is made during the life of
the primary annuitant. Upon his death,
payments of one half the original amount
continue for the life of the co-annuitant
(in this case a female age 60) if she is still
living. The column headed M65 F60 J&S
100% is also a joint and survivor annuity
with payments which do not reduce upon
the first death; instead, they continue to
the co-annuitant at 100% of the original
amount.

Median Annuity Rates

$ Mo.Income\$1000 Prem.(M65Life)

Interegt Rate

$10 10%
$9 9%
$8 8%
$7 7%
$6 6%
$5] —+— Immed. Ann. SPIA ($) —=~ 30 Yr T-Bonds (%) - 5%
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IMMEDIATE ANNUITIES UPDATE

Table 1a.

ISSUE AGES,

Qualified Single Premium Immediate Annuities

RATE BASES,

Ages 60 and 65

AND FORMS OF ANNUITY

Reporting Issue Male60 Femal60 Unisx60 Male65 Femal65 Unisx65

Companies Ages . Life Life Life Life Life Life

Aeina 0-80 - - $6.33 - - $7.13

American Investors 0-85 $ 6.64 $ 6.09 $6.37 $7.42 $ 6.68 $7.05

Canada Life 18-80 $6.52 $5.97 $5.97 $7.33 $6.58 $6.54

Central Life Assur. 5-100 $6.36 $6.36 $6.36 $7.02 $7.02 $17.02

Columbia Universal 0-85 $6.47 $5.89 - $7.29 $6.52 -

Delta Life & Annuity 0-75 $6.33 $5.67 $5.91 $7.25 $6.33 $6.67

Empire Life 0-114 $6.47 $5.85 $6.30 $7.36 $6.52 $6.93

Great American 18-70 $6.96 $6.30 $6.30 $7.81 $7.00 $7.00

Jackson National 0-99 $6.15 $5.59 $5.82 $6.94 $6.20 $6.49

Jefferson- Pilot 5-85 $6.28 $5.71 $5.77 $7.17 $ 6.40 $6.47

John Alden LIC 0-85 $7.09 $6.51 - $7.88 $7.08 -

Keyport Life no max $6.29 $6.29 $6.29 $6.95 $6.95 $6.95

Life/Southwest 0-85 $6.07 $6.07 $6.07 $6.73 $6.73 $6.73

Lincoln Security 0-90 $6.28 §$5.74 - $ 7.06 $6.33 -

Manulife Financial 0-80 $6.17 $5.42 $5.79 $6.75 $6.02 $6.24

Midwestern Nat'l 0-70 $6.50 $5.96 $596 $7.26 $6.54 $6.54

Nat’l Guardian 20-90 $7.05 $6.36 $6.71 $7.99 $7.05 $7.52

Nat’l Heritage 0-85 $6.97 $6.39 - $7.79 $7.01 -

New England Mutual 15-92 $6.39 $5.86 $6.13 $7.09 $6.38 $6.74
Penn Mutual 0-85 $6.79 $6.21 $ 6.65 $7.57 $6.77 $7.43 v
Presidential 0-85 $6.75 $6.20 $6.20 $7.51 $6.78 $6.78

Principal Finan. 0-85 $6.42 581 $6.05 $7.05 $6.24 $6.56 )
Protective LIC 0-85 $6.83 $6.28 $6.56 $7.61 $6.87 $7.24
Provident Mutual 0-85 $6.73 $6.21 - $ 7.46 $6.73 - ;
Reliance Standard 0-80 $6.85 $6.29 - $7.62 $6.88 - ;
SAFECO 55-80 - - $5.87 - - $6.42

Security Benefit 0-100 $6.23 $6.23 $6.23 $6.86 $6.86 $6.86

Security Conn. 0-90 $6.38 $5.82 $5.97 $7.17 $6.42 $6.61 t
Security Mutual/NY 20-80 $7.30 $6.37 - $8.35 $7.11 -
Southwestern Life 5-90 - - $5.80 - - $6.42

Standard Insurance 0-80 $ 6.84 $6.26 $6.40 $7.60 $6.82 $7.00

Sun Life of Amer. 0-85 $6.65 $ 6.65 $6.65 $7.32 $7.32 $7.32

Sunlife of Canada 0-85 - - $6.50 - - $7.20

USG Annuity/Life 35-85 $6.71 $6.10 - $7.60 $6.76 -

United Companies LIC 0-95 $6.46 $5.89 - $7.27 $6.51 -

United Presidential 0-69 $ 6.46 $59 $5.91 $7.23 $6.49 $6.49

United Services 0-85 $6.22 $5.62 $5.99 $7.09 $6.30 $6.77

WM Life Insur. Co. 0-114 $6.47 $5.85 $6.30 $7.36 $6.52 $6.93

Western National 0-100 $7.02 $6.47 - $7.78 §$7.05 -

Xerox Financial Life 0-85 - - $ 6.68 - - $ 7.40

Survey period: Oct. 26, 1993 thru Oct. 29, 1993.
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Table 1b.

ISSUE AGES,

RN WV UNWA LD

Qualified Single Premium Immediate Annuities

RATE BASES,

Ages 70 and 75

AND FORMS OF ANNUITY

Reporting Issue Male70 Femal70 Unisx70 Male75 Femal7s Unisx75
Companies Ages Life Life Life Life Life Life
Aetna 0-80 - - $8.27 - - $9.86
American Investors 0-85 $ 8.51 $7.52 $8.02 $10.07 $8.79 $9.42
Canada Life 18-80 $8.3s $7.36 $7.36 $9.84 $8.60 $ 8.60
Central Life Assur. 5-100 $7.95 $79s5 $7.95 $9.32 $9.32 $9.32
Columbia Universal 0-85 $8.46 $7.42 - $10.09 3$8.77 -
Delta Life & Annuity 0-75 $85s $7.25 $1.1 $9.99 $8.87 $9.21
Empire Life 0-114 $ 8.61 $7.48 $8.03 $10.38 $8.93 $9.64
Great American 18-70 $9.04 $8.05 $ 8.05 $10.83 $9.68 $9.68
Jackson National 0-99 $8.05 $ 7.06 $7.44 $9.60 $8.35 $8.84
John Alden LIC 0-85 $9.00 $7.92 - $10.61 $9.21 -
Jefferson- Pilot 5-85 $8.33 $7.29 $7.38 $9.97 3864 $8.75
Keyport Life no max $7.89 $7.89 $7.89 $9.21 $9.21 $9.21
Life/Southwest 0-85 $7.69 $7.69 $7.69 $9.06 $9.06 $9.06
Lincoln Security 0-90 $8.16 $7.17 - $9.70 $8.44 -
Manulife Financial 0-80 3796 $6.58 $7.26 $9.64 $7.84 $8.72
Midwestern Nat’] 0-70 $8.33 $7.39 $7.39 $9.84 $8.60 $8.60
Nat'l Guardian 20-90 $9.31 $8.02 $8.67 $11.15 $9.51 $10.33
Nat’'l Heritage 0-85 $8.95 $7.90 - $10.59 $9.25 -
New England Mutuai 15-92 $ 8.07 $7.13 $7.60 $9.43 $8.25 $8.84
Penn Mutual Life 0-85 $8.67 $7.55 $857 $10.19 $8.65 $10.19
Presidential 0-85 $8.59 3 7.61 $7.61 $10.12 $8.86 $886
Principal Finan, Grp. 0-85 $ 8.00 $6.94 $7.36 $9.40 $8.04 $8.59
Protective LIC 0-85 $8.72 $7.711 $8.22 $10.22 $8.94 $9.57
Provident Mutual LIC 0-85 $8.33 $746 - $9.44 $833 -
Reliance Standard 0-80 $8.73 3773 - $10.29 $9.01 -
SAFECO 55-80 - - $7.22 - - $8.43
Security Benefit 0-100 $7.75 $7.75 $7.75 $9.08 $9.08 $9.08
Security Conn. 0-90 $8.28 $7.28 $753 $9.85 $ 857 $8.89
Security Mutual/NY 20-80 $9.82 $8.22 - $11.79 $9.83 -
Southwestern Life 5-90 - - $733 - - $ 8.66
Standard Insurance 0-80 $8.68 $7.63 $787 $9.80 $8.47 $8.76
Sun Life of Amer. 0-85 $8.14 $8.14 $8.14 $9.40 $9.40 $9.40
Sunlife of Canada 0-85 - - $8.17 - - $9.46
USG Annuity/Life 35-85 $8.86 $7.70 - $10.71 $9.17 -
United Companies LIC 0-95 $8.41 $7.39 - $10.02 $8.72 -
United Presidential 0-69 $8.32 $7.34 $7.34 $98s5 $8.60 $ 8.60
United Services 0-85 $8.28 $7.24 $7.86 $9.93 $8.61 $9.39
WM Life Insur. Co. 0-114 $38.61 $7.48 $38.03 $10.38 $8.93 $9.64
Western National 0-100 $8.86 $787 - $10.39 $9.13 -
Xerox Financial Life 0-85 - - $8.43 - - $9.92

Survey period: Oct, 26, 1993 thru Oct. 29, 1993.
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Table 1lc.  Qualified Single Premium Immediate Annuities - Misc. Forms

