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Continuing Education

Selecting a Retirement Plan Beneficiary

Retirement planning services are an
integral part of offering tax, consulting,
and investment advisory services. CPAs
and financial planners offering such
services will find that assisting clients
in choosing their retirement plan bene-
ficiaries impacts both the client’s tax
and estate planning.

The choice of beneficiary will depend
on a number of factors, such
as options available under
the plan, the participant’s and
spouse’s (and other possible
beneficiary’s) health and
financial needs, the degree of
the spouse’s dependence on
plan distributions, and the
desire to pass assets on to the
participant’s heirs. However,
to make an informed
decision regarding the
selection of the beneficiary, a
basic understanding of the
minimum distribution rules is
necessary.

Why it’s important to
designate a beneficiary

A designated beneficiary is
the person whom the
participant names as
beneficiary, usually on the
form provided by the plan
administrator. If the
participant fails to name a
beneficiary, the plan
document may provide a de-
fault provision designating a certain
person, such as the participant’s spouse,
as the beneficiary. If there is no
designated beneficiary as of the re-
quired beginning date, distributions
must be made over the participant’s
single life expectancy.

The existence of a designated
beneficiary as of certain dates prior to
the required beginning date is signifi-
cant in the following situations:

1. The participant dies prior to the
required beginning date. Here, the
designated beneficiary as of the
date of the participant’s death will
determine when payments must
commence. Thus, the participant

should have a designated benefici-
ary at all times.

2. The participant begins annuity
payments under an irrevocable
annuity contract on or before the
required beginning date. Here, the
designated beneficiary is deter-
mined as of any date during the 90-

S

day period before the annuity
payments start.

Can the designated beneficiary be
other than an individual?

For minimum distribution purposes,
the designated beneficiary generally
must be an individual; however, a trust
may be a beneficiary if certain require-
ments are met. If an estate or charitable
organization is the named beneficiary,
minimum distributions will be com-
puted as if there is no designated
beneficiary, and required distributions
will be made over the participant’s
single life expectancy.

How does the designated beneficiary
impact the minimum required
distribution?

The designated beneficiary as of the
required beginning date (assuming the
participant survives to this date) is
significant because the life expectancy
of the beneficiary may be used with that
of the participant to
determine the minimum
required distribution. A
. change in beneficiary (while
the participant is alive) after
the required beginning date
cannot result in a smaller
minimum distribution than
required if the change had
not occurred. In this case, the
age of the original designee
would be used to determine
life expectancy. On the other
hand, if the new beneficiary
is older than the original
beneficiary, the new
designee’s age would be
used in determining life
expectancy. Furthermore, if
the new beneficiary does not
qualify as a designated
beneficiary (e.g., an estate or
charity), further payments
will be required to be made
as though there were no
designated beneficiary.

What if there are multiple
beneficiaries?

If there are multiple beneficiaries
(including trust beneficiaries), the
beneficiary with the shortest life expec-
tancy is treated as the designated
beneficiary for minimum distribution
purposes. If any beneficiary does not
qualify to be a designated beneficiary
(e.g., an estate or charity) payments are
required to be made as though there is
no designated beneficiary. However,
required distributions are calculated
separately for each qualified plan and
IRA. Therefore, a participant can name
a different beneficiary for each separate
IRA and qualified plan and the required
distribution from each account may be

(Continued on page 8)
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Continuing Education

(Continued from page 7)

calculated using the age of the applica-
ble account’s beneficiary. Because of
this, participants should consider divid-
ing assets into separate accounts when
multiple beneficiaries are desired,
particularly if one of the beneficiaries
will not qualify as a designated
beneficiary.

Planning opportunities for a
surviving spouse beneficiary

Several planning opportunities are
available when the spouse is named as
the retirement plan beneficiary. The
following list of such opportunities
takes into account the form of benefit
distribution as well as the minimum
distribution rules.

If the participant dies before distribu-
tions are required to begin:

1. The starting date for distributions
to the surviving spouse may be
postponed until the later of the year
(a) following the participant’s death
or (b) in which the participant
would have reached age 70%. A
surviving spouse may also elect to
receive distributions under the five-
year rule if the plan so permits. In
this case, no distributions are re-
quired until the end of the fifth year
after the participant’s death.

2. Minimum distributions may be paid
out over the life expectancy of the
surviving spouse or over a period
not extending beyond the life
expectancy of the surviving spouse.

3. The surviving spouse receiving an
eligible distribution from a quali-

fied plan or IRA may elect to roll
over the distribution to an IRA and
then elect to treat the rollover IRA
as his own. Also, the surviving
spouse may elect to treat the
decedent’s IRA as his own. This is
a powerful planning opportunity
because the surviving spouse
becomes the owner of the IRA for
all purposes, including the applica-
tion of the minimum distribution
rules. Thus, the surviving spouse
can defer distributions until age
70%, as opposed to commencing
distributions when the decedent
would have reached age 70%. The
surviving spouse can also select a
new beneficiary. Hence, when
income tax deferral is the goal, a
surviving spouse who is younger
than the decedent should consider
the election to treat the rollover
IRA as his own account.

4. Payment of estate tax on the
decedent’s retirement plan benefits
may be deferred through the
unlimited marital deduction.

If the participant dies after

distributions are required to begin:

5. Distributions to the surviving
spouse must continue to be made at
least as rapidly as they were before
the participant’s death. If the par-
ticipant elected to recalculate life
expectancy, distributions must be
made over a period not longer than
the surviving spouse’s single life
expectancy. Otherwise, distribu-
tions must continue over a period
not longer than the participant and
spouse’s joint life expectancy.

6. The surviving spouse can elect to
treat the decedent’s IRA as his
own. He can also roll over eligible
rollover distributions from the
decedent’s qualified plan to an IRA
and elect to treat the rollover IRA
as his own. These are powerful
planning opportunities because in
both cases the minimum distribu-
tion rules apply as though the
surviving spouse was the owner
rather than the beneficiary. Thus,
distributions may be stopped at the
participant’s death and need not
resume until the surviving spouse
reaches age 70%. Additionally, the
surviving spouse’s minimum
distributions will be determined
using the beneficiary selected by
the surviving spouse.

7. Payment of the estate tax on the
decedent’s retirement plan benefits
may be deferred through the unlim-
ited marital deduction.

What may be a negative consequence
of not designating the surviving spouse
as the beneficiary of the qualified plan
or IRA is the loss of the unlimited
marital deduction to the estate.

How to treat distributions to
individuals other than the surviving
spouse

If the beneficiary is not a surviving
spouse, benefits must be paid by
December 31 of the year in which the
fifth anniversary of the participant’s
death occurs if the participant dies
before distributions are required to
begin. However, if the qualified plan or
IRA document so provides, the non-
spouse beneficiary can elect to receive
distributions over the beneficiary’s life
expectancy. (Such distributions must
begin by December 31 of the year
following the participant’s death.)

If the participant dies after
distributions are required to begin, the
distributions must continue to the non-
spouse beneficiary at least as rapidly as
they were made before the participant’s
death. However, distributions to a bene-
ficiary who is more than 10 years
younger than the participant may be
made slower after the participant’s

(Continued on page 10)
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(Continued from page 8)
death than they were before death. If the
participant elected to recalculate his life
expectancy, distributions must be made
over a period no longer than the bene-
ficiary’s single life expectancy. Other-
wise, distributions must be made over a
period no longer than the participant
and beneficiary’s joint life expectancy.
No rollover opportunities exist for
nonspouse beneficiaries. Only a
surviving spouse has the option of
rolling over distributions to an IRA.
Despite these disadvantages, the
selection of a nonspouse beneficiary
may significantly lengthen the time
distributions can be made and should be
considered when the spouse’s health is
poor and the participant is expected to
outlive the spouse. However, selection
of a nonspouse beneficiary for a
married participant should be made only
after due consideration to the financial
needs of the spouse and a thorough
estate tax review of the participant and
spouse.
Designating a trust as beneficiary

In certain situations, it may be
beneficial to name a trust as the
retirement plan asset recipient for estate
tax and other nonfinancial reasons. For
example, naming a trust beneficiary
may be appropriate where an IRA
owner had multiple marriages.

A trust beneficiary may also be
appropriate when other assets are not
available to fund a credit shelter, or
bypass trust, and the participant’s
unified credit would be wasted, or
where the participant leaves retirement
plan assets to a child, and the child is
not capable of properly managing
investments and/or distributions of plan
assets.

A trust is treated as a designated
beneficiary for minimum distribution
purposes only if all of the following
requirements are met.

1. The trust is valid under state law
(or would be valid except that it has
yet to be funded).

2. The trust (if currently revocable)
will become irrevocable upon the
participant’s death.

3. The trust beneficiaries are
identifiable from the trust
document.

4. A copy of the trust instrument or
certain other information (e.g., list
of trust beneficiaries) is provided to
the plan administrator.

Designating an estate as beneficiary

Naming the estate as beneficiary of
retirement plan assets may not be a
good choice since distributions may be
greatly accelerated. However, in several
letter rulings, the surviving spouse was
allowed to roll over the decedent’s IRA
to her own, despite the fact that the
estate was the named beneficiary. In the
letter rulings, the spouse was usually
both the sole executor and residuary
beneficiary of the estate.

Why avoid changing from an
individual to an estate beneficiary?

Another pitfall to avoid is changing
the beneficiary designation from an
individual to an estate after required
distributions have begun using joint life
expectancy to calculate the distribu-
tions. In this case, the original distribu-
tion method is no longer valid, and,
since an estate beneficiary is considered
no beneficiary, the participant would be
required to compute distributions using
his single life expectancy, regardless of
the previous method used. In one case, a
participant who designated an estate
beneficiary could not change the desig-
nated beneficiary back to an individual
where minimum distributions had
begun. Since an estate beneficiary is
considered no beneficiary, distributions
must be made over the participant’s
single life expectancy.

Spousal rollover when spouse is a
trust or estate beneficiary

Generally, a spousal rollover is
available only if the spouse is the
retirement plan’s primary beneficiary.
However, distributions are often made
to the spouse through a trust or the
decedent’s estate. Although the
surviving spouse normally cannot roll
over distributions unless they are made
directly by the retirement plan,
taxpayers have obtained numerous
private letter rulings that the trust or
estate can be “looked through” so that
the surviving spouse can complete a
rollover.

The IRS has looked through a trust or
estate for rollover purposes when the
will or trust agreement required the
retirement plan benefits to be paid to the
spouse or those benefits were under the
spouse’s control. A surviving spouse
was permitted to roll over distributions
passing through a trust when the trustee
had no discretion with respect to either
(1) the allocation of plan assets to the
trust for the spouse’s benefit or (2) the
payment of the retirement plan
distributions to the spouse. Thus, an
IRA distribution made to the trust, and
then distributed to the spouse, was
treated as made directly from the IRA to
the spouse.

Often, the participant wants his
spouse to be able to roll over retirement
plan assets at his death, but is unwilling
to make the spouse the retirement plan
beneficiary. A rollover can be achieved,
but only if the will or trust is carefully
drafted so that the IRS treats the spouse
as having received the plan assets
directly. Also, state law may be an
issue. If retirement plan distributions
are allocated to principal under the
state’s trust tax law, the IRS will
probably not “look through” a trust over
which the surviving spouse only has
control of the income.

Until the IRS issues authoritative
guidance (e.g., a revenue ruling), it is
advisable to obtain a private letter
ruling before completing a spousal
rollover of a large distribution passing
through a third party. Additionally,
because the rollover must be completed

(Continued on page 11)
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(Continued from page 10)

within 60 days of the receipt of funds
from the plan, the ruling should be
requested well in advance of the
distribution.

Designating a charitable beneficiary

Certain assets may be taxed twice
when an individual dies—once as part
of the gross estate for estate tax pur-
poses, and again as an item of gross
income for income tax purposes when
actually received (by the estate, heir,
beneficiary, or other recipient). These
assets [income in respect of a decedent
(IRD)] are the gross income that a dece-
dent was entitled to receive at the time
of death but was not included on his
final income tax return. IRD arises
when money or property is received
after the decedent’s death but was
attributable to activities and efforts of
the decedent while he was alive. Exam-
ples of IRD include amounts received
after death for personal services, invest-
ment income, installment sale income,
and retirement plan distributions.

The income taxability of IRD results
from the denial of a step-up in basis to
these items. Since the decedent
generally has a zero basis in these
items, the zero basis will carry over to
the recipient, resulting in taxable
income upon receipt. The double
taxation is partially offset by an income
tax deduction allowable for estate tax
paid on the IRD. The deduction is
allowed to the recipient in the year of
receipt as a miscellaneous itemized
deduction not subject to the 2%-of-AGI
limit.

When a client has significant amounts
in a retirement plan or IRA, one
strategy to minimize the harsh tax
effects of the IRD rules is to use the
retirement plan benefits to fund
charitable contributions. Assets
transferred to charity are sheltered from
estate and gift tax because of the
unlimited charitable deduction, and are
deductible for income tax purposes as
well, although certain limits may apply.

A potential drawback to leaving
retirement plan assets to charity is the
loss of the spouse’s or other heir’s use

of the asset. One way to overcome this
problem is to designate a charitable
remainder trust as beneficiary of the
retirement plan. The trust pays no tax
when retirement plan distributions are
received, and it can make payments to
the current income beneficiary for life
or a term of years.

A participant may consider naming
an individual as primary beneficiary and
a charity as contingent beneficiary. In
this case, the individual beneficiary can
determine the appropriate allocation of
plan assets at the participant’s death by
disclaiming a portion of the account in
favor of charity. Alternatively, if an
IRA is involved, consider allocating
plan assets to several accounts, naming
different beneficiaries for each account.

Copyright © 2000 by Practitioners Publishing
Company. All rights reserved. Reprinted with
permission from www.ppcnet.com - Article 2:
Selecting a Retirement Plan Beneficiary,
extracted from PPC's Guide to Retirement
Planning, Sixth Edition (March 2000). For
additional product information, visit the PPC
website or call 800/323-8724.
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Retirement & Pension Issues

IRS Finalizes Regs that Allow Plans to
Drop Some Optional Forms of Benefit

IRS has finalized regs that permit
qualified defined contribution plans to
eliminate some optional forms of
benefit. The regs also permit defined
benefit and defined contribution plans
to replace or limit a participant’s right
to receive distributions in kind rather
than in cash. And the regs allow many
types of elective transfers of a partici-
pant’s benefit from one defined contri-
bution plan to another, without regard
to whether the benefit is immediately

distributable. In large part, the final regs

adopt the proposed regs that were
issued earlier in the year.

Background. Code
Sec. 411 (d)(6)
provides that

an employee

benefit plan does

not satisfy the
requirements of
Code Sec. 411
(concemning minimum
vesting standards) if a
plan participant’s
accrued benefit is de-
creased by a plan amend-

ment (the “anti-cutback

rule”). For purposes of this

rule, a plan amendment that

eliminates an optional form of

benefit is treated as reducing

accrued benefits to the extent

that the amendment applies to

benefits accrued as of the later of
either the adoption date or the effective
date of the amendment.

An optional form of benefit is an
alternative method of distribution that is
available for accrued benefits or early
retirement benefits and retirement-type
subsidies. Different optional forms of
benefit exist if the distribution alterna-
tive is not available on substantially the
same terms to all classes of employees.
Variations in the terms affecting the
value of the optional form, such as the
actuarial assumptions used to determine
the amount distributed or the method of

benefit calculations, can create separate
optional forms of benefit.

IRS has recognized that having a
variety of payment options might
increase the cost and complexity of plan
operations, especially where employers
have merged with or
acquired other compa-
nies. IRS has
noted that
the

expansion of the participants’ ability to
transfer distributions from one plan to
another, or to an IRA, has allowed for a
wide variety of payment forms. Thus,
IRS has determined that allowing plans
to limit payment options should not
adversely affect participants.

Annuity contracts vs. cash. The final
regs state that a plan participant’s right
to receive a benefit in cash payments,
and the participant’s right to receive
that benefit in the form of an annuity
contract that’s identical in all respects

to the cash payments (even if the payor
is an insurance company instead of the
plan) are not separate optional forms of
benefit. Thus, if a plan offers an annuity
contract providing cash payments as an
optional form of benefit, the optional
form of benefit can be changed by
adopting a plan amendment that substi-
tutes cash payments from the plan for
the annuity contract. However, the cash
payments from the plan must be
identical in all respects to the cash
payments payable under the
annuity contract. (Reg § 1.411

(d)-4, Q&A-2(a)(3)(i1)(A))

Eliminating optional
forms of benefit.
The final regs
permit defined
contribution
plans to be
amended to elimi-
nate or restrict a
participant’s right
to receive payment
of accrued benefits
under a particular
optional form of
benefit. But, after the
amendment takes effect
for a participant, the
alternative payment forms
that are still available to the
participant must include
payment in a single-sum
distribution form that is “other-
wise identical” to the eliminated or
restricted optional form of benefit.

A single-sum distribution form is
“otherwise identical’’ to the optional
form of benefit that is being eliminated
or restricted only if the single-sum
distribution form is identical in all
respects, except for the timing of pay-
ments after commencement. Thus, a
single-sum distribution form is not
“otherwise identical” to a specified
installment form of benefit if the single-
sum form:

(Continued on page 14)
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e is not available for distribution on

any date on which the installment
form could have commenced;

¢ is not available in the same medium
as the installment form; or

e imposes any additional condition of

eligibility.

But, an otherwise identical distribu-
tion form doesn’t have to keep any
rights or features of the eliminated or
restricted optional form of benefit to the
extent those rights or features would not
be protected from elimination under
Code Sec. 411 (d)(6). (Reg § 1.411 (d)-
4, Q&A-2(e)(2))

Hllustration: The proposed regulations
required plans that were eliminating or
restricting an optional form of benefit to
retain an “extended distribution form.”
IRS has determined that, due to the
ability of participants to replicate any
extended distribution form that a de-
fined contribution plan may offer by
rolling over a single-sum distribution to
an IRA, the advantages of requiring the

retention of an extended distribution
form were outweighed by the burdens
that maintaining these extended distri-
bution options imposed. Thus, the final
regs do not adopt this requirement.
(Preamble to TD 8900)

An amendment eliminating or
restricting a participant’s right to
receive payment of accrued benefits
under a particular optional form of
benefit cannot apply to a participant for
any distribution with an annuity starting
date that’s effective before the earlier of
(1) the 90th day after the participant
receives a summary that reflects the
plan amendment and that satisfies
DOL’s requirements for a summary of
material modifications under Labor Reg
§ 2520.104b-3, or (2) the first day of the
second plan year following the plan
year in which the amendment is
adopted. (Reg § 1.411 (d)-4, Q&A-2(e)
(1)

Restricting in-kind distributions.
Prior regs under Code Sec. 411 (d)(6)
included rules that provided that a
participant’s right to a particular
medium of distribution from a defined
contribution plan, such as cash or in-

kind payments, was an optional form of
benefit. The final regs modify these
rules as follows.

