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Where To Begin?

Annuities are an excellent choice for most investors. A sum of
money is deposited with an insurance company. The company
credits the account with tax-deferred growth (“fixed-interest”
annuity or “variable” annuity) or returns a lifetime income
(“immediate” annuity).

ANNUITY & LIFE INSURANCE SHOPPER helps you sort
through the mysteries behind the different types of annuities. We
report the current rates, account performance and features of many
of the top contracts plus the financial rankings of more than 250
companies.

Where should you start?

If you are well-versed in annuities, you will probably want to
start with our Immediate Annuities Update or Deferred Annuities
Update sections. There you’ll find our latest survey of annuity
rates and policy performance. If you are new to annuities, may I
suggest you call us at 800-872-6684 to receive a free copy of our
introductory booklet entitled How to Buy A Top Annuity. After
reading the booklet you can then proceed to the Update sections in
the magazine.

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

If you’d like to reach us, please call 800-872-6684. We
welcome your comments and suggestions. Our brokerage
representatives are also available to help you find the right
annuity. Please also visit us our web site on the internet at

www.annuityshopper.com. /
/W

Hersh L. Stern
Publisher

Send your questions and concerns, with your address and phone
number, to Hersh Stern, Publisher, Annuity & Life Insurance
Shopper, 8 Talmadge Drive, Jamesburg, NJ 08831.
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Concerning Elders

When Is a “Non-Action” an “Action”?
Answer: When the State’s Highest Court Says It Is

In an effort to quality for Medicaid
nursing home benetits, Medicaid recipi-
ents, their families, and their attorneys
sometimes go to great lengths. Courts
that have occasion to rule on some of
these qualitying strategies sometimes
demonstrate equal persistence and inge-
nuity in thwarting these efforts.

What happens, for instance, it a Med-
icaid recipient is entitled to receive an
inheritance or is entitled to make a
claim on a decedent’s estate for money
owed? Is the failure to pursue receipt of
such largesse an “uncompensated trans-
fer of assets™—that is, a gift—that will
disqualify him from Medicaid eligibil-
ity?

What is a Transfer of “Assets”?

The rule seems clear enough: It a per-
son transters assets for no compensation
to another in order to qualify for Medi-
caid, the person will be ineligible for
Medicaid for the number of months
equal to the amount transferred divided
by the state’s average monthly nursing
home rate.

For instance, if John transters $90,000
to his daughter Jill, and his state’s
monthly nursing home rate is $3000,
he’ll be disqualified trom receiving
Medicaid benetits for 30 months. In
short, because he gave away 30 months’
worth of nursing home care, he'll be
disqualitied for 30 months. (The 1997
rate in Tennessee, set by the State
Comptroller, is $2572.)

In fact, the federal Medicaid law de-
fines the term “assets” to include “all ...
resources of the individual.... including
any resources which the individual ... is
entitled to but does not receive because
of action ... by the individual ... [or] by
a person... with legal authority to act in
place of or on behalf of the individ-
ual....”

Suppose John’s wife Mary left
$90,000 to John in her will. Now in a
nursing home, John is receiving Medi-
caid, and Mary dies. Can John refuse to
accept his inheritance? Is this refusal,
technically called a disclaimer, a trans-
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ter of assets, thereby disqualitying
John from Medicaid eligibility?

This issue confronted a Maryland
appeals court, which ruled that the
Medicaid recipient’s disclaimer of his
inheritance constitutes a “transfer of
assets,” thereby disqualitying him
from receiving benefits. The ruling
obviously follows the Medicaid law:
A disclaimer requires an affirmative
action on the part of the Medicaid
recipient to avoid getting assets to
which he is entitled.

The Word Means What I Say It
Means

Suppose, though, that John’s spouse
Mary dies. And suppose that Mary’s
will left everything not to her hus-
band John, but to their children. Most
states (if not all) have laws that pre-
vent one spouse from leaving the sur-
viving spouse destitute. Usually
called the widow’s share, the surviv-
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ing spouse is entitled in Tennessee to
elect against the will and receive a
child’s share or one-third of the estate,
whichever is greater.

When Mary died, she left an estate
valued at $270,000. In order to receive
his widow's share, John must file a
claim in the probate court. But John
does nothing—takes no “action” to
claim the share. Is this non-action a
“transter of assets,” thereby disquality-
ing John from Medicaid eligibility?

Faced with this issue last year, a trial
court in Wisconsin said that under an
ordinary, common sense reading of the
tederal Medicaid law, simply doing
nothing is not an “action.” Failure to
elect against the will is therefore not a
transfer of assets, said this court.

The trial court was reversed, by Wis-
consin’s Court of Appeals and by its
Supreme Court. Both courts retused to
indulge in a plain reading of the federal
Medicaid law, and instead deferred to
the Wisconsin Human Services’ policy
manual, which interpreted “action” to
include a failure to claim benefits to
which one is entitled.

Meanwhile, what happens to John? If
he has received Medicaid assistance
wrongtully, how does he pay it back?
Or must he?

The Maryland Court of Special Ap-
peals fashioned a novel solution to this
problem: The funds the Medicaid recip-
ient disclaimed went instead to his sis-
ters-—and those funds in their hands
were subject to the Medicaid benetits
their brother had wrongtully received
due to his disclaimer.

Troy v. Hart, 697 A.2d 113 (Md. App.
1997); Tannler v. Wisconsin
DHS (Wis. 1997).

Elder Law FAX is published weekly by Timothy L. Takacs,
Attorney at Law. 201 Walton Ferry Road, Hendersonville,
Tennessee 37077-0364. Tele: (615) 824-2571, Fax:
(615) 824-8772. Copyright 1997 by Timothy L. Takacs.
Send comments, suggestions, and subscription requests to

Hakacs@nashville.net.

View Elder Law FAX online at http spivww.nashville.net/
~ttakacs/elderfax. himl



Retirement & Pension Issues

Combining Life Insurance and Immediate
Annuities—Beats CD Returns

Many retirees live off a combination
of private pensions, Social Security, and
savings.

Principal is sacred as people approach
retirement, their risk tolerance de-
creases. Once retired, they tend to be
very conservative with their invest-
ments. So, tor many retirees the invest-
ment vehicle of choice is the CD, an
FDIC-insured investment that can be
used to create an income stream off the
interest earmed.

Many retirees also want to leave the
principal intact so it can be passed on to
their heirs. This can be accomplished
through fixed deferred annuities
(annuities ofter competitive rates of in-
terest compared with bank CDs). But
there is the potential to go one step
turther in helping retirees accomplish
their goals. How? By combining the
benefits of life insurance with immedi-
ate annuities.

One example would be to set up a
joint last-to-die universal life insurance
with the premium on the life policy paid
by a single premium immediate annuity
(SPIA). The SPIA would also provide
additional retirement income.

How does this product combo stack
up against a bank CD? Table 1 shows a
comparison based on quotes for a 65-
year-old nonsmoking couple in the
United States who have $100,000 they
wish to protect. The annuity provides a
gross monthly income of $634.44
payable while either or both are alive.
Because it’s a life annuity, a portion of
each payment (52.54 percent in this
case) is excludable from taxable in-
come. This is why the tax on the annu-
ity payments is less than on the interest
from the CD (based on the national
average for five-year CDs). Even after
subtracting the cost of the insurance
policy, the SPIA leaves the couple with
$91.13 more each month. But the bene-
fits don’t stop there. At death, the life
insurance proceeds would be excluded
tfrom the insured’s estate it the policy
were owned by a trust or another person
and the entire $100,000 death benefit
would pass to the beneficiary.
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On the other hand, the principal in
the CD is included in the estate (some
states also levy inheritance taxes,
which would further erode the value
of the CD to the beneficiary).

The scenario works for a single life,
too. Table 1 combines separate UL
and SPIA quotes for a 65-year-old
nonsmoking male. It compares even
more favorably than the joint life ex-
ample, providing more that $100 per
month than the bank CD.

There’s more. Still another option
involves paying for the life insurance
with a single premium. If, in the joint
life case above, the couple decided to
purchase the life insurance with one
payment instead of its being paid from
the annuity income, they still come
out ahead (maybe not as far as they do
with the periodic pay case, but one
benefit ot this scenario is liquidity).

The $21,451.79 single premium would
come out of the couple’s $100,000; the
remainder would be used to fund a joint-
and-last-survivor annuity, providing a
monthly income of $501.92 The cash
flow after tax would be $445.76. While
in every case shown the SPIA is illiquid,
the single premium UL will have a cash
value (over $18,000 to start) that could
be accessed. The theoretical cost of this
liquidity is the difference between the
net income from the single-pay and the
periodic-pay examples.

In the case of the CD (or some of the
newer immediate annuities with liquid-
ity features), tapping the principal for
emergency use could greatly decrease
future income. Whereas with the single
premium lite example, drawing from the
cash value would decrease the ultimate
death benetit and leave the retirement
income untouched.

LIFE AND SPIA VS. CD

Two Orne Life

Lives (indef) CD
Initial Principal $100,000 $100,000 @5.45%*
Monthly Income $634.44 $746.98 $454.17
Exclusion ratio 52.54% 55.8% N/A
Income tax (@28%) (884.31) (892.45) ($127.17)
After-tax cash flow $550.13 $654.53 $327.00
Lite Insurance premium ($132.00) ($227.00) N/A
Net Cash tlow $418.13 $427.53 $327.00
Upon death of last annuitant
Proceeds payable $100,000 $100,000 $100,000
Estate tax 0 $37,000**
After-tax benetit $100,000 $100,000 $63,000

*National average five-year CD rate of 5.59% as of 2/19/97, converted to monthly equivalent

**1f the deceased’s estate is valued above $600,000, estate taxes begin at 37 percent. Depending on the
size of the total estate, the estate tax payable on the $100,000 CD could be anywhere from no tax to

$55,000.

Source: The two-life example is based on quotes from Fidelity & Guaranty Life; the one-life is based on
quotes from First Colony Life. The CD rate is from “100 Highest Yields” Bank Rate Monitor.
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Retirement & Pension Issues

Oftering an increasing benefit annuiti-
zation where the monthly payments in-
crease by 3 percent per year could be
offered to help stave off the effects of
inflation. Another idea is to tund the life
insurance with a fixed immediate annuity
and invest all or part of the rest in a
variable annuity. Both of these ideas
provide a lower initial benetit amount, but
have the potential to grow to sizable
amounts over time and more than likely
would quickly surpass the income from
the bank CD anyway.

WHAT ABOUT PERIOD CER-
TAIN? While the immediate annuities
described in this article are straight life
annuities, in reality few immediate annu-
ities are of the straight life variety (see
LIMRA’s report Annuitization: A Look at
the Income Side of Annuities, 1995). One
reason is people want to get something for
their money (i.e., if they were to die
tomorrow ), so lite annuities with a period
certain are more popular. The addition of
the certain period doesn’t decrease the
income much either. In the two-lives
example, the addition of a 10-year certain
period would decrease the monthly pay-
ment by $1.12. But, with the addition of
life insurance for the initial principal
amount, moditying the annuity to provide
a refund or income for at least a certain
time becomes less important.

Here’s another way to create an income
while preserving principal. In the splif
annuity the lump sum deposit is split into
two parts. The first is calculated so that
it, will grow, with interest, to the original
principal amount after, say, five years.
The remaining amount is used to fund a
first-year certain annuity (with no life
contingency), which provides an income
for the five years. The process can be
repeated every five years (though with
different tax treatment for the SPIA in-
come). If the annuitant dies during the
period, the beneficiary receives the
amount invested in the deferred annuity
and the remaining SPIA payments.

Insurance companies have been provid-
ing money-back guarantees with life an-
nuities with refunds or periods certain as
well as principal preservation with split
annuities. But the life insurance and an-
nuity concept can give all the money
back, not just some of it.

CONCLUSION: Last July, the
American Society of CLU & ChFC
asked American adults how they plan to
finance their retirement. Bank savings
received the most votes (42 percent)
and annuities the fewest (13 percent).
Surprisingly, life insurance (35 percent)
was third, between company pensions
(38 percent) and 401(k) plans (33 per-
cent).

While there are pros and cons, the
benefits outweigh the costs in the in-
sured annuity concept. That is, of
course, if having income that cannot be
outlived and passing principal to one’s
heirs are important objectives, and if
liquidity is not an issue.

Adapted with permission from LIMRA’s Market-
Facts, May/June 1997.

Impact of Capital
Gains Tax Reduction
on Variable Annuities

Much has been written regarding the
effect on variable annuities of the Tax-
payer Relief Act of 1997, which, among
other things, reduces the maximum
long-term capital gains tax rate trom 28
percent to 20 percent. The passage of
this act does not change the tax treat-
ment of annuities. However, some feel
that annuities are now a less viable
investment vehicle because the poten-

tial maximum tax rate of competing prod-
ucts, such as mutual funds, has been low-
ered.

Many ot the articles on this subject
believe variable annuity sales will sutfer
as a result of this tax law change. How-
ever, to paraphrase Mark Twain, the death
of the variable annuity has been greatly
exaggerated.

A recent LIMRA survey shows nearly
two thirds of variable annuity product
heads feel the lower capital gains tax will
have only a minor effect on the variable
annuity industry.

LIMRA, like many in the industry, be-
lieves the capital gains tax rate change
will not have a major effect on the annu-
ity industry. We believe annuities are a
viable product that has an appeal beyond
the tax deferral. This is evident in that
approximately 70 percent of variable an-
nuity assets reside in qualified plans.
People who invest qualified money in
annuities are receiving the tax deferral
from the qualified plan, not from the an-
nuity. Theretore, their reasons for pur-
chasing an annuity go beyond tax defer-
ral.

Also, we believe many of the analyses
comparing variable annuities and mutual
tunds are flawed.

Comparing variable annuities and mu-
tual funds is a very tricky business. First,
they are different products with difterent
teatures and uses. An annuity is designed
to be a long-term investment, while the
time horizon for a mutual fund runs from
short-term to long-term. Variable annu-
ities offer the following features not avail-
able in mutual funds:

e all money within a nonqualified

annuity grows on a tax-deferred

basis.

guaranteed death benetit

guaranteed expense charges

no front-end sales loads

tax-free transfers among subac-

counts

e the ability to provide a lifelong
income stream that can not be out-
lived

Mutual funds, on the other hand, do not
have back-end sales charges, making
them more liquid than annuities.

Even by assuming a long-term time

ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684 ¢ Jan. -Mar. 1998 9



Retirement & Pension Issues

horizon for both products, the compari-
son is still difficult because of a number
of factors. Some of these include a
person’s age and expected future in-
come, future changes in income tax rates
and capital gains rates, fees charged by
both products, rates of returns, sales
charges, internal turnover rate for mu-
tual funds, the length of time the product
is held, and, most importantly, the indi-
vidual’s goal for investing.

Specifically, it is important to con-
sider the following factors when com-
paring mutual funds and variable annu-
ities.

1. Many mutual funds have high rates

of internal turnover. Fund man-
agers are sclling assets before
they have been held 18 months.
This results in ordinary income to
the investor, which is taxed at
ordinary income tax rates and not
at the capital gains rate.

2. Many comparisons of the
two products assume that after a
certain holding period, an in-
vestor takes a full withdrawal
from the account. In actuality,
very few annuity holders fully
surrender their account (not in-
cluding people who transfer into
another annuity, which does not
trigger a taxable event). Annuity
contract holders typically hold
their annuities longer than do mutual
fund owners. On average, no-load mu-
tual fund buyers sell every two years,
and loaded mutual tund buyers sell ev-
ery four years,

3. Variable annuities do, on average,
charge higher fees than mutual funds.
However, a major point that is often
overlooked is that variable annuity ac-
counts have, at least in the past, gener-
ally outperformed their mutual fund
counterparts. Variable annuity outflows
are much more predictable than mutual
tunds, enabling fund managers to hold
fewer assets in liquid investments. It is
absolutely improper to assume an equal
rate of return for both investments.

4. It is also improper to assume that
the same amount of money would be
invested in a mutual fund as a variable
annuity. Assume a person has $50,000
to invest. If that person bought a vari-
able annuity, on average $40,000 would
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be invested in various subaccounts and
$10,000 would be invested in an ac-
count guaranteeing a fixed rate of re-
turn. Therefore, it is not accurate to
assume that the same person would
invest $50,000 into a mutual fund.
That person would more likely invest
$40,000 into a mutual fund and
$10,000 into a vehicle that offers a
tixed rate of return, such as a CD. The
returns from CDs and other fixed-rate
investments are taxed as ordinary in-

come.

5. Contrary to popular belief,
annuity buyers are not super rich.
This means that the typical buyer is

not in the highest tax bracket. And
when most people begin withdrawing
funds from an annuity, they tend to be
retired and have a lower tax rate.

6. In the past 20 years, the maxi-
mum capital gains tax rate was de-
creased from 49 percent to 28 percent,
then decreased to 20 percent. Regula-
tions were later changed so capital
gains were taxed as ordinary income
(in effect, a significant increase in the
maximum rate); then the maximum
rate was changed back to 28 percent,
and recently changed again to 20 per-
cent. During this time, ordinary in-
come tax rates have also undergone
major changes.

Will future changes in capital gains
and ordinary tax rates be more benefi-
cial for mutual funds or annuities? No
one knows the answer to this question,
but based on recent history, the one
thing we can be sure of is that rates
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will change. It is wise to consider the
current tax status when comparing annu-
ities and mutual funds. However, due to
the long-term nature of the investment,
it is also wise to realize that the tax
status will likely change.

7. Too many critics of variable annu-
ities downplay the value of the death
benefit. The death benefit is never the
main reason a person would buy a vari-
able annuity, but it does provide the
heirs protection against a downturn in
the market.

8. In comparing the products, how do
you handle the issue of sales fees?
Many mutual funds charge front-end
sales charges while annuities do
not. Is it best to compare an
annuity with a loaded or a no-
load mutual fund?

Mutual funds are an extremely
valuable and flexible investment
vehicle. They appeal to people
saving for a home, a college edu-
cation for their children, and for
people saving for retirement. An-
nuities have a much more limited
appeal—individuals saving for
retirement.

It is prudent to compare mutual
funds and annuities for the subset
of investors saving for retirement.
In comparing the two products,
there are many factors to con-
sider, with one factor being capital gains
tax rates. With all other things being
equal, the lower the capital gains tax rate
versus ordinary income tax rates, the
more the pendulum shifts towards mu-
tual funds. However, all things are not
equal between the products, making the
analysis difficult. When comparing the
products, one must ensure that the mod-
els accurately portray both products and
they they use real-life scenarios.

For more information, contact:

J. Scott Dunn, CLU
Assistant Scientist
(860)285-7751
sdunn@limra.com

Eric T. Sondergeld, ASA, CFA, MAAA
Research Actuary
(860)285-7754
esondergeld@limra.com



Smart Ways to Make Required

IRA and 401(k) Withdrawals

You've been smart and resisted the
urge to tap your 401(k) and IRA ac-
counts before the IRS requires you to do
so, allowing your money to grow tax
deferred.

But when you turn 70%, you must
begin withdrawals. To keep them low,
you can base them on the joint life
expectancy of you and your beneficiary.
However, you must choose one of
three withdrawal formulas. Notes
Ridgewood, NJ Financial planner Paul
Westbrook: “The method you choose
will make only a little difference early
on, but it’ll make a huge difference
once you or your beneficiary dies.”

The two most common methods are
known as term certain and recalcula-
tion. (You can use recalculation only
with your spouse as beneficiary.) But
you may also select a blend of the two
known as the hybrid method.

Betfore you make a decision, keep
these two points in mind:

1) You must notify your IRA custo-
dian in writing about with method
you’re selecting. It you don’t, the
custodian may choose one for you—
almost always recalculation. If neither
of you cites a preference, the IRS will
assign you the recalculation method.

