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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 credits the account with tax-deferred growth
(“fixed-interest” annuity or “variable” annuity) or returns a
lifetime income (“immediate” 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 Immediate Annuities Update or Deferred
Annuities Update sections. There you’ll find our latest survey
of annuity rates and policy performance. If you are a novice,
may we suggest you read our booklet entitled the Pros and
Cons of Fixed and Variable Annuities and then proceed to the
Update sections in the magazine.

Research on the strength of annuity issuers can be found
in the section titled /nsurance Company Ratings. We list data
from the main rating agencies: Standard & Poor’s, Moody’s,
Duff & Phelps, and Weiss Research. Also shown is each
company’s asset level and capital ratio.

If you’d like to reach us, please call 800-872-6684. We
welcome your comments and suggestions. Our brokerage
representatives are also available to help you find the right

annuity.
4.1 L

Send your questions and concerns, with your address and phone
number, to me at Annuity & Life Insurance Shopper, 8 Talmadge
Drive, Monroe Township, NJ 08831-9999.

4 July-Sept. 1997 ¢ ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684
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Clinton Official Urges Repeal

of Asset Transfer Law

Bruce Vladeck, Administrator of the Tourette has said that the new law is not take any steps to enforce the provi-
Health Care Financing Administration difficult to interpret and impossible to sion. “We will certainly not be pressing
(HCFA) recently told a Senate commit- enforce. With several major seniors the states to enforce this,” Mr. Vladeck
tee that the Clinton Administration organizations behind it, his bill is told the committee.
wanted the “Granny Goes To Jail” law gathering strong bipartisan support. Two leading United States Senators,
repealed and assured Senators that the At a recent hearing of the Senate Senate Finance Committee Chairman
Federal government would not push for Labor and Human Resources Commit-  William Roth, R-Del., and Democratic
enforcement of the provi- Sen. Daniel Patrick Moyni-
sion. han, D-N.Y., the commit-

tee’s senior Democrat, in-
troduced legislation last

The moniker has been
attached to Section 217 of

the Health Insurance Porta- Thursday that would create
bility and Accountability « a new bipartisan commis-
Act of 1996, which makes sion on Medicare’s long-
transfers of assets in order term future.

to qualify for Medicaid The proposal was intro-

duced as the Administra-
tion’s Medicare budget was
coming under mounting
criticism that it cuts benefits
to health care providers too
deeply and requires no sac-
rifice from beneficiaries.
HHS Secretary Donna

long-term care benefits a
crime. HCFA is the federal
agency that administers both
the Medicare and Medicaid
programs. The measure was
added quietly to the major
health insurance bill enacted
last summer. Once word of

the existence of the crimi- Shalala told the House
nalization of asset- Ways and Means Commit-
divestiture provision seeped tec that the Administration

had not ruled out means-
testing premiums for Medi-
care Part B physicians’ ben-
efits. Although not opposed
to such a measure, neither
has the President proposed
it in the budget.

The Roth/Moynihan pro-
posal is already being criti-
cized as merely providing
political cover to Congress-

out, no Congressman has
come forward to claim au-
thorship of it.

The new law became ef-
fective on January 1, 1997,
and has caused anxiety and
confusion among the na-
tion’s elderly and their fami-
lies, particularly those who
face the imminent possibil-
ity of nursing home care and

making application for men who took a beating over
Medicaid benefits. tee about implementing the health in- Medicare last year. Sen. Bill Frist, R-
surance law, several Senators Tenn., said Congress should fix Medi-
Enforcement Unlikely “unexpectedly raised” the Section 217 care now and not pass the work on to a
Experts have called Section 217 unen-  1ssue with Mr. Vladeck, according to commission.
forceable due to the ambiguities in the the Los Angeles Times.
provision. For instance, a fair reading of Senators informed Mr. Vladeck of Reprinted with permission of Elder Law Fax,
2 . . .
the law supports an interpretation that a concerns raised by their constituents February 17, 1997. Published weekly by Timothy
transfer is either a misdemeanor or a about the “Granny Goes to Jail” law. L. Takacs, Attorne).z at Law. 201 Walton Ferry
Mr. Viadeck agreed with their con- Road, Hendersonville, Tennessee 37077-0364.
felony. . CcK ag . Tel: 615-824-2571; Fax: 615-824-8772; e-mail:
Rep. Steven C. LaTourette, R-Ohio, cerns and 1nv1t§d Congress to repeal it ttakacs@nashville.net.
has introduced a bill to repeal the law. A 8 Soon as possible. S
former county prosecutor, Rep. La- The Administration, he said, will

6 July-Sept. 1997 ¢ ANNUITY & LIFE INSURANCE SHOPPER * 800-872-6684
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Early

Pension Distribution Qualified for

Disability Exception to the 10% Penalty

The Tax Court has decided that a re-
tirement plan participant who received a
distribution before age 59" did not owe
the 10% premature distribution tax un-
der Code Sec. 72(t) because he was dis-
abled before he received the distribution.
It came to this conclusion despite the
fact that he continued to work over one
year after receiving the distribution.
(Brown, TC Memo
1996-421)

Facts. Joe Brown
was a project engineer
for the Maryland State
Highway Administra-
tion, responsible for
supervising bridge
construction. Project
engineers spend 50%
to 75% of their time
working on site, and
must walk up and
down ladders and hill-
sides, into and out of
operating machinery
and motor vehicles, on
top of building sup-
plies, over obstruc-
tions, and be able to
lift heavy objects and “walk beams.”

Brown had a long history of health
problems. He had polio as a child, re-
sulting in severe atrophy of his right leg.
As a result, he suffered severe degenera-
tive joint disease of the spine and left
knee. He also was overweight and de-
veloped severe lower back problems,
necessitating a spinal fusion operation in
*77. In ’78 he was granted a disability
retirement allowance but did not accept
it, rehabilitated himself, and eventually
returned to work. In 88 and 90 he had
knee replacement surgery, and had to
use crutches for six months following
the second operation. On top of these
problems, Brown had a “clinically sig-
nificant” history of hypertension.

In October 1989, Brown took a partial
distribution of about $225,000 from his
retirement plan, and rolled $150,000 of
it over into an IRA. Despite his physical
impairment, Brown retained his position

as project engineer until December
’90 at which time he went on leave
and never returned to work. Before
that time, he struggled to perform his
job. Although he could no longer
climb or “walk beams,” he attempted
to control his job by telephone from
home and attempted to work on site
by driving or by being driven in a ve-

hicle.

During 1989 and 1990 Brown did
not use any sick leave. He used an-
nual leave for his knee replacement
surgery and for the following two-
week convalescence period. After
leaving work on December 26, 1990,
Brown exhausted his accumulated an-
nual and sick leave before his retire-
ment. In March 1991, the Maryland
Medical Board recommended Brown
for disability retirement due to os-
teoarthritis of the spine, hypertensive
cardiovascular disease, old polio with
atrophy of the right leg and obesity.
Because of his years of service, how-
ever, Brown applied for and received
a normal service retirement, effective
May 1, 1991. In November 1991,
Brown was notified that he was enti-
tled to social security disability bene-
fits retroactive to December 22, 1990.

The IRS determined that Brown’s

1989 retirement plan distribution was
not eligible for rollover treatment, so
that it was fully subject to tax in 1989.
In addition, since Brown was only 52
years old in 1989, IRS charged Brown
with the 10% premature distribution ex-
cise tax. In determining that Brown was
not disabled at the time of the distribu-
tion in 1989, the IRS relied on the fact
that he continued to work for
most of 1990, did not use any
sick leave in either 1989 or
1990, and received superior
job evaluations for 1989 and
1990.

Observation: Before
1993, partial distributions
from qualified plans could be
rolled over to an IRA only if
made on account of death,
disability, or separation from
service. To qualify for this
disability exception, the plan
participant had to be disabled
within the meaning of Code
Sec. 72(m)(7), which is the
 same standard that applies
— .. - for purposes of the disability

exception to the 10% prema-
ture distribution tax.

Currently, most qualified plan distri-
butions other than required minimum
distributions and annuitized payouts are
rollover-eligible, and thus not subject to
tax or penalty if transferred by direct
(trustee-to-trustee) or regular rollover to
an eligible retirement plan within 60
days of the distribution.

A Cleose Call. The Tax Court dis-
agreed with the IRS, finding that Brown
was disabled before he received the dis-
tribution in 1989. As a result, the distri-
bution was eligible to be rolled over tax-
free into an IRA, and the portion of the
distribution that was not rolled over was
not subject to the 10% premature distri-
bution tax.

The court admitted that the issue of
Brown’s disability was a very close one.
Under Code Sec. 72(m)(7), an individual
is disabled if he is “unable to engage in
any substantial gainful activity by reason

ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684 ¢ July-Sept. 1997 9
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of any medically determinable physical
or mental impairment which can be ex-
pected to result in death or to be of a
long-continued and indefinite dura-
tion.” The regs emphasize that
“substantial gainful activity” refers to
the activity that was the individual’s
customary activity before the impair-
ment, or a comparable activity. The
court found that at the time of the distri-
bution Brown was neither mobile nor
{it, and was unable to climb, lift heavy
objects, or walk beams. In short, he
could no longer perform his job, but
was mentally not ready to give up, and
his subordinates and superiors accom-
modated him however they could. It
found that a superior job evaluation re-
port for 1989 was not incompatible with
a disability occurring late in 1989
(when the distribution was received),
and it simply dismissed the superior job
evaluation for 1990 as contrary to the
weight of the evidence.

Observation: 1t is difficult to recon-
cile Brown with the Tax Court’s hold-
ing earlier this year in Dwyer ((1996)
106 TC No. 18) that a stock trader suf-
fering from clinical depression wasn’t
disabled when he received an IRA dis-
tribution. There the court said that
Dwyer wasn’t considered disabled un-
der Code Sec. 72(m)(7) because his ill-
ness didn’t prevent him from cowntinu-
ing to work as a stock trader. However,
Brown also was able to continue to
work despite his impairment. Further,
Brown did not address Reg. § 1.72-
17A(f), which specifies that a person is
not deemed disabled if “with reasonable
effort and safety to himself, the impair-
ment can be diminished to the extent
that the individual will not be prevented
by the impairment from engaging in his
customary or any comparable substan-
tial gainful activity.” It may be that
Brown’s physical disability was so se-
vere that the court felt he actually
wasn’t capable of gainful employment
even though he formally stayed on the
job after receiving the distribution.

Reprinted from Pension and Benefits Week,
September 30, 1996, with permission of the pub-
lisher, Research Institute of America Group.
Subscriptions: 800-421-9025, $250/ yr.
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IRA Bankruptcy
Exemption

In Re Yuhas (In 1997, CA3) 1997 US
App LEXIS 931

The IRA of a debtor in a Chapter 7
bankruptcy proceeding was excluded
from this bankruptcy estate under
Bankruptcy Code 541 (c)(2) because
applicable state (New Jersey) law pro-
vided that IRAs are exempt from all
creditors’ claim and excluded from the
bankruptcy estate. The Third Circuit,
relying on the Supreme Court’s analy-
sis in Patterson v. Shumate, 504 US
753 (1992), held that the applicable
state law restriction entitled the debtor
to entirely exclude the IRA from the
bankruptcy estate; the bankruptcy
statute didn’t put the trustee in the
debtor’s shoes with the right to liqui-
date the IRA for the benefit of credi-
tors.

The state statute was a restriction on
the debtor’s ability to transfer the IRA
funds for purposes of Bankruptcy
Code § 541(c)(2). And § 541(c)(2)
didn’t apply only to trusts such as pen-
sion plans and spendthrift trusts that
are created by a third party for the
long-term benefit of the debtor, that
the debtor can’t immediately liquidate.
The Third Circuit also held that the
exclusion of the IRA under § 541
(c)(2) applies even if the debtor
chooses federal, not state, exemptions
under Bankruptcy Code § 522 because
the § 522 exemptions are separate
from, and irrelevant to, the § 541(c)(2)
exclusion.

Reprinted from Pension and Benefits Week,
February 18, 1997, with permission of the pub-
lisher, Research Institute of America Group.
Subscriptions: 800-421-9025, $250/ yr.

DOL Recovers
$22 Million For
401(k) Plans;
Begins Hot Line
for Workers

A nationwide crackdown on 401(k)
abuse has resulted in the recovery of
nearly $22 million for 40,800 workers,
President Clinton announced on March
31. (DOL News Release 97-113, 3/31/97)

The $22 million recovery is part of the
DOL’s national enforcement project to
reduce misuse of 401(k) contributions
and ensure pension security. Under the
project, department investigators discov-
ered that some employers were misusing
or borrowing their employees’ 401(k)
contributions for personal or corporate
enrichment.

President Clinton also introduced a
toll-free publication hot line for workers
to access vital information to help them
understand their pension rights and moni-
tor their pension plans. The toll-free
“800” number is part of the department’s
Retirement Savings Education Campaign
to raise public awareness about retire-
ment savings and pension protection.
Persons looking for employee benefit lit-
erature can call the hot line at (800)
998-7542.

Since starting its enforcement project
in 1995, the Pension and Welfare Bene-
fits Administration (PWBA) has opened
1,672 cases; 746 have been closed—262
cases with violations and monetary re-
coveries. The $22 million includes mon-
etary recoveries from these closed cases,
cases that are still open, and the voluntary
compliance pension payback program.
In addition, the agency has received
thousands of calls from workers asking
about their 401(k) plans. Often com-
plaints from workers give the department
the first warning sign of a problem with a
plan.

Reprinted from Pension and Benefits Week, April
7, 1997, with permission of the publisher, Research
Institute of America Group. Subscriptions: 800-
421-9025, 8250/ yr.
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Survivor’s Advanced
Age Didn’t Prevent
Her From Treating
Deceased Spouse’s
IRA as Her Own

A surviving spouse who is a benefi-
ciary of his or her deceased spouse’s
IRA has a choice that is not open to
other beneficiaries—the survivor can
elect to treat the deceased spouse’s IRA
as his or her own. A recent private rul-
ing makes it clear that this choice is
available even if the surviving spouse is
over age 70-1/2 at the time of the
spouse’s death. (IRS Letter Ruling
9704019)

Facts. Bob Jones possessed three
IRAs at different banks when he died on
February 16, 1995, survived by his wife,
Ann. Bob had attained age 70-1/2 in
1990 and was properly receiving re-
quired minimum distributions at the time
of his death. Ann, who had reached age
70-1/2 in 1989, was sole beneficiary of
all three IRAs.

Observation: Age 70-1/2 is critical
when it comes to IRAs because an IRA
owner must begin receiving distributions
by April | of the year after he attains age
70-1/2. The required distribution for the
year after the individual attains age 70-
1/2 must be made by December 31 of
that year and required distributions for
succeeding years must be made by each
December 31 based on the balance as of
the prior December 31.

Observation: A surviving spouse of a
deceased IRA owner can benefit by
treating the IRA as her own. If she
treats the IRA as her own, she can lower

12 July - Sept. 1997

the minimum required distributions by
naming a younger beneficiary.

In 1995, Ann, as beneficiary re-
ceived distributions from each of
Bob’s IRAs in amounts sufficient to
meet the minimum distribution re-
quirement of Code Sec. 408(a)(6) and
Code Sec. 401(a)(9). On December 8,
1995 the trustee of Bob’s IRA at one
bank requested the trustees of the
other two IRAs to make trustee-to-
trustee transfers, which they did. A
week later, this single remaining IRA
was redesignated as Ann’s IRA. Ann
intended to designate her four children
as equal beneficiaries of the IRA and
to take distributions in accordance
with Code Sec. 408 (a)(6) and Code
Sec. 401(a)(9)(A), commencing in
1996.

Rulings: Ann sought and received
the following rulings from IRS:

® She lawfully claimed Bob’s IRA as
her own, even though at Bob’s
death both she and Bob had passed
the requiring beginning date. The
ruling said that there is no require-
ment that a surviving spouse not
have reached the required beginning
date to claim the IRA as the individ-
ual’s own.

® Her four children could properly be
treated as designated beneficiaries
for purposes of determining Ann’s
required minimum distribution date
of December 31, 1996. While des-
ignated beneficiaries normally must
be determined as of the required
beginning date, Ann’s required be-
ginning date had already passed
when she established the IRA as her
own in 1995. Thus, in the absence
of final regs, the ruling said it’s a
reasonable interpretation of the min-
imum distribution rules to allow the
children to be designated beneficia-
ries. Since Ann’s IRA first came
into being in 1995 and distributions
in a calendar year are based on the
IRA balance as of December 31 of
the prior year, her first required dis-
tribution date was December 31 of
1996.

® No excise tax will be imposed under
Code Sec. 4974 for post 1995 years
for failing to take minimum distri-
butions as long as Ann takes distri-

¢ ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684

butions over a period not extending
beyond the joint life expectancy of
herself and her designated beneficiary.

® No Code Sec. 4974 tax applies for
1995. Although Ann set up the IRA
in 1995 when she was over 70-1/2,
she didn’t have to take distributions
until December 31, 1996. Any re-
quired distribution for 1995 would
have been based on the IRA balance
as of December 31, 1994. Since the
balance was $0 as of December 31,
1994 because the IRA didn’t exist in
Ann’s name at that time, no distribu-
tion was required for 1995 and thus
there could be no penalty tax for fail-
ing to take a distribution.

Reprinted from Pension and Benefits Week,
February 3, 1997, with permission of the pub-
lisher, Research Institute of America Group. Sub-
scriptions: 800-421-9025, $250/ yr.

Former Employee
May Have Equitable
Claim For Plan’s
Failure to Make
Timely Distribution

A former employee who terminated
employment in 1978 but didn’t receive a
distribution at that time (as required un-
der the terms of the plan then in effect)
might be entitled to equitable relief, but
can’t sue for a post-termination increase
in his plan benefit. (Jordan v Thrifty
Corporation 1996, CA9, unpub op)
1996 US App LEXIS 24483)

Jordan terminated his employment
with Thrifty in 1978 with a fully vested
profit-sharing plan account balance of
$44,822. Despite a plan provision re-
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quiring a distribution to Jordan no later
than 60 days after the end ot the year of
termination, no distribution has yet been
made to Jordan. The form of distribu-
tion to Jordan under the 1978 plan was a
joint and survivor annuity beginning at
age 65, unless the trustees approved a
written request for another form of an-
nuity. The plan prohibited cash distribu-
tions of more than $30,000, so Jordan
wasn’t eligible for a cash distribution.

In 1979, Jordan requested a joint and
survivor annuity beginning at age 56.
He didn’t respond to the plan adminis-
trators when they asked him to explain
his request or select another form of dis-
tribution. In 1992, Thrifty forfeited Jor-
dan’s account. Upon Jordan’s protest,
Thrifty reinstated the $44,822 balance as
of his termination of employment, but
didn’t credit Jordan with any post-
employment increase.

Jordan then brought an action ERISA
§ 502(a)(1) in federal district court, for a
post-employment increase ir plan bene-
fits in accordance with the plan since he
remained a participant. The Ninth Cir-
cuit upheld the district court’s dismissal
of the action under that subsection, say-
ing “this theory was untenable because
Section 3.3 of the Plan forbade Plan
membership after separation from ser-
vice.” However, the Ninth Circuit, rely-
ing on the Supreme Court’s recent deci-
sion in Varity v Howe, also held that Jor-
dan should have been allowed to amend
his complaint to sue for equitable retief
under ERISA § 502(a)(3).

Observation: The Ninth Circuit didn’t
fully explain Jordan’s ERISA §
502(a)(1) claim, and its reasons for up-
holding the district court’s dismissal of
the claim. The Ninth Circuit implicitly
accepted that Jordan was a “participant”
under ERISA § 3(7) since it didn’t ad-
dress the issue of Jordan’s standing to
sue under either ERISA § 502(a)(1) or
ERISA § 502(a)(3). Thus, tise Ninth
Circuit apparently upheld the dismissal
of Jordan’s claim for benefits under
ERISA § 502(a)(1) because his $44,822
account balance at retirement wasn’t in
dispute, and the plan’s removal of Jor-
dan from “membership” after his retire-
ment prevented his benefit under the
terms of the plan from growing beyond
that $44,822 account balance.

The Ninth Circuit noted that in an

amended complaint, Jordan may be
able to allege that the 1978 Thrifty
plan included an implied default op-
tion requiring Thrifty to timely pur-
chase an annuity for plan participants
such as Jordan who didn’t choose an
annuity option acceptable to Thrifty.
Thus, he may be able to show his enti-
tlement, under ERISA § 502(a)(3) to a
constructive trust on the interest that
the plan earned while retaining and
using his $44,822 account balance, or
to another “make-whole” equitable
remedy in the discretion of the district
court.

