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Concerning Elders

Medicaid Law, Transfers of Assets,
and Spousal Impoverishment

This article primarily sets forth the
Medicaid rules regarding assets, income
and what is called “spousal impoverish-
ment.” that is, what income and re-
sources the husband or wife of a Medi-
caid recipient in a nursing home can
retain. We have included information
about the most recent changes enacted
by Congress and New York State. Many
of these changes have also been initiated
in other states.

Medicaid is a joint federal, state and
city program which provides medical
assistance for persons with low incomes
and limited assets. It is available to per-
sons who are eligible for public assis-
tance or SSI (Supplementary Security
Income). However, Medicaid is also
available in some states for persons with

higher incomes. In states like New York ,’ '

the Medicaid Surplus Income Program

upon without first consulting a knowl-

edgeable attorney.

MEDICARE: Without Further Help
You Could Go Broke.

Medicare is a federal program
available to persons who are sixty-five
years of age and older and certain dis-

is available for persons over sixty-fiveor - ' °

who are blind or disabled whose in-
comes are too high to qualify for public
assistance or SSI. but who spend down
any excess income on medical costs un-

til they reach the Medicaid income level

(see paragraph below on the Medicaid
Surplus Income Program). Once this
eligibility threshold is met Medicaid
covers all types of medical care includ-
ing hospital care, doctor bills. nursing
home coverage, home care, and pre-
scriptions. If you are on Medicare, then
Medicaid covers the Medicare de-
ductibles and many of the services not
provided by Medicare.

BULLETIN: The Health Insurance
Portability and Accountability Act of
1996 has provisions that criminalize
certain transfers in order to qualify for
Medicaid. The act is effective Jan. 1,
1997, and certain of its provisions are
ambiguous and open to interpretation.
However, no planning which involves
transfers of assests should be embarked
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abled persons. Basically it is the
health insurance component of Social
Security. There is a Medicare Part A
which covers hospital care and a lim-
ited amount of “skilled” nursing care
and home health care. There is an op-
tional Medicare Part B which covers
part of physicians’ costs and other
medical services and supplies.
Medicare is the most cost-effective
health insurance a senior citizen can
buy! Everyone eligible should have
Medicare coverage and take the op-
tional Part B coverage at the earliest
time allowable (unless they have care-
fully compared Part B to their own
employer’s retiree plan). Medicare,

however, is far from perfect; it is in fact
a safety net with many large holes.
Medicare has certain deductibles, lim-
ited payment periods, and restrictions on
the types of services covered. Two of the
most severe restrictions are that it only
covers nursing home care if it is
“skilled” care rather than “custodial.”
and it covers only 100 days of nursing
home care per spell of illness.'

There are also Medigap or private
Medicare supplemental insurance poli-
cies. These fill in some of the gaps in
Medicare coverage. For example most
Medigap policies cover the 20% of
physician’s charges not covered under
Medicare. However, most policies do not
cover the part of the physician charges
above the Medicare approved level.
Also, new Medigap policies which cover
nursing home care only cover 80 days of
coinsurance and care which is “skilled”
under the Medicare definition (this may
not include all care which is received in
a “Skilled Nursing Facility”) and even
this skilled care coverage is limited. Be-
cause of the limited coverage of Medi-
care and Medigap insurance, the only
alternative for many persons facing ex-
tensive health care needs. whether at
home or in an institution, is the Medi-
caid program.

MEDICAID: Some Points to Note.

It is important to note that under Med-
icaid rules regarding transfers of assets
(gifts) and spousal impoverishment, the
guidelines for getting community based
care which includes doctor visits, pre-
scriptions, home health care and hospi-
tal coverage are very different from the
rules for getting nursing home coverage.
For example, in New York State trans-
fers of resources (gifts) will not disqual-
ify you from receiving community-based
care including home health care, but
will cause a disqualification period for
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resources by the person or his or her
spouse. The person is ineligible for a
period equal to the value of the re-
source divided by the average cost of
nursing facility services 1o a private
patient in the community. In New
York City the average cost of nursing
facility services for 1996 is presumed
to be $6.521 per month. On Long Is-
land it is $6.790. In Westchester. Or-
ange. Putnam and Rockland it is
$5.930.

Under a change in the law there is

nursing home care. The “spousal impov-
crishment™ law only affects nursing
home care.

MEDICAID: Surplus Income Program

An individual, in order to receive
Medicaid. can currently have non-
exempt resources of no more than
$3.350 with an additional $1.500 in a
burial fund. However. the spouse re-
maining in the community of an indi-
vidual in a nursing home can retain sig-
nificantly higher amounts of assets and
still not affect the nursing home
spouse’s Medicaid eligibility. The
asset rules for a community spouse
are discussed below in the section on
“Income and Resources of Institu-
tionalized Spousc and Community
Spouse.™

An individual Medicaid recipient
residing in the community can retain
income of $559 per month (and an
unearned income credit of $20 for
some recipients) and receive Medi-
caid:” an individual in an institution
such as a nursing home is restricted
to a personal needs allowance of $50
per month.
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Transfer of Asset Rules

Medicaid generally will look at all
asset transfers which occurred during
the last 36 months, and in some in-
stances relating to transfers to and
from trusts it will look back 60
months. A transfer by either the Medi-
caid applicant or the spouse of the Med-
icaid applicant will affect the eligibility
of the one applying for Medicaid for
nursing home services. and some
“nursing home-like™ services in a hospi-
tal. and some special home health care
programs. These same transfers in New
York currently will not effect eligibility
for Medicaid generally for home health
care and hospital care, as long as the
individual is residing in the community 1
and not “institutionalized.” '

An institutionalized person (that is. a
person in a nursing home or receiving
equivalent services in a hospital) is inel-
igible for Medicaid coverage for a pe-
riod of time after a gift or transfer of

no longer a “cap” on the waiting pe-
riod equal to the 36 month look back
period. If you apply too soon after a
transfer for Medicaid. you may create
a waiting period longer than 36
months!

Under the transfer rules certain re-
sources and transfers are exempt. A
home is exempt if transferred to one
of the following:

a spouse,

a minor (under 21). or a blind or
disabled child of the person.

a brother or sister with an equity
interest in the home who resided
in the home one year before insti-
tutionalization,

Jan.-Mar. 1997 ¢ ANNUITY & LIFE INSURANCE SHOPPER + 800-872-6684

4. ason or daughter who resided in
the home two years and provided
care so as to keep the person from
becoming institutionalized.