For defined contribution plans that
offer, as an optional form of benefit, the
distribution of marketable securities—
other than securities of the employer—
the final regs provide that this optional
form of benefit may be modified by a
plan amendment that substitutes cash
for the marketable securities (as defined
under Code Sec. 731 (c)(2)). (Reg §
1.411 (d)-4, Q&A-2(b)(2)(iii)(A)).

For a defined contribution plan that
offers an optional form of benefit in
which benefits are distributable to a
participant in a form other than cash,
the final regs provide that the plan may
be amended to limit the types of
property in which distributions may be
made to the participant to the types of
property specified in the amendment.
For this purpose, the types of property
specified in the amendment would have
to include all types of property
(excluding marketable securities other
than securities of the employer) that are

(Continued on page 16)
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(Continued from page 14)

held in the participant’s
account on the effective
date of the amendment and
in which the participant
would be able to receive a
distribution immediately
before the effective date of
the amendment. The final
regs further provide that a
plan may be amended to
specify that a participant’s
right to receive a distribu-
tion of specific types of
property can be limited to
the property allocated to
the participant’s account at
the time of the distribution.
(Reg § 1.41 I(d)-4, Q&A-2
(b)(2)(iii)(B))

For a plan that includes
an optional form of benefit
in which benefits are
distributed in specified
property, the final regs
provide that this optional
form of benefit could be
modified for distributions
after plan termination by
substituting cash for the specified
property to the extent that, on plan
termination, an employee has the
opportunity to receive the optional form
of benefit in the form of the specified
property. However, this exception
would not be available if the plan is
terminating, and the employer also
maintains another plan that provides an
optional form of benefit under which
benefits are distributed in the specified
property. (Reg § 1.411 (d)-4, Q&A-2(b)
(2)(1ii)(C))

Elective transfers of benefits between
plans. In general, the final regs provide
that, except in connection with certain
transfers of benefits between defined
contribution plans, a participant may
not elect to waive benefits that are
protected by Code Sec. 411 (d)(6).
Thus, for example, eliminating the
defined benefit feature of a participant’s
benefit under a defined benefit plan by
reason of a transfer of benefits to a
defined contribution plan pursuant to a
participant election, at a time when the
benefit is not distributable to the partici-

pant, violates Code Sec. 411 (d)(6).
(Reg § 1.411 (d)-4, Q&A-3(a)(3))
The final regs also state that direct
rollovers that are paid to a qualified
plan are not transfers of assets and
liabilities that must satisfy the require-
ments of Code Sec. 414(1) (requiring
that benefits be preserved after a
merger, etc.) and are not transfers of

benefits subject to the anti-cutback rule.

Thus, if a direct rollover is made to
another qualified plan, the receiving
plan is not required to provide, with
respect to amounts paid to it in a direct
rollover, the same optional forms of
benefit that were provided under the
plan that made the direct rollover. (Reg
§ 1.41 1(d)-4, Q&A-3(a)(4))

The final regs also provide that the
transfer of a participant’s entire benefit
between qualified defined contribution
plans (other than any direct rollover
described in Reg § 1.401(a)(31)-1,
Q&A-3) that results in the elimination
or reduction of protected benefits does
not violate Code Sec. 411 (d)(6) if the
following requirements are met:

o the plan from which the benefits are

transferred must condition
the transfer on a voluntary,
fully-informed election by
the participant to transfer
the participant’s entire
benefit to the other quali-
fied defined contribution
plan. As an alternative to
the transfer, the participant
must be offered the oppor-
tunity to keep his pro-
tected benefits under the
plan (or, if the plan is
terminating, to receive any
optional form of benefit
for which he is eligible
under the plan as required
by Code Sec. 411 (d)(6)).
(Reg § 1.411 (d)-4, Q&A-
3(b)(1)()
e the benefits are
transferred to a similar
plan. Thus, benefits must
be transferred from a
money purchase pension
lan to a money purchase
pension plan; from a 401
(k) plan to a 401(k) plan;
and from an employee
stock ownership plan (ESOP) to an
ESOP. However, benefits trans-
ferred from a profit-sharing plan that
is not a 401(k) plan, or from a stock
bonus plan that is not an ESOP, may
be transferred to any type of defined
contribution plan. (Reg § 1.411 (d)-
4, Q&A-3(b)(1)(ii))

o the elective transfer must be made in
connection with certain corporate
transactions (an asset or stock
acquisition, merger, disposition,
etc.), or in connection with the
participant’s change in employment
status to an employment status for
with he is not entitled to additional
allocations under the transferor plan.
(Reg § 1.411 (d)-4, Q&A-3(b)(1)
(iii))

An elective transfer of benefits
between defined contribution plans
would be a transfer of assets or liabili-
ties that must satisfy the requirements
of Code Sec. 414(1) (requiring that
benefits be preserved after a merger,
etc.), and all other applicable qualifica-
(Continued on page 18)
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tion requirements. If the survivor
annuity requirements of Code Sec. 401
(a)(11) and Code Sec. 417 apply to the
plan from which the benefits are
transferred, for example, but do not
otherwise apply to the receiving plan,
then these requirements must be met for
the transferred benefits under the
receiving plan. Further, the receiving
plan’s vesting provisions must satisfy
the requirements of Code Sec. 411(a)
(10) (relating to the rules on changes in
the vesting schedule) for the transferred
amounts. (Reg § 1.41 I(d)-4, Q&A-3(b)
(2)).

A right to a transfer of benefits from a
plan under the elective transfer roles is
an “other right or feature” under Reg §
1.401(a)(4)-4(e)(3), and so its availabil-
ity is subject to the nondiscrimination
requirements of Code Sec. 401(a)(4)
and Reg § 1.401(a)(4)-4. For purposes
of applying the roles of Reg § 1.401(a)
(4)-4, however, the following condi-
tions are disregarded in determining the
employees to whom the other right or
feature is available:

¢ a condition that restricts the
availability of the transfer to benefits
of participants who are transferred to
a different employer in connection
with a specified asset or stock
disposition, merger, or other similar
transaction involving a change in
employer of the employees of a
trade or business (i.e., a disposition
within the meaning of Reg § 1.410
(b)-2(f)), or in connection with any
such disposition, merger, or other
similar transaction. (Reg § 1.411(d)-
4, Q&A-3(b)(3)(1))

¢ a condition that restricts the avail-
ability of the transfer to benefits of
participants who have a change in
employment status to an employ-
ment status with respect to which the
participant is not entitled to
additional allocations under the
transferor plan. (Reg § 1.41 1(d)-4,

Q&A-3(b)(3)(ii))

Transfers of distributable benefits.
Like the proposed regs, the final regs
provide that a transfer of a participant’s
benefits between qualified plans that
results in the elimination or reduction of
protected benefits does not violate the

anti-cutback rule if:

(1) the transfer occurs when the partici-
pant’s benefits are distributable (the
participant is eligible to receive an
immediate distribution of these
benefits from the terms of the plan
from which the benefits are trans-
ferred). (Reg § 1.411 (d)-4, Q&A-13
(e} 1)()).

(2) for transfers occurring on or after
January 1, 2002, the transfer occurs
when the participant is not eligible
to receive an immediate distribution
of his entire nonforfeitable accrued
benefit in a single-sum distribution
consisting entirely of an eligible
rollover distribution (under Code
Sec. 401(a)(31)(C)). (Reg § 1.411
(d)-4, Q&A-3(c)(1)(ii))

(3) the voluntary election requirements
are met. (Reg § 1.411 (d)-4, Q&A-3
(e)(1)(iii))

(4) the participant is fully vested in the
transferred benefit in the transferee
plan. (Reg § 1.411 (d)-4, Q&A-3(c)
(D))

(5) for a transfer from a defined contri-
bution plan to a defined benefit plan,
the defined benefit plan provides a
minimum benefit, for each partici-
pant whose benefits are transferred,
equal to the benefit, expressed as an
annuity payable at normal retirement
age, that is derived solely on the
basis of the amount transferred with
respect to the participant. (Reg §
1.411 (d)-4, Q&A-3(c)(1)(v))

(6) the amount of the benefit trans-
ferred, together with the amount of
any contemporaneous Code Sec. 401
(a)(31) direct rollover to the trans-
feree plan, equals the participant’s
entire nonforfeitable accrued benefit
under the transferor plan. This
amount 1s determined to be at least
the greater of (1) the single-sum
distribution provided for under the
plan for which the participant is
eligible (if any), or (2) the present
value of the participant’s accrued
benefit payable at normal retirement
age. (Reg § 1.411 (d)-4, Q&A-3(c)
(D(vi))

Observation: The final regs have
expanded the situations in which a

Retirement & Pension Issues

transfer of a participant’s benefits
between qualified plans, resulting in the
elimination or reduction of protected
benefits, does not violate the anti-
cutback role. Under the proposed regs,
only exceptions (3) and (6), above,
were available.

Treatment of transfers. Under the
final regs, the transfer of benefits
between plans is treated as a distrib-
ution for purposes of Code Sec. 401 (a).
Thus, the transfer is subject to the cash-
out roles of Code Sec. 411 (a)(7), the
early termination requirements of Code
Sec. 411 (d)(2), and the survivor
annuity requirements of sections Code
Sec. 401(a)(11) and Code Sec. 417.
However, the transfer is not treated as a
distribution for purposes of the Code
Sec. 401 (a)(9) minimum distribution
requirements. (Reg § 1.411 (d)-4,
Q&A-3(c)(2)(1))

In addition, the fight to a transfer of
benefits from a plan under the elective
transfer roles is an optional form of
benefit under Code Sec. 411 (d)(6), and
so is subject to the nondiscrimination
requirements of Code Sec. 401 (a)(4)
and Reg § 1.401 (a)(4)-4. (Reg § 1411
(d)-4, Q&A-3(c)(2)(ii))

Effective date. The final regs apply to
plan amendments eliminating or
restricting optional forms of benefit,
including in-kind distributions, that are
adopted after September 5, 2000, and to
elective transfers and transfers of
distributive benefits occurring after
September 5, 2000.

Reprinted from Pension & Benefits Week, Sept.
11, 2000 issue. Research Institute of America
Group. Subscriptions: 800-421-9025, $290/yr.
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Plan’s Partial Termination Determined by Aggregating Vested
and Non-Vested Participant Terminations Over Period of Years

In trying to show that the reduction in
his employer’s workforce was sufficient
to prove that a partial plan termination
had occurred (which would have vested
him in certain accrued benefits), a
former employee was allowed to count
both vested and non-vested participants,
the Seventh Circuit has held. In
addition, the number of participants
terminated in all years of an alleged
reorganization could be counted in
proving that a partial termination had
occurred, if it could be shown that the
corporate transactions in those years
were sufficiently related. The case was
one of first impression in the Seventh
Circuit. (Matz, Robert v. Household
International Tax Reduction Investment
Plan (2000, CA7) 2000 WL 1358729)

Robert Matz participated in a
retirement plan offered by Hamilton
Investments, Inc., through its parent,
Household International, Inc. Plan
participants made payroll contributions
to the plan (which vested immediately),
and Hamilton made matching contribu-
tions.

Under the plan’s vesting schedule for
Hamilton’s matching contributions, a
participant became vested at a rate of
20% a year, and thus required five years
of service to become fully vested.

In 1994, Household, which was the
parent corporation of a varied group of
companies, began selling off some of its
subsidiaries, beginning with Hamilton
Investments, Inc., the company for
which Matz worked, beginning in
March of 1989. During the period
beginning in August 1994 (with the sale
of Hamilton) and ending in May, 1996,
Household discontinued or sold various
subsidiaries. Also during this period, on
September 30, 1995, the plan was
amended to vest all participants fully
and immediately. Matz was terminated
on September 1, 1994, before the plan’s
full-vesting amendment went into
effect.

When Matz’s job ended, he had a
60% vested benefit in the matching
contributions that Hamilton had made.
Matz elected to take a distribution of his

vested benefits, and was paid $27,900—
which consisted of 100% of his own
contributions, and 60% of Hamilton’s
contributions. The remaining $7,300,
which was attributable to 40% of
Hamilton’s contributions, was forfeited
and used by Household to reduce its
matching contributions.

As required under Code Sec. 411(d)
(3), the plan provided that in case of the
plan’s termination, or a partial termina-
tion with respect to a group of partici-
pants, the account balance of each
affected participant would become
100% vested. Thus, under the plan,
Matz would have been entitled to full
vesting of his plan account balance if it
were established that he’d lost his job in
a partial termination.

ERISA doesn’t define “partial
termination,” the Seventh Circuit noted.
According to IRS, whether a partial
termination of a qualified plan has
occurred is determined with regard to
all the facts and circumstances in a
particular case. (Reg § 1.411(d)-2(b)(1))
Courts have generally held that the
termination of a number of employees
can amount to a partial termination, but
only if there is a significant reduction in
the number of plan participants during
the termination period.

Matz tried to bring a class action
against the plan, contending that the
transactions that occurred between
August of 1994 and May of 1996 were
all related transactions that resulted in
the plan’s “partial termination” under
Code Sec. 411(d)(3). Before the class
was certified and before the parties
began full discovery, Matz and the plan
agreed to resolve two issues concerning
the partial termination claim: (1)
whether fully vested plan participants,
including participants who were fired
after September of 1993, would be
counted in determining whether a
partial termination had occurred, and
(2) whether Matz could consolidate plan
years to establish that a partial
termination had occurred.

Observation: Although the non-tax

portion of ERISA doesn’t have a
provision parallel to Code Sec. 411(d)
(3), ERISA’s fiduciary responsibilities
provision (ERISA § 404(a)(1)(A))
requires that administrators discharge
their duties solely in the interests of
participants and their beneficiaries.
Also, ERISA § 404(a)(1)(D) requires
that administrators act in accordance
with plan documents. An administra-
tor’s determination that a partial plan
termination has not occurred, especially
where that would result in a reduction
of an employer/sponsor’s pension
obligation and/or a reversion of plan
assets, would be contrary to ERISA if
the administrator’s decision conflicts
with Code Sec. 411 (d)(3).

Observation: If a partial termination is
considered to occur over a period of
more than one plan year, then the non-
vested accrued benefits of a participant
who loses his job in an early year of the
partial termination period may become
nonforfeitable because of the participant
terminations in years following his own
termination.

The Household plan contended that
whether a partial termination has
occurred should be determined based on
an analysis of individual plan years.
Also, the plan argued that only non-
vested participants should be counted in
determining whether there has been a
significant reduction in the number of
participants.

The district court ruled that both
vested and non-vested participants
could be counted to determine whether
a partial plan termination occurred, and
that Matz could combine all employee
terminations for 1994 through 1996 if
Matz could show that the corporate
transactions during this period were
sufficiently related. The plan appealed
to the Seventh Circuit.

Counting vested participants. Courts
have applied a “significant percentage
test” to determine whether there has
been a significant reduction in the
number of plan participants (i.e., to
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(Continued from page 20)

determine if a partial termination has
occurred). Generally, this test is applied
using the ratio of (1) terminated plan
participants, to (2) the total number of
plan participants.

Observation: Courts have applied the
percentage test based on: (1) the
number of employer-initiated
terminations of employees (in some
Jurisdictions, minus the number of
terminated employees who were fully
vested) during the relevant period,
divided by (2) the applicable number of
participants in the plan at the start of the
relevant period plus participants added
during the period. The higher the
percentage, the more likely there was a
partial termination (although there is no
established uniform threshold percent-
age).

Neither Code Sec. 411 (d)(3), nor its
legislative history, provides a definition
or a framework for determining when a
partial termination of a plan occurs, the
Seventh Circuit pointed out. But the
plan argued that counting vested
participants would further neither of the
two purposes that courts have found for
the partial termination remedy: (1) to
protect employees from a forfeiture of
unvested benefits, and (2) to prevent
employers from receiving sizable, tax-
free reversions of surplus plan assets.
Since the Household plan was amended
on September 30, 1995 to vest all
participants fully and immediately, the
plan argued that any partial termination
analysis should have ended on that date,
because no other employees could have
been “affected employees.” Vested
participants do not need further
protection of their benefits, the plan
argued, because their accrued benefits
are already nonforfeitable. Nor could
the employer gain anything in the way
of reversions by terminating fully
vested participants.

While the court acknowledged that it
would have accepted the plan’s
argument if it were written on a clean
slate, the Seventh Circuit deferred to
IRS’s construction of the partial
termination statute. Under IRS’s
approach, both vested and non-vested
employees must be taken into account

in applying the significant percentage
test, the Seventh Circuit found.

Thus, the court agreed with the
Second Circuit’s decision in Weil v.
Retirement Plan Administrative
Committee of the Terson Co. (1991,
CA2) 933 F2d 106. There, the Second
Circuit at first had held that only non-
vested participants should be
considered. But, on rehearing, the
Second Circuit had the benefit of IRS’s
position on the issue, and the court gave
great deference to IRS.

The Seventh Circuit said that it had to
decide only whether IRS’s position was
reasonable, not whether that position
was the best way to further the purposes
of the statute. The court concluded that
taking both vested and non-vested
participants into account in applying the
significant percentage test was reason-
able, saying that the exclusion of vested
participants from the ratio calculation
gives an inaccurate assessment of
whether there has been a significant
reduction in plan participation, which is
the benchmark against which partial
termination is measured.