ISSUE AGES, RATE BASES, AND FORMS OF ANNUITY

Reporting Issue 10YrCL 10YrCL S5YrPC 10YrPC M65F60 Mo65F60
Companies Ages Unisx60 Unisx70 NoLife NoLife J&50%S J&100%S
Aetna 0-80 $6.17 $7.57 $18.75 $10.55 $6.32 $5.67
American Investors 0-85 $6.23 $ 747 $17.95 $10.24 $6.67 $5.83
Canada Life 18-80 $5.88 $7.03 $18.19 $10.25 $6.35 $5.66
Central Life Assur. 5-100 - - $18.44 $10.55 $6.35 $580
Columbia Universal 0-85 - - $18.80 $10.53 $6.28 $5.52
Commercial Union 0-80 $6.16 $7.31 $17.40 $10.00 $6.41 $5.70
Delta Life & Annuity 0-75 $5.77 $7.17 $18.38 $10.09 $6.18 $5.27
Empire 0-114 $6.00 $7.38 $18.07 $10.13 $6.27 $5.46
Great American 18-70 $6.18 $757 $18.32 $10.06 $6.98 $5.87
Jackson National 0-99 $5.70 $6.97 $17.93 $10.03 $597 $5.24
Jefferson- Pilot 5-85 $5.67 $7.01 $17.54 $9.95 $6.11 $5.33
John Alden LIC 0-85 - - $18.08 $10.60 $6.51 $6.02
Keyport Life no max $6.72 $7.40 $18.11 $10.36 - -
Life/Southwest 0-85 $592 $7.12 $17.53 $9.88 $5.03 $4.59
Lincoln Security 0-90 - - $17.81 $10.01 $6.10 $5.38
Manulife Financial 0-80 $5.66 $6.71 $16.85 $9.74 $591 $5.10
Midwestern Nat’] 0-70 $587 $7.01 $4.69 $5.40 $6.32 $5.60
Nat'l Guardian 20-90 - - - - - $595
Nat'l Heritage 0-85 - - $19.15 $10.90 $7.02 $6.00
New England Mutual 15-92 $6.08 $7.27 - - $6.20 §5.61
Penn Mutual Life 0-85 $6.48 $7.82 $17.74 $10.27 $ 6.60 $5.85
Presidential 0-85 $6.61 $7.23 $18.12 $10.30 $6.57 $5.83
Principal Finan. Grp. 0-85 $5.92 $6.92 $17.95 $10.00 $6.25 $5.53
Protective LIC 0-85 $6.41 $ 7.64 $18.21 $10.43 $6.65 $5091
Provident Mutual 0-85 - - $17.67 $10.10 - $5.36
Reliance Standard 0-80 - - $18.55 $10.61 $6.89 $592
SAFECO 55-80 $5.78 $6.88 - - - -
Security Benefit 0-100 $6.14 $7.39 $18.60 $10.75 $5.88 $557
Security Conn. 0-90 $5.86 $7.09 $18.08 $10.16 $6.20 $5.46
Security Mutual/NY 20-80 - - - - $6.98 $5.99
Southwestern Life 5-90 $569 $6.87 $17.40 $9.98 - -
Standard Insurance 0-80 $6.29 $ 745 $17.37 $10.14 $6.65 $5.92
Sun Life of America 0-85 $6.50 $7.58 $18.00 $10.35 $6.63 $6.06
Sunlife of Canada 0-85 $6.35 $7.63 $17.84 $10.56 - $5.89
USG Annuity/Life 35-85 - - $18.26 $10.41 - $557
United Companies LIC 0-95 - - $16.87 $10.51 - $5.52
United Presidential 0-69 $5.82 $6.99 $18.09 $10.25 $6.50 $5.55
United Services 0-8S $5.84 $7.25 $17.43 $9.62 $6.22 $5.24
WM Life Insur. Co. 0-114 $6.00 $7.38 $18.07 $10.13 $6.27 $5.46
Western National 0-100 - - $19.18 $10.64 $6.84 $6.09
Xerox Financial Life 0-85 $6.53 $ 785 $17.95 $10.60 - -

Survey period: Oct. 26, 1993 thru Oct. 29, 1993.
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IMMEDIATE ANNUITIES UPDATE

Table 2a. Non-Qualified Single Premium Immediate Annuities - Ages 60 and 65

ISSUE AGES, RATE BASES, AND FORMS OF ANNUITY

Reporting Issue Male60 Femal60 Unisx60 Male65 Femal65 Unisx65
Companies Ages Life Life Life Life Life Life
American Heritage 20-80 $6.79 $6.13 - $7.62 $6.71 -
American Investors 0-85 $6.64 $ 6.09 $6.37 $7.42 $ 6.68 $7.05
Canada Life 18-80 $6.52 $5.97 $5.97 $7.33 $6.58 $6.54
Central Life Assur. 5-100 $ 6.64 $6.10 - $7.37 $ 6.64 -
Columbia Universal 0-85 $ 6.47 $5.89 - $7.29 $6.52 -
Delta Life & Annuity 0-99 $6.71 $6.03 $6.28 $7.65 $6.71 $ 7.05
Empire Life 0-114 $6.47 $585 $6.30 $7.36 $6.52 $6.93
Federal Home Life 0-85 $6.33 $6.33 $6.33 $7.80 $7.00 $ 7.00
Financial Benefit LIC 0-85 $ 6.51 $592 - $7.32 $6.55 -
Great American 18-65 $6.96 $6.30 $6.30 $ 7.81 $7.00 $7.00
Jackson National 0-99 $6.15 $5.59 $5.82 $6.94 $6.20 $ 6.49
Jefferson- Pilot 5-85 $6.28 $571 $5.77 $7.17 $6.40 $6.47
John Alden LIC 0-85 $7.09 $6.51 - $7.88 $7.08 -
Keyport Life no max $ 6.56 $6.02 $6.29 $7.31 $6.59 $6.95
Life/Southwest 0-85 $6.28 $5.75 $6.07 $7.02 $6.31 $6.73
Lincoln Security 0-90 $6.26 $5.71 - $703 $6.30 -
Manulife Financial 0-80 $6.17 $5.42 $5.79 $6.75 $6.02 $6.24
Midwestern Nat'l 0-70 $6.50 $5.96 $5.96 $7.26 $6.54 $6.54
Nat’l Guardian 20-90 $ 7.63 $6.94 $7.29 $8.56 $7.62 $8.90
Nat’l Heritage 0-85 $6.97 $6.39 - $7.79 $ 7.01 $ -
New England Mutual 15-92 $6.44 $5.90 $6.17 $7.14 $6.42 $6.79
Penn Mutual Life 0-85 $6.79 $6.21 $ 6.49 $7.57 $6.77 $ 7.15
Presidential 0-85 $6.75 $6.20 $6.20 $7.51 $6.78 $6.78
Principal Finan. Grp. 0-85 $6.39 $5.79 - $7.02 $6.22 -
Protective LIC 0-85 $ 6.83 $6.28 $ 6.56 $ 7.61 $6.87 $7.24
Provident Mutual 0-85 $6.73 $6.21 - $ 7.46 $6.73 -
Reliance Standard 0-80 $ 6.85 $6.29 - $7.62 $ 6.88 -
Security Benefit 0-100 $6.82 $6.23 $6.23 $7.63 $ 6.86 $ 6.86
Security Conn. 0-90 $6.35 $5.79 $594 $7.14 $6.39 $6.58
Security Mutual/NY 20-80 $ 6.89 $6.27 - $ 7.68 $6.19 -
Southwestern Life 5-90 $6.07 $5.54 - $ 6.80 $6.07 -
Standard Insurance 0-80 $6.84 $6.26 $6.40 $ 7.60 $6.82 $ 7.00
Sun Life of America 0-85 $6.92 $6.37 - $7.69 $6.95 -
Sunlife of Canada 0-85 $6.71 $6.21 - $7.47 $6.83 -
USG Annuity/Life 35-85 $6.71 $6.10 - $ 7.60 $6.76 -
United Companies LIC 0-95 $ 6.46 $5.89 - $7.27 $6.51 -
United Presidential 0-80 $ 6.46 $5.91 $591 $7.23 $6.49 $6.49
United Services 0-85 $6.22 $5.62 $5.99 $7.09 $6.30 $6.77
WM Life Insur. Co. 0-114 $6.47 $5.85 $ 6.30 $7.36 $6.52 $6.93
Western National 0-100 §7.02 $6.47 - $7.78 $ 7.05 -
Xerox Financial Life 0-85 $6.97 $6.39 $ 6.68 $7.79 $7.01 $7.40

Survey period: Oct. 26, 1993 thru Oct. 29, 1993.
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IMMEDIATE ANNUITIES UPDATE

Table 2b.  Non-Qualified Single Premium Immediate Annuities - Ages 70 and 75

ISSUE AGES, RATE BASES, AND FORMS OF ANNUITY

Reporting Issue Male70 Femal70 Unisx70 Male75 Femal75 Unisx75
Companies Ages Life Life Life Life Life Life
American Heritage 20-80 $8.79 $754 - $10.43 $8.78 -
American Investors 0-85 $8.51 $7.52 $8.02 $10.07 $8.79 $9.42
Canada Life 18-80 $8.35 $7.36 $7.36 $9.84 $ 8.60 $8.60
Central Life Assur. 5-100 $8.45 $7.45 - $9.97 $8.67 -
Columbia Universal 0-85 $8.46 $7.42 - $10.09 $8.77 -
Delta Life & Annuity 0-99 $8.96 $ 7.65 $8.11 $10.41 $9.28 $9.63
Empire Life 0-114 $8.61 $7.48 $8.03 $10.38 $8.93 $9.64
Federal Home Life 0-85 $9.00 $8.02 $8.02 $10.76 $9.62 $9.62
Financial Benefit LIC 0-85 $ 8.41 $7.37 - - - -
Great American 18-65 $9.04 $ 8.05 $8.05 $10.83 $9.68 $9.68
Jackson National 0-99 $ 8.05 $7.06 $7.44 $9.60 $8.35 $8.84
Jefferson - Pilot 5-85 $8.33 $7.29 $7.38 $9.97 $8.64 $8.75
John Alden LIC 0-85 $9.00 $792 - $10.61 $9.21 -
Keyport Life no max $8.35 $741 $7.89 $9.79 $8.63 $9.21
Life/Southwest 0-85 $ 8.07 $7.12 $7.69 $9.55 $8.34 $9.06
Lincoln Security 0-90 $8.13 $7.14 - $9.67 §8.42 -
Manulife Financial 0-80 $7.96 $6.58 $7.26 $9.64 $7.84 $8.72
Midwestern Nat’l 0-70 $8.33 $7.39 $7.39 $9.84 $ 8.60 $8.60
Nat’l Guardian 20-90 $9.88 $8.58 $9.23 $11.72 $10.07 $10.90
Nat’] Heritage 0-85 $8.95 $7.90 - $10.59 $9.25 -
New England Mutual 15-92 $8.14 $7.18 $ 7.66 $9.53 $8.32 $8.92
Penn Mutual Life 0-85 $8.67 $7.55 $8.07 $10.19 $ 8.65 $9.36
Presidential 0-85 $8.59 $ 761 $7.61 $10.12 $8.86 $8.86
Principal Finan. Grp. 0-85 $7.97 $691 - $9.37 $8.02 -
Protective LIC 0-85 $872 $7.711 $8.22 $10.22 $8.94 $9.57
Provident Mutual 0-85 $8.33 $ 7.46 - $9.44 $833 -
Reliance Standard 0-80 $8.73 $7.73 - $10.29 $9.01 -
Security Benefit 0-100 $8.78 $7.75 $7.75 $10.37 $9.08 $9.08
Security Conn. 0-90 $8.25 $7.25 $7.50 $9.82 $855 $8.85
Security Mutual/NY 20-80 $8.83 $ 7.89 - $10.51 $9.41 -
Southwestern Life 5-90 $7.83 $6.84 - $9.32 $8.03 -
Standard Insurance 0-80 $8.68 $7.63 $7.87 $9.80 $8.47 $8.76
Sun Life of America 0-85 $8.64 $7.64 - $10.05 $8.77 -
Sunlife of Canada 0-85 5 8.54 $7.67 - $9.97 $8.79 -
USG Annuity/Life 35-85 $ 8.86 $7.70 - $10.71 $9.17 -
United Companies LIC 0-95 $ 8.41 $7.39 - $10.02 $8.72 -
United Presidential 0-80 $8.32 $7.34 $7.34 $9.8s $ 8.60 $ 8.60
United Services 0-85 $8.28 $7.24 $7.86 $9.93 $ 8.61 $9.39
WM Life Insur. Co. 0-114 $ 8.61 $ 748 $8.03 $10.38 $8.93 $9.64
Western National 0-100 $8.86 $7.87 - $10.39 $9.13 -
Xerox Financial Life 0-85 $8.95 $7.90 $8.42 $10.59 $9.25 $9.91