Certain other transfers of any resource
are also exempt. The transfer is exempt
if the resource was transferred to a
spouse or to another for the sole benefit
of the spouse. or transfers from a spouse
to another for the sole benefit of the
spouse:; to a disabled child. or specifi-
cally to a trust established solely for the
benefit of the disabled child; or to a trust
established solely for the benefit of a
disabled individual under age 65. If
the transfer was to the spouse how-
ever, then the spouse is prohibited
from transferring the resource without
creating a waiting period.

Certain other transfers are exempt.
for example, if the resource was in-
tended to be disposed of at fair market
value or the transfer was exclusively
for a purpose other than to qualify for
Medicaid. The law states that Medi-
caid also would not be denied if it
would work an undue hardship. How-
ever. “undue hardship” may be diff®
cult to establish.

Treatment of Income and Resources
of Institutionalized Spouse and Com-
munity Spouse

Under these Medicaid rules an
“institutionalized spouse™ includes
not only a person in a nursing home.
but a person in a hospital who is ex-
pected to remain in such a facility for at
least 30 consecutive days.3

Resources

All resources held by either spouse or
both shall be considered available to the
institutionalized spouse to the extent the
value exceeds the Community Spouse
Resource Allowance (CSRA). The
CSRA is $74,820 or one-half the cou-
ple’s resources as of the date of institu-
tionalization to a maximum of $76,740.
However. a greater amount may be es-
tablished for support of the community
spouse pursuant to a fair hearing or pur-
suant to court order for support. The
resources of a community spouse in-
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clude those transferred to the commu-
nity spouse by the applicant/recipient as
allowed by the rules on transfer of assets
explained above. The CSRA can also be
increased if the spouse in the commu-
nity has income as discussed below
which is less than $1919 per month and
needs additional interest and dividends
to bring his or her monthly allowance
up to $1919.

Medicaid cannot be denied even if the
community spouse decides to retain
more resources than the allowable
CSRA. The spouse applying for Medi-
caid may be required to execute an as-
signment of support in favor of the
Medicaid agency. unless he/she is un-
able to execute an assignment because
of a mental or physical impairment, or
the denial of assistance would create an
undue hardship.

Transfers between husband and wife
should take place before the sick spouse
goes on Medicaid. However. there is a
reasonable amount of time provided to
allow for transfers between husband and
wife even after a Medicaid application
has been filed or a decision on eligibility
has been made, provided good cause for
the delay exists (90 days in New York
City). Assets acquired by the community
spouse after the month Medicaid eligi-
bility for the institutionalized spouse is
established will not be considered as
available.

Income

Income belonging to the institutional-
ized spouse and/or the community
spouse is treated as available only to the
spouse whose name it is in. Income in
the name of both is considered to belong
one-half to each. Income with nothing
to indicate to whom it belongs is consid-
ered to belong one-half to each spouse.

The income of the community spouse
is not deemed available to the institu-
tionalized spouse. From his/her own
income the nursing home resident re-
tains a personal needs allowance ($50
per month) and must spend down
his/her remaining income on medical
care. The community spouse is allowed
to retain a community spouse monthly
income allowance of $1919 unless a

greater amount is established by fair
hearing or court order. If the commu-
nity spouse has less than $1919, then
income from the institutionalized
spouse can be given to the community
spouse to bring his/her income to that
level.

If the community spouse has more
than $1919 in income per month,
then Medicaid will suggest that he/she
contribute 25% of the excess over
$1919 to the institutionalized spouse’s
medical care. But Medicaid will not
be reduced if this amount is not paid.

Endnotes

1A spell of illness begins with the first
day of inpatient care in a hospital or
nursing home and ends when the ben-
eficiary has been hospital and nursing
home free for 60 consecutive days.

2Income allowed for a couple is $809
per month (plus an unearned income
credit of $20 for some couples) and
$4850 in resources. However, if only
one person needs Medicaid it is usu-
ally advantageous for that person to
apply in his or her behalf alone; the
spouse must refuse to contribute
his/her assets or income to the appli-
cant’s medical needs. The Medicaid
agency must grant benefits, but re-
serves the right to pursue the non-
contributing spouse for support in
family court.

3For community based care (including
home health care) the rules previously
described regarding a “spousal re-
fusal” still apply exclusively. Under
these procedures an individual can
apply for Medicaid and his/her spouse
can refuse to contribute income or
resources to the applicant’s medical
care. The Medicaid agency must pro-
vide benefits. but retains the right to
pursue a support order against the re-
fusing spouse in family court.

[Reprinted with permission of David
Goldfarb, Attorney at Law, GOLD-
FARB & ABRANDT, New York, NY.
Tel: 212-387-8400. Fax: 212-387-
8404]
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New Federal Law
Criminalizes Asset
Transfers to Qualify for
Medicaid

On and after January 1. 1997, trans-
fers of assets for the purpose of qualify-
ing for Medicaid will be a federal crime.
However, the new law has stirred oppo-
sition from many seniors’ groups, in-
cluding the American Association of
Retired Persons (AARP). perhaps the
country’s most influential lobbying or-
ganization.

Origins of the Law

The new law is contained in Section
217 of the Health Insurance Portability
and Accountability Act of 1996 (Pub. L.
104-191). Differences to the law that did
exist between Congress and the Presi-
dent were over Medical Savings Ac-
counts.

Those differences evaporated when
House and Senate conferees agreed to
include MSAs as an experimental pro-
gram. The law passed the Senate in
early August 98-0, and the President
signed it a few weeks later.

Nothing in either the Senate or the
House committee reports on the bill ex-
plains the origins of Section 217. In
fact, no Congressman seems to have
claimed authorship of the provision.

What’s the Point?

Medicaid pays for health care and
nursing home care for the indigent.
While many states have opted out of the
health care part of Medicaid in favor of
managed-care (such as, in Tennessee,
TennCare), Medicaid still pays about
half of the nation’s nursing home costs.

In the past few years, a form of estate
planning known as “Medicaid plan-
ning” has become popular. A typical
Medicaid plan, usually prepared by an
attorney, recommends that an individual
divest himself of assets (usually by mak-
ing gifts to children) in order to meet
the financial criteria for Medicaid eligi-
bility.