2) Once a method is chosen, you're
such with it for the rest of your life.
Best advice: Make the decision yourself
so that you can be sure it suits your
long-term goals.

Here are the benefits and disadvan-
tages of each method:

Term certain. You divide your retire-
ment account balance by the joint life
expectancy of you and your beneficiary.
You must use the IRS mortality tables in
Publication 590, available free by call-
ing 800-829-3676 or on the Internet at
http://www.irs.ustreas.gov. In each sub-
sequent year, you subtract one from the
previous year’s divisor. For example,
let’s say you have an IRA worth
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$350,000, you’re 70 and your benefi-
ciary is 65. Since your joint life
expectancy is 23.1 years, you divide
$350,000 by 23.1; the answer,
$15,152, is your minimum distribution
for that year. The following year, you
divide your account balance by 221.
And so on.

Who benefits? If you feel that

because of illness or heredity either
you or your beneficiary stands a good

chance of dying sooner than the IRS
mortality table predicts, you ought to
consider term certain, says Mike
Rahn, a researcher with the R4 Re-
porter, an industry publication in Bre-
anerd, MN. That’s because the IRS
will allow the survivor to continue to
subtract one year from your joint life
expectancy divisor each year as if the
other were still alive.

Downside: What if you live longer
that the IRS predicts you will? Over
the long run, term certain forces you
to deplete more of your account than
either of the other calculation meth-
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ods. For example, if you’re 70, your
beneficiary is 65 and your tax-deferred
account totals $350,000, over 10 years
you’ll have to withdraw about $206,978
in minimum distributions, assuming the
account grows an average of 7% annu-
ally. That’s about $8,174 more than if
your were to use the recalculation
method, described below.

* Recalculation. In the first year, you

compute your withdrawal as you would
using term certain. The following
year, however, instead of subtracting
one from the divisor, you again use the
IRS mortality tables to determine your
joint life expectancy. For instance, in
Year Two, our hypothetical couple in
the previous example would have a
joint life expectancy of 22.2 years.

Who benefits? Retirees whose pri-
mary concern is withdrawing as little
as possible from their accounts. “As
long as both of you are alive, this is
clearly the best method, since you’ll
still have money in your account even
after you trun 95,” says Cincinnati
financial planner Michael Chasnott.

Downside: What if your beneficiary
dies prematurely? Let’s say you’ve
been making mandatory withdrawals
from an account that was worth
$350,000 when your were 70%. When
you’re 80, your spouse dies at 75.

Using the recalculation formula, you’ll
be forced to refigure your annual with-
drawals solely on the basis of your own
life expectancy. The next year, when
you’re 81, you’ll be forced to take out
about $45,377 under recalculation, com-
pared with $32,293 had you used term
certain.

* Hybrid. This method uses the recalcu-
lation formulation but creates an artifi-
cial age for your beneficiary based on
the IRS’ tables. Sounds complicated,
but it’s all clearly explained in Publica-
tion 590.
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Who benefits? Retirees who want to
withdraw as little as possible but would
Uso like some protection agains the pos-
sibility that their beneficiaries might die
prematurely.

Downside: Your withdrawals will be
slightly higher than under term certain
for the tirst few years. For instance, the
couple in our example would withdraw
a total of $208,640 over 10 years, vs.
$206,978 under term certain. After the
tirst decade, though, they’d begin with-
drawing less each year than with term
certain. In Year 16, for instance, they’d
take out $41,348, vs. $43,512. The rule
is, the older your beneficiary, the sooner
you begin to see this method’s benetits.

Reprinted with permission from Retire with Money,
August 1997. Time Inc. Subscriptions: 800-284-
5300, $49.96Ar.

One
Day
Delivery!
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CALL 800-872-6684
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Employer Will Be Liable for
Lost Benefits if Failure to
Provide Complete Informa-
tion Was Cause

An employer breached its fiduciary
duty to a disabled employee when the
employer’s summary plan description
(SPD) and benefits counselor provided
incomplete and misleading information
about the plan’s lump sum distribution
option. The Second Circuit sent the case
back to the district court to determine
whether the employer’s breach caused
the loss of the lump-sum option when
the employee died before her retirement
election became effective. (Estate of
Carol W. Becker v. Eastman Kodak
Company (1997, CA2) 1997 US APP
LEXIS 17937)

Retirement Dilemma. Carol W.
Becker was an Eastman Kodak Em-
ployee and a participant in the Kodak
Retirement Income Plan. In 1989, she
became eligible for early retirement un-
der the plan when she reached age 55
and had 16 years of service. The plan
had paid retirement benefits only in the
form of an annuity until Kodak amended
the plan to allow retiring employees to
elect to receive their benefits in a single
lump-sum  distribution,  effective
September 1, 1990. Kodak first an-
nounced the change in its employee
newsletter in April, 1990—just about the
time that Becker, suffering trom cancer,
took short-term disability leave. In Au-
gust, 1990 Kodak mailed individual esti-
mates of retirement benefits, both as an
annuity and as a lump sum, to all em-
ployees eligible for retirement, includ-
ing Becker.

By March, 1991, it had become appar-
ent that Becker would not be able 1o
return to work in April, 1991, when her
short-term disability benetits ended.
Becker and her daughter met with a
Kodak benefits counselor to discuss
whether Becker should retire or take
long-term disability status. The coun-
selor noted that Becker’s monthly long-
term disability benefit would be greater
than her monthly retirement benefit.
The counselor also noted that Becker’s
monthly retirement benetit would grow
it she deferred retirement, and that it
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would be appropriate to switch from
disability to retirement when her re-
tirement benefit became higher than
her disability benefit.

When Becker asked if she would
switch from disability to retirement at
any time, the counselor simply said
“Right,” without mentioning the avail-
ability of the lump-sum retirement
benefit. Thus, the counselor also
failed to point out that Becker would
forfeit her lump-sum death benefit if
she died before retirement, i.e., while
still on disability. After the meeting,
Becker elected to postpone retirement
and take long-term disability benefits,
signing a form that compared the
monthly disability and retirement ben-
efits, but didn’t mention the lump-sum
option.

In October, 1991, Becker’s condi-
tion worsened, and she asked the ben-
efits counsel for information about the
lump-sum option. The counselor told
her that the lump-sum benefit would
be about $212,620, but it would not be
payable to her (or her beneficiary) it
she died before the effective date of
her retirement. The counselor agreed

¢ ANNUITY & LIFE INSURANCE SHOPPER ¢ 800-872-6684
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to expedite Becker’s retirement so it
would become effective on November 1,
1991 (which, as the first day of the next
month, was the earliest possible date
under the retirement plan). The coun-
selor denied Becker’s request to make
her retirement effective retroactively to
October 1, 1991.

Lost Benefits. Becker died on Octo-
ber 29, 1991, before the November 1,
1991 eftective date of her retirement.
Thus, her beneficiary under the plan was
not eligible to receive her lump-sum
benefit of about $212,620. Instead,
Becker’s husband was entitled to a sur-
vivor annuity of $103 per month, a bene-
fit worth much less than the amount he
would have received if Becker’s retire-
ment had become effective before her
death.

Becker’s estate and her husband sued
Kodak in federal district court for breach
of its fiduciary duty by failing to issue a
statement of material modifications to
the SPD describing the lump-sum op-
tion, and by failing to provide Becker
with full and complete information
about her options under the plan. The
district court held that Kodak satistied
its fiduciary duty, reasoning that the
SPD, read as a whole, adequately put
participants and beneficiaries on notice
that death before retirement could re-
duce benefits, and that Kodak had noti-
fied Becker of the lump-sum option.
Kodak’s benefits counselor did not give
Becker incomplete or misleading infor-
mation about her benetit options because
the counselor was not required to pro-
vide personalized advice based on what
she knew or suspected about Becker’s
condition said the district court.

Another Chance. The Second Circuit
reversed, holding that Kodak, through
the combination of its insufficient SPD
and the incomplete explanation of retire-
ment procedures by its benetits coun-
selor, breached its fiduciary duty to pro-
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Beneficiary Designations
Require Greater Attention

vide Becker with complete and accurate
information about her retirement op-
tions. Although the SPD arguably re-
veals that retirement benefits are payable
only if the participant retires betore dy-
ing, the SPD doesn’t explicitly tell par-
ticipants what constitutes retirement, or
how to avoid the risk of losing vested
retirement benefits.

The court noted that the SPD by itself
may not have been so ambiguous and
incomplete to constitute an insutficient
SPD as a matter of law. However, the
benefits counselor exacerbated the
SPD’s lack of clarity by merely stating
that Becker was “Right” when Becker
said that she could retire at any time
under the plan. That statement could
have led Becker to mistakenly believe
that whenever she elected to retire, it
would become eftective immediately, or
retroactively to the first day of the
month. Thus, the combination of the
confusing SPD and the incomplete re-
sponse of the benetits counselor resulted
in a breach of Kodak’s tiduciary duty to
Becker.

The Second Circuit, though, didn’t or-
der Kodak to pay Becker’s death benetit.
Instead, it sent the case back to the dis-
trict court to determine whether Kodak’s
misleading communications caused
Becker to delay electing her retirement.

Observation: The Second Circuit im-
plied that the district court must award
damages to Becker’s beneficiaries it the
court finds that Kodak’s breach caused
the loss of Becker's death benetit under
the plan. Apparently, Becker’s benefi-
ciaries sued only for breach ot tiduciary
duty, and did not make a claim for bene-
fits under the plan. Thus, the district
court can not order the payment of
Becker’s death benefit unless it allows
the beneficiaries to file an amended
complaint for benetfits (subject to Ko-
dak’s possible detenses such as exhaus-
tion of plan remedies and the statute of
limitations).

Reprinted from Pension and Benefits Week, August 4,
1997, with permission of the publisher, Research Institute
of America Group. Subscriptions: 800-421-9025, 3250.
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Several weeks ago, the author had a
telephone conversation with an officer
of a company which provides informa-
tion and other services to IRA holders.
The answer was actually startling; the
number one question was:

“If a beneficiary designated by the
IRA owner dies prior to the distribution
of the entire IRA to that beneficiary,
who is entitled to the balance of the
IRA?”?

This question was not asked only by
IRA holders, themselves, but also by
practitioners representing IRA owners.

The answer to the question is obvi-
ous! What does the document provide?

This number one question was so
startling because it is a question that
should never have to be asked. For
practitioners who routinely draft wills
and trusts, it would be exceedingly rare
to prepare a document which would not
clearly identify the beneficiaries at any
given time? Probably, never. Yet, this
question continually arises tor IRAs.

The purpose of this article is to dis-
cuss the fundamental concepts and pro-
visions that should be used in naming
beneficiaries for IRAs to avoid uncer-
tainty about “who is entitled to what”
from IRAs. Call it “IRA Beneficiary
Designation 101”.

To the author, there are three basic
issues involved in naming the benefi-
ciaries of an IRA, as follows:

(1) Identitying the beneficiary(ies) who
is(are) entitled to receive the balance of
the IRA at the participants death (the
“primary beneficiary”);

(2) Identitying the contingent beneti-
ciary(ies) who is(are) entitled to re-
ceive the balance (if any) in the IRA;
(a) at the death of the primary benefi-
ciary, or (b) at the death of a contingent
beneficiary.

(3) The determination of the annual
minimum required distribution to any
beneficiary under Code Sec. 401(a)(9).

Issue (1) usually does not present a
problem. The IRA owner identifies the

beneficiary of the proceeds at the
owner’s death. However, what the IRA
owner may not realize is that naming a
primary beneficiary will, in accordance
with the usual printed IRA form, give
that primary beneficiary the right to
take distributions of any part or all of
the IRA during that beneficiary’s life-
time. This is simply because most IRA
forms give the beneficiary the same
power to make distributions as the IRA
owner had during his or her lifetime.
The author believes, but admittedly can
not know, that many IRA owners are
not aware of that provision in the IRA
which gives the beneficiary the right to
take any part or all of the IRA. Of
course, there are many instances where
the IRA owner clearly wants to give the
primary beneficiary, usually the surviv-
ing spouse, the right to take all of the
IRA. In fact, there are many Private
Letter Rulings which specifically deal
with the issue of giving the surviving
spouse the right to make a “spousal
rollover”.

The ability of a surviving spouse to
make a spousal rollover may be appro-
priate where the children ot the IRA
owner are also the children of the sur-
viving spouse. In a harmonious tamily
relationship, this would not present a
problem to most IRA owners and, there-
fore, the right of the surviving spouse to
elect the spousal rollover would not
seem to prejudice the children.

However, take the case of the IRA
owner who has children from a prior
marriage and is currently married to a
spouse who has his or her own children.
In this situation, it would be most usual
for the IRA owner to want to have the
balance of the IRA at the surviving
spouse’s death be payable to his or her
own children, not to the stepchildren.
Yet, the typical printed IRA beneficiary
designation form may thwart this very
normal desire on the part of the IRA
owner. This situation arose in Bank
One, Milwaukee, N.A. v. Fueger.2 The
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decedent, Emil, had two children from a
previous marriage. He opened an IRA
account with Bank One naming his cur-
rent wife (who had three children) as the
beneticiary and his two children as con-
tingent beneficiaries for any remainder
amount. Emil died in 1987 at age 73.
The surviving wife, Gisele, “continued”
to receive monthly payments ot $750
from the IRA account. In 1993—six
years after Emil’s death—Gisele with-
drew the balance of $63,000 tfrom the
IRA and deposited that amount on the
same day to establish an IRA in her own
name. When Gisele opened up “her
own” IRA, she named her own children
as beneficiaries. When Gisele died a
year later, the bal-
ance of the IRA was
approximately
$56,000.

What next hap-
pened was pre-
dictable. The dece-
dent’s children both
claimed the pro-
ceeds. Emil’s chil-
dren argued that his
will and a marital
property agreement
evidenced his intent
for his children to
receive the IRA balance. According to
the opinion, the IRA “adoption agree-
ment” signed by Emil “clearly permitted
Gisele to treat the IRA as her own and
name her own beneficiaries.” Emil’s
will gave Gisele “all of the benetits from
an individual retirement account adop-
tion agreement.” The opinion further
stated that both the tederal tax law and
the adoption agreement “provide that a
spouse beneficiary may treat a deceased
spouse’s IRA account as her own.” The
trial court held, and appeals court con-
firmed, that Gisele’s children, not the
decedent’s children, were entitled to the
balance of the IRA.

The opinion does not discuss the fam-
ily relationship between Emil and his
stepchildren. However, it would be
quite an unusual situation for a parent to
prefer stepchildren over his or her own
children. Yet, this is precisely the result
in Bank One.

The lesson of Bank One, whether the
decision was or was not correct,’ is that
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IRA beneficiary forms must be clearly
understood by the IRA owner. If the
printed IRA beneticiary form does not
comport with the owner’s desires, then
the form has to be changed.

An alternative, which the author has
used, is for a contract to be entered
into between the IRA owner and his or
her beneficiary (spouse or otherwise)
which will restrict either or both of
them with respect to the distribution of
the IRA proceeds. Such an agreement
would be enforceable by reason of the
law of contracts and would, by its
terms, explicitly control the distribu-
tion notwithstanding the content of the
IRA. Such an agreement may not be

binding upon the IRA sponsor, but
would, nonetheless, compel the bene-
ficiary to comply with its terms. For
example, in the Bank One case, there
could have been a contract between
Emil and Gisele that the proceeds of
the IRA at her death would go only to
Emil’s children, not to her children,
even if she did validly elect a spousal
rollover. But it the surviving spouse,
under the terms of the IRA, had the
right to demand distribution of all of
the IRA during his or her lifetime,
then an agreement restricted to the
distribution of the proceeds at death
might be worthless for the intended
purpose. What is needed is a contract
which would also restrict the surviving
spouse’s right to withdraw to some
ascertainable standard, even though
the IRA, itselt, does not have that
restriction. The legal principles relat-
ing to an enforceable contract to make
a will should be compelling authority
for a contract controlling the disposi-

tion of IRA proceeds as between adverse
claimants.

A recurring problem arises when (a)
the IRA owner has executed a benefi-
ciary designation which named his or
her current spouse as the beneficiary, (b)
there is a divorce, and (c) the IRA owner
had not changed the pre-divorce beneti-
ciary designation. Who is entitled to the
proceeds? There has been extensive
litigation involving this type of situa-
tion.* It is not the purpose of this article
to examine that line of cases, but to
suggest a drafting solution which could
eliminate the problem of the participant
who forgets to change the prior benefi-
ciary designation.” This problem could
be averted if the IRA bene-
ficiary designation exe-
cuted by the IRA owner
contained a provision
which explicitly stated
that the then beneficiary
designation either shall, or
shall not, continue to be
valid if the participant and
the then spouse are di-
vorced. This type of a
provision, similar to a
prenuptial  agreement,’
may be distastetul to the
parties; but, it would go a
long way in eliminating extensive and
expensive litigation when the participant
tails to make a change in the IRA bene-
ficiary designation following a divorce.

The author has also been told that one
of the principal problems regarding the
beneticiary designation arises when
there is more than one primary benefi-
ciary and one of the primary beneficia-
ries predeceases the other when there is
still a balance in the IRA. The typical
printed form of an IRA beneficiary des-
ignation that the author has seen pro-
vides that the balance at the IRA
owner’s death is distributable to the pri-
mary beneficiaries equally or entirely to
the survivor. When Beneficiary “A”
dies, is Beneficiary “B” entitled to the
entire balance? Such a “survivor takes
all” provision is probably just what the
participant-decedent did not want in the
common situation where the participant
has, tor example, named his two chii-
dren as equal primary beneficiaries and
both of his children have children. As
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estate planning practitioners well know,
the usual provision calls for a “per stir-
pes” distribution, i.e., the children of the
deceased beneficiary would take the par-
ent’s share, so that the survivor of the
decedent’s children would not be enti-
tled to the entire amount. A per stirpes
provision is in virtually all testamentary
documents, where the participant wants
the grandchildren to take the deceased
child’s share. Practitioners must provide
for the same result in the IRA benefi-
ciary designation when the IRA printed
form, itself, does not so provide.’

Issue (2) above, the author has been
informed, is more troublesome than is-
sue (1). What happens at the death of
the contingent beneficiary? This issue
apparently arises simply because the
printed IRA beneficiary designation
form usually does not provide for the
disposition of the IRA balance upon the
death of a contingent beneficiary. Let’s
take a very typical situation to illustrate
the problem. The IRA owner named the
surviving spouse, John, as the primary
beneficiary; John has now died. The
named contingent beneficiary was the
participant’s son, Harry, who died when
the balance in the IRA was $100,000.
Typically, and unfortunately, the benefi-
ciary designation form provided with the
IRA did not go beyond the naming of the
one contingent beneficiary. Who is enti-
tled to the $100,000 balance?

Let us add another common fact. In
virtually all printed IRA forms, a benefi-
ciary has the same right to withdraw any
amount at any time, i.e., there is an inter
vivos general power of appointment.®
However, these printed IRA forms typi-
cally do not give the contingent benefi-
ciary a right to dispose of the balance at
his or her death, Le., there is no testa-
mentary power of appointment. Does
the existence of an inter vivos general
power of appointment, by implication,
create a testamentary power of appoint-
ment, so that the contingent beneficiary
could name the beneficiary for the bal-
ance of the IRA?

These may be interesting questions,
but questions which should never arise if
the IRA beneficiary designation has
been properly prepared. The beneticiary
designation for the IRA must explicitly
provide for the ultimate disposition of
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the decedent’s entire IRA account to
an identifiable beneficiary. This will
normally not be a problem for the
disposition of the decedent’s other as-
sets; it will be a rare will or trust
which would not ultimately provide
“who gets what and when.” Why is it,
then, the number one question regard-
ing IRAs?