Reprinted from Pension and Benefits Week,
October 7, 1996, with permission of the pub-
lisher Research Institute of America. Subscrip-
tions: 800-421-9025, $250/ yr.

Periodic IRA Pay-
ments Didn’t Meet
Substantially
Equal” Test—10%
Early Withdrawal
Tax Applied

The IRS privately ruled that the
10% tax on early withdrawals applied
to a series of annual distributions that
were calculated to amortize a portion,
but not all, of the IRA balance over
the joint life expectancy of the IRA
owner and his beneficiary. (IRS Letter
Ruling 9705033)

An additional 10% tax is imposed
on IRA distributions made before the
owner reach age 59-1/2, with some

ANNUITY & LIFE INSURANCE SHOPPER ¢

exceptions. Code Sec. 72(t)(2)(A)(iv)
provides one exception: the additional
tax doesn’t apply to distributions that are
part of a series of substantially equal pe-
riodic payments over the life (or life ex-
pectancy) of the IRA owner, or the joint
lives (or joint life expectancies) of the
IRA owner and his beneficiary.

In Notice 89-25, Q&A 12, the IRS set
out three acceptable methods for deter-
mining substantially equally periodic
payments. One method is the amortiza-
tion of the IRA Owner and beneficiary
at no more than a reasonable interest
rate.

Observation: The higher the interest
rate assumption, the larger the annual
distributions would be.

The taxpayer (call him Harry) retired
in 1994, apparently at age 56. He rolled
over a distribution from his employer’s
profit-sharing plan into two separate
IRAs maintained by one financial insti-
tution. The aggregate IRA account bal-
ance was $461,991 on December 31,
1994. In accordance with his financial
adviser’s calculations, Harry withdrew
$30,000 from the IRAs in 1995 as the
first of a series of annual payments that
were intended to meet the substantially
equal periodic payment exception to the
10% early distribution tax.

But the IRS ruled that the 10 early
distribution tax applied to the $30,000
distribution because Notice 89-25 re-
quires the amortization of the entire IRA
account balance over the applicable life
expectancy. The worksheet of Harry’s
financial adviser showed that he arrived
at the $30,000 annual distribution by
amortizing $405,954, a portion of
Harry’s IRA account balances, over the
joint life expectancy of Harry and his
58-year old wife, using a 7% interest
rate.

Recommendation:  An individual
planning to begin a series of periodic
IRA distributions intended to satisfy No-
tice 89-25 should calculate the account
balance necessary to support the desired
distribution, and then make sure the IRA
balance equals that amount when distri-
butions begin. Here, Harry could have
easily avoided the 10% early withdrawal
tax by dividing his assets between his
IRAs so that one (or more) of his IRAs
had a value of $405,954 on December
31, 1994 (or any other date that he se-
lected to begin annual distributions).

800-872-6684 ¢ July - Sept. 1997 13
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Recommendation: Even if an IRA
owner is unable to divide his IRA into
separate IRAs to achieve the desired
account balance, the IRA owner can
reduce the annual distribution to the
desired level by reducing the assumed
interest rate. Notice 89-25 prevents the
use of an interest rate that exceeds a
reasonable interest rate, but it doesn’t
prevent the use of a lower (or even 0%)
interest rate. Here, even if Harry was
unable to structure an IRA a:count bal-
ance of $405,954 by December 31,
1994, he still could have achieved his
goal of a $30,000 annual distribution
by using and interest rate lower than
7%. Thus, Harry could have backed
into his desired annual distribution
amount by calculating the interest rate
that would amortize $461,991 by an-
nual distributions of $30,000 over 32
years, the joint life expectancy of Harry
and his wife.

Observation:  Also, Harry could
have left his account balance in his
employer’s profit-sharing plan at retire-
ment. Then, if the plan aliowed, he
could have made profit sharing plan
withdrawals in any amount at any time
without being subject to the 10% early
withdrawal tax. Under Code Sec.
72(1)(2)(A)(v), the 10% early with-
drawal tax doesn’t apply to distribution
from qualified retirement plans made to
a retired employee after reaching age
55.

Reprinted from Pension and Benefits Week,
February 10, 1997, with permission of the pub-
lisher, Research Institute of America Group.
Subscriptions: 800-421-9025, 3250/ yr.
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Exemption of
IRAs From Exist-
ing Creditors In
Bankruptcy Isn’t
Unconstitutional

The exemption of two debtors’
IRA assets in bankruptcy under a
Nevada statute enacted after the
debts were incurred wasn’t an un-
constitutional impairment of the con-
tracts that established the debts. (In
re Seltzer (1996, CA9) 1996 US App
LEXIS 33336)

Kenneth and Sharon Seltzer filed a
Chapter 7 bankruptcy petition in
1992, listing debts exceeding
$600,000. They sought to exempt
IRAs valued at $28,300 from their
bankruptcy estate under a Nevada
statute that provided a bankruptcy
exemption for IRAs of up to
$100,000, effective October 1, 1991.
The bankruptcy trustee objected that
the state law unconstitutionally im-
paired the contract rights of creditors
because it allowed the debtors to
shelter assets in a way not contem-
plated by the parties when they exe-
cuted their contracts before October
1, 1991. The bankruptcy court and
district court both rejected the consti-
tutional challenge to the exemption
under the Nevada statute.

The Ninth Circuit affirmed. Al-
though the federal constitution says
that no state shall pass any law im-
pairing the obligation of contracts,
the Supreme Court narrowly con-
strued the clause in a 1983 case, En-
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ergy Reserves Group, Inc. v. Kansas
Power & Light Co. The Supreme
Court noted that a literal interpretation
of the contract clause “would make it
destructive of the public interest by
depriving the State of its prerogative of
self-protection.” The Supreme Court
said that a substantial impairment of a
private contract under state law is con-
stitutional if the impairment is reason-
able and necessary to fulfill an impor-
tant public purpose. \

Here, the bankruptcy trustee didn’t
meet his burden of showing that the
retroactive application of Nevada’s
exemption statute didn’t serve a valid
purpose. Nevada, like many other
states, has recently updated its exemp-
tion statutes to shelter retirement assets
from debt collection. The Nevada
statute reasonably furthers the public
policy of protecting retirement plans
by limiting the exempt amount to
$100,000.

The trustee also argued that the
Nevada law unreasonably delegated
control of its exemption to Congress by
using Code Sec. 408, a federal statute
to define the type of retirement account
exempted under the state law. The
Ninth Circuit also noted that pre-1983
Ninth Circuit decisions invalidating
retroactive application of state exemp-
tion statutes are inapplicable because
they didn’t give appropriate deference
to state legislative judgements as re-
quired by the Supreme Count in Energy
Reserves.

Reprinted from Pension and Benefits Week,

January 6, 1997, with permission of the pub-
lisher, Research Institute of America Group.

Subscriptions: 800-421-9025, $250/ yr.
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Rabbi Trust
Converted to Group
Annuity Contract
Securing Nonquali-
fied Retirement
Benefits (Code Sec.
404 (a)(5)

A corporation is converting a typical
rabbi trust deferred compensation ar-
rangement for its key management em-
ployees to a plan requiring the corpora-
tion to purchase a group annuity contract
to secure the supplemental retirement
benefits formerly provided by the trust.
The employees will receive certificates
representing the annuity contract. Those
participants currently in pay status (those
already receiving benefits under the
plan) may elect to receive either a lump-
sum payment of the present value of
their future benefits or an annuity con-
tract securing their rights to the remain-
ing payments under the plan. In addi-
tion, every participant whose benefits are
secured by the annuity contract will re-
ceive a tax gross-up payment to cover
the additional income tax burden caused
by the distribution of the annuity con-
tracts.

The IRS ruled that the lump-sum cash
payments made to participants in pay

&

status are includible in their gross in-
come in the year actually paid or made
available to them, and are deductible
by the corporation in that year. Fur-
ther, for participants receiving annuity
contracts, the purchase of an annuity,
when paid, plus the amount of any tax
gross-up payments is includible in the
participant’s gross income, and de-
ductible by the corporation. (IRS Let-
ter Ruling 9713006)

Reprinted from Pension and Benefits Week,
April 7, 1997, with permission of the publisher,
Research Institute of America Group. Subscrip-
tions: 800-421-9025, 8250/ yr.

<«

Post-Death IRA
Distributions Can
Extend Over
Beneficiary’s Life
Expectancy

An IRA owner elected to receive
minimum distributions based on his
single life expectancy. Nonetheless,
the IRS privately ruled that his benefi-
ciaries can receive distributions over
the life expectancy of his oldest desig-
nated beneficiary, determined as of the
year the IRA owner reached age 70-
1/2. (IRS Letter Ruling 9651040)

The IRA owner was born in March
1923, so his required beginning date
for IRA distributions was April 1,
1994. He made a written election to
receive minimum distribution pay-
ments based on his single life ex-
pectancy using the annual recalcula-
tion method. He had started to receive
minimum distributions as required by
Code Sec. 401(a)(9)(A) at the time of
his death in 1995.

The IRA owner named several family
members, including his wife, as benefi-
ciaries of the IRA assets remaining at his
death. One of his beneficiaries asked the
IRS whether he could receive distribu-
tions from his share of the IRA over the
life expectancy of the oldest beneficiary,
the IRA owner’s widow, based on the
age reached in 1993, the year the owner
turned 70-1/2.

The IRS approved the beneficiary’s
proposed distribution method. The IRA
owner didn’t elect recalculation of his
spouse’s life expectancy, so her 1993
life expectancy is reduced by 1 for each
year after 1993, That calculation will
not be affected by the death of either the
spouse or the beneficiary.

Observation: The IRS ruling is a supris-
ingly tolerant interpretation of the Code
Sec. 401 (a)(9)(B)(I) requirement that
post-death distributions be made at least
as rapidly as lifetime distributions. Here
the IRA owner elected to receive life-
time distributions on the basis of his own
life expectancy, without regard to his
beneficiary’s life expectancy, yet the
IRS allowed post-death distributions
over the beneficiary’s lifetime.

Recommendation: The IRA owner
here gained no advantage from his elec-
tion to use his own life expectancy in-
stead of his and his wife’s joint life ex-
pectancy. The only impact of electing
the joint life expectancy would have
been lower minimum required distribu-
tions during his lifetime. Even though
this ruling put these beneficiaries in the
same position they would have been in
had the IRA owner elected to use his and
his wife’s joint expectancy, there seems
to be no good reason to elect single
rather than joint life expectancy for mini-
mum distribution purposes.

Reprinted from Pension and Benefits Week, Jan-
uary 6, 1997, with permission of the publisher,
Research Institute of America Group. Subscrip-
tions: 800-421-9025, 3250/ yr.
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TRUST ME

The IRS held that Section 72 did not
preclude an annuity held in a revocable
trust from receiving favorable annuity
treatment (i.e., tax-deferred build-up)
where the facts indicated that the trustee
was merely acting as the grantor-
annuitant’s agent.

Here’s the story: An individual want
to buy an annuity. He intends to transfer
money to a trustee of a revocable trust
who will use the money to purchase an
annuity from an insurance company.
The contract will be held by the trustee
for the individual’s sole benefit. He will
hold and exercise control over the annu-
ity as if he held legal title. The trustee’s
sole duty with regard to the annuity con-
sists of receiving cash from the trust’s
grantor, sending the money to the insur-

Retirement & Pension Issues

ance company and holding legal title
to the contract.

The Internal Revenue Code (“Sure
it’s confusing — Why do you think
they call it “The Code?”) provides that
if an annuity is held by a party who is
not a natural person, income earned
under the contract will be considered
ordinary income received by and tax-
able to the policyowner during the
taxable year it is earned.

But it also states that if the trust or
other entity is acting as the policy-
owner’s agent, this harsh rule will not
apply. Note that the IRS found it
“readily apparent that the trustee was
acting merely as an agent for the indi-
vidual with respect to the annuity con-
tract.”

According to this ruling, the distinc-
tion between an agency relationship
and a trust seems to be that in an
agency relationship the principal exer-

cises continual control over the agent
and the parties create their relationship
by manifesting—verbally (or preferably
in a written agreement)—that one person
consents to act as agent on the other’s
behalf and subject to his control.

This ruling gives us the best indication
yet of when the IRS will treat a trust as
acting as an agent for a natural person.
The IRS also inserted a caveat: The
transaction must not be used to finance a
nonqualified deferred compensation
agreement.

References:

PLR 9639057; Tax Planning With Life
Insurance: Financial Professional’s
Edition (800-950-1210).

Reprinted with permission of Stephan R. Leimberg
in Think About It, © Stephan R. Leimberg, 1997.

Avast, swabbies!

If ye know what's
good fer ye, ye'll
call

800-872-6684

to find the best
fixed deferred
and immediate
annuities
fer all yer
worldly needs.
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Markets & Trends

What’s in a Number?

What do you get when you com-
bine a decade ending with the 7th year
and a post-election year? Stockmarket
Cycles’ Peter Eliades tells why he
thinks investors should not be bullish
on 1997:

“The year 1997 has a lot going
against it cycle-wise and time-wise.
The ‘7’ year within a decade tends to
be the worst year of the decade ac-
cording to decennial patterns that go
back prior to the turn of the century.

The post-election year tends to be the
worst year within the four-year elec-
tion cycle. When you put together
both the ‘7’ year and the post-election
year you end up with 1977, 1957,
1937, and 1917. Using the high of the
‘6’ or ‘7’ year, the average price de-
cline from that high to the low of the
7’ year, has been 31.6%.

If we have already seen the high
for the 1996-1997 years (we don’t
believe we have, by the way, but we
expect to see it over the next few
weeks), then the average decline from
the high of the ‘6’ to ‘7’ year to the
low of the ‘7’ year tells us we would
see a decline of over 2,000 points in
the Dow some time in 1997.”

Peter Eliades Stockmarket Cycles (12/20), Pe-
ter Eliades, Ed.; P.O. Box 6873, Santa Rosa,
CA 95406-0873; 800-888-4351. 1 year, 18
issues, $252. IDD Plan: Sample issue free.

*Two Positives Equal A Negative?
Since 1900 there have been seven occasions when stocks rose 20% or more two
years in arow. 1995-1996 marks the eighth. The year following was always a
punk year, but only once was it a disaster (1937). Here are the years and the num-

bers:

Against the Odds. . .

“Now here’s an observation, one
that I don’t think you’ll see anywhere
else,” quips Richard Russell, Editor of
Dow Theory Letters. “The last time
the Dow closed below the low of a
preceding year was 1977. In other
words, the Dow hasn’t had an actual
‘down year’ in the last 19 years. If you
believe in probabilities, that fact might
make you a bit nervous. Also, 19
years of a higher Dow has clearly gen-
erated a great deal of confidence
(particularly among mutual investors).
This may explain why the market is
now in a parabolic rise.”

Dow Theory Letters (12/31), Richard Russell,
Ed; Box 1759, La Jolla, CA 92038; 619-454-
0481. 3-issue trial, $1; 1 year, 26 issues, $250.
IDD Plan, new subscriptions: 3 months, $59.

Zweig: Post-Election-
Rally Blues

“When the market gets election re-
turns it likes, it tends to rally sharply
right away as it did this past November
when the Dow ran up 7.3% between
the election and the end of the month.
That was the second best such gain for
the span since 1928. Unfortunately,
there have been six prior cases when
the Dow rose by more than 3% from

Consecutive Winning Years Next Year the election to the end of November.
In the following twelve months
- +420 +32¢, .00
1904-05 42% 32% 1906 2% through the next November, the Dow
1924-25 +26% +30% 1926 0% was down every time, with an average
1 f17.1%.
192728 +29%  +48% 1929 -17% oss o LI
Post-Election .# Cases Next 12 Mos.
1935-36 +39%  +25% 1937 -33% Nov. Retum Since 1928 Avg. Return
1954-55 +44% +21% 1956 +2% More than 3% 6 -17.1%
- ; Less than +3% on +13.9%
1982-83 +20% +20% 1984 -4% "
1985-86 +28% +239, 1987 +2% Conversely, when post-election
‘ gains.in November were less than 3%
1995-96 +33% . +25% 1997° . 2 or negative, the Dow rose 13.9% in the
Averages: 133% 128% 7% next year, rising ‘eight | of eleven

times.”

*The Dow ended 1996 at 6448. Even a 2% gain (the highest level previously
achieved after 2 consecutive 20%+ years) would equal a DJIA of 6576. With the
Dow more than 1,000 points above that level ( Dow at 7,700) are we looking at a
top for the year today? [Reprinted with permission of Staton Institute Advisory,
Feb. 8, 1997, Bill Staton Ed., 2113 East 5th St, Charlotte, NC 28203. Subscrip-

| tions: 800-779-7175, $64/yr.]

Zweig Forecast (1/10), Martin E. Zweig, Ed.;
P.O. Box 360, Bellmore, NY 11710; 800-633-
2252. 3-month trial, $55; 1 year, 17 issues,
8265. IDD Plan, new subscriptions: Dept
#9062, 3-month trial, $30; I year, $§145; sample
issue free.
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A Time to Play the
Game....

A strange dichotomy between two
investment seasons is little known and
less acknowledged and, if anything, has
clearly acted as valid evidence that the
stock market can be timed. Investing
$10,000 in the Dow Industrial issues for
only those periods from November to
April (starting November 1, 1950), sell-
ing at the end of each April and reinvest-
ing again at the beginning of each
November, has produced and end result
0f $276,113 (as of April 22, 1997). The
same process applied from May to Octo-

Two Different Paradigms

$300,000
$250,000
$200,000 1
$150,000 1
$100,000
$50,000 1
$0

November to April

May to October

1950 1955 1960 1965 1970 1975 1960 1985 1900 1995

ber has resulted in only $11,484, a
barely positive return. Considering
the 47-year period we are examining,
one would be pardoned for believing
that if stocks always go up over the
long-term, then they should always go
up, regardless what investment period
we examine. Obviously, they do not.

Even over the course of the current
super bull market, as measured from
August 1982, this same pattern holds
fast, showing excellent gains of 10.6%
from November through April and
relatively puny gains of only 3.9%
from May through October. The di-
chotomy would seem to indicate that,
even for non-timers, there is a time to
play the game and a time to step aside.
And the time to step aside commences
now.

Reprinted from Crosscurrents, Alan M. New-
man, Technical Analyst HD Brous & Co.,
Inc.,80 Cuttermill, Great NEck, NY 11021;
Subscriptions: 516-773-1810.

So Much for the
Law of Averages

According to Paul Merriman of
Fund Exchange, the greatest stock
market rally in history is close to end-
ing! He notes that when this occurs
there will be an incredible transfer in
wealth. The Great Mass will lose its
chance for financial independence.

Markets & Trends

¢

Consider the facts. There have been
three secular bull markets in this cen-

tury:

Bull Market Change in the DJIA
1921-1929 +597%
1949-1966 +611%
1982-1997 +830%

Each of these powerful bull moves
was followed by a huge decline.

Year Decline Follow-Up
1929 -86% -58% after 20 yrs
1966 -45% -22% after 16 yrs
199? %

Average returns for the S&P 50 have
been approximately 10.3% over the past
sixty years. In 1995, it was 37.5%. The
last five years have average 16.7%. Has
the law of averages been repealed by the
current bull market?

Reprinted from Fund Exchange (4/97), Paul Mer-
riman Ed.; 1200 Westlake Avenue Northe, Seattle,
Wa 98109; Subscriptions: 800-423-4893. 1 yr, 12
issues, $125.

Delivery!

FOR YOUR SPIA QUOTES...
CALL 800-872-6684
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Terminal Funding Annuities

Single Premium Group Annu-
ities (SPGAs), also known as Ter-
minal Funding, Single-Shot or
Buyout contracts, guarantee the
benefits of a pension plan’s re-
tired, active or deferred vested
participants. SPGAs are usually
employed in situations which re-
quire that accrued benefits be
“settled” with commercial annu-
ities. These include pensions
plans which are terminating, on-
going plans locking in high rates
as an investment, FASB 87-88
settlements, and plant closings
due to mergers or acquisitions.
An SPGA may reduce a pension
plan’s annual administration
costs, reduce its un-funded liabil-
ity, or increase the reversion avail-
able from an overfunded plan.