Caution: Where both vested and non-
vested participants are taken into
account in applying the significant
percentage test, an employer that
contemplates laying off a large number
of plan participants can’t avoid a partial
termination by first laying off a rela-
tively small percentage of participants,
whose accrued benefits have not vested,
and later amending the plan (as
Household did) to vest the accrued
benefits of all of the remaining partici-
pants. Because the vested participants
would be counted as well as the non-
vested participants, a partial termination
might be found to have occurred,
requiring that the earlier non-vested
participants’ accrued benefits also be
vested. Thus, all participants would be
protected, not only those participants
who were terminated after the employer
acted to cut off the vesting of a portion
of plan participants.

Multi-year determination period.
Neither Code Sec. 411(d)(3) nor the
legislative history specifies whether the
number of participant terminations

occurring in more than one year can be
considered in a partial termination
analysis. Nor has IRS taken a position
or provided a framework for an analysis
that addresses this issue, the court said.
In revenue rulings cited by the plan,
which discuss partial terminations
within a single year, the event that
affected plan participants occurred
within one year. As these rulings
provided the court with no guidance
concerning events that occur over more
than one year, the court had to look
elsewhere.

Finding that there is nothing in the
language of Code Sec. 411(d)(3) itself
that requires a significant corporate
event to occur within a plan year, the
Seventh Circuit held that Matz could
combine participant terminations from
1994, 1995, and 1996, provided that the
corporate events of those years were
related. This view agrees with the only
other decisions that addressed the issue:
In re Gulf Pension Litigation (1991, DC
TX) 764 F Supp 1149 and Weil n
Retirement Plan Administrative
Committee of the Terson Co. (1984,
CA2) 750 F2d 10, both of which found
it permissible to aggregate participant
terminations for multiple years.

Thus, the Seventh Circuit affirmed
the district court’s order that both
vested and non-vested participants be
counted, and that multiple plan years
may be aggregated, in considering
whether the Household plan was
partially terminated.

Reprinted from Pension & Benefits Week,
October 9, 2000 issue. Research Institute of
America Group. Subscriptions: 800-421-9025,
5290k
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Penalty-Free Withdrawal Method Factors In Changing
Interest Rates, Life Expectancy, and Investment Performance

In a new private letter ruling, IRS has
allowed a taxpayer to compute substan-
tially equal payments under an annuity
method using an interest factor that may
change each year and using a recalcu-
lated life expectancy. Payments under
the method also may be affected by
investment performance. (/RS Letter
Ruling 200031058)

Distributions from individual
retirement accounts before age 59
generally are hit with a 10% penalty tax
under Code Sec. 72(t)(1). There are a
number of exceptions to the penalty,
including one for distributions that are
part of a series of substantially equal
periodic payments (not less frequently
than annually) made for the life (or life
expectancy) of the IRA owner or the
joint lives (or joint life expectancies) of
the IRA owner and his or her designated
beneficiary. (Code Sec. T2(M(2)A)iv))

Annuity method. There are three
different IRS-approved methods of
computing substantially equal payments
that will escape the penalty tax. (Notice
89-25, 1989-1 CB 662) One method is
the annuity method, under which the
account balance is divided by an
annuity factor. This factor is the present
value of an annuity of one dollar a year
beginning at the taxpayer’s attained age
in the first distribution year and con-
tinuing for his or her life. The factor
must be derived by using a reasonable
mortality table and a reasonable interest
rate on the date payments begin.

Hlustration (1): Sam, age 50, has
$100,000 in an IRA from which he
plans to take substantially equal pay-
ments. He uses the annuity factor from
the Code Sec. 7520 valuation tables
(Table S) for valuing an annuity for a
50-year old at an interest rate of 7.6%
(the Code Sec. 7520 rate for Aug.
2000). The factor is 10.8505. Sam
divides his $100,000 account balance
by 10.8505 to arrive at his annual
distribution of $9,216. Sam would take
this same amount each year.

The penalty exception for substantially
equal periodic payments doesn’t apply
if the payments are subsequently
modified (other than by reason of death
or disability) (1) before the close of the
five-year period beginning with the date
of the first payment and ending after the
IRA owner attains age 59, or (2) at
any time before the IRA owner attains
age 59%. (Code Sec. 72(t)(4))

Observation: The basic annuity method
produces a fixed amount that is taken
cach year. IRS has privately ruled that
the payment amount, once begun,
cannot be changed to reflect better-than-
expected investment performance, or to
add a cost-of-living adjustment
(COLA), without running afoul of the
substantial modification role (see e.g.,
IRS Letter Ruling 19943050). However,
IRS has ruled that a cost-of-living
adjustment can be built into payments
from the outset. For example, in IRS
Letter Ruling 9536031, IRS permitted
the annual payment amount to be
increased by a 3% COLA each year.
The new ruling shows other ways that
may permissibly result in changes to the
payment amount each year.

Facts of ruling. In IRS Letter Ruling
200031058, a taxpayer whom we’ll call
Smith will begin withdrawing funds
from his traditional IRA in 2000 at age
56. He will determine an annual distri-
bution amount for 2000 by dividing the
IRA account balance as of December
31, 1999, by an annuity factor consist-
ing of the value of an annuity of one
dollar per year beginning at age 56 and
paid for life. The annuity factor is
calculated using commutation functions
derived from the UP-1984 Mortality
Table where an interest rate of 8% is
used (this table and interest rate are
used in an example in Notice 89-25).
Each subsequent year, beginning in
2001, the annual distribution will be
determined by dividing the IRA balance
as of December 31 of the respective
prior year by an annuity factor
consisting of the cost of an annuity of

one dollar per year beginning at Smith’s
attained age in the distribution year and
paid for life. The annuity factor will be
calculated using commutation functions
derived from the UP-1984 Mortality
Table using an interest rate equal to
120% of the Mid-Term Applicable
Federal Rate (AFR) for January of the
distribution year.

IRS concluded that Smith’s
methodology is consistent with the
annuity method described in Notice 89-
25. It said that the life expectancy and
the interest rate changes don’t result in
the circumvention of the requirements
for substantially equal payments, or the
substantial modification role, through
the use of an unreasonably high interest
rate or an unreasonable life expectancy.
Accordingly, Smith’s method results in
penalty-free payments.

Observation: Smith’s use of the 120%
of mid-term AFR rate may cause his
payments to go up or down each year as
interest rates change. If the 120% rate in
a given year is higher than the rate used
in a prior year (i.e., the 8% rate for 2000
or the 120% for any year after 2000),
this will increase Smith’s payments
from the preceding year level. If the
120% rate in a given year is lower than
the rate used in a prior year, Smith’s
payments will go down from the
preceding year level.

Observation: Smith’s methodology also
effectively allows him to recalculate his
life expectancy in figuring his annual
payments that will escape the penalty.
This feature, by itself, will cause the an-
nual payment to go down in 2001 (and
each subsequent year) relative to what it
would be if the payment were fixed
from the outset. That’s because his life
expectancy in 2001 (and each later
year) will be more than his life expec-
tancy in the immediately preceding year
minus one and this will be reflected in
the new annuity factor that will be used
in each subsequent year.

(Continued on page 25)
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(Continued from page 24)

Illustration (2): Assume the same facts
s in lustration (1) and that the fund
ctually earned the assumed rate of
return. Also, assume that the fund is
valued on December 31 just before the
distribution is made on the same date
and that the same interest rate applies
for year 2. At the end of the first year on
December 31, there will be $107,600 in
the fund before the distribution is taken.
After Sam takes the $9,216 distribution,
there will be a balance of $98,384. The
second distribution will be based on this
balance of $98,384. The annuity factor
from Table S for a 51-year old for
interest of 7.6% is 10.7301. Dividing
$98,384 by 10.7301 produces a
payment for year 2 of $9,169, which is
lower than the $9,216 that would be
required to be taken under the fixed sum
annuity method.

Observation: In summary, there are
three factors that will affect the amount
of Smith’s distribution. First, there is
investment performance. If the fund
increases in value, the amount
distributed to Smith will increase (other

ictors being equal). If the value goes
down, this will cause the distributions to
decrease. The second is interest rates.
As noted above, as interest rates go up,
the value of the annuity factor goes
down, and this will cause the
distributions to increase. The third is
life expectancy. Since, even using the
recalculation method, Smith’s life
expectancy will decline each year, this
will cause the annuity factor to go
down, and distributions to increase. In
other words, two of the factors are
variables that could cause distributions
to either increase or decrease. The third,
life expectancy, will always cause the
distributions to increase if interest rates
and the value of the fund remain the
same when the amount to be distributed
each year is calculated. But, as noted
above, recalculation of life expectancy
in and of itself will cause payments to
go down from what they would be
under the fixed sum method.

Reprinted from Pension & Benefits Week, July
17, 2000 issue. Research Institute of America
roup. Subscriptions: 800-421-9025, $290/yr.

To Avoid Penalty,
IRA Payouts Needn’t
Continue After
Divorce Transfer

An IRA held in the name of one
spouse can be transferred tax-free to the
other spouse in a divorce if certain
requirements are met. (Code Sec. 408
(d)(6)) Withdrawals from an IRA before
age 59 Y generally are subject to a 10%
penalty tax, which can be avoided by
taking substantially equal periodic
payments. A private ruling recently
addressed an interesting issue involving
transfers of IRAs in divorce and this
exception to the early withdrawal
penalty. Specifically, the transferor
spouse was taking substantially equal
periodic payments and the receiving
spouse wanted to know whether she had
to take such payments after a share of
her husband’s IRA was transferred to
her and placed into her own IRA. IRS
said that she didn’t. (IRS Letter Ruling
200027060)

Facts. Two individuals, whom we’ll
call Alice and Bob, were married in
1991, and got divorced in 1999. Alice is
48 years old and Bob is 52 years old.
The marital assets included an IRA
owned by Bob, who began receiving
substantially equal periodic payments
from the IRA in 1995 at the age of 48 in
the amount of $3,495 per month.

The divorce decree requires a portion
of Bob’s IRA to be transferred by
means of a trustee to trustee transfer to
a new IRA to be owned by Alice. The
amount to be transferred to Alice is
$65,000, or 13.349% of the balance in
Bob’s IRA.

Rulings sought and received. The
parties wanted to be sure that the
transfer would be tax-free and Alice
wanted to know that she wouldn’t have
to take substantially equal periodic
payments from her new IRA in a
monthly amount proportionate to the
amount Bob was taking (i.e., that she
wouldn’t have to take a monthly
payment of $456.55 (13.349% of
$3,495).

IRS ruled favorably on both counts.
Under Reg § 1.408-4(g)(1), the transfer
of an individual’s interest, in whole or
in part, in an IRA to his or her former
spouse under a valid divorce decree
isn’t considered a distribution from an
IRA to such individual or the former
spouse. Accordingly, IRS concluded
that the division of Bob’s IRA and the
subsequent transfer pursuant to the
divorce decree will be a nontaxable
transfer under Code Sec. 408(d)(6).

As for the second concern, IRS said
that because the transferred IRA is
treated as Alice’s own IRA, she is not
required to begin receiving distributions
from it to preclude the application of the
substantial modification rule of Code
Sec. 72(t)(4). This provision provides
that the penalty exception for
substantially equal periodic payments
doesn’t apply if the payments are
subsequently modified (other than by
reason of death or disability) (1) before
the close of the 5-year period beginning
with the date of the first payment and
after the IRA owner attains age 59 ', or
(2) at any time before the IRA owner
attains age 59 Y. But, as noted, the
modification rule didn’t come into play
under these circumstances.

Observation: The ruling did not
consider whether Bob would be able to
proportionately reduce the monthly
payment amount without running afoul
of the substantial modification rule in
view of the fact that a portion of the
IRA was transferred to Alice. If Bob
must continue the monthly payment at
the same level, this may cause the
account to be exhausted sooner than
was projected unless the IRA performs
much better than expected under the
methodology utilized by Bob in fixing
the substantially equal payments.

Reprinted from Pension & Benefits Week, July
17, 2000 issue. Research Institute of America
Group. Subscriptions: 800-421-9025, §290/yr.

Buy your annuities direct from the SOURCE. Call 800-872-6684 ¢



Retirement & Pension Issues

Distribution of Husband’s Death Benefit to Wife
Not Changed by Couple’s Simultaneous Deaths

Where a married couple died simul-
taneously and the husband’s pension
plan death benefit was payable to the
wife as designated primary beneficiary,
the plan benefits were properly payable
to the wife’s estate despite the couple’s
simultaneous deaths because the wife
did not predecease the husband, the
Fifth Circuit held. (Tucker v. Shreveport
Transit Management Inc. (2000, CAS)
2000 WL
1224721)

In September
1996, Donald and
Mary Perkins died
simultaneously
when the
motorcycle on
which they were
riding was struck
head-on by a
truck. At the time
of his death,
Donald was
employed as a bus
driver at Sportran,
Inc. (Sportran).
Donald
participated in a
package of three
benefit plans spon-
sored by Sportran:
a life insurance
plan, an employee
retirement and dis-
ability pension
plan (pension
plan), and a 401
(k) plan.

Donald and
Mary had no
children during their marriage;
however, they both had children from
previous marriages. Donald had three
children, Allecca Perkins Tucker,
Pamela Perkins Krug, and Amanda
Perkins. Donald was also survived by a
brother, David. Mary had three
children, Brian Martin, Billy Martin,
and Lori Boyett.

Both Donald and Mary executed wills
before their deaths. Each will contained

reciprocal bequests of the testator-
spouses’ entire estate to the survivor.
Each will also contained alternative
bequests to the testators’ children in the
event that the spouses were to die in a
common disaster. Both wills were pro-
bated in Louisiana state district court.
A dispute over the proceeds from the
benefit plans arose among Donald’s
children, his brother, and Mary’s

daughter, Lori Boyett. As a result,
Donald’s children filed a declaratory
action in Louisiana state district court.
The benefit plans and insurers removed
the case to federal district court by
filing an interpleader action and
deposited the proceeds from the plans
into the registry of the court. The parties
submitted the case to be decided on the
stipulated record in lieu of a trial. The
parties stipulated that Donald and Mary

died simultaneously, and thus,
survivorship could not be determined.
The parties also stipulated that (1) all
administrative remedies had been
exhausted, and (2) a magistrate judge
should conduct the proceedings,
including the entry of final judgment.

David Perkins, Donald’s surviving
brother, argued that he was entitled to
the death benefits under the pension
plan because he
was designated as
the secondary
beneficiary under
the plan. Donald’s
children argued
that they were
entitled to the
death benefits
because Donald
executed a
“simultaneous
death” clause in
his will, which
provided that if he
and Mary were to
die in a common
disaster, his
property would be
included in his
estate and
distributed
equally among his
surviving
children. The
children also
claimed that under
the Louisiana
Civil Code, Mary
was presumed to
have predeceased
Donald, and thus his property, including
the death benefits from the pension
plan, belonged to his estate. Finally,
Lori Boyett, executrix of Mary’s estate,
maintained that Mary (and ultimately
her estate), as the designated primary
beneficiary, was entitled to the death
benefits.

The magistrate judge awarded the

death benefits from the pension plan to
(Continued on page 28)
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(Continued from page 26)

Lori Boyett as the executrix of Mary’s
estate. Donald’s three children and his
surviving brother appealed.

Children’s state law claim preempted
by ERISA. Donald’s children
essentially argued that Donald’s will
governed the distribution of the benefits
under the pension plan. The Fifth
Circuit disagreed. Under ERISA § 514
(a), state laws that relate to any
employee benefit plan are preempted by
federal law. Thus, ERISA preempts
state laws that touch upon the distribu-
tion of benefits and proceeds of plans
covered under ERISA. Further,
testamentary instruments (wills)
purporting to distribute proceeds and
benefits covered under ERISA are
preempted by federal law.

Donald’s will and Louisiana law, as
they relate to the distribution of the
benefits of the pension plan, are
preempted by ERISA, the Fifth Circuit
held.

Non-participant, non-beneficiary
children cannot bring an action
under ERISA. Under ERISA § 502(a),
claims for proceeds and benefits due
under the terms of an ERISA plan may
be brought by a “participant” or “bene-
ficiary.” A “participant” is an employee
or former employee of an employer, or
any member or former member of an
employee organization, who is or may
become eligible to receive a benefit.
(ERISA § 3(7))

A “beneficiary” is a person desig-
nated by a participant, or by the terms
of an employee benefit plan, who is or
may become entitled to a benefit
thereunder. (ERISA § 3(8))

Donald’s children were neither
participants nor beneficiaries as
described by ERISA. Donald did not
designate any of his children as
beneficiaries under the pension plan.
Only if none of the participant’s desig-
nated as beneficiaries survived him,
thereby leaving the beneficiary
designations open, would his heirs or
legatees have become plan beneficiar-
ies. Here, Donald’s brother, David, the
designated secondary beneficiary,
survived Donald, so the beneficiary

designation was not open. Thus,
Donald’s children were not entitled to
the benefits or proceeds under the
pension plan, the Fifth Circuit said.

Observation: The Fifth Circuit tele-
graphed over the right to sue under
ERISA issue, which they seemed to be
leading up to here. The children, as non-
beneficiary/participants, had no right to
sue under ERISA for benefits. Thus,
once the court decided that ERISA
preempted their state law claims, they
were left without an ERISA cause of
action. This, of course, left them
without any claim to the plan benefits,
since their state law claims were
preempted by ERISA.

Plan language prevented brother
from claiming death benefit. Donald’s
brother David argued that he was enti-
tled to the proceeds and benefits under
the pension plan because he was the
only designated beneficiary who
survived Donald. However, the Fifth
Circuit said that ERISA plans are to be
administered according to their control-
ling documents. Thus, the eligibility for
benefits under any ERISA plan is
governed in the first instance by the
plain meaning of the plan language.

Here, the terms of the pension plan
read: If the above designated primary
beneficiary (Mary Perkins) should die
before me (Donald Perkins), I hereby
designate the following person as
Secondary Beneficiary (David Perkins)
of my death benefits under the plan.
Because the parties stipulated that
Donald and Mary died instantaneously
and simultaneously in a common
disaster, the magistrate judge reasoned
that Mary did not die before Donald.
Thus, under the plain language of the
plan, the magistrate judge held that
Mary’s estate was entitled to the death
benefits. The Fifth Circuit agreed with
this finding since the death of the
primary beneficiary before the death of
the participant was a condition prece-
dent to the secondary beneficiary’s
entitlement to the benefits under the
plan.