While the portion of nursing home
residents who transfer assets is signifi-

Jan. - Mar. 1997
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cantly less than half. and disqualifica-
tion periods are imposed as a result of
such transfers. the press and members of
Congress have inveighed against the
practice. They contend that voluntary
impoverishment in order to obtain Med-
icaid is an abuse of an expensive welfare
program intended for the truly needy. A
New York Times cditorial has labeled it
“unethical ™

Are Changes Likely?

Prior to passage of the law. section
217 largely escaped the attention of the
national media. Since August. however.
as word of its enactment has spread. op-
position has mounted.

The National Academy of Elder Law
Attorneys (NAELA) has urged Congress
to repeal Section 217. The law punishes
the middle-class. points out Ira S. Wies-
ner, NAELA president: wealthier se-
niors can afford to wait out the 36-
month look-back period before applyving
for Medicaid.

“Middle income seniors. most at risk
from the financial devastation of long
term health care.” said Mr. Wiesner,
“arc now further relegated to a nether-
world on the fringes of criminality with
every gift they consider.”

December’s AARP Bulletin strongly
criticizes the provision. Executive Di-
rector Horace Deets has written to
Housce Majority Leader Newt Gingrich.
R-Ga.. asking that the criminalization
provision be eliminated on the first cor-
rections day of the next Congress.

Moreover. the Leadership Council on
Aging. made up of some 42 aging mem-
bership groups. is also preparing a letter
1o send to Congress advocating the re-
peal of Section 217.

Rep. Martin Hoke. R-Ohio. was one
of the first Congressmen to advocate
repeal of the law. Last month, however.
Mr. Hoke was not re-elected to the
Housc.

[Reprinted with permission of Elder
Law FAX. published weeklv by Timothy
L. Takacs, Attorney at Law. 201 Walton
Ferrv Road, Hendersonville, Tennessee
37077-0364. Tel: 615-824-2571; Fax:
615-824-8772; email:
ttakacsicenashville net. |
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Actuaries Predict
Retirement Income
From Social Secu-
rity to Drop

The retirement income from Social
Security will drop from its present
level of 41% of retirees’ income to
27% in 20 years. in the opinion of 300
actuaries polled for the American
Academy of Actuaries. The actuaries
also cxpect that federal insurance pro-
grams, such as Medicare will cover
only 42% of retiree health care costs.
compared to 48% today.

Most of the actuaries (57%) think
that the financial resources of tomor-
row’s retirees will be worse than those
of today’s. Only 23% think that fu-
ture retirees will be better off, and
20% say that seniors’ finances would
remain the same.

The American Academy of Actuar-
ies said that thesc opinions about the
financial stability of Americans after
retirement hopefully would encourage
more Americans to plan their finan-
cial resources carefully. The average
saving rates for retirement is only
3.6% of income. The actuaries them-
selves report that they save an average
of 16% of their income.

For more information about the sur-
vey, contact Neil S. Dhillon at the
American Academy of Actuaries.
(202) 223-8916.

[Reprinted with permission of Pension
and Benefits Week, .4ugust 5, 1995.
Research I[nstitute of America. Sub-
scriptions: 800-421-9025, $2507 vr.]

Actuary Urges
Congress to Act on
Social Security

In August 2 testimony beforc the
Senate Finance Committee, Stephen
Kellison, Social Security and Medi-
care Trust Funds Trustee, said that
changing Social Security from a life-
time annuity to accounts that rely
heavily on private investments merits

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

careful consideration. Kellison also
urged Congress to act now to ensure the
long-range solvency of Social Sccurity
programs. which face a long-term fina.
cial crisis.

Kellision. who is former cxecutive
director of the American Academy of
Actuarices. told the Scnate Finance Com-
mittee that the Trustees” Reports serve
as an carly warning system that allows
lawmakers to make changes to Social
Security and Medicare in a timely and
responsible manncr. The most urgent
priority now is to enact legislation that
would extend the date of the exhaustion
of the Hospital Insurance (HI) trust
fund. which expires in 2001. according
to Kellison. Atlthough the HI financing
problem has gotten most of the media
attention, the Supplementary Medical
Insurance (SMI) trust fund’s rate of
grow has exceeded that of the HI. said
Kellison. Legislation is needed to re-
duce the growth of SMI expenditures in
the near term and allow time to develop
long-term solutions for financing the
health care of the aged once the first of
the baby boom generation begins to
reach age 65 (in 12 years).

According to analysis by the Ameri-
can Academy of Actuaries. in order to
achieve actuarial balance in the Old Age
Survivors and Disability Insurance
(OASDI) program. the combined
employee-employcr contribution would
have 1o be increased by 2.19% of pay.
The same result could be achieved by an
across-the-board benefit cut of 15% for
all current and future recipients. Begin-
ning in 1998. the expenditures of the
OASDI and the HI programs combined
will exceed non-interest revenues. so
that the two programs will begin in-
creasing the budget deficit. rather than
decreasing it. according to the
Academy.

The Academy has cvaluated potential
solutions to the Medicare program’s fi-
nancial problems in its study, “Solutions
to Social Security’s and Medicare’s Fi-
nancial Problems.” For information on
the study or Kellison’s testimony, con-
tact Neil S. Dhillon, American
Academy of Actuaries, (202) 223-8196.

[Reprinted with permission of Pension
and Benefits Week, August 5, 1996. R~
search Institute of America. Subscrip-
tions: 800-421-9025, 8250/vr]
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Distributing IRA Assets Either Through a “QTIP”
Trust Or The “Spousal Rollover Technique”

The surviving spouse is the favored
beneficiary of a participant’s plan or In-
dividual Retirement Account (“IRA™), as
well as for the participant’s other assets.
A popular concept among estate plan-
ners is to name the surviving spouse as
the beneficiary of all (or substantially
all) of the plan or IRA proceeds in a
lump sum. The purpose is to permit the
surviving spouse to have
the ability to rotlover such
proceeds to his or her
“own” IRA. See Prop Reg
§ 1.408-8. Q& A A-4(b).
By reason of this election,
the surviving spouse can
now make a new benefi-
ciary designation, thereby
extending the period of
distributions over the joint
life expectancies of the sur-
viving spouse and the
newly designated benefi-
ciary(ies). See Prop Reg §
1.408-8. Q&A A-6(b).
When the IRA proceeds
are distributable to a trust
or an estate in which the
surviving spouse has the
power or right to an imme-
diate lump-sum payment of
part or all of the proceeds. then the sur-
viving spouse can elect a rollover of that
lump-sum distribution to his or her
~own” IRA." For convenience, this pro-
cedure will be referred to as the “spousal
rollover technique.”