Survey period: Oct. 26, 1993 thru Oct. 29, 1993,

22 Jan.-Mar. 1994 ANNUITY & LIFE INSURANCE SHOPPER




IMMEDIATE ANNUITIES UPDATE

Table 2¢.  Non-Qualified Single Premium Immediate Annuities - Misc. Forms

ISSUE AGES, RATE BASES, AND FORMS OF ANNUITY

Reporting Issue 10YrCL 10YrCL S5YrPC 10YrPC MG65SF60 M65F60
Companies Ages Unisx60 Unisx70 NolLife NolLife J&50%S J&100%S
American Heritage 20-80 - - $19.04 $10.79 - $5.81
American Investors 0-85 $6.23 $ 747 $17.95 $10.24 $6.67 $583
Canada Life 18-80 $5.88 $7.03 $18.19 $10.25 $6.35 $ 5.66
Central Life Assur. 5-100 - - $18.44 $10.55 $6.67 $574
Columbia Universal 0-85 - - $18.80 $10.53 $6.28 $5.52
Commercial Union 0-80 $ 6.16 $ 7.31 $17.40 $10.00 $6.41 $5.70
Delta Life & Annuity 0-99 $6.13 $ 7.54 $18.38 $10.45 $ 6.06 $5.63
Empire Life 0-114 $ 6.00 $ 7.38 $18.07 $10.13 $6.27 $ 5.46
Federal Home Life 0-85 $6.19 $ 7.53 $17.75 $10.24 $6.72 $5.90
Financial Benefit LIC 0-85 - - $18.38 $10.09 $ 6.55 $5.55
Great American 18-65 $6.18 $7.57 $18.32 $10.06 $6.98 $5.87
Jackson National 0-99 $5.70 $6.97 $17.93 $10.03 $5.97 $524
Jefferson-Pilot 5-85 $5.67 $ 7.01 $17.54 $9.95 $6.11 $5.33
John Alden LIC 0-85 - - $18.08 $10.60 $6.51 $6.02
Keyport Life no max $6.70 $7.40 $18.11 $10.36 - -
Life/Southwest 0-85 $5.92 $7.12 $17.53 $9.88 $5.71 $4.96
Lincoln Security 0-99 - - $17.79 $9.98 $6.07 $5.35
Manulife Financial 0-80 $5.66 $6.71 - - $591 $5.10
Midwestern Nat'l 0-70 $5.87 $ 7.01 $4.69 $ 5.40 $6.32 $ 5.60
Nat’l Guardian 20-90 - - - - - $6.52
Nat’l Heritage 0-85 - - $19.15 $10.90 $7.02 $ 6.00
New England Mutual 15-92 $6.12 $7.32 - - $6.24 $5.64
Penn Mutual LIC 0-85 $ 6.34 $7.55 $17.74 $10.27 $ 6.60 $5.85
Presidential 0-85 $6.10 $7.23 $18.12 $10.30 $6.57 $5.83
Principal Finan. Grp. 0-85 - - $17.89 $9.96 $6.23 $5.51
Protective LIC 0-85 $6.41 $ 7.64 $18.21 $10.43 $ 6.65 $5.91
Provident Mutual 0-85 - - $17.67 $10.10 - $5.36
Reliance Standard 0-80 - - $18.55 $10.61 $ 6.89 $592
Security Benefit 0-100 $6.14 $7.39 $18.60 $10.75 $ 6.51 $57
Security Conn. 0-90 $5.83 $ 7.06 $18.06 $10.14 $6.17 $543
Security Mutual/NY 20-80 - - - - $6.64 $5.85
Southwestern Life 5-90 - - $17.40 $9.98 - $5.22
Standard Insurance 0-80 $6.29 $ 7.45 $17.37 $10.14 $ 6.65 $5.92
Sun Life of America 0-85 - - $18.00 $10.35 - $5.99
Sunlife of Canada 0-85 - - $17.84 $10.56 - $5.81
USG Annuity/Life 35-85 - - $18.26 $10.41 - $5.57
United Companies LIC 0-95 - - $16.87 $10.51 - $5.52
United Presidential 0-80 $5.82 $6.99 $18.09 $10.25 $6.50 $5.55
United Services 0-85 $5.84 $7.25 $17.43 $9.62 $6.22 $5.24
WM Life Insur. Co. 0-114 $ 6.00 $7.38 $18.07 $10.13 $6.27 $ 5.46
Western National 0-100 - - $19.18 $10.64 $ 6.84 $6.09
Xerox Financial Life 0-85 $6.53 $7.84 $17.95 $10.60 - $6.00

Survey period: Oct. 26, 1993 thru Oct. 29, 1993.
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DEFERRED ANNUITIES UPDATE

In a deferred annuity your premium is
credited with a fixed interest rate (see
Current Rate column). The length of time
for which this rate is guaranteed is shown
in the Yield Guar. Period column. Almost
all annuities set a minimum or floor rate
below which the annual interest rate is
guaranteed never to drop (see Guar. Rate).
There are two basic methods by which
insurance companies set renewal rates once
the current rate period ends (see Raowl
Mthd column). P stands for "Portfolio
Method," which means that renewal rates
for old monies (i.e. existing annuities) are
the same as the rates being credited on new
monies. I stands for "Investment Year"
method (aka "Banded” or "Bucket" meth-

od). This means that renewal rates are set
at different rates for monies received at
different times. Old monies (i.e. existing
annuities) may earn higher or lower rates
than new annuities. Some insurers offer
protection against low renewal rates with
a feature known as a "Bailout" or "Es-
cape” rate (see Table 3 column with
Bailout Escape Rates heading). The
headed
reports the penalties in effect for the
20 Yr Proj.
Cash Accum. Based on Curr. Rate indi-

column Surrender Fees / Year

sample years indicated.

cates what the value of the contract would
be after twenty years, assuming that the
initial credit rate remained constant over

the entire period and no withdrawals

were made. The 20-Year Projected Cash
Accumulation figures are based a single
deposit of $100,000 (for SPDAs and Cel.
tificates of Annuity) or 20 annual deposits
of $10,000 each (for FPDAs) in qualified
funds on behalf of a 45 year-old male who
annuitizes his account value on a Single
Life income after 20 years (age 65). Quotes
include all fees and commissions but not
premium taxes, if applicable. The column
Mo. Income per $1,000 M 65 Life Only
shows each company’s current conversion
rates per $1,000 of account value for a
male age 65. Divide accumulated account
value by 1000 and multiply by the monthly
factor to arrive at projected monthly
income after 20 years deferral.

Table 3. Single Premium Deferred Annuities - With Bailout
20 Yr Proj. Mo.Income
Yield Bail-out  Surrender Cash Accum. per $1,000
Reporting Policy Issue  Current (Guar.) Rnwl Guar. Escape Fees/Year Based On M 65
Companies Name Ages Rate (Rate) Mthd Period Rate 1 7 Curr. Rate Life Only
Amer. Heritage SPDA 0-75 6.35% (5.0%) P 1 Year 5.00% % 1% $344,185 $7.07 .
Amer. Investors SPDA I-B 0-85 6.75% (4.0%) I 1/14/95 4.25% 10% 4% $369,282 $7.73
Chubb Sovereign SPDA 0-80 5.25% (4.5%) I 1 Year 4.24% 7% 1% $278,254 $7.42
Commercial Union Maximizer 1 0-85 5.25% (3.5%) I 1 Year na 6% 0% $242,902 $6.68
Jefferson-Pilot SPDA 0-85 5.00% (4.5%) 1 1 Year 4.50% 5% 1% $265,329 $7.34
Life/Southwest SPA 1 0-80  4.50% (3.0%) 1 1/15/95 3.50% % 0% $241,171 $7.34
Mass. General General 11 0-80 6.00% (3.0%) P 1 Year 4.75% 14% 8% $320,714 $6.69
New England Asset Builder  0-75 4.00% (3.0%) I 1 Year 3.00% % 1% $219,112 $7.09
Provident Mutual SPDA I 0-70 5.00% (4.50) 1 2Yrs 4.00% 7% 1% $265,330 $7.71
Reliance Standard SPDA 0-78 6.00% (4.5%) I 1 Year 4.50% 7% 3% $320,713 $8.97
Secur. Mutual/NY SPDA 0-80  4.75% (4.5%) P 1 Year na 4% 0% $252,977 $8.35
Standard Insurance SPDA 0-80  4.76% (4.0%) I 1 Year 4.25% % 1% $253,460 $7.00

Survey period: Oct. 26, 1993 thru Oct. 29, 1993.

