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More of the same on these pieces too:
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And as we've discussed, performance can be both capped and diminished by fees. Over the
past five years alone, the S&P 500 Index has returned over 17% annually, and an annuitant
under an index cap, and further exposed to a spread, would have missed out on the majority of
this return.

For some, the FIA route may not be the best use of money, but it may be the most pragmatic,
depending on one's age, overall financial situation, and need for a reliable future payout. If this
describes you, ask your insurance agent about purchasing an income rider to your contract,
which will cost you a bit more in up-front premium but provide for a higher annuity stream.

As an altemative, consider investing a portion of your funds earmarked for an annuity, up to
25%-33%, in a balanced ETF or mutual fund that allocates its holdings between stocks and
bonds. While the balanced equity/bond approach has been somewhat out of fashion during
this long, multi-year bull market in stocks, it's a defensive strategy that can reward the risk-
averse.

Asolid example of such an investment is Vanguard Balanced Index Fund Investor

Shares (NASDAQMUTFUND: VBINX). This mutual fund allocates approximately 60% of
holdings to stocks and 40% to bonds. Since inception in 1992, it's provided an annual average
return of 8.05%.

The fund's beta hovers around 0.60, meaning that on average it's only two-thirds (roughly) as
volatile as the overall market. And the Balanced Index Fund Investor's expense ratio of just
0.22% is magnitudes less of expense than you'll incur on any FIA product, between
participation rates, spreads, and other fees.

According to the NAIC, the average FIA term is six to seven years, so holding VBINX or a
similar fund in lieu of an FIA, or even alongside an FIA purchase, can allow you to truly
participate in the market over the long term, with risk reduction to boot. And in investing, it's
often better to mitigate risk than to try to avoid it all together.

The $15,834 Social Security bonus you could be missing

If you're like most Americans, you're a few years (or more) behind on your retirement savings.
But a handful of litie-known "Social Security secrets" could help ensure a boost in your
retirement income. For example: one easy trick could pay you as much as $15,834 more
each yearl Once you learn how to maximize your Social Security benefits, we think you could
retire confidently with the peace of mind we're all after. Simply click here to discover how to
leam more about these strategies.

Try any of our Foolish newsletter services free for 30 days. We Fools may not all hold the same opinions, but
we all believe that considering a diverse range of insights makes us better investors. The Motley Fool has a

Why Fixed Index Ann... My Webs\Advent... x3 | wa Annuity_Investi
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The first is tax-deferral. When you
invest in a variable annuity, you get to spread your money among investments
known as "subaccounts” that are much like mutual funds in that they allow you to Today's featured rates:
invest in a portfolio of stocks, bonds or both. But unlike with a regular mutual fund, 30 yrfixed mtg, 0 points, Los Angeles, CA, APR 4.625%
any investment gains generated by the subaccount go untaxed, as long as those “Rates subjectto change
gains remain within the annuity. This tax-deferral has the potential to boost your
after-tax returns beyond what you might earn in taxable investments like Hot List
conventional mutual funds.

12 entrepreneurs reinventing =

But that potential comes with a downside: When you eventually withdraw health care

investment gains from a variable annuity, they are taxed at ordinary income tax
rates even if those gains are long-term capital gains. That means that the same
capital gain that would be taxed at no more than 15% today in a mutual fund could
be taxed at a rate as high as 35% in a variable annuity.

These startups are working to make
care more affordable and
efficient More

In effect, by investing in a variable annuity, you may be turning gains taxed at
159% into profit taxed at 35%. That difference can pretty much destroy any
benefit of an annuity's tax deferral and erode, if not eliminate, a variable annuity's
value as a vehicle for building a nest egg.

Hear ye! Hear ye! The financial
apocalypse is nigh

The Mayan calendar says the world is
supposed to end next December. But
plenty of things could help wreck the
global economy before then. Here's six
of them. More

The second reason your adviser might say you need an annuiy is for guaranteed
retirement income. It's true that most variable annuities sold these days come with
a rider known as a GLWB, or guaranteed lifetime withdrawal benefit. This rider
assures that you can draw a given percentage of the annuity's value (usually 4%
to 6%, depending on your age) throughout retirement. Annuities with this rider
also often tout a guaranteed rate of return. 2% The next few trading days could -
@ [ [@memer [~ [Riz% -
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But this income benefit and the return guarantee can be devilishly difficult to
evaluate. And after you've taken the effort to do that, you'l often find that these
benefits (much like the tax-deferral mentioned above) sound more appealing than
they actually are

Question 2: What will the annuity cost me?

Most of the variable annuities sold by advisers are weighed down by several
layers of fees

As this Securities and Exchange primer on variable annuities points out, there
are insurance charges, investment management fees and fees for various riders
and extra features. These can often total upwards of 3% a year. There are also
surrender fees if you pull out your money within a certain period of time (typically
six to eight years) after buying

What's more, ascertaining exactly how much you'll pay in fees is tough for most
investors, as it can require slogging through a long mind-numbing prospectus.
(For a look at a simpler, quicker way to disclose annuity fees that I've proposed,
check out my "E-Z Annuity Fee Disclosure Checklist.")

Question 3: Can | achieve my goal without a variable annuity?
Although salespeople may make it seem like a variable annuity is, if not the only,

then certainly the ideal solution for your needs, | find that there are usually better
ways to go

Wil Gains. Tvestors remarn focused on ]
Europe, and cautiously optimistic about
the U.S. economy. More

s&P 800
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201

The 2012 budget wars

The end-of-year payrolltax brawlis
likely to pale next to future tax and
spending fights. More

10 ways Steve Jobs changed the
world

Apple's former CEO and co-founder
transformed the world's relationship
with technology — forever. More

CNNMoney Sponsors
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When it comes to building a nest egg, you should certainly go with 401(k)s and
IRAs first. And even after you've maxed them out, I'd say tax-efficient index funds
and tax-managed mutual funds rank ahead of variable annuities as wealth-
building vehicles.

And while a variable annuity with a lifetime income rider can provide reliable
income throughout retirement, | think a combination of mutual funds and a plain
old-fashioned immediate annuity is a smarter and less costly way to go

Want to buy an annuity? Don't wait for higher rates

I suggest you take some time to mullthis over before making a move. During that
time, you can also get a better handle on how annuities work by checking out the
Annuities section of our Ultimate Guide to Retirement

If the money you've invested in funds represents a significant portion of your
savings — or you're just not confident about sorting through these issues alone —
you might want to consult an adviser who will be willing to work for an hourly fee
(and thus have no interest in selling you an annuity or any other product)

The bottom line, though, is that you should have reservations about making this
switch. And you shouldn't proceed at all unless you're confident the move will

benefit you, and not just the adviser. m
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The Truth About Annuity Income Riders

Monday, January 16, 2012 Specialty: ANNUTIES
By Stan Haithcock, Annuity Expert, Stan “The Annuity Man"

Stan "The Annuity Man'

cc oo 0000 o o EER

B Jon D ran Dl BlResanmend 40 G571 ggnieed incoms stream may sound vew sttactive to

potential annuty buyers, but few brokers outiine &l the facts. Stan
Haithcock of StantheAnnuityMan com explains what to fook for f
you're considering this berefi.

“Transfer Your Risk with Annuities
Need an Annuity? Take the PILL
Test

The hattest and most controversial topic in the annuity industry today
is the Incorne Rider

Lear About the Expert

What is an Incore Rider? It is an optional beneft that can be attached to an annuity for an additional annual
fee, and will provide a lifetime income strearn that you can turm on in the future.

Sorme Incorme Riders grow at a contractually guaranteed rate that will compound during the deferral years for
future lfetime incorne. Other Incorme Riders lock in market gains that can be used for future lifetime income.
Sounds great in theory, huh? Well, it can be._ i utilized properly

Incorne Riders work well when used properly and proportionally within your portfolio. The probler is that
agents/advisors/brokers have used the Incorne Rider as the ultimate "sizzle” by focusing on the high
percentage rate (without full explanation) to attract custormers

The carmman mistake/ploy that happens is that the annuity buyer thinks that the Incorme Rider rate is yield,
and a nurmber that they can walk away with in a lump sum. The typical phone call | get on a weekly basis is
"Stan, | have an annuity paying me B% per year guaranteed "

No, you don'tl You have an Income Rider that is growing at 6% per year, and can only be used for income. If
that s the plan, then great, but you cannot access that total in a lump sum amount and go invest it
somewhers else

Incorne Riders should be used for what | call target date income planning.” For example, if you need to tum
on a lifetime incorme strearn six years from now, you can use an Incorme Rider to quarantee a contractual
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on a lifetime incorme strearn six years from now, you can use an Incorme Rider to quarantee a contractual
arowth rate that you can use for income at your planned income starting date.

The mistake that | am seeing people make is that they are attaching Incore Riders to variable annuities, INVESTING ELETTERS  bore Detals
instead of fixed annuities. Most variable annuities put imitations on your investrment choices when you attach
the Income Rider to the policy, and you wil also be charged higher fees. Income Riders attached to fixed
annuties typically provide a higher payout rate with lower fees

' Daily Investing Alert
¥ Weekly Investing eLetter

' Hot Off The Tape WeeKly Video eLetter
Al Income Riders have 3 primary "legs to the stool”

TRADING ELETTERS  hore Detals

1. The Rate. The percentage that is guaranteed during the deferral period N X
¥ Daily Trading Alert
2. The Period. The amaunt of ime that this rate is guaranteed during the deferal years.
F Trading Lessons
3. The Payout. The actuarial payout percentage tha your fetime income siream is based on
v
Let's break each of these components down so that you will have a full grasp of how Income Riders work, 7 Trader Talk Podeast

and what you should look for if you are thinking about utlizing this type of "target date” income strategy
Enter Your E-mail Address

The Rate

Most Incorne Riders offer 2 guaranteed contractual growth rate during the deferral period. These rates vary MOST POPULAR

from company to cormpany, but can be 5%, 6%, 7%, ete. Some companies even offer market lack-ins as an A Batter ETF for Metals Investors

Income Rider. The most common silver and gold
ETFs may present risks unknown to

Understand that all Income Riders have an annual cost attached, and that the guaranteed percentage number most investors, says asset manager.

is not yield. In other words, you cannot "walk away” with the money. The Incore Rider dollar amount can

orly be used for income The Two-Minute Canadian Partfolio

The Period The Week Ahead: The Path to Profts in 2012
When you attached an Income Rider to an annuity, the contract will quarantee that annual growth rate for a

specific period of time during the deferral years. 4 Defensive Dividend Payers to Buy Now

Most contracts guarantee that growth rate for a ten-year time frame, and some will ffer an extension to that
time period if you want to defer o "target date” for longer than ten years. Once you turm the income stream  TRADESHOW LOCATIONS

on, the guaranteed annual percentage growth stops, and your ietime income starts ey
The Payout Tradersexpo.

New York » February 19 - 22, 2012
More Details | Register FREE

London « March 23 - 24, 2012
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This is the most important pat of the Income Rider structure, and it is almost never explained by most
agents/advisors/brokers because there is no "sizzle” to this number
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When you decide to star taking a lfetime income stream from your Income Rider, the insurance company More Details | Register FREE

will base that lfetime payout on your age when you start that income. Common sense tells you that the The WORLD
younger you are, the lower the payout...and the older you are, the higher the payout. MONEYSHOW*

Orlando - MS - February 8§ - 12, 2012
The reason that Income Riders should be attached to fixed annuities instead of variable annuities is because | 0,1t e | negioter FREE

the actuarial percentage payout rate is typically higher with fixed annuities. Also, the fees are much lower Vancouver « March 27 — 23, 2012
when you attach an Income Rider to a fixed annity. More Details | Register FREE

"The Payout” is more important than "The Rate.
decision. For example, an Income Rider rate of 6% might generate a higher lifetime income strearn than an
Incorne Rider rate at 7.5%, because "The Payout”is higher when you decide to tum on your income strearm. | SPONSORED LINKS

i it should be the primary factor in your Incore Rider

So don't get caught up in the "sizzls" with Income Riders. Do the math, attach them to fixed annuities, and St e Ay U

use them to plan for your future lfetime income needs. Stan "The Annuity Man' s an annuity specialist and
nationally recognized annuity expert. Stan *The
Leam more.
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on Your Fear?
by Alexander Green, Investment U Chief Investment Strategist How to Play the
Nonday, January 16, 2012: Issue #1687 Collapse of the Euro
Make no mistake. Investors are petrified right now. And they re telling their investment
advisors about it Enter Email Address Here
The question is: “Whatis he or she doing in response?” I the answer is adjusting your asset Special Report
allocation, focusing on your long-term investment goals, or doing a bit of handholding, you
probably have a good one
Butif they're preying on your emotional state with unsuitable investments or all-or-nothing
advice, beware.
The story is as old as equity investing itself. When times are good, investors get complacent,
take too much risk and generally regret t. When times are bad, investors become anxiety-
ridden, take too litle risk and generally regret it. Seasoned advisors know this and try to keep
You on the right track. But less knowledgeable or less scrupulous advisors may try to take Alexander Green, Chief
dvantage of L
advantage of your worres Investment Strategist
For instance, your investment advisor may recommend that you load up on variable annities Nexander G e Chiet
in this uncertain environment. Not a good idea. Some annuities are right for some people. lexander Green Is the Chief
Investment Strategist of
They offer tax-deferred compounding (ike an IRA) and a principal guarantee. But the typical Inveatment U A ol Street
annuity is ridiculously expensive, offers mediocre insurance coverage, restricts your Jeteran ne has more than 20
investment choices to so-so mutual funds, lacks liquidity and comes with enormous years of experience as a
surrender penalties. research analyst, investment
dvisor, financial writer and portol
Too many investors lear these things about annities after they've plunked for one. Hence, f;af”nsa"g'é,‘"anc‘a writer and portiolio
youll often hear investors complain that they are “stuck in an annuity’ for several years
Investigate these insurance contracts before you invest. On the whole they are oversold, lir_Green has been featured on The
frequently misrepresented and completely inappropriate for many folks OReill Factor, and has been profiled by
The Wall Street Journal, BusinessWeek,
Another sign that you have a misguided (or unethical) investment advisor is if he suggests Forbes, Kiplinger's Personal Finance, C-
that you abandon proven investment principles. For example, if your investment plan is SPAN and CNBC among others. Learn
based on a broker's economic forecast or market timing advice, good luck. You're going to More...
need it
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No one can accurately predict the economy with any consistency. And it wouldn't really What is Investment U?

matter ifthey could. Stocks routinely rally during the bad times and sell-off during the good
ones. If your investment advisor doesn't know this, you shouldn' be using her. f she does
andis still trying to convince you to flee the market, that's even worse.

Also beware investment advisors who are paid on a transaction basis and therefore have an
incentive for you to trade more frequently. Some brokers today are telling their clients that the
old rules no longer apply, that you need to jump in and out of the market and from stock to
stock. For a commission-based broker, this can be entirely seff-serving advice. And itis
almost certain to end badly... at least for the client

1 know it's tough to buy — or just hang in there — when the outlook is dark. But look back at
history. The market was a screaming “Buy” after the crash of '87, the bear market of 1990,
the tech wreck of 1994, the Asian Contagion of 1997, the 2000 to 2002 bear market, and
even during the depths of the financial crisis in 2008

If you're using an advisor who insists that “this time it’s different,” you might reasonably
‘examine his experience, his ethics and his disciplinary history. And seek out more-qualiied
advice

Good Investing,

Alexander Green
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BEST NEW MONEY MOVES

Variable annuities: Money
Buyer beware Pr—

By Lisa Gibbs @Money January 17, 2012: 6:0¢ Al ET

Variable annuties promise  al, and millons are buying in. Before you oin them, youd better know
what's on the ofher sde of the rainbow.

(MONEY Magazine) - Chances are. you've already heard the pitch from an
insurance agent or a financial adviser. And if you've been feeling anxious
‘about the stock market (who hasn't?). it probably sounded pretty
compelling: “Invest in stocks while protecting yourself from another 2008,
with a guaranteed minimum retumn that provides income for the rest of your
life!”
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Stocks to get boostirom China report
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A retired couple’s plan to buy their dream home
How a former railroad conductor and his wife can maximize their

retirement savings and achieve some big financial goals
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This promise propelled sales of variable annuities to $120 bilion in the
first nine months of 2011, already the highest yearly since 2007. The
annuity itself — a tax-deferred investment account with an insurance
wrapper that provides a death benefit — is only part of the appeal

Gt Comment

Sponsored Links.

RBCC - Breakout Gains!
‘The Most Promising Biotech Company
Could Make You Exremely Wealthy!
www BestlficroCapStock com

GTSO - Future Stock Win
Dont Underestimate the Value Of The
21st Century Gold Rush, Buy Now
v ToplficroCapStock.com

Buy 3 link here

What's heating up the market is an
optional feature allowing you to draw
2 minimum income each year until
you die. no matter how poorly the
market performs. This add-on, called
a living benefit rider. also lets you
‘access your account value if you
need more money. and leave what's
left to your heirs when you pass on

Insurers have offered the riders for
years. but since the 2008 crash. the
combination of a shot at stock gains
‘along with a safety net against
losses has proved particularly
potent Today nearly nine of 10
variable annuity (VA) buyers elect
‘some form of iving benefi rider,
research firm LIVIRA reports.

The question s, Do they really know

what they're buying? Insurers tweak their offerings constantly, and the
promises are harder to untangle at every fteration

What is an annuity?

“The riders have made a complex product more complex " says John
Cronin, securities director for Vermont and head of a national regulatory
group on VAs. What may be obscured in the fine print — of which there is a
dizzying amount - s the fact that the VA-rider combo has been growing

more costly and less generous

Mortgage & Savings Center

Home
Equty Loan

Morigages. nsurance Credtcards  CDs

Ovemight Avg Rate: Lstest  Change  Lastieek
30yrfired EEC 290%
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Enter 2P code [l

Rate data provided
by Bankrate.com

Today's featured rates:
30yrfixed mig, 0 points, Los Angeles, CA, APR 4.625%
“Rates subject to change.
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)

Ohio's oil-powered jobs boom

Eastem Ohio residents are cleaning
up from the state's fracking boom,
with 1,000 new jobs at a local plant
and great rates for leasing the land in
their backyards. Play

Credit card debt drops 11%

Consumers reduced credit card debt
by 1% last year, with average debt =
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We South Dakotans can be smug about the economic advantages of residing in our income tax-free
state. While those advantages are big, we do have a few lesser-known taxes. ACTlv ATE (
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These include a 6 percent franchise tax on banks and a 4.5 percent energy minerals severance tax YOUR DIGITAL SUBSCRIPTION
on mining and oil companies. Like many other states, we also tax life insurance premiums; our rate
is 2.5 percent.
Deals, Offers and Events
| recently learned about another "hidden" tax, one on annuity premiums. A recent article in
Investment News lists the eight states or territories that have such a tax: California, Florida, Maine, 6 Months special financing on
o
Nevada, Puerto Rico, South Dakota, West Virginia, and Wyoming. The tax ranges from 1 percentin = grpee o Eg;ghfzfe;;g;%?g;mﬂe' Click
Florida, West Virginia, and Wyoming to a whopping 3.5 percent in Nevada. South Dakota’s rate is .
125 percent. Click here for more information!
st p
If you have purchased an annuity while living in one of these jurisdictions, you've paid this tax. You :‘% Eggkpt:r fﬁ::ﬁl'gsé{:irlzeh";:mals
may have not been aware of it, as there are many hidden fees associated with purchasing ' '
annuities. v
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The product's detractors in the financial planning community argue that
there are cheaper ways to achieve similar results. and MONEY generally
agrees

Still.it's hard not to be tempted by the promise of security, especially in
insecure times. So if you feel persuaded by the pitch, make sure you know
what you're getting into —- and what you're giving up — before incorporating
a VA and rider into your retirement plan

The guarantees are getting less rich

Living benefit riders make two key promises: You'll earn a minimum return
to build your income, and you can withdraw a set percentage each year
when you're ready. Before 2008, insurers were competing to be the most
generous on both counts. "It truly was an arms race." says Frank
O'Connor, insurance division director at Morningstar.