The purpose of this article is to review
estate planning considerations about
whether a spousal rollover technique or
a QTIP trust is appropriate for passing
on IRA or plan assets.

Spousal Rollover Technique

There are t0o many instances in which
the spousal rollover technique is in con-
flict with the decedent’s fundamental
estate planning considerations and,
therefore, should not be used or should
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be used only for a reduced portion of
the plan or IRA proceeds.

For purposes of this discussion, as-
sume that the surviving spouse will
name either the children or grandchil-
dren as the designated beneficiaries of
the rollover IRA at his or her death in
order to obtain a longer distribution
period after the spouse’s death. Ac-

cordingly, the minimum distribution
incidental benefit (“MDIB”) rule will
apply during the spouse’s lifetime.”
Assume, too, that the designation of
the surviving spouse as the beneficiary
will permit him or her to make the
rollover.

The clearest conflict between the
spousal rollover technique and the
participant’s fundamental estate plan-
ning goals occurs where the partici-
pant has, for good reason, used a qual-
ified terminable interest property
(“QTIP”)3 trust as the method of dis-
posing of the participant’s “other” as-
sets (e.g.. stocks, bonds, closely held
businesses, real estate, etc.). Under a
QTIP trust, the surviving spouse must

receive only the “income” generated by
these assets. The remainder interest is
distributed at the surviving spouse’s
death in the manner set forth by the trust
document executed by the participant.

A QTIP trust arrangement is used to
limit the surviving spouse’s ability to
make decisions about the disposition of
inherited assets. In sharp contrast, in
order to qualify for the
spousal rollover technique,
the surviving spouse must
have immediate and total
control over the plan or
IRA proceeds at the partic-
ipant’s death.

It is helpful to examine
the some of the situations
in which a QTIP trust is
typically used. One com-
pelling reason is if the par-
ticipant has children from
a prior marriage. The par-
ticipant can designate his
family as the beneficiaries
of the principal remaining
at the surviving spouse’s
death.

Spouse Remarries

The specter of the sur-
viving spouse remarrying is another
common reason for using a QTIP trust.
While the participant might even even
hope that the surviving spouse will re-
marry. he or she may be loathe to permit
the surviving spouse to have such own-
ership rights to inherited assets which
would, in turn, be subject to the rights of
a future spouse to acquire a portion, or
to participate in the economic benefit of
the distribution. of such assets. Many
clients can not rely on the surviving
spouse’s ability to effectuate a prenuptial
agreement which would otherwise pro-
tect the rights of the children-
beneficiaries to these assets.

Another important estate planning
consideration is the designation of the
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person(s) or entity(ies) to direct the in-
vestment of assets after the participant’s
death. Under a QTIP trust, qualified
trustees selected by the participant
would have this power. Under the
spousal rollover technique, the surviv-
ing spouse will be the decision-maker.
This could be a very good or a very bad
idea. depending upon the financial acu-
men of the surviving spouse, including
the wisdom to seck good investment ad-
vice.

Yet. there are practitioners who will
use a QTIP trust for the participant’s
substantial “other” assets, but will,
nonetheless. prepare a beneficiary desig-
nation leaving all (or substantially all)
of the qualified plan or IRA proceeds to
a surviving spouse in a lump-sum with-
out giving it a second thought. Such a
designation may be in direct conflict
with the fundamental family-oriented
estate planning goals which apply to the
participant’s “other” assets.

Why use a QTIP trust for the partici-
pant’s “other™ assets, but then distribute
the proceeds of a qualified plan or IRA
to the surviving spouse in a lump sum?
If a restricted QTIP trust is the appro-
priate method of disposition for. say.
$2.000.000 of “other™ assets, why
should the surviving spouse be granted
the unrestricted right to dispose of, say.
all or a substantial portion of
$1.000,000 of qualified plan or IRA
proceeds?

Typical Beneficiary Designations

There are at least two reasons why the
surviving spouse is so frequently given
all (or substantially all) of the plan or
IRA proceeds in a lump sum. The first
is logistical: the typical beneficiary des-
ignation forms used by plans and IRAs
leave a limited space for the designation
of the beneficiaries; many forms are de-
signed for only naming specific individ-
uals as beneficiaries. For the less expe-
rienced practitioner.” it seems quite ap-
propriate and acceptable. therefore. to
type in the name of the spouse as the
primary beneficiary and the names of
the children as the contingent beneficia-
ries without thinking any further about
1t
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The second reason is the current
practitioners’ fad to qualify for the
spousal rollover technique in order to
obtain a longer distribution period.
This is a worthwhile purpose. but it
has to be weighed against the partici-
pant’s important estate planning pur-
poses which may be adversely affected
by the spousal rollover technique.

The fact that the surviving spouse
fully intends to. and even probably
will, roll over the proceeds into his or
her “own” IRA does not reduce that
surviving spouse’s ability to withdraw
all or any portion of that IRA when-
ever and in whatever amount he or
she wishes. The surviving spouse’s
naming of beneficiaries to inherit at
his or her death does not give the
newly designated beneficiaries the
right to prevent the disposition
(disstpation?) of the IRA funds at the
sole discretion of the surviving
spouse. It is doubtful whether any
self-imposed restrictions on the
spouse’s right to make withdrawals
from his or her “own” IRA would be
enforceable. if the spouse later wished
to change or climinate any self-
imposed restrictions. Unless there is
a state statute to the contrary, the
spouse’s creditors could reach the
IRA’s assets, because the spouse, as
the grantor of the rollover IRA, can-
not hide behind a self-imposed
spendthrift provision, even if one
were contained in the IRA document.
State law will also determine the
rights (if any) of a “new™ husband or
wife to the rollover IRA established
by the participant’s surviving spouse.

Good Family Planning

In summary, the desirability of a
possible extension of time over which
distributions could be made from a
qualified plan or IRA should not over-
ride the more fundamental considera-
tions of good family estate planning.