SPGAs frequently credit a
higher rate than the actuarial inter-
est rate a plan may be using for
valuing benefits. To maximize
this rate differential a plan sponsor
must either himself monitor each
insurance company’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 objectives. 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 ob-
tain the best SPGAs for his termi-
nating or ongoing plan. We repre-
sent more than 25 carriers in this
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market—companies with the
highest “AAA” and “A+” rat-
ings. Our knowledge of the
special underwriting considera-
tions that are of particular
importance to the insurance
companies allows us to make
sure that your plan is not re-
jected simply because no one
was available to answer ques-
tions of a routine or, sometimes,
technical nature. Our 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 pro-
vide you with the means of
maintaining continual contact
with your insurance company
representatives from the time
quotes are presented to you
through the follow-up period af-
ter the final contract and all
certificates have been delivered.
If you have special needs on
how the contract is to be ser-
viced after the takeover, we will
negotiate with the insurers to
cover these requirements and,
depending on their nature, to
make certain than no additional
costs are imposed. When solic-
iting 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 provisions,
liquidity of the funds, and pro-
posed purchase and takeover
dates. Market values of assets
available for transfer to the insur-
ance company are determined to
insure that they are sufficient to
cover the estimated cost of annu-
ities. A bond portfolio hedging
strategy may be employed to pro-
tect the assets until the final distri-
bution is made. (During periods
of declining interest rates, the
present value or cost of annuities
generally increases. In the ab-
sence of a defensive investment
strategy, significant erosion of as-
sets may occur.)

PREPARING THE BID
SPECIFICATIONS AND
DATA LISTINGS

We market your plan by submit-
ting specifications and data to
those carriers best suited to under-
write your liability. The presenta-
tion of complete specifications
and clean data (especially on
diskette or mag tape) reassures the
carriers that everything is “in or-
der” and serves as an extra in-
ducement, not only for them to
accept the case for pricing, but
also to calculate the annuity pre-
miums using their most competi-
tive cost factors. With respect to
preparing these documents, you

* ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684



Terminal Funding Annuities

may contract with us to (a) assist
with the creation of the census
data files, (b) review the Plan
Document to suggest which provi-
sions should be included, and (c)
negotiate the level of assistance
provided by the insurance com-
pany to bring about a timely distri-
bution of benefit payments, annu-
ity 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 premium
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 ques-
tions from numerous carriers by
acting as your go-between. We
provide the insurers with the addi-
tional information they request to
keep premium costs at the lowest
possible level. By properly com-
municating plan needs, we can
encourage the insurers to reduce
risk premiums and not price plan
provisions on an overly conserva-
tive basis. We also keep you
informed of the insurers’ re-
sponses throughout the initial bid-
ding period.

In the weeks before the winning
bid is selected, we provide written
proposals from the insurers de-
scribing the plan provisions and
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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 ad-
dressed.

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 in-
structed to submit their bids be-
fore noon of that day. The quo-
tations are matched to the previ-
ously agreed control numbers.
When all the initial bids have
been received, the runner-up in-
surers 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 commitment which indicates
the agreement 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 confirmation back to
respective parties.

TAKEOVER PROCEDURE/
CONTRACT ISSUANCE

In virtually all groups that in-
volve a substantial number of par-
ticipants, minor corrections to the
census and/or benefit amounts
may occur after an agreement to
purchase the annuities has been
reached. These changes are au-
dited to assure that all attendant
premium adjustments are priced
on the same rate basis as the origi-
nal quote. We review the Master
Group Contract, checking it
against the bidding and proposal
letter specifications, citing any ap-
plication changes and forwarding
them to the plan sponsor or actu-
ary 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 special-
ized marketing expertise and
annuity-tracking database makes
us your best source for group an-
nuity products. Simply mail or
fax (908-521-5113) the plan spec-
ifications and census data and
we’ll prepare documents for quot-
ing by the carriers. We can pro-
vide this service on either a com-
mission or fee basis. Simply call
our toll-free number 1-800-872-
6684 and we’ll discuss details
with you. We invite your in-
quiries.
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Immediate Annuities Update

he annuity income rates

in Tables 1 and 2 illus-

trate the amount of
monthly immediate annuity income
purchased for every $1,000 of pre-
mium. 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 le¢ give the
rates for QUALIFIED immediate an-
nuities, ie., for annuity policies which
are purchased with funds that until
now HAVE enjoyed tax-qualified sta-
tus as defined by the Internal Revenue
Code. These typically include com-
pany pension annuities and annuities
purchased with pension distributions,
IRA rollover accounts, and the like.
Because no taxes have yet been paid
on these qualified funds, each
monthly check derived from such de-
posits are fully taxable as income
when received. Tables 2a, 2b, and
2¢ below, give the rates for NON-
QUALIFIED annuities, ie., for annu-
ities which are purchased with after-
tax proceeds, such as money from a
CD or savings account. These funds
HAVE NOT enjoyed any tax-quali-
fied status. Because these funds have
already been taxed once before, that
portion of each monthly check which
1s considered a return of the pur-
chaser's investment (or principal) is
not taxed again (ie., excluded from
income). Since most insurance com-
panies will pay a different income for
the same dollar deposit depending on
the tax status of the funds, it is impor-
tant to consult the correct table
(Qualified vs. Nonqualified) when es-
timating annuity income.

In addition to properly identifying
the tax status of an annuity deposit to
determine the income level, the annui-

tant’s age and gender and the type
of coverage selected, also known as
the “form” of annuity, directly af-
fects the payout. Age and sex pre-
dict life expectancy and ultimately
the insurance company’s cost to
provide its guarantees. Younger
female annuitants with longer life
expectancies should expect to re-
ceive less annuity income 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 be-
low. You may also call us toll-free,
at 1-800-872-6684, to receive a cal-
culation for an annuity not shown.

Each of the columns in Tables 1
and 2 identifies a particular age and
sex and annuity “form.” For exam-
ple, the leftmost column in Table 1a
is titled Male 60 Life and provides
monthly income figures for a
$1,000 premium for an annuity pur-
chased 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 life-
time 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
columns for persons at age 65, 70
and 75.

The column 10 Yr. (‘CL’) Cer-
tain 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
survives over that period. If he/she
does not survive, the remainder of the
10-year payments is made to a benefi-
ciary. If the annuitant does survive
beyond the 10-year guarantee period,
payments will continue for the dura-
tion of his/her lifetime and then cease.
The column titled 10 Yr. CL Unisex
70 reports the same kind of unisex
purchase rates, but for an individual
70 years old.

Columns 5§ Yr. (‘Pd. Cert.’) Pe-
riod Certain 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 pay-
ments which continue for a fixed pe-
riod 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% survivor annu-
ity, 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 pay-
ments which do not reduce upon the
first death; instead, they continue to
the co-annuitant at 100% of the origi-
nal amount.

ANNUITY & LIFE INSURANCE SHOPPER
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Immediate Annuities Update

Table 1a. Tax-Qualified Monies (Ages 60 and 65)

Reporting Issue Male 60 Female 60  Unisex 60| Male 65 Female 65 Unisex 65
Companies Ages Life Life Life Life Life Life
AIG Life Insur. Co. 0-84 $7.02 $6.46 - $7.81 $7.06 -
American Heritage 0-85 nr nr nr nr nr nr
American Investors 0-85 nr nr nr nr nr nr
Canada Life Assur. 40-90 nr nr nr nr nr nr
Columbia Universal 0-85 $ 6.87 $6.28 - $7.71 $6.92 -
Commercial Union LIC 0-85 $7.28 $6.75 $7.00 $ 8.00 $7.30 $7.62
Cova Financial Services LIC 0-85 nr nr nr nr nr nr
Delta Life & Annuity 0-98 $7.05 $6.38 $6.62 $7.97 $7.05 $7.38
Empire Life 0-95 $7.22 $6.59 $7.10 $8.10 $7.25 $7.93
Federal Home Life 0-85 $6.38 $59 $ 6.05 $7.06 $6.44 $6.61
Fidelity & Guaranty Life 18-80 $7.24 $6.54 $6.89 $7.98 $7.09 $7.54
Franklin LIC 0-100 nr nr nr nr nr nr
Golden Rule 0-80 $6.80 $ 6.40 - $7.49 $6.95 -
Great American LIC 18-85 nr nr nr nr nr nr
Jackson National LIC no limit $7.12 $6.57 $6.79 $7.89 $7.15 $7.44
Jefferson Pilot LIC 15-85 $6.84 $6.32 - $7.52 $6.81 -
Keyport Life 0-90 $6.88 $6.88 $6.88 $7.52 $7.52 $7.52
London Pacific 45-85 $7.33 $6.84 - $7.95 $727 -
Manufacturers LIC 0-100 $6.86 $5.98 $6.49 $7.68 $6.69 $7.18
National Guardian LIC 20-90 $ 7.05 $6.36 $6.71 $7.99 $7.05 $7.52
Ohio National 0-85 $7.07 $6.45 $6.51 $7.90 $7.07 $7.16
Penn Ins. & Annuity Co. 0-85 $7.22 $7.22 $7.22 $ 8.00 $ 8.00 $ 8.00
Penn Mutual 0-85 $7.22 $7.22 $7.22 $ 8.00 $ 8.00 $ 8.00
Presidential LIC 0-85 $7.66 $7.22 $7.22 $8.38 $7.79 $7.79
Principal Mutual LIC 0-85 $7.14 $6.55 $6.79 $7.79 $7.00 $7.31
Protective LIC 0-90 nr nr nr nr nr nr
Provident Mutual 0-85 $7.26 $6.70 - $ 8.03 $7.26 -
Prudential LIC 0-89 $7.01 $ 6.46 $6.72 $7.77 $7.00 $7.36
Reliance Standard LIC 15-90 $7.07 $ 6.64 - $7.63 $7.17 -
SAFECO LIC 55-80 - - $6.56 - - $7.08
Savings Bank LIC/Mass 0-80 - - $6.37 - - $7.12
Security Benefit LIC 0-100 nr nr nr nr nr nr
Security-Connecticut LIC 0-90 nr nr nr nr nr nr
Security Mutual/NY 20-80 $7.42 $6.48 - $8.47 $7.22 -
Southwestern LIC 18-90 nr nr nr nr nr nr
Standard Insurance 0-80 $7.26 $6.68 $6.82 $ 8.00 $7.24 $7.41
USAA Life Insurance Co. no limit nr nr nr nr nr nr
USG Annuity & Life 35-85 - - $6.89 - - $7.52
Union Central LIC 0-85 nr nr nr nr nr nr
United Companies LIC 0-99 nr nr nr nr nr nr
United Services LIC 0-85 $7.16 $6.57 $ 6.93 $8.00 $721 $7.69
WM Life Insur. Co. 0-95 $7.22 $6.59 $7.10 $38.10 $7.25 $7.93
Western National LIC 0-100 $7.00 $6.45 - $7.77 $7.03 -
Western United 0-105 $7.05 $6.42 $6.72 $7.93 $7.10 $7.49

Figures represent monthly income per $1000 assuming $100,000 deposit.
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Table 1b. Tax-Qualified Monies (Ages 70 and 75)

Reporting Issue Male70 Female 70 Unisex 70 Male 75 Female 75 Unisex 75
Companies Ages Life Life Life Life Life Life
AIG Life Insur. Co. 0-84 $8.94 $7.92 - $10.54 $9.23 -
American Heritage 0-85 nr nr nr nr nr nr
American Investors 0-85 nr nr nr nr nr nr
Canada Life Assur. 40-90 nr nr nr nr nr nr
Columbia Universal 0-85 $8.91 $7.84 - $10.60 $9.24 -
Commercial Union LIC 0-85 $9.04 $ 8.08 $8.51 $10.49 $9.27 $9.79
Cova Financial Services LIC 0-85 nr nr nr nr nr nr
Delta Life & Annuity 0-98 $9.25 $7.97 $8.43 $10.68 $9.57 $9.92
Empire Life 0-95 $9.35 $8.26 $9.12 $11.14 $9.66 $10.84
Federal Home Life 0-85 $ 8.03 $7.16 $7.42 $9.40 $8.29 $ 8.62
Fidelity & Guaranty Life 18-80 $9.04 $ 791 $ 8.48 $10.59 $9.17 $9.88
Franklin LIC 0-100 nr nr nr nr nr nr
Golden Rule 0-80 $ 8.47 $7.74 - $9.86 $8.95 -
Great American LIC 18-85 nr nr nr nr nr nr
Jackson National LIC no limit $8.97 $7.97 $8.37 $10.49 $9.22 $9.72
Jefferson Pilot LIC 15-85 $8.51 $7.52 - $9.91 $8.63 -
Keyport Life 0-90 $8.45 $8.45 $8.45 $9.76 $9.76 $9.76
London Pacific 45-85 $ 8.87 $7.93 - $10.18 $8.97 -
Manufacturers LIC 0-100 $8.85 $7.49 $8.15 $10.47 $ 8.69 $9.56
National Guardian LIC 20-90 $9.31 $ 8.02 $ 8.67 $11.15 $9.51 $10.33
Ohio National 0-85 $9.06 $7.96 $ 8.07 $10.69 $9.28 $9.42
Penn Ins. & Annuity 0-85 $9.12 $9.12 $9.12 $10.72 $10.72 $10.72
Penn Mutual 0-85 $9.12 $9.12 $9.12 $10.72 $10.72 $10.72
Presidential LIC 0-85 $9.40 $8.59 $8.59 $10.89 $9.81 $9.81
Principal Mutual LIC 0-85 $8.73 $7.69 $8.11 $10.11 $8.77 $9.31
Protective LIC 0-90 nr nr nr nr nr nr
Provident Mutual LIC 0-85 $8.98 $8.03 - $10.17 $8.98 -
Prudential LIC 0-89 $8.88 $7.82 $8.30 $10.49 $9.10 $9.70
Reliance Standard LIC 15-90 $8.56 $7.98 - $10.00 $9.11 -
SAFECO LIC 55-80 - - $7.85 - - $9.00
Savings Bank LIC/Mass 0-80 - - $8.19 - - $9.75
Security Benefit 0-100 nr nr nr nr nr nr
Security-Connecticut LIC 0-90 nr nr nr nr nr nr
Security Mutual/NY 20-80 $9.94 $8.33 - $11.91 $9.95 -
Southwestern LIC 18-90 nr nr nr nr nr nr
Standard Insurance 0-80 $9.07 $ 8.02 $8.26 $10.28 $ 8.94 $9.24
USAA Life Insurance Co. no limit nr nr nr nr nr nr
USG Annuity & Life 35-85 - - $8.42 - - $9.71
Union Central LIC 0-85 nr nr nr nr nr nr
United Companies LIC 0-99 nr nr nr nr nr nr
United Services LIC 0-85 $9.17 $8.12 $8.75 $10.80 $947 $10.26
WM Life Insur. Co. 0-95 $9.35 $8.20 $9.12 $11.14 $9.66 $10.84
Western National LIC 0-100 $8.86 $7.87 - $10.39 $9.13 -
Western United Life 0-105 $9.16 $8.07 $8.56 $10.88 $9.49 $10.10

Figures represent monthly income per $1,000, assuming $100,000 deposit.
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Table 1c. Tax-Qualified Monies (Miscellaneous Forms)
Reporting Issue 10Yr CL 10YrCL 5Yr PC 10Yr PC M65 F60 M65F60
Companies Ages Unisex 60 Unisex 70 No Life No Life J&S 50% J&S 100%
AIG Life Insur. Co. 0-84 - - $18.32 $10.55 $6.84 $6.11
American Heritage 0-85 nr nr nr nr nr nr
American Investors 0-85 nr nr nr nr nr nr
Canada Life Assurance 40-90 nr nr nr nr nr nr
Columbia Universal 0-85 - - $19.04 $10.79 $ 6.68 $5.86
Commercial Union 0-85 $6.84 $7.93 $17.77 $10.47 $7.33 $6.39
Cova Financial Services LIC 0-85 nr nr nr nr nr nr
Delta Life & Annuity 0-98 $6.48 $7.86 $18.75 $10.89 $6.40 $5.98
Empire Life 0-95 $6.87 $8.23 $18.59 $10.70 $7.01 $6.19
Federal Home Life 0-85 $592 $6.96 $15.92 $9.25 $6.22 $5.56
Fidelity & Guaranty Life 18-80 $6.72 $7.91 $18.31 $10.65 $6.98 $6.20
Franklin LIC 0-100 nr nr nr nr nr nr
Golden Rule 0-80 - - - $10.61 - $ 6.04
Great American LIC 11-85 nr nr nr nr nr nr
Jackson National LIC no limit $6.65 $7.82 $18.36 $10.66 - $6.23
Jefferson Pilot LIC 15-85 - - $18.46 $10.66 $6.33 $5.59
Keyport Life 0-90 $6.74 $7.92 $18.38 $10.67 - $6.23
London Pacific 45-85 - - $18.84 $10.83 - -
Manufacturers LIC 0-100 $ 6.35 $7.57 $17.91 $10.37 $6.62 $5.66
National Guardian LIC 20-90 $6.50 $7.82 - - - $5.95
Ohio National 0-85 $6.40 $7.63 $18.43 $10.75 $6.88 $ 6.09
Penn Ins. & Annuity Co. 0-85 - - - - $7.30 $6.64
Penn Mutual 0-85 $7.03 $8.33 $18.54 $10.86 $7.30 $6.64
Presidential LIC 0-85 $7.11 $8.19 $18.85 $11.16 $7.52 $ 6.83
Principal Mutual LIC 0-85 $6.65 $7.65 $18.80 $10.76 $6.95 $6.24
Protective LIC 0-90 nr nr nr nr nr nr
Provident Mutual 0-85 - - $18.10 $10.55 - -
Prudential LIC 0-89 $6.55 $7.68 $17.93 $10.39 $6.83 $6.10
Reliance Standard LIC 15-90 $ 6.68 $7.72 $18.44 $10.62 - -
SAFECO LIC 55-80 $6.46 $7.49 - - - -
Savings Bank LIC/Mass 0-80 $ 6.21 $£7.59 - $10.60 - $5.75
Security Benefit 0-100 nr nr nr nr nr nr
Security Connecticut LIC 0-90 nr nr nr nr nr nr
Security Mutual/NY 20-80 - - - - $7.09 $6.10
Southwestern LIC 18-90 nr nr nr nr nr nr
Standard Insurance 0-80 $6.71 $7.83 $18.01 $10.68 $7.02 $6.34
USAA Life Insurance Co. no limit nr nr nr nr nr nr
USG Anmuity & Life 35-85 $6.75 $ 7.88 $18.82 $11.02 - $6.31
Union Central LIC 0-85 nr nr nr nr nr nr
United Companies LIC 0-99 nr nr nr nr nr nr
United Services LIC 0-85 $6.75 $ 8.06 $18.33 $10.57 $7.22 $6.17
WM Life Insur. Co. 0-95 $6.87 $8.23 $18.59 $10.70 $7.01 $6.19
Western National LIC 0-100 - - $18.77 $10.64 $6.82 $6.07
Western United Life 0-105 - - $19.04 $11.38 - -

Figures represent monthly income per $1,000, assuming $100,000 deposit.
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Getting a Handle on
Life Expectancy

“How long will my money last?”
is a question that worries a lot of
retirees and soon-to-be retirees.
The answer hinges on a number of
issues, including how
much annual income
you’ll need, what in-
flation does in the fu-
ture and, most impor-
tantly, how long you
will live.

Although most peo-
ple have no idea how
long they will live,
finding out their life
expectancy is one
way to fill in this
blank in their retire-
ment plans. But how
is life expectancy cal-
culated and should
you put much reliance
on it when planning
for the future? Here’s
what we found out
when we consulted
with some experts on
this matter.

A Moving target

Life expectancy can
be roughly defined as the average
age at which a group of people of
the same age and gender are likely
to die. Basically, it’s determined by
taking all the ages at which the peo-
ple in a group are likely to die and
then averaging them. Half will die
by that age and half will live past it.

The most important thing to re-
member about life expectancy is
that it doesn’t lock in at birth. As
you get older, the age to which
you’re expected to live gets higher
because the people in your age
group who have died are no longer
counted in the equation. For that
reason, you can’t just check your
life expectancy at age 65 and base
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your planning on that for the rest
of your life.

For example, the life expectancy
at birth for males born in 1931 was
59. Those who lived to age 30
then had a life expectancy of 67.
At 65, those remaining can no an-
ticipate living not two but 12 more

years to age 77. And once they
reach 70, their life expectancy in-
creases to 79.

Life Expectancy Tables

Tables showing life expectancies
for various groups are used by em-
ployers to figure pension benefits,
by insurance companies to sell life
insurance and annuities, and by
taxpayers who are following IRS
rules for computing minimum dis-
tributions from retirement plans.

No two life expectancy tables
will be exactly alike. Their data
depends on when and how the ta-
bles were created, where the death
rates came from and whether
they’ve been adjusted to make

them more current.

For example, some companies
still use the “83 GAM” table to cal-
culate how much they need to pro-
vide their retirees with a lifetime of
monthly pension payments. 83
GAM is based on 1966 data, which
was updated with projections to
1983. Other compa-
nies use the newer UP-
94 table, recommended
by the Society of Actu-
aries, which shows sig-
nificant increases in
life expectancies at
most ages.