Is a pension a stand-in for bonds?

After the crash. however. the market value of investors' holdings fell. and
the bonds insurers owned began producing less income. Consequently, the
insurance companies dramatically scaled back their promises

"Some were providing overly generous benefits and simply not charging
enough for that " says Greg Salsbury. an executive at Jackson National. the
third-largest seler of variable annuities. A few companies. namely
Genworth (@) GNW. Fortune 500) and Sun Life (@ SLF). got out of the
game altogether in 2011

To grasp the effects of shrinking guarantees, you first must understand
how the accounts work.

Within the VA, which you can buy into all at once or over a period of years.
you choose how your money s invested among a selection of mutual funds
The account balance fluctuates with the market value of your holdings

Consumer bureau's top 3 tasks

The Consumer Financial Protection
Bureau has its full powiers now and
plans to put them to use. Here are its
new directors top 3 priorities. More

Congress cuts staff,
computers and staplers

After voting last year to cut its own
operating budget by 5%, House
members have reduced staff sizes
and are spending less on office
supplies and computers. More

Wikipedia plans anti-SOPA
blackout

Ahandful of large websites will go
dark to protest SOPA. an anti-piracy
billthat critics say vil wreck the
Intemnet as we know it. More

CNNMoney Sponsors

How Much Could You
o | Saver Get a free quote!
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Meanuhile, a virtual account - the "benefit base” - grows at the minimum
retumn. If the market does well and your real portfolio exceeds the benefit
base. the value of the virtual account is stepped up to match. You might let
that benefit base build for 10 or so years before drawing down. Once you
do start taking income. the preset withdrawal rate is applied to the benefit
base

Insurers used to guarantee minimum annual retums of 6% or more on the
benefit base. Today the typical roll-up rate. as its called. is 5%

‘Some insurers will dial back even more once you start drawing income,
while others link their rate to a benchmark like the 10-year Treasury yield,
causing the "guarantee” to fluctuate. Withdrawal rates have come down
t00.In late 2006, nearly 70% of insurers guaranteed a flat 5%: now only
21% do, reports Morningstar. Most of the rest switched to a sliding scale
that rises depending on the age you start drawing — say. from 4 5% at 59
10 6.5% at 80-plus. Couples may have to settie for an even lower rate

What look like minor differences can have a big impact on your income,
especially in down markets. If you and your spouse had put $300,000 in a
VA with a rider offering a 6% retum and 5% withdrawal in late 2000, you'd
now be getting at least $26.900 a year. Today's 5% roll-up and 4 5%
withdrawal for couples. in contrast, provides just $22,000

What to watch out for

Too-good-to-be-true guarantees. Anything above the standard roll-up
of 5% and withdrawal rate of 5% for singles or 4 5% for couples comes with
either a higher cost or specific conditions today, says Tamiko Toland,
editor of Annuity Insight. For example. you might get a higher rate now, but
no guaranteed growth after 10 years. Be sure to read the fine print

Higher fees get in the way of growth

Variable annuities are expensive to start with, which is why MONEY has
been reluctant to recommend them
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Higher fees get in the way of growth

Variable annuities are expensive to start with, which is why MONEY has
been reluctant to recommend them

Insurers charge a variety of administrative fees to cover their guarantees
as well as hefty sales commissions. (Agents collect about 5% of the.
investment plus 0 5% a year )

In addition. mutual funds within a typical VA carry expenses of about 1%
The rider, commonly called a guaranteed lifetime withdrawal benefit
(GLWB). duns you too, and more than ever. It now adds 1.12% a year,
nearly a third more than in 2009, Morningstar reports. All told. fees skim
3:61% off the annual retums of the average VA with a rider

Over time those charges severely impede the growth of your account
value. After a wild bull market lie the 19905, $300.000 in a mutual fund
portfolio of 0% large-cap stocks and 40% intermediate-term bonds —
‘assuming low but not rock-bottom fund fees of 0.75% - would be worth
over 1 million. The same investment in the average VA with a rider would
have grown to only §783,000
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Dear Dr. Don, Ny | 0; How to Teach Your
O print Alife insurance company | researched has an annuity for retirees (i Kids to Borrow Safely
ot who are members of AARP. They list interest rates as high as 8% for \
o people older than 85. Is this the way to go in your opinion, and if not,
2 share why?
- Rosalie Rates.
Show More.
» Tweet Dear Rosalie,
An annuity is a contract between you and your insurance company. You FINANCIAL RESOLUTIONS  More stories -
[ share | 1 make a lump-sum payment or series of payments. In retun, the insurer
agrees to make periodic payments to you beginning immediately or at
RELATED VIDEO some future date. Annuities typically offer tax-deferred growth of eamings.
The current rate for this annity program is 8.5% when the policy is issued
at age 85 for a male applicant, but it's important to read the fine print. The 2011's Issues Didn't End With
8.5% is the policy's payout rate, not an interest rate. The payout you New Year
receive includes both interest and return of principal
Atlew Way to Pay for + The Ins and Outs of Homeowner's Insurance
Retirement
You can't hang your hat on the annuity payout rate in deciding whether to N :ﬁ":::“"‘g'“ persenalfinance resolution you
RELATED STORIES buy the annuity. At age 85, it's your remaining life expectancy that allows
© 4Weystoadamision (€ MSrance company to provide this high payout.If you invested
Protection to Your $100.000 in the annuity product, the company could make payments of
Retirement Plan $8,500 per year for almost 12 years just with the money you invested. You 0 The webpage is unavailable
* 10 teps foraWorn-Fres  would be about 97 years old before the insdrance company would have to
Retirement use its funds to make your monthly income payments
What you can try:
MORE FROM
BANKRATE.COM This particular annuity product offers two options to guarantee you or the @ Connect to the Internet
policy beneficiaries receive at least the money you originally invested in
© Bankrate'sTerms ofUse e policy. One is called the cash refund feature; the other, a 20-year ® Make sure you are not working
* 0r. Don columns guarantee. The cash refund feature pays the beneficiary the difference N
* Ask the Experts between what vou paid for the annuitv and what vou received in monthly () Forofine e |
Rl @] Internet [a~[®i0% -
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* Ask the Experts between what you paid for the annuity and what you received in monthly (¥ Forofine neare

payments if the sum of the payments is less than what you paid for the
annuity. With the 20-year guarantee, either you or your beneficiary is

quaranteed to receive the purchase price paid for the annuity over a 20-

year period

You don't say how old you are or how much of your savings you're
considering using to invest in an annuity product. You wouldn't want to put
all of your savings into an annuity purchase. You also need to be
concened about how inflation over time can reduce the purchasing power
of the annuity income. While the annuity policy may offer an inflation rider,
that option is typically quite expensive and would significantly reduce the
payout rate in the early years of the annuity.

If you're in good health, have a family history of longevity and are worried
about guaranteed income for lfe, n annuity purchase could be the right
decision for you. Just keep in mind, it's your money you're spending over
the first 12 years of the policy. Work with the agent to discuss the annuity
policy and the policy options available to you, but f you can't get
comfortable with the decision, don't buy the annuty.

Bankrate's content, including the guidance of its advice-and-expert
columns and this website, is intended only to assist you with financial
decisions. The content is broad in scope and does not consider your
personal financial situation. Bankrate recommends that you seek the
advice of advisers who are fully aware of your individual circumstances
before making any final decisions or implementing any financial strategy.
Please remember that your use of this website is govemed by Bankrate's
Terms of Use.
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Annuity Rates take a further dive ~
This week saw the grim news that enhanced and conventional annuity rates have fallen Ezeofiundes)
by 4.7% and 2.45% respecively n the past three months alone, according to the MGM Are you a smoker?*
advantage Annuity Index.Since the summer of 2009, rates for annues have fallen by
nearly 10%. This all comes at a time when prices and infiation have been increasing. € Yes @ Mo
with steep rises in commodity prices. Food, fuel and energy costs have risen steeply.
for example gas prices have risen by 67% and electricity has gone up by 38% since Bolveulakeianyimedicationzy
2007. For those aged over 50's and particularly those people who are refired, there is ® 5 B
the difficult dlemma of the cost of ivng ising while incomes are fixed
Full Name*
Aston Goodey from MGM advantages says that..."...tnese findings are shocking and
Wil put even more pressuire on those people in or approaching retirement.” My Goodey ostcodey
‘added that there was the additional problem of increasing levels of lfe expectancy hmE
which means that annuiy providers are having to pay out income for longer and longer adimmiyy)
periods. The MGM advantage Annuty Index has reported fals in rates in & out of the Telephone®
reports it has published to date. showing just how bad it s financially for refirees at the )
moment. Experts says would-be annuitants need to shop around to see which provider Bl
has the best deal. Evidence in the past has shown that a majority of those reirees who st
buy an annuty are actualy eligile for enhanced annuities which pay a better rate than
standard annues. The difference in income for the top enhanced annuity versus the
bottom standard annuity rate can be as high as fifty percent s
WebSafe ®
Although insurance companies have to make their clients aware of the Open Market i
Option, many refirees fail o realise the absolute necessity to do o and therefore take G =
the fist offer fom thelr current provider. . B
Related Posts: FACEBIOK  TWITTER RSS
= Over 50's inflation higher than the national average
= Refirees see cost of living Jump by 20% in 4 years Links =
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Variable annuities deliver little advantage for We could see nather ights tonight
high cost
Ads by Google
Your Own Business Website win MichiganGetOniins.com
Get a free business web address, website and listings
from Google!
5 6 [mcommens || 0 +1] 0 W Tweet 1 BRecommend
By Elliot Raphaelson, Tribune Media Services
The Savings Game.
January 24, 012
Many readers have written recently to ask whether 793 bvGoodle
they should buy variable annuities. Financial planners
wwho recornmend them extol such features as fixed  See 100ays Mortdage Rates
‘minimum income, the possibility of increased income ~Mortgages Plunge to 2.5%
if the stock market does well, life insurance protection, ﬁg";"’*/ﬁmﬁ;s,ee“ on Good
and tax deferral associated with the life insurance ng § VIDEO GALLERY
www MortgageRates LowerlyBills com
component.
Low Cost Business Class o o ideos avalabie 0000
Whatis seldom iscussed, atleast by a person who Maximam Discounts for ' top videos in
stands to ean a commission from selling you 2 Business & First Class Tickets,
deferred annuity, s that these products can be quite  |ntemational
costly, that high returns are not likely, and that lowcostbizclassflying com
sometimes there are no tax deferral advantages.
A variable annuity is essentially a mutual fund account wrapped inside an insurance policy.
Tt has three basic components: a general account, sub accounts and a death benefit.
The general account serves as a fived annuity, in which the insurance company promises to
pay you a guaranteed rate of interest for a specific time frame, generally between one and
five years. The major portion of the investment is invested in sub accounts, which are
- o P -_ (|
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five years. The major portion of the investment is invested in sub accounts, which are
essentially mutual funds managed by mutual fund companies. The death benefit contains
the key advantage of the annuity, as earnings associated with it are tax-deferred. 3

The many disadvantages of variable annuities are aptly summed up by finance blogger
Larry Swedroe in his book "Investment Mistakes Even Smart Investors Make" (MeGraw
Hill, 2011), which I recommend highly. They include: the high cost of the insurance; the
high operating costs of the investment accounts; the lack of passive low-cost investment

SHOP SMARTER, NOT HARDER

choices; lack of liquidity; and, perhaps worst of all (in Swedroe's opinion), the conversion of ..
preferentially taxed capital gains into highly taxed ordinary income. ».“

ESSa |
Many investors hold variable annuities in tax-deferred accounts. This makes no sense, since | SETMESUNDEY | STEANCLE T winvonronTs
the only advantage of this high-cost produet is the tax deferral. If an advisor recommends CHCAsETRIENE wEEE NS

that you purchase a variable annuity for a tax-deferred account, find a new advisor.
Celebrity award show Tooks for Tess >>

Steve Weisman points out another flaw of variable annuities in his book "The Truth about

Buying Annuities” (FT Press, 2008). (The book covers the advantages and disadvantages of | BUSINESS FEATURES

every type of annuity, and I highly recommend it to anyone who is considering buying one

of these products.) Regarding variable annuities, he writes that the advantage is the death Who's ‘Moving Up'

benefit, and yet generally these annuities are sold as retirement vehicles. In other words, in Chicago
customers are being sold a guarantee that does not provide any protection of the value of

their annuity while they are alive -~ meaning that it is of limited value to them. Moreover,

the insurance company charges a great deal for the insurance component, referred to as the

"mortality expense charge.” There are more cost-effective ways to buy life insurance. Sizvirap: Free

. B . . Dot daily e-mail
There are variable annuities with lower cost structures and better investment choices. -

Swedroe recommends AEGON, Schwab, TIAA-CREF and Vanguard. Since commissions
are not as high, many planners are not promoting these products. If you already own a
variable annuity, you should consider swapping it for one of these through a section 1035
tax-free exchange. Section 1035 of the tax code allows you to swap one annuity for similar
one without triggering tax liability. However, before you execute such an exchange, make
sure you know what your surrender charges will be. It may pay for you to postpone an
exchange until there are low or no surrender charges.

Chicago's $10
million CEOs

(|
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exchange until there are low or no surrender charges.

Make sure, when the surrender charges are at (or close to) an end, that you are not
railroaded into purchasing a new annuity from a planner promising better benefits, along
with a new surrender period. If you do have a high-cost annuity you are unhappy with,
you should be looking for an exchange to a low-cost variable annuity with no surrender
cost.

A basic feature of almost every variable annuity is complexity. It's often hard to compare
one annuity with another and know which is a better deal. The comparison is almost never
"apples to apples.” There are, however, much less complex options for those who want
‘annuities, such as immediate annuities and pre-owned annuities (also known as structured
settlements), which I have discussed in prior columns. I believe that, for the vast majority
of investors, variable annuities are too costly and inflexible. A good planner, who is looking
out for your best interests, rather than a high commission, should be able to find better
alternatives for you.

(Elliot Raphaelson welcomes your questions and comments at elliotraph@gmail.com.)
Copyrignt © 2012, Tribune Media Services
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benefits and commissions

By Darla Mercado
January 26, 2012229 pm ET
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Fed's low interest rates could lower
interest in annuities

Extension of cheap money policy seen boosting annuity costs, reducing
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Reduced commissions for agents, more tweaking to annuities and lower profitability could be in
store for life insurers now that the Federal Reserve has committed to keeping interest rates low

The Fed announced last week that it wil
maintain the target range for the federal
funds rate at 0% to 0.25% untillate 2014,
extending the period from mid-2013. So far,
the rate has been at a near-rock-bottom
level for about three years

Life insurance companies have been
struggling with the low-rate environment for
some time. as puny rates have sapped
profts from their own corporate-bond
investments.

‘Slumping interest rates also have wreaked
havoc on lfe insurance companies' annuity
businesses, boosting the cost of hedging
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| learned about the tax when our client service specialist questioned a 1.25 percent expense
charged by the company on a new “no load” annuity. | thought the company had charged a
commission of some type to the account, which was puzzling since we don’t accept any
commissions. After sorting things out, we discovered the fee was actually the premium tax that
South Dakota charges on every contribution going into an annuity.

While states charge the tax just once on new money invested into the annuity, it still serves to
decrease the total return of the annuity. If you held an annuity for a year, the premium tax would
reduce your overall return by 1.25 percent. If you held the annuity for 10 years, the overall impact
would be much less, reducing the return by 0.125 percent annually.

The states leave the method of collecting the tax up to the annuity company. Most annuity
companies that pay a salesperson a commission to sell the product build the fee into the overall
costs. This is often easy, since the upfront commissions can range up to 10 percent and annual
expenses up to 7 percent a year. | have seen more than one annuity where the fees and
commissions eat up the majority of any potential return. Many no-load annuities, like Jefferson
National, charge the tax to their customers.

If you live in a state that taxes annuity premiums, you might have the idea of buying an annuity in a
non-taxing state. This isn't an option, as companies must levy the tax based on your state of
residency.

On the surface, there appears to be some good news for residents of Maine, Nevada, South
Dakota, and Wyoming. Residents who purchase an annuity in a qualified plan like an IRA or 401(k)
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percentages to 5%, from as much as 7% Just a few years ago.

The low rates also have made it tougher for insurers to pay attractive crediting rates on fixed
and indexed annuiies.

Consequently, advisers can expect even more belt-tightening on the part of insurers in the
months ahead

/e're In the same boat as before: Prices are going to go even higher, and the guarantees are
going down.” said Randy Binner. an analyst at FBR Capital Markets Corp. *This does hurt
profits instantly. though. Insurers are making less of a spread "

He added that it will take a few years of rock-bottom interest rates before life insurance.
companies start to feel the effect of low rates on their reserves.

Most likely. insurers willfind ways to mitigate the hit to their profitability.

“On fired annuities, including the indexed side. it's possible that interest rates being credited
could go even lower than they are now as an effort to soften the squeeze in profit margins.”
said Noel Abkemeler. a consulting actuary at Milliman Inc. If things get really tight. the
commissions will fall "

He noted that compensation to agents is often where carriers will start their trimming

The Fed's announcement came with a silver lining, however. The S&P 500 climbed about 4.5%
10 close at 1,314 65 last Wednesday. the day the Fed made its announcement.

If the stock market continues to climb, variable annuity sales could get a boost, even as,
advisers and clients get accustomed to less rich products. Mr. Abkemeier said

Further, indexed annuities could receive some benefit from a stronger stock market, which
would make them look better than traditional fixed annuities.