24  Jan.-Mar. 1994 ANNUITY & LIFE INSURANCE SHOPPER




DEFERRED ANNUITIES UPDATE

Table 4. Single Premium Deferred Annuities - Without Bailout
20 Yr Proj. Mo.Income .
Yield Surrender  Cash Accum.  per $1,000 § )
Reporting Policy Issue  Current (Guar.) Rnwl Guar. Fees/Year Based On M 65 :
Companies Name Ages Rate  (Rate) Mthd  Period 1 7 Curr. Rate Life Only
American Investors SPDA VII-D 0-85 7.40% (4.0%) I 1 Year 10% 4% $416,952 $7.73
Canada Life Security One 0-80 4.50% (4.0%) - 1 Year % 2% $24117 $6.52
Central Life Assurance Guarantee 5 0-80 5.00% (4.0%) P 5 Years 6% 0% $265,330 $7.33
Central Life Assurance Advantage Plus 0-85 5.40% (3.0%) I 1 Year 9% 0% $286,294 $7.33
Central Life Assurance  Advant. Bonus 0-85 6.20% (3.0%) 1 1 Year 9% 0% $278,243 $7.33
Central Life Assurance Advant. MVA 0-85 6.50% (3.0%) I 1 Year 9% 3% $294,541 $7.33
Columbia Universal Pres. Choice 0-85 6.00% (4.5%) I 1 Year 8% 0% $267,857 $8.41
Columbian Mutual Vintage 0-100  6.75% (3.0%) I 1 Year 8% 2% $369,281 $6.69
Delita Life & Annuity SPDA psll 0-99 5.15% (4.0%) P 1 Year 6% 3% $291,776 $7.25
Federal Home Life SPDA II 0-80 5.20% (4.0%) I 1 Year 7% 1% $275,623 $8.13
Federal Home Life Premier Ann.+ 0-80 5.75% (4.0%) I 1 Year 9% 2% $233,198 $8.13
Financial Benefit Champion 0-75 6.25% (3.0%) P 1 Year 15% 7% $336,185 $6.69
Financial Benefit Bonus Champ. 1 0-75 7.00% (3.0%) P 1 Year 15% 7% $309,535 $6.69
Financial Benefit Bonus Champ. 2  0-75 8.50% (3.0%) P 1 Year 15% 7% $313,875 $6.69
Financial Benefit Bonus Champ. 3  0-75 10.00% (3.0%) P 1 Year 15% 7% $318,214 $6.69
Financial Benefit Sr. Advantage 0-100 5.90% (3.0%) P 1 Year 8% 2% $314,716 $6.69
Fort Dearborn Asset Fort/5 0-85 6.60% (4.0%) P 1 Year 8% 0% $274,289 $7.58
Golden Rule (q) Pension + 1 20-70  5.05% (3.0%) I 1 Year 8% 2% $267,868 $7.36
Golden Rule (q) Pension + 2 20-80 5.05% (3.0%) I 1 Year 8% 3.5% $267,868 $7.36
Golden Rule Foundation 0-75  515% (3.0%) I 1 Year 8% 4% $273,014 $7.36
Golden Rule Premier Advtg 0-75 5.55%  (3.0%) I 1 Year 7% 0% $269,143 $7.36
Golden Rule Auto Withdrwl 0-80 5.05% (3.0%) I 1 Year 8% 2% $267,868 $7.36
Golden Rule Ultimate Bonus 0-70 8.05%  (3.0%) I 1 Year 8% 2% $275,518 $7.36
Golden Rule Classic Bonus 0-70 6.05% (3.0%) 1 1 Year 8% 2% $270,418 $7.36
Golden Rule Elite Bonus 0-70 7.05%  (3.0%) I 1 Year 8% 2% $272,968 $7.36 .
Great American SP 10-2 18-65 7.00%  (4.0%) I 2 Yrs 10% 4% $386,968 $8.27
Jackson National Super Max 0-70 5.25%  (3.0%) I 1CalYr. 9% 3% $278,362 $7.99
Jackson National Max 0-80 5.25%  (3.0%) 1 1CalYr. 6% 0% $278,362 $7.99
John Alden Advantage + 0-85 4.80%  (4.0%) I 1CalYr. 7% 3% $255,403 $7.88
Keyport Keyannuity 1Yr  0-85 4.75%  (3.5%) I 1 Year % 0% $252,976 $7.60
Keyport Keyannuity 3Yr  0-85 4.50% (3.5%) 1 3 Years % 0% $24117 $7.60
Life/Southwest SPA 1 0-80 4.75% (4.0%) 1 1/15/95 % 0% $252,977 $7.34
Lincoln Security SPDA I 0-85 5.10%  (4.0%) I 1 Year % 0% $270,430 $7.06
Lincoln Security SPDA 3 0-85 4.45% (4.0%) I 3 Years % 0% $238,874 $7.06
ManulLife Financial SPDA I 0-70 5.00% (4.0%) P 5 Years na na $265,329 $6.76
Midwestern National Flex. Retire. 0-80 6.75%  (4.5%) P na 6% 1% $369,282 $7.73
National Guardian SPDA 0-85 580% (4.0%) P 1 Year % 1% $308,826 $8.39
National Heritage Captl Bldr + 0-85 6.75% (3.0%) P 1Cal Yr. 16% 4% $310,065 $7.79
National Heritage Captl Bonus 0-85 9.25 (3.0%) P 1Cal Yr. 16% 0% $320,502 $7.79
Penn Mutual Diversifier 11 0-85 5.25%  (4.0%) I 7 Years 7% 1% $278,254 $7.57
Penn Mutual Diversifier I1 0-85 5.10%  (4.0%) I 5 Years 7% 1% $270,430 $7.57
Penn Mutual Diversifier II 0-85 4.85% (4.0%) I 3 Years 7% 1% $257,851 $7.57
Penn Mutual Diversifier I1 0-85 4.60% (4.0%) I 1 Years % 1% $245,829 $7.57
Presidential SPDA 0-85 5.80% (5.5%) I 1 Year % 1% $308,826 $7.51
Principal Finan. Grp. SPDA 0-85 5.05% (4.0%) I 1 Year 8% 2% $267,868 $6.96
Provident Mutual SPDA 111 0-75  515% (4.5%) I 2 Years 3% 3% $273,014 $7.711
Provident Mutuat SPDA IV 0-75 5.65%  (4.5%) I 2 Year 5% 5% $300,186 $7.711
SAFECO (q) QPA III Plus 0-75 6.00% (4.25%) I 6-12 mos. 9% 4% $255,957 $6.42
SAFECO (q) QPA V Plus 0-75  4.75% (4.25%) I 6-12mos. 8% 2% $255,957 $6.42
Security Benefit Security Prem. 0-80 6.15% (3.5%) I 1 Year 8% 0% $275,611 $7.63
continued...

Survey period: Oct. 26, 1993 thru Oct. 29, 1993
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DEFERRED ANNUITIES UPDATE

Table 4. Cont’d. Single Premium Deferred Annuities - Without Bailout
20 Yr Proj. Mo.Income

Yield Surrender Cash Accum. per $1,000
Reporting Policy Issue Current (Guar.) Rnwl Guar. Fees/Year Based On M 65
Companies Name Ages Rate (Rate) Mthd  Period 1 7 Curr. Rate Life Only
continued...
Security Benefit Security Prov. 0-80 515%  (3.5%) I 1 Year 9% 0% $273,014 $7.63
Security Conn. (q) SPDA-1 0-85 5.10%  (4.0%) 1 1 Year % 0% $270,430 $7.17
Security Conn. (q) SPDA-3 0-85 4.45%  (4.0%) 1 3 Years 7% 0% $238,874 $7.17
United Companies Maxsaver 115 0-80 5.35%  (4.0%) P 1 Year 8% 0% $283,590 $7.27
United Presidential Pacer Advant. 0-80 5.60%  (4.0%) I 1 Year 10% 3% $297,357 $7.57
United Services Index 0-85 5.00%  (4.0%) I 1 Year 9% 3% $242,325 $7.09
USG Annuity & Life MVA 3 0-85 6.15%  (3.0%) 1 1 Year % 2% $229,851 $6.79
Western National SPDA +I1 0-85 5.00%  (4.0%) I 1 Year % 0% $265,330 $7.78

Survey period: Oct. 26, 1993 thru Oct. 29, 1993.

Table 5. Single Premium Certificates of Annuity With Free Surrender Every Anniversary Date*

Initial Yield Surrender penalties by Year
Reporting Policy Issue Creditd  Guarantee
Companies Name Age Rate% Period 1 2 3 4 5 6 7 8 9
Columbia Universal Your Choice no max 4.50% 3 mos. 2% 2% 2% 2% 2% 2% 2% 2% 2%
Federal Home Life SPDA Preferred 0-80 4.25% 1 Year % 6% 5% 4% 3% 2% 1% - -
Jackson National Ann.Renew. no max 3.25% 1 Year 5% 4% 3% 2% 1% - - - -
Protective LIC Prosaver + 0-94 3.00% 1 Year 6 mos. interest + MVA
Protective LIC Prosaver MGA 0-94 3.00% 1 Year 6 mos. interest + MVA
Provident Mutual Asset Accumul. 0-75 4.50% 1 Year 3% 3% 3% 3% 3% 3% 3% 2% 1%
Xerox Finan. Sves Acct4Keepsl 0-84 4.00% 1 Year 2% 1% 1% 1% 1% 1% 1% 1% 1%

*Entire value of contract may be surrendered without penalty on each anniversary date
Survey period: Oct. 26, 1993 thru Oct. 29, 1993

Table 6. Single Premium Certificates of Annuity Without Surrender Charges on Maturity Date

Initial Yield Surrender penalties by Year
Reporting Policy Issue  Credited Guar.
Companies Name Age Rate Period 1 2 3 4 5 6 7 8 9 10
Crown Life # SPDA 0-75 5.48% 10 Years 9.0% 8.1% 7.2% 6.3% S5.4% 4.5% 3.6% 2.7% 1.8% 0.9%
Crown Life # SPDA 0-75 537% 9 Years 9.0% 8.0% 7.0% 6.0% 50% 4.0% 3.0% 2.0% 1.0% -
Crown Life # SPDA 0-75 517% 8 Years 8.4% 74% 6.3% 53% 42% 32% 21% 1.1% - -
Crown Life # SPDA 0-75 4.85% 7 Years 8.4% 12% 6.0% 4.8% 3.6% 2.4% 12% - - -
Crown Life # SPDA 0-75 4.54% 6 Years 84% 7.0% 5.6% 4.2% 28% 1.4% - - - -
Crown Life # SPDA 0-75 4.22% 5 Years 8.0% 64% 4.8% 3.2% 1.6% - - - - -
Delta Life & Annuity CD Annuity 0-99 4.65% 5 Years 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity CD Annuity 0-99 4.35% 4 Years 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity CD Annuity 0-99  4.05% 3 Years 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Protective LIC Prosaver + 0-94 4.30% S Years 6 mos. interest + MVA
Protective LIC Prosaver + 0-94 4.50% 6 Years 6 mos. interest + MVA
Protective LIC Prosaver + 0-94 4.95% 7 Years 6 mos. interest + MVA
Protective LIC Prosaver + 0-94 5.15% 8 Years 6 mos. interest + MVA
Protective LIC Prosaver + 0-94 5.20% 9 Years 6 mos. interest + MVA
Protective LIC Prosaver + 0-94 5.25% 10 Years 6 mos. interest + MVA