This question arises, in the author’s
opinion, principally because many of
the printed IRA beneficiary designa-
tion forms do not provide enough
space to spell out what is to happen
under various contingencies, or be-
cause the forms do not provide for
sequential contingent beneficiaries.
Too many clients and practitioners
slavishly follow the form, perhaps be-
cause the clients do not want to pay
for the practitioner’s time and effort in
changing a “free” printed form.

There are two ways of curing this
problem. The method preferred by the
author is to insert the words “See
Beneficiary Designation Attached” in
the usual limited space provided nam-
ing beneficiaries on the printed beneti-
ciary designation form provided by the
IRA sponsor. That attached benefi-
ciary designation would provide the
same type of distribution planning as
the client’s other testamentary docu-
ments provide, such as per stirpes dis-
tributions, cross-remainders and spe-
cial powers of appointment held by
the beneficiaries, whatever the client
wants.”

A second method would be to name
an existing trust as the beneficiary on
the printed IRA beneficiary designa-
tion form. The issue involved in the
use of an “outside” trust as the benefi-
ciary of the IRA proceeds constitute a
separate topic beyond the scope of this
article. At the very least, a well-
prepared trust will eliminate the ques-
tion of “who gets what and when.”

Issue (3) involves the mandatory
maximum distribution period. Proper
planning for IRA distributions neces-
sarily involves two separate, but re-
lated, considerations, Le., identifying
the beneficiaries and obtaining the op-
timum distribution period for different
beneficiaries. It is reasonable to as-
sume that virtually all readers of this
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article are familiar with the basic mini-
mum required distribution rules for IRAs
in Prop Reg § 1.40(a)(9)-1 and -2. For
the purposes of this article, it is only
important to point out that there is noth-
ing in Code Sec. 401(a)(9), or under the
Proposed Regulations, which limits the
persons or entities which can be named
as beneficiaries. The named beneficia-
ries will only affect the distribution pe-
riod; and there is a way for both identi-
fying the client’s desired beneficiaries
and providing for the annual minimum
required distribution period for each
beneficiary or group of beneficiaries. '

The author recognizes that his con-
cepts of “customizing” IRAs may not be
suitable or practicable for all clients,
particularly when modest amounts are
involved. But at the very least, every
client is entitled to an IRA beneficiary
designation which will clearly identify
“who gets what and when.” The litiga-
tion in Bank One involved “only”
$56,000. It is the responsibility of the
practitioner to eliminate the “most
asked” question about IRAs,

ENDpNOTES

'See article on spousal rollovers by author, Pen-
sion & Benefits Week, 8/26/96.

*201 Wis.2d 216,549 N.w.2d 742, 1996 Misc.
App. LEXIS 358 (Ct. App. 1996).

*The opinion relies on Reg § 1.408-
2(b)(7)(i)(1980). Prop Reg § 1.408-8 Q&A-4(a)
provides that the 1980 Regulation applies if the
decedent died before January 1, 1984. However,
both the 1980 Prop Reg § 1.408-8 Q&A-4(a) pro-
vide that the “election” of a surviving spouse to
treat an IRA as her “own” will be considered to
have been made if “any required amounts...have
not been distributed within the time period applica-
ble to the decedent under section 401(a)(9yB).”
(emphasis added) In Bank One, Giscle continued to
receive the same $750 per month as Emil had been
receiving. Accordingly, it seems to the author that
Gisele did nor make her election in accordance with
the Regulations, because of the continuation of the
distribution of the same amounts to her previously
made to Emil. A six-year hiatus between Emil’s
death and Gisele’s rollover to her “own” IRA seems
to violate the Regulations.

4See, €.g., cases and discussion at IRA Pension
and Benefits Experts at 951,407 and 9 114,181.5.
The cases cited involve the issue of determining the
proper beneficiary from retirement plans, IRAs,
qualified domestic relations orders (“QDRO”) and
welfare benefit plans. See, also McCarty v. State
Bank of Fredonia, 14 Kan., App.2d 552, 795 P.2d
940, 1990 Kan. App. LEXIS 516, (effect of IRA
beneficiary designation); Shelstead v. Shelstead, 58
Cal. Rptr.2d 522, 1996 Cal. App. LEXIS 1083 (Ct.
App.) review granted Feb. 26, 1997, 61 Cal
Rptr.2d 809, 932 P.2d 756 (Sup. Ct) (QDRO is-
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sue).

‘of course, there can be a situation where the
IRA owner might not want to change a pre-divorce
beneficiary designation. See, National Automobile
Associates Retirement v. Arbeitman, 89 F.3d 496
(8th Cir. 1996).

®There is no ERISA involvement, in any event,
because IRAs are not subject to ERISA, except
under rare circumstances. See Labor Reg §
2510.3-2(d).

"House Counsel for a large mutual fund com-
pany recently told the author that the company’s
“new” printed IRA beneficiary designation form
will provide a “per stirpes” distribution option,
among other things, designed to make the IRA
more “user friendly” for estate planning purposes.

A general power of appointment may not be
desirable for tax purposes. See discussion of this
issue in the author’s prior article on customizing
IR As, Pension & Benefits week, 5/27/97.

*The author prefers customizing an IRA which
goes beyond just identifying the beneficiaries. At
the least, every beneficiary designation must deal
with the normal estate planning provisions. See
article cited in note 8.

"See anthor’s article on the use of “separate
accounts” in Pension & Benefits Week, 12/23/96.

Reprinted with permission from Pension and Bene-
fits Week, August 25, 1997 issue, Mervin M. Wilf,
an attorney with offices in Philadelphia and Cam-
bridge.

Corporate Cash
Flow Growth Slowing

Richard F. Maloney, editor of 4AIC
Investment Bulletin, analyzes the ef-
fect of slowing corporate cash tlow on
the market.

“The accompanying chart shows the
trend of corporate cash flow (aftertax
earnings plus depreciation and amorti-
zation) since mid-1977 and the percent
change from a year earlier. The later
curve rises above and drops below the
0% change line. Since late 1991, cor-
porate cash flows rose at an average
annual rate of slightly less than 6%.
The most recent increases have been in

in Bitlions

the 4%-10-5% range.

The significant lower rate of corporate
cash flow growth should give pause to
market observers. It a recession devel-
ops, corporate cash tlows could be
impacted to the downside. Any slow-
ing in the growth in cash flows and
earning, at rates much less than those
currently being recorded, could do psy-
chological damage to already nervous
investors. Equity prices would follow,
if not lead, the downturn.”

Reprinted from AIC Investment Bulletin (8/18), Richard
F. Maloney, Ed., 440 South Street, Pittsfield, MA
01201;413-499-1111. 1 year, 24 issues, $75. IDD Plan:
1 year, $60; sample issue free.
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Signs of Déja Vu

If you want evidence that the econ-
omy will continue to grow at a robust
pace, look no further than the most
widely watched forecasting tool
around, the Index of Leading Eco-
nomic Indicators (LEI).

Compiled by the Conference Board,
this venerable indicator consists of 10
components ranging from consumer
expectations to money supply to stock
prices. When LEI is rising, it usually
means strong economic growth ahead.
In the current economic cycle the LEI
is not only rising, it’s rising at the
fastest rate in more than a decade.

By itself, strong projected growth is
a good thing, but in the current eco-
nomic environment it could be too
much of a good thing. In post-war
history there are very few cases in

which such a strong LEI number came
in the context of strong ongoing eco-
nomic growth.

Typically, when LEI is as strong as
it is now, it’s in the aftermath of a
severe recession, when a strong eco-
nomic rebound is ahead. The last time
this kind ot a reading occurred—dur-
ing an ongoing economic expansion—
was in the early 1970s. That’s not a
happy precedent: The early 1970s gave
way to the highly inflationary late
1970s and the early 1980s.

We’re not predicting an exact re-
peat. But with growth so certain and
the economy’s capacity ever more
strained. we’re sticking happily with
all our inflation hedges.

Reprinted with permission from Personal Fi-
nance, June 11, 1997. KCI Communications, Inc.
Subscriptions: 800-832-2330, $99/4r.
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rerminal Funding Annuities

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

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

United States Annuities can help
a plan sponsor or consultant ob-
tain the best SPGAs for his termi-
nating or ongoing plan. We repre-
sent more than 25 carriers in this
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market—companies with the
highest “AAA” and “A+” rat-
ings. Our knowledge of the
special underwriting considera-
tions that are of particular
importance to the insurance
companies allows us to make
sure that your plan is not re-
jected simply because no one
was available to answer ques-
tions of a routine or, sometimes,
technical nature. Our ability to
effectively manage the flow of
critical information helps you
obtain the best contract avail-
able to fit the needs of your plan.

We work directly with those
major insurance companies our
research has determined to be
competitive in these markets.
While our efforts are directed at
providing annuities at the lowest
cost, consideration is also given
to the quality of services and
financial strength the insurance
company offers. We also pro-
vide you with the means of
maintaining continual contact
with your insurance company
representatives from the time
quotes are presented to you
through the follow-up period af-
ter the final contract and all
certificates have been delivered.
If you have special needs on
how the contract is to be ser-
viced after the takeover, we will
negotiate with the insurers to
cover these requirements and,
depending on their nature, to
make certain than no additional
costs are imposed. When solic-
iting SPGAs on your behalf, you
can have us attend to some or all
of the following steps. You
dictate our level of involvement.

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

SETTING OBJECTIVES AND
PROTECTING PLAN ASSETS

In consultation with the Plan
sponsor and/or enrolled actuary,
objectives are set for the cost of
the annuities, contract provisions,
liquidity of the funds, and pro-
posed purchase and takeover
dates. Market values of assets
available for transfer to the insur-
ance company are determined to
insure that they are sufficient to
cover the estimated cost of annu-
ities. A bond portfolio hedging
strategy may be employed to pro-
tect the assets until the final distri-
bution is made. (During periods
of declining interest rates, the
present value or cost of annuities
generally increases. In the ab-
sence of a defensive investment
strategy, significant erosion of as-
sets may occur.)

PREPARING THE BID
SPECIFICATIONS AND
DATA LISTINGS

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



preparing these documents, you
may contract with us to (a) assist
with the creation of the census
data files, (b) review the Plan
Document to suggest which provi-
sions should be included, and (©)
negotiate the level of assistance
provided by the insurance com-
pany to bring about a timely dis-
tribution of benefit payments, an-
nuity 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 inter-
ested carriers begin their under-
writing process, we reduce your
burden of having to answer redun-
dant 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 in-
surers 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 de-
scribing the plan provisions and
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benefits they have agreed to
cover. These proposals are care-
fully reviewed by the plan actu-
ary and any revisions to the
specs or other considerations
that could influence the
decision-making process are ad-
dressed.

ANNUITY PURCHASE /
WIRE TRANSFER /
DECISION DAY

On the day the final quotes are
due, we may move to the offices
of the decision maker to coor-
dinate the final bidding process.
The insurance companies are in-
structed to submit their bids be-
fore noon of that day. The
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 fa-
vorable 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 transac-
tion to assure the proper deliv-
ery of funds to the carrier, with
timely confirmation back to re-
spective parties.
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TAKEOVER PROCEDURE/
CONTRACT ISSUANCE

In virtually all groups that in-
volve a substantial number of par-
ticipants, minor corrections to the
census and/or benefit amounts
may occur after an agreement to
purchase the annuities has been
reached. These changes are au-
dited to assure that all attendant
premium adjustments are priced
on the same rate basis as the origi-
nal quote. We review the Master
Group Contract, checking it
against the bidding and proposal
letter specifications, citing any ap-
plication changes and forwarding
them to the plan sponsor or actu-
ary for review. We may also
assist the plan sponsor in verify-
ing the correctness of the individ-
ual annuity certificates once is-
sued.

HOW TO OBTAIN GROUP
ANNUITY QUOTES

USA’s combination of special-
ized marketing expertise and
annuity-tracking database makes
us your best source for group an-
nuity products. Simply mail or
fax (908-521-5113) the plan spec-
ifications and census data and
we’ll prepare documents for quot-
ing by the carriers. We can pro-
vide this service on either a com-
mission or fee basis. Simply call
our toll-free number 1-800-872-
6684 and we’ll discuss details
with you. We invite your in-
quiries.

e ¢ @ o



he annuity income rates

in Tables 1 and 2 illus-

trate the amount of
monthly immediate annuity income
purchased for every $1,000 of pre-
mium. These calculations assume the
tirst check is paid one month after the
date of deposit and include all fees and
commissions except state premium
taxes, if applicable.

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

In addition to properly identifying
the tax status of an annuity deposit to
determine the income level, the annui-
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tant’s age and gender and the type of
coverage selected, also known as
the “form” of annuity, directly af-
fects the payout. Age and sex pre-
dict life expectancy and ultimately
the insurance company’s cost to
provide its guarantees. Younger
female annuitants with longer life
expectancies should expect to re-
ceive less annuity income from their
premium dollars than will older
male annuitants, especially when in-
surance companies employ sex-
distinct rates. Obviously, the num-
ber of possible age, sex, and form
combinations are too many to pre-
sent in this kind of format. So
we’ve illustrated immediate annuity
income at the most common age
intervals: 60, 65, 70, and 75, for
males and females, for certain
“forms” of annuity described below.
You may also call us toll-free, at
1-800-872-6684, to receive a calcu-
lation for an annuity not shown.

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

The column 10 Yr. (‘CL’) Cer-
tain and Life Unisex 60 reports
unisex purchase rates for a 60 year

old person in the form of a 10 Years
Certain & Life annuity. A 10 Yr CL
annuity is a life annuity with payments
guaranteed for at least ten years re-
gardless of whether the annuitant sur-
vives over that period. If he/she does
not survive, the remainder of the 10-
year payments is made to a benefi-
ciary. It the annuitant does survive
beyond the 10-year guarantee period,
payments will continue for the dura-
tion of his/her lifetime and then cease.
The column titled 10 Yr. CL Unisex
70 reports the same kind of unisex
purchase rates, but for an individual
70 years old.

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

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

ANNUITY & LIFE INSURANCE SHOPPER + 800-872-6684 o
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Table 1a. Tax-Qualified Monies (Ages 60 and 65)

Reporting Issue Male 60 Female 60  Unisex 60| Male 65 Female 65 Unisex 65
Companies Ages Life Life Life Life Life Lite
American Heritage 0-85 $6.54 $6.66 | $7.94 §7.16  $7.32
Columbia Universal 0-85 $6.10 $7.58 $6.77 -
Commercial Union LIC 0-85 $£6.28 $7.54 $6.83 $£7.16
Golden Rule 0-80 $£6.02 $7.11 $6.57 -
Jefferson Pilot LIC 15-85 $6.03 $7.24 $6.53 -
Keyport Life 0-90 $7.52 $7.52 $7.52
Lincoln Benefit Life Co. 1-99 £7.20 $6.58 $6.70
London Pacific 45-85 $7.72 $7.04 -
Manufacturers LIC 0-100 $7.14 $6.04 $6.64
National Guardian LIC 20-90 $£7.99 $7.05 $£7.52
Ohio National 0-85 $7.44 $6.62 $6.70
Penn Ins. & Annuity Co. 0-85 $8.30 $7.09 $7.70
Penn Mutual 0-85 $8.30 §7.09 $7.70
Presidential LIC 0-85 $£7.97 £7.38 $7.38
Principal Mutual LIC 0-85 $7.35 $6.55 $6.87
Provident Mutual 0-85 £§7.71 $6.98 na
Prudential Ins. Co./America 0-89 $735 $6.58 $6.94
SAFECO LIC 55-80 - - $ 6.64
Security Benetit LIC 0-100 $£7.20 $6.47 $6.47
Security Mutual/NY 20-80 $8.30 $7.05 -
Southwestern Life 18-90 - - $5.94 - - $6.55
Standard Insurance 0-80 $6.77 $6.22 $6.35 $7.51 $£6.76 $6.93
Trustmark Ins. Co. 0-70 $6.81 $6.23 - $7.63 $6.85 -
United Life & Annuity na $6.61 $£6.04 - §7.42 $6.66 -
USAA Life Insurance Co.  1-100 5§ 6.69 $618  $664 | $7.56  $683  $745
USG Annuity & Life 35-85 $7.07 $6.39 $6.39 §7.96 $ 7.04 $7.04
WM Life Insur. Co. 0-95 $6.92 $6.29 $6.80 $7.80 $6.95 $7.63
Western National LIC 0-100 $6.72 $6.17 - $7.48 $6.75

Figures represent monthly income per $1000 assuming $100,000 deposit. Survey period: Oct. 20, 1997 thru Nov. 7, 1997
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Table 1b. Tax-Qualified Monies (Ages 70 and 75)

Reporting Issue Male 70 Female 70 Unisex 70 Male 75 Female 75 Unisex 75
Companies Ages Life Life Life Life Life Life
American Heritage 0-85 $9.10 $8.05 $8.27 $10.74 $9.39 $9.67
Columbia Universal 0-85 $38.81 $£7.73 - ! $10.55 $£9.17 -
Commercial Union LIC 0-85 $8.58 $7.63 $8.05 ‘ $10.06 $8.84 $9.36
Golden Rule 0-80 $8.09 $£7.37 - $9.48 $8.57 -
Jetferson Pilot LIC 15-85 §£8.24 $7.24 - ( $9.64 $8.36 -
Keyport Life 0-90 5 8.45 §8.45 5 8.45 $976  $976  $9.76
Lincoln Benefit 1-99 $8.14 $7.31 $7.47 $£9.49 £ 8.41 $8.62
London Pacific 45-85 $8.63 $7.69 - $9.94 $8.73 -
Manufacturers LIC 0-100 $8.32 £6.96 $7.62 $9.93 $8.16 $9.02
National Guardian LIC 20-90 $£9.31 $8.02 $ 8.67 $11.15 $£9.51 $10.33
Ohio National 0-85 $8.63 $7.52 $7.63 $10.30 $8.88 $£9.02
Penn Ins. & Annuity 0-85 $9.63 $8.01 $8.82 $11.52 $£9.33 $10.42
Penn Mutual 0-85 $9.63 $ 8.01 $8.82 $11.52 $9.33 $10.42
Presidential LIC 0-85 $8.99 $£8.19 §£8.19 $10.47 $9.40 $9.40
Principal Mutual LIC 0-85 $8.30 $7.26 $7.24 $9.68 $8.34 $ 8.88
Provident Mutual 0-85 $8.63 $7.711 - $9.77 $ 8.63 -
Prudential Ins. Co./America 0-89 $8.47 $7.41 $7.89 $10.07 $8.70 $9.29
SAFECO LIC 55-80 - - §7.41 - - $8.56
Security Benefit LIC 0-100 $£8.23 $7.24 $7.24 $9.68 $ 8.41 $8.41
Security Mutual/NY 20-80 $9.76 §8.16 - $11.74 $9.77 -
Southwestern Life 18-90 - - $7.42 - - $A8.7O
Standard Insurance 0-80 $ 8.56 $£7.53 $7.76 §9.85 $8.53 $8.82
Trustmark Ins. Co. 0-70 $8.79 $7.75 - $10.43 $9.09 -
United Life & Annuity na $8.57 $7.54 - $10.17 $8.87 -
IJSAA Life Insurance Co. 1-100 $8.85 $7.80 $8.63 $10.83 $9.33 $10.44
USG Annuity & Life 35-85 $9.16 $7.93 $7.93 $10.73 $9.22 $£9.22
WM Life Insur. Co. 0-95 $9.05 $7.91 $8.82 $10.83 $£9.37 $10.53
Western National LIC 0-100 $8.57 $7.59 - $10.10 $8.84 -