Although the plan contained a clause
providing for the payment of the death
benefits to the participant’s estate if

there were no beneficiaries alive at the
time of the participant’s death, in the
Fifth Circuit’s view, this provision did
not change the express language in the
plan making the primary beneficiary’s
(Mary’s) death before the participant’s
(Donald’s) death a condition precedent
for the secondary beneficiary to become
entitled to the death benefits.

Recommendation: In cases, and for
plans, where it makes a difference
whether the participant dies before the
primary beneficiary (such as here where
there are children by first marriages),
the participant might inquire whether
the plan beneficiary designation is
flexible enough to allow for simul-
taneous death situations. There is also a
possibility that an employer, upon an
employee’s request, could amend a plan
to permit an alternate designation in the
event of simultaneous death.

Reprinted from Pension & Benefits Week,
September 25, 2000 issue. Research Institute of
America Group. Subscriptions.: 800-421-9025,
$290/r.
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Concerning Elders

Conflicts of Interest Snare Attorney-
Executor and His Law Firm

John Fogelman died on March 10,
1997, leaving behind a will naming sev-
eral beneficiaries. In addition to the as-
sets disposed of in the will, Mr. Fogel-
man owned a $1.5 million life insurance
policy in which the beneficiaries were
his mother, four of his children, four
creditors, and two other individuals.

Mr. Fogelman’s will directed the per-
sonal representative to pay from his es-
tate any estate taxes imposed with re-
spect to property passing both under
and outside the will. The will instructed
the personal representative not to seek
reimbursement from beneficiaries of the
life insurance for the taxes generated by
the policy, however.

Conflict Undisclosed

Pursuant to the terms of the will,
Richard Sheffield, partner in the Snell
& Wilmer law firm of Phoenix, was
appointed personal representative of the
estate. He hired one of the lawyers in
the firm to represent him in that capac-
ity.

Unbeknownst to the beneficiaries of
the estate, some of Mr. Fogelman’s
creditors were also clients of Snell &
Wilmer in other cases.

Mr. Sheffield discovered that after
paying Mr. Fogelman’s debts, the estate
did not have enough assets to pay the
estate taxes generated by the life insur-
ance policy. He therefore asked the pol-
icy beneficiaries to agree to pay the
taxes out of their shares. They refused,
and after a dispute over the taxes that
lasted for four months, asked Mr. Shef-
field to resign as personal representa-
tive.

Mr. Sheffield sought instructions
from the Maricopa County (Arizona)
Probate Court, which ordered Mr. Shef-
field not to seek contribution from the
policy beneficiaries for the taxes. Be-
cause the firm represented creditors of
the estate, the court found that Mr.
Sheffield and his firm were in a conflict
of interest with the beneficiaries. The

probate court disqualified him and his
firm from further participation in the
case. Furthermore, the court said Mr.
Sheffield acted in bad faith by failing to
disclose the conflict of interest.

Hit Them in the Pocketbook
Because a large percentage of his and

his firm’s fees were generated by taking
positions adverse to Mr. Fogelman's

successors and in favor of the firm's
creditor-clients, with the result that
more money would go to his creditors
and less to his successors, the probate
court reduced Mr. Sheffield and his
firm’s fee request from $110,000 to
$22,500.

Mr. Sheffield and his firm appealed
to the Arizona Court of Appeals. Ob-
serving that Mr. Sheffield was personal
representative and not attorney for the
beneficiaries, the Court said that he
owed not a duty of loyalty to them
(such as would be owed a client) but a
lesser duty of acting with fairness and
impartiality to them, a duty he also
owed to creditors of the estate. Other-
wise, said the appeals court, “The per-
sonal representative would not be able
to give undivided loyalty to some while
at the same time being truly impartial
and fair to others, for money or assets
paid to one are unavailable to the oth-

ers.” The court therefore reversed the
probate court’s ruling that Mr. Sheffield
and his firm had violated Arizona’s
ethical rules applicable to lawyers and
their clients.

On the issue of conflict of interest
between the firm’s creditor-clients and
the estate beneficiaries, the appeals
court agreed with the probate court. The
firm owed an undivided duty of loyalty
to its creditor-clients and therefore was
required to exert its best efforts to
maximize their recovery from Mr.
Fogelman’s estate. This duty was fun-
damentally in conflict with the firm’s
fiduciary duty of faimess and imparti-
ality to all persons interested in the
Fogelman estate, including his succes-
sors, policy beneficiaries, and credi-
tors. Mr. Sheffield and his firm there-
fore breached that fiduciary duty.

On the issue of bad faith, the appeals
court held that the probate court erred
in its holding that the beneficiaries of
the life insurance policy should not be
charged their share of the estate taxes.

Estate taxes are normally paid from
the residuary estate. Mr. Fogelman’s
estate did not have sufficient assets to
pay the estate taxes generated by the life
insurance policy. Mr. Fogelman’s in-
structions therefore failed, and the ap-
peals court held that the policy benefici-
aries must pay the taxes from the life
insurance proceeds.

Because the probate court’s finding
that Mr. Sheffield acted in bad faith was
based in part on its error about the pol-
icy, the appeals court sent the case back
to the probate court for reconsideration
of this issue.

Estate of John R. Fogelman, Arizona
Court of Appeals, March 2, 2000.

Elder Law FAX is published weekly by Timothy
L. Takacs, Attomey at Law. 201 Walton Ferry
Road, Hendersonville, Tennessee 37077-0364.
(615) 824-2571, (615) 824-8772FAX.
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Single Premium Group
Annuities (SPGAs), also known
as Terminal Funding, Single-
Shot or Buyout contracts,
guarantee the benefits of a
pension plan’s retired, active or
deferred vested participants.
SPGAs are usually employed in
situations which require that
accrued benefits be “settled” with
commercial annuities. These
include pensions plans which are
terminating, ongoing plans
locking in high rates as an
investment, FASB 87-88
settlements, and plant closings
due to mergers or acquisitions.
An SPGA may reduce a pension
plan’s annual administration
costs, reduce its unfunded
liability, or increase the reversion
available from an overfunded
plan.

SPGAs frequently credit a
higher rate than the actuarial
interest rate a plan may be using
for valuing benefits. To
maximize this rate differential a
plan sponsor must either himself
monitor each insurance
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
carrters, 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 i1s not uncommon that at
different times during the year

Terminal Funding Annuities

SPGA quotes from the same
company may vary by as much
as 30%!

United States Annuities can
help a plan sponsor or consultant
obtain the best SPGAs for his
terminating or ongoing plan. We
represent more than 25 carriers in
this market—companies with the
highest “AAA” and “A+”
ratings. Our knowledge of the
special underwriting considera-
tions that are of particular impor-
tance to the insurance companies
allows us to make sure that your
plan is not rejected simply
because no one was available to
answer questions of a routine or,
sometimes, technical nature. Qur
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
after the final contract and all
certificates have been delivered.
If you have special needs on how
the contract is to be serviced

we will
negotiate with the insurers to

after the takeover,
cover these requirements and,
depending on their nature, to
make certain than no additional
costs are imposed. When
soliciting SPGAs on your behalf,
you can have us attend to some
or all of the following steps. You
dictate our level of involvement.

SETTING OBJECTIVES AND
PROTECTING PLAN
ASSETS

In consultation with the Plan
sponsor and/or enrolled actuary,
objectives are set for the cost of
the annuities, contract
provisions, liquidity of the funds,
and proposed purchase and
takeover dates. Market values of
assets available for transfer to the
insurance company are
determined to insure that they are
sufficient to cover the estimated
cost of annuities. A bond portfo-
lio hedging strategy may be
employed to protect the assets
until the final distribution is
made. (During periods of declin-
ing interest rates, the present

value or cost of annuities
generally increases. In the
absence of a defensive

investment strategy, significant
erosion of assets may occur.)

PREPARING THE BID
SPECIFICATIONS AND
DATA LISTINGS

We market your plan by
submitting  specifications and

data to those carriers best suited
to underwrite your liability. The
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presentation of complete
specifications and clean data
(especially on diskette or mag
tape) reassures the carriers that
everything is “in order” and
serves as an extra inducement,
not only for them to accept the
case for pricing, but also to
calculate the annuity premiums
using their most competitive cost
factors. With respect to preparing
these documents, you may
contract with us to (a) assist with
the creation of the census data
files, (b) review the Plan
Document to suggest which
provisions should be included,
and (c) negotiate the level of
assistance provided by the
insurance company to bring about
a timely distribution of benefit
payments, annuity certificates,
and so forth.

MANAGING THE COMPETI-
TIVE BIDDING PROCESS

Through close and ongoing
communication with the insurers
who agreed to bid on your plan,
we are assured that it is being
priced correctly and that 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 questions from nu-
merous carriers by acting as your
go-between. We provide the
insurers with the additional
information they request to keep
premium costs at the lowest
possible level. By properly
communicating plan needs, we
can encourage the insurers to
reduce risk premiums and not

price plan provisions on an overly
conservative basis. We also keep
you informed of the insurers’
responses throughout the initial
bidding period.

In the weeks before the winning

bid is selected, we provide
written proposals from the
insurers describing the plan

provisions and benefits they have
agreed to cover. These proposals
are carcfully reviewed by the plan
actuary and any revisions to the
specs or other considerations that
could influence the decision-
making process are addressed.

ANNUITY PURCHASE /
WIRE TRANSFER /

DECISION DAY

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

of 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
participants, minor corrections to
the census and/or benefit amounts
may occur after an agreement to
purchase the annuities has been
reached. = These changes are
audited to assure that all attendant
premium adjustments are priced
on the same rate basis as the
original quote. We review the
Master Group Contract, checking
it against the bidding and
proposal letter specifications,
citing any application changes
and forwarding them to the plan
sponsor or actuary for review.
We may also assist the plan
sponsor in verifying the
correctness of the individual
annuity certificates once issued.

HOW TO OBTAIN GROUP
ANNUITY QUOTES

USA’s combination of _
specialized marketing expertise
and annuity-tracking database
makes us your best source for
group annuity products. Simply
mail or fax (732-521-5113) the
plan specifications and census
data and we’ll prepare documents
for quoting by the carriers. We
can provide this service on either
a commission or fee basis.
Simply call our toll-free number
1-800-872-6684 and we’ll discuss
details with you. We invite your
inquiries.
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Life Expectancy

Understanding Life
Expectancy

One of the biggest worries for
Americans at or near retirement
age 1s whether their financial re-
sources will support them for
the rest of their lives. No doubt
the main reason for this concern
1s that when we reach our re-
tirement years, most of us are
not able to continue adding sig-
nificantly to our existing assets,
and, therefore, we must rely on
whatever savings we have al-
ready accumulated along with
other sources of income that
may be available, such as a re-
tirement pension or Social Se-
curity benefits. Two additional
factors are: (1) What effect will
inflation have on the future
value of our assets? and (2)
How long can we expect to
live? If only we knew the an-
swers to these questions, we
could manage our money much
more effectively over our re-
maining years. Even though we
can’t answer either of them with
any certainty, having a better
understanding of life expectancy
does help in planning for retire-
ment needs.

Life expectancy is a concept
that many people use but few
correctly understand. At the risk
of sounding overly technical,
life expectancy is a statistical
projection of the length of an in-
dividual’s life span based upon
probabilities and assumptions of
living conditions, medical dis-
coveries and advances, natural
disasters and other affecting fac-
tors. There are two basic kinds
of life expectancy tables—one

projects average years of life re-
maining for an individual of a
given age, the other projects the
average number of years of life
for all persons born in a given
year. An example of the latter is
that, in 1996, the average life
expectancy at birth in the United
States was 76 years.

But what does the 1996 U.S.
life expectancy of 76 years
really mean? Should we expect
that most children born in the
United States in 1996 will actu-
ally live to age 76, on average?
Not really. As an infant born
that year proceeds through life,
mortality conditions change sig-
nificantly. The death rate is rela-
tively high during an infant’s
vulnerable first year of life. Af-
ter that, it declines throughout
childhood and early adolescence
before starting an inexorable
climb to a towering peak after
age 85. As far as the Grim
Reaper i1s concerned, Americans
are most elusive at ages 10 and
11 (when only one out of every
5,000 people dies), and they are
most vulnerable at age 122

when virtually everyone has
been “harvested.”

Age-specific death rates refer
to the number of deaths of per-
sons within a specific age group
divided by the total number of
people in that age group. This
can also be expressed as the
probability of dying at a given

age. These probabilities are

used to construct a life table, or
actuarial table, which can then
be used to calculate life expec-
tancy at birth or at any other
age.

Strange as it may sound, in ac-

tuarial terms the older you get

the more likely you are to live
beyond what your life expec-
tancy was at an earlier age. For
example, the tables currently
used by the Department of

Treasury for annuities project

that a male age 50 will live an-

other twenty-five years. Does
this mean he won’t live past age
757 Not really. Using the same
actuarial table, if he lives to age
65, his life expectancy now be-
comes fifteen years. In other
words, while the number of
years a person is expected to live
does decrease with age, it does
not decrease in direct proportion
to the number of years he contin-
ues to live. Not only that, as
medical research continues to
advance, it is not unreasonable to
think that someone who turns
eighty twenty years from now
who doesn’t smoke but does
maintain a healthy weight, does
exercise, and does follow a good
diet might live well into his or
her nineties.
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Life Expectancy Tables

The following two actuarial tables are if the contract includes a post-June 30, and for determining the life expectancy
used for calculating the taxes on annu- 1986 investment. Table V is also cur- of a beneficiary receiving a life income
ity payments from qualified plans and  rently used to compute life expectancy  of death proceeds of life insurance. For
tax sheltered annuities. The gender- for purposes of the minimum distribu- these purposes, Table V is used without
based Table I is used if the contract tion requirements applicable to individ- regard to the effective date of the con-
does not include a post-June 30, 1986 ual retirement plans, tax-sheltered an- tract. (Tables Source: Treasury regula-
investment. The unisex Table V is used nuities, and qualified retirement plans, tions 1.72-9)
Table I — Ordinary Life Annuities Table V — Ordinary Life Annuities
One Life — Life Expectancy in Years One Life — Life Expectancy in Years
Ages Ages Ages Ages
Male Female Years Male Female Years Unisex Years | Unisex Years
11 16 ... 60.4 56 6l ... 21.0 | 70.7 56 ... 27.7
12 17 59.5 57 62 ... 203 12 .. 69.7 57 26.8
13 18 .. 58.6 58 63 ... 19.6 13 ... 68.8 58 ... 259
14 19 .. 57.7 59 64 ... 18.9 14 .. 67.8 59 25.0
15 20 ... 56.7 60 65 ... 18.2 5 ... 66.8 60 ... 242
16 21 55.8 61 66 ... 17.5 16 ... 65.8 61 ... 233
17 22 54.9 62 67 16.9 17 64.8 62 ... 225
18 ... 63.9 63 ... 21.6
19 ... 62.9 64 ... 20.8
20 L. 61.9 65 ... 20.0
21 Ll 60.9 66 ... 19.2
22 59.9 67 ... 18.4
23 59.0 68 ... 17.6
24 L 58.0 69 ... 16.8
25 57.0 70 ... 16.0
26 .. 56.0 71 15.3
27 55.1 72 14.6
28 Ll 54.1 73 13.9
29 Ll 53.1 74 .. 13.2
30 ... 52.2 75 12.5
31 51.2 76 ... 11.9
32 50.2 77 .l 11.2
33 493 78 10.6
34 L 48.3 79 . 10.0
35 . 473 80 ... 9.5
36 ... 46.4 81 ... 89
37 45.4 82 ... 8.4
38 44.4 83 ... 7.9
39 .. 435 84 ... 7.4
40 ... 42.5 8 . 6.9
41 41.5 86 ... 6.5
42 .. 40.6 87 ... 6.1
43 L. 39.6 88 ... 5.7
4 . 38.7 89 ... 5.3
45 . 377 90 ... 5.0
46 ... 36.8 91 . 4.7
47 . 359 92 .. 44
48 .. 349 93 ... 4.1
49 . 34.0 94 . 39
50 .. 33.1 95 .. 3.7
51 ... 322 9 ... 3.4
52 L. 313 97 ... 3.2
53 . 30.4 98 ... 3.0
54 29.5 99 ... 2.8
55 28.6 100 2.7
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he immediate annuity
factors (also called
“purchase rates”)

shown in Tables 1 through 19
illustrate the amounts of monthly
income $1,000 of premium will
purchase from the listed insurance
companies. These immediate
annuities provide a first income
payment 30 days afer the date of
deposit. The factors shown are net
of all fees and commissions
except state premium taxes, if
applicable.

In Table 1 we report the purchase
rates for Period Certain Annuities,
which have no life contingency.
These are simply installment
payments which continue for a fixed
period (5, 10, 15, 20, 25, and 30
years resepectively) and then cease
without regard to the age or life of
the annuitant.

Tables 2 through 23 illustrate
purchase rates for Single Life
Annuities. In separate tables we
report the factors for males and
females ranging from age 40
through age 90 in 5 year intervals.
Each table distinguishes between
purchase rates for Non-Qualified
Funds and Qualified Funds, and
reports figures for three annuity
forms: Life Only (Straight Life),
Life with 10 Years Certain (10 yrs
C&C) and Life with 20 Years
Certain (20 yrs C&C).

Generally, the tax status of the
funds used to buy an annuity
directly influences the purchase
rates most insurance companies will
apply to a deposit. For this reason,
our tables distinguish between
purchases made with funds which
are “Non-Qualified” or
“Qualified.” Since most insurance
companies will pay a different
income for the same dollar deposit
depending on the tax status of the
funds, it is important to consult the
correct column (Qualified vs.

Immediate Annuities Update

Nonqualified) when estimating
annuity income.

The term non-qualified funds, also
known as “after-tax monies”—such
as money from a CD or savings
account—refers to funds which
HAVE NOT enjoyed the tax-
qualified status of IRAs or pension
monies. Because these funds have
already been taxed once before, that
portion of each monthly check
which is considered a return of the
purchaser’s investment (or
principal) is not taxed again (ie., it is
excluded from income).

Qualified funds, on the other hand,
are monies which until now HAVE
enjoyed special tax treatment.
Because no taxes have yet been paid
on such funds, each monthly
payment received from an annuity
which was purchased with such
deposits is fully taxable as income
when received.