But all isn't lost for customers who have retained their old fixed annuities and continue to
contribute to them
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For thousands approaching refirement there is no point in buying a
conventional annuity, according to leading pension experts, because rates
have plummeted to such low levels.

Most people still use their pension fund to buy such an annuity at retirement,
which guarantees a fixed monthly income for life.

Annuity rates have been in decline for 20 years, thanks largely to increased
longevity. But this decline has been accelerated by the current financial crisis,
which has caused interest rates and gilt yields to fall.

Billy Burrows, a director of the Better Retirement Group, said: "With a
£100,000 pension fund now securing less than £6,000 a year [for a 65-year-
old man] we've reached a tipping point where there seems to be litle point in

Atthe start of the 1990s, the same pension fund would have guaranteed an
income of £15,640 a year for life. Twenty years on, a 65-year old man refiring
will secure just £5,800 a year. If this pension fund is also used to provide a
spouse's pension then the income falls to just £5,300 a year. And if you want
your pension income to rise in line with inflation each year, then your initial
payment will be 40pc lower.

using your pension fund to invest solely in a conventional guaranteed annuity.”
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Buying an immediate income annuity — an insurance product in which you exchange a lump
sum for guaranteed monthly payments for life — lets you skirt two big retirement risks: that a
market crash will decimate your savings, and that you'l outiive your money. You can pay extra

for inflation protection to make sure rising costs don't take an ever bigger bite out of income. INDICATIONS
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But insurers base monthly payments, in part,
on current interest rates. If you buy now, you
lock in a lower payout than if rates were
higher.

So s an annuity going to pay you enough? It
depends on how much you've saved. An
annuity isn't a solution for saving too lttle,
though it does protect you against running out
of money.

Here's a hypothetical scenario: A single 65-
year-old woman with $200,000 in her 401(k)
currently can buy an immediate income
annuity, with annual inflation adjustments, that
pays about $740 a month for life, with that
amount adjusting for inflation. For a single, 65-
year-old man, the monthly payout is about
$800 (higher because men don't live as long,
on average).

Better to wait?

Some financial advisers say a good strategy is
to gauge your fixed monthly costs — housing,
utilties and other expenses — and then
annuitize just enough savings to generate
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But the current low-rate environment makes annuities less appealing. “I'd be a litle hesitant right
now,” said Joe Tomlinson, founder of Tomlinson Financial Planning and a fellow of the Society
of Actuaries. When he reran the numbers on a hypothetical retiree scenario that he first
calculated about eight months ago, he found the monthly annuity payout is now about 5% lower.

Still, there aren't a lot of options right now for retirees seeking relatively safe forms of income
Dividend-paying stocks expose one to serious market risk. Read: 10 income-paying stocks that
beat the crowd

And investing in bonds in a low-rate environment can be risky, too. Read: Where to put your
money if the bond bull stumbles.

If you plan to wait for interest rates to rise before annuiizing, you may end up with a smaller
lump sum to annuitize if you park your savings in a losing investment, said Rick Miller, founder
and managing member of Sensible Financial Planning

“Assets that you hold i safe assets like, say, bonds, those may go down in value if interest

rates rise, so even if you can buy a higher income, you may be doing so with smaller assets,” -
Miller said Video

Investing in Foreclosures: Hov

Still, he said, short-term bonds might make sense. “My suspicion is if you hold your assets in
One Company Does It

short-term bonds and long-term rates rise, that would increase annuity payouts more than the >
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short-term bonds and long-term rates rise, that would increase annuity payouts more than the
decline in value you'd get on your short bonds,” he said. “In part it depends on what you're
going to be investing in while you're waiting.”

Given the alternatives, annuities make sense for people in specific situations, said Kelli Hueler,
chief executive of Hueler, which operates IncomeSolutions.com, an online income-annuities
comparison tool

“If you do not need income today to cover your basic needs, then you don't need to buy an
annuity today,” she said. “But if you have basic income needs that aren't being covered
sufficiently...an annuity can be one piece of that. In this interest-rate environment, it's very
difficult to find safe, reliable income alternatives.”
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Hueler added: “Some income, dividend-producing equities can be a great complement to an
annuity. Sometimes people become better investors when they have their risk covered,” she
said. “If they just use the annuity portion to cover their basic needs and think about that as a
building-block floor, then they should be able to invest their assets in a way that feels suitable.”

To maintain more flexibility than annuitizing allows, Robert Schmansky, founder of Clear
Financial Advisors LLC in Bloomfield Hills, Mich., said he likes to create a bond ladder — where
the investor diwies up a lump sum to buy bonds at staggered maturities — for steady income.

The inheritance trade-off

Another consideration: With annuities, you lose the abilty to leave money to heirs — unless you
pay extra for riders. Still, your kids may consider that an acceptable trade-off if they don't have
to support you financially when you're in your 80s and 90s.

“Buying an immediate annuity does create a cash-flow discipline,” said Noel Abkemeier, a
Wiliamsburg, Va.-based principal with Miliman, an actuarial and consulting firm, and a fellow of
the Society of Actuaries.

“You have $100,000 in front of you, you buy an immediate annuity and it gives you $580 a
month. It helps imply a budget,” Abkemeier said. But if you have $100,000 to spend, “you might

blow the money.”
Ml s |

No matter annuity benefits or risks, many people are loath to hand over control of a lump sum INVESTIENT WAVAGEMENT
they've spent years accumulating.
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this type of annuity, investors maintain control over their money, which they invest in a

subaccount of stocks and bonds — but they e also promised a guaranteed income. AL =
Still, you'll pay for that combination of flexibility and guarantee, and bells and whistles make it
hard to assess costs Most Popular

1. ASIA MARKETS
Vanguard Group and others offer lower-cost variable annuities with guaranteed income benefits, Tokyo, Sydney stocks rise; Hc
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you invest $200,000 at a cost of 4% per year, that's $160,000 in fees over 20 years, assuming

the account balance stays even EUROPE MARKETS
European stocks slump on Gre

Keep in mind, too, that some money managers make hefty commissions selling variable fears

annuities, and these products can come with steep surrender charges if an investor decides he
want out. The Financial Industry Regulatory Authority, or FINRA, which oversees securities
firms, said recently that variable annuities are on its list of products to watch this year. Read

INDICATIONS
U.S. stock futures drop on Gre

EINRA's comment on variable annuities on page four of this letter : worries

But some variable annuities offered through workplace retirement plans may make more sense, 4. PETER BRIMELOW

thanks to institutional pricing. These products offer guaranteed minimum withdrawal benefits and Stocks hmmm — gold maybe?
overall expenses are closer to 2%, said Clark Frese, a refirement adviser with the Institutional

Retirement Income Council, a nonprofit think tank, and principal of Asset Strategy Retirement 5 Europe tells Greece to cut dea
Plan Consuttants in Mechanicsburg, Penn else

In these institutional products, “they use very low cost or indexed funds,” he said. “It's more U

expensive than if you went out on your own and just took the money and invested it, but it's not

S0 expensive that you would say, ‘I can't afford that ™" Plus, you get an income guarantee. R )
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Other risks
My comments,

Another risk: Wil the insurance company survive 20 or 30 years to keep paying you? Find out
how much your state’s insurance guaranty association guarantees per person in the event of a

company failure — it may range from $100,000 to $250,000, said Erin Botsford, chief executive Community ¢
of financial planning firm The Botsford Group, and author of “The Big Retirement Risk."

‘Then, buy annuities from different companies up to that value. Go to the National Organization  Breaking Insight
of Life & Health Insurance Guaranty Associations for more information

£i4\ PETER BRIVELOW
Also, buy only from companies with top ratings from A.M. Best, Moody’s and Standard & =l k Stocks hmmm — gold maybe’?
S
o

Poor’s

MARSH ON MONDAY
Huhne scandal comes at a bad
time for Cameron

Annuities are complicated so consider hiring a financial adviser who works on a fee-only basis
and has access to cheaper institutional pricing through a site such as IncomeSolutions.com
Also ask if your retirement-plan provider has information on annuities

JOHN SHINAL'S TECH INVESTOR

Facebook and the future of pul
markets

Andrea Coombes is MarketWatch's personal finance editor, based in San Francisco.
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If you live in a state that taxes annuity premiums, you might have the idea of buying an annuity in a
non-taxing state. This isn't an option, as companies must levy the tax based on your state of
residency.

On the surface, there appears to be some good news for residents of Maine, Nevada, South
Dakota, and Wyoming. Residents who purchase an annuity in a qualified plan like an IRA or 401(k)
don't pay the tax. That benefit is somewhat moot, as owning an annuity in a qualified plan is rare. It
generally makes little sense for a tax-deferred qualified plan to own a tax-deferred annuity,
especially considering the annuity fees.

If you live in a state that taxes annuity purchases, should you automatically rule out annuities? Not
necessarily. Just be aware you will have to pay the piper. For residents of South Dakota, Florida,
and Wyoming, lawmakers argue that maybe the tax isn’t such a heavy burden since these states
don't have an income tax. Still, no matter how you want to figure it, a tax is a tax. It's one more
factor to consider in deciding whether a given annuity product is right for you. Whatever amount you
pay in state taxes is just that much less of your money that goes to work for you.

Rick Kahler, CFP, is a fee-only financial planner and author. Find more information at KahlerFinancial.com. Contact
him at Rick@KahlerFinancial. com or 343-1400, ext. 111
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Annuities: a reliable source of retirement income or a risky fee trap? Regardless of how
they're viewed, they're often a confusing financial product, especially for those in or near YOU HAVE WON A FREE*
refirement WALMART GIFT CARD!!
This week, Kevin Young, a Davis, Calif.-based certified financial planner, advises a reader
on whether an annuity would be a smart move for generating retirement income.
Question: |am 74 years old and retiring after 54 years of teaching. | get my health insurance
through my deceased husband's plan and will be getiing an annuity payment of about $4,300
‘amonth from my school district. | have various savings (CDs, mutual funds, etc ) totaling
about $190,000. Since my monthly expenses are $5,500, what is the best way to invest the
savings to increase my monthly income and minimize my risk?
My financial adviser is suggesting variable rate annities with death benefits. He
recommends that | withdraw the maximum amount from my district funds and invest them in
annuties he selects.
What s your opinion? While | am interested in @ death beneft, the smallprin read does not | ____ - —
give me a warm, comfortable feeling about annuities. Coeson Ao Categores-
Answer: Congratulations on your retirement. My first suggestion is to run from this. e |
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Before doing anything, you must educate yourseff. Alltoo often, | see seniors being taken PARALEGAL
advantage of by salespeople who do not have the client's best interest in mind. Think —
carefully about the most appropriate approach to generate your lifetime retirement income. Harine lectricians
Us-ts-giloxi
Annuiies are mainly sold by insurance agents and others who rely on commissions. Askthe | NOW HIRING Fio core Walders, Sip Fiters
Pine Walders,
salesperson how much he will make in commissions selling you this product. -
JrE—
If you want unbiased, fiduciary advice from a financial professional, seek a “fee-only" adviser
who s  certfied financial planner. To find these types of advisers in your area, go to the
National Association of Personal Financial Advisors' website: www.napfa.org.
Generating retirement income today is difficult because of low interest rates. The current The Shed bamecus bums
Fire destroys The Shed in Ocean Springs (updated
situation is forcing refirees to add additional risk to their portfolios to generate greater Srepm
returns, which can be a very dangerous game because seniors may not have time to ride out | FRAMED See someone sou know?
amajor market correction. SOUND OFFS FORFER. 13
Induced labor lets dying Texas man see daughter
For clients near or in refirement, we invest in a consenvative, diversified, no-load mutual fund | Nereiss celebrates 45 years
Layofts lead o catering business
portfolio, as well as building a U.S. Treasury STRIP bond ladder of zero coupon bonds. The
Avisitfom the Gulf Coasts past
ladder is designed to have a set amount of bonds maturing each year. This creates what Pastrelaionship undermines t present one
amounts to a guaranteed paycheck during retirement Bobby Brown won' be performing with New Edition
in Nashvile
If you're a homeowner and have enough equity, a reverse mortgage also may be an option. |
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Variable annities are a triumph of marketing over arithmetic.

Yes, it's time for my annual Variable Annuity Watch column and, as in every other
year of testing, being simple and cheap has, yet again, been more rewarding for the
majority of investors than being complex and tax-deferred

Inthe uniikely event your fe has been so incredibly blessed that no one has tried to
sell you one of these products, a variable annuty is basically a mutual fund wrapped
inan insurance contract. The insurance contract provides tax-deferral. As a
consequence, your investment can grow without the impediment of annual tax
payments on the return.

The basic contract has other goodies, such as a death benefit, as well It
guarantees that your designated beneficiaries will get your original investment, even
if the value of the investment has declined. Except for the considerable
inconvenience of being dead, most agree this is a nice benefit

Ritt rather than iumn at the annartunity far tay defarral let's an throth the
‘
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But rather than jump at the opportunity for tax deferral, let's go through the:
arithmetic. The problem with variable annuities is that their most important benefit,
tax deferral, costs more than any taxes deferred. A typical variable annuity contract,
according to Morningstar data, now has an average annual insurance cost of about
1 percent. It costs another 0.75 percent to manage the basic domestic equity mutual
fund it may contain.

As a consequence, the insurance company skims 1.75 percent, or more, offthe top
of your gross return. It does this year in, year out. The 1.75 percent is a significant
part of your return in a good year. It can be an annoying portion of your principal in a
bad year.

Solet's ask a rude question. How does the insurance company do as a stand-in for
the Interal Revenue Service?

Answer I's a shoo-in.

Over the long term, common stocks provide a compound return of about 10 percent
ayear, or solegend has it. Over the last 10 years, the Vanguard 500 Index Fund,
which has current costs of only 0.17 percent a year, has provided an annualized
return of 2.82 percent a year. This is beter than 61 percent of its higher-cost
competitors.

If you had wrapped itin a variable annuity with an additional cost of 1 percent, your
annualized return would be about 1 percentage point lower. That is the equivalent of
235 percent tax rate on the return as you eam it (1 divided by 2.82). In addition, you
would still be liable for deferred taxes, at ordinary income tax rates, when you took
your remaining retur from the account

Of course, this was a dismal period for the domestic stock market. So let’s go back
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15 years and capture some of those bubbly Interet days. Over that period the
annualized return of the Vanguard 500 Index Fund was 5.37 percent, implying a
substitute tax rate of 18.6 percent (1 divided by 5.37). Again, that's only the cost of
deferring taxes: When you actually want some spending money, you will still be:
liable for the deferred income taxes on your net return

None of this considers the additional cost of a managed domestic fund — that 0.75
percent — over the lower-cost index fund. If you figure that difference, a total of
about 1.58 percent, the insurance product cost is the equivalent of an immediate
“tax” of 15 percent on an annualized return of 10.5 percent; a 25 percent ‘tax’ on an
annualized return of 6.3 percent; and a 28 percent ‘tax” on an annualized return of
5.6 percent

Since 5.6 percent s greater than the 5.37 percent retur index investors enjoyed
over the last 15 years, the majority of variable annuity investors have paid more for
the privilege of tax deferral than they would have paid in taxes — and they lost the
preferred 15 percent tax rate on dividends and capital gains to get the privilege:

Here are the pre-tax retur figures for different time periods:

Vanguard 500 Index Fund returned an annualized 1.97 percent over the last year,
14.01 percent over three years, a loss of 0.3 percent over five years and a return of
2.82 percent over 10 years.

The average returns of 2,664 large-blend domestic variable annuity sub-accounts
was minus 1.75 percent over the last year, 12.84 percent over three years, a 10ss of
1.61 percent over five years and 2.09 percent over 10 years.

As you can see, a low-cost index fund beat high-cost tax-deferral from the get-go.

|

Jury reaches verdict in Galvan trial
Blotter: Sticky situation results in man's arrest

Going to the mat

Most Commented

Most Recommended

il

A Ertor an page,

Ik T
) start] 1) financia_plenring_oftw.. | 5] current_budget_s_cash... | & Google News - Windows .. [ Scott burns: vartable . | (5 inbox - Oulook xpress | 2] Annuty_investing.dock . |

[V~ sz -

W tosen

[ 3@ memet





image131.png
ls Insurance Agents - WSJ.con dows Internet Explore

wsh.com 4[] [P

Ele Edt View Favortes Toos Help

i Favortes

BUSINESS

Annuity Case Chills Insurance Agents

Article Stock Quotes Comments (22) HORE IN BUSINESS »

B4 Email || () Print || save & Bue (4 R+ 0 M Tweet 24

@ ARTICLE FREE PASS

Enjoy your free sample of exclusive subscriber content
GET ALL OF WSJ.COM: SUBSCRIBE NOW - GET 8 WEEKS FREE

UNIVERSITY of FARMERS®
By LESLIE SCISM
Last month, Glenn Neasham, an independent insurance agent, was ordered to spend 90 days ———
in jail on a felony-theft conviction for selling a complex annuity to an 83-year-old woman who
prosecutors alleged had shown signs of dementia

The agent's conviction, by a state-court jury in Lake County, Calif., is sending shivers down the
spines of Mr. Neasham's peers across the country. They can't recall another case where an
agent was sent behind bars for selling an annuity.

j  Agents "who steal from vulnerable seniors wil
§j  notgetaway with their shameful tricks.”
Steve Poizner, the state's then-insurance

I
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K Gl commissioner, said in a statement in 2010 e
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when Mr. Neasham was arrested

Mr. Neasham, 52 years old, maintains the
woman appeared fine and wasn't confused at
the time of the 2008 transaction and that he
acted appropriately. His lawyer has filed
notice of appeal, and a bail hearing is
scheduled for this week

The case underlines authorities' continuing discomfort with “indexed” annuities, savings
products that pay interest tied to the performance of stock- and bond-market indexes. Insurers
guarantee that buyers won't lose any of their principal but in return charge sometimes-steep

penatties if investors withdraw their money early, for periods that can stretch beyond a decade.

Rising Index
Sales of indexed annuities have
surged in the past decade.
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Dane.

Indexed annuities are aftractive to agents because
of the high commissions they receive from insurers,
which can be 12% or more of the invested amount

But Mr. Neasham's case has led some agents to
think twice before offering the products

"Its very scary,” said Peter Langelier, an agent in
Maine. "There is nothing in insurance-licensing that
prepares you as a nonmedical person to diagnose
dementia.”
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of the high commissions they receive from insurers,
which can be 12% or more of the invested amount

But Mr. Neasham's case has led some agents to
think twice before offering the products

"Its very scary,” said Peter Langelier, an agent in
Maine. "There is nothing in insurance-licensing that
prepares you as a nonmedical person to diagnose
dementia.”