Xerox Finan. Svcs Acctd4Keepsll] 0-82  450% 3 Years % S% 5% 5% 5% 5% 5% 5% S% 5%
Xerox Finan. Sves Acctd4KeepsV 0-80 5.00% S Years 6% 6% 6% 6% 6% 6% 6% 6% 6% (%
Xerox Finan. Sves Acct4KeepsVII  0-85  5.35% 7 Years % 5% 5% 5% 5% 5% 5% 5% 5% 5%

# Additional surrender charges (e.g. "Market Value Adjustment”) may further reduce cash value on surrender before contract maturity.
Survey period: Oct. 26, 1993 thru Oct. 29, 1993

ANNUITY & LIFE INSURANCE SHOPPER Jan.-Mar. 1994



DEFERRED ANNUITIES UPDATE

Table 7. Flexible Premium Deferred Annuities -

With Bailout

20 Yr Proj.  Mo.Income,
Yield Bail-out  Surrender Cash Accum. per $1,000.\ “)
Reporting Policy Issue  Current (Guar.) Rnwl  Guar. Escape Fees/Year Based On M 65 i
Companies Name Ages Rate (Rate) Mthd Period Rate 1 7 Curr. Rate Life Only
Commercial Union MaximizerII = 0-85 4.00% (3.5%) I 1 Year na 9% 0% $309,692 $6.68
Secur.Mutual/NY Flex Plus 0-80 4.50% (4.5%) P 1 Year na 7% 4% $327,831 $8.35
Standard FPDA 0-80  4.50% (4.0%) I 1 Year 4.25% % 3% $327,831 $7.00
Survey period: Oct. 26, 1993 thru Oct. 29, 1993
Table 8. Flexible Premium Deferred Annuities - Without Bailout
20 Yr Proj. Mo.Income
Yield Surrender Cash Accum. per $1,000
Reporting Policy Issue Current (Guar.) Rnwl  Guar. Fees/Year Based On M 65
Companies Name Ages Rate  (Rate) Mthd  Period 1 7 Curr. Rate Life Only
American Heritage PFPA 0-69 5.88%  (4.0%) P 1 Year 10% 2% $384,274 $7.62
American Investors Alliance I 0-85 6.05% (3.5%) 1 1 Year 12% 6% $349,454 $7.42
American National Benchmark 1-100 5.50% (3.0%) P none 10% 4% - -
Columbia Universal FPDA II 0-75 6.55% (4.5%) P 1 Year 10% 4% $415,932 $8.41
Delta Life & Annuity Flex Premium 0-99 4.65% (4.0%) P 1 Year 8% 4% $346,783 $7.25
Federal Home Life Premier Ann.+ 0-80 5.75%  (4.0%) 1 1 Year 9% 2% $318,945 $8.13
Federal Home Life Flexi ITI 15-75  4.75%  (4.0%) I 5 Years 10% 0% $337,354 $8.13
Fort Dearborn LIC Forti-Flex 0-85 5.85% (5.0%) P 1 Year 5% 0% $383,155 $7.58
Golden Rule FPDA 0-60  5.15% (3.0%) I 1 Year 11% 5% $352,411 $7.36
Great American TSA IV (A104) 18-65 7.00% (4.0%) I - 20% 0% $438,652 $8.27
Jackson National Flex 1 0-70 5.25% (3.0%) I 1CalYr. 12% 3% $357,496 $7.99
Jackson National Flex 11 0-65 5.25% (3.0%) I 1CalYr. 35% 5% $357,496 $7.99
Jefferson- Pilot FPDA 0-72 5.00% (3.5%) I 1 Year 9% 5% $347,192 $7.34
John Alden All-Purpose 0-85 530% (4.0%) I 1CalYr. 9% 1% $359,431 $7.88 :
John Alden All-Purpose + 0-85 6.50% (4.0%) I 1Cal Yr. 9% 2% $347,572 $7.88 '
John Alden Income Advantage 0-80 6.00% (4.0%) | 1 Cal Yr. 9% 2% $347,445 $7.88
John Alden Six Flex 0-80 6.00% (4.0%) I 1 CalYr. 7% 3% $347,445 $7.88
Life/Southwest Flex 3000 0-80 5.75%  (3.0%) I 1 Year 7% 1% $343,315 $7.34
Midwestern National Flex Retire. 0-80 6.75%  (4.5%) P na 6% 1% $425,864 $7.73
National Guardian FPDA 0-80 6.00% (4.0%) P 6 mos. 10% 4% - $8.99
National Heritage CapRetAccum 0-79 5.75%  (3.0%) P 1CalYr. 16% 10% $378,713 $7.79
New Engiand Mutual FRA+ 0-75 3.25%  (3.0%) B 1 Year 10% 4% $206,745 $7.09
Penn Mutual Diversif. 11 0-85 5.25% (4.0%) 1 7 Years %  2.5% $357,358 $7.57
Penn Mutual Diversif. I 0-85 5.10%  (4.0%) I 5 Years %  2.5% $351,219 $7.57
Penn Mutual Diversif. 11 0-85 4.85%  (4.0%) I 3 Years 7%  2.5% $341,251 $7.57
Penn Mutual Diversif. II 0-85 4.60% (4.0%) I 1 Years %  2.5% $331,603 $7.57
Presidential FPDA 0-85 5.70%  (5.5%) I 12/31/93 7% 4% $376,514 37.51
Presidential TSA-LOAN 0-85 580% (5.5%) I 12/31/93 7% 4% $380,927 $7.51
Protective Life FPDA 0-80 5.75%  (3.0%) I 1 Year 6% 0% $340,575 $7.45
Reliance Standard FPA II 0-78 6.50%  (4.5%) P 1 Cal.Yr. 7% 7% $413,489 $8.97
SAFECO (q) QPA III 0-75 4.75%  (4.25%) I 6-12 mos 9% 4% $337,354 $6.42
SAFECO (q) QPA YV 0-75 4.75%  (3.00%) I 6-12 mos 8% 2% $337,354 $6.42
Security Benefit Security Mark 0-75 5.10%  (4.5%) I - 8% 2% $375,336 $7.63
Southwestern LIC Flex-Rite 0-75 5.45% (4.0%) P - 7% 2% $382,339 $7.22
Sunlife of Canada Horizon Plus 0-80  5.00% (4.0%) - 5 Years 5% 0% $347,193 $7.88
USG Annuity/Life Flex 9 0-85 6.50%  (3.0%) I 1 Year 9% 3% $328,293 $7.49
United Cos. Life Taxsaver Il 0-80 6.70% (4.0%) P 1 Year 10% 4% $423,356 $7.27
United Presidential Pacer One 0-75 5.25% (4.0%) I 1 Year 10% 3% $278,254 $7.57
United Services USLICO Annuity 0-85 5.50%  (4.0%) I 1 Year 10% 4% $367,861 $7.09
Western National (q) FPDA Plus II 0-85 5.75%  (4.0%) I none 8% 2% $378,713 $7.78
Western National (q) FPDA Plus 0-85 5.50% (4.0%) I none 6% 0% $367,861 $7.78
WM/Empire FPA 0-85 4.50% (3.0%) I 1 Year 8.1% 2.7% $327,831 $7.60 ‘\\

Survey period: Oct. 26, 1993 thru Oct. 29, 1993
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SPLIT ANNUITIES UPDATE

Split annuities (also called Combination
annuities) are essentially a hybrid product
combining the features of a Certificate of
Annuity (Table 6) and a Period Certain
immediate annuity (Tables 1c & 2¢).
These annuities provide immediate cash-
flow and a guarantee that the initial
purchase amount is returned at the end of
a specified period of time (in Table 9
below, at the end of 5 years and 7 years).
The figures in Table 9 are based on an

investment of $100,000. Column headed
"Annual Interest Rate" indicates the rate
earned on the deferred portion of the split
annuity for the life of the contract (either
five or seven years as illustrated). "De-
ferred Annuity Premium" column gives
the amount of the original investment
that is allocated to the deferred annuity
portion of the contract. This is the
amount set aside for the deferred annuity
to grow back to the full amount of the

original investment. Column headed
"Monthly Income Amount" lists the
monthly income which is generated by the
immediate annuity portion of the contract
and payable each month until the con-
tract matures (either 5 or 7 years).
"Income Annuity Premium" column re-
ports the amount of the original invest-
ment which is allocated to the immediate
annuity portion of the contract.

Table 9. Split ("Combination") Immediate and Deferred Annuities

(Not Ranked by Top Quartile)

5 Year Maturity Rates

7 Year Maturity Rates

Annuval Deferred Monthly Income Annual Deferred  Monthly Income
Reporting Policy Issue Interest Annuity Income Annuity Interest Annuity Income Annuity
Companies Name Ages Rate Premium Amount Premium Rate Premium Amount Premium
Col. Universal Combo 0-85 5.20%  $77,613  $420.87  $22,387 5.14%  $70,398 $416.20  $29,602
Empire Life FPA 0-85 3.30%  $85,023  $270.60  $14,977 321%  $80,142 $263.45  $19,858
Federal Home SPDA/SPIA  0-80 na na na na 5.00%  $71,786 $375.48 $28,214
Jefferson-Pilot  Split Annuity 5-85 na na na na 5.00% 371,714 $367.58  $28,286
Midwestern Nat’l Split Annuity 0-80 na na na na 4.50%  $73,556 $352.83 $26,444
Penn Mutual Diversifier II  0-80 na na na na 5.25%  $69,895 $398.13 $30,105
Presidential Combi-nuity  0-85 5.50%  $76,513 $425.49 $23,486 na na na na
Prov. Mutual SPDA II/SPIA 0-75 4.50%  $80,245 $346.32  $19,755 na na na na
Sun Life/Can. Regatta 0-80 na na na na 4.45%  $73,907 $354.61  $26,093
WM Life Ins. Co. FPA 0-85 3.40%  $84,618  $271.48  $15,382 3.28%  $79,760 $264.95  $20,240

Survey period: Oct. 26, 1993 thru Oct. 29, 1993.
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VARIABLE ANNUITIES UPDATE

Most of the features described earlier in
the Fixed Annuities section also apply to
Variable Annuities (VAs), with just a few
exceptions. Like a fixed annuity, a VA is
designed to increase the value of your
deposit on a tax-deferred basis. However,
VAs offer many more investment options
(see column headed "Types of Accounts")
not available in single-account fixed
annuities.