Figures represent monthly income per $1,000, assuming $100,000 deposit. Survey period: Oct. 20, 1997 thru Nov. 7,1997
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Immediate "Life Only" Annuities

Median Monthly Straight Life Income per $1,000 Premium for a Male Age 65
$10.00 $10.00

000 M s6.00
$8.00 W $8.00

$7.00 $7.00
$6.00 $6.00
$5.00 $5.00

3/88 11/188 7/89 3/90 11/90 7/91 3/92 2/93 2/94 295 2196 2097 2/98

30 Year Treasury Bonds

10.00% 10.00%
QIOO%M 9.00%
8.00% r]? 8.00%
7.00% W 17.00%
6.00% p\i . ; 6.00%

5.00%

5.00%

3/88 11/88 7/89 3/90 11/90 7/91 3/92 2093 2/94 2095 2/96 2/97 2/98

Deferred Annuities

Median First Year Rate (Excluding Bonus) for Single PremiumContracts

10.00% 10.00%
9.00% M 9.00%
8.00% 8.00%
7.00% \‘:«\ A 7.00%
6.00% ‘Wﬂz \«W 6.00%

5.00%

5.00%

388 1188 7/89 3/90 11/90 7/91 3/92 293 2194 295  0/06 297 298
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Table 1c. Tax-Qualified Monies (Miscellaneous Forms)

Reporting Issue 10Yr CL 10Yr CL SYrPC 10Yr PC Mb65 F60 M65F60
Companies Ages Unisex 60  Unisex 70 No Life No Life J&S 50% J&S 100%
TAmerican Heritage 0-85 $6.54 $7.80 $19.25 $11.02 $6.15 $£6.93
Columbia Universal 0-85 - - $18.89 $10.62 $6.52 $57
Commercial Union LIC 0-85 $6.38 $7.51 $17.50 $10.14 $6.63 $592
Golden Rule 0-80 - - - $10.34 - $5.66
Jetferson Pilot LIC 15-85 - - $18.37 $10.49 $6.27 $5.53
Keyport Life 0-90 $6.74 $7.92 $18.38 $10.67 - $6.23
Lincoln Benefit 1-99 $6.08 $7.12 $17.84 $10.50 $6.38 $5.73
London Pacitic 45-85 - - $18.47 $10.41 - -
Manutacturers LIC 0-100 $5.70 $7.08 $17.56 $9.95 §£5.95 §5.16
National Guardian LIC 20-90 $6.50 $7.82 na na na $5.95
Ohio National 0-85 $5.93 $£7.20 $18.12 $10.38 $6.34 $£5.52
Penn Ins. & Annuity Co. 0-85 $6.73 $ 8.06 $18.36 $10.63 $7.12 $6.18
Penn Mutual 0-85 $6.73 $ 8.06 $18.36 $10.63 $7.12 $6.18
Presidential LIC 0-85 $£6.71 $7.80 $18.55 $10.83 $7.12 $6.43
Principal Mutual LIC 0-85 $6.20 $7.67 $18.54 $10.46 $6.51 $5.80
Provident Mutual 0-85 - - $17.87 $10.30 - -
Prudential Ins. Co/America  0-89 $6.14 $731 $17.72 $10.13 $ 6.63 §5.68
SAFECO LIC 55-80 $6.02 $6.47 - - - -
Security Benetit LIC 0-100 $5.88 $6.96 $18.20 $10.31 $£6.32 $5.63
Security Mutual/NY 20-80 - - - - $6.92 $5.94
Southwestern LIC 18-90 $5.83 $6.99 $18.27 $10.14 $5.94 $5.44
Standard Insurance 0-80 $6.24 $7.36 $17.79 $10.36 $6.60 $6.15
Trustmark Insur. Co. 0-70 - - - - - -
United Life & Annuity na - - $16.96 $10.62 - -
USAA Lite Insurance Co. 1-100 $6.49 §7.98 $14.99 $8.48 - $5.63
USG Annuity & Life 35-85 $6.27 $7.43 $18.49 $10.66 $7.09 $5.97
WM Life Insur. Co. 0-95 $6.58 $7.96 $18.38 $10.47 $6.71 $5.89
Western National LIC 0-100 - - $18.56 $10.42 $6.54 £5.80

Figures represent monthly income per $1,000, assuming $100,000 deposit. Survey period: Oct. 20, 1997 thru Nov. 7, 1997
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Getting a Handle on
Life Expectancy

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

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

A Moving target

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

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

For example, the life expectancy
at birth for males born in 1931 was
59. Those who lived to age 30
then had a life expectancy of 67.
At 65, those remaining can no an-
ticipate living not two but 12 more
years to age 77. And once they

reach 70, their life expectancy in-
creases to 79.

Life Expectancy Tables

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

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

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

The UP-94 table pro-
jects that men age 55
will live to age 80 and
women to 842, And
someone who is 80,
according to the table,
can look forward to
another eight to ten
years of life.

Best Bet: Plan for
Your 90s

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

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

Reprinted with permission from Kiplinger’s
Retirement Report, October 1996. The Kiplinger
Washington Editors, Inc. Subscriptions: 800-
544-0155, $59.95/r for 12 monthly issues
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Life Expectancy Tables

The following two actuarial tables are  if the contract includes a post-June 30,  tirement plans, and for determining the
used for calculating the taxes on annu- 1986 investment. Table V is also cur- life expectancy of a beneficiary receiv-
ity payments from qualified plans and rently used to compute life ex- ing a life income of death proceeds of
tax sheltered annuities. The gender-  pectancy for purposes of the minimum  life insurance. For these purposes,
based Table I is used if the contract  distribution requirements applicable  Table V is used without regard to the
does not include a post-June 30, 1986  to individual retirement plans, tax-  effective date of the contract.
investment. The unisex Table Visused  sheltered annuities, and qualified re-
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 Unisex Years  Unisex Years
| 70.7 56 ...
12 . 69.7 57 .
13 ... 68.8 S8 ..
14 ... 67.8 59 ...
15 ... 66.8 60 ...
16 ... 65.8 61 ...
17 .. 64.8 62 ...
18 ... 63.9 63 ...
19 ... 62.9 64 ...
20 ... 61.9 65 ...
21 60.9 66 ...
22 59.9 67 ...
23 L. 59.0 68 ...
24 L. 58.0 69 ...
25 57.0 70 ...
26 56.0 71 .
27 55.1 72
28 ... 54.1 73
29 . 53.1 74 L.
30 ... 522 75
31 L 51.2 76 ...
32 L. 50.2 77 .
33 ... 49.3 78 ...
34 48.3 79 ...
35 . 473 80 ...
36 ... 46.4 81 ...
37 . 45.4 82 ...
38 ... 444 83 ...
39 L. 43.5 84 ...
40 ... 42.5 85 ...
41 ... 41.5 86 ...
42 .. 40.6 87 ...
43 .. 39.6 88 ...
4 . 38.7 g8 ...
45 ... 37.7 90 ... .
46 ... 36.8 91 ... 4.7
47 ... 35.9 92 ... 4.4
48 ... 34.9 93 ... 4.1
49 ... 34.0 9 ... 3.9
50 ... 33.1 95 ... 3.7
51 322 9% ... 3.4
52 .. 313 97 ... 3.2
53 ... 30.4 98 ... 3.0
54 L. 29.5 99 ... 28
S5 28.6 100 27
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Table 2a. Non-Qualified Monies (Ages 60 and 65)

Reporting Issue Male 60 Female 60 Unisex 60| Male 65 Female 65 Unisex 65
Companies Ages Life Life Life Life Life Life
American Heritage 0-85 $7.13 $6.54 $ 6.66 $7.94 $7.16 $7.32
Columbia Universal 0-85 $6.71 $6.10 - §7.58 $6.77 -
Commercial Union LIC 0-85 $£6.80 $6.28 $£6.52 §7.54 $6.83 $7.16
Golden Rule 0-80 $6.42 $£6.02 - $7.11 $6.57 -
Jetferson Pilot LIC 15-85 $6.55 $6.03 - $7.24 $6.53 -
Keyport Lite 0-90 $7.13 $6.60 $6.88 $7.88 $7.16 $7.52 )
Lincoln Benefit Life Co. 1-99 $6.53 $6.08 $6.17 $7.20 § 6.58 $6.70
London Pacitic 45-85 $£7.10 $6.60 - §7.72 $7.04 -
Manufacturers LIC 0-100 $6.20 $5.46 $5.83 $7.14 $6.04 $6.64
National Guardian LIC 20-90 $7.05 $£6.36 $6.71 $7.99 $7.05 $7.52
Ohio National 0-85 $6.59 $5.97 $£6.04 $£7.43 $6.61 $6.70
Penn Ins. & Annuity Co. 0-85 $7.07 $6.45 $6.77 $7.82 $ 6.98 $7.41
Penn Mutual 0-85 $£7.07 $6.45 $6.77 $7.82 $6.98 § 7.41
Presidential LIC 0-85 $7.25 $6.82 $6.82 $7.97 $7.38 $7.38
Principal Mutual 0-85 8 6.67 $6.08 - $7.32 $6.53 -
Provident Mutual 0-85 $6.98 $6.44 - $7.71 $6.98 -
Prudential Ins. Co./America 0-89 $6.58 $6.03 $£6.29 $7.35 $6.58 $6.94
SAFECO LIC 55-80 - - $6.11 - - $ 6.64
Security Benefit LIC 0-100 $6.48 $5.95 $5.95 $7.20 $6.47 $6.47
Security Mutual/NY 20-80 $6.83 $6.21 - $7.62 $6.85 -
Southwestern LIC 18-90 $£6.21 $5.69 - $6.91 $6.20 -
Standard Insurance 0-80 $6.77 $6.22 $6.35 $7.51 $6.76 $6.93
Trustmark Ins. Co. 0-70 $6.81 $6.23 - $7.63 $6.85 -
United Life & Annuity na $6.61 $6.04 - §7.42 $ 6.66 -
USAA Lite Insurance Co. 1-100 $6.69 $6.18 $6.64 $7.56 $6.83 $7.45
USG Annuity & Life 35-85 $£7.07 $6.39 $£6.39 $7.96 $7.04 $7.04
WM Life Insur. Co. 0-95 $6.92 $£6.29 $6.80 $7.80 $6.95 $7.63
Western National LIC 0-100 $6.72 $6.17 - $7.48 $6.75 -
Western United 0-105 $7.05 $6.42 $6.72 $7.93 $7.10 $7.49

Figures represent monthly income per $1,000, assuming $100,000 deposit. Survey period: Oct. 20, 1997 thru Nov. 7, 1997
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Table 2b. Non-Qualified Monies (Ages 70 and 75)

Reporting Issue Male 70 Female 70  Unisex 70 Male 75 Female 75 Unisex 75
Companies Ages Life Life Life Life Life Life
American Heritage 0-85 $£9.10 $ 8.05 $8.27 $10.74 $£9.39 £9.67
Columbia Universal 0-85 $8.81 $7.73 - $10.55 $9.17 -
Commercial Union LIC 0-85 $8.58 $7.63 $ 8.05 $10.06 $8.84 $£9.36
Golden Rule 0-80 $ 8.09 $£7.37 - $9.48 $ 8.57 -
Jefferson Pilot LIC 15-85 $£8.24 $7.24 - $9.64 $8.36 -
_¥=port Life 0-90 $8.91 $7.97 $8.45 $10.33 $9.18 £9.76
Lincoln Benefit 1-99 $£8.14 $7.31 £7.47 £9.49 $£8.41 $8.62
London Pacitic 45-85 $ 8.63 $7.69 - $9.94 $8.73 -
Manutacturers LIC 0-100 $£8.32 $6.96 $7.62 $9.93 $8.16 $9.02
National Guardian LIC 20-90 $9.31 $8.02 $ 8.67 $11.15 $£9.51 $10.33
Ohio National 0-85 $ 8.61 $7.51 $7.63 $10.28 $ 8.87 $9.02
Penn Ins. & Annuity Co. 0-85 $8.89 $7.74 $£38.34 $10.39 $ 8.83 $9.67
Penn Mutual 0-85 $ 8.89 $7.74 $8.34 $10.39 $8.83 $9.67
Presidential LIC 0-85 $ 8.99 $8.19 $8.19 $10.47 $9.40 $9.40
Principal Mutual LIC 0-85 $8.28 $7.23 - $9.65 $8.32 -
Provident Mutuat 0-85 $ 8.63 $7.71 - $9.77 $ 8.63 -
Prudential Ins. Co./America 0-89 $8.47 $7.41 $7.89 $10.07 $£8.70 $9.29
SAFECO LIC 55-80 - - $7.41 - - $8.56
Security Benetit LIC 0-100 $8.23 $7.24 $7.24 $9.68 $ 8.41 $ 8.41
Security Mutual/NY 20-80 $8.77 $7.83 - $10.45 $£9.36 -
Southwestern LIC 18-90 $7.93 $6.95 - $9.35 $8.10 -
Standard Insurance 0-80 $8.56 $7.53 $7.76 $9.85 $8.53 $8.82
Trustmark Ins. Co. 0-70 $£8.79 $7.75 - $10.43 $9.09 -
United Life & Annuity na $8.57 $7.54 - $10.17 $8.87 -
USAA Lite Insurance Co. 1-100 $8.85 $7.80 $8.63 $10.83 $9.33 $10.44
USG Annuity & Life 35-85 $9.16 $7.93 $7.93 $10.73 $9.22 $9.22
WM Lite Insur. Co. 0-95 $£9.05 $£7.91 $8.82 $10.83 $£9.37 $10.53
Western National LIC 0-100 $8.57 $£7.59 - $10.10 $ 8.84 -
Western United Life 0-105 $9.16 $8.07 $8.56 $10.88 $9.49 $10.10

Figures represent monthly income per $1,000, assuming $100,000 deposit. Survey period: Oct. 20, 1997 thru Nov. 7, 1997
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Table 2c. Non-Qualified Monies (Miscellaneous Forms)

Reporting Issue 10Yr CL 10Yr CL 5Yr PC 10YrPC Me65 F60 M65 F60
Companies Ages Unisex 60  Unisex 70 No Life No Life J&S 50%S  J& 100%S
American Heritage 0-85 $6.54 $7.80 $19.25 $11.02 $6.15 $£6.93
Columbia Universal 0-85 - - $18.89 $10.62 $6.52 $5.71
Commercial Union 0-85 $6.38 §£7.51 $17.50 $10.14 $6.63 $5.92
Golden Rule 0-80 - - - $10.34 - $5.66
Jetferson Pilot LIC 15-85 - - $18.37 $10.49 $6.27 $5.53
Keyport Life 0-90 $6.74 $£7.92 $18.38 $10.67 - $6.17 .
Lincoln Benefit 1-99 $£6.08 $7.12 $17.84 $10.50 $6.38 $5.73
London Pacific 45-85 - - $18.47 $10.41 - -
Manufacturers LIC 0-100 $5.70 $7.08 $17.56 $9.95 $5.95 $5.16
National Guardian LIC 20-90 $£6.50 $7.82 na na na $5.95
Bhio National 0-85 $5.88 $7.20 $18.12 $10.38 $£5.97 $5.31
Penn Ins. & Annuity Co. 0-85 $ 6.61 $7.77 $18.36 $10.63 $6.89 §6.11
Penn Mutual 0-85 $ 6.61 $£7.77 $18.36 $10.63 $6.89 $6.11
Presidential LIC 0-85 $6.71 $7.81 $18.55 $10.83 $7.12 $6.43
Principal Mutual LIC 0-85 - - $18.48 $10.43 $6.49 $5.78
Provident Mutual 0-85 - - $17.87 $10.30 - -
Prudential Ins. Co./ 0-89 $6.14 $£7.31 $17.72 $10.13 $6.63 $5.68
SRFEED Lic 5585 | $602  §647 : ' : .
Security Benetit LIC 0-100 $5.88 $6.96 $18.20 $10.31 $6.32 $5.63
Security Mutual/NY 20-80 - - - - $6.58 $5.79
7Southwestern LIC 18-90 - - $18.27 $10.14 $6.05 $5.38
Standard Insurance 0-80 $6.24 $7.36 $17.79 $10.36 $6.60 $6.15
Trustmark Ins. Co. 0-70 - - - - - -
United Life & Annuity na - - $16.96 $10.62 - -
USAA Life Insurance Co. 1-100 $6.49 $7.98 $14.99 $8.48 - $5.63
USG Annuity & Life 35-85 $6.27 $7.43 $18.49 $10.66 $7.09 $£5.97
WM Lite Insur. Co. 0-95 $6.58 $7.96 $18.38 $10.47 $6.71 $5.89
Western National LIC 0-100 - - $18.56 $10.42 $6.54 §5.80
Western United Life 0-105 - - $19.04 $11.38 - -

Figures represent monthly income per $1,000, assuming $100,000 deposit. Survey period: Oct. 20, 1997 thru Nov. 7, 1997
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n a deferred annuity your

premium is credited with a

fixed interest rate (see col-
umn with heading for rate on cur-
rent issue’s date). The length of
time for which this rate is guaran-
teed is shown in the Rate Guar.
Period column. The column with
the heading of last issue’s date
indicates the crediting rate that was
in effect at the time of our prior
issue. Some insurers offer protec-
tion against low renewal rates with
a feature known as a “Bailout” or

Deferred Annuities Update

“Escape” rate (see Table 3 column
with Bailout Escape Rate heading).
Almost all annuities set a minimum or
floor rate below which the annual in-
terest rate is guaranteed never to drop
(see Guar. Rate). There are two basic
methods by which insurance compa-
nies set renewal rates once the current
rate period ends (see Rnwl Mthd col-
umn). P stands for “Portfolio
Method,” which means that renewal
rates for old monies (i.e. existing an-
nuities) are the same as the rates being
credited on new monies. I stands for

“Investment Year” method (aka
“Banded” or “Bucket” method).
This means that renewal rates are
set at different rates for monies re-
ceived at different times. Old
monies (i.e. existing annuities) may
earn higher or lower rates than new
annuities. The column headed Sur-
render Fees Yr 1 and Yr 7 reports
the penalties in effect for the two
sample years indicated. Quotes in-
clude all fees and commissions but
not premium taxes, if applicable.