Some agents said the Neasham case is compelling
them to scale back sales of indexed annuities even
as demand is cresting. Historically low interest rates
and a volatile stock market have helped draw
buyers. Sales have more than quadrupled in the
past decade, swelling to $32.2 billion in 2011,
according to Limra

"The case will definitely have a chilling effect,” said Larry Rybka, chief executive of Vallark
Securities Inc. in Akron, Ohio, which includes an insurance brokerage. Mr. Rybka fired off a
memo last month on the case to his firm's internal compliance and marketing teams, reinforcing
instructions to make sure brokers warn prospective buyers of the withdrawal penatties and
other features. The firm for years has discouraged agents from selling certain indexed
annuities. Now Mr. Rybka wants them to sell even fewer.

#'Start| @ Google News - Wind... || @ Annuity Case Chill... ] model and annuity.

UNIVERSITY OF FARMERS ON FACEBOOK

Loading feed

LIKE US ON FACEBOOK

mation visit Farmers.com

Available to WSJ.com Subscribers

o In Rust Belt, 8
= @ et




image134.png
ls Insurance Agents - WSJ.con dows Internet Explore

[ €1 it onine. wsi.comarticejsB10001 2405270230386 34045772884801 56320286, hinl

49| [9 tive search -

Ele Edt View Favortes Toos Help

i Favortes

% In Rust Belt, <

Arthur Rudnick, a White Plains, N.Y., agent, said the case wil be " the back of my mind" Wit Caterpillar Finds Labor

elderly clients, and, "more so than ever, I'd be willing to walk away from a sale." He added Can Be Cheap

"Anybody who has common sense that is aware of this case will come to the same realization."

So far, insurers say they aren't seeing a sales decline, though agents are calling with

Questions = Karzai Blasts U.S.
Over Shooting Probe

“Indexed annuities protected people during the 2008-2009 downturn,” said a spokesman for a e

U.S. unit of Allianz SE, [ALVXE +1.62% | which issued the annuity at the heart of Mr. Neasham's

case. "They didn' lose principal, and more people are seeing the value of that protection.”

In the mid 2000s, private plaintiffs and state attorneys general sued insurers for alleged = No Reliefin Sight at

unsuitable sales of the products to elderly people who lost money because of the withdrawal Gas Pump

penatties. To resolve the suis, insurers agreed to better screen buyers for financial suitabilty,
among other changes

In an interview, Mr. Neasham said the elderly woman, Fran Schuber, arrived at his office with
her longtime octogenarian boyfriend, who had bought an indexed annuity from Mr. Neasham
years before

The boyfriend, Louis Jochim, said in an interview that Ms. Schuber knew he was pleased with
his annuity and wanted one as an alternative to a bank certificate of deposit. Ms. Schuber "was
mentally competent,” Mr. Jochim said.

The criminal case, under a state law specifically protecting elderly people, is rooted in what
happened next: Ms. Schuber and Mr. Jochim went to a local bank to withdraw $175,000 for the
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Get your 8 week risk free trial SUBSCRIBE NOW
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purchase. A bank manager then notified California’s adult-protection officials, saying the
woman seemed confused and influenced by Mr. Jochim, court filings show.

Lake County Senior Deputy District Attorney Rachel Abelson said in a court filing there was
"sufficient evidence presented [at trial] to show that Fran Schuber was not capable of
consenting to the transaction in question and evidence showed that [Mr. Neasham] knew that at
the time." In an interview, Ms. Abelson said a $14,000, or 8%, commission "played into his
criminal intent."

Had Ms. Schuber pulled her money out within the first year of ownership, she would have had
to pay a penalty equal to 12.5% of the principal, according to Allianz.

Alianz cleared the sale as financially suitable after the woman signed a form stating she had
sufficient liquid assets, the company spokesman said. Such reviews aren't intended to
diagnose dementia, he added

By last year's trial, Ms. Schuber was too ill to testify. The annuity was cashed out in January by
Ms. Schuber's son, Theodore, who was named her conservator last September, said his
attorney, Mary Heare Amodio. Allianz returned the principal with interest and no penalties, Ms
Amodio and the insurer said

As his April 18 reporting date to Lake County Hill Road Jail approaches, Mr. Neasham said he
has had "really bad dreams” about going behind bars. Once earning $500,000 annually, he
now seeks donations for legal fees.

"I never expected conviction,” Mr. Neasham said. "I thought the case would be thrown out.”
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LPL Financial Holdings Inc. (LPLA +0.20% ] has run into trouble again over the sale of

variable annuities—-one of the firm's top-selling products. B Start Vanguarding now

The lllinois Securities Department late last month ordered the firm to pay nearly $3

million in fines and restitution for not properly maintaining records documenting why its

financial advisers switched clients from existing variable annuities into a new ones.

Client information and information about transactions fees was either incomplete or

missing from the records--and LPL failed to verify the information or even correct it,

the regulator said. Popular Now What's This?

"Advisors did not consistently document sufficient bases for their variable annuity o /

h dati " which i iolati " i le. th Jat id 1 Argentina Teeters

exchange recommendations,” which is a violation of securities rule, the regulator sai on Default as Talks

in the June 30 order. Collapse

LPL agreed to pay the state a $2 million fine and almost $820,000 in restitution to

clients, according to the order.
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By Leslie Scism

Under pressure from hedge-fund fitan
John Paulson, Hartford Financial Services
Group said Wednesday it would exit its
annuity business and weigh a sale of a
Iarge portion of ts life-insurance
operations. Hartford will stop new annuity
sales on April 27

0 what does this mean for holders of
Hartford annuities?

Bloomoerg News
John Pauison, president of Pauson 8 Co.

In industry pariance, Hartford is putting its
annuity operation into *runoff * The term can sound ominous to a policyholder. But it
doesn't mean the company Is setting a block of business into a raft and casting it adrift

In Hartford's instance. it means that the company isn't going to be selling new annuities
Itis discontinuing sales. But itis obligated under state-insurance regulations to protect
its existing customers and service their accounts unti the day that all of the accounts
have been drawn down

Transactions like the one proposed by the Hartford are typically subject to approval by
state regulators. Thelr sole interest is to protect policyholders. not to look out for
Paulson's pocketbook or that of any other shareholder

So regulators would be expected to require that the runoff unit remain with the same
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S0 regulators would be expected to require that the runoff unit remain with the same
reserves and backup capital that the regulators previously required to protect existing
accountholders

*As the Department does with any proposed transaction of this type. we wil review it with
great diigence to ensure that the commitments to al policyholders are protected.” said
Connecticut Insurance Commissioner Thomas B. Leonardi in a statement Wednesday
“To comment on any specifics would be premature and inappropriate at this time "

In a statement Wednesday. Moody's Investors Service changed its outiook to negative
from stable for Hartford Life & Annuity Insurance Co 's *insurance financial strength”
rating: itis A3. This is the unit containing the majority of the individual annuity business
Moody's noted there would remain strong ties between the life and property-and-
casualty businesses. and the rating agency expects that Hartford would provide support
to the life group in a stress scenario

Hartford would be expected to save money by laying off salespeople who market to
financial advisers, product-design people. marketing staff and so on. But it would be
expected to retain the employees who handle such things as customers’ money
transfers, withdrawal requests, beneficiary changes and account statements

With variable annuities. remember, customers’ money is in mutual-fund-like accounts
These are so-called separate accounts, not the “general” account of the insurer itself.
S0 nothing changes with their money: It stays at the fund manager where it is

For people who own Hartford's fixed annuties or indexed annuities. though. their money
is part of the insurer's general account. But the same applies about regulators looking
to ensure that same level of required reserves and backup capital wil be there to
protect them
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Figuring out a 1035 exchange

Apr. 8,2012 |
< - AA-
e b Have you transferred from one traditional IRA to another traditional
IRA with no tax consequences? Most of us have moved from one
FILED UNDER IRA provider to another at some time. However, how do you move
News money between non-qualified contracts? Can you move money from
Local News one annuity to another or move life insurance cash value to annuity

without paying taxes? Yes, you can. This is called a 1035 exchange.

The replacement of an annuity or life insurance policy; i.e. the
exchange of existing policies for new ones bought from different
companies without tax consequences, is called a Section 1035

start| @ Google News - Wind... || & Figuring out a 103... ) annuity. docx - picr.

exchange. This definition comes from ImmediateAnnuities.com. Moot Poper Rl T

Contracts or policies you bought 20 years ago might not suit your . DIVORCES

current financial goals. People proceed with a 1035 exchange for g
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two reasons. MARRIAGES

1. Avoid income taxation on the "Gain" in the "Old" contract: This
happens a lot more in annuities than life insurance contracts. To find
out the cost basis in a life policy, subtract the cash value from the
total premiums paid into the policy. If the cash value is higher than
total premiums paid, you might have to pay taxes on the difference if
you surrender the contract. If you utilize a 1035 exchange, you do
not have pay taxes on gains at that time.

TRAFFIC DIVISION

Sentencing reforms irk judges

Obstacles no problem for volunteers

2. To preserve the adjusted basis of the old policy: If you put in
$20,000 in premiums into a policy and the cash value is $10,000, the
"Loss" of $10,000 can be preserved or transferred to the new
contract. This will help you when you start to take distributions out of PHOTO GALLERIES
the contract.

Most Viewed

The owner and the insured have to be the same when a 1035
exchange is completed. If your financial goals have changed since
you bought a contract a long time ago, it might make sense to Qil training River View 30,
proceed with a 1035 exchange. There might be new products that Coshocton 3
were not available years ago

=
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$20,000 in premiums into a policy and the cash value is $10,000, the

"Loss" of $10,000 can be preserved or transferred to the new
contract. This will help you when you start to take distributions out of
the contract.

The owner and the insured have to be the same when a 1035
exchange is completed. If your financial goals have changed since
you bought a contract a long time ago, it might make sense to
proceed with a 1035 exchange. There might be new products that
were not available years ago

This can be a complicated process depending on your personal
situation. Please make sure you discuss this transaction with
objective professionals.

Scott L. Webb is the owner of Webb Financial Group LLC and
can be reached at scott.webb@Ipl.com, (740) 454-6113 or
www.webb financial grouplic.com.

¥ View Comments | Share your thoughts »

Most Viewed

PHOTO GALLERIES

Oiltraining River View 30,
Coshocton 3
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Aninside view of annuity sales

comments| 0 Tweet More +

By Allan Roth

(MoneyWatch) COMMENTARY I've been offered a 6.25 percent
commission and an all-expense paid vacation at the Ritz Cartton
Grand Cayman! | can hardly wait. Unfortunately, I'm going to have
to wait forever, since | won't be taking the insurance wholesaler
up on this offer, which was emailed to me last week. Al is not

lost though, because it offers an insider's view of what so-called Market Update
planners can do to you

The email came from Dallas Financial Wholesalers (DFW), (TEER &3

though the sender was "FIRE SALE" and the subject subject line
was "6.25% COMMISSION." The email stated the client would

eam 8.25 percent for the first year and 3.57 percent for nine B 00w J0nes Industrisl Average (031)
years. Also, in big letters was a reminder of "6.25% Commission."

Ritz Carlton Grand Cayman (fom RitzCarlton.com) Dow 4 13,037.85 +5.10 (+0.04%)

The email provided a link to "play audio," where clicking on the hyper-ink allows you'to listen in on what DFW is
telling planners. You may want to do this before reading the rest of the story.

OFinancisiContent.com

Youll hear how | could make this big rate and join DFW at the Ritz in Grand Cayman. You'l hear what planners
are told about this "CD Annuity." You'l hear how I'd get a 6.25 percent commission "to sell this litle annuity." As
" " INTRADAY 3 MONTH 6 MONTH
the recording states, "Everyone wins with this big fixed rate and big commission. — &
< | 3
[ @ [ @ meme [~ [Riz% -
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Well what would be wrong with me making this big juicy commission? Why shouldn't | enjoy a few days on Grand
Caymanlsland? Personally, petting the stingrays is something I've never grown tired of.

Aviable variable annuity?
Annuities and the $100,000 challenge
Annuity industry gets name makeover

Can you earn a fixed rate of 3.57 percent at a bank? | think not. After all, I'm advising some clients to open CDs
paying only 1.74 percent to 2.5 percent right now. Should | change my hourly planning model and get an
insurance license?

The rest of the story

Sol called the number and spoke with a woman named Caroline. | asked for some more information. She
explained the insurance company's name is Liberty Banker's Life. And, to get that all-expense paid vacation from
August 20-25, Id have to sell $1.5 million of this product or one from a sister company.

linterpreted the advertised rate as 8.25 percent for the first year and 3.57 percent thereafter. But the paperwork
DFW sent showed the rate for the following years to be only 3 percent, though the insurance company could pay
more atits discretion. And, since the insurance company is paying great commissions, my clients would pay
large surrender fees, as high as 16 percent

The deal killer, of course, was what wasn't in the advertisement. Liberty Banker's Life has an A M. Best credit
rating of "B-" DFW didin't mention this in the advertisement, but the "about us" page on Liberty Life did. AM
Best defines this rating as the bottom of the "fair" category in a column labeled as "vulnerable." Not exactly the
same as a CD backed by the U.S. government. An annity from a "vulnerable" insurance company might be
more comparable to a "junk” bond fund. The Vanguard High Yield Bond Fund was yielding 5.71% on the day
received this email. While your state insurance fund is supposed step in if Liberty Banker's Life goes belly up, |
wouldn't count on it, as states dont have money and it could take a very long time, if at al, to get the funds from

US stock futures
week
Mar 26, 2012

e to begin=

Union Pacific railroad's 1Q profit up 35 percen
US unemployment aid applications decline sli¢
Coal miner Peabody 1Q eamings slip

US unemployment aid applications decline sli¢
See More News »
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other insurance companies. On the other hand, the annuity doesn't have the liquidity of the junk bond fund

Itwice asked DFW why the company didn't mention the B- credit rating of the insurer in the Solcitation but no one
returned my email or call

There won't be a free trip to the Grand Cayman Ritz for me. | won't be changing the name of my firm to "Honest
Al's Annities," which is too bad because | think it has a snappy ringto it

As1said, allis not lost, as | got something even more valuable than the trip. | got a column giving you a glimpse
into what can motivate us financial planners. Yet another example of why it is always prudent to be suspicious of
‘exactly what motivates planners when they are asking you to trust your nest egg to them.

©2012 CBS Interactive Inc... All Rights Resenved.

Allan Roth
>> View all articles.

Allan S. Roth i the founder of Wealth Logic, an hourly based financial planning and investment

advisory firm that advises clients with portfolios ranging from $10,000 to over S50 million. The author of
How a Second Grader Beats Wall Street, Roth teaches investments and behavioral finance at the University of Denver
andis a frequent speaker. He is required by law to note that his columns are not meant as specific investment advice,
since any advice of that Sort would need to take into account such things as each reader's willingness and need to take
risk. His columns will specifically avoid the foolishness of predicting the next hot stock or what the stock market will do
next month. His goal is to never be confused with Mad Money's Jim Cramer.

Follow @Dull_Investing

Add A Comment
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Not Generating the Income You Need See
All Annuity Rates and Compare
OnlineAnnuityRates.com/Compare

7% Annual Annuity Return

Get guaranteed lifetime income and
reduced risks to retirees all here
AdvisorWorld.com/CompareAnnuities

Best Fixed Annuities

See Annuities Yielding 9.65% APY. Your
Source For Annuities & More.
Topicologist com/fixed-annuities
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FIFTH THIRD BANK
The curious bank.

ADVISOR NETWORK | 5/17; 74

Annuities Are Not Bought,
They're Sold Do e

+ Comment now YOU DON'T NEED
A BANK. YOU
In the realm of personal finance, no word has been NEED A BANKER.
dragged through the mud more times than the A-word—  E30 Someone who asks batter
Annuities. Yet annuities survive and even thrive. How JULATICET
they do is not a mystery. There is not an outery on the of services, including
part of consumers demanding annuity products. The Svest, premium banking, and
reason for the continued vibrancy of annuity sales is o eoments
that they pay a big honkin’ commission to the selling investment professional.
broker or agent. As some wise person once @ s For more nformation on
said, “Annuities are not bought, they're sold.” oA COTETh e
Some esteemed colleagues of mine will roll their eyes and @ reaait We're Fifth Third Bank

suggest I employ more tact, that I'm too hard on The curious bank

annuities and those who sell them. But it's our job as

financial advisors to be hard on financial products. QD supmit
Truthfully, the vast majority of financial instruments out

there (not just annuities) exist primarily for their own benefit—for
the benefit of the companies that create them and the salespeople
that sell them—not yours, and it's my job to help you find the Most Read on Forbes
products that are right for you...not to toe the industry line.

Forbes

. ; C
Indeed, there are good and appropriate uses for some annuity
products, but let’s first define annuities.
Tim Maurer
S — |- [pde =
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.. ‘What I'm afinancial planner, educator and author
ARE Annuities? o e e
philosophy—I work with hundreds of clients as
An annuity is an investment product through an insurance vice president of an independent, fee-only
company. There are four primary types: .
Immediate Annuities are investment products that accept a lump-sum + show more
contribution from you and create a stream of income in return. You can
specify the time period over which the annuity pays out—it could be over your
lifetime or for a set period as few as five years. i i
TIM MAURER'S POPULAR POSTS
Fixed Annuities function much like a CD, offering a static fixed rate of 10 Ways Budgeting Saved My Marriage
return or a rate that may vary depending on prevailing interest rates, but
never falling below zero. Don't Be A Slave To Circumstance -- Set Goals
Variable Annuities function much like a basket of mutual funds. The HowTo Spend $1 Million At Starbucks
annuity offers a cafeteria-style set of stock, bond and balanced investment
options called sub-accounts that rise and fall in value. T iz i e
Flowers For Sex
Equity Indexed Annuities are highly complex instruments that seemingly
offer you the potential for market upside with no downside. If your too-good- 3102 FROM Tix MaURER
to-be-true meter is pegging, it's for good reason. » f » 2 »
Annuity Advantages
OK, first the good news. All annuities offer tax-deferral. Fromthetimeyou ~ Who Just Made a Billion Dollars?
put money into an annuity product, any future taxable interest or gains are
locked into the product and cause no annual taxable event. That tax eventis
visited upon you when you take distributions which will be discussed in the
disadvantages section. o
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LPL didn't admit or deny lllinois’ finding. A spokeswoman for LPL said the firm "is Gives Putin a Blunt A
pleased to have settled this matter.” Message

LPL, she added, is beefing up its training on surrender charges to ensure that variable

annuity exchange transactions are accurately documented.

) N N 3 InVideo Age, Film
Variable annuities have remained a lightning rod for regulators because of the Gets a Reprieve
complexity of the product and the high surrender fees that can hurt customers—-namely
the elderly-—-and because they carry high commissions for advisers.

Regulators have been particularly irked by advisers switching clients from one variable

annuity to another to beef up their commissions. 4 @ Opinion: The
Case for Suing the

LPL has repeatedly run into regulatory issues about the sale of variable annuities and President

other products.