Many participants want to protect
assets by using a QTIP trust for the
surviving spouse, but would also like
to to take advantage of the possibility
of a much longer distribution period
for the IRA and plan assets. The

well-advised participant will use the
QTIP trust arrangement for the distribu-
tion of the bulk of the IRA and plan pro-
ceeds, but will also utilize the spousal
rollover technique for a modest portion
of such proceeds. Participants can also
obtain a similar result, but usually with
smaller amounts, by designating chil-
dren or grandchildren as the beneficia-
ries of separate accounts established for
their benefit under the plan or IRA. See
Prop Reg § 1.401(a)(9)-1 H-2 and H-
2A. This is particularly appealing to
participants who may wish to utilize
some or all of their generation skipping
transfer tax exemption (“GST exemp-
tion™)" to cover qualified plan and IRA
proceeds going to grandchildren.

In conclusion, there is no one “right”
method of planning for distributions of
plan and IRA proceeds. Whatever is the
appropriate plan for dealing with the
participant’s “other” assets should, ex-
cept in carefully considered circum-
stances,’ also be used for the distribution
of the participant’s plan and IRA pro-
ceeds. The potential longer distribution
period provided by the spousal rollover
technique does not justify the practical
and legal risks involved in giving the
surviving spouse uncontrolled discretion
over the disposition of substantial plan
or IRA assets at the participant’s death.

Endnotes

'The recent spate of private letter rul-
ings regarding this issue, particularly
the post-mortem planning to give the
required power or right to the surviving
spouse, demonstrates the current popu-
larity of the spousal rollover technique.
Se IRS Letter Ruling 9608036, IRS let-
ter Ruling 9609052, IRS Letter Ruling
9611057, IRS letter Ruling 9615043,
IRS letter Ruling 9620038, IRS letter
Ruling 9626049.

?The MDIB rule requires a shorter dis-
tribution period during the participant’s
lifetime if the beneficiary is more than
10 years younger than the participant.
The MDIB rule does not apply if the
only beneficiary of a specific portion of
the plan or IRA is the participant’s sur-
viving spouse. See Prop Reg §
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1.401(a)(9)-2Q&A 4. This rule is re-
quired only during the participant’s life-
time. After the participant’s death. the
minimum mandatory distribution period
may be longer. See Prop Reg §
1.401(a)9)-1 F-3A(b)(1). Sce also IRS
Letter Ruling 9623037, which deals
with a change from the MDIB rule to a
longer distribution period afier the par-
ticipant's death.

*The QTIP trust is one of the methods
for obtaining the federal estate tax mari-
tal deduction. Sec Code Scc. 2056(b)
(N

1t must be noted that thec QTIP may of-
ten be misused by less experienced prac-
titioners. It has become very fashion-
able to use the so-called “A/B” trust
technique ("A” trust is the credit-shelter
trust. “B” trust is the QTIP trust): in
general terms, the decedent’s asscts up
to $600.000 (the credit-shelter trust
equivalent of the $192.800 unified
credit under Code Scc. 2010(a)) will
first go to the A credit-shelter trust
and the balance of the assets will go to
the QTIP ~“B” trust for the marital de-
duction. thereby resulting in no federal
estate tax due at the the participant’s
death. One of the reasons for the exten-
sive use (and misuse) of the “A/B™ trust
techniques is that good forms have been
readily available. But, there is no tax
advantage of using a QTIP trust for ob-
taining the marital deduction. rather
than. for cxample, an outright bequest to
the surviving spouse. The client should
be advised of the various methods of
obtaining the desired marital deduction.
as the client might well prefer an out-
right distribution to the surviving
spouse, rather than having all. or a large
portion of. the marital deduction assets
subject to QTIP trust limitations. The
only purc tax advantage in using a QTIP
trust would be to qualify as a so-called
“reverse QTIP trust” in order to maxi-
mize the GST exemption. See Code
Sec. 2652(a)(3).

sCode Sec 2731 provides a "GST ex-
emption™ of $1.000.000 that each indi-
vidual may transfer without incurring
the 55% generation-skipping transfer
tax.

sThe type of “carefully considered cir-
cumstances™ from the author’s experi-
ence include the following situations:
(1) the participant’s marital deduction
arrangement (QTIP trust or other-
wise). excluding the outright distribu-
tions of plan and IRA proceeds. will
more than adequately provide for the
comfort of the surviving spouse and
protection of the participant’s family
even if the plan or IRA proceeds were
dissipated; (2) the participant’s con-
clusion that there is virtually no risk
that his or her surviving spouse will
dissipate a large lump-sum payment:
(3) the participant’s spouse is inde-
pendently affluent. so that there is a
high probability that. as the surviving
spouse. he or she would receive only
the minimum required distributions
during his or her lifetime; this rcason
becomes important if the surviving
spouse’s health is questionable. as
greater funds would then exist at his
or her death for accumulation and dis-
tribution over the long life expectan-
cies of the newly designated beneficia-
ries.

[Adapted from an article by Mervin
M. Wilf, Esq. in Pension and Benefits
Week. August 26, 1993, Research
Institute of America. Subscriptions:
800-421-9025, 250/ vr.]

Planning for an Es-
tate That Includes
IRAs

Individual retirement accounts
{IRAs) and other qualified plans are
caught in a web of complicated rules
and restrictions when it comes to what
happens to the money after the
owner's death. These kev points will
help you work out a plan and avoid
costly mistakes.

Designating a Beneficiary

You named a beneficiary for your
retirement account some time ago. but
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changed your mind recently. naming a
trust or your cstate instead of a person.
Consider your beneficiary choice care-
fully: it’s the crucial decision you'll
make about your IRA. Be mindful of
the deadline. You must decide whom
to designate as beneficiary by your
“required beginning date” (RBD)—the
deadline for taking the first minimum
distribution from your retirement ac-
counts. Your RBD is April 1 of the cal-
endar year following the year in which
vou turn 70%.

The beneficiary listed as of that date
will determine the amount you must
withdraw from your IRA each vear dur-
ing vour life and how the money will
come out after your death. You can
change the beneficiary after vour RBD,
but that will not alter your withdrawal
schedule unless the change will require
vou to take out more each year.