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

Nov ‘97 |Additional | Aug. 97 May ’97 | Rate Bail-out Surrender
Reporting Policy Issue Base Ist Yr. Base Base Guar. Escape Guar. Rnwl Fees
Companies Name Ages Rate Bonus Rate Rate | Period Rate Rate Mthd| Yrl Yr7
AIG Life SPDA 0-75 nr nr 5.75% nr 1 Year 4.75% 3.00% 1 | 6% 0%
American Heritage SPDA-2 0-75 | 6.13% - 6.13% nr 1 Year 6.13% 5.00% I 7% 1%
Franklin Life President. IV 0-85 nr nr 5.75% nr 1 Year 5.75% 4.00% I | 9% 3%
Jefterson Pilot SPDA 0-85 | 5.30% - 5.45%  6.00% na na na I | 5% 1%
Keyport Life Key Addition 0-85 nr nr nr 590% |1 Year nr nr I 7% 3%
Lincoln Benefit Opportunist I 0-99 | 5.70% - 5.70% na |1Year 495% 4.00% I | 7% 4%
National Life/Vermont SPDA bonus ~ 0-79 nr nr 5.20% na 1 Year 520% 450% 1 | 6% 0%
Ohio National Choice Classic  0-80 | 5.70% - na na 1 Year 1.00% 3.00% P | 8% 2%
Presidential Life SPDA I 0-85 | 6.30% - 6.50% 6.60% |2 Years na S5.00% I | 6% 2%
Provident Mutual SPDA 1 0-75 | 5.85% - 6.10% 6.35% |2 Years 4.85% 3.00% 1 | 7% 1%
Provident Mutual SPDA II 0-75 | 5.60% - 5.85% 6.10% |2 Years 4.60% 3.00% I | 7% 1%
Security Mutual/NY SPDA 0-80 | 4.95% - 515% 5.85% |1 Year 3.95% 350% 1 | 5% 0%
Security Mutual/NY SPDA 0-80 | 5.20% - 535% 6.10% |3 Years 4.20% 3.50% I | 5% 0%
Standard Insurance  SPDA 0-80 | 5.92% - 6.02% 6.45% ;1 Year 3.92% 3.00% I | 7% 1%
Sunset Lite Accumulator 0-80 25% | 6.00% na |CalYr. 450% 4.50% 1 7% 1%

Survey period: Oct. 20, 1997 thru Nov. 7, 1997; nr = product not reported for this issue.
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Table 4. Single Premium Fixed Interest Deferred Annuities - Without Bailout
Nw.97 Additional| Aug.’97  May 97 Rate Surrender

Reporting Policy Issue | Base  IstYr. Base Base Guar. Guar. Rawl Fees
Companies Name Ages | Rate  Bonus Rate Rate Period Rate Mthd| Yr1 Yr7
AIG SPDA 0-75 nr nr 5.75% 6.00% - 3.00% I 6% 0%
Amer. Int’] Life/NY SPDA 0-75 nr nr 5.75% 6.00% 1 Year 3.00% I 6% 0%
Canada Life Assurance  Security 1 0-80 nr 1% 5.40% nr 1 Year 3.00% 1 7% 2%
Columbia Universal Heritage 0-85 nr nr nr 5.45% 1 Year 3.50% - 9% 2%
Columbia Universal Pres. Choice 0-85 5.55% 1.00% 5.75% 6.00% 1 Year 4.50% I 8% 0%
Commercial Union Port. Secure 0-85 5.00% 1.00% nr 6.75% 1 Year - P 6% 1%
Delta Life & Annuity FYI 1-99 nr nr nr 5.75% 1 Year 4.00% I 8% 2%
Delta Life & Annuity SP Access 6 1-99 nr nr nr 6.50% 1 Year 5.00% 1 8% 0%
Delta Life & Annuity SPDA-PS 1-99 r r nr 6.50% 1 Year 4.00% I 6% 3%
Delta Life & Annuity SPDA-PSII 1-99 nr nr nr 6.75% 1Year 4.00% I 6% 3%
Delta Life & Annuity SPIA 1-99 nr nr nr 5.75% 1 Year 4.00% 1 8% 4%
Delta Life & Annuity SPIA-PS 1-99 nr nr 5.65% 6.50% 1 Year 4.00% 1 6% 3%
Empire LIC IAMaximizer ~ 0-80 nr nr 5.50% 5.75% 1 Year 3.00% I 6% 1.8%
Enipire LIC Yield Extender  0-80 nr nr 5.50% 5.65% | 3 Years  3.00% 1 8.1% 2.7%
Empire LIC Yield Extender  0-80 or nr 5.40% 5.65% | 5 Years 3.00% I 8.1% 2.7%
Fidelity & Guar. Life Optimum + 18-85 nr nr 5.00% 5.50% 1 Year 3.00% I 5% 0%
Fort Dearborn LIC AssetFort. 5 0-75 530% 1.50% | 5.45% 5.65% 1Year 4.00% 1 8% 1%
Fort Dearborn LIC Capital Fort. 0-80 530% 2.00% | 5.45% 5.65% 1 Year 3.00% I 10% 2%
Fort Dearborn LIC Finan. Fort. + 0-85 550% 1.00% | 5.65% 5.65% 1 Year 4.00% I 6% 2%
Fort Dearborn LIC Gold. Fort 100 0-95 5.65% 1.50% | 5.65% na 1 Year 3.00% 1 9% 2%
Golden Rule Ult. Bonus 0-72 5.60% 3.00% | 5.60% 5.95% 1 Year 3.00% 1 8% 2%
Guarantee Life Premier Plat.  0-85 nr nr 5.45% na 1 Year 3.50% P 8% 3%
Jackson National Action Two 0-85 495%  2.00% 5.45% na 1 Year 3.50% I 9% 3%
Jackson National Bonus Max 0-85 5.75% 1.75% nr nr 1 Year 3.00% I 9% 3%
Jackson National Bonus Max 1 0-85 5.75% 3.75% nr nr 1 Year 3.00% I 9% 3%
Jefferson Pilot Flex Savers 0-85 545% 1.00% nr nr 1 Year 3.50% na 7% 2%
Jefferson Pilot Pilot Plus 0-85 5.60% 2.00% nr nr 1 Year 3.00% na 9% 3.5%
Jefferson Pilot Sec. Advant. 0-85 5.65% - nr nr 1 Year 3.50% na 7% 2%
Jefferson Pilot Secure Plan 0-85 5.55% .50% nr nr 1 Year 3.50% na 5% 0%
Keyport Life Key Annuity  0-85 540%  .20% 5.30% 6.15% 1Year 3.50% na 7% 0%
Lincoln Benefit Opportunist T~ 0-99 5.95% - 5.95% na 1 Year 4.00% 1 7% 4%
Lincoln Benefit Saver’s Choice  0-99 5.70% 1.50% nr nr 1 Year 3.50% I 7% 0%
Lincoln Benefit Saver’sChoicet  0-99 5.70% 2.50% nr nr 1 Year 3.50% I 7% 3%
London Pacific Opt. Income+ 0-80 535% 1.15% | 5.60% 5.75% 1 Year 3.00% 1 10% 4%
Manufacturers LIC SPDA I 0-70 4.60% - 4.60% 530% | 5 Years 4.00% P no surrender
National Guardian SPDA 0-85 5.90% - 6.40% 6.40% 1 Year 4.00% P 7% 1%
National Guardian Asset Guard 0-90 |5.50%n 2.00% na na 1 Year 3.00% P 7% 3%
National Life of Vermont Heritage 0-855 nr nr 5.40% na 1 Year 3.00% 1 7% 0%
National Life of Vermont Privilege 0-85 nr nr 5.50% na 1 Year 3.00% I 9% 3%
Ohio National Choice 0-80 5.85% - nr nr 1 Year 3.00% P 6% 0%
Ohio National ChoiceLegacy 81-90 | 5.70% - nr nr 1 Year 3.00% P 6% 0%
Ohio National Choice IT 0-80 nr nr 6.15% 6.45% 1 Year 3.00% P 6% 0%
Penn Mutual Life Diversifier I 0-85 5.20% - 5.30% 5.75% 1 Year 4.00% I 7% 1%
Penn Mutual Life Diversifier I 0-85 4.30% - 4.60% 535% | 3 Years 4.00% I 7% 1%
continued
Survey period: Oct. 20, 1997 thru Nov. 7, 1997; nr = product not reported for this issue.
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Table 4. Cont’d. Single Premium Fixed Interest Deferred Annuities - Without Bailout

Deferred Annuities Update

Nov’97 Additional | Aug.’97 May 97 Rate Surrender
Reporting Policy Issue Base Ist Yr. Base Base Guar. Guar. Rnwl Fees
Companies Name Ages | Rate  Bonus Rate Rate Period Rate Mthd| Yr1  Yr7
Penn Mutual Life Diversifier I 0-85 4.60% - 4.90% 5.60% | 5Years 4.00% I 7% 1%
Penn Mutual Life Diversifier IT 0-85 4.80% - 5.00% 5.80% | 7 Years 4.00% I 7% 1%
Penn Mutual Life Tradewind 0-85 5.35%  1.00% 5.60% 6.00% 1 Year 4.00% I 9% 3%
Presidential SPDA 0-85 6.70% - 6.90% 7.00% 1 Year  5.00% 1 6% 2%
Principal Mutual SPDA 0-95 5.90% - 5.65% 6.20% 1 Year 3.00% I 6% 2%
Principal Mutual SPDA+ 0-95 5.75%  1.00% 5.50% 6.05% 1 Year 3.00% I 6% 2%
Provident Mutual SPDA 111 0-70 6.10% - 6.35% 6.60% | 2 Years  3.00% I 3% 3%
Provident Mutual SPDA IV 0-70 5.40%  1.40% 5.65% 590% | 2 Years  3.00% I 5% 5%
Provident Mutual SPDA V 0-70 540%  1.00% 5.65% 5.90% 1 Year  3.00% I 7% 0%
Reliance Standard Apollo-MVA (-85 5.00%  2.00% 5.25% 5.65% 1 Year  3.00% P 9% 2%
Reliance Standard Apollo-SP 0-85 4.70%  2.00% 4.95% 5.35% 1 Year  3.00% P 9% 2%
Reliance Standard Athena-MVA (-85 5.00%  6.00% 5.25% 5.65% 1 Year 3.00% P 9% 2%
Reliance Standard Athena SP 0-85 4.70%  6.00% 4.95% 5.65% 1 Year  3.00% P 9% 2%
SAFECO LIC QPA I + 0-75 5.00% 1.25% 5.25% 5.75% 1 Year 4.34% I 9% 4%
SAFECO LIC QPAV + 0-75 5.05% 1.40% 5.30% 5.80% 1 Year 3.00% 1 8% 2%
Savings Bank LICMA  LifeSaver 0-80 or nr 5.40% 5.40% 1 Year  4.00% I 7% 1%
Security Benefit Sec. Premier 0-95 5.50% 1.00% 5.50% nr 1 Year 3.50% I 8% 0%
Security Benefit Security 0-95 5.50% - 5.50% nr 1 Year 3.50% I 9% 0%
Security Mutual/NY  SPDA 0-80 5.20% - 5.40% 6.10% 1 Year  3.50% I 5% 0%
Security Mutual/NY  SPDA 0-80 5.45% - 5.65% 6.35% | 3 Years 3.50% I 5% 0%
Southwestern LIC Advantage 7 0-80 4.85%  1.00% 5.05% 5.35% 1 Year 3.50% 1 8% 2%
Southwestern LIC Golden Bonus (-85 490%  2.50% 5.10% 5.40% 1 Year 3.00% I 12% 9%
Southwestern LIC Income Prov. 0-80 5.10% 1.00% 5.30% 5.75% | 2 Years 4.00% 1 10% 7%
Standard Insurance SPDA 0-80 5.92% - 6.02% nr 1 Year 3.00% I 7% 1%
Trustmark Life SPDA Plus 0-75 6.10% .50% 6.10% nr 1 Year  4.00% P 7% 0%
USAA Life SPDA 0-99 6.00% 25% 5.95% nr Cal Yr.  4.00% P 7% 0%
USG Annuity & Life  Advant. Gold  0-85 nr nr 6.15% 6.35% 1 Year 3.00% I 7% 3%
USG Annuity & Life  Advant Plat 0-85 6.15% - nr nr 8 Years  3.00% I 5% 3%
USG Annuity & Life  Interest Builder  0-85 5.00%  4.00% 5.15% 5.40% 1 Year  3.00% 1 10% 3%
USG Annuity & Life  Comerstone 0-90 5.00%  3.00% 5.15% 5.00% 1 Year 3.00% I 9% 3%
USG Annuity & Life MVA3 0-85 5.00%  1.00% 5.25% 5.25% 1 Year 3.00% I 9% 2%
USG Annuity & Life MVA9 0-85 525%  2.00% 6.15% 6.00% 1 Year 3.00% I 9% 3%
USG Annuity & Life  Select Guar na 6.00%  3.00% or nr 8 Years  3.00% - - -
United Life & Annuity ~ United 5 0-85 5.3% 3.00% 5.30% nr 5 Years  3.00% P 7% 0%
United Presidential Pacer SPDA 0-85 5.90% - 6.00% na 1 Year 4.00% I ]10.25% 5.25%
United Presidential Pacer SPDA 0-85 590%  2.00% 6.00% na 1 Year 4.00% I 10.5% 6%
United Presidential Pacer SPDA 0-85 590%  4.00% 6.00% na 1 Year  4.00% I ]10.75% 6.25%
WM LIC IA Maximizer 0-80 5.60% 75% 5.50% 5.75% 1 Year 3.00% I 6% 1.8%
WM LIC Yield Extender  0-80 5.25% - 5.50% 5.65% | 3 Years 3.00% I 81% 2.7%
WM LIC Yield Extender  0-80 5.15% - 5.40% 5.65% | 5Years 3.00% I 81% 2.7%
Western National Envision + II 0-85 5.75%  1.00% 5.75% 6.00% 1 Year 3.00% 1 9% 2%
Western National SPDA +2 0-85 5.50% - 5.50% 5.65% 1 Year 4.00% I 7% 0%
Western National Vision 1 0-85 5.75%  2.00% 5.75% 5.90% 1 Year 3.00% 1 9% 5%
Western National Ultravision 0-85 550%  2.50% 5.50% 5.65% 1 Year 3.00% I 9% 2%
Western United LAC ~ TD Max V 0-84 5.90% - nr nr S Years  3.00% I 5% 0%

Survey period: Oct. 20, 1997 thru Nov. 7, 1997; nr = product not reported for this issue.
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Table 5. Single Premium Certificates of Annuity With Free Surrender Every Anniversary Date

Nov ‘97 Aug.’97 May 97 Rate Penalty for Excess Withdrawals
Reporting Policy Issue Full Full Full Guar. Taken Mid-Year (Non-Aniversary Date)
Companies Name Ages | Rate Rate Rate  Period | 1 2 3 4 5 6 7 8 9

Columbia Universal Your Choice 0-100 | 5.05% 5.10% 520% 3mos. 2% 2% 2% 2% 2% 2% 2% 2% 2%
Commercial Union  Select Rate 1 0-85 | 4.20% nr 455% 1Year | 6% 6% 6% 6% 6% 6% 6% 6% 6%

Delta Life & Guar. Interest 0-99 nr 455%  4.85% 1 Year | - - - - - - - - -
AnnuiR/ .

F HomeLife SPDA Preferred 0-80 nr nr 500% 1Year | 7% 6% 5% 4% 3% 2% 1% 0% 0%
Lincoln Benefit Tactician 10 0-99 nr 4.45% na 1Year | 6% 6% 6% 6% 6% 6% 6% 6% 6%

Provident Mutual Asset. Accumul. 0-75 | 4.94% 495% 537% 1Year | 3% 3% 3% 3% 3% 3% 3% 3% 1%

Survey period: Oct. 20, 1997 thru Nov. 7, 1997, nr = product not reported for this issue.

Fax all your annuity requests to:

732-521-5113

(or call 800-872-6684)
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Table 6. Single Premium Certificates of Annuity Without Surrender Charges on Maturity Date

Nov‘97 Aug.97 May97 Yield Penalty for Excess Withdrawals
Reporting Policy Issue| Full Full Full Guar. Made Prior to Contract Maturity
Companies Name Ages| Rate Rate Rate Period| 1 2 3 4 5 6 7 8 9 10
Comm. Union # Select Rate 10 0-85 nr nr 580% 10Yrs| 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Comm. Union # Select Rate 7 0-85| 5.15% nr 585% 7Yrs 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Comm. Union # Select Rate 5 0-85 | 5.00% nr 560% S5Yrs 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Comm. Union # Select Rate 3 0-85| 4.75% nr 535% 3Yrs 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Delta Life & Annuity Guar. Int. Ann.  0-99 nr nr 510% 2Yrs 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity Guar. Int. Ann.  0-99 nr nr 530% 3Y¥Yrs | 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity Guar. Int. Ann.  0-99 nr nr 540% 4Yrs | 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
Delta Life & Annuity Guar. Int. Ann.  0-99 nr nr 545% 5Yrs 3% 3% 3% 3% 3% 3% 3% 3% 3% 3%
'Lincoln Benefit Tactician 10 0-99 | 8.00% 5.55% na 0Yrs| 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Lincoln Benefit Tactician 10 0-99 | 795% 5.50% na 9Yrs 6% 6% 6% 6% 6% 6% 6% 6% 6% na
Lincoln Benefit Tactician 10 0-99 | 7.90% 5.40% na BYrs | 6% 6% 6% 6% 6% 6% 6% 6% na na
Lincoln Benefit Tactician 10 0-99 | 7.85% 535% na TYrs | 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Lincoln Benefit Tactician 10 0-99 | 7.70% 5.25% na 6Yrs | 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
Lincoln Benefit Tactician 10 0-99 | 7.50% 5.20% na SYrs | 6% 6% 6% 6% 6% 6% 6% 6% 6% 6%
United Services Life Cert of Amuity ~ 0-85 nr 5.75% 5.75% 5 Yrs. not surrenderable until maturity
Western United CD-MAX 'V 0-84 nr 590% 6.15% 5Yrs 5% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Western United TD-MAX 1 0-84 | 5.0% 5.10% 5.10% 3Yrs 2% 0% 0% 0% 0% 0% 0% 0% 0% 0%

Additional surrender charges (e.g. “Market Value Adjustment”) may further reduce cash value on surrender before contract maturity
Survey period: Oct. 20, 1997 thru Nov. 7, 1997; nr = product not reported for this issue.

Table 7. Flexible Premium Fixed Interest Deferred Annuities - With Bailout

Nov. ‘97 | Additional Aug.’97 May '97 | Rate Bail-out Surrender
Reporting Policy Issue Base Ist Year Base Base Guar. Escape Guar. Rnwl Fees
Companies Name Ages Rate Bonus Rate Rate | Period Rate Rate Mthod| Yr1 Yr7
Franklin LIC Pres. Ann. 1A 0-75 nr nr 5.75% na 1 Year 5.75% 4.00% | 10% 4%
Investors Insur. Corp.  GuaranieedAm. (-85 nr nr nr 11.00% | 1 Year 4.00% 3.00% I 15% 7%
Prudential Life Discovery 0-85 5.45% - 5.55% 6.10% |3 Years 4.45% 3.10% 1 7% 0%
Prudential Life Discovery nr nr nr nr ar nr nr nr nr nr nr
Security Mutual/NY FPA 0-80 | 4.95% - 5.15% 585% | 1Year iopembe 450% P 7% 4%
Standard Insurance Co  FPDA 0-80 | 5.39% - 5.55% 5.76% | 1Year 3.50% 3.00% I 7% 3%

Survey period: Oct. 20, 1997 thru Nov. 7, 1997; nr = not reported for this issue.
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Table 8. Flexible Premium Fixed Interest Deferred Annuities - Without Bailout

Nov ‘97 Additional | Aug. 97 May ’97 | Rate Surrender
Reporting Policy Issue Base Ist Yr. Base Base Guar. Guar.  Rnwl Fees
Companies Name Ages Rate Bonus Rate Rate Period Rate Mthd |Yr1 Yr7
AIG Life FPDA 0-80 nr nr 5.75% 6.00% - 3.00% I 10% 4%
American Heritage PFPA 0-69 5.63% - 5.63% nr - 4.00% I | 10% 2%
American Life & Casualty FPDA 88 0-85 nr nr 5.20% na 1 Year 3.00% I 12% 7%
Columbia Universal FPDA I 0-75 | 5.75% - 5.75% 575% | 1Year  4.50% P 10% 4%
Commercial Union Flex 10 0-85 nr nr nr 580% |1month 3.50% P 10% 4%
Commercial Union Alliance Plus 0-85 nr nr nr 5.80% |1 month 3.50% P | 10% 4%
Delta Life & Annuity  FlexNoLoad  0-99 nr nr 5.90% 6.25% | 1Year 4.00% I 8% 4%
Delta Life & Annuity  Front Load 0-99 nr nr 5.90% na 1 Year  4.00% P 0% 0%
Empire LIC FPA 0-85 or or 5.15% 540% | 1Year  3.00% I 8.1% 2.7%
Empire LIC IA Classic 0-85 nr nr nr 5.25% 1 Year 3.00% I 5% 0%
Federal Home Life Premier Flex  15-75 nr nr nr 5.55% 1 Year 4.00% I 10% 0%
Federal Home Life PemierAm+  0-80 nr nr nr 5.00% 1 Year 4.00% I 9% 2%
Fidelity & Guar. Life = F&G III 0-85 nr nr 5.50% na 3 Years  3.00% I | 5% 0%
Fidelity & Guar. Life = Resolute 0-80 nr nr nr 5.55% 1 Year  3.00% I 9% 2%
Fort Dearborn Life Fortifier II 0-85 | 6.00% - 6.15% 6.25% | 1Year 4.00% I 6% 0%
Golden Rule Flex-Vantage  0-70 5.60% 1.00% 5.60% 5.95% 1 Year 3.00% I 9% 4% )
Jackson National LIC ~ FlexI 0-85 5.75% - nr nr 1 Year 3.00% I 12% 3%
Jefferson Pilot LIC Flex. Bonus  0-85 nr nr 5.60% 6.15% 1 Year 3.50% I 7% 2%
Jefferson Pilot LIC Pilot Plus 0-85 nr ar 5.75% na 1 Year 3.00% I 9%  3.5%
Jefferson Pilot LIC Prosperity 0-85 nr nr 5.70% 6.30% 1 Year 3.00% I 9%  3.5%
Jefferson Pilot LIC Seaure Advart. 0-85 nr nr 5.80% 6.35% 1 Year 3.50% I 7% 2%
Jefferson Pilot LIC Secure Plan  0-85 or nr 5.70% 6.25% 1 Year 3.50% I 5% 0%
London Pacific Future Guard no limit | 6.10% - 6.10% 6.35% 1 Year  3.00% P ‘ 12% 8%
National Guardian FPA 0-80 5.45% - 5.85% 5.85% 6 mos. 4.00% P 10% 3%
Ohio National Prime I 0-75 6.00% - nr nr - 4.00% P 8%  7.8%
Ohio National Prime IT 0-75 5.70% - or nr - 4.00% P 8% 3%
Ohio National Top Tradition  no limit nr nr 6.00% 6.30% - 3.25% P 78% 7.8%
Penn Mutual Life Divers. 11 0-85 5.20% - 5.30% 5.75% 1 Year  4.00% 1 7%  2.5%
Penn Mutual Life Divers. 11 0-85 | 4.30% - 4.60% 5.35% | 3 Years  4.00% 1 %  2.5%
continued...