In 2010, the Financial Industry Regulatory Authority fined LPL $175,000 for failing to

adequately supervise its advisers when they moved clients out of existing variable 5 The Power of the

annuities into new ones—similar to the charge that lllinois levied. Doodle: Improve
Your Focus and

In March, Finra fined LPL almost $1 million for the inappropriate sales of several types Memory

of alternative investments, including nontraded REITs.

Last year, the Financial Industry Regulatory Authority ordered the firm to pay $9 VIDEO

million for failing to keep emails and other securities-related documents. And also in 1 Lytro Ilum Camera

2013, the Massachusetts Secretary of the Commonwealth slapped LPL with a $5.3 gg‘;‘g:z lzl;ulos Just

million fine for violations stemming from the sale of real-estate investment trusts. P
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Immediate annuities offer a real and genuine benefit that often can’t be
found in any other product—an actuarially created stream of income
whose “rate of return” can rarely be outdone by any other conservative fixed
income vehicle because it is returning both your principal and any gains.
Some of the most attractive features of variable annuities often involve a
similar form of annuitization.

Fixed annuities offer prineipal protection—a pledge not from the U.S.
government, but from the insurance company—a much desired investment
feature in today’s markets. They also tend to offer longer terms than CDs and
may, at times, offer higher rates. Variable annuities also attempt to offer a
form of principal protection. Your policy may have a death benefit
attached—which means that if you invest $100,000 and lose $20,000, you'll
get your money back...after you die. Recognizing the inherent disadvantages
of that benefit, many insurance companies now offer a “living benefit
guarantee” that allows you to receive lost principal during your lifetime, for
a price and typically over several-to-many years.

And as for Equity Indexed Annuities, there are no known
benefits, unless blissful ignorance is your thing.[il

Annuity Disadvantages

Where to start? Well, most of the advantages of annuities turn into
disadvantages down the road. Yes, you get tax deferral during the
accumulation phase of an annuity (if you are, indeed, accumulating), but
when you take distributions, there are two nasty surprises. First, every penny
of gain inside of an annuity is taxed at ordinary income rates—your
marginal tax rate, personally—even if the gains were in equity-driven “funds”
or sub-accounts in a variable annuity. Ifyou're in the top tax bracket of 35°%,

I T .
Our Real-Time Billionaires scoreboard tracks

the biggest holdings for 50 of the world’s

wealthiest people.

See who's up & who's down right now »

Don't Buy An Annuity.
Until You Watch This Video Report! =1

Annuity Flaw™ - Warning
‘s SeniorAnnuityAlert.com

‘AdChoices B>

[

Dovricaden s igs 5 ks conf2czmoge asipolP e oA 36774 B4 A220854 501860555

start| @ Goool News - Windows ... || & Anmuities Are Not Bou,.. (3] McrosoftFrontPage - i, | 2] Annuty_investing.dscx

Tl

[@ et

EFElE

W s




image147.png
Annuities Are Not Bought, They're Sold

G -

dows Internet Explorer

=181]

49|[ X[ tttp: . Forbes.com/sitestimmaurer 201210517 annutes-are-not-bought-theyre-soldf

(=1 -> | & wive sesrcn £

| He Edt

Vew Favortes Tooks Help

U Favortes

when you take distributions, there are two nasty surprises. First, every penny
of gain inside of an annuity is taxed at ordinary income rates—your
marginal tax rate, personally—even if the gains were in equity-driven “funds”
or sub-accounts in a variable annuity. If you're in the top tax bracket of 35%,
that's 20% higher than long-term capital gains rates. Second, annuities
receive Last-In-First-Out (LIFO) treatment. So, if you invested
$100,000 and it grew to $150,000, the first $50,000 you withdrawal will all
be taxed—because the last thing “in” was your gains.[ii]

In exchange for the tax deferral, you'll be waiting until age 59 ¥ until you
can take any gains out of the policy without paying a 10% penalty—similar
to a Traditional IRA. Furthermore, annuities create a tax time bomb for your
heirs as there is NO step-up in cost basis. So, the Apple stock you bought
at the bottom will transfer to your heirs with a cost basis equivalent to the
stock’s price on your date of death, while any gains in your annuities will
require your heirs to pay taxes to get your inheritance.

Page 1 2 yepae.

+ Comment now
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Just say no to variable annuities

May. 20,2012 | |17 Comments.

E@ < -AA+  [HomeFinder

Rick Bloom Q: Dear Rick: | was at a speech you delivered a few weeks ago and |
Guest Columnist asked about variable annuities. | have the bulk of my money in a
variable annuity. t was a rollover from my 401(k) Plan. | asked you a
question about variable annities and you were negative towards
News them. You said they have high fees and adverse tax consequences. |
Livenia asked my adviser who sold me the annuity and he told me all I'm
paying is $30 a year in fees and that variable annities have great tax
advantages because all the money grows tax deferred. My annuity is
coming up for renewal and 'm confused s to what| should do. My
adviser wants me to roll it into another annuity. What do you think?

FILED UNDER

A: There is no doubt in my mind that you should not roll the money into
another variable annuity. As | mentioned at my talk, variable annities
have high fees and adverse tax consequences. Let me first explain
the tax consequences.

With a variable annuiy, all the money grows tax deferred. You only pay
taxes when you withdraw the money. In some situations, that can be a
slight benefit. However, when the money is withdrawn, it does not
receive the favorable capital gain treatment like other investments.
The distribution is taxed as ordinary income.

Currently, the maximum tax someone would pay on capital gains is 15

Click for
ayia's view
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percent. Someone's ordinary income tax bracket can be double that
The ordinary income tax bracket for most Americans is 28 percent
and their capital gain rate is 15 percent. Thus, by deferring the taxes,
you are actually doubling them. Even though you can defer the taxes
for a number of years, it doesn't offset the fact that your rate is nearly
double.

Inyour situation, there is absolutely no tax benefit with a variable
annuity. After all, your money was in a 401(k) Plan; which means it
was already tax deferred. Therefore, if you had transferred the money
into an IRA, that money would have grown tax deferred. The variable
annuity did nothing for you

With regards to fees, | believe your salesperson did not tell you the
whole story. In addition to the annity fee, which generally is low, there:

Most Viewed

PHOTO GALLERIES.

NORTHVILLE vs NOVI
soccer

Westland Dancers

are also other fees. First, you also have an insurance fee. Remember,
variable annuiies are an insurance product. What this fee is depends
upon the annuity but it can be significant. In addition, what he did not
tell you is that you also pay higher fees for the investment sub
‘accounts within your variable annuity. It s not unusual that the
management fees on these variable annuities could be more than
double what you would have paid for the same fund outside the
variable annuity framework

Like many insurance policies, fees can be difficult to discover.
Unfortunately, you have to read the prospectus — which sometimes
are witten by lawyers, for lawyers. Its not unusual for you'to pay two to
three percent per year in unnecessary fees with a variable annuty.
While that doesnit seem like a lot, considering how low returns are
today, two to three percent s significant
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Another downside of most variable annuities is that they have
substantial back-end penalties. In most investment products, if you
wantto sell your investment after you buy it, no problem. That's not the
case with a variable annuity. With a variable annity, if you want to sell
the product before maturity, you generally have to pay a back-end
penalty. Im not a fan of products with high back-end penatties; after
all, what is the benefit for the investor? Simply put, there is no benefit
for the investor.

Istand by my statements that variable annities are too expensive and
are not an investor-friendly product If your goals are like mine, to keep
more money in your pocket where it belongs, then you would reach the
same conclusion. For the great majority of people, variable annuities
are a product that should be avoided. Good luck!

Rick Bloom is a fee-only financial adviser. Observer & Eccentric
readers can submit questions at moneymatters@hometownlife.com.
For more information, visit his website at
www.bloomassetmanagement. com.
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Q. I have a mutual fund and a IRA invested in the same fund. Can I roll over these funds into a
annuity? If so, I'm not sure what taxes would I owe because I already have paid taxes on
those funds by virtue of capital gains and dividends that I have received. I'm 75 and I've been
drawing the minimum amount from my IRA.

— Joe

A. Before the details of what you can do, the Brain wants to know why you want to make such a
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older Americans are desperate to find safe investment vehicles," said Clare Wherley, a certified
financial planner and certified public accountant with Lassus Wherley in New Providence. "There is
nothing wrong with safe, although low-yielding investments, but it is wrong to scare people into
thinking that an annuity will solve all your problems."

That being said, there are positives and negatives to annuities. An annuity is basically a contract
between you and insurance company, Wherley said.

You make a one-time lump-sum payment or set of payments, and the insurer agrees to make
periodic payments back to you. The payments could begin immediately or they could be deferred
until some future date, Wherley said. Annuities typically offer tax-deferred growth, and it could be
"fixed" or "variable," which refers to the eamings. Fixed annuities pay a fixed interest rate, while
variable annuities are invested, most often in mutual funds.

Right now, you have the same mutual fund held in two different types of accounts, which is
probably redundant, said James Ciprich, a certified financial planner with RegentAtlantic Capital in
Morristown.

ROLL OVER TO EXPAND
You might want to diversify, having nothing to do with the annuity question.

»
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“You should not consider commingling the assets, as the IRA presumably consists of pre-tax dollars 168 (el

and the other mutual fund is in an account which you have paid taxes on," Ciprich said.

-deferred. It’s also important to fully understand the terms and conditions of the annuity contract
you're considering, as well as the fees, he said. Some products contain long surrender periods and
high underlying fees that may be difficult to interpret. 86 rev66vette

There is also no tax benefit to rolling the IRA to an annuity, he said, because the IRA is already tax 97 |||‘ UnionRepubli...

Wherley agrees that investing in an annuity inside an IRA account is usually a bad idea.

86 - Mtown Quaker
"Taking a taxable distribution from the IRA to buy the deferred variable annuity isn't likely to make
tax sense either because the distribution will be taxable income," she said.
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Karin Price Mueller
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The pros and cons of annuities
By Jill Schlesinger
& . After covering the basics of annuities, it's time to address

specifically the pros and cons of these tax-deferred retirement
savings vehicles

Immediate annuities

Guaranteed income for life is a big time benefit, but it comes ata
cost. The first concern i that you are giving up access to your
money in exchange for the income stream. For this reason, if you
are going to invest in an immediate annuity, it would be prudent
to do so with only a portion of your total portfolio. As you age,
access to money becomes more important, so this is a
significant concern. Many retirees like to use an annuity to cover their fixed costs, and describe it as similar to
having a salary to meet regular expenses

Additionally, most immediate annuities provide for fixed payments, which are not adjusted for inflation. Atthough
we are in a low inflation environment today, who knows whether prices will rise substantially during the payout
period of your annuity? Finally, an investment in an immediate annuity is an investment in the company that issues
it The guararteed stream ofincome is iy as good as the financia stablty ofte insurance company that writes
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the contract. As we all leamed during the recent crisis, insurance companies can fun into big problems

Deferred annuities

Although there are different flavors of deferred annities (fixed, variable, equity index), they all share two distinct
phases: the accumulation phase, during which your money grows on a tax-deferred basis; and the payout phase,
during which you begin to receive scheduled payments. Deferred annuities share the same lack of liquidity as
immediate annuities, but there are other, more worrisome downsides to these contracts

Insurance agents often extol the tax advantages of deferred annities, but there are three big issues surrounding
their taxation

1. When you start withdrawing money from the annuity, eamings (but not principal) will be taxed at your ordinary
income rate, rather than at the lower capital gains rates applied to investments in stocks, bonds, mutual funds or
other non-tax-deferred vehicles in which funds are held for more than one year. Investing in a deferred annuity
means that you may be converting capital gains into ordinary income, which can add up to big tax payments,
especially for those in high tax brackets

2. Many financial advisers or insurance agents recommend variable or eqity-index annities for accounts that
are already tax-deferred, like 401(k)s, 403(b)s and IRAs. This makes absolutely no sense, because these
accounts are already tax-advantaged. If someone tries to sell you a variable annuity to hold in a tax-deferred
account or encourages you to purchase an annity before you maximize your retirement plan contribution, head
for the exit

3. From an estate planning perspective, proceeds from most deferred annities do not receive a "step up" in
cost basis when the owner dies. Other types of investments, such as stacks, bonds and mutual funds, do provide
astep up in tax basis upon the owner's death, which can limit the tax liabilty for your heirs
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Dan Arnold, LPL's chief financial officer, disclosed the lllinois enforcement action
during the company's second-quarter earnings conference call Wednesday--but
without providing details.

The company said its quarterly profit fell 4.4% from a year earlier to $43.1 million,
while revenue rose 7.2% to $1.1 billion.

Mr. Amnold said on the call that he expected regulators to maintain or even ratchet up
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their tough scrutiny. "We have seen regulators over the last several years broaden the From Weak
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said.
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trouble, Chief Executive Mark Casady said during the call. Furious Over Seth
Rogen's Movie,
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By far the most problematic issue with deferred, variable and equity-index annuities are the sky-high costs
Mortality and expense charges (M&E), administrative fees, underlying fund expenses, charges for special
features and the salesperson's commission can eat up 2-3 percent of the value of your investment every year!

Insurance professionals willtalk about the value of the death benefit of these contracts, but since most people are
using the funds in retirement, the death benefit is irrelevant.ff you do need life insurance, there are lots of cheaper
options, like term insurance

By now you realize that Im not a huge fan of deferred variable annuities, but if you already own one, consider
exchanging it for a lower cost one through TIAA-CREF o Vanguard. Section 1035 of the tax code allows you to
swap one annuity for similar one without triggering tax liabilty.

When considering annuities to secure income in refirement, make sure you weigh the potential benefits as well
as the inherent risks in these complicated savings vehicles

Distributed by Tribune Media Senvices, Inc.

©2012 CBS Interactive Inc... All Rights Resenved.

Jill Schlesinger
’ >> View all articles

Jill Schlesinger, GFP®, is the Editor-at-Large for CBS MoneyWatch. She covers the economy,

markets, investing or anything else with a dollar sign. Prior to the launch of MoneyWatch in 2009, Jil
was the chief investment officer for an independent investment advisory firm. In her infancy, she was an options trader
on the Commadties Exchange of New York
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By Jill Schlesinger, Tribune Media Services
Retire Smart
11:55 p.m. CDT, August 22, 2012

After two recent columns on annuities, you may be thinking, "Why another one?" Given the large

number of reader responses that flowed into my inbox, it looks like annuities need a little more PHOTOS & VIDEO
attention.

Ireceived two types of responses: one from people who had purchased annuities and were
dissatisfied ("I only wish I had read your columns before getting roped into this terrible
investment"), and the other from insurance agents who believe that I wrongly disparaged
annuities. Itis the second group that I want to address.

Tam not philosophically opposed to annuities. In fact, the
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concept of creating a stream of income in retirement to Ads by Google
supplement Social Security and other savings is a very good 7% Annual Annuity
one. One of the lower cost annuity companies that T Return
mentioned in my previous article was TIAA-CREF, a leading Get guaranteed lifetime
provider of retirement plan annuities. Dan Keady, Directorof ~ Income and Ifle:uced risks
Financial Planning for TIAA-CREF, told me that "allocatinga (0 Jetirees all here.
3 . ) AdvisorWorld.com/Compare
portion of your savings into an annuity to create a guaranteed  Apnuities

retirement income stream to replace a paycheck makes B R \
: Marsrover ~ Mugs: Shot at

sense.” Plan Vid
. Curiosity makes its mosque: cops
B B Download Our Free Guide
Here is an example of how an annuity structure can work For Investors with $500k+ EIOvE)
well: Jane works for ABC College, and a TIAA annuity is the Portfolios
investment option in her retirement plan. Throughout her www.fi.com
career, she contributes to the plan and when Jane retires after B
age 59 1/2, the lump sum she accumulated can become a [ i e
stream of income that covers a portion of her retirement expenses. It's as if Jane is now receiving a News photos: Tons White Sox game
paycheck or a pension from herself. of ivory photos

Who wouldn't want a plan like that? The concern is that TIAA is among the few companies that
offer the purest form of annuities, with a low cost structure. Additionally, many annuities that are

sold directly to consumers and not through retirement plans have been flagged by regulators as CHICACQIHOERING

potential sources of misleading sales efforts and misunderstandings. My advice is to simply - -
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‘many warnings to consumers.

The title of the Financial Industry Regulation Authority (FINRA) article "Variable Annuities:
Beyond the Hard Sell" gets at the core of the problem: It's not that an annuity is a poor choice in
every case, but because of the complexity and expense of variable annuity contracts, consumers
need to focus on understanding the features and fees.

The problem with many annuities, according to financial adviser Gary Schatsky, Chair Emeritus of
NAPFA (National Association of Personal Financial Advisors), is that "the ongoing expenses and
built-in insurance costs are higher than what most impartial financial advisers would recommend.
These products traditionally have among the highest commission structures of most financial
instruments sold.”

Annuity fans acknowledge that the tax benefit is limited for many due to current lower tax rates.
However, they extol the living benefit feature of annuities, which for an extra fee, can provide the
owner with a minimum guaranteed return, or a minimum lifetime withdrawal amount. One
emailer pointed out that "being invested in an annuity, with such a guarantee from years 2000-
2010, would have been a better choice than being in mutual funds where you realized no gain in
your account value.” Schatsky responds, "A freak set of economic events had to occur to make
these work."” The history of long-term market performance wouldn't support basing future
investment decisions on the most extreme conditions.

Keady says that TIAA-CREF does not currently offer living benefits, noting that "sometimes
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these work.” The history of long-term market performance wouldn't support basing future How to Retire in Mexico <

investment decisions on the most extreme conditions.

Keady says that TIAA-CREF does not currently offer living benefits, noting that "sometimes
people don't fully understand the guarantees that they are buying." Earlier this year, a senior
executive at FINRA stated that the advent of more annuity riders and features has prompted
FINRA to closely examine disclosure, suitability and yield-chasing practices associated with the
sales process.

In sum, alow-cost annuity can be a terrific vehicle, but the cost of the contracts and their
guarantees, combined with a lack of liquidity, make them difficult to embrace wholeheartedly. As
Schatsky advises, "You could probably craft your own portfolio with reduced risk exposure at a
‘much lower cost. It might not have the sizzle of the salesman's pitch, but it can help you achieve
your desired retirement goals."

(Jill Schlesinger, CFP, is the Editor-at-Large for http://www.CBSMoneyWatch.com. She covers
the economy, markets, investing or anything else with a dollar sign on her podcast and blog, Jill on
Money, as well as on television and radio. She welcomes comments and questions at

askjill @moneywatch.com.)

Copyright © 2012, Tribune Media Services

=86 g0

W Tweet <0

Learn From the Experts-Join us for Our
Mexico Retirement Seminar
refiremexiconow.com

Showcase
Your

Business

e

#'Start| | & Even more funwit... ] annuity.docx - Micr.