In addition to the tax status of the
funds being used to purchase an
annuity, the annuitant’s age and
gender as well as the type of
coverage selected (also known as
the “form” of annuity) directly
affect the payout amount. Age and
sex relate to life expectancy and
thus ultimately to the insurance
company’s cost to provide its
guarantees. Therefore, when
insurance companies employ sex-
distinct rates, female annuitants—
who have longer life expectancies
than males of the same age—should
expect to receive less annuity
income from their premium dollars.
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
five-year intervals, beginning at
age 50 and continuing through
age 80. You may also call us
toll-free, at 1-800-872-6684, to
receive a free calculation for an

annuity not shown.

A “Straight Life” or Life Only
annuity is one which makes periodic
payments to an annuitant for the
duration of his or her lifetime and
then ceases.

A Life with 10 Years Certain (10
Yr C&C) annuity guarantees that
payments will be made 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
will be made to a beneficiary. If the
annuitant survives beyond the 10-
year guarantee period, payments
will continue for the duration of his/
her lifetime and then cease. A Life
with 20 Years Certain Annuity
(20 yr C&C) is administered in the
same way as the 10 yr C&C
annuity, except that the guarantee
period covers twenty years instead
of ten.

Tables 24 through 27 provide
the purchase rates for Joint and
Survivor Annuities (“J&S”) for a
male/female couple ages 65/62 to
ages 75/72.

In these four Joint and Survivor
tables we illustrate two different
forms of the J&50%S annuity. For
the first J&50%S form, income
reduces by half upon the death of
either the primary or secondary
annuitant (and continues to the
survivor for the remainder of his/her
lifetime). With the second type of
J&50%S annuity, the level monthly
payment is reduced only on the
death of the primary annuity (it does
not reduce on the death of the
secondary annuitant). This latter
form of J&50%S annuity is also
known as the ERISA or “QJSA”
annuity. Lastly, the rates for the
Joint & 100% Survivor Annuity do
not reduce at any death and continue
in full as long as either annuitant is
living.

Buy your annuities direct from the SOURCE. Call 800-872-6684 ¢ 39




Immediate Annuities Update

Table 1. Period Certain Annuities

Midland National Life 66044

Reporting Companies 5 10 15 20 25 30
(NAIC ID Number) Years PC Years PC Years PC Years PC Years PC Years PC
AIG Life Ins. Co. 66842 $18.61 $10.86 $£8.40 $7.25 - -
American Heritage 60534 $19.14 $10.90 $£8.22 $6.93 $6.20 $5.74
Canada Life Assurance 80659 $18.74 $10.82 $847 $7.33 $6.66 -
Columbia Universal 77720 $19.15 $10.90 $8.23 $6.94 $6.20 $574
Conseco Annuity Assurance 60682 $17.75 $10.10 $7.58 $6.38 - -
Jackson National LIC 65056 $18.91 $11.26 - $7.68 - -
Jefferson Pilot 67865 $18.86 $11.05 $8.53 - - -
Keyport Life 65234 $18.53 $10.77 $8.28 $7.01 $644 $6.03
Life IC of the Southwest 65528 $18.68 $11.02 $8.48 $7.21 $6.49 -
Lincoln Benefit Life Co. 65595 $18.14 $11.13 $ 8.66 $7.51 $6.87 $6.49
London Pacific 68934 $19.01 $11.08 $£8.70 $7.47 $6.82 $6.41

$18.10 $10.58 $8.19 $694 - -
Peoples Benefit LIC 66605 $18.65 $10.88 $8.49 $742 $6.78 $6.38
Presidential LIC 68039 $18.89 $11.13 $8.73 $7.65 $7.03 $6.60
Principal LIC 61271 $18.78 $10.64 $8.20 $7.07 $6.46 $6.10
Providentmutual L&A 70750 $18.13 $10.57 $8.15 $7.06 $6.51 $6.24
Security Benefit LIC 68675 $18.20 $10.31 $7.98 $6.76 $6.03 $5.63
Southwestern Life 91391 $18.21 $9.92 $7.42 $6.22 $5.52 $5.08
United Heritage Mutual LIC 63983 $18.88 $11.09 $8.71 $7.56 $6.87 $ 6.69
United of Omaha 69868 $18.66 $11.04 $8.62 $7.48 $6.77 $6.35
USG Annuity & Life 61247 $18.80 $11.00 $8.49 $731 - -

Figures represent monthly income per $1000 assuming $100,000 deposit.

Survey period: Oct. 20, 2000
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Immediate Annuities Update

Table 2. Single Life Annuities — Male Age 50

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $6.69 $6.60 $ 6.41 $6.69 $6.60 $6.41
American Heritage 60534 $5.99 $£5.91 $5.73 $5.99 $591 $5.73
Canada Life Assurance 80659 $634 $6.27 $6.11 $6.34 $6.27 $6.11
Columbia Universal 77720 $5.99 $5.91 $573 $5.99 $5.91 $573
Conseco Annuity Assurance 60682 $5.31 $5.25 $5.08 $5.31 $5.25 $5.08
Jefferson Pilot 67865 $6.58 $6.51 $6.30 $6.58 $6.51 $6.30
Keyport Life 65234 $6.29 $6.21 $6.03 $6.13 $6.07 $5.94
Life IC of the Southwest 65528 $6.59 $6.52 $6.33 $6.44 $6.39 $6.24
Lincoln Benefit Life Co. 65595 $6.55 $6.48 $6.35 $6.41 $6.37 $6.27
London Pacific Life & Annuity 68934 $6.71 $6.57 $6.36 $6.71 $6.57 $6.36
Midland National Life 66044 $5.89 $5.82 $5.67 $5.89 $582 $5.67

National Guardian LIC! 66583 $577 $571 $557 $577 $571 $5.57
Peoples Benefit LIC 66605 $6.51 $644 $6.29 $6.51 $6.44 $629
Presidential LIC 68039 $6.72 $6.64 $6.50 $6.72 $ 6.64 $6.50
Principal LIC 61271 $6.16 $6.10 $5.97 $6.18 $6.12 $598
Providentmutual L&A 70750 $6.23 $6.14 $587 $6.23 $6.14 $5.87
Security Benefit LIC 68675 $5.55 $551 $5.40 $5.55 $5.51 $5.40
Security Mutual/NY 68772 $6.09 $598 $5.73 $6.24 $6.12 $5.85
Southwestern Life 91391 $5.04 $4.99 $4.88 - - -
United Heritage Mutual LIC 63983 $6.79 $6.75 $6.64 $6.79 $6.75 $ 6.64
United of Omaha 69868 $6.57 $6.50 $6.35 $6.57 $6.50 $6.35
USG Annuity & Life 61247 $6.41 $632 $ 6.09 $6.41 $6.32 $6.09
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000

INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life
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Table 3. Single Life Annuities — Female Age 50

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $6.34 $6.30 $6.21 $6.34 $6.30 $6.21
American Heritage 60534 $5.63 $5.59 $5.51 $5.63 $5.59 $5.51
Canada Life Assurance 80659 $5.99 $5.96 $5.88 $5.99 $5.96 $5.88
Columbia Universal 77720 $5.63 $5.60 $5.51 $5.63 $5.60 $5.51
Conseco Annuity Assurance 60682 $4.95 $4.92 $4.84 $4.95 $4.92 $4.84
Jefferson Pilot 67865 $6.30 $6.27 $6.17 $6.30 $6.27 $6.17
Keyport Life 65234 $5.96 $5.93 $5.83 $6.13 $6.07 $594
Life IC of the Southwest 65528 $6.30 $6.27 $6.16 $6.44 $6.39 $6.24
Lincoln Benefit Life Co. 65595 $6.37 $6.33 $6.25 $6.41 $6.37 $6.27
London Pacific 68934 $6.46 $6.36 $6.22 $6.46 $6.36 $6.22
Midland National Life 66044 $5.61 $5.58 $5.50 $5.61 $5.58 $5.50

National Guardian LIC! 66583 $ 5752 $5.49 $5.41 $5.52 $5.49 $541
Peoples Benefit LIC 66605 $6.25 $622 $6.16 $6.25 $6.22 $6.16
Presidential LIC 68039 $6.43 $6.40 $6.32 $643 $6.40 $6.32
Principal LIC 61271 $5.98 $5.95 $5.87 $ 6.00 $597 $5.89
Providentmutual L&A 70750 $5.82 $5.78 $5.66 $5.82 £5.78 $5.66
Security Benefit LIC 68675 $5.27 $5.25 $5.20 $5.27 $5.25 $5.20
Security Mutual/NY 68772 $5.68 $5.64 $5.52 $5.70 $5.66 $5.55
Southwestern Life 91391 $4.73 $4.71 $4.69 - - -

United Heritage Mutual LIC 63983 $6.53 $6.53 $6.40 $6.53 $6.53 $6.48
United of Omaha 69868 $6.30 $6.27 $6.18 $6.30 $6.27 $6.18
USG Annuity & Life 61247 $599 $595 $5.84 $5.99 $595 $5.84

Figures represent monthly income per $1000 assuming $100,000 deposit.
INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life

Survey period: Oct. 20, 2000

Buy your annuities direct from the SOURCE. Call 800-872-6684
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Table 4. Single Life Annuities — Male Age 55

Immediate Annuities Update

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $7.07 $6.93 $6.63 $7.07 $6.93 $6.63
American Heritage 60534 $6.40 $6.28 $5.98 $6.40 $6.28 $5.98
Canada Life Assurance 80659 $6.75 $6.63 $6.37 $6.75 $6.63 $6.37
Columbia Universal 77720 $6.40 $6.28 $5.99 $6.40 $6.28 $5.99
Conseco Annuity Assurance 60682 $5.74 $5.63 $536 $5.74 $5.63 $5.36
Jefferson Pilot 67865 $ 6.88 $6.76 $6.43 $6.88 $6.76 $6.43
Keyport Life 65234 $6.65 $6.54 $6.25 $6.45 $6.36 $6.15
Life IC of the Southwest 65528 $6.93 $6.81 $6.53 $6.73 $6.65 $6.43
Lincoln Benefit Life Co. 65595 $6.89 $6.78 $6.56 $6.71 $6.63 $6.47
London Pacific 68934 $7.03 $6.85 $6.55 $7.03 $6.85 $6.55
Midland National Life 66044 $6.27 $6.17 $592 $6.27 $6.17 $5.92

Please note that the nﬂumbers»in th change. -
frequently. For today’s best quotations call 800-872-6684.

ese tables change

National Guardian LIC! 66583 $6.12 $6.03 $5.79 $6.12 $6.03

Peoples Benefit LIC 66605 $6.84 $6.73 $6.49 $6.84 $6.73 $6.49
Presidential LIC 68039 $7.10 $6.98 $6.74 $7.10 $6.98 $6.74
Principal LIC 61271 $ 6.46 $6.36 $6.15 $648 $6.38 $6.19
Providentmutual L&A 70750 $6.71 $6.54 $6.07 $6.71 $6.54 $6.07
Security Benefit LIC 68675 $587 $5.80 $5.62 $5.87 $5.80 $5.62
Security Mutual/NY 68772 $6.52 $634 $5.95 $6.77 $6.56 $6.08
Southwestern Life 91391 $5.38 $530 $5.11 - - -
United Heritage Mutual LIC 63983 $7.14 $7.06 $6.85 $7.14 $7.06 $6.85
United of Omaha 69868 $6.94 $ 6.82 $6.58 $6.94 $6.82 $6.58
USG Annuity & Life 61247 $6.88 $6.72 $634 $6.88 $6.72 $6.34

Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
!National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life
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Table S. Single Life Annuities — Female Age 55

Immediate Annuities Update

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $6.64 $6.57 $6.42 $6.64 5657 $6.42
American Heritage 60534 $5.95 $5.89 $574 $5.95 $5.89 $5.74
Canada Life Assurance 80659 $630 $6.25 $6.12 $6.30 $6.25 $6.12
Columbia Universal 77720 $5.95 $5.89 $5.74 $595 $5.89 $5.74
Conseco Annuity Assurance 60682 $5.28 $5.23 $5.10 $5.28 $5.23 $5.10
Jefferson Pilot 67865 $6.49 $6.44 $6.27 $6.49 $6.44 $6.27
Keyport Life 65234 $6.24 $6.18 $6.03 $6.45 $6.36 $6.15
Life IC of the Southwest 65528 $6.55 $6.50 $6.33 $6.73 $6.65 $6.43
Lincoln Benefit Life Co. 65595 5 6.65 $6.58 $644 $6.71 $6.63 $647
London Pacific 68934 $6.71 $6.58 $6.39 $6.71 $6.58 $6.39
Midland National Life 66044 $5.93 $5.87 $5.73 $593 $5.87

National Guardian LIC! 66583 $5.80 $5.75 $5.62 $5.80 $5.75 $5.62
Peoples Benefit LIC 66605 $6.50 $6.45 $6.35 $6.50 $6.45 $6.35
Presidential LIC 68039 b 6..76 $6.69 $6.55 $6.76 $6.69 $6.55
Principal LIC 61271 $6.23 $6.17 $6.04 $6.25 $6.19 $6.06
Providentmutual L&A 70750 $6.23 $6.14 $5.87 $6.23 $6.14 $5.87
Security Benefit LIC 68675 $5.51 $547 $5.39 $5.51 $5.47 $539
Security Mutual/NY 68772 $6.02 $594 $574 $6.05 $£5.99 $5.79
Southwestern Life 91391 $4.99 $4.95 $4.86 - - -
United Heritage Mutual LIC 63983 $6.80 $6.77 $6.67 $6.80 $6.77 $6.67
United of Omaha 69868 $6.60 $6.54 $6.40 $ 6.60 $6.54 $6.40
USG Annuity & Life 61247 $6.35 $6.28 $6.08 $6.35 $6.28 $6.08
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life

Buy your annuities direct from the SOURCE. Call 800-872-6684 + 45
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Table 6. Single Life Annuities — Male Age 60

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $7.61 $737 $6.87 $7.61 $737 $6.87
American Heritage 60534 $6.97 $6.76 $6.26 $6.97 $6.76 $6.26
Canada Life Assurance 80659 $7.29 $7.10 $6.65 $7.29 $7.10 $6.65
Columbia Universal 77720 $6.97 $6.76 $6.26 $6.97 $6.76 $6.26
Conseco Annuity Assurance 60682 $6.32 $6.14 $5.65 $6.32 $6.14 §5.65
Jefferson Pilot 67865 $7.30 $7.12 $6.57 $7.30 $7.12 $6.57
Keyport Life 65234 $7.15 $6.97 $6.49 $6.91 $6.76 $6.39
Life IC of the Southwest 65528 $7.39 $7.20 $6.74 $7.13 $6.99 $6.64
Lincoln Benefit Life Co. 65595 $734 $7.19 $ 6.81 $7.11 $6.98 $6.70
London Pacific 68934 $7.48 $7.23 $6.77 $7.48 $723 $6.77
Midland National Life 66044 $6.80 $6.63 $6.20 $6.80 $6.63 $6.20

Please note that the numbers in these tables change :
frequently. For today’s best quotatlons call 800-872-6684‘

National Guardian LIC! 66583 $6.61 $ 6.45 $6.04 $6.61 $6.45 $6.04
Peoples Benefit LIC 66605 $7.32 $7.14 $6.71 $7.32 $7.14 $6.71
Presidential LIC 68039 $7.62 $7.42 $7.01 $7.62 $7.42 $7.01
Principal LIC 61271 $6.88 $6.71 $6.35 $6.90 $6.73 $635
Providentmutual L&A 70750 $7.27 $6.95 $631 $7.27 $6.95 $6.31
Security Benefit LIC 68675 $632 $6.19 $587 $6.32 $6.19 $5.87
Security Mutual/NY 68772 $7.09 $6.79 $6.18 $7.50 $7.12 $6.31
Southwestern Life 91391 $5.86 $5.72 $5.38 - - -
United Heritage Mutual LIC 63983 $7.45 $7.33 $6.99 $7.45 $7.33 $6.99
United of Omaha 69868 $7.44 $7.25 $6.83 $7.44 $7.25 $6.83
USG Annuity & Life 61247 $7.52 $7.22 $6.58 $7.52 $7.22 $6.58
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000

'National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life
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Table 7. Single Life Annuities — Female Age 60

Please note that th

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $7.05 $6.93 $6.66 $7.05 $6.93 $6.66
American Heritage 60534 $6.39 $6.29 $6.02 $6.39 $6.29 $6.02
Canada Life Assurance 80659 $6.73 $6.63 $6.40 $6.73 $6.63 $6.40
Columbia Universal 77720 $6.39 $6.29 $6.02 $6.39 $6.29 $6.02
Conseco Annuity Assurance 60682 $573 $5.65 $5.40 $5.73 $5.65 $5.40
Jefferson Pilot 67865 $6.79 $6.71 $6.41 $6.79 $6.71 $6.41
Keyport Life 65234 $6.63 $6.54 $6.28 $6.91 $6.76 $639
Life IC of the Southwest 65528 $6.89 $6.80 $6.54 $7.13 $6.99 $6.64
Lincoln Benefit Life Co. 65595 $7.03 $6.92 $6.66 $7.11 $ 6.98 $6.70
London Pacific 68934 $7.06 $6.89 $6.60 $7.06 $6.89 $6.60
Midland National Life 66044 $6.36 $6.27 $6.01 $6.36 $6.27 $6.01

National Guardian LIC! 66583 $6.20 $6.11 $5.87 $6.20 $6.11 $5.87
Peoples Benefit LIC 66605 $6.90 $6.80 $6.57 $6.90 $6.80 $6.57
Presidential LIC 68039 $7.18 $7.06 $6.82 $7.18 $7.06 $6.82
Principal LIC 61271 $6.56 $6.47 $6.23 $6.58 $6.48 $6.25
Providentmutual L&A 70750 $6.71 $6.54 $6.07 $6.71 $6.54 $6.07
Security Benefit LIC 68675 $5.84 $5.78 $5.63 $5.84 $5.78 $5.63
Security Mutual/NY 68772 $6.47 $6.33 $6.00 $6.57 $643 $6.05
Southwestern Life 91391 $5.34 $5.28 $5.12 - - -

United Heritage Mutual LIC 63983 $6.99 $6.96 $6.80 $6.99 $6.96 $6.80
United of Omaha LIC 69868 $7.01 $6.90 $6.65 §7.01 $6.90 $6.65
USG Annuity & Life 61247 $6.83 $6.69 $6.34 $6.83 $6.69 $6.34