With a variable annuity you can diversily
your risk by investing in several mutual-
fund type separate accounts or in the
VA’s general interest account (GIA),
which affords the same advantages as are
feurrently available in the fixed general
account. Transfers can usually be direct-

Table 10a. Variable Annuities

ed from this fixed account to the various
"mutual-fund” type accounts. - The "Yield
Guar. Period™ column lists the period for
which the initial GIA rate remains un-
changed. "Surrender Fees/Year" column
reports the withdrawal penalties in effect
in the sample years indicated. "Total
Assets $§ Mil" gives in millions of dollars
the total amount of assets under manage-
ment (excluding funds in fixed general
accounts). "# of Accts"” indicates the
number of separate accounts that repre-
sent different investment options from
which to choose.

In the PERFORMANCE TABLES
"Accum. Unit Value" reports the dollar
value per share of fixed - income type

account. "YTD" reports the year-to-date
rate of return for the account listed. "1
Yr" reports the 1 year rate of rcturn for
the account listed. "3 Yr” reports the
cumulative 3-year rate of return for the
account listed. "S Yr" reports the cumu-
lative 5-year rate of return for the account
listed.

Note: Many companies offer more than
one variable annuity contract. Often,
different contracts will offer many of the
same optional accounts; yet the invest-
ment returns may show slight variations.
This difference reflects the fact that
separate variable annuity contracts may
have different fee structures.

- Contract Features

Total Fixed Yield Surrender
Reporting Policy Assets # of Acct Guar.  Fees/Year
Companies Name $ Mil Accts  Types of Accounts (see Legend) Rate Period 1 7
Ameritas Overture 11 na 13 AA,AG,B,CA ELFIL,G,];MM,SI 4.50% 1 Year 6% 0%
Anchor National ICAP 11 $1,870 15 AA,AG,B,CA EIFI(2),G,GS,1 4.25% 1 Year 5% 0%
Canada Life (U.S.) Varifund $ 34 5 B,EL,FI,G,MM 4.90% 1 Year 6% 0%
Connecticut Mutual Panorama Plus na 4 AAFI.,G, MM na na 5% 4%
Fortis Benefits Masters Annuity $ 953 15 B,FI,G,GS,MM 4.00% 1Year 7% 1%
Guardian Life Investor na 7 B,F1,G(2),LMM,RP 5.00% 1 Year 6% 1%
Jefferson Pilot Variable Annuity $ 102 3 FI,G,MM no fixed account
John Hancock Accomodator 2000 na 7 AG,FI(2),G,LMM,RP 4.65% 1 Year 8% 6%
Kemper Investors Advantage III (NQ) na 6 B,FI,G,GS,MM,I 5.00% 1Year 6% 0%
Keyport Life Preferred Advisor $ 543 10 AA,CA,G,B EIFI,G,GS, MM, 3.80% 3 Yrs 7% 1%
Lincoln National Multi-Fund HI $2,161 8 AA,AG,B,FI1,G, ;MM 6.10% 1 Year 7% 0%
Manutife Financial Variable Annuity $ 72 6 AG,B,FI,GMM,RP 4.00% 1 Year 7% 1%
Metropolitan Preference + na 7 AG,B(3),G,L,S1 4.75% 1 Year 7% 1%
Nationwide Best of America IV $3,897 22 AG,B,CA,G,GS,FI,GS,ILEI 4.75% 1 Year 7% 1%
New England Mutual Zenith Accumulator $ 611 9 AG,B,EIF1,G,I,MM,SI 4.00% 1Year 6.5% 3.5%
Pacific Mutual Select $ 69 10 B,EL FI(2),G,GS,],MM,SI 4.75% 1 Year 6% 0%
Penn Mutual Diversifier 11 $1,206 10 B(2),ELLFI(2),G(2),MM,I 5.10% 5 Years 7% 1%
Phoenix Home Life Big Edge Plus $ 652 6 AA,B,FL,G, MM 4.25% 1Year 5% 0%
Prudential Discovery Plus $1,429 12 AG,EIl(2),FI(3),G(2),, MM ,RP SI 4.00% 3 Yrs % 0%
SAFECO Variable Account B $ 37 S ELFI,G,MM,S na na 9% 4%
Security Benefit Variflex $1,201 7 AG,B,FI,G,MM,I 5.10% na 8% 2%
State Mutual Exec.Annuity+ na 12 AG,EI(3),FI(3),G(3),,MM 5.25% 1 Year na na
Sunlife/Canada Regatta Gold na 8 B,CA,FL,G,GS,IMM,S 4.15% 5 Yrs 6% 3%
Travelers Universal Annuity $1,697 21 AA,AG,CAFI,GS,I 5.00% 1Year 5% 0%
Union Central Variable Annuity $ 175 7 AA,CAFL,G,ILMM 540% 1 Year 7% 2%
Xerox Finan. Svcs. Performance $ 225 6 AA EI(2),F1(2),MM,SI 550% 1Year 5% 0%
AG  Aggressive Growth El Equity/Income GS  Govt Securities RP ‘Real Property
B Balanced FI Fixed Income 1 International SI Stock Index
CA  Capital Appreciation G Growth MM Money Market

na= data not available

ANNUITY & LIFE INSURANCE SHOPPER Jan.-Mar. 1994 31



VARIABLE ANNUITIES UPDATE

Table 10b. Variable Annuities

Bond (Fixed Income) Performance

Accum. VA
Reporting Fund Unit Assets Performance Returns thru 9/30/93
Companies Name Value $ Mil YTD 1Yr 3Yr S Yr
Ameritas High Income $18.09 $13.72 13.7% 14.2% 23.0% 11.3%
Anchor National Govt./Qual. Bond $23.71 $251.00 7.2% 6.6% 11.5% 9.9%
Canada Life Bond $13.76 $ 4.80 9.4% 9.5% 11.8% na
Connecticut Mutual Income $1.18 na 11.3% 11.1% na na
Fortis Benefits Divers. Income $1.60 $ 71.60 9.8% 9.2% 10.7% 9.4%
Guardian Life Bond $14.26 na 9.4% 8.6% 11.6% na
Jefferson Pilot Income Fund $34.73 $29.00 10.1% 9.9% 11.2% 9.3%
John Hancock Bond $17.16 na 9.9% 9.6% 18.1% 15.5%
Kemper Investors (NQ) High Yield $4.01 na 11.7% 12.3% 23.0% 10.1%
Keyport Life Mtg. Securities $14.48 $ 83.70 4.5% 4.4% 8.6% na
Lincoln National Bond $3.84 na 12.0% 11.4% 13.1% 10.7%
Manulife Financial Cap. Gwth. Bond $17.05 na 10.2% 9.4% 11.6% 9.8%
Metropolitan Income $14.21 na 9.5% 9.5% 12.4% na
Nationwide Fidel. Hi Income $18.02 $126.10 13.7% 14.1% 22.9% 11.2%
New England Mutual Bond Income $2.66 $103.40 11.1% 10.1% 12.9% 10.3%
Pacific Mutual Managed Bond $14.51 na 10.3% 10.7% 13.0% na
Penn Mutual Quality Bond $16.57 $29.60 9.8% 10.1% 11.4% 9.5%
Phoenix Home Life Bond $2.84 na 12.2% 12.1% 14.5% 10.4%
Prudential Bond 3256 na 9.7% 9.4% 17.2% 13.0%
SAFECO Resource Bond $16.40 $ 7.15 10.2% 8.8% 10.2% 8.9%
Security Benefit Hi Grade Income $20.91 $107.00 13.4% 13.2% 12.9% 10.4%
State Mutual Fidel. Hi Income $1.44 na 13.6% 14.0% na na
Sun Life Canada Gov’t Securities na $96.10 8.0% 7.1% na na
Travelers Quality Bond $4.39 na 8.3% 7.8% 10.5% 9.2%
Union Central Carillon Bond $20.81 na 9.5% 8.8% 11.9% 9.7%
Xerox Finan. Svcs. VKM Qual. Income $14.09 $ 46.09 10.4% 10.1% 9.4% na

na - data not available

32 Jan.-Mar. 1994

ANNUITY & LIFE INSURANCE SHOPPER




VARIABLE ANNUITIES UPDATE

Table 10c. Variable Annuities - Bond (Fixed Income) Fees

Reporting Fund Contract Admin. Mortality Mgt.

Companies Name Fee Fee & Expense Fee Other Total
Ameritas High Income $30 .20% 1.25% .67% na na
Anchor National Govt./Qual. Bond $ 30 15% 1.25% .60% 20% 2.20%
Canada Life Bond $ 30 na 1.25% .50% .75% 2.50%
Connecticut Mutual Income $ 40 na .73% 2% na 1.45%
Fortis Benefits Divers. Income $0 .10% 1.25% .50% 12% 1.97%
Guardian Life Bond na na na na na na
Jefferson Pilot Income Fund $ 30 na 0.99% 50% 17% 1.66%
John Hancock Bond na na na na na na
Kemper Investors (NQ) High Yield na na na na na na
Keyport Life Mtg. Securities $30 na 1.25% 55% 15% 1.95%
Lincoln National Bond $o0 na 1.00% .48% .04% 1.52%
Manulife Financial Cap. Gwth. Bond $30 na 1.00% .50% na 1.50%
Metropolitan Income na na na na na na
Nationwide Fidel. Hi Income $ 30 .05% 1.25% .52% 15% 1.97%
New England Mutual Bond Income $30 40% .95% -40% .04% 1.79%
Pacific Mutual Managed Bond $30 15% 1.25% .50% na 1.90%
Penn Mutual Quality Bond $30 0.0% 1.25% .48% .40% 2.13%
Phoenix Home Life Bond $35 na 1.25% 50% 15% 1.90%
Prudential Bond Portfolio 50 .20% 1.00% .40% .07% 1.67%
SAFECO Resource Bond $ 30 na 1.25% .74% na 1.99%
Security Benefit Hi Grade Income $30 na 1.20% 5% 11% 2.06%
State Mutual Fidel. Hi Income na na na na na na
Sun Life Canada Gov’t Securities $ 30 15% 1.25% .55% 11% 2.06%
Travelers Quality Bond $30 na 1.25% 32% na 1.57%
Union Central Carillon Bond $ 30 25% 1.20% .50% .16% 2.11%
Xerox Finan. Sves. VKM Quality Inc. $ 30 15% 1.25% .50% .10% 2.00%

na= data not available
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ALL ABOUT FIXED ANNUITIES

advanced. (These penalties are in
addition to whatever IRS tax
penalties may occur if you are
making a withdrawal from an
SPDA and you are not yet 59-1/2
years old.) Surrender penalties
vary from company to company,
but may be as high as 15% in the
first contract year (see "Surrender
Fees/Year" tables). As a rule,
surrender charges are reduced by
about 1% per year and usually
disappear completely by the 5th
through 10th policy year. Fees
may also be waived when the
contract is "annuitized" into an
immediate life annuity or in the
event of the policyholder’s death.
Recently, some companies have
waived penalties when the poli-
cyholder was confined to a
nursing home.