[T @ mntemet

[a - [®izw -

« @ 3:30 aM




image161.png
dows Internet Explorer - [Wo

/e ke com = o

Ele Edt View Favortes Toos Help

Favortes

Home News Viewer Markets Investing [LISSCLPIILEUEAY industries Economy/Politics Trading Deck Jobs.

Stories You Might Like
+ IRS tax credits make tempting fraud targets

How annuity benefits are shrinking + R stays the odd man out on Apple

ole lfe insurance by mistake

Eluke | 3| W Tweet Sharev' | g EMAIL | | /2 PRINT fgfﬁwnﬁgagnce

By Reshma Kapadia Market"Vatch

Older investors had enough to worry about with the stock market jolting their IRAs and
Uncle Sam’s bonds paying less than the price of an early bird special. Now, add to the

mix the shrinking benefits from annuities. The Technical Indicator
In recent months, longtime annuity providers have begun scaling back on some payouts.

changing rules or raising fees to the point where many financial advisers are now wondering _
whether their “value propositions” even make sense for most clients. The reason for the

changes? The same market volatity and paltry Treasury rates that, in theory, drew income-
seeking investors to annuities in the first place are actually making it hard for annuity providers In-depth technical analysis
to turn a profit at least with the payout formulas they offered just a couple of years ago, says with 5 stocks poised to move
Donnie Ethier, senior analyst at Cerulli Associates every trading day.
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and make product changes as necessary, in
light of the turbulent markets.) Other insurers
have been reducing guaranteed rates, linking
fees to volatility or raising the cost of riders.
Why you should keep Treasurys “The items that go into the calculation have
el become variable, so it's harder to understand
Smarthloney's Jack Hough explains why investors  what you are going to get,” says John

should hold onto their Treasurys, despite talk of a McCarthy, product manager at Morningstar's
bubble. Photo: Bloomberg News.
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The factors are so in flux, in fact, that some
advisers say they are reevaluating whether the
products make financial sense. Sales of
variable annuities, which are experiencing the
brunt of changes these days, fell almost 8% in
the first quarter from a year ago, to $36.2
billion; this, after several years of gains,
according to Morningstar. Fixed annuity sales
fell about 9%, to almost $17 billion over the
same period, notes Beacon Research
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category that has long been overlooked
income annuities. Sales jumped 23% last
quarter, piling on to increases in 2010 and
2011. And although the “income” in these
income annuities has fallen along with interest
rates, the payouts often trump other sources,
experts say.

A 70-year-old male can collect some $620 a
month for a $100,000 income annuity, says

data firm Cannex. While down 11% from 2010, it's still a lot richer than what the same investor
would see from a Treasury bond portfolio or similar fund. The edge, says Matt Grove, vice
president at New York Life, comes from the fact that such annuities gain by pooling the

investments of thousands of people with different

life expectancies. As a result, that 70-year-old

can essentially nab a 4% yield from the income annuity, double the yield of short-term bonds

But for some advisers, the low rates and recent tweaks are just too much. Michael Bischoff, a

partner at Bloomington, Minn., financial advisory

firm Webb Financial Group, had for decades

built annuities into retirement plans. The changes, he now says, “make it virtually impossible to

present them to clients.”
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The False Promises of Annuities and Annuity Calculators

Besapiess Posted on: 8.30.2012 12:28:39 PM Posted by David John Marotta

) IndUS Business Journal

o B =} [BUSINESS DIRECTORY

LowEim

Technology Ever-popular annuities sometimes sound too good to be true, which in itself is probably a good reason to avoid them.
‘South Asian

Connection An annuity is a financial product sold as a way to collect and grow funds and then later receive those funds as a steady cash flow during
Health & Medicine ent. Annities have many flavors and features that vary this basic principle. but the basic terms you will hear are "deferred or immediate”
Franchise & and "fixed or variable

Hospitality

[l A deferred annuity puts off taking withdravials, whereas vith an immediate annuity you can take withdrawals right away. A fixed annuity has a
Business preset withdrawal amount that does not adjust for infation. A variable annuity is tied to the performance of some investment choices.

Guest Columns

Personnel File The entire selling point of the annuity is a lower retum in exchange for a guarantee. But when analyzed the purchase price is a loss you can
Opinion never recover from

&

Editorial
Commission-based advisors with insurance licenses sell you whatever form of annuity would have performed well over the past decade. They

ety say they are fee-based, at least partly to sound more like fee-only financial planners. If you are confused by these distinctions. then 93% of the
financial seniices world who cant cal themselves fee-only are doing their obs well You do well when you remember that fee-based is not the

o
ources  Same as fee-only.

resources

Advanced Search
Archives

Let's review the math behind an immediate fixed annuity. This type of annuity receives a fair amount of seemingly scholarly press trying to
justify including this product as part of a balanced portiolio

[CTXTTTT 0 11agine that Thomas and Martha Jeflerson, ages 64 and 62, respectively. purchass an immediate annuty that wilpay them a guaranteed 6% | Toadvertise on
§85] annual retum. If they have $500.000. they would receive $30.000 every year for the rest of their lives. This income, added to their Social | InusBusinessioumalcom
Security. would comprise the spending for their Iifestyle please call
7814669900222
This scenario sounds fair. After al, who wouldn't want to have eamed 6% over the last 10 years during these mixed markets? Eaming 6% |  orclick here
quaranteed fesls like a good exchange for the uncertainty of the markets. But it is not. Here's why. to contact us

First, the S&P 500's retum over the past 10 years was 6.34%. So even in some of the worst markets in recent history, the retum of the S&P
500 was better than the perceived return of this guaranteed annuy.

of your original investment. So for the first 15 years, the annuity company is simply ging you back your original purchase price. The way most
salespeaple describe thinking about the annuty discourages investors flom realizing that their original money is gone forever. They do this by

53 @ et % [Rio0% -
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Ry (<erring to it as an investment | would not call t an investment because after you purchase an annuity. your principal no longer has any Value. |Cruuaea or conmioncr <

Submit a Story idea

The entire selling point of the annuity is a lower retum in exchange for a quarantee. But when analyzed, the purchase price is a loss you can
never recover from_We can analyze this annuity purchase like an investment and calculate an intemal rate of retum (IRR). For the first 15
Production years, the IRR is 0% because the annuity company simply hands you back your own money.

fronctéss D If Thomas and Martha die after 16 years. the IRR would be 0.92%. Ifthey live to age 85. after 23 years the IRR willfinally have risen to 3.47% If
they both live to be 100, the IRR would still only be 5 57%. Even i the Jeffersons lived forever. the IRR couldn't exceed 6% because they lost
their original §500,000

Third, immediate annuities are not indexed for infiation. Part of their appeal is haing at least some stream of guaranteed spendable income,
but guaranteed to buy what? This annuity quote is for a fixed payment of $30.000. The payment is fixed in dollars whose buying power
diminishes by inflation every year

According to the government consumer price index (CPI). 55,081 in 1970 had the same buying power as $30.000 today. Imagine thinking you
had your future retirement needs guaranteed in 1970 by buying an immediate annuity paying 55.081. An annuity is supposed to be longevity
insurance. But now at 104 years old. you are trying to live off sixth of what you needed when you began your retirement

The only real guarantee of an annuity is 2 diminishing lfestyle because of infiation. We use 4.5% as an average infiation rate. By the time | ' "4’ 0 1 7¢
Martha s 85 years old. infiation vill have reduced the buying power of the annuity from 530,000 to less than $11.000

Annuities offer too much income to spend early in retirement only to keep that number constant and offer too ltle later in lite. This math error is {‘3 NetSAP.
part of their mistaken appeal to the public. We would suggest that the safe spending rate for a couple with $500.000 is only 4.17% at age 62 o i
This would limit their annual safe spending to $20.850

But with an appropriate asset allocation and this rate of spending, the Jeflersons would have a good chance most years to enjoy an increase in
their spending allowance greater than inflation as their assets appreciated. And any unused assets could be Ieft as an inheritance for their
heirs

Finally. Ive used the example of a 6% or 530,000 annuity. but the best quote | was given for my sample couple was 527,569 And the quote for
an annuity tied to the urban consumer version of the CPI index was for $15.814.

We don't recommend an allocation to annuties for any portion of your portfolio. We believe an age-appropriate allocation to bonds provides a
similar boost to the likelihood you will have sufficient assets in retirement. We suggest allocating five to seven years of safe spending in stable
investments with the remainder in appreciating assets

Coupled vith staying vithin an age-appropriate safe spending rate. this strategy provides the best balance between sleeping well tonight and
eating well in 10 years -
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Allianz Life will pay $10 million over annuities

Life Insurance Quotes Article by: JENNIFER BJORHUS , Star Tribune | Updated: September 6, 2012 - 11:37 Pl
www.SelectQuote.com
A review looked at issues including whether certain products were suitable for customers who

Find Your Best Prices for Top-Rated bought them.

Life Insurance. Free Quotes Now!

“cnmmenu © resize text @ | print | buy reprints [ Recommend | 1 "share + [

5 related content
Are annuities the right Aliianz Life Insurance Co. of North America has agreed to pay $10 milion

; . and refund eligible customers after a regulatory review of certain annuity -
choice for your retirement? sales the Golden Valley-based company made from 2001 through 2008, ‘

If you have a $500,000 portfolio and own an The agreement, struck in August, involves 43 states and covers more than

annuity, you have a lot at stake. Make sure two dozen fixed annuity products Allianz Life sold during the eight-year
you understand the details by downloading period, according to the Minnesota Department of Commerce, which
Annuity Insights: Your Guide to Better announced the agreement Thursday.
(e i LI D R Minnesota's share of the $10 million penaty is expected to be about
columnist Ken Fisher's firm. This guide is $346,100. The Allianz building in Golden
designed to help you better understand Valley.
these investments. Act now! The mulistate review was part of a routine conduct market review that Jerry Holt, Star Tribune
. ' started after Allianz Life agreed to pay $10 milion in 2008 to settle charges
Click Here to Download! by the California Department of Insurance that it targeted thousands of Allianz annuities at issue
Fisw Invesnuners' | seniors in heavy-handed and deceptive annuity sales

Thursday September 6, 2012
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The examination also looked at how suitable the two-tiered annuities were
for customers but was much broader and examined such things as how
. . : Alianz marketed and sold the annuities and how it handled customer "
in case you missed it complaints about them more from business
———— ) . While not a particularly large fine as multistate settiements go, the German minister: Don't let
X Traffic Traffic moving again after agreement has broader impacts. Allianz Life also agreed to change the up on reforms
oy age  semi hits 3 cars on 36W way it markets the so-called two-tiered annuities, and to set up a process
in Burnsville for reviewing new complaints about them and re-examining old complaints Russia seeks to close
previously filed under new guidelines. The company will issue complete infrastructure gap with Asia
refunds where appropriate
X Jesse Jesse Ventura fires back iracle-
Venturafres . " In a statement, Allianz Life said it was pleased that the agreement Scotts Miracle-Gro to pay
at SEAL's fight allegation $12.5M over pesticides
backat contained no allegations of wrongdoing and requires only "minor .
modifications” to its practices
Ads by Google
= " "Although we could have continued to dispute the penatty, we would have
] Man shot Man shot dead by police ost the opportunity to resolve the matter on a large-scale basis,” the
A at Woodbury motel was company said in the statement.
police at hostage
Ads by Google 7% Annual
Stadium architects strut their stuff for Lump Sum vs Annuity Annuity Return
Vikings fans www.schwab.com AdvisorWorld.com/Comp
) . ) areAnnuities
In U.S. today, no margin for illness Read Our Helpful Article on Choosing a Lump Sum vs Annuity.

Get guaranteed
lifetime income and

New pressure mounts on City Pages to stop ‘

adult ads Annuities are insurance products often used for retirement that can, reduced risks to
depending on the type, offer a stream of income. The two-tiered variety retirees all here.
has different values — higher when the premium and interest i left alone
with the company for a certain number of years and then paid out in
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installments, and a lower surrender value if the money is withdrawn in a
lump sum.
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They have had a problematic history. Utah, for instance, has effectively
prohibited the sale of them and many insurance carriers have pulled the
products.

In the 2000s, the investments were the subject of a prolonged legal battle
between Allianz Life and more than 300,000 customers in a certified class-
action lawsuit. A federal jury in Minneapolis in 2009 ruled that while the
company used deceptive sales practices in selling certain two-tiered
annuities that offered bonuses, no damages were being awarded because
no one was directly harmed.

Minnesotans who bought the eligible products between January 2001 and
the end of 2008 may be eligible for a ful refund of premiums, according to
the Minnesota Department of Commerce. Allianz has agreed to re-evaluate
complaints customers previously filed, based on standards laid out in the
agreement.

The deadiine for new complaints is March 31, 2013. People with questions
or concerns can contact Allianz at 866-604-7488 or by using the "contact
us” feature on the Allianz Life website.

Jennifer Bjorhus « 612-673-4683
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u Comment () commissions on the sale of variable annuities are 5 percent or for the 10-year period ended 7/31/12.
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math.
. e reers oo wiise to consider a target Past performance cannot guarantee future results.
~date retirement fund. The advantage of these funds is they
automatically become more conservative over time so there is
Share on LinkedIn no maintenance when you own them. He told me he wanted to RECENT POSTS ARCHIVES |
retire in 2025, so I suggested the Vanguard Target Retirement The Benefits of a Retirement Planning Buddy
Related Articles 2025 Fund (VTTVX). He could open an account directly with Retirement in New Zealand’s Garden City
This Stealth Enemy Vanguard and there would be no commission. I explained that
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Working had to be prepared for the possibility of short-term volatility. 3 Ways You Could be Sabotaging Your
The Phony Debate However, it has a very low expense ratio of only 0.18 percent, Retirement
About Active and Index | compared to the industry average for this kind of fund of 0.49 S Ways to Stay Positive in Retirement
Funds percent, as calculated by Vanguard. All of the funds in this fund
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low.

Another benefit is simplicity. He could buy the same fund in his
retirement account and i his after-tax account. This

, he could cash out on
any trading day, without penalty. Appreciation in the value of
his holdings will be taxed at capital gains rates, provided he
holds the investment for more than one year.

A variable annuity is a complex investment with often excessive
commissions. They have an insurance component, touted to
protect you from capital losses. The investment options are
often limited to predominately high expense ratio, actively
managed funds. You are penalized for withdrawals before you
reach age 59 ¥. Additional penalties may accrue if you
surrender your policy before a stated period of time (often five
years or more after purchase). After you reach age 59 %2,
distributions are taxed as ordinary income, at your marginal tax
rate at the time, regardless of how long you held your
investment.

The “protection of capital” feature in variable annuities is
largely illusory. Much is made of the fact that your beneficiaries
will receive at least the amount of your net investment in the
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annuity if you die before beginning withdrawals. The likelihood s provide a rough idea of how long your
of a moderately diversified portfolio being worth less after any retirement savings and income will ast.
Siems o hleEsTin meaningful period of time than the amount of money originally
invested is very small, making this “benefit” of little value.
Related Articles Former SEC economist Craig McCann reviewed variable annuities
This Stealth Enemy in a white paper. He concluded they are most likely to be LATEST VIDEO
Could Keep You unsuitable “in virtually every instance” because investors would
Working probably be better off by investing in mutual funds or a
The Phony Debate portfolio of stocks. He correctly attributes the sale of over $1
About Active and Index | trillion in assets held by variable annuities to “the powerful
Funds incentives created by the insurance industry with generous

N . commissions and the massive fraud they engender.”

Retirement Planning
Buddy

The common recommendation of variable annuities to investors
is yet another example of rampant greed on Wall Street. It
represents a clear conflict of interest. This is a witch's brew for
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A Guaranteed Return on an Annuity Has Limits After All

By PAUL SULLIVAN
Fublished: September 14, 2012

ANNUITIES are sold with the word “guaranteed” sprinkled through the
marketing material. A set payment for life seems mighty attractive when
many people are worried about having enough income in retirement and

interest rates on savings and Treasury bonds are almost nonexistent.
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Ronald J. Garutti Jr, a certified financial
planner with Newroads Financial Group,
said Prudential Annuties’ move was like
his town closing the swimming pool on
Labor Day. even though the weather was
still nice
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Indeed, a report released this week from  gure

the Insured Retirement Institute said -

one of the top reasons people were
RePRINTS

buying annuities was guaranteed
income. (The others were that their
adviser recommended it and that the assets in an annuity
grow tax-free.)

But it turns out that the definition of guaranteed may vary. As
of Friday, Prudential Annuities has suspended the ability of
policyholders with 14 types of benefits to make further
contributions. And because the size of the annuity payment is
based on how much is in the annuity, policyholders who had
planned to add to their accounts will get payments that are far
lower than thev had exnected
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How do youglanon . Annuity experts predicted that other insurers would take Get DealBook by E-Mail
pesing your expenses similar steps because they also made promises before the X =
When youetire? financial crisis that they now cannot keep. U
Wealth Matters “You're going to see every major insurer out there who has
Paul Sullivan writes . .
roussussegies e [ ] products that are considerably higher than what the market g oot Py Headlines
the wealthy use to L would see today do this,” said Brian Fenstermaker, managing
menzge heirmones [BLCIEN principal at the Envision Consulting Group. “While it was a
being, surprise, it wasn't a surprise. We always figured these benefits . orvenn -
Paul Sulfan's Columns » that were very good wouldn't be around forever.” -
1. Born to Be Wild, Aging Bikers Settle for
Related In Prudential’s case, it began selling these extra annuity Comfy
Degrees of Debt: Answers to Your benefits, known as riders, in 2006. With names like Highest

2. DAVIDBROOKS
Apres Rahm, Le Déluge

Questions About Student Loans, Part D]y T jfetime Seven, they locked in the annuity’s growth rate.
3 (September 14, 2012)
The Lifetime Seven annuity guaranteed annual growth of 7
percent of the highest balance. So if the balance hit $100,000
at some point, the value of the annuity would grow at 7 percent a year from there, even if the
balance later dropped. If the balance rose to, say. $110,000 the next year, the annuity would
grow at 7 percent of that amount.

3. THE EDUCATION ISSUE
Why These Kids Get a Free Ride to College

4. Manhattan, Elusive by Land, Comes Into
Focus by Sea

Any money already in the Prudential annuities will be protected at the guaranteed rate for

people who eventually take annuity payments. . HOVIE REVIEW | THE WASTER'

There Will Be Megalomania
“It's in response to the capital markets environment that we're encountering,” said Bruce
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Ferris, senior vice president of sales and distribution for Prudential Annuities. “Those 6. PAULKRUGMAN =

contracts were brought to the marketplace in a much different environment and are no longer The iPhone Stimulus

sustainable. We're making these changes in the interest of protecting clients to make sure we

can make their payments.” x ” Z:V;IL\ Music Lessons Have Longtime

Benefits

Not surprisingly, people who counted on adding more money to these annuities and

. : . 8. CAMPAIGN STOPS

increasing their eventual payments are not happy. et

Steve, 54, a freelance advertising copywriter who asked that his last name be withheld for fear 9. THOTHYEGAN

that his age could affect his ability to get work, said the change was a setback to his retirement The Burden of Speech

plans. He said he opened a Prudential annuity with a 6 percent guarantee fwo years ago, when [~ 10, sooks o e ThiES

he realized that he had not been saving enough for retirement, and had been adding money to Searching the Soul of a Soulful Singer

itas well as to a diversified mutual fund and a portfolio of corporate bonds.