The UP-94 table pro-
jects that men age 55
will live to age 80 and
women to 84%. And
someone who is 80,
according to the table,
can look forward to
another eight to ten
years of life.

Best Bet: Plan for
Your 90s

Keep in mind that
life expectancy figures
are conservative. Ac-
cording to Dr. Kenneth
Manton at Duke Uni-
versity’s Center for
Demographic Studies, individuals
who don’t smoke, maintain a
healthy weight and keep their blood
pressure and cholesterol under con-
trol with diet and exercise could live
ten to 15 years longer than current
tables project. If longevity runs in
your family, your odds are even bet-
ter.

Therefore, unless you have life-
threatening health problems, it’s a
good idea for you and your spouse
to plan on living into your 90s.

[Reprinted with permission from Kiplinger’s Re-
tirement Report, October 1996. The Kiplinger
Washington Editors, Inc. Subscriptions: (800)
544-0155, 859.95/yr for 12 monthly issues]
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Life Expectancy Tables

The following two actuarial tables are
used for calculating the taxes on annu-
ity payments from qualified plans and
tax sheltered annuities. The gender-
based Table I is used if the contract
does not include a post-June 30, 1986

if the contract includes a post-June 30,
1986 investment. Table V is also cur-
rently used to compute life expectancy
for purposes of the minimum distribu-
tion requirements applicable to indi-
vidual retirement plans, tax-sheltered

plans, and for determining the life ex-
pectancy of a beneficiary receiving a
life income of death proceeds of life
insurance. For these purposes, Table V
is used without regard to the effective
date of the contract.

investment. The unisex Table V is used annuities, and qualified retirement

Table V— Ordinary Life Annuities
One Life — Life Expectancy in Years

Table I — Ordinary Life Annuities
One Life — Life Expectancy in Years

Ages Ages Ages Ages

Male Female Years Male Female Years Unisex Years  Unisex Years
| 70.7 56 ... 27.7
12 . 69.7 57 26.8
13 . 68.8 58 ... 25.9
14 ... 67.8 59 ... 25.0
15 ... 66.8 60 ... 24.2
16 ... 65.8 61 ... 23.3
17 64.8 62 ... 22.5
18 ... 63.9 63 ... 21.6
19 ... 62.9 64 ... 20.8
20 ...l 61.9 65 ... 20.0
21 60.9 66 ... 19.2
22 59.9 67 ... 18.4
23 L 59.0 68 ... 17.6
24 ... 58.0 69 ... 16.8
25 57.0 70 ... 16.0
26 56.0 71 ... 153
27 55.1 72 ... 14.6
28 54.1 73 L 13.9
29 53.1 74 .. 13.2
30 52.2 75 12.5
31 51.2 76 ... 11.9
32 50.2 77 ... 11.2
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July - Sept. 1997 33



Immediate Annuities Update

Table 2a. Non-Qualified Monies (Ages 60 and 65)
Reporting Issue Male 60 Female 60  Unisex 60| Male 65 Female 65 Unisex 65
Companies Ages Life Life Life Life Life Life
AIG Life Insur. Co. 0-85 $7.02 $6.46 - $7.81 $7.06 -
American Heritage 0-85 nr nr nr nr nr nr
American Investors 0-85 nr nr nr nr nr nr
Canada Life Assur. 40-90 nr nr nr nr nr nr
Columbia Universal 8-85 $6.56 $597 - $7.41 $6.61 -
Commercial Union LIC 0-85 $7.28 $6.75 $7.00 $8.00 $7.30 $7.62
Cova Financial Services LIC 0-85 nr nr nr nr nr nr
Delta Life & Annuity 1-99 $7.05 $ 6.38 $6.62 $7.97 $7.05 $7.38
Empire Life 0-95 $7.22 $6.59 $7.10 $8.10 $7.25 $7.93
Federal Home Life 0-85 $6.38 $5.90 $6.05 $7.06 $6.41 $6.61
Fidelity & Guaranty Life 0-80 $7.24 $6.54 $ 6.89 $7.98 $7.09 $7.54
Franklin LIC 0-100 nr nr nr nr nr nr
Golden Rule 0-80 $6.80 $6.40 - $7.49 $6.95 -
Great American LIC 18-85 nr nr nr nr nr nr
Jackson National LIC no limit $7.12 $6.57 $6.79 $7.89 $7.15 $7.44
Jefferson Pilot LIC 15-85 $6.84 $6.32 - $7.52 $ 6.81 -
Keyport Life 0-90 nr nr nr nr nr nr
London Pacific 45-85 $7.33 $6.84 - $795 $7.27 -
Manufacturers LIC 0-100 $6.86 $5.98 $6.49 $ 7.68 $ 6.69 $7.18
National Guardian LIC 20-90 $7.05 $6.36 $6.71 $7.99 $7.05 $7.52
Ohio National 0-85 $7.07 $6.45 $6.51 $7.90 $7.07 $7.16
Penn Ins. & Annuity Co. 0-85 $7.38 $6.76 $ 7.08 $8.13 $7.29 $7.70
Penn Mutual 0-85 $7.38 $6.76 $7.08 $8.13 $7.29 $7.70
Presidential LIC 0-85 $ 7.66 $7.22 $7.22 $8.38 $7.79 $7.79
Principal Mutual 0-85 $7.12 $6.54 - $7.78 $6.98 -
Protective LIC 0-90 nr nr nr nr nr nr
Provident Mutual 0-85 $7.26 $6.70 - $38.03 $7.26 -
Prudential LIC 0-89 $7.01 $ 6.46 $6.72 $7.77 $ 6.00 $7.36
Reliance Standard LIC 15-90 $7.07 $ 6.64 - $7.63 $7.17 -
SAFECO LIC 55-85 - - $6.56 - - $7.08
Savings Bank LIC/Mass 0-80 nr nr nr nr nr nr
Security Benefit LIC 0-100 $ 6.48 $5.95 $5.95 $7.20 $6.47 $6.47
Security Connecticut LIC 0-90 nr nr nr nr nr nr
Security Mutual/NY 20-80 $7.00 $6.38 - $7.80 $7.02 -
Southwestern LIC 18-90 nr nr nr nr nr nr
Standard Insurance 0-80 $7.26 $ 6.68 $6.82 $ 8.00 $7.24 $741
USG Annuity & Life 35-85 $7.57 $6.89 - $ 8.45 $7.52 -
Union Central LIC 0-85 nr nr nr nr nr nr
United Companies LIC 0-99 nr nr nr nr nr nr
United Services LIC 0-85 $7.16 $6.57 $693 $ 8.00 $7.21 $7.69
WM Life Insur. Co. 0-95 $7.22 $6.59 $7.10 $8.10 $7.25 $7.93
Western National LIC 0-100 $7.00 $6.45 - $7.77 $7.03 -
Western United 0-105 $7.05 $6.42 $6.72 $7.93 $7.10 $7.49

Figures represent monthly income per $1,000, assuming $100,000 deposit.
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Table 2b. Non-Qualified Monies (Ages 70 and 75)

Reporting Issue Male 70 Female 70 Unisex 70 Male 75 Female 75 Unisex 75
Companies Ages Life Life Life Life Life Life
AIG Life Insur. Co. 0-85 $8.94 $7.92 - $10.54 $923 -
American Heritage 0-85 nr nr nr nr nr nr
American Investors 0-85 nr nr nr nr nr nr
Canada Life Assur. 40-90 nr nr nr nr nr nr
Columbia Universal 8-85 $ 8.60 $7.54 - $10.29 $8.93 -
Commercial Union LIC 0-85 $9.04 $ 8.08 $ 8.51 $10.49 $9.27 $9.79
Cova Financial Services LIC 0-85 nr nr nr nr nr nr
Delta Life & Annuity 1-99 $9.25 $7.97 $8.43 $10.68 $9.57 $9.92
Empire Life 0-95 $9.35 $8.20 $9.12 $11.14 $9.66 $10.84
Federal Home Life 0-85 $ 8.03 $7.16 $7.42 $9.40 $8.29 $8.62
Fidelity & Guaranty Life 0-80 $9.04 $791 $8.48 $10.59 $9.17 $9.88
Franklin LIC 0-100 nr nr nr nr nr nr
Golden Rule 0-80 $ 8.47 $7.74 - $9.86 $8.95 -
Great American LIC 18-85 nr nr nr nr nr nr
Jackson National LIC no limit $8.97 $7.97 $8.37 $10.49 $9.22 $9.72
Jefferson Pilot LIC 15-85 $8.51 $7.52 - $991 $ 8.63 -
Keyport Life 0-90 nr nr nr nr nr nr
London Pacific 45-85 $ 8.87 $7.93 - $10.18 $8.97 -
Manufacturers LIC 0-100 $8.85 $7.49 $8.15 $10.47 $ 8.69 $9.56
National Guardian LIC 20-90 $9.31 $ 8.02 $8.67 $11.15 $9.51 $10.33
Ohio National 0-85 $9.06 $7.96 $8.07 $10.69 $9.28 $9.42
Penn Ins. & Annuity Co. 0-85 $9.19 $ 8.04 $8.59 $10.70 $9.12 $9.84
Penn Mutual 0-85 $9.19 $8.04 $8.59 $10.70 $9.12 $9.84
Presidential LIC 0-85 $9.40 $ 8.59 $8.59 $10.89 $9.81 $9.81
Principal Mutual LIC 0-85 $8.71 $7.67 - $10.08 $8.75 -
Protective LIC 0-90 nr nr nr nr nr nr
Provident Mutual LIC 0-85 $ 8.98 $8.03 - 10.17 $8.98 -
Prudential LIC 0-89 $ 8.88 $7.82 $8.30 $10.49 $9.10 $9.70
Reliance Standard LIC 15-90 $ 8.56 $7.98 - $10.00 $9.11 -
SAFECO LIC 55-85 - - $7.85 - - $9.00
Savings Bank LIC/Mass 0-80 - - $8.19 - - $9.75
Security Benefit 0-100 nr nr nr nr nr nr
Security Connecticut LIC 0-90 nr nr nr nr nr nr
Security Mutual/NY 20-80 $8.94 $ 8.00 - $10.62 $9.52 -
Southwestern LIC 18-90 nr nr nr nr nr nr
Standard Insurance 0-80 $9.07 $8.02 $8.26 $10.28 $£8.94 $9.24
USG Annuity & Life 35-85 $9.66 $8.42 - $11.24 $9.71 -
Union Central LIC 0-85 nr nr nr nr nr nr
United Companies LIC 0-99 nr nr nr nr nr nr
United Services LIC 0-85 $9.17 $8.12 $8.75 $10.80 $947 $10.26
WM Life Insur. Co. 0-95 $9.35 $8.20 $9.12 $11.14 $9.66 $10.84
Western National LIC 0-100 $ 8.86 $7.87 - $10.39 $9.13 -
Western United Life 0-105 $9.16 $ 8.07 $ 8.56 $10.88 $9.49 $10.10

Figures represent monthly income per $1,000, assuming $100,000 deposit. Survey period: May 20, 1997 thru May 23, 1997
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Table 2c. Non-Qualified Monies (Miscellaneous Forms)

Reporting Issue 10Yr CL 10Yr CL 5YrPC 10YrPC M65 F60 M65 F60
Companies Ages Unisex 60  Unisex 70 No Life No Life J&S 50%S  J& 100%S
AIG Life Insur. Co. 0-85 - - $18.32 $10.55 - -
American Heritage 0-85 nr nr nr nr nr nr
American Investors 0-85 nr nr nr nr nr nr
Canada Life Assurance 40-90 nr nr nr nr nr nr
Columbia Universal 8-85 - - $18.82 $10.55 $6.37 $5.58
Commercial Union 0-85 $6.84 $7.93 $17.77 $10.47 $7.33 $6.39
Cova Financial Services LIC 0-85 nr nr nr nr nr nr
Delta Life & Annuity 1-99 $ 6.48 $7.86 $18.75 $10.89 $640 $5.98
Empire Life 0-95 $ 6.87 $8.23 $18.59 $10.70 $7.01 $6.19
Federal Home Life 0-85 $5.92 $6.96 $15.92 $9.25 $6.22 $5.56
Fidelity & Guaranty Life 0-80 $6.72 $791 $18.31 $10.65 $6.98 $6.20
Franklin LIC 0-100 nr nr nr nr nr nr
Golden Rule 0-80 - - - $10.61 - $6.04
Great American LIC 11-85 nr nr nr nr nr nr
Jackson National LIC no limit $6.65 $7.82 $18.36 $10.66 - $6.23
Jefferson Pilot LIC 15-85 - - $18.46 $10.66 $6.33 $559
Keyport Life 0-90 nr nr nr nr nr nr
London Pacific 45-85 - - $18.84 $10.83 - -
Manufacturers LIC 0-100 $6.35 $7.57 $17.91 $10.37 $6.62 $5.66
National Guardian LIC 20-90 $6.50 $7.82 - - - $595
Ohio National 0-85 $6.40 $7.63 $18.43 $10.75 $ 6.87 $6.09
Penn Ins. & Annuity Co. 0-85 $6.91 $ 8.05 $18.54 $10.86 $7.23 $6.44
Penn Mutual 0-85 $691 $ 8.05 $18.54 $10.86 $7.23 $ 6.44
Presidential LIC 0-85 $7.11 $8.19 $18.85 $11.16 $7.52 $6.83
Principal Mutual LIC 0-85 - - $18.75 $10.73 $6.93 $6.23
Protective LIC 0-90 nr nr nr nr nr nr
Provident Mutual 0-85 - - $18.10 $10.55 - -
Prudential LIC 0-89 $6.55 $7.68 $17.95 $10.39 $6.03 $6.10
Reliance Standardd LIC 15-90 $6.68 $7.72 $18.44 $10.62 - -
SAFECO LIC 55-85 $6.46 $7.49 - - - -
Savings Bank LIC/Mass 0-80 $6.21 $7.59 - $10.60 - $5.75
Security Benefit 0-100 nr nr nr nr nr nr
Security Connecticut 0-90 nr nr nr nr nr nr
Security Mutual/NY 20-80 - - - - $6.76 $5.96
Southwestern LIC 18-90 nr nr nr nr nr nr
Standard Insurance 0-80 $6.71 $7.83 $18.01 $10.68 $7.02 $6.34
USG Annuity & Life 35-85 - - $18.82 $11.02 - $ 645
Union Central LIC 0-85 nr nr nr nr nr nr
United Companies LIC 0-99 nr nr nr nr nr nr
United Services LIC 0-85 $6.75 $ 8.06 $18.33 $10.57 $7.22 $6.17
WM Life Insur. Co. 0-95 $6.87 $8.23 $18.59 $10.70 $7.01 $6.19
Western National LIC 0-100 - - $18.77 $10.64 $6.82 $6.07
Western United Life 0-105 - - $19.04 $11.38 - -

Figures represent monthly income per $1,000, assuming $100,000 deposit. ~Survey period: May 20, 1997 thru May 23, 1997
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n a deferred annuity your

premium is credited with a

fixed interest rate (see col-
umn with heading for rate on current
issue’s date). The length of time for
which this rate is guaranteed is
shown in the Rate Guar. Period
column. The column with the head-
ing of last issue’s date indicates the
crediting rate that was in effect at the
time of our prior issue. Some insur-
ers offer protection against low re-
newal rates with a feature known as
a “Bailout” or “Escape” rate (see

Table 3 column with Bailout Escape
Rate heading). Almost all annuities
set a minimum or floor rate below
which the annual interest rate is guar-
anteed 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
Rnwl Mthd column). P stands for
“Portfolio Method,” which means that
renewal rates for old monies (i.e. exist-
ing annuities) are the same as the rates
being credited on new monies. I stands
for “Investment Year” method (aka

“Banded” or “Bucket” method).
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.
The column headed Surrender
Fees Yr 1 and Yr 7 reports the
penalties in effect for the two sample
years indicated. Quotes include all
fees and commissions but not pre-
mium taxes, if applicable.

Table 3. Single Premium Fixed Interest Deferred Annuities - With Bailout

May 97 | Feb. ’97 May "96 Rate Bail-out Surrender
Reporting Policy Issue Full Full Full Guar. Escape Guar. Rnwl Fees
Companies Name Ages Rate Rate Rate Period Rate Rate Mthd | Yr1 Yr7
AIG Life SPDA 0-75 nr 5.75% nr ! Year nr 3.00% I 6% 0%
American Heritage SPDA-2 0-75 nr 6.13% nr 1 Year nr 5.00% I 7% 1%
Jefferson Pilot SPDA 0-85 | 6.00% | 5.85% 5.35% na na 4.50% 1 5% 1%
Keyport Life Key Addition 0-85 | 5.90% - 6.65% | 1 Year - 3.50% I 7% 3%
Ohio National Choice 1 0-80 | 6.50% | 6.20% 635% | 1Year 550%  3.00% P 8% 1%
Presidential Life SPDA II 0-85 | 6.60% | 6.45% 6.30% | 2 Years na 5.00% I 6% 2%
Provident Mutual SPDA 1 0-75 | 6.35% na 6.10% 1 &2 535%  3.00% I 7% 1%
Years
Provident Mutual SPDA II 0-75 | 6.10% na 5.85% 1&2 5.10%  3.00% I 7% 1%
Years
Security Mutual/NY  SPDA 0-80 | 5.85% | 6.00% 5.75% | | Year 4.85%  3.50% | 5% 0%
Security Mutua/NY  SPDA 0-80 | 6.10% | 6.25% 6.00% | 3 Years 5.10%  3.50% I 5% 0%
Standard Insurance SPDA 0-80 | 6.45% | 6.18% 5.55% | 1 Year 445% 3.00% | 7% 1%
Union Central Life SPDA 2000 0-85 nr 6.05% nr 1 Year nr 4.00% I 7% 0%

Survey period: May 20, 1997 thru May 23, 1997
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Table 4. Single Premium Fixed Interest Deferred Annuities - Without Bailout

May’97 1IstYr. | Feb.’97 May 96 Rate Surrender

Reporting Policy Issue Base Bonus Base Base Guar. Guar. Rnwl Fees
Companies Name Ages Rate ~ Amount Rate Rate Period Rate Mthd| Yrl Yr7
AlG SPDA 0-75 6.00% - - 5.50% 1 Year 3.00% I 6% 0%
Amer, Int’] Life/NY SPDA 0-75 6.00%  1.50% 5.75% 5.50% 1 Year 3.00% I 6% 0%
American Investors SPDA 2000+ nr nr nr nr nr nr nr nr nr. nr
American Investors SPDA 1010 nr nr nr nr nr nr nr nr nr nr
Canada Life Assurance Security | nr nr nr nr nr nr nr nr nr. nr
Columbia Universal Heritage 0-85 545% 1.75% - - 1 Year 3.50% - 9% 2%
Columbia Universal Pres. Choice 0-85 6.00% 1.00% 5.75% 6.25% 1 Year 4.50% 1 8% 0%
Commercial Union Savers Adv. 3 nr nr nr nr nr nr nr I 10% 5%
Commercial Union Port. Secure 0-85 6.75% 1.00% 5.35% 5.25% 1 Year 3.50% P 6% 1%
Delta Life & Annuity  FYI 1-99 5.75%  4.00% - 5.50% 1 Year 4.00% I 8% 2%
Delta Life & Annuity  SP Access 6 1-99 6.50% - - 6.25% 1 Year 5.00% I 8% 0%
Delta Life & Annuity SPDA-PS 1-99 6.50% - 5.90% 6.25% I Year 4.00% I 6% 3%
Delta Life & Annuity  SPDA.-PSII 1-99 6.75% - - 6.50% I Year 4.00% I 6% 3%
Delta Life & Annuity  SPIA 1-99 5.75% - - 5.50% 1 Year 4.00% I 8% 4%
Delta Life & Annuity =~ SPIA-PS 1-99 6.50% - - 6.25% 1 Year 4.00% I 8% 4%
Empire LIC IA Maximizer 0-80 5.75% 1.25% 5.50% 5.50% 1 Year 3.00% - 6% 1.8%
Empire LIC Yield Extender  0-80 5.65% - - - 5 Years 3.00% I 8.1% 2.7%
Federal Home Life Encore 0-80 5.75% 1.00% 6.50% 6.00% | 2Years 4.00% I 7% 1%
Federal Home Life Encore 0-80 5.75% - - 6.00% 2 Years 4.00% I 7% 1%
Federal Home Life Encore 0-80 5.60% - - 5.75% 3 Years 4.00% I 7% 1%
Federal Home Life Encore 0-80 5.50% - - 5.65% S5Years 4.00% [ 7% 1%
Fidelity & Guar. Life = Resolute + nr nr nr nr nr nr nr nr nr nr
Fidelity & Guar. Life  Intrepid nr nr nr nr nr nr nr nr nr nr
Fidelity & Guar. Life  Optimum + 18-85 | 5.50%  2.00% 5.00% 5.00% 1 Year 3.00% I 5% 0%
Fort Dearborn LIC Capital Fort. 0-80 5.65%  2.00% 5.25% 5.50% 1 Year 3.00% 1 10% 2%
Fort Dearborn LIC Asset Fort. 5 0-75 5.65% 1.50% 5.25% 5.50% 1 Year 4.00% 1 8% 0%
Fort Dearborn LIC Finan. Fort. + 0-85 5.65% 1.00% 5.50% 5.75% 1 Year 4.00% 1 6% 0%
Golden Rule Ult. Bonus 0-72 5.95%  3.00% 5.70% 6.10% 1 Year 3.00% 1 8% 2%
Great American GTSA VI-SS nr nr nr nr nr nr nr nr nr nr
Great American Secure 15 nr nr nr nr nr nr nr nr nr nr
Great American Money Max nr nr nr nr nr nr nr nr nr nr
Great American SP7R+6-2 nr nr nr nr nr nr nr nr nr nr
Great American SP 10-ST nr nr nr nr nr nr nr nr nr nr
Jackson National Action Two nr nr nr nr nr nr nr nr nr nr
Jackson National Bonus Max nr nr nr nr nr nr nr nr nr nr
Jackson National Bonus Max 1 nr nr nr nr nr nr nr nr nr nr
Jefferson Pilot Sec. Advant. nr nr nr nr nr nr nr nr nr nr
Jefferson Pilot Secure Plan nr nr nr nr nr nr nr nr nr nr
Keyport Life Key Annuity 0-85 6.15% - 5.80% 5.80% 1 Year 3.50% I 7% 0%
London Pacific Opt. Income+  0-80 5.75% 1.25% 7.00% 6.00% 1 Year 3.00% 1 10% 4%
Manulife SPDA 11 0-70 5.30% - 5.10% 470% | 5Years 4.00% - no surrender
National Guardian SPDA 0-85 6.40% - 6.15% 5.90% 1 Year 4.00% P 7% 1%
Ohio National Choice Heritage ~ nr nr nr nr nr nr nr nr nr nr
Ohio National Choice I 0-80 6.45% - - 6.15% - 3.00% P 6% 0%
Penn Mutual Life Diversifier 2 0-85 5.75% - 5.35% 5.30% 1 Year 4.00% I 7% 1%
Penn Mutual Life Diversifier 2 0-85 5.35% - 5.15% 5.40% 3 Years 4.00% 1 7% 1%
Penn Mutual Life Diversifier 2 0-85 5.60% - 5.50% 5.50% 5 Years  4.00% i 7% 1%

continued...