Name your spouse. “Your spouse
ought to be primary beneficiary unless
vou have a really good reason not to do
that.” says David Foster. a financial
planner and CPA in Cincinnati. Ohio.
“She or he has much more flexibility
than anyone clse.”

Your spouse has the option of rolling
the money into a brand-new IRA and
making required distributions based on
his or her life expectancy or joint lifc
expectancy with a younger beneficiary.
such as one of your children.

Don’t name your estate. Your estate
has no life expectancy, so if vou die af-
ter your RBD. all the money will have to
come out by the end of the year follow-
ing the vear you dic. Die before your
RBD. and the IRA will have to be emp-
tied by Dec. 31 of the fifth vear after
your death.

Split IRAs for multiple beneficia-
ries. Consider transferring a portion of
your mongey into a separate IRA for each
beneficiary, if you want to name more
than one person. That’s because with
multiple beneficiaries. you have to use
the life expectancy of the oldest benefi-
ciary when calculating distributions. If
vou split it up. you can usc their actual
life expectancies. However. if one of
them is more than ten vears younger
than you. he or she will be treated as
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being just ten vears younger in the cal-
culations.

Don’t name a minor. If you do. the
probate court will insist on naming a
custodian to oversee the money and will
want regular reports on what’s being
done with it until the child turns 18 or
21, depending on the state.

Using a Trust

If your estate plan includes a trust or
two, be mindful of the rules that apply to
putting qualified retirement assets in
trust.

Make it irrevocable. IRAs can’t ac-
tually be placed in a trust. but a trust can
be designated beneficiary of an IRA as

long as it means the following re-
quirements:
> It is valid under state law.
> It is irrevocable; most people have
living trusts or credit-shelter
trusts, which are usually revoca-
ble.
The beneficiary is identifiable.
A copy of the trust document is
given to the IRA custodian when
the trust is named beneficiary.
Naming a trust that does not meet
these criteria is equivalent to naming
no beneficiary, so the money will have
to come out within one year or five
years, depending on when you die.
If you want to name a revocable
trust as beneficiary, it’s possible to

>
>

make it work by adding a clause to the
trust that makes it irrevocable as of your
RBD. Some estate planners advocate
this. but the law is unclear.

Fund trusts with other assets. It’s
better to use an asset other than your
IRA to fund a trust. “When money
starts coming out of the IRA and into
the trust,” says lawyer Martin Silfen of
Atlanta, Ga.. “the trust will owe high
income taxes on the money because it
will be taxed at the trust rate.”

[Reprinted with permission from
Kiplinger’s Retirement Report, Septem-
ber, 1996. The Kiplinger Washington
Editors, Inc. Subscriptions: 800-544-
0153, 359.95/r. (12 monthly issues)|
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Recent Rules & Regs

Waiver of Pension
Benefits by Sole
Shareholder Held to
be Taxable

The Tax Court in a recent case,
Crallade v. Commissioner, held that a
shareholder-employec who owned all of
the outstanding stock of the employer
corporation and who waived his benefit
under a qualified defined benefit
pension plan was still taxed on that
benefit. The court held that the waiver
was invalid because it violated the anti-
assignment rules of ERISA. Therefore,
even though he never received the
money. he was subject to taxation on the
benefit.

In Gallade v. Commissioner, the
corporation decided to terminate its
defined benefit pension plan and it
applied to the Pension Benefit Guaranty
Corporation (PBGC) for notice of
sufficiency and to the IRS for a
favorable determination letter. Mr.
Gallade. the sole shareholder. decided
as part of this process to waive his

accrued benefit under the plan.
thereby increasing the reversion to the
employer. The IRS argued. however,
that Mr. Gallade should be taxed on
his distribution anyway because in
their view, the anti-assignment
provisions of ERISA effectively made
his waiver invalid.

Agreeing with the IRS. the court
simply concluded that because the
waiver was presumably invalid, Mr.
Gallade should be taxed on the
distribution. The court ignored many
relevant legal issues including the fact
that the constructive receipt rules are
not applicable to distributions from
qualified plans. Under the applicable
tax rules, Mr. Gallade could only be
taxed if he actually received the
distribution. The court also ignored
the fact that waivers by sole
sharcholders are expressly permitted
by the PBGC and, therefore, are
legally valid even when the plan
prohibits assignment and alienation of
benefits.

If Mr. Gallade plans an appeal,
there is a significant chance of
reversal because of the court’s
questionable analysis. Since the case

arose. Congress has increased the excise
tax on reversions substantially. The
reversion tax may now be as high as 50
percent an, in addition, income taxcs
could be due from the corporation on
the reversion. Therefore. use of this
technique to avoid taxes is significantly
limited.

[Adapted with permission from AALU
Washington Report, Bulletin No. 96-48,
June 3, 1996.]

Agent/Broker Issues

Building an Annuity
Ladder

Many investors like to keep a part of
their money in tax-deferred annuities.
They re safe and interest earned from
them is not immediately subject to taxes.
Some annuities mature in one year,
others mature in two. three. five, seven
or ten years.

How to Create an Annuity Ladder

To lessen the effects of interest rate
swings. consider buyving fixed annuities
with four or five different maturities—
say from one to ten ycars—and as each
matures, roll the money into the longest
maturity you originally bought. This

allows you to maintain the “ladder” of
staggered maturities as long as you
wish.

For example. if you have $100,000
to invest, put $25,000 in a one-year
annuity and divide the rest equally
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among three-. five-, and seven-year
policies. As each policy matures, do the
following: If rates are higher, buy
annuities maturing in five to ten years
(vou decide which). If rates are lower,
buy one to five-year contracts. By
following this design. you increase the
average return of your annuity portfolio
while at the same time increasing its
average duration. This will give you
higher returns over the long haul.

|Adapted from Kiplinger’s Retirement
Report, August, 1996. The Kiplinger
Washington Editors, Inc. Subscriptions:
800-544-0155, $59.95-vr. (12 monthly
issues)]
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Asset Allocation:
Key to Making Your
Savings Last

One factor that has a major effect on
the performance of your investment
portfolio is how your assets are divided
among stocks, fixed-income investments
and cash equivalents. such as money-
market funds. Yet many retired in-
vestors spend very little time thinking
about whether their asset allocation is
appropriate for their situation.