Survey period: Oct. 20, 1997 thru Nov. 7, 1997; nr = product not reported for this issue.
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Table 8. Cont’d. Flexible Premium Fixed Interest Deferred Annuities - Without Bailout
|

Nov ‘97 1stYr. | Aug.’97 May’97 Rate Surrender
Reporting Policy Issue Base Bonus Base Base Guar. Guar. Rnwl Fees
Companies Name Ages Rate  Amount Rate Rate Period Rate Mthd | Yr1 Yr7
Penn Mutual Life Divers. II 0-85 4.60% - 490%  5.60% | 5Years  4.00% I 7%  2.5%
Penn Mutual Life Divers. IT 0-85 4.80% - 5.00% 5.80% | 7 Years 4.00% I 7%  2.5%
Presidential NoLoadFlex  0-85 6.55% - 6.75% 6.85% | 1CalYr. 5.00% I 7% 4%
Presidential (q) TSA-Loan 0-85 6.55% - 6.75% 6.85% | 1CalYr. 5.00% I 7% 4%
Principal Mutual LIC ~ FPDA 0-85 5.75% - 5.50%  6.05% | 1 Year 4.00% I 7% 3%
Provident Mutual LTD 0-85 6.00% 1.00% | 6.25%  7.00% | 1 Year 3.00% I 10% 4%
Prudential Ins Co.of Am.  Discover 6yr  0-85 4.95% - 5.05% 5.60% | 6 Years 3.10% I 7% 0%
SAFECO LIC (q) QPA 111 0-75 5.00% - 525%  5.75% | 1 Year 4.34% 1 9% 4%
SAFECO LIC (q) QPAV 0-75 4.80% - 505%  5.55% 1 Year 3.00% I 8% 2%
Security Benefit Secur. Mark  0-75 5.50% - 5.50% nr - 3.50% I 8% 20/L
Eouthwestern LIC Flex-Rite 0-75 5.90% - 590%  6.00% - 4.00% P 7% 2%
Standard Insur. Co. FPDA 0-80 5.39% - 5.55% nr 1 Year 3.00% 7% 3%
SunAmerica LIC Century 2000 0-85 6.30% - ar nr 1 Year 4.00% - 7% 3%
SunAmerica LIC Century5000  0-85 5.00% - nr nr 5 Years 3.00% - 6% 0%
SunAmerica LIC Sterting Select 0-85 5.00% - nr nr 3Years  3.00% - 6% 2%
SunAmerica LIC StriSclect T 0-85 | 480% - nr nr | 3Years  300% - | 6% 2%
SunAmerica LIC Sterl Select+  0-85 5.00% - nr nr 3 Years 3.00% - 6% 2%
Sunset Life Flex 95 0-80 nr nr 6.25% nr Cal. Yr. 3.00% 1 9% 3%
Sunset Life FPA-82 0-80 or nr 5.65% ur Cal. Yr.  4.00% I 0% 0%
Trustmark FPDA Plus 0-85 nr nr 5.85% nr 1 Year 4.00% P 10% 2%
Trustmark Flex 0-75 6.00%  1.00% nr nr 1 Years  4.00% P 10% 2%
USAALife FPDA 0-99 5.00% 1.00% | 5.00% nr 1 mo. 3.00% P 7% 0%
USG Annuity & Life Advant. Silver  0-85 5.40% - 6.15%  6.00% | 1 Year 3.00% I 9% 2%
USG Annuity & Life Flex 9 0-85 5.00%  2.00% | 5.65%  5.75% | 1 Year 3.00% I 9% 3%
USG Annuity & Life Flex 15 0-70 500%  2.00% | 555%  5.60% | 1 Year 3.00% 1 22%  13%
United Life & Annuity Advantage 0-85 585% 1.00% | 5.85% or 1 Year 3.00% I 9% 3% 7
United Life & Annuity  Provider I 0-85 560% 1.00% | 5.60% nr 1 Year 3.00% I 12% 6%
United Life & Annuity Provider II 0-85 535% 1.00% | 5.35% or 1 Year 3.00% I 12% 6%
United Life & Annuity Taxsaver IVIIL (-85 5.75%  1.00% 5.75% nr 1 Year 3.00% 1 10% 4%
United Presidential Pacer Advant.  0-80 5.90% - 6.00% nr 1 Year 4.00% I 10% 3%
United Presidential Pacer One 0-80 5.55% - 5.65% nr 1 Year 4.00% I 10% 3%
United Services LIC Uslico Ann. 0-85 nr nr nr 6.00% | 1 Year 4.00% 1 10% 4%
WM Life Ins. Co. FPA 0-85 515% .75% 5.15%  5.40% | 1 Year 3.00% I 8.1% 2.7%
WM Life Ins. Co. IA Classic 0-85 5.00% .25% nr 5.25% | 1 Year 3.00% I 5% 0%
Western National FPDAPusO  0-70 5.75% - 5.75%  6.00% - 4.00% I 8% 2%
Western National Vision Flex 0-70 6.00% - 6.00%  6.25% - 3.00% I 10% 6%
Western United Uniflex III 0-84 6.25% - 6.25%  6.50% | 1 Year 4.50% I 5% 3%

Survey period: Oct. 20, 1997 thru Nov. 7, 1997; nr = product not reported for this issue.
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quity index annuities
(‘EIAs’) are generating
widespread interest.

This new kind of annuity com-
bines the safety of traditional
fixed (‘no risk to principal’) annu-
ities with potential for higher
yields afforded by investing in
stock index options. In an EIA,
interest earnings are tied to stock
market performance even while
return of principal is guaranteed
when the stock market declines.

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 ini-
tial premium. The benefit of a
minimum 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 return (that is, 90% of initial
premium plus 5 years times 3% a
year approximately equals 105%).

Index-linked Growth

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

When the EIA term ends
(usually after 5 or 7 years), the ac-
count is credited the greater of
the compounded Guaranteed Inter-
est or the excess earnings at-
tributable to Index-linked Growth.

The latter is usually calculated on
100% of premium (whereas mini-
mum guaranteed account values
often are based on 90% of pre-
mium).

How to Compare EIAs

The biggest difficulty in compar-
ing EIAs stems from the myriad
ways companies credit interest
carnings 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 ma-
jority 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
regardless of the underlying S&P
500 Index performance. Thus, if
the stock market returns 30% in a
particular year but the annuity has
a cap of 14%, the maximum
amount credited to the EIA for that
year is 14%. (This assumes a
100% participation rate, ex-
plained below.) Caps are gener-
ally employed in EIAs which use
the Annual Reset method for cal-
culating earnings (see Section #2

below).

Participation Rates

“Participation rate” refers to
what net percent of the gross in-
crease in the S&P 500 Index is
credited to the EIA. For example,
if the S&P 500’s gross increase
was 35% for the period and the
EIA participation rate is 85%, then
the net interest credited to the EIA
for that period will be 29.7%
(35% times .85). Participation
rates vary from 75% to 110%.
Some insurers guarantee the par-
ticipation 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 pur-
chase. 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
returns is called a “yield spread.”
This is a fee (usually from 1.00%
to 2.50%) which is deducted from
the actual increase in the S&P in-
dex. Such contracts often have a
100% participation rate. How-
ever, the effect could be the same
as having a lower participation
rate and no yield offset.

Three main types of index annu-
ities and how they calculate earn-
ings

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

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

Jan. - March 1998 43




1. Long Term Point-to-Point
Methods

These are perhaps the easiest
crediting methods to understand.
As the name implies, there are
usually only two days in this in-
dex calculation method: the start-
ing point day and the ending point
day. The gain is simply the differ-
ence 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, S or 7 years later), the
gross return would be 75%.
(Subtract 400 from 700, then di-
vide the 300 gain by 400, to arrive
at 75%.) That number would be
multiplied by the participation rate
to determine the index gain. If the
participation 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 market had traded signifi-
cantly higher anytime during the
prior 5 or 7 year term. To get
around this problem, some EIAs
combine each weekly or monthly
index value over the course of the
last contract year to arrive at an
‘average’ ending point value for
determining gains (see 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.

Eqguity Indexed Annuities Update

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 mar-
ket 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 methods lock in the
highest S&P Index level attained
on the measurement dates by
‘looking back’ over the term.
They credit gains based on the
highest water-mark 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
is no compounding of interest.

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 total return in the contract.

Averaging may dampen S&P
gains over time. Consider that if
the stock market gained 1% per
month for a year, the total com-
pound gain would be 12.67% at
the end of the year. (An 80% par-
ticipation rate would still provide
a return above 10%.) But, if a
monthly averaged return was em-
ployed, the annual increase would
only be 6.75%! Policies which
apply averaging often show lower
overall gains than either the an-
nual reset or high-water mark
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ElAs.

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
Reset EIAs

The unaveraged annual-reset
ETA 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
hypothesized that the High Point
(High Water Mark) Look Back
and Point-to-Point methods
should outperform the capped An-
nual Reset methods if the stock
market moves in a steady uptrend
during the term in question. By
contrast, the Annual Reset meth-
ods should excel during long peri-

ods of choppy or trendless market
activity.
Liquidity

Although specific details vary, a
few ElAs offer liquidity similar to
traditional fixed deferred annuities.
There is a provision for an annual
withdrawal of 10% (of account
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 companies mislead-
ingly advertise “no traditional sur-
render charge” or “100% access to
your money.” But in that case the
only gain is the minimum guaran-
teed 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 at-
tributable to dividend reinvest-
ment. As a result, the return
achieved by an equity index annu-
ity that is based on the S&P index
could be substantially less than the
return obtained by making a direct
investment in the stocks that make
up the index.
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Split Annuities Update

Split annuities (also called Com-
bination annuities) are essentially
a hybrid product combining the
features of a Certificate of Annu-
ity (Table 6) and a Period Certain
immediate annuity (Tables 1¢c &
2¢). These annuities provide im-
mediate cash-flow and a guaran-
tec that the initial purchase
amount is returned at the end of a
specified period of time (in Table
9 below, at the end of 5 years and
7 years). The figures in Table 9

are based on an investment of
$100,000. Column headed
“Annual Interest Rate” indicates
the rate earned on the deferred
portion of the split annuity for the
life of the contract (either five or
seven years as illustrated). “De-
ferred Annuity Premium” col-
umn gives the amount of the orig-
inal investment that is allocated to
the deferred annuity portion of the
contract. This is the amount set
aside for the deferred annuity to

grow back to the full amount of
the original investment. Column
headed “Monthly Income
Amount” lists the monthly income
which is generated by the immedi-
ate annuity portion of the contract
and payable each month until the
contract matures (either 5 or 7
years). “Income Annuity Pre-
mium” column reports the amount
of the original investment which is
allocated to the immediate annuity
portion of the contract.

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

S Year Maturity Rates

7 Year Maturity Rates

Deferred Annual Income  Monthly | Deferred  Annual Income  Monthly
Reporting Policy Issue | Annuity Interest Annuity  Income | Annuity Interest  Annuity  Income
Companies Name Ages | Premium  Rate  Premium  Amount | Premium Rate Premium  Amount
Columbia Universal ~ Split Annuity  0-85 | $75,613  5.75%  $24,387  $460.67 | $67,614 5.69% $32,386  $458.26
Manulife SPDAII/SPIA  0-70 | $79,862  4.60%  $20,137  $350.40 | $72,264 4.75% $27,736  $365.11
Penn Mutual Div. I/SPIA  0-85 | $79,862 4.60%  $20,138  $366.50 | $72,023 4.80% $27,977  $387.11
Presidential (nq) Combi-nnuity 0-85 | $74,374 6.10%  $25,625  $475.26 na na na na
Provident Mutual ~ SPDA II/SPIA  0-75 | $77,059  5.35%  $22,940 $407.00 na na na na
USG Ann. & Life Advant./SPIA 0-85 | $75,257 585%  $24,743  $457.42 na na na na
USG Ann. & Life Multi Yr/SPIA  0-85 | $76,332° 5.55%  $23,668  $437.54 | $67.465 7.5%/ $32,535  $455.17

5.5%

WM Life IA Classic 0-85 | $84,416 3.45%  $15,583  $286.47 | $79,570 3.32% $20,429  $282.79
Western United Life  TDMax 5 0-84 | $75079 590%  $24,921 $474.00 na na na na

Survey period: Oct. 20, 1997 thru Nov. 7, 1997
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Periodic payment annuities, com-
monly known as structured settle-
ments, are a popular means of provid-
ing compensation to personal injury
and tort victims that offer significant
advantages to all parties concerned.
The greatest benefits accrue to the
plaintitf, since the IRS code excludes
from gross income any damages he
receives through such a settlement an-
nuity on account of personal injuries or
sickness. For such a settlement to be
valid, however, the method of funding
cannot be part of the agreement, and
the annuity cannot be obtained at the
election of the plaintiff, since either of
these conditions might constitute con-
structive receipt. Additionally, the in-
herent flexibility of annuities provides
life-long security for the plaintiff,
lower costs to the insurance company

Structured Settlement Update

or defendant who pays the damages,
and tax benefits to plaintiff attorneys
by allowing receipt of fess over an
extended period of time.

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

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

Table 11. Structured Settlement Annuities

Reporting Male 15 Male 15 Male 50 Male 50 Fem. 15 Fem. 15 Fem. 50 Fem. 50 Add’1 Cost
Companies 0%COLA  3%COLA | 0%COLA 3%COLA | 0% COLA 3%COLA | 0%COLA  3%COLA Assignment
Canada LAC §191,964  $327,924 | $157,752 $222,150 $196,856 $345,800 $169,194  $246,549 $250
Comm. Union $196,998 $328,332 $156,153 $213,581 $200,450  $342,799 $168,867 $240,277 $500
Penn Mutual/ $198,048 $357,483 $162,533 $235,137 $200,616 $371,914 | $173,300 $260,145 na
Penn Insur. & Ann.

Presidential $185,106 $317,197 $154,573 $218,016 $188,008 $329,648 $162,343 $234,758 $100
SAFECO $179,100 $300,726 $147,955 $205,970 $182,984  $316,698 $160,279 $233,300 $500
WM Life $211,596 $366,738 $169,566 $240,949 $214,606 $380,188 $181,421 $266,119 na

Survey period: Oct. 20, 1997 thru Nov. 7, 1997
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Long Term Care Insurance

ong-term care insur-
ance is designed to
provide a wide variety
of coverages for people with a
prolonged physical illness, dis-
ability or cognitive disorder (such
as Alzheimer’s disease) who are
no longer able to function inde-
pendently. These coverages can
include skilled care provided at a
nursing home, help at home with
daily activities such as bathing,
eating, and dressing, or custodial
care at an assisted living facility
such as an adult day care center.
The first thing to realize is that
providing long-term care services
can be very expensive. A year’s
stay in a nursing home currently
averages around $38,000. Skilled
nursing care visits in your home
three times a week will cost about
$12,300 per year. The annual bill
for personal care visits from a
home health aide of the same fre-
quency will total about $8,400.
Long-term care insurance is
meant to defray these costs so
that an individual may avoid de-
pleting lifelong savings. How-
ever, not everyone is a good can-
didate for buying long-term in-
surance. You should not pur-
chase a long-term care policy if
doing so would force you to
forego more basic financial
needs. On the other hand, you
may not need long-term care in-
surance if your income from re-
tirement plans and investments
can cover the annual cost of nurs-
ing home care. Financial plan-
ners generally recommend you
spend less than 5% of your an-
nual income on LTC insurance
premiums.
Although the cost of a long-
term care policy is lower if pur-

chased prior to age 60, the likeli-
hood of needing LTC benefits then
is also smaller. Premiums typi-
cally double from ages 60 to 70.

The coverages provided in long-
term care policies are not standard-
ized. Insurance companies offer
multiple combinations of benefits
and services. You should shop
among companies in order to find
the package which best fits your
needs.

Some policies only pay benefits
to cover a period of stay in a nurs-
ing home. Others cover nursing
home and home care. Many also
cover services in adult day care
centers or other community facili-
ties.

All policies contain provisions
that determine when benefits are
payable. Commonly referred to as
“benefit triggers,” these are usually
described in a section of the policy
entitled “Eligibility of Benefits.”
The most common trigger events
are based on the inability to per-
form various Activities of Daily
Living (“ADLs”), such as bathing,
continence, dressing, eating, toilet-
ing, and transferring. Insurance
companies typically agree to pay
benefits when the insured is unable
to perform a certain number of
these ADLs—for example, two out
of six.

There are a range of conditions
which are not covered in long-term
care policies. These include men-
tal disorders, alcohol or drug ad-
diction, and intentionally self-
inflicted injuries. Most policies
do, however, cover Alzheimer’s
disease under a provision de-
scribed as “cognitive impairment”
or “mental incapacity.” Benefits
are provided if the insured is un-
able to pass certains tests designed

to assess his or her mental func-
tion.

Another feature of long-term
care policies addresses the point
at which benefits begin. Most
policies specify an “elimination
period,” which can be 0, 20, 30,
60, 90, or 100 days after you en-
ter a nursing home. Choosing a
policy with a zero-day elimina-
tion period will cost the most.
During the elimination period,
the insured must cover the cost of
long-term care services out of his
own resources.