Survey period: May 20, 1997 thru May 23, 1997; nr = product not reported for this issue.
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Table 4. Cont’d. Single Premium Fixed Interest Deferred Annuities - Without Bailout
May’97 IstYr. | Feb.’97 May '96 Rate Surrender
Reporting Policy Issue Base Bonus Base Base Guar. Guar. Rnwl Fees
Companies Name Ages Rate  Amount Rate Rate Period Rate Mthd| Yrl Yr7
Penn Mutual Life Diversifier 2 0-85 5.80% - 5.65% 5.70% 7 Years  4.00% I 7% 1%
Penn Mutual Life Tradewind 0-85 6.00% 1.00% 6.20% - I Year 4.00% I 9% 3%
Presidential SPDA 0-85 7.00% - 6.85% 6.70% I Year 5.00% I 6% 2%
Principal Mutual SPDA 0-95 6.20% - 5.95% 5.95% 1 Year 3.00% | 6% 2%
Principal Mutual SPDA+ 0-95 6.05%  1.00% 5.80% 5.80% I Year  3.00% [ 6% 2%
Provident Mutual SPDA 111 0-70 6.60% - nr 6.35% 2Years 3.00% [ 3% 3%
Provident Mutual SPDA 1V 0-70 590%  1.40% nr 5.65% 2 Years  3.00% I 5% 5%
Provident Mutual SPDA V 0-70 590%  1.00% nr 5.65% 1 Year  3.00% I 7% 0%
Reliance Standard Apollo-MVA  0-85 5.65%  2.00% 5.25% 5.50% 1 Year  3.00% P 9% 2%
Reliance Standard Apollo-SP 0-85 5.35%  2.00% 4.95% 5.20% 1 Year  3.00% P 9% 2%
Reliance Standard Athena-MVA 0-85 5.65% 6.00% 5.25% na 1 Year 3.00% P 9% 2%
Reliance Standard Athena SP 0-99 565%  2.00% 4.05% na 1 Year  3.00% P 9% 2%
SAFECO LIC Advantage 3 nr nr nr nr nr nr nr nr nr nr
SAFECO LIC QPA IIT + 0-75 575%  1.25% 5.45% 5.85% 1 Year 4.34% I 9% 4%
SAFECO LIC QPAV + 0-75 580%  1.40% 5.35% 5.70% 1Year  3.00% I 8% 2%
Savings Bank LIC/MA LifeSaver 0-80 5.40% - 5.25% 5.00% 1 Year  4.00% I 7% 1%
Security Benefit Sec. Premier nr nr nr nr nr nr nr nr nr nr
Security Benefit Security Prov. nr nr nr nr nr nr nr nr nr nr
Security Connecticut ~ SPDA Classic nr nr nr nr nr nr nr nr nr nr
Security Mutual/NY SPDA 0-80 6.10% - 6.25% 6.00% I Year  3.50% I 5% 0%
Security Mutual/NY SPDA 0-80 6.35% - 6.50% 6.25% 3Years 3.50% I 5% 0%
Southwestern LIC Advantage 7 0-80 5.35% 1.00% 5.15% na 1 Year 3.50% I 8% 2%
Southwestern LIC Golden Bonus ~ 0-85 540%  2.50% 5.00% 5.45% I Year 4.00% 1 12% 9%
Southwestern LIC Income Prov. 0-80 5.75% 1.00% 5.40% 5.45% 2 Years  4.00% I 10% 7%
USAA Life SPDA nr nr nr nr nr nr nr nr nr nr
USG Annuity & Life  Advant. Gold  0-85 6.35%  1.00% 5.70% 6.05% 1 Year  3.00% I 7% 3%
USG Annuity & Life  Interest Builder ~ 0-85 540%  6.00% 5.00% 5.30% 1 Year  3.00% I 10% 3%
USG Annuiity & Life  Comerstone 0-90 5.00%  5.00% 5.00% 5.25% 1 Year  3.00% I 9% 3%
USG Annuity & Life MVA3 0-85 525%  2.00% 4.80% 5.30% 1 Year  3.00% 1 9% 2%
USG Annuity & Life MVA9 0-85 6.00% 2.00% 5.50% 5.80% 1 Year 3.00% I 9% 3%
United Companies Superior 5 nr nr nr nr nr nr nr nr nr nr
Union Central SPDA 2000 nr nr nr nr nr nr nr nr nr nr
WM Life IA Maximizer  0-80 575%  1.25% 5.50% 5.50% 1 Year  3.00% I 6% 1.8%
WM Life Yicld Extender ~ 0-80 5.65% - - - 5Years 3.00% I 8.1% 2.7%
Western National Envision + II 0-85 6.00% 1.00% nr 5.65% l Year  3.00% I 9% 2%
Western National SPDA +2 0-85 5.65% - nr 5.10% I Year 4.00% 1 7% 0%
Western National Vision 1 0-85 590%  2.00% nr 5.40% I Year 3.00% I 9% 5%
Western National Ultravision 0-85 5.65%  2.50% nr 5.50% 1 Year 3.00% I 9% 2%
Western United LAC  CD Max V 0-84 6.15% - - 6.00% SYears 3.00% I 5% 0%

Survey period: May 20, 1997 thru May 23, 1997; nr = product not reported for this issue.
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Table 5. Single Premium Certificates of Annuity With Free Surrender Every Anniversary Date

May '97 Feb.’97 May 96 Rate Penalty for Excess Withdrawals
Reporting Policy Issue Full Full Full Guar. Taken Mid-Y ear (Non-Aniversary Date)
Companies Name Ages Rate Rate Rate Period 1 2 3 4 5 6 7 8 9
Columbia Universal ~ Your Choice 0-100 | 5.20% 5.00%  5.10% 3mos. | 2% 2% 2% 2% 2% 2% 2% 2% 2%
Commercial Union  Select Rate 1 0-85 | 4.55%  4.20% na I Year | 6% 6% 6% 6% 6% 6% 6% 6% 6%
Cova Finan. Svcs. Acct. 4 Keeps 1 nr nr nr nr nr nr nr nor nr Ar o Aronr, Aroonr

Delta Life & Annuity Guar. Interest 0-99 | 4.85% 4.45% nr 1 Year | 3% - - - - - - - -
Federal Home Life ~ SPDA Preferred  0-80 | 5.00% 5.00% 500% 1Year | 7% 6% 5% 4% 3% 2% 1% 0% 0%

Fidelity & Guar. Intrepid LQ nr nr nr nr nr nr nr ar nr nr nr nr nrnr
Protective Life Future Saver nr nr nr nr nr nr nfr nr ar nr nNr nr  nr o nr
Provident Mutual  Asset. Accumul.  0-75 5.37% nr 5.04% 1 Year | 3% 3% 3% 3% 3% 3% 3% 3% 3%

Survey period: May 20, 1996 thru May 23, 1997; nr = not reported for this issue.

Fax all your annuity requests to:

/732-521-5113
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Table 6. Single Premium Certificates of Annuity Without Surrender Charges on Maturity Date

May’97 Feb.’97 May’9%6 Yield Penalty for Excess Withdrawals
Reporting Policy Issue| Full Full Full  Guar. Made Prior to Contract Maturity
Companies Name Ages| Rate Rate Rate Period| 1 2 3 4 5 6 7 8 9 10
Comm. Union # Select Rate 10 0-85| 5.80% 5.80% na 10Yrs| 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Comm. Union # Select Rate 7 0-85| 5.85% 5.45% na TYrs | 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Comm. Union # Select Rate 5 0-85| 5.60% 5.10% na 5Yrs | 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Comm. Union # Select Rate 3 0-85| 535% 4.95% na 3Yrs | 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Cova Financial Sves.  Acct. 4 Keeps 7 nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Cova Financial Sves.  Acct. 4 Keeps 5 nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Cova Financial Sves.  Acct. 4 Keeps 3 nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Crown Life # SPDA 0-75 | 6.05% 593% 6.68% 10Yrs| 9.0% 8.1% 72% 63% S54% 45% 3.6% 2.7% 1.8% 095%
Crown Life # SPDA 0-751 597% 5.82% 6.62% 9Yrs| 9% 8% T% 6% 5% 4% 3% 2% 1% -
Crown Life # SPDA 0-75| 585% 572% 6.57% 8Yrs | 84% 74% 63% 53% 42% 32% 2.1% 1.1% - -
Crown Life # SPDA 0-75| 5.71% 560% 635% 7Yrs | 84% 72% 6.0% 48% 3.6% 24% 12% - - -
Crown Life # SPDA 0-75| 552% 534% 6.14% 6Yrs | 84% 7.0% 56% 42% 2.8% 14% - - - -
Crown Life # SPDA 0-75| 536% 5.12% 592% SYrs | 8.0% 64% 48% 32% 1.6% - - - - -
Delta Life & Annuity Guar. Int. Ann.  0-99 | 5.10% nr nr 2Yrs | 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity Guar. Int. Ann.  0-99 | 5.30% nr nr 3Y¥rs | 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity Guar. Int. Ann.  0-99 | 5.40% nr nr 4 Yrs 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity Guar. Int. Ann.  0-99 | 5.45% nr nr SYrs | 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr ar nr
Protective Life Future Saver nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Prosaver Plat. nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Prosaver Plat. nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Prosaver Plat. nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
Protective Life Prosaver Plat. nr nr nr nr nr nr nr nr nr nr nr nr nr nr nr
United Services Life Cert. of Annuity  0-85 | 5.75% 5.50% 5.50% 5 Yrs. not surrenderable until maturity
*Western United CD-MAX | 0-84] 5.10% 535% 520% 3Yrs| 2% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Western United CD-MAX V 0-84| 6.15% 6.15% 630% SYrs| 5% 0% 0% 0% 0% 0% 0% 0% 0% 0%

# Additional surrender charges (e.g. “Market Value Adjustment”) may further reduce cash value on surrender before contract maturity
Survey period: May 20, 1997 thru May 23, 1997; nr = product not reported for this issue.
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Table 7. Flexible Premium Fixed Interest Deferred Annuities - With Bailout

May ’97  Feb.’97 May 96| Rate Bail-out Surrender
Reporting Policy Issue Full Full Full Guar. Escape  Guar.  Rnwl Fees
Companies Name Ages Rate Rate Rate Period Rate Rate  Mthod | Yrl Yr7
Delta Life & Annuity Flex Front Load 0-99 6.75% nr 6.50% nr nr 4.00% I na na
Franklin LIC Pres. Ann. I[IA nr nr nr nr nr nr nr nr nr nr
Investors Insur. Corp. Guarateed Amn.~ 0-85 11.00% 10.75% 11.25% | 1 Year 4.00%  3.00% I 15% 7%
Prudential Life Discovery 0-85 6.10% 5.40% 5.00% | 3 Years 5.10%  3.10% 1 7% 0%
Prudential Life Discovery nr nr nr nr nr nr nr nr nr nr
Security Mutual/NY FPA 0-80 5.85% 6.00% 5.75% 1 Year inoperable 4.50% P 7% 4%
Standard Insurance Co  FPDA 0-80 5.76% 5.60% 5.28% 1 Year 3.76%  3.00% [ 7% 3%

Survey period: May 20, 1997 thru May 23, 1997; nr = not reported for this issue.
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Hey Honey, let’s call those nice people
from USG Annuity & Life Company.
Isn't their number 800-872-6684?

\J
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Table 8. Flexible Premium Fixed Interest Deferred Annuities - Without Bailout

continued...

May 97 lIstYr. | Feb.’97  May’96 Rate Surrender
Reporting Policy Issue Base Bonus Base Base Guar. Guar. Rnwl Fees
Companies Name Ages Rate  Amount Rate Rate Period Rate Mthd | Yr 1 Yr 7
AIG Life FPDA 0-80 6.00% 1.0% 5.75% 5.50% 1 Year 3.00% I 7% 3%
American Heritage PFPA nr nr nr nr nr nr nr nr nr nr
American Investors FPDA-P2 nr nr nr nr nr nr nr nr nr nr
American Investors FPDA-P4 nr nr nr nr nr nr nr nr nr nr
American Investors FPDA-P10 nr | onr nr nr nr nr nr nr nr nr
American Investors FPDA-PO nr | nr nr nr nr nr nr nr nr nr
Columbia Universal FPDA II 0-75 5.75% - 5.75% 5.75% 1 Year 4.50% P 10% 4%
Commercial Union Max Rewards nr nr nr nr nr nr nr nr nr nr
Commercial Union Flex 10 0-85 5.80% - na na 1 month  3.50% P 10% 4%
Commercial Union Alliance Plus 0-85 5.80%  4.00% na na 1 month  3.50% 10% 4%
‘I)—d;;lzife & Annuity  Flex/No Lead 0-99 6.25% - 5.65% 6.00% 1 Year 4.00% I 8% 4%
Delta Life & Annuity ~ FlexNolLoadPS  0-99 5.90% - nr 5.65% 1 Year 4.00% I 5% 0%
Empire LIC FPA 0-85 5.40%  1.25% 5.15% 5.15% 1 Year 3.00% I 8.1% 2.7%
Empire LIC IA Classic 0-85 5.25% 15% 5.10% 5.05% 1 Year 3.00% 1 5% 0%
E:deral Home Life Premier Flex 15-75 | 5.55% - 5.25% 5.50% 1 Year 4.00% I 10% 0%
Fegeral Home Life Prermier Ann. + 0-80 5.00%  1.50% 4.75% 5.00% 1 Year 4.00% I 9% 2%
Fidelity & Guar. Life ~ Optimum nr nr nr nr nr nr nr nr nr nr
Fidelity & Guar. Life F&G 11 nr nr nr nr nr or nr nr nr nr
Fidelity & Guar. Life ~ Resolute 0-80 5.55% - - 5.30% 1 Year 3.00% 1 9% 2%
Fort Dearborn Life Fortifier I1 0-85 6.25% - 6.00% 6.25% 1 Year 4.00% I 6% 0%
Golden Rule Flex-Vantage 0-70 5.95%  1.00% 5.70% 6.10% 1 Year 3.00% I 9% 4%
Great American (q) TSA II1 nr nr nr nr nr nr nr nr nr nr
Great American (q) GTSA VI nr nr nr nr nr nr nr nr nr nr
Great American (q) TSA VIIi nr nr nr nr nr nr nr nr nr nr
Exvestori Insur. Corp.  Amer. Bonus nr nr nr nr nr nr nr nr nr nr
Investors Insur. Corp.  Amer. Trad. nr nr nr nr nr nr nr nr nr nr
Investors Insur. Corp.  Guar. Bonus nr nr nr nr nr nr nr nr nr nr
Investors Insur. Corp.  Guar. Trad. nr nr nr nr nr nr nr nr nr nr
Jackson National Flex 1 nr nr nr nr nr nr nr nr nr nr
Jefferson Pilot LIC FPDA nr nr nr nr nr nr nr nr nr nr
*Jefferson Pilot LIC Flex. Bonus 0-85 6.15% 1.00% 5.90% 5.05% 1 Year 3.50% 1 7% 2%
*Jefferson Pilot LIC Prosperity 0-85 6.30%  2.00% 6.10% - ! Year 3.00% I 9%  3.5%
*Jefferson Pilot LIC Secure Advant.  0-85 6.35% - 6.10% 5.35% 1 Year 3.50% 1 7% 2%
*Jefferson Pilot LIC Secure Plan 0-85 6.25% - 6.00% 5.35% 1 Year 3.50% I 5% 0%
Keyport Life Keyaddition nr nr nr nr nr nr nr nr nr nr
*[ondon Pacific Future Guard no limit | 6.35% - 6.10% 6.10% 1 Year 3.00% P 12% 8%

Survey period: May 20, 1997 thru May 23, 1997, nr = product not reported for this issue.
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Table 8. Cont’d. Flexible Premium Fixed Interest Deferred Annuities - Without Bailout
May ‘97  IstYr. Feb. 97 May ’96 Rate Surrender
Reporting Policy Issue Base Bonus Base Base Guar. Guar. Rnwl Fees
Companies Name Ages Rate  Amount Rate Rate Period Rate Mthd | Yr1 Yr7
National Guardian FPA 0-80 5.85% - 5.85% 5.65% 6 mos. 4.00% P 10% 3%
Ohio National Prime II nr nr nr nr nr nr nr nr nr nr
Ohio National Top Tradition  no limit | 6.30% - nr 6.50% - 3.25% P 7.8% 7.8%
Penn Mutual Life Divers. 2 0-85 5.75% - 5.35% 5.30% 1 Year 4.00% I %  2.5%
Penn Mutual Life Divers. 2 0-85 5.35% - 5.15% 5.40% 3Years  4.00% I 7%  2.5%
Penn Mutual Life Divers. 2 0-85 5.60% - 5.50% 5.50% SYears  4.00% I 7%  2.5%
Penn Mutual Life Divers. 2 0-85 5.80% - 5.65% 5.70% 7Years  4.00% I T%  2.5%
Presidential No Load Flex 0-85 6.85% - 6.70% 6.55% | 1CdYr. 5.00% I 7% 4%
Presidential (q) TSA-Loan 0-85 6.85% - 6.70% 6.55% 1Ca.Yr.  5.00% I 7% 4%
Principal Mutual LIC FPDA 0-85 6.05% - 5.65% 5.80% 1 Year 4.00% I 7% 3%
7Pir;)vident Mutual LTD 0-85 7.00%  1.00% nr 6.25% 1 Year 3.00% P 10% 4%
Prudential Ins Co. of Am  Discover 6yr  0-85 5.60% - nr 4,50% 6 Years  3.10% I 7% 0%
SAFECO LIC (qg) QrA lll 0-75 5.75% - 5.45% 5.85% 1 Year 4.34% I 9% 4%
SAFECO LIC (q) QPAV 0-75 5.55% - 5.35% 5.70% 1 Year 3.00% I 8% 2%
Security Benefit Secur. Mark nr nr nr nr nr nr nr nr nr nr
Eécurity-Connecticut SPDA | nr nr nr nr nr nr nr nr nr nr
Southwestern LIC Flex-Rite 0-75 6.00% - 6.00% 6.10% - 4.00% P 7% 2%
USAA Life FPDA nr nr nr nr nr nr nr nr nr nr
USG Annuity & Life Advant. Silver ~ 0-85 6.00% - 5.25% 5.55% 1 Year 3.00% I 9% 2%
USG Annuity & Life Flex 15 0-70 5.60%  2.00% 5.00% 5.35% 1 Year 3.00% I 2%  13%
;@muity & Life Flex 9 0-85 5.75%  2.00% 5.10% 5.45% 1 Year 3.00% I 9% 3%
USG Annuity & Life Retire. Choice nr nr nr nr nr nr nr nr nr nr
United Companies Life Taxsaver II nr nr nr nr nr nr nr nr nr nr
United Services Co. Flex Annuity nr nr nr nr nr nr nr nr nr nr
United Services LIC Uslico Ann. 0-85 6.00%  1.50% nr 5.25% 1 Year 4.00% I 10% 4%
k\TVgLife Ins. Co. FPA 0-85 540%  1.25% 5.15% 5.15% 1 Year 3.00% I 8.1% 2.7%
WM Life Ins. Co. IA Classic 0-85 5.25% 5% 5.10% 5.05% 1 Year 3.00% I 5% 0%
Western National FPDA Plus nr nr nr nr nr nr nr nr nr nr
Western National FPDA PlusIl  0-70 6.0% - nr 6.0% - 4.00% 1 8% 2%
Western National Vision Flex 0-70 6.25% - nr 6.25% - 3.00% I 10% 6%
Western United Uniflex 11 0-84 6.50% - 6.50% 6.65% 1 Year 4.50% I 5% 3%
Survey period: May 20, 1997 thru May 23, 1997, nr = product not reported for this issue.
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Equity index annuities (‘EIAs’) are
generating widespread interest. This
new kind of annuity combines the
safety of traditional fixed (‘no risk to
principal’) annuities with potential for
higher yields afforded by investing in
stock index options. In an EIA, interest
earnings are tied to stock market per-
formance even while return of princi-
pal is guaranteed when the stock mar-
ket declines.