One reason is that much of the infor-
mation available about asset allocation
is geared toward people who are accu-
mulating wealth rather than spending it.
Another. according to Girard Miller,
CEO of ICMA Retirement Corp.. a non-
profit firm that provides retirement
plans to state and local government em-
plovees. is that retirees may find that
general advice and rules of thumb aren’t
easy to apply to their individual situa-
tions.

With that in mind, we’ve put together
some information to help vou start
thinking about and analyzing how your
investment portfolio should be allocated.

Getting Started

The first step in this process is to
count up your taxable and tax-deferred
investment assets. Then count up how
much you have in stock. fixed income
and cash categories and calculate the
percentage of the total portfolio that is
allocated to each category.

Once you know the percentages, you
can start vour analysis by comparing
vour allocation to the suggestions pro-
vided in the “Protecting Your Next .
Egg™ section of the bookiet your re-
ceived when you subscribed, and in our
March 1995 cover story. ‘

If vour find that your investment port-
folio is significantly out of line with our
suggestions, you may want to get profes-
sional advice about it. It could be that
vour asset allocation is okay for you,
depending on your income needs and
how much money you have to work
with.

Crunching the Numbers

A recently published study provides
some interesting information about
the role asset allocation plays in how
long your money will last.

The study was done by William
Bengen. a financial planner in El Ca-
jon, Calif. Bengen did this study after
he started wondering what would hap-
pen to retirees who calculate how long
their money would last using average
rates of return for stocks and
intermediate-term bonds and the ex-
perience a market decline shortly after
retiring.

For his study. he assumed they were
taking out 5.3% of their portfolio each

year (a fairly typical withdrawal rate)
and increasing their withdrawal by
3% a year for inflation. He found that
a person who retired in 1972 would
have run out of money in 23 years,
someone who retired in 1966 would
have run out in 18 years.

He then set out to answer two
broader questions. What is the opti-
mum allocation to stocks in a long-
term retirement portfolio? What is
the maximum that can be withdrawn
if you want to be sure your money will
last at least 30 years? He concluded
that someone who retires at age 65
must invest 50% to 75% of assets in
stocks. (The remainder of Bengen’s
hypothetical portfolio was invested in
intermediate government bonds.)

As for withdrawals, Bengen discov-
cred that 4.1% of assets is the most a
65-year-old can take out of a tax-
deferred investment portfolio in the
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first year if he or she wants the money
to last at least 30 years. After that,
withdrawals are increased yearly by the
rate of inflation.

Bengen developed and back tested a
formula that investors can use to deter-
mine what their initial and future allo-
cation to stocks should be in a tax-
deferred portfolio. He determined that
the formula for a conservative investor
is:

115-vour age = % in stocks

For a 65-year-old it would work like
this: 115 - 65 = 50% in stocks. As the
person ages, the allocation to stocks
would go down by one percent a year.
At 75, it would be 40%.

He then adjusted the formula to take
into account investments held in taxable
portfolios. Assuming all the income
taxes are paid with the assets in the
portfolio. Bengen found he had to in-
crease the allocation to stocks to offset
the impact of taxes on returns. Fora
conservative investor the formula is:

120 - age = % in stocks

For a free copy of Bengen's study,
Allocating Assets in Retirement, send a
self-addressed business-size envelope
with 66 cents postage to Asset Alloca-
tion, Kiplinger’s Retirement Report,
1729 H St.. N.W., Washington, DC
20006.

Putting It All Together

To see how different asset allocations
could affect a couple with a fairly typi-
cal need for income, we asked Gordon
Tiffany, ICMA Retirement Corpora-
tion’s director of retirement planning, to
create asset allocation models for a hy-
pothetical Al and Alicia Asset, who are
retiring this year.

We assumed both are age 65 and that
Alicia hasn’t worked outside the home
since she married Al thirty years ago.
In the first year. Social Security and
Al’s pension provide $36,000 ($20,000
and $16,000): S.S. has a 3% cost-of-
living adjustment. They have $100,000
in taxable investments and $200.000 in
an IRA.

The couple spend $55,000 in the first
year and increase it 3% a year for the
next four years to offset inflation. They
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use $3.000 or so a year for traveling.
After that they cut back to $55.000
again. but continue to increase it 3%
annually. They tap taxable savings to
make up the shortfall between the Social
Security and pension income and what
they need and hold off taking distribu-
tions from the IRA until age 70. They
have a small home-cquity loan on which
they pay $250 a month until age 75 and
no other debt. Taxes are paid out of in-
come.

Al’s health fails at age 77 and he
spends two years in a nursing home.
Alicia pays $35.000 a year for the home.
and her children help with the rest. A
vear after Al's death at 79. she sells the
house for $311.600 and rents a small
apartment. Alicia lives until age 90,
spending her final year in a nursing
home.

Her’s how things would work using
three portfolios with different assct allo-
cations. assuming the allocations were
maintained for the entire 25 vears:

Portfolio A: 10% in stocks. 35% in
bonds and 53% in money-market funds
(MMFs). The annualized total return is
5.5%. The result: Alicia runs out of
money at age 88.

Portfolio B: 25% in stocks. 65% in
bonds and 10% in MMFs. Total return.
7%. Result: Alicia becomes financially
dependent on her family during her last
year.

Portfolio C: 75% stocks. 25% bonds:;
total return 9%. Result: Alicia remains
financially independent. She can afford
a long-term care policy after Al’s death
and pays $5.400 a year for it.

When she goes to the nursing home, the
policy pays for a semi-private room. and
Alicia’s able to cover the extra out-of-
pocket cost for private accommodations.
She leaves an estate of about $200.000.

{Reprinted with permission from
Kiplinger's Retirement Report. July
1996. The Kiplinger Washington Edi-
tors, Inc. Subscriptions: 800-544-01535,
$59.95 vr]

Jan. - Mar. 1997

1997 Market
Outlook

This decade has been enormously
gencrous to cquity mutual funds and
their sharcholders. But even as in-
vestors in managed equity funds
rccorded far above-average returns. so
have they become increasingly hard-
pressed to match, let alone beat, a rel-
atively naive strategy of simply own-
ing an S&P 500 index fund. This
year, eight out of nine funds haven't
measured up to up to Fanguard Index
500. As we enter 1997 is it time to
throw in the towel on individual fund
selection and simply buy the handiest
index fund?