Contract Maturity and Annuitiza-
tion

». When a deferred annuity matures

(ie., the year that the surrender
penalties subside), it’s essential to
understand your withdrawal
options. You may reinvest your
money with the same company at
the rate then offered or switch
your account to another insurer
(called a tax-free or "Section
1035 Exchange"). Or, you can
simply pull your money out of
the annuity in a lump sum, but
then you’ll immediately owe
federal income tax on ALL the
earnings (at one time)--plus, if
you’re younger than 59-1/2 at
withdrawal, you’ll owe an addi-
tional 10% tax penalty.

There are two ways, however, to
postpone that tax bite while still
turning your annuity account into
a reliable income stream. One is
by "annuitizing" your policy--
where you irrevocably convert
the accumulated value of your
deferred annuity into an "imme-
diate annuity" (see section above).

You can either annuitize your
account with your present
company or transfer the account
to a different insurer under a
"Section 1035" exchange. It’s a
good idea to "shop the market"
before annuitizing, since your
present company may very well
not be the one offering the most
generous payments for the
amount of money you can depos-
it. You can verify this discrepan-
cy by comparing different
companies’ crediting rates to
their settlement rates (see column
titled "Mo. Income/$1000 for
Male Age 65 for Life," which
shows the current and guaranteed
purchase rates per $1,000 of
account value used by each
company to convert cash values
into monthly income). Also,
consult tables entitled "Tmmediate
Annuities."

Annuitizing may have a distinct
tax advantage, such as letting you
postpone paying taxes on some of
the earnings you’ve accrued.
However, this is true only for
annuities which were originally
purchased with so-called "non-
qualified" or after-tax dollars
(that is, monies which were not
previously exempt from taxes).
If your immediate or deferred
annuity represents a "qualified"
or pre-tax investment, such as an
IRA or IRA 'rollover" or Pension
Plan funds, then the whole
monthly income check will be
taxable.

In addition to annuitizing, the
other option is to set up a sys-
tematic withdrawal plan. With
this method, you tell the in-
surance company how much cash
to send you from your account
each month. The main advantage
of systematic withdrawal is flex-
ibility; you can raise, lower, or
stop the payments at any time, as
well as annuitize. Unlike the
annuitization option, though,

your account could eventually
run out of money if you with-
draw more than the annual inter-
est earnings each year. What’s
more, cash paid out in a system-
atic plan is usually fully taxable
until you have drained all your
earnings from the account.
However, because the tax law
governing annuities can be quite
complex, you should consult a
financial planner or tax adviser
before going ahead with either
withdrawal option.

Combination Annuities -
Split Annuities

Combination annuities (also
called split annuities) are essen-
tially a hybrid product combining
the features of a certificate of
annuity with those of a tempo-
rary or period-certain-only
immediate annuity. They are
designed to provide immediate
cash-flow with a guarantee that
the initial purchase amount will
be returned in full at the end of
a specified period of time. The
illustrations in our table on Split
annuities show maturity periods
of five and seven years.

What makes combination annui-
ties different from other cash
accumulation programs is how
they are taxed. Payments from
an immediate annuity have
unique taxation: a portion of
each payment is recognized by
the IRS as a return of principal,
with the remainder representing
taxable income in the year re-
ceived. The amounts are deter-
mined by a percentage factor,
known as the "exclusion ratio,"
and in a combination annuity the
results are very favorable. This

‘feature can be viewed as an

important advantage over bank
CDs, for instance, because it
reduces the amount of tax paid

ANNUITY & LIFE INSURANCE SHOPPER Jan.-Mar. 1994 59



ALL ABOUT COMBINATION ANNUITIES

by the investor. A simple exam-
ple will help illustrate this point.
Suppose a semi-retired individual
has a $50,000 investment coming
up for renewal this month. The
aim of this person is to use the
monthly interest earnings to
supplement his income. A local
bank is offering a 6% fixed rate
for an 84 month account where
interest may be withdrawn
without a charge each month.
From the bank certificate of
deposit, then, our investor would
get $250.00 in interest income
each month. After taxes, at
15%, he would receive $212.50 in
net income. But he can do sig-
nificantly better with a combina-
tion annuity.

By allocating his $50,000 into a
combination annuity that uses
both an SPIA and a deferred
annuity, here’s how our investor
could increase his after-tax
income. Based on current inter-
est rates, he would deposit
approximately $32,500 into the
deferred annuity portion of a
combination annuity. In 84
months, this deposit will have
grown to a value of $50,000. He
would then use the remaining
$17,500 of his original $50,000 to
purchase an SPIA, which at
current rates would generate
approximately $254.00 over the
next 84 months. Of that amount,
$208.02 is received tax free,
because it represents a return of
principal. This leaves $45.98 as
taxable income. Assuming the
same 15% tax bracket as before,
$39.09 of this amount would
constitute after-tax income. So,
in this example, our investor
would be receiving a total of
$247.10 ($208.02 plus $39.08) in
after-tax income. And, he would
also have his full $50,000 invest-
ment returned in seven years.

The result is an increase in
monthly income by more than

16% over what would have be
provided through a bank certifi-
cate of deposit. The investor
should also note that the income
generated inside the deferred
annuity portion of his combina-
tion annuity would be come
taxable income if he takes a
withdrawal. He can avoid this
taxation, however, simply by
rolling over the money into
another tax deferred investment.

Some tax consultants advise
investors to "custom build" their
own combination annuity by
simply purchasing an immediate
annuity and a deferred annuity
from separate insurance compa-
nies. This has the potential of
providing more competitive
returns and also avoids the
unfavorable implications of cer-
tain IRS revenue rulings concern-
ing combination annuities where
the immediate annuity and de-
ferred annuity portions are issued
by the same company.

Variable Annuities

Most of the features described
earlier in the Fixed Annuities
section also apply to Variable
Annuities (VAs), with just a few
exceptions. If you own a favor-
ite "taxable” mutual fund, you
may wish to own a fund of
similar structure overseen by the
same fund manager in a tax-
deferred manner. The advantag-
es are straightforward.

Like fixed annuities, a VA is
designed to increase the value of
your deposit on a tax-deferred
basis. However, variables offer
many more investment options
not available in single-account
fixed annuities. With a variable
annuity you can diversify your
risk by investing in several
mutual-fund type separate
accounts or in the VA’s general
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interest account (GIA), which
affords the same advantages as ap:.
SPDA account. Moreover, y¢} !
can switch among these stock, ’
bond, and money-market funds
without tax consequences.
(Mutual fund holders by contrast
pay taxes on income, capital
gains distributions, and profits
from selling fund shares.) Later,
you can surrender the annuity
and take a lump sum payout over
time ("annuitization") similar to
an SPDA.

Almost all VAs offer a death
benefit. Some guarantee the
premium less withdrawals or the
value of the account at death.
Some step-up the death benefit
every five or seven years. Still
others guarantee 5% per year
compounded on the original
deposit.

A side benefit is that money held
in a VA’s mutual funds is kept
apart from the insurer’s Generfy%\
accounts. This safety feature }
not available in SPDAs. (But
money invested in the GIA of a
VA is commingled with the
insurer’s assets and could be at
risk if the company fails.) And,
of course, with a variable annuity
there are no guarantees that your
account will increase in value if
your stock or bond funds per-
form poorly.

Fees and Performance

Most VAs can be purchased on a
no-load basis (that is, without a
"front-end" load). Therefore,
virtually all of your Variable
Annuity deposit will be put to
work for you (on a tax-advan-
taged basis to boot). VAs some-
times have annual contract fees -
typically $30. In addition, there
are fees for managing the assets
in each fund. These are akin te.
mutual fund expense fees an ,
range from 0.3% to 2.5% of your
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investment annually. There’s also
an assessment of about 1.25%

. annually to cover mortality and

expense risk (called "M&E") and
administration. Remember, most
VAs return to your beneficiary
an amount at least equal to your
initial investment if you die and
your account value is less than
what you started with. The
M&E fee offsets the cost of this
coverage.

The Total Return Performance
calculations in our tables are
based on the Accumulation Unit
Values (AUV). The AUV does
not usually include the deduction
of the annual records main-
tenance fee. This particular fee
is most often deducted at calen-
dar year’s end from a contract
owner’s account. You may see
contracts where fund perfor-
mance with higher fees is better
than some whose fees are less.
The fee structure alone should
never be the primary feature for
selecting a VA. Remember also
that if a VA is called a no-load,
this does not mean that it is free
of charges. "No-load" usually
means that the annuity has no
before or after (deferred) sales
charges. As most no-load vari-
able annuities are marketed
directly with no outside sales
force, internal costs may be
lower. In addition, always keep
in mind when reviewing the
account performance tables that
past performance is never a
guarantee of future results. VAs
are sold by agents licensed with
the National Association of
Securities Dealers (NASD) and
with an accompanying prospectus
or offering memorandum.