Guaranteed Interest

As a fixed annuity an EIA offers a
guaranteed non-forfeitable minimum
rate of return each year. These interest
rates range from 3% to 5% and are
usually credited to a portion, typically
90%, of the initial premium. The bene-
fit of a minimum return is that even if
the stock market is down for the entire
life of a § year EIA, the contract would
still provide about 5% in total return
(that is, 90% of initial premium plus 5
years times 3% a year approximately
equals 105%).

Index-linked Growth

The glitter of an EIA, however, isn’t
derived from its promise of guaranteed
interest but from the potential to gain
excess earnings through a link to a
stock market indicator, typically the
S&P 500 Index. Why the S&P 500
Index? Because it represents over 70%
of the U.S. stock market’s equity capi-
talization. The index, however, does
not include reinvested dividends.

When the EIA term ends (usually
after 5 or 7 years), the account is cred-
ited the greater of the compounded
Guaranteed Interest or the excess earn-
ings attributable to Index-linked
Growth. The latter is usually calculated
on 100% of premium (whereas mini-
mum guaranteed account values often
are based on 90% of premium).

How to Compare ElAs

The biggest difficulty in comparing
ElAs stems from the myriad ways

Equity Indexed Annuities Update

companies credit interest earnings and
index-linked returns. There are differ-
ences in how index calculation are
made, how gains are counted, and in
related features and benefits. It seems
that no two EIAs are designed alike.

Nevertheless, a few generalities do
exist. All EIAs invest the majority of
their premium dollars in bonds and
government securities. The rest is used
to purchase call options and employ
various hedging strategies on the un-
derlying S&P index. Variations in
these strategies determine how com-
peting EIAs are structured. To further
protect themselves from losses in their
option strategies, companies also im-
pose “caps,” “participation rates”, and
averaging methods. These limit the
gains a company is required to pass
through to its EIA account holders.

Caps

A “cap” is the maximum return
which is credited for any period re-
gardless of the underlying S&P 500
Index performance. Thus, if the stock
market returns 30% in a particular
year but the annuity has a cap of 14%,
the maximum amount credited to the
EIA for that year is 14%. (This as-
sumes a 100% participation rate, ex-
plained below.) Caps are generally
employed in EIAs which use the An-
nual Reset method for calculating
earnings (see Section #2 below).

Participation Rates

“Participation rate” refers to what
net percent of the gross increase in the
S&P 500 Index is credited to the EIA.
For example, if the S&P 500°s gross
increase was 35% for the period and
the EIA participation rate is 85%, then
the net interest credited to the EIA for
that period will be 29.7% (35% times
.85). Participation rates vary from
75%to 110%. Some insurers guaran-
tee the participation rate for only one
year at a time, others guarantee it for
the entire term of five to ten years.

Comparing participation rates alone
is not a sufficient measure for choosing
which EIA to purchase. An 85% par-
ticipation rate in one EIA can produce
greater net returns than a 110% partici-
pation rate in another, and vice versa.

Yield Spread

Another feature which limits returns
is called a “yield spread.” This is a fee
(usually from 1.00% to 2.50%) which
is deducted from the actual increase in
the S&P index. Such contracts often
have a 100% participation rate. How-
ever, the effect could be the same as
having a lower participation rate and
no yield offset.

Three main types of index annuities
and how they calculate earnings

There are three basic methods by
which EIAs calculate their index-
linked returns. These are the: (1) point-
to-point method; (2) annual reset
method; and (3) high point (look back)
method, sometimes called, high-water
mark method.

L. Long Term Point-to-Point Methods

These are perhaps the easiest credit-
ing methods to understand. As the
name implies, there are usually only
two days in this index calculation
method: the starting point day and the
ending point day. The gain is simply
the difference between the index level
when the EIA is issued and the level it
reaches at the end of the term. For ex-
ample, if the S&P Index was 400 on
the date of issue and 700 on the final
day in the measuring period (say, 5 or
7 years later), the gross return would
be 75%. (Subtract 400 from 700, then
divide the 300 gain by 400, to arrive at
75%.) That number would be multi-
plied by the participation rate to deter-
mine the index gain. If the participation
rate is less than 100%, net credited in-
terest will be less than 75%.

In this version of the point-to-point
method, if on the last day, the index
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value was below the starting point
value, the earnings would be zero and
the guaranteed interest value for the
term would be paid. That would be true
even if the market had traded signifi-
cantly higher anytime during the prior
5 or 7 year term. To get around this
problem, some EIAs combine each
weekly or monthly index value over
the course of the last contract year to
arrive at an ‘average’ ending point
value for determining gains (see Aver-
aging below). However, if during
most of the contract’s final year the
S&P traded below the starting point
value, then even averaging won’t keep
the gain from being measured a zero.

2. Annual Reset (Annual Point-to-
Point) Methods

In each year that the S&P 500 Index
goes up, this EIA locks in a gain which
can never be lost during a later market
downturn. The ‘starting point’ index
value is reset at the beginning of each
year for gain recognition. And if the
market goes down, the negative index
movement for that year is treated as a
zero gain (and no premium dollars are
ever lost). These methods recognize
gains by the year and combine them for
a 5- or 7-year total.

The annual reset method counts
gains even if the market is recovering
from previous declines. For example, if
the stock market registers a loss at the
end of the first year, no index increase
is credited (for that year, neither will
there be any loss in account value.)
Because the starting point for the sec-
ond year is now reset at the new lower
first-year end-point value, any recovery
from that lower level will be credited
as gain in future years.

In this method, each year’s S&P In-
dex gain is treated much like a tradi-
tional fixed annuity’s interest is
treated—it is credited annually and
earnings are accumulated on a com-
pounded basis. Most annual reset
ElAs, however, feature a cap (usually

Equity Indexed Annuities Update

from 12% to 15%) which limits the
annual gain which may be credited to
an account in any one year.

3. High Point Look Back (High-
Water Anniversary Mark) Methods

Here, the gain is the difference be-
tween the highest point an index
reached (usually measured on each of
the policy’s 5 or 7 anniversary dates)
and the starting point, which is the
index value on the date the EIA was
issued. (The starting point is not reset
each year.) These methods lock in the
highest S&P Index level attained on
the measurement dates by ‘looking
back’ over the term. They credit gains
based on the highest water-mark an-
niversary value and the participation
rate, if applicable.

High point EIAs typically feature
participation rates of about 70%, but
not caps. Because the high-point re-
turn may only be calculated once dur-
ing the term, there is no compounding
of interest.

Market Volatility and Averaging Re-
turns

Calculating returns by ‘averaging’
can be an effective way to reduce the
risk of market volatility. Averaging
will smooth out the peaks and troughs
in the performing index. For example,
a high point averaging EIA will sum
the highest index values in each of its
7 years and then divide that sum by 7
to arrive at a final (‘averaged’) high
point value. This averaged gain is con-
sidered the total return in the contract.

Averaging may dampen S&P gains
over time. Consider that if the stock
market gained 1% per month for a
year, the total compound gain would
be 12.67% at the end of the year. (An
80% participation rate would still pro-
vide a return above 10%.) But, if a
monthly averaged return was em-
ployed, the annual increase would
only be 6.75%! Policies which apply
averaging often show lower overall

gains than either the annual reset or
high-water mark ElAs.

An averaging EIA is more likely to
achieve a consistent rate of return with
a somewhat higher degree of probabil-
ity than an unaveraged contract. Con-
versely, the non-averaged high point
and long term point-to-point methods
offer a greater opportunity to high re-
turns —provided, of course, that the
stock market continues its upward
trend.

Market Volatility and Annual Reset
ElAs

The unaveraged annual-reset EIA
may offer the best protection against
market volatility with the best chance
at overall profits. That’s because the
starting point is reset every year, pro-
viding multiple index ‘entry’ points.
By contrast, the long-term point-to-
point and the high-water mark anniver-
sary look-back methods use a total re-
turn approach that has only one start
point established at the time of contract
issue. Consequently, with these meth-
ods choosing the ‘best’ time to start the
annuity is more important. In all cases,
an EIA’s cap and participation rate will
greatly influence its net results.

Which EI4 Method Performs Best?

Ignoring the significant effects of
caps, participation rates, and averaging,
it may generally be hypothesized that
the High Point (High Water Mark)
Look Back and Point-to-Point methods
should outperform the capped Annual
Reset methods if the stock market
moves in a steady uptrend during the
term in question. By contrast, the An-
nual Reset methods should excel dur-
ing long periods of choppy or trendless
market activity.

Liquidity
Although specific details vary, a few
EIAs offer liquidity similar to tradi-

tional fixed deferred annuities. There is
a provision for an annual withdrawal
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of 10% (of account value) free of sur-
render fees.

Contracts with higher participation
rates, however, may limit annual
penalty-free withdrawals only to the
minimum guaranteed value of the pol-
icy (not permitting access to any of the
earnings or growth during the term of
the contract).

Other EIAs employ a vesting sched-
ule to provide limited access to a por-
tion of interest earnings.

In general, E1As are not designed for
maximum liquidity during the accu-
mulation phase. With-drawals may
have an adverse effect on the crediting
of interest. Some contracts forfeit any
earnings that otherwise would have
been attributable to the with-drawn
funds. For example, if funds are with-
drawn during the 4th policy year and
earnings are credited only at the end of
the complete term, no earnings will be
attributed to the withdrawn funds even
though the money was in the contract
for 4 years. Some companies mislead-
ingly advertise “no traditional surren-
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der charge” or “100% access to your
money.” But in that case the only
gain is the minimum guaranteed non-
forfeiture value, which may be from
3% to 5% a year credited on 90% or
100% of the principal. A small gain,
indeed.

Conclusion

Equity Index Annuities are generat-
ing a wave of interest because they
combine features of traditional fixed
deferred annuities and variable annu-
ities. Their appeal is that growth is
tied to the stock market’s performance
while guaranteeing return of principal
even if the market declines.

Because of the great variety in how
returns are calculated, it is more im-
portant to understand how all the ele-
ments of a particular EIA contract col-
lectively affect the potential for
achieving gains rather than to simply
compare the individual features of
competing EIAs.

Some of the limitations of EIAs are
restrictions to growth imposed by

caps, participation rates and harsh cred-
iting methods. Keep in mind that
surrender charges also apply, and full
liquidity is usually available only in a
30 day window period when the con-
tract reaches maturity.

An EIA should not be expected to
return the same as an equity-based mu-
tual fund or variable annuity during a
period of large stock market gains.

A final cautionary note is that the
S&P index only accounts for increases
or decreases in the price of stocks in
the index; it does not factor in the
value of dividends or the compounded
reinvestment of dividends. This is
significant because historically the
long-term returns that are reported for
stocks typically include amounts at-
tributable to dividend reinvestment. As
a result, the return achieved by an eg-
uity index annuity that is based on the
S&P index could be substantially less
than the return obtained by making a
direct investment in the stocks that
make up the index.

Table 9. Single Premium Equity Indexed Annuities

Partici- Yield | Percent Returnif  Free
Reporting Policy Index pation Spread contract had With- Surrender
Companies Name Term Structure Rate Cap (admin.fee)| matured 2/1/97 drawals Charges
DeltaLife& Anmuty ~ Advantage| 7 yrs. High Water 100% none 2.25% 107.6% na none
Jackson National ELIS500 |9 yrs. Pointto Point  100% none 0.0% 205.8% na 7,6,54,3,2,1,0
Jackson National ELI500 |7 yrs. Point to Point 85%  none 0.0% 118.1% na 7,6,5,4,3,2,1,0
Jackson National ELI500 |5 yrs. Point to Point 75%  none 0.0% 69.2% na 7,6,5,4,3,2,1,0
Jackson National ELI500 |3 yrs. Point to Point 60% none  0.0% 37.9% na 7,6,5,4,3,2,1,0
Jackson National ELI 500 1 yrs. Point to Point 30% none  0.0% 7.1% na 7,6,5,4,3,2,1,0
Keyport Life Keylndex | 7 yrs. High Water 80% 100% 0.0% 100.0% na 7 yr vesting
Keyport Life KeyIndex | 7 yrs. High Water 75%  none  0.0% 111.3% na 5 yr vesting
USG Ammuity & Life ~ Choice 5yrs. PointtoPoint  70% none  0.0% 47.7% 10% | 9%.,8,7,6,5
USG Anmity & Life  Choice 5 yrs. Point to Point 90% none  0.0% 61.3% 10% 9%.,8,7,6,5
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Split annuities (also called Com-
bination annuities) are essentially
a hybrid product combining the
features of a Certificate of Annu-
ity (Table 6) and a Period Certain
immediate annuity (Tables 1c &
2c¢). These annuities provide im-
mediate cash-flow and a guaran-
tee 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

Split Annuities Update

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” col-
umn gives the amount of the orig-
inal 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 immedi-
ate annuity portion of the contract
and payable each month until the
contract matures (either 5 or 7
years). “Income Annuity Pre-
mium” column reports the amount
of the original investment which is
allocated to the immediate annuity
portion of the contract.

Table 10. Split (“Combination”) Immediate and Deferred Annuities.

5 Year Maturity Rates 7 Year Maturity Rates
Deferred  Annual  Income Monthly | Deferred  Annual Income  Monthly
Reporting Policy Issue | Annuity Interest Annuity Income Annuity  Interest Annuity Income
Companies Name Ages | Premium Rate Premium  Amount | Premium Rate Premium  Amount
Columbia Universal  Split Annuity ~ 0-85 | $74.027  6.20% $25,973  $492.62 | $73,342 6.29% $26,658  $380.05
Deltal ife & Annuity Split Annuity ~ 0-85 | $81,101  4.28%  $18,899  $344.67 $74,983 4.20% $25,017  $347.82
Empire Life IA Classic 0-85 | $83,820 3.59%  $16,180  $300.86 | $79,008 3.42% $20,992  $295.15
Federal Home Life Encore/SPIA nr nr nr nr nr nr nr nr nr
Fidelity & Guaranty ~ Optimum Plus nr nr nr nr nr nr nr nr nr
Manulife SPDAII/SPIA  0-70 | $77,243  530%  $22,757  $404.35 $68,744 5.50% $31,256  $424.28
Penn Mutual Div. II/SPIA 0-85 na -na na na $67,391 5.80% $32,609  $457.42
Presidential (nq) Combi-nnuity ~ 0-85 | $73,332  6.40%  $26,668  $502.66 na na na na
Provident Mutual SPDA II/SPIA  0-75 | $72,257  5.85% $24,743 $445.00 na na na na
USG Ann. & Life Advant/sPIA 0-85 | $73,504 6.35%  $26,496 $498.73 na na na na
USG Ann. & Life Multi Yr/SPIA  0-85 | $74,374  6.10%  $25.626  $482.36 $64,973 8.50% $35,027  $502.22
United Services Life ~ Split Annuity ~ 0-85 | $74,726  6.00% $25274  $421.24 na na na na
_Wihﬁiife IA Classic (E—f»$83,820 3.59%  $16,180  $300.86 | $79,008 3.42% $20,992  $295.15
Western United CD-Max V 0-84 | $74,199 6.15% $25,801 $494.00 na na na na

Survey period: May 20, 1997 thru May 23, 1997
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Periodic payment annuities, com-
monly known as structured settlements,
are a popular means of providing com-
pensation to personal injury and tort
victims that offer significant advan-
tages to all parties concermed. 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, how-
ever, the method of funding cannot be
part of the agreement, and the annuity
cannot be obtained at the election of the
plaintiff, since either of these condi-
tions might constitute constructive re-
ceipt. Additionally, the inherent flexi-
bility of annuities provides life-long
security for the plaintiff, lower costs to
the insurance company or defendant

Structured Settlement Update

who pays the damages, and tax bene-
fits to plaintiff attorneys by allowing
receipt of fess over an extended period
of time.

The following quotations represent
the total premium amount required to
guarantee $1,000 of monthly life in-
come, assuming a 0% or 3% per an-
num cost of living adjustment
(COLA). The COLA adjustment is
made at the beginning of each year
with monthly payments during the
year remaining at a constant level (i.e.,
in the first year at $1,000; in year 2 at
$1,030; in year 3 at $1,060.90; etc.)
Quotes assume (1) normal life ex-
pectancy (i.e. plaintiff’s injury is not
life impairing), (2) that the cost of any
third-party assignment is extra, and (3)
that the first payment date is one
month af there the date of issue. All

fees and commissions, but not state
premium taxes, if applicable, are in-
cluded. Note that all monthly payments
within a single year are for the same
amount. The COLA increase takes
place only at the beginning of each
year. The “Male 15 0% COLA” col-
umn reports the cost of $1,000 of
monthly income for life purchased for a
15 year old male, assuming a 0% cost
of living adjustment. “Male 15 3%
COLA?” reports the cost of an escalat-
ing lifetime annuity for a male age 15.
The annuity states at $1,000 a month
and increases by 3% on each policy
anniversary. Remaining columns show
similar figures for male age 50, and for
females ages 15 and 50. “Add’]l Cost
Assignment” indicates the availability
and cost of a third-party assignment.

Table 11. Structured Settlement Annuities

Reporting Male 15 Male 15 Male 50 Male 50 Fem. 15 Fem. 15 Fem. 50 Fem. 50 Add’l Cost
Companies 0%COLA  3%COLA | (0%COLA 3%COLA | 0%COLA 3%COLA | 0%COLA  3%COLA Assignment
Comm. Union $188,456  $312,631 $150,141 $203,899 | $191,822  $327,082 | $161916  $228,851 $500
Empire Life $196,950  $329,876 | $161,063  $225977 | $199,363 $340,264 | $171,658  $248,137 na
Fiddlity & Guaranty $195,909  $349,510 | $158,772  $224,085 | $1 99,299  $368,782 | $170,755  $249.685 $500
London Pacific na na $150,353 na na $156,954 na na
Penn Mutual $184,355  $321,531 $153,849  $219,381 $186,476  $332,988 | $163,415  $241.239 na
Presidential $173,114  $290,859 | $146,007  $203,379 | $I 75,685  $301,823 | $152,988  $218,287 $100
SAFECO $180,163  $302,507 | $149,008  $207,517 | $1 84,037  $318,518 | $161,331 $234.915 $500
WM Life $196,950  $329,876 | $161,063  $225977 $199,363  $340,264 | $171,658  $248,137 na

Survey period: May 20, 1997 thru May 23, 1997
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Life Insurance Update

Yearly renewable term life insurance is
essentially a bet on your life. If you die
while the policy is still in force, the
insurance 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
policyholder to  prove continued
insurability. Moreover, the insurance
company cannot increase premiums
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 expectancy decreases.