Go to Complete List » Show My Recommendations

“It was guaranteed, and it seemed like a no-brainer,” he said. “But I know nothing is

guaranteed. T had also found a lot of threads online saying it was too good to be true, so I didn’t

put all my money into it.”

Inlate August, he said, he received a form letter from Prudential that looked like junk mail. He

said he read it only because his broker had told him that Prudential was not going to allow

people to add any more money.

The letter notifying him was dated Aug. 23 but by the time he received it, he had less than

three weeks to decide if he was going to add as much as he could to the annuity or come up

with a different retirement plan. “It was a piece of paper folded in threes with a piece of tape Hey, EImo, that concept has -

Dane. 3
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that said presorted,” he said. “This is not the way you talk to your audience unless you wantto | 1€QgS =
make sure that they completely don’t understand it, and you don't want them to open it. T ALSO IN ARTS »
know because I'm in advertising, and I create illusions like this for companies like Prudential.” | * Children's book coming from Jessica Lange

+ Open season on politicians at 'SNL'
Prudential has the right to change the terms. In Steve’s case, a line on Page 66 of the

prospectus says, “We may apply certain limitations, restrictions, and/or underwriting
standards as a condition of our issuance of an Annuity and/or acceptance of Purchase AOVERTISEMENTS

nytimes.com ARTS

Payments.”

Translated, that means that Prudential is permitted to do what it is doing.

Annuity experts said that Prudential was likely to be in the first wave of many companies to
prohibit additional purchases of annuities with guarantees in the 6 to 8 percent range.

“These products were sold, not bought,” said Ronald J. Garutti Jr., a certified financial planner
with the Newroads Financial Group. “You could make it sound like the greatest thing since

Sticed bread if you didn't go into the underlying what ifs. In this guy's case, it was, “Now e let
vou fund money, in the future we may not.”” 3] Ameritrade GETSTARTED ©

Mr. Ferris of Prudential said that the decision to suspend future contributions was driven by
the desire to protect current annuity holders and that the short time frame to make additional
contributions was part of that. “If e allowed people to add large amounts to these contracts, it
puts at risk our ability to insure and manage our liabilities,” he said.

Trade free for 60 days + get up to $600 cash.

I called Steve’s advlser Enc L. Lyon at the National Secuntles Corporatlon in Boca Raton, Fla.,

3 @ et - (R -

@Stant] 8 coogls ews - Wind[ 8 Lot om Ammarty | ) anntity o - ior.| [ RO P T Yogerr




image177.png
Contributions Annoy Investors lows Internet Explorer - [Worl

SIS ytimes.com
Ho Edt Wow Fawries Tovs tob

i Favortes

and he said many of his clients were worried about the same restrictions on future
contributions from other annuity companies. “It was in the contract that they have the right to
stop or no longer allow future contributions,” Mr. Lyon said. “It's in a prospectus that's 150
pages long, but it was in there.”

So what can people do about the sudden change? The consensus from the annuity experts was
that they should be happy with what they got while they got it. Moshe A. Milevsky, an
associate professor of finance at the York University business school in Toronto, said that
while these good deals were going away, he was more worried that people would rush to put as
much money as they could into an annuity with a high guarantee and come to regret it.

“Idon’t want to create this fire-sale mentality,” Mr. Milevsky said. I don’t want to give advisers
the ability to say to their clients, ‘Give me more money now because it's going to be shut down
tomorrow. Then, the adviser gets a big commission, but the person may need that money in
the future.”

Mr. Garutti equated what Prudential had done to the swimming pool in his town closing on
Labor Day, even though the weather was still nice. “T have to tell my son there is nothing I can
do about it until Memorial Day, no matter how much you cry,” he said. “I don’t want to be
callous, but you have to accept what happened and move on.”

While some people do add money each year to their annuities, many traditional annuity
buyers buy an annuity with a lump sum, and the guarantee on that is still in effect.

But experts said that Prudential’s decision to stop people from putting new money into their
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While some people do add money each year to their annuities, many traditional annuity =
buyers buy an annuity with a lump sum, and the guarantee on that is still in effect.

But experts said that Prudential’s decision to stop people from putting new money into their
annuities was not the worst of what was likely to happen across the industry. “They can get a
lot more stringent,” Mr. Milevsky said. “Wait until they tell him they're going to restrict his
investment choices. Or they're going to raise his fees.” Mr. Ferris said the company evaluated
its benefits each day.

In the end, Steve decided to put an extra $20,000 into his annuity before the deadline, to bring
his account balance to $75,000. He had planned to contribute until it reached $300,000 —a
huge difference at a 5 to 6 percent payout.

“I get the situation Prudential is in, but they should be smarter,” Steve said. “If they're not
smart enough to figure out how they can keep doing something they offered two years ago in a
bad market, 'm worried.”

FACEBOOK TWITTER GOOGLE+ EAL SHARE

ﬂ »Get 50% Off The New York Times & Free All Digital Access.

Get Free E-mail Alerts on These Topics
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Research Your Retirement Options & Speak with an
Annuity Expert.
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Annuity investors face unwelcome surprises

is, new caveats have crept into annuity agreements

Print

Any viewer of the evening news knows the
pitch: secure retirement income for life,
guaranteed, with the purchase of an annuity.
Variable annuities sweeten the deal a little
further, offering benefits that, in some cases,
can grow over time. But under pressures
related to the financial crisis and its aftermath,
some of the companies that sell variable
annuities are making their terms less generous
— and many investors are learning that the
“guarantee” of a guaranteed payment comes
with a lot of caveats.

In one of the most recent such changes,
Prudential Annuities recently suspended
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variety of benefits, depending on the product. Among the popular options: guaranteed growth rates on
the contract holder's benefit amount, and guaranteed minimum withdrawal amounts after the
policyholder decides to “annuitize,” or convert the policy’s benefit amount into an income stream.

Variable annuities have proved popular among retirees who are nervous about the stock market and
are hunting for higher yields: Since the beginning of 2007, variable-annuity sales have averaged
around $150 billion a year.

The problem: The cost to insurance companies of hedging their market risk have gone up since the
financial crisis, while the money the companies earn in the bond market has fallen with lower interest
rates.“These products were built and priced in a very different environment,” said David Blanchett,
head of retirement research at Morningstar.

This squeeze has made it harder for annuity providers to sustain the generous guarantees they
offered a few years ago. For example, policies that might have offered a 7% growth rate would now
offer as little as 5%, said Robert Luna, CEO of SureVest Capital Management in Phoenix, Arizona.
Guaranteed payout rates that might have been as high as 7% have shrunk to 4.5% or lower.

The affected Prudential Annuity contracts guaranteed a certain growth rate — in some cases, up to
7% — in the policyholders’ benefits accounts. Suspending new contributions to that account limits
the amount of new money that can grow there.

“The decision to suspend acceptance of additional purchase payments was made as a direct result
of the persistent low-interest-rate environment that has impacted our industry,” a Prudential
spokeswoman said in an emailed statement.
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Like any market investment, variable annuities (VA) are extremely time
sensitive. However, unlike other investments and safe money products,
variable annuities don't seem to recover well at all when they lose. Even
today many retirees and investors haven't recovered losses in VA products
to the levels they were in 2007.

Many investment professionals often criticize variable annuity contracts,
which are saddled with very high fees, mercilessly. They are thought to be
expensive, ineffective, complicated and not nimble enough to navigate the
challenging times we now live in. Add to this the deadly pro rata system,
which is used to calculate guaranteed income and the death benefits, and
Email sadly some clients can become trapped in products that underperform.

Print

% Share In horse racing terms, it wouldn't be out of order to say variable annuities

aren’t good come from behind runners, and once they lose their position
they seldom regain it. It is precisely factors like these make it critical to
evaluate any variable annuity contract you may have or are considering for

o= the future. Like all investments, there comes a time to hold them and g
= | >
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L R definite reasons to fold them! If you don't it may become financially INVESTING =
unfeasible to change, and you may become trapped. In this mode you may
lose precious principal and deplete the death benefit you will eventually
leave to your love ones. (

A Huge Question of Timing J
If you owned a variable annuity contract in 1999, you were likely pleased at Midday Market Re
your prior year’'s performance, even though many variable contracts -
underperformed most mutual funds during this time. Twelve years later,

however, the story was much different. Many of these same variable

contracts were floundering below their 1999 levels. They had endured a

crippling loss and never regained it all. Meanwhile, the regular market

indexes and safer vehicles climbed back above their 1999 levels.

+ Stock index futures signal

+ ALook at the Tech Wreck

Even more problematic, many variable annuity owners who took income
from these products while the markets were tanking saw their principal drop
to insignificant levels, and they couldn't take advantage when the bull market
began anew. There were thousands of complaints to the SEC filed against
4q variable nroducts esneciallv nrior to 2005 | ;H

= @ et o [Ris0% -

A'Start| @ Google News - Wind... || @ Variable Annuity T... ) annuity.docx - Micr. <P DY 144pm





image183.png
Variable Annuity Trick or Treat? | Fox Business - Windows Internet Explorer - [Working Offline]

4|[x|[& foxbusness.com =[P

Ele Edt View Favortes Toos Help

i Favortes

Guarantees Added?

In response to falling sales, and the market debacle of 2000-2002, the
variable annuity industry added so called, “guarantee features.” These
guarantees, assured contract holders that they would be able to take 5 to
6% of the amount they had originally put into the contracts yearly. Usually,
this was for life, regardless of a declining overall balance in your account.

There was also a death benefit of what you originally put in at least, which
would be paid regardless of market losses. Plus, if one wanted full
restitution of their decimated principal, they could at some point annuitize
the contract over a period of years. That's where you'll never get your
principal back in a lump sum but you can get a check every year.

But is this a good deal? Most say no way, and the guarantee wears thin
compared to real guarantees of no loss of principal ever and getting your
money back in a lump sum. But again, to be fair, a lot of this is a question
of timing, and this factor is perhaps the most important for variable
annuities.
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For instance, if a policyholder purchased his or her contract in the midst of
a strong bull market then it would appear these contracts really do well. If
however, they purchased at the beginning of a bear market, or, during their
ownership they entered a severe bear market, the performance of a typical
variable annuity frequently becomes paltry and stagnant.

As one ex-variable annuity insurance executive with Pacific Life, Jacob
Dinan stated, “The insurance companies are just not set up to manage their
variable annuity portfolios to the extent really needed when things turn sour
or go flat... That's why they were crushed in 2000 and again in 2008.”
These drops have actually put some variable companies under great
duress and to compensate, some have increased fees by charging the
maximum amount allowed by contract. Likewise, they raised the fees on
new contracts and lowered the percentage you could take out per year on
the guaranteed income side.

The problem with the pro rata calculation is that overtime, the principal
death benefit and guaranteed income balances, can erode more quickly.
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They can even fall to the point that neither the contract holders nor their
heirs can get a substantial lump sum from the contract. More insidious is
that contract holders may eventually be forced to annuitize the contract,
forfeiting all control and all the potential earning power of their monies.

For the above reasons | believe variable annuities are not optimum market
vehicles for growth or the best option for principal protection and income. |
think a far better strategy, is to keep things separate, simple, and clean. In
my view the average retiree is much smarter if they go big with guaranteed
monies in high rated bonds, indexed annuities, and some cash. That should
secure your retirement no matter what. After that, you can be a little more
aggressive using actively managed portfolios that offer everything from
dividend paying stocks to exchange traded funds. Overall, this is a safer,
less confusing, and more flexible approach that avoids the variable
annuity’s main dilemma: they only do well in the best of times. This being
the case, it is not unkind to always remember that variable annuities are in
many ways, fair-weather products whose benefits tend to disappear very
quickly in declining, flat or mediocre markets.
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he focuses on asset protection
and solutions for lfetime
income, legacy, and full control
long-term care. Stan The
Annuity Man has been called
the national consumer
advocate for annuities, and he
speaks across the country
about how annuities should
properly work within a portfolio,
Stan The Annuity Man lives in
Ponte Vedra Beach, Florida
and has clients nationwide.
You can learn more at
stantheannuityman.com.
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Even though there are over $200 billion of
annuities sold in the country every year, the
average annuity premium per policy is barely
over $50,000. When | mention that statistic to
most people, they are shocked that it is that low.
The supposed leaders in the annuity industry will
typically say that this number is a function of
consumer education and that over time people
will feel more comfortable with annuities and the
dollar amounts will increase. They may be
correct, but | think that there are other reasons
behind these numbers.

Fly-over country prospecting

The bad chicken dinner seminar strategy for
agents to sell annuities to hungry baby boomers
took a big hit when the AARP started sending
“"spies” into these staged product events to help
protect retirees from a one size fits all annuity
message. Some state insurance departments
employed the same undercover strategy, and
now these plate licking events are few and far
between. However, shutting down this sales
platform just moved the unregulated sales pitch
to another forum.
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For the variable annuity, one must consider the the issues of timing, a track
record of limited performance, high fees, pro-rata deductions and the
market devastations of 2000 and 2007. Al this history makes it critical that
anyone in one of these contracts now should assess them thoroughly and
be ready to adjust and change accordingly if they can. Because if they
don’t, they might as well stop calling their contracts variable annuities and
substitute the phrase “Voluntary Annuitization Vehicles.” Why? Because
that's what's happening, people are turning over their principal and all the
lifetime earning power of their money just for the option to do what most
planners say never do! Annuitize!

* The Fox Business newsroom was not involved in the creation or production of this special advertising section. J

SHARE THIS ARTICLE NEWSLETTER SIGNUP

Market recaps or government bailouts, stay
0 informed of the day's hottest business

£ headlines.
R+ Enter Your Email Address Sign Up
il | f

= @ et - [Riso% -

A'Start| @ Google News - Wind... || @ Variable Annuity T... ) annuity.docx - Micr. <« DY 144 M





image187.png
Low Rates May Be ‘Devastati

dows Internet Explorer

=181]

) (S XIIB o s bvsressveaconinonsiona 1o 231w ot oy b dovastaing ot g sars (> [Fens ol
He © Uow Favries Lok tob

7 Favorites

Bloomberg News MostPopular Last Up(a]
Low Rates May Be ‘Devastating’ to Annuities, Group Read Shared sc

Says

By Zachary Tracer on October 29,2012

More from
Businessweek

How Romney and Obarna are
Handling Hurricane Sandy

Do Newspapers' Presidertial
Endorsements Still Matter?

[Sandy, at 900 Miles Wide, Batters
he East Coast

A Federal Program Pays to Put
Homematkers to Work

Americans, Swedes, and the
Alcherny of Innovation

MET

METLIFE INC
$35.22USD 0.43

‘

-1.22%

onms

Companies Mentioned

0 Comments

Bond yields will put pressure on sellers of annuities if
interest rates remain near record lows, Robert Kerzner,
chief executive officer of industry group Limra, said today

ata conference.

“If long-term rates stay where they are, it would be
devastating for our industry,” Kerzner said in a speech in
Chicago. “For now, there is no relief in sight, and if this is

the way it's going to stay, it's a game changer.”

MetLife Inc. (MET) and Prudential Financial Inc. (PRU) are
among insurers that sell the retirement products that can
guarantee an income stream. The sellers rely on bonds to
invest funds that they may pay out in the future. The 10-
year U.S. Treasury yields 1.72 percent, down from as high
as 2.38 percent in March, and the Federal Reserve has
pledged to keep rates low through at least the middle of
2015 to boost U.S. growth.
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Sellers may adjust offerings if yields remain low, Kerzner
said. Firms are already raising prices for some products,
said Mark Finkelstein, an analyst at Evercore Partners Inc.
The low rates still raise questions among investors about

insurers’ profitability, he said.

“People kind of say, ‘Well, can you really make money when
the ten-year is at 1.6 and spreads are at historic lows?,” he

said in a presentation at the conference.

Low interest rates will slow earnings growth at some
insurers, Finkelstein said.

“Itis a headwind, but it’s fairly manageable at least over
the next five to seven years at these levels,” he said.

To contact the reporter on this story: Zachary Tracer in
New York at ztracer1@bloomberg, net

To contact the editor responsible for this story: Dan Kraut
at dkrautz@bloomberg.net
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Variable annuities, often called mutual funds with an insuranc
wrapper, are going through some tough times. The products
have been a salesman's dream. They pay high sales
commissions and have lots of sexy (in financial terms, that is}
bells and whistles that can be pitched to consumers. Because
annuity gains are not taxed until withdrawn, they appeal to
tax-averse investors, a group that should pretty much include
all investors.

Along with those high commissions and cool product features,
however, also came high fees and steep penalties for investo
who wanted to get out of their variable annuity (V4) contrac

before periods as long as seven years. Products became hard
to sell 5o the industry began offering inducements to get
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consumers to keep buying and funding those high commission
and management fees. The main carrats here were
performance guarantees and minimum payout promises, and t
promises escalated into an arms race between competing
insurers

Such promises seemed easy to honor in the pre-crash days
before the recession hit and market values plunged. That
period has been followed by years of extraordinarily low intere
rates, supported by Federal Reserve policies. Low interest rat
make it very hard for insurance companies to lock in decent
yields on safe investments and nearly quaranteed that many
their payment promises on variable annuities would tur into
money-losing propositions. Some of the best-known companie
in the industry were forced to run away from their VA
businesses and even cut their losses by trying to buy out
contracts with those costly performance guarantees.

[Read: The 10 Most Popular Mutual Funds of 2012.]

With all due respect, these problems are music to the ears of
Larry Greenberg, president of Jefferson National, a tiny life
insurance company based in Louisville, Ky. Since 2005, the
company has been pedding a different kind of variable
annuities. Jefferson National's primary focus is signing up fee-
based investment advisers to sell what are essentially no-loac
vas

Fee-based advisers earn their money by charging fees to
clients, not by earning commissions from insurers and other
investment firms for selling their products. Jefferson National
has built 3 very inexpensive VA platform that offers advisers
online access to the vas they have bought for clients,
permitting them to manage a VA's fund holdings and tailor the
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Client's portfolio much Tke they would do with mutual funds.

vas typically offer 30 to 40 fund choices, Greenberg says, an
many of these funds are proprietary to the insurer, Jefferson
National offers 400 funds so that advisers can buld holdings
within their clients' vas that reflect very tailored portfolio
objectives. But the biggest difference in Greenberg's product
its very low fees. First off, he doesn't have an army of
salesmen on commissions, so his selling expenses are relativel
low

[In Pictures: 10 Books Investors Should Read.]