Figures represent monthly income per $1000 assuming $100,000 deposit.
National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life

Survey period: Oct. 20, 2000

Buy your annuities direct from the SOURCE. Call 800-872-6684
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Immediate Annuities Update

Table 8. Single Life Annuities — Male Age 65

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $8.38 $7.94 $7.10 $8.38 $7.94 $7.10
American Heritage 60534 $7.79 $7.39 $6.52 $7.79 $7.39 $6.52
Canada Life Assurance 80659 $8.07 $7.69 $6.92 $8.07 $7.69 $6.92
Columbia Universal 77720 $7.79 $£7.39 $6.52 $7.79 $7.39 $6.52
Conseco Annuity Assurance 60682 $7.03 $6.70 $5.90 $7.03 $6.70 $5.90
Jefferson Pilot 67865 $ 8.06 $7.71 $6.80 $ 8.06 $7.71 $6.80
Keyport Life 65234 $£7.89 $7.53 $6.72 $7.54 $7.28 $6.64
Life IC of the Southwest 65528 $ 8.06 $7.70 $6.95 $7.70 $7.44 $6.86
Lincoln Benefit Life Co. 65595 $8.07 $7.73 $7.06 $7.69 $7.45 $6.95
London Pacific 68934 $8.17 $7.75 $7.01 $8.17 $7.75 $7.01
Midland National Life 66044 $7.57 $7.23 $6.47 $7.57 $7.23 $6.47

uently. Fo

National Guardian LIC' 66583 $7.31 $7.00 $6.29 $731 $7.00 $6.29
Peoples Benefit LIC 66605 $8.03 $7.68 $6.94 $8.03 $7.68 $6.94
Presidential LIC 68039 $8.34 $7.96 $7.26 $8.34 $7.96 $7.26
Principal LIC 61271 $7.55 $723 $6.59 $7.56 $725 $6.61
Providentmutual L&A 70750 $ 8.05 $7.49 $6.61 $8.05 $7.49 $6.61
Security Benefit LIC 68675 $6.96 $6.71 $6.14 $6.96 $6.71 $6.14
Security Mutual/NY 68772 $7.88 $7.36 $6.40 $ 8.56 $7.78 $6.49
Southwestern Life 91391 $6.55 $6.28 $5.66 - - -

United Heritage Mutual LIC 63983 $8.19 $7.90 $7.25 $8.19 $7.90 $7.25
United of Omaha LIC 69869 $8.18 $7.81 $7.09 $8.18 $7.81 $7.09
USG Annuity & Life 61247 $8.41 $7.83 $6.79 $8.41 $7.83 $6.79

Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life
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Table 9. Single Life Annuities — Female Age 65

L

 Please note tha

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C
AIG Life Ins. Co. 66842 $7.63 $7.42 $6.93 $7.63 $7.42 $6.93
American Heritage 60534 $7.01 $6.82 $6.32 $7.01 $6.82 $6.32
Canada Life Assurance 80659 $7.32 $7.14 $6.71 $7.32 $7.14 $6.71
Columbia Universal 77720 $7.01 $6.82 $6.33 $7.01 $6.82 $633
Conseco Annuity Assurance 60682 $6.30 $6.14 $5.69 $6.30 $6.14 $5.69
Jefferson Pilot 67865 $7.35 $7.19 $6.56 $7.35 $7.19 $6.56
Keyport Life 65234 $7.18 $7.01 $6.55 $7.54 $7.28 $6.64
Life IC of the Southwest 65528 $7.39 $7.22 $6.78 $7.70 $7.44 $6.86
Lincoln Benefit Life Co. 65595 $7.58 $7.37 $6.92 $7.69 $7.45 $6.95
London Pacific 68934 $7.59 $7.33 $6.86 $7.59 $7.33 $6.86
Midland National Life 66044 $6.79

National Guardian LIC! 66583 $6.76 $6.59 $6.15 $6.76 $6.59 $6.15
Peoples Benefit LIC 66605 $7.45 $7.27 $6.83 $7.45 $7.27 $6.83
Presidential LIC 68039 $7.75 $7.54 $7.10 $7.75 $7.54 $7.10
Principal LIC 61271 $7.10 $£6.92 $6.50 $7.12 $6.94 $6.52
Providentmutual L&A 70750 $7.27 $6.95 $6.31 $7.27 $6.95 $6.31
Security Benefit LIC 68675 $6.31 $6.20 $5.91 $6.31 $6.20 $591
Security Mutual/NY 68772 $7.10 $6.86 $6.27 $7.31 $7.02 $6.31
Southwestern Life 91391 $5.85 $5.73 $5.42 - - -
United Heritage Mutual LIC 63983 $7.56 $7.44 $7.08 $7.56 $744 $7.08
United of Omaha LIC 69868 $7.60 $7.40 $6.94 $7.60 $7.40 $6.94
USG Annuity & Life 61247 $7.48 $7.21 $ 6.60 $7.48 $7.21 $6.60
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life

Buy your annuities direct from the SOURCE. Call 800-872-6684 ¢ 49
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Table 10. Single Life Annuities — Male Age 70

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&(C?
AIG Life Ins. Co. 66842 $9.49 $8.62 $7.28 $9.49 $8.62 $7.28
American Heritage 60534 $ 8.95 $8.15 $6.73 $895 $8.15 $8.73
Canada Life Assurance 80659 $9.15 $8.40 $7.13 $9.15 $ 8.40 -

Columbia Universal 77720 $8.95 $8.15 $6.73 $ 8.95 $8.15 $6.73
Conseco Annuity Assurance 60682 $7.85 $7.27 $6.08 $7.85 $7.27 $6.08
Jefferson Pilot 67865 $9.04 $8.35 $691 $9.04 $8.35 $691
Keyport Life 65234 $8.93 $8.22 $691 $8.46 $7.94 $6.85
Life IC of the Southwest 65528 $9.04 $8.32 $7.13 $8.53 $8.03 $7.07
Lincoln Benefit Life Co. 65595 $9.09 $8.42 $7.27 $8.53 $8.07 $7.19
London Pacific 68934 $9.18 $8.39 $7.21 $9.18 $8.39 $£7.21
Midland National Life 66044 $ 8.66 $7.97 $6.69 $ 8.66 $7.97 $6.69

National Guardian LIC! 66583 $8.32 $7.67 $6.49 $8.32 $7.67 $6.49
Peoples Benefit LIC 66605 $8.97 $8.28 $7.15 $8.97 $8.28 $7.15
Presidential LIC 68039 $9.36 $8.63 $7.46 $9.36 $8.63 $7.46
Principal LIC 61271 $8.47 $7.82 $6.76 $8.50 $7.86 $6.78
Providentmutual L&A 70750 $9.00 $7.88 $6.68 $9.00 $7.88 $6.68
Security Benefit LIC 68675 $7.89 $737 $6.40 $£7.89 $7.37 $6.40
Security Mutual/NY 68772 $9.03 $8.05 $6.57 $10.03 £ 8.50 $6.61
Southwestern Life 91391 $7.53 $6.97 $5091 - - -

United Heritage Mutual LIC 63983 $9.08 $8.45 $7.32 $9.08 $ 8.45 $7.32
United of Omaha LIC 69868 $9.22 $8.49 $730 $9.22 $ 8.49 $7.30
USG Annuity & Life 61247 $9.63 $ 8.50 $6.95 $9.63 $ 8.50 $6.95

Figures represent monthly income per $1000 assuming $100,000 deposit.
'National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life.
2Exceeds maximum guarantee period allowed by IRS.

Survey period: Oct. 20, 2000
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Table 11. Single Life Annuities — Female Age 70

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr?
(NAIC ID Number) Only C&C C&C Only C&C c&C!
AIG Life Ins. Co. 66842 $8.47 $8.05 $7.18 $8.47 $8.05 $7.18
American Heritage 60534 $7.90 $7.52 $6.61 $7.90 $7.52 $6.61
Canada Life Assurance 80659 $8.15 $7.80 $6.99 $£8.15 $7.80 -

Columbia Universal 77720 $7.90 $7.52 $6.61 $7.90 $7.52 $6.61
Conseco Annuity Assurance 60682 $6.96 $ 6.68 $5.93 $6.96 $ 6.68 $5.93
Jefferson Pilot 67865 $£8.04 $7.73 $6.80 $8.04 $7.73 $6.80
Keyport Life 65234 $7.99 $7.65 $6.79 $846 $7.94 $6.85
Life IC of the Southwest 65528 $8.11 $7.78 $7.01 $8.53 $8.03 $7.07
Lincoln Benefit Life Co. 65595 $8.37 $7.97 $7.17 $8.53 $8.07 $7.19
London Pacific 68934 $8.39 $7.93 $7.11 $8.39 $7.93 $7.11
Midland Natlonal L1fe 66044 $7.86 $7.49 $6.60 $7.86 $7.49 $6.60

National Guardian LIC! 66583 $7.58 $7.23 $6.41 $7.58 $7.23 $6.41
Peoples Benefit LIC 66605 $8.16 $7.82 $7.08 $8.16 $7.82 $7.08
Presidential LIC 68039 $ 8.56 $8.16 $7.36 $8.56 $8.16 $7.36
Principal LIC 61271 $7.84 $7.49 $6.71 $7.87 $7.51 $6.73
Providentmutual L&A 70750 $8.05 $749 $6.61 $8.05 $7.49 $6.61
Security Benefit LIC 68675 $7.01 $6.78 $6.22 $7.01 $6.78 $6.22
Security Mutual/NY 68772 $ 8.08 $7.58 $6.50 $8.41 $7.76 $6.51
Southwestern Life 91391 $6.59 $6.34 $5.73 - - -
United Heritage Mutual LIC 63983 $8.23 $7.94 $7.20 $8.23 $7.94 $7.20
United of Omaha LIC 69868 $8.45 $8.05 $7.21 $8.45 $8.05 $721
USG Annuity & Life 61247 $8.38 $7.84 $6.83 $8.38 $7.84 $6.83
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
'National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life.
2Exceeds maximum guarantee period allowed by IRS.

Buy your annuities direct from the SOURCE. Call 800-872-6684 + 51
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Table 12. Single Life Annuities — Male Age 75

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C?
AIG Life Ins. Co. 66842 $11.05 $9.36 $7.39 $11.05 $9.36 $7.39
American Heritage 60534 $10.60 $8.97 $6.86 $10.60 $8.97 $6.86
Canada Life Assurance 80659 $10.63 $9.16 $7.25 $10.63 $£9.16 -

Columbia Universal 77720 $10.59 $8.97 $6.86 $10.59 $8.97 $6.86
Conseco Annuity Assurance 60682 $9.05 $7.97 $6.23 $9.05 $7.97 $6.23
Jefferson Pilot 67865 $10.44 $9.08 $7.01 $10.44 $9.08 $7.01
Keyport Life 65234 $10.35 $8.97 $7.01 $9.77 $8.72 $6.99
Life IC of the Southwest 65528 $10.40 $9.02 - $9.74 $8.73 -

Lincoln Benefit Life Co. 65595 $10.64 $9.22 $7.41 $9.381 $8.85 $7.37
London Pacific 68934 $10.61 $9.11 $736 $10.61 $9.11 $7.36
Midland National Life 66044 $10.18 $£8.78 $6.84 $10.18 $8.78 $6.84

National Guardian LIC! 66583 $9.72 $8.42 $6.62 $9.72 $8.42 $6.62
Peoples Benefit LIC 66605 $10.32 $8.98 $7.29 $10.32 $8.98 $7.29
Presidential LIC 68039 $10.86 $9.37 $7.58 $10.86 $9.37 $7.58
Principal LIC 61271 $9.81 $8.55 $6.88 $9.84 $8.57 $6.90
Providentmutual L&A 70750 $10.19 $8.26 $6.73 $10.19 $8.26 $6.73
Security Benefit LIC 68675 $9.18 $8.14 $6.59 $9.18 $8.14 $6.59
Security Mutual/NY 68772 $10.71 $8.82 $6.66 $12.00 $9.17 $6.66
Southwestern Life 91391 $8.92 $7.75 $6.09 - - -
United Heritage Mutual LIC 63983 $10.59 $9.25 $7.49 $10.59 $9.25 $7.49
United of Omaha LIC 69868 $10.67 $9.22 $7.44 $10.67 $9.22 $7.44
USG Annuity & Life 61247 $11.21 $9.16 $7.05 $11.21 $9.16 $7.05
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000

National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.

2Exceeds maximum guarantee period allowed by IRS.
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Table 13. Single Life Annuities — Female Age 75

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C C&C?
AIG Life Ins. Co. 66842 $9.75 $8.84 $735 $9.75 $38.84 $7.35
American Heritage 60534 $9.25 $8.39 $6.80 $9.25 $8.39 $6.80
Canada Life Assurance 80659 $9.39 $8.60 $7.19 $9.39 $ 8.60 -

Columbia Universal 77720 $9.25 $£8.39 $6.80 $9.25 $8.39 $6.80
Conseco Annuity Assurance 60682 $7.99 $7.42 $6.15 $7.99 $7.42 $6.15
Jefferson Pilot 67865 $9.13 $ 8.46 $6.90 $9.13 $8.46 $6.90
Keyport Life 65234 $9.20 $8.44 $6.96 $9.77 $8.72 $6.99
Life IC of the Southwest 65528 $9.22 $ 8.50 - $9.74 $8.73 -

Lincoln Benefit Life Co. 65595 $9.59 $8.74 $735 $9.81 $88s5 $7.37
London Pacific 68934 $9.63 $8.71 $7.31 $9.63 $8.71 $7.31
Midland National Life 66044 $9.20 $8.37 $6.80 $9.20 $837 $6.80

 Ploase noto that the numbers In thess tables chan
i frequently. For today’s best quotations call 800-8

National Guardian LIC! 66583 $8.81 $8.03 $6.59 $8.81 $8.03 $6.59

Peoples Benefit LIC 66605 $9.29 $8.55 $7.29 $9.29 $8.55 $7.29
Presidential LIC 68039 $£9.78 $8.92 $7.53 $9.78 $8.92 $7.53
Principal LIC 61271 $£9.03 $8.24 $6.86 $9.06 $8.27 $6.88
Providentmutual L&A 70750 $9.00 $7.88 $6.68 $9.00 $7.88 $6.68
Security Benefit LIC 68675 $8.06 $7.54 $6.49 $ 8.06 $7.54 $6.49
Security Mutual/NY 68772 $9.61 $8.45 $6.63 $10.03 $8.55 $6.63
Southwestern Life 91391 $7.70 $7.13 $5.99 - - -
United Heritage Mutual LIC 63983 $9.57 $8.80 $743 $9.57 $8.80 $7.43
United of Omaha LIC 69868 $9.72 $8.84 $7.40 $9.72 $8.84 $7.40
USG Annuity & Life 61247 $9.67 $8.59 $7.00 $9.67 $8.59 $7.00
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000

'National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.

?Exceeds maximum guarantee period allowed by IRS.

Buy your annuities direct from the SOURCE. Call 800-872-6684 + 53
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Table 14. Single Life Annuities — Male Age 80

i

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C? C&C3
AIG Life Ins. Co. 66842 $13.30 $10.05 $7.44 $13.30 $10.05 $744
American Heritage 60534 $12.95 $9.74 $691 $12.95 $9.74 $6.91
Canada Life Assurance 80659 $12.69 $9.86 $7.31 $12.69 $9.86 -

Columbia Universal 77720 $12.93 $9.73 $6.92 $12.93 $9.73 $6.92
Conseco Annuity Assurance 60682 $10.62 $ 8.65 $6.31 $10.62 $ 8.65 $6.31
Jefferson Pilot 67865 $12.37 $9.75 $7.04 $12.37 $9.75 $7.04
Keyport Life 65234 $12.28 $9.67 $7.06 $11.62 $9.50 $7.05
Life IC of the Southwest 65528 $12.35 $9.70 - $11.50 $£9.48 -

Lincoln Benefit Life Co. 65595 - $9.96 $7.48 - $9.67 $7.46
London Pacific 68934 $12.61 $9.84 $7.43 $12.61 $9.84 $7.43
Midland National Life 66044 $12.34 $9.58 $6.91 $12.34 $9.58 $6.91

National Guaranllé‘ 6652(33) B l 1.69 9.16 $6.69 $11.69 $9.16 $6.69
Peoples Benefit LIC 66605 512.19 $9.63 $7.39 $12.19 $9.63 $7.39
Presidential LIC 68039 $13.07 $10.07 $7.63 $13.07 $10.07 $7.63
Principal LIC 61271 $11.73 $9.26 $6.91 $11.77 $9.29 $6.93
Providentmutual L&A 70750 $11.71 $8.62 $6.78 $11.71 §8.62 $6.78
Security Benefit LIC 68675 $11.02 $8.94 $6.71 $11.02 $8.94 $6.71
Security Mutual/NY 68772 $13.22 $9.54 $6.69 $14.85 $9.70 $6.68
Southwestern Life 91391 $10.92 $8.55 $6.18 - - -

United Heritage Mutual LIC 63983 $12.50 $9.82 $7.53 $12.50 $9.82 $7.53
United of Omaha 69868 $12.72 $9.93 $7.51 $12.72 $9.93 $7.51
USG Annuity & Life 61247 $13.22 $9.77 $7.09 $13.22 $9.77 $7.09

2Exceeds maximum guarantee period allowed by IRS.

3Exceeds maximum guarantee period allowed by IRS.

Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life.
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Table 15. Single Life Annuities — Female Age 80

Non-Qualified Funds Qualified Funds

Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C? C&C?
AIG Life Ins. Co. 66842 $11.70 $9.68 $7.43 $11.70 $9.68 $7.43
American Heritage 60534 $11.30 $9.33 $6.90 $11.30 $9.33 $6.90
Canada Life Assurance 80659 $11.22 $9.46 $7.29 $11.22 $9.46 -

Columbia Universal 77720 $11.28 $9.33 $6.90 $11.28 $£9.33 $6.90
Conseco Annuity Assurance 60682 $9.43 $8.23 $6.28 $£9.43 $8.23 $6.28
Jefferson Pilot 67865 $10.75 $9.25 $6.92 $10.75 $9.25 $6.92
Keyport Life 65234 $10.95 $9.29 $7.04 $11.62 $£9.50 $7.05
Life IC of the Southwest 65528 $10.89 $£9.30 - $11.50 $9.48 -

Lincoln Benefit Life Co. 65595 : $9.59 $7.46 - $9.67 $7.46
London Pacific 68934 $11.49 $9.56 $741 $11.49 $9.56 $741
Midland National Life 66044 $11.23 $9.31 $6.90 $11.23 $9.31 $6.90

NationalmGu\ardian LIC! 66583 $10.67 $8.91 - $6.68 $10.67 $ 8.91 $6.68
Peoples Benefit LIC 66605 $10.89 $9.28 $7.39 $10.89 $9.28 $7.39
Presidential LIC 68039 $11.66 $9.74 $7.62 $11.66 $9.74 $7.62
Principal LIC 61271 $10.85 $9.07 $6.91 $10.88 $9.09 $6.92
Providentmutual L&A 70750 $10.19 $8.26 $6.73 $10.19 $8.26 $6.73
Security Benefit LIC 68675 $9.64 $8.45 $6.67 $9.64 $ 8.45 $ 6.67
Security Mutual/NY 68772 $11.99 $9.30 $6.67 $12.28 $9.29 $6.68
Southwestern Life 91391 $9.39 $£8.05 $6.15 - - -
United Heritage Mutual LIC 63983 $11.34 $9.51 $7.50 $11.34 $9.51 $7.50
United of Omaha LIC 69868 $11.64 $9.69 $7.50 $11.64 $9.69 $7.50
USG Annuity & Life 61247 $11.50 $9.39 $7.08 $11.50 $9.39 $7.08
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000

INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.

?Exceeds maximum guarantee period allowed by IRS.

3Exceeds maximum guarantee period allowed by IRS.

Buy your annuities direct from the SOURCE. Call 800-872-6684 ¢ 55
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Table 16. Single Life Annuities — Male Age 85

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C? C&C3
American Heritage 60534 $16.20 $10.32 $6.93 $16.20 $10.32 $6.93
Canada Life Assurance 80659 $15.41 $10.38 $7.32 $15.41 - -
Columbia Universal 77720 $16.16 $10.32 $6.93 $16.16 $10.32 $6.93
Conseco Annuity Assurance 60682 $12.56 $9.24 - $12.56 $9.24 -
Life IC of the Southwest 65528 $15.06 - - $14.07 - -
Lincoln Benefit Life Co. 65595 $10.52 $7.50 $10.36 $7.50
London Pacific 68934 $15.49 $10.43 $7.46 $15.49 $10.43 $7.46
Midland National Life 66044 $15.38 $10.22 $6.93 $15.38 $10.22 $6.93
National Guardian LIC! 66583,” $14.46 $9.75 $6.71 $14.46 $9.75 $ §.71

Peoples Benefit LIC 66605 $14.96 $10.17 $7.42 $14.96 $10.17 $7.42
Presidential LIC 68039 $16.19 $10.61 $7.65 $16.19 $10.61 $7.65
Principal LIC 61271 $14.57 $9.90 $695 $14.62 $9.93 $6.97
Providentmutual L&A 70750 $13.75 $ 8.96 $6.80 $13.75 $8.96 $6.80
Security Benefit LIC 68675 $13.62 $9.65 $6.75 $13.62 $9.65 $6.75
Security Mutual/NY 68772 $17.12 $10.05 $6.69 $18.46 $10.03 $6.69
Southwestern Life 91391 $13.78 $9.22 $6.21 - - -

United Heritage Mutual LIC 63983 $15.59 $10.49 $7.56 $15.59 $10.49 $7.56
United of Omaha LIC 69868 $15.59 $10.49 $7.53 $15.59 $10.49 $7.53
USG Annuity & Life 61247 $16.03 $10.27 $7.11 $16.03 $10.27 $7.11

Figures represent monthly income per $1000 assuming $100,000 deposit.

Survey period: Oct. 20, 2000

INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.

2Exceeds maximum guarantee period allowed by IRS.
3Exceeds maximum guarantee period allowed by IRS.
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Table 17. Single Life Annuities — Female Age 85

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C? C&cCs
American Heritage 60534 $14.39 $10.11 $6.93 $14.39 $10.11 $6.93
Canada Life Assurance 80659 $13.88 $10.19 $7.32 $13.88 - -
Columbia Universal 77720 $14.36 $10.11 $6.93 $14.36 $10.11 $6.93
Conseco Annuity Assurance 60682 $11.38 $8.97 - $11.38 $897 -
Life IC of the Southwest 65528 $13.43 - - $14.07 - -
Lincoln Benefit Life Co. 65595 $10.32 $7.49 $10.36 $7.50
London Pacific 68934 $14.40 $10.29 $7.46 $14.40 $10.29 $7.46
Midland National Life 66044 $14.31 $10.10 $6.93 $14.31 $10.10 $6.93
National Guardian LIC! 66583 $13.49 $9.64 $6.71 $13.49 $9.64 $6.71

Peoples Benefit LIC 66605 $13.45 $9.96 $7.42 $13.45 $9.96 $7.42
Presidential LIC 68039 $14.61 $10.44 $7.65 $14.61 $10.44 $7.65
Principal LIC 61271 $13.72 $9.82 $6.95 $13.76 $9.86 $6.97
Providentmutual L&A 70750 $11.71 $8.62 $6.78 $11.71 $8.62 $6.78
Security Benefit LIC 68675 $12.04 $9.34 $6.74 $12.04 $9.34 $6.74
Security Mutual/NY 68772 $15.73 $9.88 $6.69 $15.47 $9.86 $6.69
Southwestern Life 91391 $11.98 $8.92 $6.21 - - -
United Heritage Mutual LIC 63983 $14.46 $10.34 $7.56 $14.46 $10.34 $7.56
United of Omaha LIC 69868 $14.55 $10.39 $7.53 $14.55 $10.39 $7.53
USG Annuity & Life 61247 $14.29 $10.08 $7.10 $14.29 $10.08 $7.10
Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
!National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.
2Exceeds maximum guarantee period allowed by IRS.
3Exceeds maximum guarantee period allowed by IRS.

Buy your annuities direct from the SOURCE. Call 800-872-6684 ¢ 57




Annuity Price Trends

Immediate "Life Only" Annuities

Median Monthly Straight Life Income per $1,000 Premium for a Male Age 65
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Table 18. Single Life Annuities — Male Age 90

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C? C&C?
Canada Life Assurance 80659 $18.80 $10.71 $7.33 $18.80 - -
Conseco Annuity Assurance 60682 $14.86 $9.71 - $14.86 $9.71 -
Lincoln Benefit Life Co. 65595 - $10.52 $7.50 - $10.36 $7.50
London Pacific 68934 $19.45 $10.81 $7.47 $19.45 $10.81 $7.47
National Guardian LIC! 66583 $18.25 $10.13 $6.72 $18.25 $10.13 $6.72

Peoples Benefit LIC 66605 $19.03 $10.62 $7.42 $19.03 $10.62 $7.42
Presidential LIC 68039 $20.44 $10.84 $7.53 $20.44 $10.84 $7.53
Principal LIC 61271 - $10.32 $6.96 - $10.35 $6.98
Security Benefit LIC 68675 $17.29 $10.19 $6.76 $17.29 $10.19 $6.76
Southwestern Life 91391 $17.80 $9.67 $6.22 - - -

United Heritage Mutual LIC 63983 - $10.80 $7.56 - $10.80 $7.56

2Exceeds maximum guarantee period allowed by IRS.
3Exceeds maximum guarantee period allowed by IRS.

Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000
INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.

Buy your annuities direct from the SOURCE. Call 800-872-6684
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Immediate Annuities Update

Table 19. Single Life Annuities — Female Age 90

Non-Qualified Funds Qualified Funds
Reporting Companies Life 10yr 20yr Life 10yr 20yr
(NAIC ID Number) Only C&C C&C Only C&C! C&C2
Canada Life Assurance 80659 $17.51 $10.63 $7.33 $17.51 - -
Conseco Annuity Assurance 60682 $13.81 $9.53 - $13.81 $9.53 -
Lincoln Benefit Life Co. 65595 $10.32 $7.49 $10.36 $7.50
London Pacific 68934 $18.66 $10.75 $7.47 $18.66 $10.75 $747
National Guardian LIC! 66583 $17.56 $10.09 $6.72 $17.56 $10.09 $6.72

Peoples Benefit LIC 66605 $17.58 $10.52 $7.42 $17.58 $10.52 $7.42
Presidential LIC 68039 $18.84 $10.76 $7.53 $18.84 $10.76 $7.53
Principal LIC 61271 - $10.30 $6.96 - $10.33 $6.98
Security Benefit LIC 68675 $15.64 $10.04 $6.76 $15.64 $10.04 $6.76
Southwestern Life 91391 $15.94 $9.54 $6.22 - - -

United Heritage Mutual LIC 63983 - $10.73 $7.56 - $10.73 $7.56

2Exceeds maximum guarantee period allowed by IRS.
3Exceeds maximum guarantee period allowed by IRS.

Figures represent monthly income per $1000 assuming $100,000 deposit.
INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life.

Survey period: Oct. 20, 2000
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Immediate Annuities Update

Table 20. Joint & Survivor Annuities — Male age 60, Female Age 57

Non-Qualified Funds Qualified Funds
50% J&S 50% J&S 100% 50% J&S 50% J&S 100%
reducing on | reducing on J&S reducing on | reducing on J&S

Reporting Companies either primary’s non- either primary’s non-
(NAIC ID Number) death death reducing death death reducing
AIG Life Ins. Co. 66842 $7.17 $6.95 $6.41 $7.17 $6.95 $6.41
American Heritage Life 60534 $6.51 $6.29 $5.72 $6.51 $6.29 $572
Canada Life Assurance 80659 $6.85 $6.65 $6.10 $6.85 $6.65 $6.10
Conseco Annuity Assurance 60682 $5.85 - $5.08 $5.85 - $5.08
Jefferson Pilot 67865 $6.93 $6.65 $6.09 $6.93 $6.65 $6.09
Keyport Life 65234 $ 6.68 - $5.96 $ 6.68 - $6.00
Life IC of the Southwest 65528 $7.65 $7.45 $6.93 - $7.34 $6.95
Lincoln Benefit Life Co. 65595 $7.07 $6.84 $6.38 $6.98 $6.71 $6.36
Midland National Life 66044 $5.69

National Guardian LIC! 66583 - - $5.58 - - $5.58
Peoples Benefit LIC 66605 $6.96 $6.68 $6.26 $6.96 $ 6.68 $6.26
Presidential LIC 68039 $7.25 $7.03 $6.52 $7.25 $7.03 $6.52
Providentmutual L&A 70750 $6.68 - $5.59 $6.82 - $5.65
Security Benefit LIC 68675 $6.05 $5.88 $543 - $5.88 $543
Security Mutual/NY 68772 - $636 $5.76 - $6.59 $5.87
Southwestern Life 91391 $5.46 $5.29 $4.83 $5.46 $5.20 $4.86
United Heritage Mutual LIC 63983 $7.08 - $6.36 $7.08 - $6.36
United of Omaha LIC 69868 $7.08 $6.86 $6.35 $7.08 $6.86 $6.35
USG Annuity & Life 61247 $6.99 - $6.10 $6.99 - $6.10

Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000

INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.

Buy your annuities direct from the SOURCE. Call 800-872-6684 <+ 61




Immediate Annuities Update

Table 21. Joint & Survivor Annuities — Male age 65, Female Age 62

e
. o

Non-Qualified Funds Qualified Funds
50% J&S 50% J&S 100% 50% J&S 50% J&S 100%
reducing on | reducing on J&S reducing on | reducing on J&S

Reporting Companies either primary’s non- either primary’s non-
(NAIC ID Number) death death reducing death death reducing
AIG Life Ins. Co. 66842 $7.78 $7.49 $6.77 $7.78 $7.49 $6.77
American Heritage 60534 $7.15 $6.85 $6.12 $7.15 $6.85 $6.12
Canada Life Assurance 80659 $7.47 $7.19 $6.49 $747 $7.19 $6.49
Conseco Annuity Assurance 60682 $6.44 - $546 $6.44 - $546
Jefferson Pilot 67865 $7.43 $7.08 $6.36 $7.43 $7.08 $636
Keyport Life 65234 $7.25 - $6.31 $7.25 - $6.35
Life IC of the Southwest 65528 $£8.22 $7.95 $7.25 - $7.80 $7.28
Lincoln Benefit Life Co. 65595 $7.63 $733 $6.71 $7.50 $£7.14 $6.67
Midland National Life 66044 $7.04 - $6.07 $7.04 - $6.07
National Guardian LIC! 66583 - - $592 - - $592

-
Peoples Benefit LIC 66605 $7.53 $7.08 $6.50 $7.53 $7.08 $6.50
Presidential LIC 68039 $7.84 $7.55 $6.89 $7.84 $7.55 $6.89
Principal LIC 61271 $7.18 $6.88 $6.29 $7.20 $6.90 $6.30
Providentmutual L&A 70750 $7.29 - $595 $7.44 - $6.07
Security Benefit LIC 68675 $6.56 $6.33 $572 - $6.33 $572
Security Mutual/NY 68772 - $6.92 $6.17 - $7.28 $6.34
Southwestern Life 91391 $599 $5.76 $5.15 $599 $5.65 $5.20
United Heritage Mutual LIC 63983 $7.66 - $6.69 $7.66 - $6.69
United of Omaha 69868 $7.67 $737 $6.71 $7.67 $737 $6.71
USG Annuity & Life 61247 $7.68 - $6.51 $7.68 - $6.51

Figures represent monthly income per $1000 assuming $100,000 deposit.
'National Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life.

Survey period: Oct. 20, 2000
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Immediate Annuities Update

Table 22. Joint & Survivor Annuities — Male age 70, Female Age 67

Non-Qualified Funds Qualified Funds
50% J&S 50% J&S 100% 50% J&S 50% J&S 100%
reducing on | reducing on J&S reducing on | reducing on J&S
Reporting Companies either primary’s non- either primary’s non-
(NAIC ID Number) death death reducing death death reducing
AIG Life Ins. Co. 66842 $8.64 $824 $7.28 $8.64 $8.24 $7.28
American Heritage 60534 $ 8.06 $7.66 $6.69 $8.06 $ 7.66 $ 6.69
Canada Life Assurance 80659 $8.31 $7.95 $7.03 $8.31 $7.95 $7.03
Conseco Annuity Assurance 60682 $7.13 - $591 $7.13 - $591
Jefferson Pilot 67865 $8.16 $71.71 $6.77 $8.16 $7.71 $6.77
Keyport Life 65234 $8.05 - $6.81 $ 8.07 - $6.89
Life IC of the Southwest 65528 $9.04 $ 8.66 $7.72 - $8.47 $7.76
Lincoln Benefit Life Co. 65595 $8.43 $8.03 $7.18 $8.25 $7.717 $7.13
Midland National Life 66044 $791 - $6.62 $7.91 - $6.62
National Guardian LIC! 66583 - - $6.42 - - $6.42

Peoples Benefit LIC 66605 $8.28 $7.59 $6.79 $8.28 $7.59 $6.79
Presidential LIC 68039 $ 8.65 $8.27 $7.40 $8.65 $8.27 $7.40
Principal LIC 61271 $7.92 $7.52 $6.72 $7.95 $7.54 $6.74
Providentmutual L&A 70750 $ 8.06 - $6.45 $8.22 - $6.58
Security Benefit LIC 68675 $7.17 $6.86 $6.07 - $ 6.86 $6.07
Security Mutual/NY 68772 - $7.73 $6.76 - $8.26 $7.02
Southwestern Life 91391 $6.75 $6.43 $5.61 $6.75 $6.29 $5.68
United Heritage Mutual LIC 63983 $8.32 - $7.00 $8.32 - $7.00
United of Omaha 69868 $8.51 $8.11 $7.23 $8.51 $8.11 $7.23
USG Aﬁnuity & Life 61247 $8.62 | - $7.08 $8.62 - $7.08

Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 2000

INational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a/k/a The Guardian or Guardian Life.

Buy your annuities direct from the SOURCE. Call 800-872-6684 ¢ 63




Immediate Annuities Update

Table 23. Joint & Survivor Annuities — Male age 75, Female Age 72

Non-Qualified Funds Qualified Funds
50% J&S | 50% J&S 100% 50% J&S 50% J&S 100%
reducing on | reducing on J&S reducing on | reducing on J&S
Reporting Companies either primary’s non- either primary’s non-
(NAIC IDNumber) death death reducing death death reducing
AIG Life Ins. Co. 66842 $9.87 $9.31 $ 8.05 $9.87 $9.31 $8.05
American Heritage 60534 $9.36 $8.79 $7.51 $9.36 $8.79 $7.51
Canada Life Assurance 80659 $9.50 $9.00 $7.79 $9.50 $9.00 $7.79
Conseco Annuity Assurance 60682 $8.10 - $6.53 $8.10 - $6.53
Jefferson Pilot 67865 $9.23 $8.64 $7.41 $9.23 $8.64 $7.41
Keyport Life 65234 $9.19 - $7.55 $£9.24 - $7.65
Life IC of the Southwest 65528 $10.21 $9.67 $8.43 - $9.43 $8.49
Lincoln Benefit Life Co. 65595 $9.63 $9.07 $7.91 $9.37 $8.70 $7.82
Midland National Life 66044 $£9.16 - $7.42 $9.16 - $7.42
National Guardian LIC! 66583 - - $7.15 - - $7.15

Peoples Benefit LIC 66605 $9.35 $824 $7.09 $9.3s $8.24 $7.09
Presidential LIC 68039 $9.83 $9.30 $8.13 $9.83 $9.30 $8.13
Principal LIC 61271 $9.06 $ 8.49 $7.42 $9.09 $8.52 $744
Providentmutual L&A 70750 $9.03 - $7.04 $9.21 - $7.18
Security Benefit LIC 68675 $8.19 $7.75 $6.70 - $7.75 $6.70
Security Mutual/NY 68772 - $8.93 $7.66 - $9.61 $8.01
Southwestern Life 91391 $7.83 $7.38 $6.30 $£7.86 $7.22 $6.40
United Heritage Mutual LIC 63983 $9.55 - $7.77 $9.55 - $7.77
United of Omaha 69868 $9.08 $8.76 $743 $9.08 $8.76 $7.43
USG Annuity & Life 61247 $9.89 - $7.86 $9.89 - $7.86

Figures represent monthly income per $1000 assuming $100,000 deposit.
tNational Guardian LIC 66583 is not affiliated with The Guardian Life Ins. Co. of Amer., a’k/a The Guardian or Guardian Life.