Long-term care policies offer a
number of optional provisions
which may be selected, such as
protection from inflation. For
example, a nursing home stay
which costs $86 a day today may
cost as much as $228 a day in 20
years if inflation were to average
5% a year. How your policy
measures inflation can dramati-
cally impact your future benefits.
The rate of increase may be cal-
culated as a simple percentage
per year or it may be com-
pounded. The difference is sig-
nificant. If an $86 daily benefit
is increased by a simple 5% per
year, it will provide $172 in daily
benefits in 20 years. But if the
inflation provision is calculated
on a compound basis the same
5% factor increases the daily cov-
erage to $230. That’s a one-third
improvement in benefits!

When shopping for LTC insur-
ance, take note of the types of fa-
cilities you must be in to receive
coverage, as well as the limita-
tions and exclusions of coverage.
Most states require that you be
provided with an outline of the
coverage offered by the policy.
Read it carefully.
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Yearly renewable term life insurance is
essentially a bet on your life. If you die
while the policy is still in force, the
insurance company will pay your
beneficiary the face value. If you survive,
the insurance company has no obligation
to pay anything to anyone. Renewal of
the policy from one year to the next is also
guaranteed by the issuing insurance
company, without any need for the
policyholder to  prove continued
insurability. Moreover, the insurance
company cannot increase premiums
because the policyholder has developed an
adverse physical condition. Premiums do
increase each year; however, they do so
only in relation to the higher risk carried
by the insurance company as the
policyholder’s life expectancy decreases.

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

Life Insurance Update

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

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

first year or two when comparing prices of
different policies.

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

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

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

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

Company Policy Name Ages Basis* 35  inclusive 40 inclusive 45 inclusive
American Heritage Lite  Patriot [ 18-75 SU $258 $1,445 | $283 $1,848 | $ 363 §2,530
Ameritas LIC ART 20-75 SU $250 $1,480 | $278 $1,760 | $ 348 §2,410
Columbia Universal  Term Choice-ART 20-75 AL $ 210 $1388 | $228 §$1,718 | $ 260 $2,263
Commercial Union Annual R&C Term 22-65 AL $ 305 $1,690 | $ 403 $2335 | $ 578 $3,433
Fidelity & Guaranty  Super Saver Term 18-75 SU $ 248 $2,065 | $290 $2458 ' § 363 $3,148
Franklin Life Level Term 90-1 25-70 SU $ 243 $1,490 | $ 255 $1,635 | § 295 §$2,080
Golden Rule ValuTerm 1 25-70 SU §$228 §$1,360 | $255 $£1,808 | $ 265 $2,410
Guarantee Life Term Builder 1 18-70 SU $255 $1,550 | $280 $1,975 | $ 318 $2,588
Jackson National Prime YRT 100 18-70 SU $245 $1,515 | $278 $1,918 | § 363 $2,615
Manulife ART Select 20-75 SU $283 $1540 | $325 §$1983 | § 378 $2,588
National Guardian Term Guard IV 18-75 SU $220 $1,425 | §$ 238 $1,765 | § 270 §$2313
National Life/VT ART | 20-75 AL $220 $1,123 | $245 $1,398 | § 350 $2,045
Ohio National YRT-99 18-70 AL $320 $1,794 | $ 438 $2,589 | § 565 §$2,118
Phoenix Home Life Term Life Success 18-70 SU $205 §$1,333 | $218 $1,738 | §$ 280 $2370
Principal Finan. Group ART 20-75 SU §$220 §$1,168 | $ 250 $1,459 | § 280 §1,841

SAFECO Expert-ART 20-75 SU §$228 $1,478 | § 263 §$1,880 | § 298 §2,517
Savings Bank LIC/MA  YRT 18-65 AL  $ 18 $995 | $220 $1,205 | $ 285 $1,740
Security Benefit YRT-100 na na $ 283 §$1,405 | $ 428 $2228  § 658  §$3,403
Secur. Mutual/NY Select-A-Term 18-75 SU $193 $1473 | $193 $1910 | $ 215 $2378
Trustmark LIC Termnet 1 0-70 SU §$ 218 $1,416 | §$ 240 §$1,778 | § 260  $2401

USAA Life ART Indeterminate  0-65 AL  $260 $1,378 | $ 313 $1,810 | $ 460 $2,933
USG Annuity & Lite  Vision Term 18-75 SU $ 198 $1,438 | $208 §$1,753 | § 225 $2,395

Survey period: Oct. 20, 1997 thru Nov. 7, 1997. *SU = “Select & Ultimate” pricing basis; AL = “Attained Life” pricing basis.
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Table 13b. Yearly Renewable Term Life Ins. - Male Non-Smoker Rates $250,000 Face

Issue Pricing Age 50-54 Age 55-59 Age 60-64
Company Policy Name Ages Basis* 50  inclusive 55 inclusive 60 inclusive
American Heritage Life  Patriot I 18-75 SU § 508 $3,745 | $ 710 $5253 |$1,105 $8248
Ameritas LIC ART 20-75 SU $448 $3295 | $ 605 §£4,745 | § 918 §7,043
Columbia Universal Term Choice-ART 20-75 AL $ 363 $3,198 | $503 $4,550 | $ 785  $7,088
Commercial Union Annual R&C Term  22-65 AL $ 865 $4,753 | $1,130 $6,423 | $1,540 $9,508
Fidelity & Guaranty = Super Saver Term 18-75 SU $494 $4325 | §715 $6,320 [$1,027 $9,158
Franklin Life Level Term 90-1 25-70 SU $400 $2865 | $570 $4,125 | $ 935 $6,600
Golden Rule ValuTerm 1 na na $ 385 $3,650 | § 660 $£5,743 [ §1,045 $8,795
Guarantee Litfe Term Builder 1 18-70 SU § 428 $3,638 | § 588 $5313 | $ 980  $8,525
Jackson National Prime YRT 100 18-70 SU §$ 485 §$3,388 | $ 698 §$£4920 |$1,030 §$7,888
Manulite ART Select 20-75 SU §$ 510 $3,603 ] %695 $5235 |$1,135 §8,370
National Guardian Term Guard IV 18-75 SU $370 $3245 | $ 513 §4600 | § 795 $7,138
National Lite ART 20-75 AL $ 498 §$2915 | § 763 $4,665 |$1,213 $7,718
Ohio National YRT-99 18-70 AL $ 740 $7,039 | $1,145 $11,157 | $1,555 $18,015
Phoenix Home Life Term Life Success 18-70 SU $398 §3245 | $ 560 $4670 | $ 905 $8,468
Principal Finan. Group ~ ART 20-75 SU $ 388 $£2,704 | § 550 $4,055 [$1,020 $7,001
SAFECO Expert-ART 20-75 SU $ 413 $3,745 | $ 548 $5572 | § 925 $9485
Savings Bank LIC/MA YRT 18-65 AL  $ 460 $2,715 | § 670 $3,980 | $1,020 $ 6,205
Security Benetit LIC ~ YRT-100 na na $ 993 §$5,185 |$1,445 $7,520 | $2,248 $11,875
Secur.Mutual/NY Select-A-Term 18-75 SU §$ 288 $3,048 | $ 423 $4,653 | § 560 §$6,888
Trustmark LIC Termnet 1 0-70 SU $ 375 $3,256 | $ 550 $4,773 | §$ 998 $7,512
USAA Life ART Indeterminate  0-65 AL $ 820 §$4,718 | $§1,123 $6,525 | $1,688 $10,828
USG Annuity & Life  Vision Term 18-75 SU $ 340 $3,310 | $ 488 $4893 | § 778  $6,965

Survey period: Oct. 20, 1997 thru Nov. 7, 1997. *SU = “Select & Ultimate™ pricing basis; AL = “Attained Life” pricing basis.
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Table 13¢c. Yearly Renewable Term Life Ins. - Female Non-Smoker Rates $250,000 Face

Issue  Pricing Age 35-39 Age 40-44 Age 45-49
Company Policy Name Ages  Basis* 35  inclusive 40 inclusive 45 inclusive
American Heritage Lite ~ Patriot | 18-75 SU $250 $1,385 | $263 $1,528 | §293 §$1,958
Ameritas LIC ART 20-75 SU §$213 $1,245 | §$ 225 $1,410  $ 270 $1,835
Columbia Universal Term Choice-ART  20-75 AL $ 188 $1,200 | § 208 $1,440 | $§ 258 $ 1,803
Commercial Union Annual R&C Term  22-65 AL $270 $1,480 | $ 348 $2,008 | § 488  $2,833
Fidelity & Guaranty Super Saver Term 18-70 SU §$233 $1,920 | $270 §$2270 | § 313 $2,705
Franklin Lite Level Term 90-1 25.70 SU §$215 $1,325 | $ 233 $1,480 | $ 273" $1,845
Golden Rule ValuTerm 1 25-70 SU §$ 188 $1,118 | $ 230 $1,475 | § 248 $1,783
Guarantee Life Term Builder 1 18-70 SU §$ 233 $1,363 | §245 $1,650 | § 268 $2,063
Jackson National Prime YRT 100 18-70 SU $203 $1,198 | $ 238 $1,548 | § 295 §$1,983
Manulife ART Select 20-75 SU §$268 $1465 | § 300 S$1683 | $ 345 $2,200
National Guardian Term Guard IV 18-75 SU $198 §$1,245 | § 218 $1,490 | § 258 $1,843
National Life ART 20-75 AL $ 195 §$1005 | $220 $1,228 | § 295 S$1,658
Ohio National YRT-99 18-70 AL  $ 320 $2077 | $ 348 $3,083 | § 460 $4,262
Phoenix Home Lite Term Life Success  18-70 SU §$ 175 $1,188 | $215 $1,630  § 248 $1,933
Principal Finan. Group ART 20-75 SU $213 $1,125 | $ 225 §$1,218 | $ 258 §$7,529
SAFECO Expert-ART 20-75 SU §$223 $1,383 | $263 $1,255 | $ 273 $2,068
Savings Bank LICMA  YRT 18-65 AL $ 185 § 995 $ 220 $1,205 | $ 285 $1,740
Security Benefit LIC ~ YRT-100 na na $ 225 S$I1,115 | $ 338 $1,765 | § 520 $2,693
Secur.Mutual/NY Select-A-Term 18-75 SU §$150 $1,138 | $§ 150 $1,458 | § 178 $1,790
Trustmark LIC Termnet 1 0-70 SU §$ 193 $1,196 | § 218 $1,521 | § 228 $1,943
USAA Life ART Indeterminate  0-65 AL $245 §1,315 | $295 §$1,635 | $ 393 $2218
USG Annuity & Life  Vision Term 18-75 SU §$215 $1,358 | $215 $1,705 | $ 213 $2193

Survey period: Oct. 20, 1997 thru Nov. 7, 1997. *SU = “Select & Ultimate” pricing basis; AL = “Attained Life” pricing basis.

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

Issue  Pricing Age 50-54 Age 55-59 Age 60-64
Company Policy Name Ages Basis* 50  inclusive 55 inclusive 60 inclusive
American Heritage Life  Patriot 1 18-75 SU $390 $2,768 | $ 543 $4,023 | § 765 $5,733
Ameritas LIC ART 20-75 SU $320 $2303 | $ 405 $3,100 | § 588  $4,433
Columbia Universal Choice Term-ART 20-75 AL $ 290 8$2330 | $ 350 $3,045 | $523 $ 4,575
Commercial Union Annual R&C Term 22-65 AL $ 700 $3,888 | $ 883 $4,713 | $1,035 $6,228
Fidelity & Guaranty Super Saver Term 18-75 SU §$ 398 $3,433 | $ 505 $4393 | §$ 650 $5,715
Franklin Life Level Term 90-1 20-75 SU $330 $2258 | $ 435 $3,000| $ 568 $4,415
Golden Rule ValuTerm 1 25-70 SU §$ 318 $2630 | $§ 418 $3,865| $ 573  $5,070
Guarantee Life Term Builder 1 18-75 SU $330 $2,650 | $ 440 $3,700 | $ 648  $5,488
Jackson National Prime YRT 100 18-70 SU §$ 368 $2498 | § 498 §$3,470 | $ 675  $5,000
Manulife ART Select 20-75 SU $425 $2970 | § 578 $4223 | $ 845 $6,310
National Guardian Term Guard IV 18-75 SU §$300 $2,380 | $360 $3,095 | $533 §4610
National Lite ART 20-75 AL $ 385 $2,153 | $ 530 8$3,125 | $ 773  $4,760
Ohio National YRT-99 18-70 AL § 595 $£5934 | §$ 793 $8,507 | $1,220 $12,263
Phoenix Home Life Term Life Success 18-70 SU §$313 $2505 | $398 $3355| §$ 538 $4,745
Principal Finan Group ART 20-75 SU §$298 $1983 | $ 418 $2,932 | $ 623 $4,521
SAFECO Expert-ART 20-75 SU $328 $£2,762 | $ 398 $3,763 | § 610 $6,043
Savings Bank LIC/MA YRT 18-65 AL $ 460 $2,715 | $ 670 $3,980 | $1,020 $6,205
Security Benetit LIC ~ YRT-100 na na $ 785 $4,100 | $1,143 $5948 | $§1,778 $9,388
Secur. Mutual/NY Select-A-Term 18-75 SU $223 §$2318 | §$ 320 $3,545 | § 433 $4,970
Trustmark LIC Termnet 1 0-70 SU  § 290 §$2353 | §383 §3,139 | $ 640 $4,620
USAA Life ART Indeterminate 0-65 AL $ 525 §$3,088 | § 813 $4,.803 | $1,193 §7,495
USG Annuity & Life  Vision Term 18-75 SU $ 308 $2900 | § 418 $4,118 | $ 693  $6,075

Survey period: Oct. 20, 1997 thru Nov. 7, 1997. *SU = “Select & Ultimate” pricing basis; AL = “Attained Life” pricing basis.
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Ten-year level term has the same basic
contractual  obligations as  annual
renewable term. The main difference is
one of pricing. For Ten-year level term,
the premium is guranteed to remain

Life Insurance Update

constant for a period of ten yeras, unlike
annual Renewable term where the
premiums gradually increase each year.
The premiums illustrated below assume
that a non-smoker male or female

purchases a 10-year level term policy with
a face amount of $250,000 beginning at
various ages: 35, 40, 45, 50, 55, and 60.
Each policy is guaranteed renewable for
the next nine years at the same initial

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

Age Age Age Age Age Age

Company Policy Name 35 40 45 50 55 60

American Heritage Patriot X $ 278 $ 343 $ 530 $ 828 $1,228 $ 1,888
Ameritas LIC 10-Year Term $ 293 $ 353 $ 535 $ 815 $1,158 $ 1,808
Columbia Universal Term Choice 10 Yr $ 250 $ 325 $ 460 $ 680 $ 985 $ 1,515
Federal Home Life Ideal Term 10 Yr $ 260 $ 345 $ 470 $ 650 $ 925 $1,393
Franklin LIC Level Term 90-10 $ 273 $ 350 § 463 $ 678 § 968 $ 1,620
Golden Rule ValuTerm 10 $ 260 $ 348 $ 478 $ 708 $1,125 $1,770
Guarantee Life Termbuilder 10 $ 260 $ 330 $ 425 $ 613 $ 895 $ 1,390
Jackson National Prime 10 R&C $ 298 $ 390 $ 588 $ 883 $ 1,280 $ 1,990
Lincoln Benetfit Level Best Ten $ 220 $ 290 $ 385 $ 550 $ 798 $ 1,268
Manulifer Manulife 10 $ 230 $ 285 $ 390 $ 563 $ 808 $1,238
National Guardian Term Guard IV $ 248 $ 318 $ 445 $ 650 $ 935 $ 1,430
National Life T-10 $ 225 $ 295 $ 410 $ 575 $ 860 $ 1,330
Ohio National Q-10 Ultra $ 200 $ 267 $ 335 $ 510 $ 753 $ 1,097
Phoenix Home Lite Term Choice $ 205 $ 265 $ 373 $ 500 $ 780 $ 1,265
Presidential 10-Year Term $ 308 $ 403 $ 528 $ 753 $ 1,078 $ 1,725
Principal Financial 10 Yr Term $ 230 $ 303 $ 405 $ 588 § 868 $ 1,465
Reliastar Term Advantage 10 $ 255 § 345 $ 475 $ 665 $ 983 $ 1,485
SAFECO Expert 10/10 $ 283 $ 388 $ 523 $ 733 $ 1,118 $ 1,828
Savings Bank Life/MA 10 Yr Term $ 210 $ 265 $ 330 $ 480 $ 755 $1,195
Eecurity Benetit LIC Security 10 LT $ 400 $ 540 $ 763 $ 1,063 $ 1,525 $2,323
Security Mutual/NY Select-A-Term $ 315 § 408 $ 565 $ 765 $ 1,158 $ 1,260
Southwestern LIC Term 15 $ 350 $ 455 $ 688 $ 1,048 $1,478 $ 2,220
Sunset Life Term 10 $238 $ 308 $ 435 $ 640 $ 925 $ 1,420
Trustmark Life Level Term $ 288 § 368 $ 523 $ 768 $ 1,183 $ 1,833
USAA Life Series II1 § 275 $ 300 $ 353 § 478 8 735 $1,188
USG Annuity & Life Vision Term $ 333 $ 420 $ 600 $ 840 $ 1,265 $£1,748
United Presidential SmartStep $ 298 $ 370 $ 468 $ 670 $ 1,000 $ 1,493

Survey period: Oct. 20, 1997 thru Nov. 7, 1997.
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Table 14b. Ten-Year Level Term Life Ins. - Female Non-Smoker Rates $250,000 Face

Age Age Age Age Age Age

Company Policy Name 35 40 45 50 55 60
American Heritage Patriot X $ 268 $ 283 $ 370 $ 580 $ 895 $ 1,330
Ameritas LIC 10-Year Term $ 293 $ 353 $ 535 $ 815 $ 1,158 $ 1,808
Columbia Universal Term Choice 10 yr $ 220 $ 273 $ 368 $ 490 $ 665 $ 990
Federal Home Llife Ideal Term 10 Yr $ 228 $ 285 $ 375 $ 480 $ 635 $ 895
Franklin LIC Level Term 90-10 $ 243 $ 320 $ 430 $ 560 $ 733 $ 963
Golden Rule ValuTerm 10 $ 220 $ 283 $ 370 $ 503 $ 723 $ 960
Guarantee Life Termbuilder 10 $ 240 $ 278 $ 355 $ 475 § 628 $ 920
Jackson National Prime 10 R&C $ 253 $ 325 $ 450 $ 630 $ 860 $ 1,265
Lincoln Benefit Level Best Ten $ 193 $ 248 $ 325 $ 435 $ 595 $ 835
Manulife Manulife 10 § 208 $ 245 § 315 $ 415 § 555 $ 783
National Guardian TermGuard IV $ 220 $ 270 $ 358 § 473 § 635 $ 940
National Lite T-10 $ 203 $ 258 $ 333 $ 425 $ 588 $ 835
Ohio National Q-10 Ultra $ 160 $ 220 $ 292 $ 390 $ 550 $ 780
Phoenix Home Life Choice § 188 § 248 $ 295 $ 388 $ 553 $ 810
Presidential 10-Year Term $ 275 $ 330 $ 398 $ 513 $ 668 $ 1,035
Principal Financial 10-Yr Term $ 223 $ 243 $ 320 $ 435 $ 635 $ 963
Reliastar Term Advantage $ 220 $ 290 $ 368 $ 495 $ 668 § 950
SAFECO Ilig(pert 10/10 $ 268 $ 350 $ 448 § 588 $ 830 $ 1,275
Savings Bank Life/MA 10 Yr Term $ 210 $ 265 $ 330 $ 480 $ 755 $1,195
Security Benefit LIC Security 10 LT $ 350 $ 463 $ 613 $ 845 $1,175 $ 1,688
Security Mutual/NY Select-A-Term $ 258 $ 353 $ 493 $ 688 $ 715 $ 1,288
Southwestern LIC Term 15 $ 303 $ 403 $ 533 $ 675 $ 870 $ 1,235
Sunset Life Term 10 $ 210 $ 260 $ 348 $ 463 § 625 $ 930
Trustmark Life Level Term $ 240 $ 313 $ 420 $ 523 $ 775 $ 1,140
USAA Life Series 11 § 330 $340  $360 S 490 § 745 S1138
USG Annuity & Life Vision Term $ 303 $ 400 $ 540 $ 735 $ 1,055 $ 1,510
United Presidential SmartStep $ 260 $ 335 $ 375 $ 510 $ 668 $ 905

Survey period: Oct. 20, 1997 thru Nov. 7, 1997.
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The illustrations below are based on a
single premium deposit of $100,000 and
reflect the rates for a male age 45 who is
a non-smoker. The “Imitial Credit %”

Life Insurance Update

column shows the current rate offered for
initial deposits. “Yield Guarantee
Period” is the period for which the initial
credit rate will remain unchanged.