The premiums illustrated below are for a
male or female, both nonsmokers, who
purchase a yearly renewable term policy

with a face amount of $250,000—at
various ages; 35, 40, 45, 50, 55, and 60—
and who continue to renew the policy
every year for a total of 5 years. Premiums
are paid annually and include all costs and
commissions. The “Age 35,” “Age 40,”
and “Age 45” columns show the initial
premium for entry at that age. The
columns headed “Ages 35-39”
“inclusive,” etc., show the aggregate cost
for the five years indicated.

Yearly Renewable Term premiums are
priced according to several methods. One,
called Select and Ultimate, sets rates more
favorably during the first few years, but
tends to raise them more rapidly in later
years. Another, known as Attained Life,
fixes premiums according to the risk of a
person’s age and rate group (smoker,
nonsmoker, etc.), regardless of when the
policy went into force. Thus, a prospective
buyer should look beyond the first year or

two when comparing prices of different
policies.

For instance, the premiums that are
typically advertised for a Select and
Ultimate policy at a range of different ages
actually indicate first year premiums only.
The premium in the fifth year of a YRT
policy that was bought by someone at age
30 would be significantly higher than the
same policy first bought by a different
person at age 35.

On the other hand, Select and Ultimate
Policies do offer an advantage you may
want to consider. If you remain healthy
and are willing to take a new medical
exam, some insurers will allow you to
requalify for the lower “entry” rate and
issue a completely new policy. In this
case, it’s important to know whether and
how often you have the opportunity to

requalify.

Table 13a. Yearly Renewable Term Life Ins. - Male Non-Smoker Rates $250,000 Face

Issue Pricing Age 35-39 Age 40-44 Age 45-49

Company Policy Name Ages  Basis* 35  inclusive 40 inclusive 45 inclusive
American Heritage Life  Patriot | nr nr nr nr nr nr nr nr

Ameritas LIC ART 20-75 SU $250 $1480 | $278 $1,760 | $ 348 $2410
Columbia Universal Term Choice-ART 20-75 AL $ 210 $1,388 | $228 $1,718 | $ 260 $2,263
Commercial Union Annual R&C Term 22-65 AL $305 $1,690 | $ 403 $2335 | $ 578 $3433
Fidelity & Guaranty  Super Saver Term 18-75 SU $248 $2065 | $290 $2,458 | $ 363 $3,148
Golden Rule ValuTerm 1 na na $228 $1360 | $255 $1.808 | $265 $2410
Jackson National Choice YRT 100 18-70 SU $ 245 $1,515 $ 278 $1918 | $ 363 $2,615
Manulife ART Select 20-75 SU $283 $1,540 | $ 325 $1,983 | $ 378 $ 2,588
National Guardian Term Guard ITI 18-75 SU $220 $1,425 | $238 $1,765 | $ 270 $2313
Ohio National YRT-99 na AL  $400 $2470 | $ 507 $2,633 | § 654 $3,603
Phoenix Home Life Term Life Success 18-70 SU $205 $1,333 | $218 $1,738 | $280 $2,370
Security Benefit YRT-100 nr nr nr nr nr nr nr nr

Secur. Mutual/NY Prime Select ART nr nr  $193 $1473 | $ 193 $1910 | $ 215 $2378
USG Annuity & Life  Vision Term 18-75 SU §$208 $1,540 | $225 $1,905 | $ 250 $2,645

Survey period: May 20, 1997 thru May 23, 1997. *SU = “Select & Ultimate” pricing basis; AL = “Attained Life” pricing basis.

Table 13b. Yearly Renewable Term Life Ins. - Male Non-Smoker Rates $250,000 Face
Issue Pricing Age 50-54 Age 55-59 Age 60-64

Company Policy Name Ages Basis* 50 inclusive 55 inclusive 60 inclusive
American Heritage Life ~ Patriot I nr nr nr nr nr nr nr nr

Ameritas LIC ART 20-75 SU $448 $£3295 | $605 $4745 | $ 918 $7,043
Columbia Universal  Term Choice-ART 20-75 AL  $ 363 $3,198 | $503 $4550 | $ 785 $7,088
Commercial Union Annual R&C Term  22-65 AL $ 865 $4753 |$1,130 $6423 [$1,540 $9,508
Fidelity & Guaranty  Super Saver Term 18-75 SU $494 $4325 | $ 715 $6,320 | $1,027 $9,158
Golden Rule ValuTerm 1 na na $ 385 $3,650 | $660 $5743 |$1,045 $8,795
Jackson National Choice YRT 100 18-70 SU $485 $33838 | $698 $4920 $1,030 $7,888
Manulife ART Select 20-75 SU $ 510 $3,603 | $ 695 $5235 |$1,135 $8,370
National Guardian Term Guard II1 18-75 SU $370 $3245 | $ 513 $4,600 | $ 795 $7,138
Ohio National YRT-99 na AL  $838 §$5,135  $1,227 $8,108 | $1,728 $12,439
Phoenix Home Life Term Life Success 18-70 SU $398 $3245 | $ 560 $4670 | $ 905 $38,468
Security Benefit LIC  YRT-100 nr nr nr nr nr nr nr nr

Secur. Mutual/NY Prime Select ART nr nr $ 288 $3,048 | $ 423 $4,653 | $ 560 $ 6,888
USG Annuity & Life  Vision Term 18-75 SU $380 $3648 | $ 533 $5378 | $ 850 $ 7,738

Survey period: May 20, 1997 thru May 23, 1997. *SU = “Select & Ultimate” pricing basis; AL = “Attained Life” pricing basis.
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Table 13c. Yearly Renewable Term Life Ins. - Female Non-Smoker Rates $250,000 Face

Issue  Pricing Age 35-39 Age 40-44 Age 45-49

Company Policy Name Ages  Basis* 35 inclusive 40 inclusive 45 inclusive
American Heritage Life  Patriot I nr nr nr nr nr nr nr nr

Ameritas LIC ART 20-75 SU $213 $1,245 | $225 $1410 | $ 270 $ 1,835
Columbia Universal ~ Term Choice-ART 20-75 AL $ 188 $1200 | $ 208 $1440 | $ 258 $ 1,803
Commercial Union Annual R&C Term 22-65 AL $270 $1480 | $ 348 $2,008 | $ 488 $2,833
Fidelity & Guaranty  Super Saver Term 18-75 SU $233 $1,920 | $270 $2270 | $ 313 $2,705
Golden Rule ValuTerm 1 na na $ 188 $1,118 | $230 $1475 | $ 248 $1,783
Jackson National Choice YRT 100 18-70 SU $203 $1,098 | $238 $1,548 | $ 295 $1,983
Manulife ART Select 20-75 SU §$268 $1,465 | $300 $1683 | $ 345 $2200
National Guardian Term Guard 111 18-75 SU $ 198 $1,245 | $218 $1,490 | $ 258 $1,843
Ohio National YRT-99 na AL $ 381 $1,774 | $ 413 $2295 | $ 535 $ 3,092
Phoenix Home Life =~ Term Life Success 18-70 SU $175 $1,18 | $215 $1,630 | $ 248 $1933
Security Benefit LIC ~ YRT-100 nr nr nr nr nr nr nr nr

Secur.Mutual/NY Prime Select ART nr nr  $ 150 $1,138 | $ 150 $1,458 | $ 178 $1,790
USG Annuity & Life  Vision Term 18-75 SU $ 218 $1433 | $225 $1,830 | $ 235 $2,393

Survey period: May 20, 1997 thru May 23, 1997. *SU = “Select & Ultimate” pricing basis; AL = “Attained Life” pricing basis.

Table 13d. Yearly Renewable Term Life Ins. - Female Non-Smoker Rates $250,000 Face

Issue  Pricing Age 50-54 Age 55-59 Age 60-64
Company Policy Name Ages Basis* 50  inclusive 55 inclusive 60 inclusive
American Heritage Life  Patriot I nr nr nr nr nr nr nr nr
Ameritas LIC ART 20-75 SU § 320 $2303 | $405 $3,100 | $ 588 $4,433
Columbia Universal ~ Choice Term-ART 20-75 AL  $290 $2330 | $350 $3,045 $523 $4575
Commercial Union Annual R&C Term 22-65 AL $ 700 $3,888 | $ 883 $4,713 |$1,035 $6,228
Fidelity & Guaranty  Super Saver Term 18-75 SU $398 $3433 | $505 $4392 | $ 650 $5,715
Golden Rule ValuTerm 1 na na $ 318 $2,630 | $ 418 $3,865 | $ 573 $5,070
Jackson National Choice YRT 100 18-70 SU $368 $2498 | $498 $3470 | $ 675 $ 5,000
Manulife ART Select 20-75 SU $425 $2970 | $ 578 $4,223 | § 845 $6,310
National Guardian Term Guard 111 18-75 SU $300 $2380 | $360 $3,095| $ 533 $4,610
Ohio National YRT-99 na AL $ 685 $4208 | $ 888 $5,848 | $1,362 $38,568
Phoenix Home Life Term Life Success 18-70 SU §$313 $2505 | $398 $3,355 $ 508 $4,745
Security Benefit LIC  YRT-100 nr nr nr nr nr nr nr nr
Secur. Mutual/NY Prime Select ART nr nr $ 223 $2318 | $320 §$3545  §$ 433 $4,970
USG Annuity & Life  Vision Term 18-75 SU §$ 338 $3,140 | $ 445 $4425 | $ 740 $ 6,623

Survey period: May 20, 1997 thru May 23, 1997. *SU = “Select & Ultimate” pricing basis; AL = “Attained Life” pricing basis.
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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 guranteed to remain
constant for a period of ten yeras, unlike

Life Insurance Update

annual Renewable term where the
premiums gradually increase each year.
The premiums illustrated below assume
that a non-smoker male or female
purchases a [0-year level term policy with
a face amount of $250,000 beginning at

various ages: 35, 40, 45, 50, 55, and 60.
Each policy is guaranteed renewable for
the next nine years at the same initial
premium level.

Table 14a. Ten-Year Level Term Life Ins. - Male Non-Smoker Rates $250,000 Face

Age Age Age Age Age Age
Company Policy Name 35 40 45 50 55 60
American Heritage Patriot X nr nr nr nr nr nr
Ameritas LIC 10-Year Term $ 293 $ 353 $ 535 $ 815 $ 1,158 $ 1,808
Columbia Universal Term Choice 10 Yr $ 250 $ 325 $ 460 $ 680 $ 985 $1515
Federal Home Life Ideal Term 10 Yr $ 260 $ 345 $ 470 $ 650 $ 925 $ 1,393
_Fidelity & Guaranty Super Saver Term $ 410 $ 513 $ 693 $ 925 $1,355 $ 1,965
Golden Rule ValuTerm 10 $ 260 $ 348 $ 478 $ 708 $1,125 $1,770
Jackson National Prime 10 R&C $ 298 $ 390 $ 588 $ 883 $ 1,280 $ 1,990
Manulife Manulife 10 $ 230 $ 285 $ 390 $ 563 $ 808 $ 1,238
National Guardian Term Guard 111 $ 248 $ 318 $ 445 $ 650 $935 $ 1,430
Ohio National Q-10 Ultra $ 200 $ 267 $ 335 $ 510 $ 752 $ 1,097
Phoenix Home Life Success 10+ $ 250 $ 318 $ 435 $ 615 $ 963 $ 1,553
Presidential 10-Year Term $ 340 $ 420 $ 575 $ 823 $1,183 $ 1,823
Savings Bank Life/MA 10 Yr Term $ 210 $ 265 $ 330 $ 480 $ 755 $ 1,195
Security Benefit LIC Security 10 LT nr nr nr nr nr nr
Security Mutual/NY Select-A-Term $ 305 $ 393 $ 545 $ 738 $1,115 $ 1,693
Southwestern LIC Term 15 $ 350 $ 455 $ 688 $ 1,048 $1,478 $ 2,220
USG Annuity & Life Vision Term $ 348 $ 448 $ 653 $ 908 $ 1,360 $ 1,948

Survey period: May 20, 1997 thru May 23, 1997

Table 14b. Ten-Year Level Term Life Ins. - Female Non-Smoker Rates $250,000 Face

Age Age Age Age Age Age

Company Policy Name 35 40 45 50 55 60

American Heritage Patriot X nr nr nr nr nr nr
Ameritas LIC 10-Year Term $ 248 $ 285 $ 405 $ 570 $ 750 $ 1,030
Columbia Universal Term Choice 10 yr $ 220 $ 273 $ 368 $ 490 $ 665 $ 990
Federal Home Llfe Ideal Term 10 Yr $ 228 $ 285 $ 375 $ 480 $ 635 $ 895
Fidelity & Guaranty Super Saver Term $ 383 $ 473 $ 598 $ 735 $ 940 $ 1,225
Golden Rule ValuTerm 10 $ 220 $ 283 $ 370 $ 503 $ 723 $ 960
Jackson National Prime 10 R&C $ 253 $ 325 $ 450 $ 630 $ 860 $ 1,265
Manulife Manulife 10 $ 208 $ 245 $ 315 $ 415 $ 555 $ 783
National Guardian TermGuard III $ 220 $ 270 § 358 $ 473 $ 635 $ 940
+ Ohio National Q-10 Ultra $ 160 $ 220 $ 292 $ 390 $ 580 $ 780
Phoenix Home Life Success 10+ $ 210 $ 288 $ 375 $ 498 $ 718 $ 1,050
Presidential 10-Year Term $ 290 $ 333 $ 405 $ 490 $ 683 $ 1,065
Savings Bank Life/MA 10 Yr Term $ 210 $ 265 $ 330 $ 480 $ 755 $ 1,195

Security Benefit LIC Security 10 LT nr nr nr nr nr nr
Security Mutual/NY Select-A-Term $ 248 $ 340 $ 475 $ 688 $ 920 $ 1,240
Southwestern LIC Term 15 $ 303 $ 403 $ 533 $ 675 $ 870 $ 1,235
USG Annuity & Life Vision Term $ 318 $ 420 $ 565 $ 770 $1,108 $1,578

Survey period: May 20, 1997 thru May 23, 1997
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The illustrations below are based on a single
premium deposit of $100,000 and reflect the
rates for a male age 45 who is a non-smoker.
The “Initial Credit %” column shows the

current rate offered for initial deposits.
“Yield Guarantee Period” is the period
for which the initial credit rate will remain
unchanged. “Surrender  Fees/Year”

reports the penalties in effect for the sample
years indicated.

Table 15. Single Premium Life Insurance

Yield Net Cash ~ Net Death
Policy Name Issue Initial Guar. Surrender Fees Value Benefit at
Companies (Product Type) Ages Credit%  Period | Yrl YrS Yr 10 Age 65 Age 65
Fidelity & Guaranty = UL 7 (UL) nr nr nr nr nr nr nr nr
Golden Rule Asset-Care (WL) 40-80 6.20% 1 Year 11% 7% 1.5%| $258356 §454,706
Jackson National SPWL 0-80 5.00% 1 Year 9% 5% 0% | $168,421 $414333
National Guardian SPWL (WL) 0-80 na na na na na $ 241,554 $ 464,474
Presidential Taxbreaker I (UL) 0-80 6.25% 1 Year 7% 4% 0% | $336,185 $513,631
Southwestern Classic Provider (UL) na 6.50% 1 Year | 157% 8.4% 2.9% | $205,072 $445,152
USG Annuity &Life  Life 3 (UL) 30-85 7.50% 1 Year 9% 5% 0% | $244,537 $427941
Western United Freedom I (WL) 0-80 5.00% 1 Year 10% 7% 2% | $265,330 $ 406,842

Survey period: May 20, 1997 thru May 23, 1997

GICs (Guaranteed Interest or Invest-
ment Contracts) and GFAs (Guaranteed
Funding Agreements) are fixed-income
assets offering high rates of return com-
bined with low market volatility. These
products are an integral part of many qual-
ified and non-qualified plans’ investment
portfolios. They provide the highest rates
of return and lowest market volatility of
any fixed-income asset. GICs are almost
exclusively available to only large corpo-
rate or institutional buyers, such as pen-
sion plans. They are NOT available to
individual investors.

GICs are backed by the general account
assets of the insurance companies, who in

G/ICs Update

turn employ immunization strategies to
match the duration of their assets with their
GIC/GFA obligations.

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

(1) Bullet Deposit contracts effectively
compete with CDs of similar durations.
Bullets provide a current interest rate guar-
antee on a one-time deposit for a specified
maturity period (1 to 10 years). (2) Win-
dow or Flexible or Recurring Deposit con-
tracts 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 contributions in
401(k) plans. (3) Benefit Responsive con-
tracts 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 and do not
permit withdrawals before maturity. They
are also quoted net of expenses and with
no commission fees.

Table 16. Bullet GICs (Net of Expenses, Without Commissions)

$1,000,000 Deposit $5,000,000 Deposit
Reporting Date of Compound Simple Compound Simple
Companies Quote | 3 Yr 7Yr 3Yr 7Yr 3Yr 7Yr 3Yr 7Yr
Canada Life 6/02 6.52% 6.89% 6.52% 6.89% 6.66% 7.00% 6.66% 7.00%
Hartford Life 6/02 6.48% 6.81% 6.43% 6.75% 6.48% 6.81% 6.43% 6.75%
John Hancock 6/02 6.73% 7.13% 6.69% 7.07% 6.78% 7.18% 6.74% 7.12%
Metropolitan Life 6/02 6.71% 7.05% 6.69% 7.00% 6.71% 7.05% 6.69% 7.00%
New York Life 6/02 6.70% na 6.70% na 6.70% na 6.70% na
Ohio National 6/02 6.70% 7.19% 6.67% 7.13% 6.75% 7.24% 6.72% 7.18%
Principal Mutual 6/02 6.35% 6.70% 6.30% 6.85% 6.40% 6.95% 6.35% 6.85%
SAFECO 6/02 6.64% - 6.64% - 6.65% - 6.65% -
SunAmerican LIC 6/02 6.73% 7.16% 6.73% 7.16% 6.75% 7.20% 6.75% 7.20%
Travelers 6/02 6.51% 6.63% 6.50% 6.60% 6.41% 6.80% 6.40% 6.77%
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Most states have guaranty funds to help pay
the claims of financially impaired insurance
companies. State laws specify the lines of
insurance covered by these funds and the dol-
lar limits payable. Coverage is usually for
individual policyholders and their beneficia-
ries and not for values held in unallocated

Life & Health Guaranty Associations

group contracts. Most states also restrict insur-
ance agents and companies from advertising the
funds’ availability.

There are many issues, too numerous to de-
scribe here, which determine the type and ex-
tent of coverage available. You are advised to

consult your state insurance department for
details about any policy you consider purchas-
ing. Another source of information is the
National Organization of Life and Health In-
surance Guaranty Associations (NOLHGA,
13873 Park Center Road, Suite 329, Herndon,
VA 22071). NOLHGA provided the informa-
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LIABILITY LIMITS

Insurance

Aggregate Death Cash PV of Commisioners’
State Benefits Benefits Values Annuities Phone Numbers
Alabama $300,000 - $100,000 $100,000 (205) 269-3550
Alaska $300,000 $300,000 $100,000 $100,000 (907) 465-2515
Arizona $300,000 - $100,000 $100,000 (602) 912-8420
Arkansas $300,000 $100,000 $100,000 $100,000 (501) 686-2900
California $250,000 $250,000 $100,000 $100,000 (916) 445-5544
Colorado $300,000 $300,000 $100,000 $100,000 (303) 894-7499
Connecticut $300,000 $300,000 $100,000 $100,000 (203) 297-3802
Delaware $300,000 $300,000 $100,000 $100,000 (302) 739-4251
Dist. of Col. $300,000 $300,000 $100,000 $100,000 (202) 727-8000
Florida $300,000 - $100,000 $100,000 (904) 922-3100
Georgia $300,000 - $100,000 $100,000 (404) 656-2056
Hawaii $300,000 $300,000 $100,000 $100,000 (808) 586-2790
Idaho $300,000 - $100,000 $100,000 (208) 334-2250
lilinois $300,000 $300,000 $100,000 $100,000 (217) 782-4515
Indiana $300,000 - $100,000 $100,000 (317) 232-2385
lowa $300,000 - $100,000 $100,000 (515) 281-5705
Kansas $300,000 $300,000 $100,000 $100,000 (913) 296-7801
Kentucky - $300,000 $100,000 $100,000 (502) 564-3630
Louisiana $300,000 $300,000 $100,000 $100,000 (504) 342-5900
Maine $300,000 - $100,000 $100,000 (207) 582-8707
Maryland all contractual obligations (410) 333-6300
Massachusetts $300,000 $300,000 $100,000 $100,000 (617)521-7794
Michigan $300,000 $300,000 $100,000 $100,000 (517) 3739273
Minnesota $300,000 $300,000 $100,000 $£100,000 (612) 296-6848
Mississippi $300,000 $300,000 $100,000 $100,000 (601) 359-3569
Missouri $300,000 $300,000 $100,000 $100,000 (314) 751-4126
Montana - $300,000 - - (406) 444-2040
Nebraska $300,000 $300,000 $100,000 $100,000 (402) 471-2201
Nevada $300,000 $300,000 $100,000 $100,000 (702) 687-4270
New Hampshire $300,000 - $100,000 $100,000 (603) 271-2261
New Jersey $500,000 $500,000 $100,000 $500,000 (609) 292-5363
New Mexico $300,000 - $100,000 $100,000 (505) 827-4500
New York $500,000 - - - (212) 602-0492
No. Carolina $300,000 - - - (919) 733-7343
North Dakota $300,000 $300,000 $100,000 $100,000 (701) 224-2440
Ohio $300,000 $300,000 $100,000 $100,000 (614) 644-2651
Oklahoma $300,000 $300,000 $100,000 $300,000 (405) 521-2828
Oregon $300,000 $300,000 $100,000 $100,000 (503) 378-4271
Pennsylvania $300,000 $300,000 $100,000 $100,000 (717) 787-5173
Puerto Rico - $300,000 - - (809) 722-8686
Rhode Island $300,000 $300,000 $100,000 $100,000 (401) 277-2223
So. Carolina $300,000 - - - (803) 737-6117
South Dakota $300,000 $300,000 $100,000 $100,000 (605) 773-3563
Tennessee $300,000 $300,000 $100,000 $100,000 (615) 741-2241
Texas - $300,000 $100,000 $100,000 (512) 463-6464
Utah $300,000 $300,000 $100,000 $100,000 (801) 530-3800
Vermont $300,000 $300,000 $100,000 $100,000 (802) 828-3301
Virginia $300,000 $300,000 $100,000 $100,000 (804) 371-9741
Washington $500,000 $500,000 - $500,000 (206) 753-7301
West Virginia $300,000 $300,000 $100,000 $100,000 (304) 558-3394
Wisconsin $300,000 - - - (608) 266-0102
Wyoming $300,000 $300,000 $100,000 $100,000 (307) 777-7401

Aggregate Benefits — This coverage applies to the aggregate benefits for all lines of insurance.
Death Benefits — Maximum liability with respect to any one life.