Survey period: Oct. 20, 2000
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Equity Indexed Annuities Update

quity 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 FIA, interest earnings are tied
to stock market performance even
while return of principal is guaran-
teed when the stock market de-
clines.

Guaranteed Interest

As a fixed annuity an EIA offers
a guaranteed non-forfeitable mini-
mum 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 benefit of a mini-
mum return is that even if the stock
market is down for the entire life of
a 5 year EIA, the contract would
still provide about 5% in total re-
turn (that is, 90% of initial pre-
mium 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 in-
dicator, typically the S&P 500 In-
dex. Why the S&P 500 Index? Be-
cause it represents over 70% of the
U.S. stock market’s equity capitali-
zation. The index, however, does
not include reinvested dividends.

When the EIA term ends (usually
after S or 7 years), the account is
credited the greater of the com-
pounded Guaranteed Interest or the
excess earnings attributable to In-
dex-linked Growth. The latter is

usually calculated on 100% of pre-
mium (whereas minimum guaran-
teed account values often are based
on 90% of premium).

How to Compare EIAs

The biggest difficulty in compar-
ing EIAs stems from the myriad
ways companies credit interest
earnings and index-linked returns.
There are differences 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 major-
ity of their premium dollars in
bonds and government securities.
The rest is used to purchase call
options and employ various hedg-
ing strategies on the underlying
S&P index. Variations in these
strategies determine how compet-
ing EIAs are structured. To further
protect themselves from losses in
their option strategies, companies
also impose “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 par-
ticular year but the annuity has a
cap of 14%, the maximum amount
credited to the EIA for that year is
14%. (This assumes a 100% par-
ticipation rate, explained below.)
Caps are generally employed in
EIAs which use the Annual 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 participa-
tion rate is 85%, then the net inter-
est credited to the EIA for that pe-
riod will be 29.7% (35% times .85).
Participation rates vary from 75%
to 110%. Some insurers guarantee
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% participation rate in one
EIA can produce greater net returns
than a 110% participation rate in
another, and vice versa.

Yield Spread

Another feature which limits re-
turns is called a “yield spread.”
This is a fee (usually from 3.00% to
4.50%) which is deducted from the
actual increase in the S&P index.
Such contracts often have a 100%
participation rate. However, the
effect could be the same as having
a lower participation rate and no
yield offset.

Three main types of index annui-
ties and how they calculate earn-
ings

There are three basic methods by
which ElAs 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.
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Equity Indexed Annuities Update

1. Long Term Point-to-Point
Methods

These are perhaps the easiest
crediting methods to understand.
As the name implies, there are usu-
ally 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
example, 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 multiplied
by the participation rate to deter-
mine the index gain. If the partici-
pation rate is less than 100%, net
credited interest will be less than
75%.

In this version of the point-to-
point method, if on the last day, the
index 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 mar-
ket had traded significantly higher
anytime during the prior 5 or 7
year term. To get around this prob-
lem, some EIAs combine each
weekly or monthly index value
over the course of the last contract
year to arrive at an ‘average’ end-
ing point value for determining
gains (see Averaging 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 dur-
ing 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 meth-
ods 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 recover-
ing from previous declines. For
example, if the stock market regis-
ters 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.) Be-
cause 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
Index gain is treated much like a
traditional fixed annuity’s interest
is treated—it is credited annually
and earnings are accumulated on a
compounded basis. Most annual
reset EIAs, however, feature a cap
(usually 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) Meth-
ods

Here, the gain is the difference
between 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 meth-
ods 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 anniversary
value and the participation rate, if
applicable.

High point EIAs typically fea-
ture participation rates of about
70%, but not caps. Because the
high-point return may only be cal-
culated once during the term, there
may not be compounding of inter-
est.

Market Volatility and Averaging
Returns

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 considered the to-
tal 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 com-
pound gain would be 12.67% at the
end of the year. (An 80% partici-
pation rate would still provide a
return above 10%.) But, ifa
monthly averaged return was em-
ployed, the annual increase would
only be 6.75%! Policies which ap-
ply averaging often show lower
overall gains than either the annual
reset or high-water mark EIAs.
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An averaging EIA is more likely
to achieve a consistent rate of re-
turn with a somewhat higher de-
gree of probability than an unaver-
aged contract. Conversely, 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 up-
ward trend.

Market Volatility and Annual Re-
set 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, providing multi-
ple index ‘entry’ points. By con-
trast, the long-term point-to-point
and the high-water mark anniver-
sary look-back methods use a total
return approach that has only one
start point established at the time
of contract issue. Consequently,
with these methods 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 re-
sults.

Which EIA Method Performs
Best?

Ignoring the significant effects
of caps, participation rates, and
averaging, it may generally be hy-
pothesized that the High Point
(High Water Mark) Look Back
and Point-to-Point methods should
outperform the capped Annual Re-
set methods if the stock market
moves in a steady uptrend during
the term in question. By contrast,
the Annual Reset methods should
excel during long periods of

Equity Indexed Annuities Update

choppy or trendless market activ-
ity.
Liquidity

Although specific details vary, a
few EIAs offer liquidity similar to
traditional fixed deferred annui-
ties. There is a provision for an
annual withdrawal of 10% (of ac-

count value) free of surrender
fees.

Contracts with higher participa-
tion rates, however, may limit an-
nual penalty-free withdrawals only
to the minimum guaranteed value
of the policy (not permitting ac-
cess to any of the earnings or
growth during the term of the con-
tract).

Other EIAs employ a vesting
schedule to provide limited access
to a portion of interest earnings.

In general, EIAs are not de-
signed for maximum liquidity dur-
ing the accumulation phase. With-
drawals may have an adverse ef-
fect on the crediting of interest.
Some contracts forfeit any earn-
ings that otherwise would have
been attributable to the with-
drawn funds. For example, if
funds are withdrawn 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 com-
panies misleadingly advertise “no
traditional surrender 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 gen-

erating a wave of interest because
they combine features of tradi-
tional fixed deferred annuities and
variable annuities. Their appeal is
that growth is tied to the stock
market’s performance while guar-
anteeing return of principal even if
the market declines.

Because of the great variety in
how returns are calculated, it is
more important to understand how
all the elements of a particular
EIA contract collectively affect
the potential for achieving gains
rather than to simply compare the
individual features of competing
ElAs.

Some of the limitations of EIAs
are restrictions to growth imposed
by caps, participation rates and
harsh crediting methods. Keep in
mind that surrender charges also
apply, and full liquidity is usually
available only in a 30 day window
period when the contract reaches
maturity.

An EIA should not be expected
to return the same as an equity-
based mutual fund or variable an-
nuity 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 be-
cause historically the long-term
returns that are reported for stocks
typically include amounts attribut-
able to dividend reinvestment. As
a result, the return achieved by an
equity index annuity that is based
on the S&P index could be sub-
stantially less than the return ob-
tained by making a direct invest-
ment in the stocks that make up
the index.
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Life & Health Guaranty Associations

Most states have guaranty funds to help pay
the claims of financially impaired insurance
companies. State laws specify the lines of in-
surance covered by these funds and the dollar
limits payable. Coverage is usually for indi-
vidual policyholders and their beneficiaries
and not for values held in unallocated group

contracts. Most states also restrict insurance
agents and companies from advertising the
funds’ availability.

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

to consult your state insurance department
for details about any policy you consider pur-
chasing. Another source of information is the
National Organization of Life and Health
Insurance Guaranty Associations (NOLHGA,
13873 Park Center Road, Suite 329, Herndon,
VA 22071). NOLHGA provided this information:

Max. aggregate Max. death benefit Max. liability for cash Max. liability for Insurance
benefits for all with respect or withdrawal value present value of Commisioners’
State lines of insurance to any one life of life insurance policy | an annuity contract Phone Numbers
Alabama $300,000 - $100,000 $100,000 (334) 269-3550
Alaska $300,000 $300,000 $100,000 $100,000 (907) 465-2515
Arizona $300,000 - $100,000 $100,000 (602) 912-8400
Arkansas $300,000 $100,000 $100,000 $100,000 (501) 371-2600
California $250,000 $250,000 $100,000 $100,000 (916) 492-3500
Colorado $300,000 $300,000 $100,000 $100,000 (303) 894-7499
Connecticut $300,000 $300,000 $100,000 $100,000 (860) 297-3802
Delaware $300,000 $300,000 $100,000 $100,000 (302) 7394251
Dist. of Col. $300,000 $300,000 $100,000 $100,000 (202) 727-8000
Florida $300,000 - $100,000 $100,000 (850) 922-3101
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) 334-4250
Hlinois $300,000 $300,000 $100,000 $100,000 (217) 785-0116
Indiana $300,000 - $100,000 $100,000 (317) 232-2385
TIowa $300,000 - $100,000 $100,000 (515) 281-5705
Kansas $300,000 $300,000 $100,000 $100,000 (785) 296-7081
Kentucky - $300,000 $100,000 $100,000 (502) 564-6027
Louisiana $300,000 $300,000 $100,000 $100,000 (225) 342-5423
Maine $300,000 - $100,000 $100,000 (207) 624-8475
Maryland all contractual obligations (410) 468-2090
Massachusetts $300,000 $300,000 $100,000 $100,000 (617) 521-7794
Michigan $300,000 $300,000 $100,000 $100,000 (517) 373-9273
Minnesota $300,000 $300,000 $100,000 $100,000 (651) 296-6848
Mississippi $300,000 $300,000 $100,000 $100,000 (601) 359-3569
Missouri $300,000 $300,000 $100,000 $100,000 (573) 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 (775) 6874270
New Hampshire $300,000 - $100,000 $100,000 (603) 271-2261
New Jersey $500,000 $500,000 $100,000 $500,000 (609) 292-5360
New Mexico $300,000 - $100,000 $100,000 (505) 827-4601
New York $500,000 - - - (212) 480-2289
No. Carolina $300,000 - - R (919) 733-7349
North Dakota $300,000 $300,000 $100,000 $100,000 (701) 328-2440
Ohio $300,000 $300,000 $100,000 $100,000 (614) 644-2658
Oklahoma $300,000 $300,000 $100,000 $300,000 (405) 521-2828
Oregon $300,000 $300,000 $100,000 $100,000 (503) 947-7980
Pennsylvania $300,000 $300,000 $100,000 $100,000 (717) 783-0442
Puerto Rico - $300,000 - - (787) 722-8686
Rhode Island $300,000 $300,000 $100,000 $100,000 (401) 222-2223
So. Carolina $300,000 - - - (803) 737-6160
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) 538-3800
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 (360) 753-7301
West Virginia $300,000 $300,000 $100,000 $100,000 (304) 558-3394
Wisconsin $300,000 - - - (608) 267-1233
Wyoming $300,000 $300,000 $100,000 $100,000 (307) 777-7401
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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,

Insurance Company Ratings

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, rein-
surance 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 5th 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
brackets next to each letter grade. Now you
can easitly judge the wvalue of an
alphabetical grade by its position in that
agency’s DISTRIBUTION 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 Insurance Company Ratings

A.M.Best S&P Moody’s Duff &Phelps Weiss Ratings
# Cos. #Cos. # Cos. # Cos. # Cos.
Grade  Rank 910 Grade  Rank 363 Grade  Rank 201 Grade  Rank 231 Grade Rank 1235

A+ (1] 47 | AAA [1] 47 Aaa (1 7 AAA m 62 A+ {1 10
A+ [2] 160 | AA+ 2] 59 Aal [2] 10 AA+ [2] 37 A 2] 13
A [3] 227 | AA (3] 68 Aa2 [3] 49 AA [3] 54 A- [3] 34
A- [4] 177 | AA- (4] 65 Aa3 [4] 49 AA- (4] 45 B+ [4] 66
B++ (5] 87 | A+ [5] 7] Al (5] 34 A+ [5] 20 B [5] 162
B+ (6] 122 | A (6] 31 A2 (6] 14 A [6] 7 B- (6] 127
B [7] 44 | A- (7] 16 A3 [7] 14 A- (7] 1 c+ (7] 130
B- (8] 19 | BBB+ (8] 20 Baal (8] 19 BBB+ | [8] na C {8] 228
CH+ [9] 8 BBB [9] 1 Baa2 (9] 3 BBB [9] 1 C- (9] 132
c+ [10] 11 | BBB- [10] na Baa3 | [10] 1 BBB- | [10] na D+ {10] 106
C [11] 6 BB+ [11] 2 Bal [11] na BB+ [11] 2 D [11] 121
C- [12] 2 BB [12) na Ba2 [12] 1 BB [12] 2 D- [12] 39
D [13] na | BB- (13] 1 Ba3 [13] na BB- [13] na E+ [13] 36
E [14] na | B+ (14] 1 Bl [14] na B+ [14] na E [14] 30

F (15) na |B [15] na B2 (15 na B [15] na E- [15] 1
as of 8/98 B- [16] na B3 [16] na B- [16] na F f16] na

cce [17] na Caa [17] na cce+ | [17) na §] [17] na

R [18] na Ca [18] na CCC [18] na as of 8/98
as of 8/98 C [19] na CCC- [19] na
as of 8/98 as of 8/98
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Rating Agencies

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 guar-
ranty of any insurer’s current or future
ability to meet its contractual obliga-
tions. Best’s charges an insurer $500 for
a letter rating. (Contact A.M. Best Com-
pany, Oldwick, 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.
Quantitative evaluation examines (1)
profitability, (2) leverage, (3) liquidity,
(4) reserve adequacy, and (5) reinsur-
ance. 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 quar-
terly 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
management.

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

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
9,8 .. Strong
[ TR, Above Average
5 Average
Vulnerable Ratings
4 Average
32 s Below Average
No Rating Opinion
Livoreriereiiesescasenenes Not Assigned

Ratings and reports on individual
companies are available from A.M. Best.
The cost of the report, which includes
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
rating insurance companies in the mid
1980s, assesses a company’s Claims-
Paying Ability—that s, its financial
capacity to meet its insurance
obligations. S&P forms its opinion by
examining industry-specific risk,
management factors, operating
performance and capitalization.
Industry-specific risk addresses the
inherent risk in and diversity of the
insurance business being underwritten.
Management factors include how
management defines its corporate
strategy and the effectiveness of its
operations and financial controls.
Operating performance focuses on a
company’s trend for current and future
earnings. For capitalization, S&P looks
at the company’s capital 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), (ie., AAA, AA,
A, BBB, BB, B, CCC, R). The “AAA”
rating, for example, represents a
company’s extremely strong capacity to
honor its obligations and to remain so
over a long period of time. “AAA”
companys offer superior financial
security on both an absolute and relative
basis. They possess the highest safety
and have an overwhelming capacity to
meet policyholder obligations.
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Rating Agencies

As a group, the claims-paying ability
ratings are divided into two broad
classifications. Rating categories from
‘AAA’ to ‘BBB’ are classifed as
“secure” and indicate 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
conditions. 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 National Association of Insurance
Commissioners. Annuity & Life
Insurance Shopper does not include the
‘q’ subscript 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.

CCC Extremely vulnerable financial security.

Questionable ability to meet obligations
unless favorable conditions prevail.

R Regulatory action. Placed under an
order of rehabilitation and liquidation.

S & P ratings for individual
companies are available at no charge.
Financial 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
insurance companies. Specifically, they
summarize the likelihood that a
company will be able to meet its senior
policyholder obligations. Moody’s
considers both quantitative and

qualitative factors in the following areas:

product lines, industry competitive
positions, markets, distribution systems,
organizational structure, earnings trends
and profitability, performance and
quality of investments, asset/liability
management and liquidity, surplus
position relative to risk profile and
affiliated companies. A very important
part of the evaluation is understanding
management’s philosophy and the
company’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 numerical
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 classification.

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 fong 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
evaluating the insurer’s long term
solvency and its ability to maintain
adequate liquidity. The evaluation
involves both quantitative and
qualitative factors.
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The quantitative factors focus on
profitability, operating leverage, surplus
adequacy, asset quality and
concentrations and the adequacy of
policy reserves. An important emphasis
is the sensitivity of the insurance
company to volatile business 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.
Negligible 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
economy.

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
provided free of charge. Write to Duff &
Phelps Credit Rating Company; 55 East
Monroe St.; Chicago, IL 60603; or call
(312) 368-3157.

Rating Agencies

Weiss Ratings

Weiss Ratings, Inc. a recent entrant in
the insurance rating business, began
offering its Weiss Safety 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
increased. The most important indicators
used are risk-adjusted capital ratios,
which evaluate a company's exposure to
investment, liquidity, and insurance risk
in relation to the capital that the
company has to cover those risks during
periods of average and severe recession.

The Weiss Safety Rating 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 distribution
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% at E, 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 predominantly 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 operations.
It must also achieve an acceptable level
in all five components of the Weiss
Safety Rating: equity, investment safety,
profitability, leverage, and size. A
company that has a very weak
investment 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 follows in the next
column. For further information contact
Weiss Research, 4176 Burns Rd., Palm
Beach Gardens, FL 33410; by telephone
(800) 289-9222 or fax (407) 625-6685.

+-

Excellent. This company offers excellent
financial security. It has maintained a
conservative stance in its investment
strategies business operations and
underwriting commitments. While the
financial position of any company is subject
to change, we that has the resources
necessary to deal with severe economic
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
security and is currently stable. But during an
economic downturn or other financial
pressures, we feel it may encounter
difficulties in maintaining its financial
stability.

Weak. This company currently demonstrates
what we consider to be significant
weaknesses which could negatively impact
policyholders. In an unfavorable economic
environment, these weaknesses could be
magnified.

Very Weak. This company currently
demonstrates what we consider to be
significant weaknesses and has also failed
some of the basic tests that we use to identify
fiscal stability. Therefore, even in a favorable
economic environment, it is our opinion that
policyholders 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 possibility that this company could
be downgraded. The A+ rating is an
exception since no higher grade exists.

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