Structured Settlement
Annuities

Periodic payment annuities,
commonly known as structured

settlements, are a popular means
of providing compensation to
personal injury and tort victims
that offer significant advantages
to all parties concerned. The
greatest benefits accrue to the
plaintiff, since the IRS code
excludes from gross income any
damages he receives through such
a settlement annuity on account
of personal injuries or sickness.
For such a settlement to be valid,
however, the method of funding
cannot be part of the agreement,
and the annuity cannot be ob-
tained at the election of the
plaintiff, since either of these
conditions might constitute con-
structive receipt. Additionally,
the inherent flexibility of annui-
ties provides life-long security
for the plaintiff, lower costs to
the insurance company or de-
fendant who pays the damages,
and the tax benefits to plaintiff
attorneys by allowing receipt of
fees over an extended period of
time.

GICs & Insured Finan-
cial Guarantees

GICs (Guaranteed Interest or
Investment Contracts) and GFAs
(Guaranteed Funding Agree-
ments) are an integral part of
many qualified and non-qualified
plans’ investment portfolios.
They provide the highest rates of
return and lowest market volatili-
ty of any fixed-income asset.
G1Cs are backed by the general
account assets of the insurance
companies, who in turn employ
immunization strategies to match
the duration of their assets with
their GIC/GFA obligations.

While each GIC/GFA contract is
negotiated individually to meet
the specific needs of the buyer,
the following brief description
covers nearly all the different
types of GICs currently in use:

(1) Bullet Deposit contracts effec-
tively compete with CDs of
similar durations. Bullets provide
a current interest rate guarantee
on a one-time deposit for a
specified maturity period (1 to 10
years). (2) Window or Flexible
or Recurring Deposit contracts
are similar to bullets except that
they provide a current interest
rate guarantee which covers all
deposits received over a 12-
month period. These instruments
are attractive for employee con-
tributions in 401(k) plans. (3)
Benefit Responsive contracts
provide interest accumulation (as
with "bullets") and scheduled or
non-scheduled withdrawals to
meet a plan’s or contractholder’s
cash flow needs. The rates in the
GICs table are for Bullet GICs in
qualified plan situations; they
are also quoted net of expenses
and with no commission fees.

Annual Renewable Term
Life Insurance

Annual renewable term life
insurance is a very simple pro-
duct. It is essentially a bet on
your life. If you die while the
policy is still in force, the in-
surance company will pay your
beneficiary the face value. If
you survive, the insurance
company has no obligation to pay
anything to anyone. Renewal of
the policy from one year to the
next is also guaranteed by the
issuing insurance company,
without any need for the policy-
holder to prove continued insur-
ability. Moreover, the insurance
company cannot increase premi-
ums because the policyholder has
developed an adverse physical
condition. Premiums do increase
each year; however, they do so
only in relation to the higher risk
carried by the insurance company
as the policyholder’s life expect-
ancy decreases.
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Term insurance rates are reported
in tables for males and females
who purchase a policy with a
face value of $250,000 beginning
at age 35 and then renew the
policy for the next four years.
The first column thus provides
the rate for age 35, and the
second column provides the
aggregate premium for the five-
year period from ages 35 to 39.
The remaining columns provide
the same infor

mation for ages 40, 45, 50, 55,
and 60, followed by the ag-
gregate premiums for each suc-
ceeding five-year interval.

Ten-Year Level Term
Life Insurance

Ten-year level term has the same
basic contractual obligations as
annual renewable term. The
main difference is one of pricing.
For Ten-year level term, the
premium is guaranteed to remain
constant for a period of ten
years, unlike annual renewable
term where the premiums gradu-
ally increase each year.

Annuity Shopper reports annual
premium amounts, including all
fees and commissions, for a male
and female, each of whom
purchases a 10-Year level term
policy with a face amount of
$250,000 beginning at the ages
indicated. Thus, each policy is
guaranteed renewable for the
next nine years at the same ini-
tial premium amount.

Pension Plan Termina-
tion and Terminal
Funding Annuities

Single Premium Group Annuities
(SPGAs), also known as Terminal
Funding, Single-Shot or Buyout
contracts, guarantee the benefits

of a pension plan’s retired,
active or deferred vested partic-
ipants. SPGAs are usually em-
ployed in situations which re-
quire that accrued benefits be
"settled" with commercial annui-
ties. These include pensions
plans which are terminating,
ongoing plans locking in high
rates as an investment, FASB
87-88 settlements, and plant
closings due to mergers or acqui-
sitions. An SPGA may reduce a
pension plan’s annual administra-
tion costs, reduce its unfunded
liability, or increase the reversion
available from an overfunded
plan.

SPGAs frequently credit a higher
rate than the actuarial interest
rate a plan may be using for
valuing benefits. To maximize
this rate differential a plan
sponsor must either himself
monitor each insurance com-
pany’s SPGA rates or delegate
that function to an experienced
SPGA consultant. Constant
surveillance is necessary to catch
the changes in pricing among
competing carriers, which often
occurs overnight as general
market conditions change and as
each company moves closer to
achieving its short term profit
and/or premium-sales objec-
tives. It is not uncommon that at
different times during the year
SPGA quotes from the same
company may vary by as much as
30%!

United States Annuities can help
a plan sponsor or consultant
obtain the best SPGAs for his
terminating or ongoing plan. We
represent more than 25 carriers
in this market--companies with
the highest "AAA" and "A+"
ratings. Our knowledge of the
special underwriting considera-
tions that are of particular impor-
tance to the insurance companies
allows us to make sure that your
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plan is not rejected simply
because no one was available to.
answer questions of a routine c
sometimes, technical nature. Ou, -
ability to effectively manage the
flow of critical information helps
you obtain the best contract
available to fit the needs of your
plan.

We work directly with those
major insurance companies our
research has determined to be
competitive in these markets.
While our efforts are directed at
providing annuities at the lowest
cost, consideration is also given
to the quality of services and
financial strength the insurance
company offers. We also provide
you with the means of maintain-
ing continual contact with your
insurance company representa-
tives from the time quotes are
presented to you through the
follow-up period after the final
contract and all certificates have
been delivered. If you hay,
spec1al needs on how the contrals
is to be serviced after the takeo-
ver, we will negotiate with the
insurers to cover these require-
ments and, depending on their
nature, to make certain than no
additional costs are imposed.
When soliciting SPGAs on your
behalf, you can have us attend to
some or all of the following
steps. You dictate our level of
involvement.

SETTING OBJECTIVES AND
PROTECTING PLAN ASSETS

In consultation with the Plan
sponsor and/or enrolled actuary,
objectives are set for the cost of
the annuities, contract provi-
sions, liquidity of the funds, and
proposed purchase and takeover
dates. Market values of assets
available for tramsfer to the.
insurance company are deter

mined to insure that they are
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sufficient to cover the estimated
cost of annuities. A bond portfo-
lio hedging strategy may be
employed to protect the assets
until the final distribution is
made. (During periods of declin-
ing interest rates, the present
value or cost of annuities general-
ly increases. In the absence of a
defensive investment strategy,
significant erosion of assets may
occur.)

PREPARING THE BID SPECI-
FICATIONS AND DATA LIST-
INGS

We market your plan by submit-
ting specifications and data to
those carriers best suited to
underwrite your liability. The
presentation of complete specifi-
cations and clean data (especially
on diskette or mag tape) reassures
the carriers that everything is
"in order" and serves as an extra
inducement, not only for them to
accept the case for pricing, but
also to calculate the annuity
premiums using their

most competitive cost factors.
With respect to preparing these
documents, you may contract
with us to (a) assist with the
creation of the census data files,
(b) review the Plan Document to
suggest which provisions should
be included, and (c) negotiate
the level of assistance provided
by the insurance company to
bring about a timely distribution
of benefit payments, annuity
certificates, and so forth.

MANAGING THE COMPETI-
TIVE BIDDING PROCESS

Through close and ongoing
communication with the insurers
who agreed to bid on your plan,
we are assured that it is being
priced correctly and that premi-
um calculations are returned to

us on a timely basis. Once the
interested carriers begin their
underwriting process, we reduce
your burden of having to answer
redundant questions from nu-
merous carriers by acting as your
go-between. We provide the
insurers with the additional
information they request to keep
premium costs at the lowest
possible level. By properly
communicating plan needs, we
can encourage the insurers to
reduce risk premiums and not
price plan provisions on an
overly conservative basis. We
also keep you informed of the
insurers’ responses throughout the
initial bidding period.

In the weeks before the winning
bid is selected, we provide writ-
ten proposals from the insurers
describing the plan provisions
and benefits they have agreed to
cover. These proposals are care-
fully reviewed by the plan actu-
ary and any revisions to the specs
or other considerations that could
influence the decision-making
process are addressed.

ANNUITY PURCHASE / WIRE
TRANSFER / DECISION DAY

On the day the final quotes are
due, we may move to the offices
of the decision maker to coor-
dinate the final bidding process.
The insurance companies are
instructed to submit their bids
before noon of that day. The
quotations are matched to the
previously agreed control num-
bers. When all the initial bids
have been received, the runner-
up insurers are invited to revise
their quotes downward to the
lowest possible figure. Soon
after, the plan sponsor is in a
position to accept the most
favorable bid. We assist in
preparing the letter of commit-
ment which indicates the agree-

ment to purchase the annuities at
the quoted price. The premium
or deposit amount is wired to the
winning company to "lock in" the
quote. We can assist with the
wire transfer transaction to assure
the proper delivery of funds to
the carrier, with timely confirma-
tion back to respective parties.

TAKEOVER PROCEDURE/
CONTRACT ISSUANCE

In virtually all groups that in-
volve a substantial number of
participants, minor corrections to
the census and/or benefit
amounts may occur after an
agreement to purchase the annui-
ties has been reached. These
changes are audited to assure that
all attendant premium adjust-
ments are priced on the same rate
basis as the original quote. We
review the Master Group Con-
tract, checking it against the
bidding and proposal letter speci-
fications, citing any application
changes and forwarding them to
the plan sponsor or actuary for
review. We may also assist the
plan sponsor in verifying the
correctness of the individual
annuity certificates once issued.

HOW TO OBTAIN GROUP
ANNUITY QUOTES

USA’s combination of specialized
marketing expertise and annuity-
tracking database makes us your
best source for group annuity
contracts. Simply mail or fax
(908-521-5113) the plan specifi-
cations and census data and we’ll
prepare documents for quoting
by the carriers. We can provide
this service on either a commis-
sion or fee basis. Simply call our
toll-free number 1-800-872-6684
and we’ll discuss details with
you. We invite your inquiries.
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