Assuredly. no. In the market. every-
thing moves in cycles. Just as index-
ing is turning cartwheels over most
stock funds now, so will the tables
eventually turn. In point of fact. the
S&P 500. and the large-capitalization
stocks of which it consists. represent
gencrally the most highly valued
(some would say excessively valued)
sector of the market.

Consider this: The S&P 500 now
trades at 21 times earnings, not only a
multiple equal to those seen at major
bull market peaks in the past, but one
that is applied to earnings that are
themselves cyclically high following
one of the longest business expansions
on record. Note, too, that last week the
dividend yield on the S&P fell below
2% for the first time in history.

Mutual funds are rapidly depleting
their cash reserves. The average stock
fund now has just 6.1% of its assets in
cash and cash equivalents, less than
half of the average liquidity six years
ago. This produces a bearish -0.8%
reading on the Fund Timing Index.
One result of the market's surge, and
the present overvaluation. is that lim-
ited returns should be expected
prospects ahead.

[Reprinted with permission from Mu-
tual Fund Forecaster. December 5,
1996. The Institute for Econometric
Research. Subscriptions: 800-442-
9000, $100° yr.]
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Blame it On Politics

The economy has been motoring
along at an unsustainable pace. If the
Federal Reserve doesn’t put on the
brakes. we’ll have a head-on collision
with inflation. And if the Fed waits un-
til after the election before it raises
short-term interest rates, the economic
price for political expediency will be
high.

Since 1970 only one major commodity
has kept up with inflation: gold. Prices
of virtually every industrial commod-
ity—from copper to zinc—have badly
trailed basic inflation measures. So it's
a big deal when industrial commodity
prices begin to rise a lot faster than in-
flation. It’s one of the surest signs the
economy is growing too fast for its own
good.

Over the past six months a broad-
based index of industrial commodities
has risen by over 3 percent. or at a
better-than 10 percent annualized rate.
If maintained. that would add at least
one or two percentage points to the over-
all inflation rate.

At no time during the past generation
has the Fed ever refused to raise rates in
response 1o sharply rising industrial
commodities. And the longer the Fed
waits. the longer the stock market will
remain in a mild uptrend, but the harder
the fall when the fall comes. A little
pain now would pay off mightily later
on.

[Adapted from the September 11, 1996
issue of Personal Finance. Subscrip-
tions: (800) 832-2330, P.O. Box 1467,
Alexandria, 1'A 22313-9819]




Terminal Funding Annuities

Single Premium Group
Annuities (SPGAs), also known as
Terminal Funding, Single-Shot or
Buyout contracts, guarantee the
benefits of a pension plan’s retired,
active or deferred vested partic-
ipants. SPGAs are usually em-
ployed in situations which 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 acqui-
sitions. An SPGA may reduce a
pension plan’s annual administra-
tion costs, reduce its un-funded
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 carriers, which
often occurs overnight as general
market conditions change and as
each company moves closer to
achieving its short term profit
and/or premium-sales objectives.
It 1s not uncommon that at
different times during the year
SPGA quotes from the same
company may vary by as much as
30%!

United States Annuities can help
a plan sponsor or consultant obtain
the best SPGAs for his terminating
or ongoing plan. We represent

more than 25 carriers in this
market—companies with the
highest “AAA” and “At”
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. Our
ability to effectively manage the
flow of critical information helps
you obtain the best contract
available to fit the needs of your
plan.

We work directly with those
major insurance companies our
research has determined to be
competitive in these markets.
While our efforts are directed at
providing annuities at the lowest
cost, consideration is also given
to the quality of services and
financial strength the insurance
company offers. We also pro-
vide you with the means of
maintaining continual contact
with your insurance company
representatives from the time
quotes are presented to you
through the follow-up period
after the final contract and all
certificates have been delivered.
If you have special needs on how
the contract is to be serviced
after the takeover, we will
negotiate with the insurers to
cover these requirements and,
depending on their nature, to
make certain than no additional
costs are imposed. When
soliciting SPGAs on your behalif,
you can have us attend to some
or all of the following steps.
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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 portfolio
hedging strategy may be employed
to protect the assets until the final
distribution is made. (During
pertods of declining 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 submit-
ing specifications and data to
those carriers best suited to

underwrite your liability. The
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
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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 numerous 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

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

proposals from the insurers
describing the plan provisions
and benefits they have agreed to
cover. These proposals are care-
fully reviewed by the plan actu-
ary and any revisions to the
specs or other considerations
that could influence the
decision-making process are
addressed.

ANNUITY PURCHASE /
WIRE TRANSFER /
DECISION DAY

On the day the final quotes are
due, we may move to the offices
of the decision maker to coor-
dinate the final bidding process.
The insurance companies are
instructed to submit their bids
before noon of that day. The
quotations are matched to the
previously agreed control num-
bers. When all the initial bids
have been received, the runner-
up insurers are invited to revise
their quotes downward to the
lowest possible figure. Soon
after, the plan sponsor is in a
position to accept the most
favorable bid. We assist in
preparing the letter of commit-
ment which indicates the agree-
ment to purchase the annuities at
the quoted price. The premium
or deposit amount is wired to the
winning company to “lock in”
the quote. We can assist with
the wire transfer transaction to
assure the proper delivery of
funds to the carrier, with timely
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 contracts. Simply
mail or fax (908-521-5113) 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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he annuity income rates in
Tables 1 and 2 illustrate
the amount of monthly

immediate annuity income pur-
chased for every $1.000 of premium.
These calculations assume the first
check is paid one month after the
date of deposit and include all fees
and commissions except state premi-
um taxes. if applicable.

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

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

annuitant’s age and gender and the
type of coverage selected, also
known as the “form™ of annuity,
directly affects the payout. Age
and  sex predict life expectancy
and ultimately the insurance
company’s cost to provide its

guarantees. Younger female
annuitants  with  longer life
expectancies should expect to

receive less annuity from their
premium dollars than will older
male annuitants, especially when
Insurance companics employ sex-
distinct rates.  Obviously. the
number of possible age, sex, and
form combinations are too many to
present in this kind of format. So
we've  illustrated  immediate
annuity income at the most
common age intervals: 60, 65. 70.
and 75, for males and females, for
certain  “forms” of  annuity
des