“Surrender Fees/Year”

reports the
penalties in effect for the sample years
indicated.

Table 15. Single Premium Life Insurance

Yield Net Cash  Net Death
Policy Name Issue Initial Guar. Surrender Fees Value Benetit at

Companies (Product Type) Ages Credit% Period | Yrl Yr5 Yr 10 Age 65 Age 65
Fidelity & Guaranty UL 7 (UL) na 6.50% - A5% 18% 0% | $213,706 $317,653
Golden Rule Asset-Care (WL) 40-80 5.85% I Year | 11% 7% 1.5% | $241,856 $ 425,668
Jackson National SPWL 0-80 5.00% 1 Year 9% 5% 0% | $168,421 $414,333
National Guardian SPWL (WL) 0-80 na na na na na $241,554 $464,474
Phoenix Mutual Phoenix Edge (UL) 0-75 4.85% 1 Year na na na $ 146,396  $ 281,802
Presidential Taxbreaker II (UL) 0-80 6.25% 1 Year 7% 4% 0% | $336,185 $513,631
Southwestern Classic Provider (UL) 0-85 6.50% 1 Year |157% 8.4% 2.9% | $205072  $445,152
USG Annuity &Life Life 3 (UL) 30-85 6.00% 1 Year 9% 5% 0% | $222393 $389,188
Western United Freedom III (WL) 0-80 5.00% 1 Year | 10% 7% 2% | $265,330 $406,842

Survey period: Oct. 20, 1997 thru Nov. 7, 1997.

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

GICs are backed by the general ac-
count assets of the insurance companies,

G/Cs Update

who in turn employ immunization strate-
gies to match the duration of their assets
with their GIC/GFA obligations.

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

(1) Bullet Deposit contracts effectively
compete with CDs of similar durations.
Bullets provide a current interest rate
guarantee on a one-time deposit for a
specified maturity period (1 to 10 years).
(2) Window or Flexible or Recurring De-
posit contracts are similar to bullets ex-

cept that they provide a current interest
rate guarantee which covers all deposits
received over a 12-month period. These
instruments are attractive for employee
contributions in 401(k) plans. (3) Benefit
Responsive contracts provide interest ac-
cumulation (as with “bullets”) and sched-
uled or non-scheduled withdrawals to
meet a plan’s or contractholder’s cash
flow needs. The rates in the GICs table
are for Bullet GICs in qualified plan situ-
ations and do not permit withdrawals
before maturity. They are also quoted net
of expenses and with no commission
fees.

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

$1,000,000 Deposit $5,000,000 Deposit
Reporting Date Compound Simple Compound Simple
Companies of 3Yr 7Yr 3Yr 7Yr 3Yr 7Yr 3Yr 7Yr
Quote

AIG/AI Life 11/18 | 5.86% 6.25% 5.82% 6.22% 5.96% 6.28% 5.94% 6.27%
Canada Life 11/18 | 5.88% 6.07% 5.88% 6.07% 6.02% 6.18% 6.02% 6.18%
Hartford Life 11/18 | 5.98% 6.18% 5.94% 6.14% 5.98% 6.18% 5.94% 6.14%
New York Life 11719 | 6.10% 6.30% 6.10 6.30% 6.10% 6.30% 6.10% 6.30%
SAFECO 11/18 |  6.08% na 6.08% na 6.09% na 6.09% na
Transamerica 11/18 | 6.05% 6.22% 6.01% 6.24% 6.10% 6.27% 6.06% 6.29%
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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
insurance covered by these funds and the dol-
lar limits payable. Coverage is usually for
individual policyholders and their beneficia-
ries and not for values held in unallocated

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

There are many issues, too numerous to describe
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 purchasing.
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 the information

LIABILITY LIMITS

Insurance

Aggregate Death Cash PV of Commisioners’
State Benefits Benefits Values Annuities Phone Numbers
Alabama $300,000 - $100,000 $100,000 (205) 269-3550
Alaska $300,000 $300,000 $100,000 $100,000 (907) 465-2515
Arizona $300,000 - $100,000 $100,000 (602) 912-8420
Arkansas $300,000 $100,000 $100,000 $100,000 (501) 686-2900
California $250,000 $250,000 $100,000 $100,000 (916) 445-5544
Colorado $300,000 $300,000 $100,000 $100,000 (303) 894-7499
Connecticut $300,000 $300,000 $100,000 $100,000 (203) 297-3802
Delaware $300,000 $300,000 $100,000 $100,000 (302) 739-4251
Dist. of Col. $300,000 $300,000 $100,000 $100,000 (202) 727-8000
Florida $300,000 - $100,000 $100,000 (904) 922-3100
Georgia $300,000 - $100,000 $100,000 (404) 656-2056
Hawaii $300,000 $300,000 $100,000 $100,000 (808) 586-2790
Idaho $300,000 - $100,000 $100,000 (208) 334-2250
Ilinois $300,000 $300,000 $100,000 $100,000 (217) 782-4515
Indiana $300,000 - $100,000 $100,000 (317) 232-2385
Towa $300,000 - $100,000 $100,000 (515) 281-5705
Kansas $300,000 $300,000 $100,000 $100,000 (913) 296-7801
Kentucky - $300,000 $100,000 $100,000 (502) 564-3630
Louisiana $300,000 $300,000 $100,000 $100,000 (504) 342-5900
Maine $300,000 - $100,000 $100,000 (207) 582-8707
Maryland all contractual obligations (410) 333-6300
Massachusetts $300,000 $300,000 $100,000 $100,000 (617) 521-7794
Michigan $300,000 $300,000 $100,000 $100,000 (517) 373-9273
Minnesota $300,000 $300,000 $100,000 $100,000 (612) 296-6848
Mississippi $300,000 $300,000 $100,000 $100,000 (601) 359-3569
Missouri $300,000 $300,000 $100,000 $100,000 (314)751-4126
Montana - $300,000 - - (406) 444-2040
Nebraska $300,000 $300,000 $100,000 $100,000 (402) 471-2201
Nevada $300,000 $300,000 $100,000 $100,000 (702) 687-4270
New Hampshire $300,000 - $100,000 $100,000 (603) 271-2261
New Jersey $500,000 $500,000 $100,000 $500,000 (609) 292-5363
New Mexico $300,000 - $100,000 $100,000 (505) 827-4500
New York $500,000 - - - (212) 602-0492
No. Carolina $300,000 - - - (919) 733-7343
North Dakota $300,000 $300,000 $100,000 $100,000 (701) 224-2440
Ohio $300,000 $300,000 $100,000 $100,000 (614) 644-2651
Oklahoma $300,000 $300,000 $100,000 $300,000 (405) 521-2828
Oregon $300,000 $300,000 $100,000 $100,000 (503)378-4271
Pennsylvania $300,000 $300,000 $100,000 $100,000 (717) 787-5173
Puerto Rico - $300,000 - - (809) 722-8686
Rhode Island $300,000 $300,000 $100,000 $100,000 (401) 277-2223
So. Carolina $300,000 - - - (803) 737-6117
South Dakota $300,000 $300,000 $100,000 $100,000 (605) 773-3563
Tennessee $300,000 $300,000 $100,000 $100,000 (615)741-2241
Texas - $300,000 $100,000 $100,000 (512) 463-6464
Utah $300,000 $300,000 $100,000 $100,000 (801) 530-3800
Vermont $300,000 $300,000 $100,000 $100,000 (802) 828-3301
Virginia $300,000 $300,000 $100,000 $100,000 (804)371-9741
Washington $500,000 $500,000 - $500,000 (206) 753-7301
West Virginia $300,000 $300,000 $100,000 $100,000 (304) 558-3394
Wisconsin $300,000 - - - (608) 266-0102
Wyoming $300,000 $300,000 $100,000 $100,000 (307)777-7401

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

Cash Values — Maximum liability for cash or withdrawal value of life insurance.

PV of Annuities — Maximum liability for the present value of an annuity contract.
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Annuities which are invested in an in-
surance company’s General Account are
as secure as the stability of that carrier’s
investment portfolio. Annuities are not
federally insured (eg., FDIC). They will
probably be covered by the State Guaran-
ty 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

mortgages or foreclosed real estate.
Keep in mind, too, that most insurance
companies farm out some of the risk of
their policies to other companies through
reinsurance agreements. This is
especially true for smaller companies
(with assets less than $1 Billion), where
reinsurance ceded can be as high as 60%
to 80%. When this is the case, a
company’s rating may not be wvalid.
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 busi-
ness in your state.

Insurance Company Ratings

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

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

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

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,

Distribution of Ratings

A.M.Best S&P Moody’s Duff &Phelps Weiss Research
# Co. #Co. # Co. # Co. # Co.
Rank  Grade 881 Rank  Grade 256 | Rank  Grade 106 | Rank  Grade 170 | Rank Grade 1774
1 (A++) 51 1 (AAA) 40 1 (Aaa) 1 (AAA) 59 1 (A+) 11
2 (A+) 147 2 (AAH) 47 2 (Aal) 2 (AA+) 28 2 (A) 15
3 (A) 232 3 (AA) 83 3 (Aa2) 36 3 (AA) 56 3 (A-) 38
4 (A%) 168 4 (AA9) 59 4 (Aa3) 47 4 (AA-) 31 4 (B+) 58
5 (B++) 94 5 (A9 37 5 (Al) 34 5 (A+) 26 5 (B) 193
6 (B+) 116 6 (A 32 6 (A2) 12 6 (A) 7 6 (B-) 128
7 (B) 54 7 (A-) 10 7 (A3) 193 7 (A-) 5 7 (CH) 125
8 (B-) 22 8  (BBB+) 6 8 (Baal) 8 8 (BBB+) 1 8 (©) 233
9 (C+4) 10 9  (BBB) 1 9 (Baa2) 6 9 (BBB) na 9 (C-) 115
10 (€ 7 10  (BBB-) 2 10 (Baa3) 2 10 (BBB-) na 10 (D+) 105
11 ©) 14 11 (BBH na 11 (Bal) na 11 (BB+) na 11 (D) 141
12 (C) na 12 (BB) na 12 (Ba2) 1 12 (BB) na 12 (D-) 49
13 (D) na 13 (BB na 13 (Ba3) na 13 (BB-) na 13 (E+) 29
14 (E) na 14 (B+) 1 14 (B) na 14 (B+) na 14 (E) 25
15 (F) na 15 (B) na 15 (B2) na 15 (B) na 15 (E) na
(as of 8/97) 16 (B-) na 16 (B3) na 16 (B-) na 16 (F) na
17 (CCce) na 17 (Caa) na 17 (CCC+) na 17 ) na
18 (R) na 18 (Ca) na 18 (CCC) na (as of 8/97)
(as of 8/97) 19 ©) na 19 (CCcC-) na
(as of 8/97) (as of 8/97)
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A.M. Best's Ratings Rating Categories You can also receive just the letter rat-
A++, A+  Superior ing by dialing a 900 number, (This is a
A M Best Co ls the oldest insurance A A- Excellentd tOll Call at $250 peI’ minute.) Call AM.
L o B++, B+ Very Goo . .
rating agency in the world and has been B, B- Good Best at (908) 439-2200 for instructions
reporting on the financial condition of C++,C+  Fair on how to place the call.
insurance companies since 1899. It has :;) 3:’;1;’:; ;‘f:;‘"s‘s";rsv"i‘s‘i‘gr‘:‘ds
be;n assigning an alphabfatic rating scale F In Liquidation P
to 1n§urance companies smc’e 1976. . Standard & Poor’s
Best’s evaluates a company’s Relative Ratine Modific .
Financial Strength and overall perfor- ting Modifiers Ratings
mance in comparison with others. Best’s p Pooled Rating
ratings should not be taken as a guar- r Reinsured Rating Standard and Poor’s, which began rat-
ranty of any insurer’s current or future i g‘;’:‘;ﬁ::t‘i . ing insurance companies in the mid
ability to meet its contractual obliga- W Rating Watch List 1980s, assesses a compan.y’stlailps-
tions. Best’s charges an insurer $500 for g Group Rating Paying Ability—that is, its financial
i - s Consolidated Rating capacity to meet its insurance obliga-
a letter rating. (Contact A.M. Best Com a Qualified Rating pacity g

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

“Not Assigned” Categories

tions. S&P forms its opinion by examin-
ing industry-specitic risk, management
factors, operating performance and capi-
talization. Industry-specific risk ad-

o T NA-1 Special Data Filing . DA . .
qualitative and quantitative terms. Quan- NA-2 Less than Minimum Size dresses the inherent risk in and diversity
titative evaluation examines (1) prof- NA-3 Insufficient Operating of the insurance business being under-

. aqe . o g0 Experience . ~ .
itten. ment tactors incl

1tability, (2) leverage, (3) llquldlty, 4) NA Rating Procedure written. Manageme E act. s include
reserve adequacy, and (5) reinsurance. Inapplicable how management dehpes 1ts corporate
Qualitative evaluation is based on (1) NA-5 Significant Change strategy and the effectiveness of its op-
spread of risk, (2) soundness and ap- NA-6 Rei“s;’“"d by Unrated erations and financial controls. Operat-

. . . nsurer . . N s
proprlgtes Qt reinsurance, (3) quality and NA-8 Incomplete Financial ing pertormance tocu§es on a company’s
diversification of assets, (4) adequacy of Information trend for current and future earnings.
policy reserves, and (5) adequacy of sur- NA-9 Company Request For capitalization, S&P looks at the

NA-11 Rating Suspended

plus, (6) capital structure, and (7) man-
agement experience. Ratings are re-
viewed both on an annual and a quar-
terly basis.

Financial Performance Rating (FPR)

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

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.

claims-paying ability rating. (Contact:
Standard and Poor’s, 25 Broadway, New

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

York, NY 10004.)
S&P’s rating scheme uses a letter

Secure Ratings
that qualifies it. The A++ highest rating grade scale that ranges from AAA
is based on a company's favorable com- 9.8 Strong (highest) to R (lowest), (ie., AAA, AA,
parison of profitability, leverage, and 2’6 """""""""""""""""" Above 25::5: A, BBB, BB, B, CCC, R). The “AAA”
liquidity with industry norms; favorable rating, for example, represents a com-
experience from mortality, lapses, and Vulnerable Ratings pany’s extremely strong capacity to
expenses; quality and diversification of 4 Average honor its obligations and to remain so
investment portfolio; strong policy re- 3.2 e Below Average over a long period of time. “AAA” com-

serves and a surplus to risk ratio that is

panys offer superior financial security

above that for the average life insurance No Rating Opinion on both an absolute and relative basis.
company. Also examined are the They possess the highest safety and have
amount and soundness of its reinsurance 1 Not Assigned an overwhelming capacity to meet poli-

and the competence and experience of
management.

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

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

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.

cyholder obligations.

As a group, the claims-paying ability
ratings are divided into two broad classi-
fications. Rating categories from ‘AAA’
to ‘BBB’ are classifed as “secure” and

Jan. - March 1998 93



Rating Agencies

indicate insurers whose tinancial capac-
ity to meet policyholder obligations is
viewed on balance as sound. Ratings cat-
egories from ‘BB’ to ‘CCC’ are classi-
fied as “vulnerable” and indicate insur-
ers whose financial capacity to meet pol-
icyholders obligations is viewed as vul-
nerable to adverse economic and under-
writing conditions. Plus (+) and minus
(-) signs show relative standing within a
category; they do not suggest likely up-
grades or downgrades. For certain com-
panies, 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 Insur-
ance 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.

94 Jan. - March 1998 ¢

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

Moody’s Ratings

Moody’s Insurance Financial
Strength Ratings are opinions of the
relative strength or weakness of insur-
ance companies. Specifically, they
summarize the likelihood that a com-
pany will be able to meet its senior
policyholder obligations. Moody’s
considers both quantitative and quali-
tative factors in the following areas:
product lines, industry competitive
positions, markets, distribution sys-
tems, organizational structure, earn-
ings trends and profitability, pertfor-
mance and quality of investments, as-
set/liability management and liquidity,
surplus position relative to risk profile
and affiliated companies. A very im-
portant part of the evaluation is under-
standing management’s philosophy
and the company’s strategic direction.
The rating, therefore, involves judg-
ments 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”)
tor the least favorable rating (ie., Aaa,
Aa, A, Baa, Ba, B, Caa, Ca, C). For
classes Aa to B, Moody’s adds a nu-
merical modifier, from 1 (at high end
of category) to 3 (at the lower end) to
indicate the approximate ranking of a
company in the particular classifica-
tion.

Rating Categories

Aaa Exceptional security. Unlikely to be
affected by change.

Aa Excellent security. Lower than Aaa
because long-term risks appear some-
what larger.

A Good Security. Possibly susceptible to
future impairment.

Baa Adequate security. Certain protective
to future impairment.

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

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

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

Ca Extremely poor security. Companies are
often in default.

C Lowest security. Extremely poor

prospects of offering financial security.

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

Duff & Phelps’ Ratings

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

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

Dutf 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 econ-
omy.
CCC Substantial risk regarding claims paying

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

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

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

Weiss Ratings

Weiss Ratings, Inc. a recent entrant
in the insurance rating business, began
oftering its Weiss Safety Rating in
1990. Weiss analyzes a company's
tuture ability to pay its claims under
ditficult economic conditions when
the potential for liquidity problems is
increased. The most important indica-
tors used are risk-adjusted capital ra-
tios, which evaluate a company's ex-
posure 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 be-
low). Weiss’ rating standards are gen-
erally more conservative than those
used by other agencies. For example,
the distribution of 1991 Weiss’ rank-
ing 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 fol-
lowed 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 opera-
tions. It must also achieve an accept-
able level in all five components of
the Weiss Safety Rating: equity,
investment safety, profitability, lever-
age, 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 com-
panies rated less than B can remain
viable provided the economic environ-
ment remains relatively stable. A de-
tailed description of Weiss’ rating
scale follows below. For further infor-
mation 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 fi-
nancial security. It has maintained a conserva-
tive 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 condi-
tions.

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

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

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

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

Very Weak. This company currently demon-
strates what we consider to be significant
weaknesses and has also failed some of the
basic tests that we use to identify fiscal stabil-
ity. Therefore, even in a favorable economic
environment, it is our opinion that policyhold-
ers 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 com-
pany is unrated for one or more of the follow-
ing reasons: (1) total assets of less than $1
million, (2) premium income for the current
year less than $100 thousand, or (3) the com-
pany functions almost exclusively as a hold-
ing company rather than as an underwriter.
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