Cash Values — Maximum liability for cash or withdrawal value of life insurance.
PV of Annuities — Maximum liability for the present value of an annuity contract.
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Annuities which are invested in an’ in-
surance company’s General Account are as
secure as the stability of that carrier’s
investment portfolio. Annuities are not
federally insured (eg., FDIC). They will
probably be covered by the State Guaranty
Funds but that may fall short of the total
amount in an account if it holds more than
the fund’s limits of coverage.

One way to tilt the odds in your favor is by
investing with companies which get high
grades from several rating agencies. These
rating opinions are based on factors such
as ability to pay claims, quality of
investments, and ability to withstand
economic downturns. The five rating
services presented here are A.M. Best’s,
Standard & Poor’s, Moody’s, Duff &
Phelps, and Weiss Research. Agencies’
assessments of the same company may
differ. Analysts may disagree, for
instance, about how much is too much
when it comes to junk bonds, bad
mortgages or foreclosed real estate. Keep

in mind, too, that most insurance
companies farm out some of the risk of
their policies to other companies through
reinsurance agreements. This is especially
true for smaller companies (with assets less
than $1 Billion), where reinsurance ceded
can be as high as 60% to 80%. When this
is the case, a company’s rating may not be
valid. However, for larger companies,
reinsurance only averages about 4% of
assets. You may also call or write to your
state’s department of insurance for
information on the solvency of an insurer
doing business in your state.

ALPHABETICAL RATINGS

The five rating agencies assign alphabeti-
cal grades (such as AAA thru F) to the
insurance companies they rate. These
alphabetical ratings may be confusing
when making comparisons. For instance, a
company rated “C” by Weiss has merely
received an “average” grade. But a “C”
from S&P indicates the company is very

close to liquidation. In the case of Weiss,
an “A+” is the highest rating and assigned
to only a few companies. For A.M. Best,
an “A+” represents their second highest
grade, which was assigned to more than
200 of the companies Best rates. For S&P
and Duff & Phelps, an “A+” is the Sth rank
from the top and therefore denotes a much
weaker standing than it does for either
Weiss or Best.

NUMERICAL RANKINGS

To level the alphabetical rating field we
include a NUMERICAL RANK in front of
each letter grade. Now you can easily
judge the value of an alphabetical grade by
its position in that agency’s DISTRI-
BUTION OF RATINGS. This numerical
ranking will help you to recognize that the
same letter grade may carry very different
relative value with the different rating
agencies.

Distribution of Ratings

A.M.Best S&P Moodys Duff &Phelps Weiss Research
# Co. #Co. # Co. # Co. # Co.
Rank  Grade 881 Rank Grade 256 | Rank  Grade 106 Rank Grade 170 | Rank Grade 1774

1 (A++) 50 1 (AAA) 64 1 (Aaa) 10 1 (AAA) 51 1 (A+) 13
2 (A+) 156 2 (AAY) 46 2 (Aal) 5 2 (AA+) 19 2 (A) 17
3 (A) 229 3 (AA) 42 3 (Aa2) 17 3 (AA) 42 3 (A) 36
4 (A-) 156 4 (AA-) 53 4 (Aa3) 33 4 (AA-) 25 4 (B+) 5§
5 (B++) 87 5 (AH) 28 5 (A1) 30 5 (AH) 21 5 (B) 178
6 (B+) 125 6 (A 6 6 (A2) 12 6 (A) 10 6 (B-) 130
7 (B) 62 7 (A) 3 7 (A3) 2 7 (A-) 1 7 (cH 125
8 (B-) 23 8  (BBB4) 2 8 (Baal) 5 8 (BBB+) 0 8 (©) 243
9 (C+t) 9 9 (BBB) 3 9 (Baa2) 2 9 (BBB) 0 9 (CH) 174
10 (€4 1 10 (BBB-) 2 10 (Baa3) 1 10 (BBB-) 0 10 (DH 137
1 (©) 10 11 (BB+) 1 11 (Bal) 1 11 (BB+) 0 i (D) 223
12 (C-) 12 (BB) 1 12 (Ba2) 0 12 (BB) 0 12 (D-) 58
13 (D) 0 13 (BB-) 1 13 (Ba3) 0 13 (BB-) 0 13 (E+) 43
14 (E) 10 14 (BH 0 14 (Bl) 0 14 (B+) 0 14 (E) 43

15 (F) 3 15 (B) 0 15 (B2) 1 15 (B) 0 15 (E-) 3
(as of 6/96) 16 (B-) 0 16 (B3) 0 16 (B-) 0 16 (F) 27
17 (CCO) 0 17 (Caa) 2 17 (CCC+) 0 17 U) 316

18 (R 4 18 (Ca) 0 18 (CCC) 1 (as of 11/96)
(as of 8/96) 19 ©) 0 19 (CCC-) 0
(as of 8/96) (as of 9/96)
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A.M. Best’s Ratings

A. M. Best Co. is the oldest insurance
rating agency in the world and has been
reporting on the financial condition of
insurance companies since 1899. It has
been assigning an alphabetic rating scale
to insurance companies since 1976.
Best’s evaluates a company’s Relative
Financial Strength and overall perfor-
mance in comparison with others. Best’s
ratings should not be taken as a guarranty
of any insurer’s current or future ability
to meet its contractual obligations. Best’s
charges an insurer $500 for a letter rat-
ing. (Contact A.M. Best Company, Old-
wick, New Jersey 08858.)

A. M. Best’s rating is assigned after
evaluating a company’s financial condi-
tion and operating performance both in
qualitative and quantitative terms. Quan-
titative evaluation examines (1) prof-
itability, (2) leverage, (3) liquidity, (4)
reserve adequacy, and (5) reinsurance.
Qualitative evaluation is based on (1)
spread of risk, (2) soundness and ap-
propriates of reinsurance, (3) quality and
diversification of assets, (4) adequacy of
policy reserves, and (5) adequacy of sur-
plus, (6) capital structure, and (7) man-
agement experience. Ratings are re-
viewed both on an annual and a quarterly
basis.

The rating scale uses letter grades
ranging from A++ (Superior), the high-
est, to F (In Liquidation), the lowest.
The letter grade can also have a modifier
that qualifies it. The A++ highest rating
is based on a company's favorable com-
parison of profitability, leverage, and
liquidity with industry norms; favorable
experience from mortality, lapses, and
expenses; quality and diversification of
investment portfolio; strong policy re-
serves and a surplus to risk ratio that is
above that for the average life insurance
company. Also examined are the amount
and soundness of its reinsurance and the
competence and experience of manage-
ment.

The rating categories, including modi-
fiers and “not assigned” designations, are
as follows:

ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684 <

Rating Agencies

Rating Categories
A+, A+ Superior
A, A- Excellent
B++, B+ Very Good
B, B- Good
C++, C+ Fair
D Below Minimum Standards
E Under State Supervision
F In Liquidation
Rating Modifiers
p Pooled Rating
r Reinsured Rating
e Parent Rating
X Revised Rating
w Rating Watch List
g Group Rating
s Consolidated Rating
q Qualified Rating

“Not Assigned” Categories

NA-1 Special Data Filing

NA-2 Less than Minimum Size

NA-3 Insufficient Operating
Experience

NA-4 Rating Procedure

Inapplicable

NA-5 Significant Change

NA-6 Reinsured by Unrated
Insurer

NA-8 Incomplete Financial
Information

NA-9 Company Request

NA-11 Rating Suspended

Financial Performance Rating (FPR)

The FPR measures the financial strength of
small (NA-2) or new (NA-3) companies not
eligible for a Best’s Rating and is based on the
following merical scale.

Secure Ratings
0,8 et Strong
TBrervoeieiieecieeeinenans Above Average
TSROSO TOUUOTOVOPRN: Average
Vulnerable Ratings
Ao Average
3,2 Below Average

No Rating Opinion
S OOROVOTUORRRRON Not Assigned

Ratings and reports on individual
companies are available from A.M.
Best. The cost of the report, which in-

cludes the company’s rating, is $20. You
can also receive just the letter rating by
dialing a 900 number. (This is a toll call
at $2.50 per minute.) Call A.M. Best at
(908) 439-2200 for instructions on how
to place the call.

Standard & Poor’s
Ratings

Standard and Poor’s, which began rat-
ing insurance companies in the mid
1980s, assesses a company’s Claims-
Paying Ability—that is, its financial ca-
pacity to meet its insurance obligations.
S&P forms its opinion by examining
industry-specific risk, management fac-
tors, operating performance and capital-
ization. Industry-specific risk addresses
the inherent risk in and diversity of the
insurance business being underwritten.
Management factors include how man-
agement defines its corporate strategy
and the effectiveness of its operations
and financial controls. Operating perfor-
mance focuses on a company’s trend for
current and future earnings. For capital-
ization, S&P looks at the company’s cap-
ital structure, its ability to raise capital,
liquidity, and cash flow.

S&P charges an insurer between
$15,000 and $28,000 to receive a claims-
paying ability rating. (Contact: Standard
and Poor’s, 25 Broadway, New York,
NY 10004.)

S&P’s rating scheme uses a letter
grade scale that ranges from AAA
(highest) to R (lowest), (ic., AAA, AA,
A, BBB, BB, B, CCC, R). The “AAA”
rating, for example, represents a com-
pany’s extremely strong capacity to
honor its obligations and to remain so
over a long period of time. “AAA” com-
panys offer superior financial security
on both an absolute and relative basis.
They possess the highest safety and have
an overwhelming capacity to meet poli-
cyholder obligations.

As a group, the claims-paying ability rat-
ings are divided into two broad classifi-
cations. Rating categories from ‘AAA’ to

July - Sept. 1997 85



Rating Agencies

‘BBB’ are classifed as “secure” and indi-
cate insurers whose financial capacity to
meet policyholder obligations is viewed
on balance as sound. Ratings categories
from ‘BB’ to ‘CCC’ are classified as
*“vulnerable” and indicate insurers whose
financial capacity to meet policyholders
obligations is viewed as vulnerable to
adverse economic and underwriting con-
ditions. Plus (+) and minus (-) signs
show relative standing within a category;
they do not suggest likely upgrades or
downgrades. For certain companies, the
S&P rating includes a ‘q’ subscript,
which indicates that the rating is based
solely on quantitative analysis of publicly
available financial data. In the case of
claims-paying ability ratings, this is the
statutory financial data filed with the Na-
tional Association of Insurance Commis-
sioners. Annuity & Life Insurance
Shopper does not include the ‘q’ sub-
script rating.

RATING CATEGORIES

Secure Range:

AAA Superior financial security. Highest
safety.

AA Excellent financial security. Highly
safe.

A Good financial security. More suscepti-

ble to enconomic change than highly
rated companies.

BBB Adequate financial security. More
vulnerable to economic changes than
highly rated companies.

Vulnerable Range:

BB Financial security may be adequate, but
capacity to meet long-term policies is
vulnerable.

B Vulnerable financial security.

CcCC Extremely vulnerable financial security.
Questionable ability to meet obligations
unless favorable conditions prevail.

R Regulatory action. Placed under an

order of rehabilitation and liquidation.
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S & P ratings for individual compa-
nies are available at no charge. Finan-
cial reports are $25 each. Write to
Standard & Poor’s Corporation; 25
Broadway; New York, NY 10004. Or
call (212) 208-1527.

Moody’s Ratings

Moody’s Insurance Financial
Strength Ratings are opinions of the
relative strength or weakness of insur-
ance companies. Specifically, they
summarize the likelihood that a com-
pany will be able to meet its senior pol-
icyholder obligations. Moody’s con-
siders both quantitative and qualitative
factors in the following areas: product
lines, industry competitive positions,
markets, distribution systems, organ-
izational structure, earnings trends and
profitability, performance and quality
of investments, asset/liability manage-
ment and liquidity, surplus position
relative to risk profile and affiliated
companies. A very important part of
the evaluation is understanding man-
agement’s philosophy and the com-
pany’s strategic direction. The rating,
therefore, involves judgments about
the future and includes assessments on
how management and companies will
respond to worst case scenarios.
Moody’s annual fee for a rating is
$25,000. (Contact: Moody’s Investors
Service, 99 Church Street, New York,
NY 10007.)

Moody’s uses a letter grade scale
that ranges from Aaa (“Exceptional’)
for the highest rating to C (“Lowest”)
for the least favorable rating (ie., Aaa,
Aa, A, Baa, Ba, B, Caa, Ca, C). For
classes Aa to B, Moody’s adds a nu-
merical modifier, from 1 (at high end
of category) to 3 (at the lower end) to
indicate the approximate ranking of a
company in the particular classifica-
tion.

Rating Categories

Aaa Exceptional security. Unlikely to be
affected by change.

Aa Excellent security. Lower than Aaa

because long-term risks appear some-
what larger.

A Good Security. Possibly susceptible to
future impairment.

Baa Adequate security. Certain protective
to future impairment.

Ba Questionable security. Ability to meet
obligations may be moderate.

B Poor security. Assurance of punctual
payment of obligations is small over
the long run.

Caa Very poor security. There may be
elements of danger regarding the pay-
ment of obligations.

Ca Extremely poor security. Companies are
often in default.

C Lowest security. Extremely poor

prospects of offering financial security.

Moody’s provides a range of financial
analysis reports and ratings. For further
information, write to Moody’s Investors
Service; 99 Church Street; New York,
NY 10007; or telephone (212) 553-1658.

Duff & Phelps’ Ratings

Duff & Phelps began rating insurance
carriers in 1986. Its rating emphasizes
analysis of the company’s future ability
to promptly pay its obligations by evalu-
ating the insurer’s long term solvency
and its ability to maintain adequate lig-
uidity. The evaluation involves both
quantitative and qualitative factors.

¢ ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684
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The quantitative factors focus on prof-
itability, operating leverage, surplus ade-
quacy, asset quality and concentrations
and the adequacy of policy reserves. An
important emphasis is the sensitivity of
the insurance company to volatile busi-
ness cycles, major shifts in interest rates
and the ability of management to deal
within those circumstances.

Duff and Phelps uses a letter grade
scale that ranges from AAA, the highest
rating, to CCC, the lowest rating (i.e.
AAA, AA, A, BBB, BB, B, CCC). The
ratings below AAA may be modified by
the addition of a plus or minus sign to
show relative standing within those
grades.

Rating Categories

AAA Highest claims paying ability. Negligi-
ble risk.

AA+ Very high claims paying ability.

AA Modest risk.

AA-

A+ High claims paying ability.

A Variable risk over time.

A-

BBB+ Below average claims paying

BBB ability.

BBB-

BB+ Uncertain claims paying ability.

BB Protective factors are subject to

BB- change to change with adverse econ-
omy.

cCC Substantial risk regarding claims paying

ability. Likely to be placed under state
insurance department supervision.

Full reports on individual companies
are available for $25. Ratings are pro-
vided free of charge. Write to Duff &
Phelps Credit Rating Company; 55 East
Monroe St.; Chicago, IL 60603; or call
(312) 368-3157.
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Weiss’ Ratings

Weiss Research, Inc. a recent entrant
in the insurance rating business, began
offering its Safety Index Rating in
1990. Weiss analyzes a company's
future ability to pay its claims under
difficult economic conditions when the
potential for liquidity problems is in-
creased. The most important indica-
tors used are risk-adjusted capital ra-
tios, which evaluate a company's expo-
sure to investment, liquidity, and insur-
ance risk in relation to the capital that
the company has to cover those risks
during periods of average and severe
recession,

The Weiss Safety Index scale ranges
from A to F (see details below).

Weiss’ rating standards are generally
more conservative than those used by
other agencies. For example, the dis-
tribution of 1991 Weiss’ ranking found
only 2.8% of all companies rated
achieved an A grade, 13.6% were rated
in the B class, 37.2% at C, 20.2% at D,
4.5% atE, and 3.1% at F. Whereas
Weiss' ratings closely followed a bell-
shaped distribution, the ratings by
Best’s, S&P, and Moody's fell predom-
inantly in the A and B classifications
alone.

To achieve a top Weiss rating, a
company must be adequately prepared
to withstand the worst-case scenario,
without impairing its current opera-
tions. It must also achieve an accept-
able level in all five components of the
Safety Index rating: equity, investment
safety, profitability, leverage, and size.
A company that has a very weak in-
vestment component but does well in
all other categories would still rate
poorly. This means that companies
rated less than B can remain viable
provided the economic environment
remains relatively stable. A detailed
description of Weiss’ rating scale fol-
lows below. For further information
contact Weiss Research, 4176 Burns
Rd., Palm Beach Gardens, FL 33410;
by telephone (800) 289-9222 or fax
(407) 625-668S5.

+-

Excellent. This company offers excellent
financial security. It has maintained a conser-
vative stance in its investment strategies busi-
ness operations and underwriting commit-
ments. While the financial position of any
company is subject to change, we that has the
resources necessary to deal with severe eco-
nomic conditions.

Good. This company offers good financial
security and has the resources to deal with a
variety of adverse economic conditions.
However, in the event of a severe recession or
major financial crisis, we feel that this as-
sessment should be reviewed to make sure
that the firm is still maintaining adequate
financial strength.

Important note: Carriers with a B+ rating are
included in our Recommended List because
they have met almost all of the requirements
for an A rating.

Fair. This company offers fair financial secu-
rity and is currently stable. But during an
economic downturn or other financial pres-
sures, we feel it may encounter difficulties in
maintaining its financial stability.

Weak. This company currently demonstrates
what we consider to be significant weak-
nesses which could negatively impact policy-
holders. In an unfavorable economic environ-
ment, these weaknesses could be magnified.

Very Weak. This company currently demon-
strates what we consider to be significant
weaknesses and has also failed some of the
basic tests that we use to identify fiscal stabil-
ity. Therefore, even in a favorable economic
environment, it is our opinion that policy-
holders could incur significant risks.

Failed. Companies under the supervision of
state insurance commissioners.

Plus is an indication that, with new data, there
is a modest possibility that this company
could be upgraded. Minus is an indication
that, with new data, there is a modest possibil-
ity that this company could be downgraded.
The A+ rating is an exception since no higher
grade exists.

The S prefix indicates a smaller sized com-
pany with less that $25 million in capital and
surplus, but does not reduce or diminish the
letter grades A through E. The S is simply a
reminder that consumers may want to limit
the size of their policy with this company so
that the policy's maximum benefits do not
exceed 1% of the company's capital and sur-
plus.

Unrated. This symbol indicates that a com-
pany is unrated for one or more of the follow-
ing reasons: (1) total assets of less than $1
million, (2) premium income for the current
year less than $100 thousand, or (3) the com-
pany functions almost exclusively as a hold-
ing company rather than as an underwriter.
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