In terms of fees, the largest VA expense component is the
insurer's "MBE" charge, which covers the mortality or life
insurance component of the VA cantract plus the expenses o
managing the funds within the contract, "On average, across
all variable annuities, that's about 130 basis points [1.3 perce
of the Vs assets],” he says, "and it's a charge that must be
paid every year."

vas also may levy a smaller annual charge for administrative
expenses, There is also 3 charge for the costs of those
appealing product guarantees. They vary broadly but accordit
to industry reports, average about 100 basis points a year,

"We charge a flat fee of §20 a month" for all MBE charges, he
says. "It's the same whether you put in $200,000 or $2 millior
We have no administrative fees. Our average VA account
balance is about §240,000, 5o that works out to about 10 ba:
points."

Lastly, Greenberg thinks performance guarantees are way
overblown as a needed safety feature, so his VAs don't incluc
them. When the math is all done, a mainstream VA might cost
its owner 200 to 250 basis points a year, or about 10 times
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its owner 200 to 250 basis points a year, or about 10 times
what Jefferson National charges

expensive than our

Comment (0) £ Open aVanguard mutual fund account

[Read: Do You Need Bonds in Retirement?]
Tweet 4
Beyond these low fees, Greenberg says, his Vas have retume
Like | 2 to emphasizing the traditional tax benefits of a va—its tax-fre N \ﬁ/ Vanguard
build-up of investment gains. Investors who own mutual fundt e
in taxable brokerage accounts must pay taxes every year on
il their mutual fund gains. The Jefferson National product can

permit advisers to build nearly identical portfolios using vas,
and avoid all taxes until the VA is annuitized and retirement

ted Articl
ated Articles funds are withdrawn

to Improve Your
ances at Every Age These withdrawals need not happen for a long time. Investore

who do not need VA funds withdrawn to support their
retirement income needs may use their ongoing tax deferrals
an estate preservation strategy.

Secand Terms Good
Stacks?

to Plan for a Long
If Jefferson National has a better mousetrap here, Greenberg

openly admits it's a very small one, *It's 2 shadow of the large

't the eBook! traditional market," he says. The company's no-load VAs tota
. about $1.3 billion in assets under management, he says, spre,
azonkinde | e
HOW TO across roughly 6,000 client VAs. In 2011, industry-wide V4

assets were more than $1.5 trillion,

Painting to the growth of fee-based advisers, however,
Greenberg says demand for no-load Vs is growing strongly.
Further, the overall appeal of Vs as a tax-deferred investme
will grow if, as expected, Congress increases taxes to help
reduce federal deficits.

ﬂj |

Tags: annuities, insurance, mutual funds, investing, retirement
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became highly attractive to people who had lost refirement
Bakersfield attorney Dennis Beaver writes

rmoney, warting to assure income they cotld not outiive
the "You and the Law" column for The

Sentinel.
3) While rare, when a life insurance/annuity company fails, e
others step in to pay policyholders. In addition, there is Enlarge Photo
protection from the FDIC, just like with barks, making your

annuity a safe, quaranteed investment
Fear — a powerful sales tool

Ingrid Evans is a financial elder abuse attorney, now in private practice, having prosecuted one of the first
cases of this type 10 years ago when she was a deputy city attorney in San Francisco. She has seen
firsthand what resuits when an annuity salesperson's most powerful tool — fear — is used on the elderly,
she told You and the Law.

*Fear is an incredibly effective tool — the fear of not having enough money as we age. Even a mediocre
salesperson will either sense that fear o create it by painting aworld of gloom and doom in which the only
way to safeguard yourself is by purchasing an annuity to asstre a source of moniey that you just can't

otiive,” she explains

"There is nothing simple about most anndity contracts, bt when reduced to their basic elements, you give
the insurance company X dollars, and they agree to either start paying some of it back immediately, or at
atime in the future. Generally, the big seling feature is lifetime income, where payments can be yearly
(from which the word, annLity — annual — comes), monthly or whenever the policyholder specifies,”
Evans states
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Stockbroker X, who s a friend of this column and works with one of the nation's largest investment houses,
observes, "What made annuity contracts attractive were guararteed increases, where, for example, your
payments might increase yearly by a certain percent, or the value of the annuity would go up. Let's say 5
percent a year — possibly more if you had an annuity which invested some of your money in the stock
market

"Butin our almost zero interest rate environment, those increases have shrunk dramtically with newer
policies, and some insurance companies are no longer even selling annuities,” he points out

*Annuity ads splash around the word ‘guaranteed — a direct appeal to people who lost money in the 2008
crash. The impression created is that your money is just as safe as in a bark. The need for safety and a
desire to protect remaining money led to a dramatic increase in annuity sales starting in 2008," he
explains

Rarely a good investment, terrible for many people

*If you might need access to your money — possibly for health care issues, especially for those over 65
— annuities are horrible. Money is typically locked up for years, and cashing out often means enormous
penalties on top of the huge commissions charged
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Latest Videos
“What's worse is that deferred annuities — which start paying vears down the road — are being pushed to
seniors. Often, these are completely inappropriate because of the age of senior citizens, many who will
never be able to take advantage of the various features sold them,” Evans notes.
"Annuities are not like a bank CD. They have no FDIC protection. There is a real risk of loss. While other =
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even worse with false promises, and the primary
product being pitch are indexed annuities
because they are not classified as a security.

Indexed annuities are categorized as a life-
insurance product, which means that the SEC
and Finra don't oversee those offerings — and
more important, don't regulate the sales
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insurance companies may take over some assets of a failed insurer, they are not obligated to. Finally,
state quarantee associations do ot provide complete protection for all policyholders,” the elder abuse
attorney stressed

She is completely right

In April of this year, even with $700 million contributed from state guarartee associations across America,
thousands of Execttive Life Insurance Co. policyholders lost hundreds of millions of dollars from its failure
— many having their monthly payments slashed by more than half

"Hold on & moment,” you might be thinking. "Can an annity ever be a good investment?”

"Yes, indeed, and they do serve a purpose. That's why it is so importart to obtain objective financial advice
from a fee-orlly financial advisor who isn't going to be influenced by the enormous commissions annuity
sales generate,” our friend, Stockbroker X told us, and we absolutely agree

Dennis Beaver practices law in Bakersfield and welcomes comments and questions from readers, which
may be faxed to him at 661-323-7993 or emailed to him at lagombeaver1@gmail.com
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Sales of variable annuities fell the most in 12 quarters as
insurers led by MetLife Ine. (MET) scaled back offerings of

the equity-linked retirement products under pressure from
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s Expensive Variable annuity sales declined 8 percent in the third
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e 1Pac M or Galaxy Note data from industry group Limra. Customers purchased

$4.6 billion of the products from New York-based MetLife,
dropping it to the No. 3 provider behind Prudential
Financial Inc. (PRU) and Prudential Ple (PRUY’s Jackson

National, from No. 1 a year earlier.
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while stock market declines push liabilities higher.
Hartford Financial Services Group Inc. (HIG) has sought to
instead focus on property- casualty coverage while
Genworth Financial Ine. (GNW) has turned to long-term

care policies.

“Protracted low interest rates have impacted all lines of the
annuity business,” Joe Montminy, director of Limra
annuity research, said in a statement today. “The sustained
uncertain economic environment has many companies

implementing conservative risk management strategies.”

MetLife, the largest U.S. life insurer, reduced variable
annuity risk by raising prices and limiting customers’
ability to deposit funds in existing accounts. The insurer
expects the sales decline to continue in the current quarter,
Chief Financial Officer John Hele said on a Nov. 1
conference call with analysts. The firm took a $1.6 billion
impairment related to the U.S. retail annuity business in
the third quarter, citing a reduced value for the unit amid
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lower interest rates.

Client Buyouts

Hartford, based in the Connecticut city of the same name,
said earlier this month it will offer to pay some clients to
give up variable annuities as it works to cut risk. Axa SA’s
Axa Equitable and Aegon NV’s Transamerica said this year
they are offering similar buyouts.

Variable-annuity sales at Prudential Financial, the No. 2
U.S. life insurer, rose 32 percent to $5.9 billion, Limra said.
The Newark, New Jersey-based company is the largest
seller of the retirement products this year.

MetLife’s sales were more than $8 billion in the third
quarter of 2011.

To contact the reporters on this story: Zachary Tracer in

New York at ztracer1 @bloomberg.net; Susanna Pak in New

York at spakio@bloomberg,.net
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I Dealing with fraudulent =
annuity schemes

lental center

budget Sunday, December 9, 2012 Print E-Mail

< going up 0 Comments | Leave a Comment Reddit More

For some time scam artists have targeted senior citizens with ever more
ingenious ways and ideas to defraud them.

One of the latest was first seen in Minnesota during 2005-07 and has
rapidly spread around the country ever since. It involves promising
seniors over the age of 65 using mailings and solicitations sent via U.S.
Postal promising them a way to avoid large legal bills during probate. All
that is required is an in-home demonstration and “sales pitch” regarding
how the “scheme” works. During the above two year period, nearly two
million senior Minnesotans were contacted with about 1,300 requesting an

in-home consultation with a sales agent. SUBSCRIBE TODAY!

The program was called a deferred annuity and 328 individuals decided * Access to premium
to purchase the fraudulent product. To say that there were problems with X

the manner in which the program operated would be an understatement

and stands as proof that senior citizens, and their children and friends,

must pay close attention to how their loved ones are being ripped off.

content on

For starters, most of the individual estates in question had so few assets " .
* Receive the daily E-

that probate costs would have been very unlikely in the first place. In
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addition, the programs included withdrawal penalties up to 14 years, a
period of time far in excess of what anyone aged 65 should consider
even when they are in a position where such an annuity might make some
sense. The life expectancy of a 65 year-old makes a 14-year-withdrawal
period unreasonable on its face, especially if a significant percentage of
the person’s total retirement assets will be tied up in the annuity.

In July of this year, a Minnesota state court ruled that the solicitations by
two of the companies, American Family Prepaid Legal Corp. and Heritage
Marketing and Insurance Services, violated the state consumer protection
act and were fined more than $7 million. Although an official of the two
companies — both owned by a father-son team — argued that no
investors had suffered any financial loss and that he was astounded by
the court’s ruling, he still said that the firms did not plan to appeal the
decision.

The real potential disaster for senior citizens in these types of cases rests
with the fact that seemingly well-meaning individuals appear to have their
best interests in mind. Behind this facade, however, what they are really
looking to do is take the one precious resource a retiree has — that small
lump sum of money saved over many years and aimed at carrying them
through their retirement years. The average of Minnesotans purchasing
the prepaid legal annuity plan was 75.

In conjunction with this, most buyers paid about $2,000 for a “living trust”
that was prepared by a Michigan-based law firm that received a mere
$275 for the actual legal work done in drawing up the paperwork. That
paperwork was then sent to the Heritage firm that peddled the annuities to
the unsuspecting seniors, most of whom had little or no knowledge of
annuities or how they worked..

The practical impact of purchasing the annuity was that, on average, the
Heritage annuity purchasers had about 89 percent of their total retirement
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Heritage annuity purchasers had about 89 percent of their total retirement A
assets tied up for a period of up to 14 years. The state appellate court

had harsh words for both firms stating that for the most part the annuities

were totally unsuitable for any of the 328 people who purchased them.

The lesson here for older citizens is to never rely on the advice of
strangers received from a mailed solicitation where technical legal issues
are involved.

It is imperative that where you can take action to protect these loved ones
or friends that you do it, and to explain your concemn to them. Better to
take this preventive action than to lament not having done anything after it
is too late.

Jack E. Kams, S.J.D., is a professor of business law in the College of
Business at East Carolina University. He can be contacted at
kamsj@ecu.edu.
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MANAGING YOUR FORTUNE
Should you give up your variable annuity?

By Gall Lierman
Special to the Daily News

If you have a variable annuity, your insurance company might be offering you mare money than
it's worth ta cash it out. It may even waive your surrender charges. Shauld you take this winfall?

After all, variable annuities have gotten a bad rap. Not only are they amang the most expensive
investments, bt they often restrict how much of the Investrment you can put in stocks to about 60
percent

Nevertheless, experts say you should think long andt hard about this offer. One reason: If you
take the buyout, you cold owe Uncle Sam a big fat tax bil. This, as Uncle Sam already is
expected to hand out significant tax increases next year

Als0, assuming you're not expecting to Kick the bucket any time soon, that guaranteed lifetime
income from your variable annuity sure is an attractive feature

With a variable annuity, which is a contract with  life insurance company, you o your own
investing. Generally, you'e offered a selection of mutual funds o exchange traded funds. Pay an
extra annual fee of 1 percent or sa, and you often can get a guaranteed Iifetime withdrawal
benefit of at least 5 percent annually. This means you get periocic payouts equal to & percent of
your original investment annually for as long yau live — regardless of how your investments
perform. Your variable annuity might carry a death henefit guarantee, promising your heirs an
amaunt equal ta the original account value or market value, whichever is higher.

For more fees, many variable annities contain ather wrinkles, such as inflation riders, rate
bonuses or penatty-free withdrawal priviieges

50 far, buyback offers have been made by leading variable annuity providers. They include

Renafo's, the place for your private event.
Rehearsal dinners, anniversary parties.
company parties and wedding receptions.
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50 far, buyback offers have been made by leading variable annuity providers. They include
Hartford Financial Services, AEGON, AXA Equitable Life Insurance Co. and Transamerica Life
Insurance Co. The reason the affers are bheing made is the high expenses insrers must pay to
hedge against Iosses

ou could reject the buyout offer and keep your old annuity. Or, you can do a 1035 tax-free
exchange into a new variable annuity with better benefits. But fees on today's variable annuities
are a lot higher than they were 10 years ago, according to Morningstar Inc., Chicago

*(Taking the buyback offer) is not in the best interest for 96 percent of the clients,”

ernie

Gacona, Wells Fargo & Co. director of annuities, recently tald New York-based fnvestment News.

On the other hand, you need to take your broker's advice with a grain of salt. After all, your
broker could be recelving angoing fees from your variable annuity and nat want to lose your
business

50 here are some factors to consider in your decision of whether to surrender your variable
annuiy:

“Do you have enaugh other sources of reliable income to make up for the 10ss of your variable
annuity income?

“How will surrendering the annuity Impact your taxes?

“How much In additional benefits from your annuity do you anticipate in the future vs. what your
insurance company will offer you?

“Has your variable annuity, coupled with allits henefits, autperformed its cost, which can run as
high as 3 percent or 50 in annual charges? A 60 percent stock-40 percent bond mix has
averaged about & percent annually over the past seven decades, according to Ibbotsan
Assaciates, Chicago

“How safe is your insurance company? The safest are rated A++ by AM. Best

=

SEAMAN SCHEPPS

‘207AWORTH AVENUE PALM BEACH S61.602.4410

) start| (5) 1box - Outook Express | € Google News - Windows .. (3] Mkrosoft FrontPage - i | ) Amnuty_investig.dock

T[S @ meme:

e - [®ow -

|[7@ should you give up v [[Search Deskion

o[BG wesam




image205.png
Annuity pitches to avoid - MarketWatct

dows Internet Explorer

=181]

) [l X[ s mtetwachconison ety pichos toovod0z-12:11

=B oEN o[-

Ele Edt View Favortes Toos Help

U Favortes

Dec. 11,2012, 9:45 am. EST

Annuity pitches to avoid

0 Comments

L

By Stan Haithcock

About Stan

Stan The Annuity Man is an
annuity specialist and
nationally recognized annuity
expertand is the author of the
highly acelaimed book, The
Annuity Stanifesto. With over
20years of experience in the
financial senvices industry, he
has developed unigue
propristary and trademarked
annuity strategies that have
been adopted throughout the
annuity industy. Stan The
Annuity Man specializes in
providing clarity and bestfit
annuity options custornized to
deliverthe guaranteed portion
of your portolio. As an
independent (non-captive)
annuity resource, he facuses
on asset protection and
solutions for lfetime incorme,
legacy, and full control long-
term care. Stan The Annuity
Man s a frequent contributor
on the subject of annuities on
MoneyShow com, and speaks

Portolio Relevance

S LEARN MORE

Every day, | receive questions from
consumers about annuity pitches that sound
t00 good to be true. Let's look at some actual
examples.

Ifyou are retired o thinking about retirernert, you
are most likely going to be pitched an annuity by
an agent or adviser. You are also going to be
inundated by TV ads, radio spots, lunch seminars,
and online pop up ads that pitch too good to be
true sounding anmuity products. Below are just a
few examples of actual emails | have received,
and the facts behind the pitch

Annuity Pitch : Stan, | have been shown an
equity indexed annuity with & maximurm growth
cap of 18% annually and guaranteed nof (o jose
money. It goes up if the S&armp;P increases, and
we can swilch {0 & fixed rate If interest rafes go up.
The agent said that there are no fees, there's an
8% bonus to open the account and it is a 10-year
annuity <BREAK />

Annuity Truth - Equity Indexed Annities are the
hottest product going on the lunch seminar circuit.
These products were actually developed to
compete with CD returns, not as pure market
growth products. First of al, there are always fees
That's the first red flag. The upfront bonus is real,
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question that a lot of us would like to know the
answer to, but I've been told that it's because the
advertisers never use a specific carrier name. To
me, that is a weak reason and justification to not
interrupt the money flowing into the carrier
coffers.

Too many annuity salespeople want to sell to the
financially un-saavy, and these annuity ads
aggressively target that low information annuity
buyer. Your local bank has now joined in on this
sales profiling method by trying to convert
trustworthy CD buyers and lifelong depositors
into variable or indexed annuity buyers. Talk
about an apples to oranges comparison! “If the
bank is selling it, then it can't be that bad ...
right?" Profile much?

Low bar sales qualifications

The biggest understatement ever is that the
majority of annuity salespeople need more
product education and that the bar definitely
needs to be raised from a continuing qualification
standpoint. Any time | comment on this glaring
problem, the annuity industry comes out
aggressively against me with myopic stats and a
short-sided views on what's really happening in
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atrss e county about
annuities. Stan The Annuity
Man lves in Pante Vedra
Beach, Florida and has clients
nationwide. You can leam
more at
stantheannuityman.com

Stan s Latest posts
Taxing the retirement rich

Baby hoomers need
annuity simplicity

Why are hedge funds
buying annuities?

View all »

THE RETREVENTORS IS
POIWERED B Skyword

butinmost cases 115 vested, which means you
have to stay to full 10 years for it to be yours.

As for the 18% pitch, that is so ridiculous it's scary.
Remermber the following staterent whenever you
hear about indexed annuities. The upside with an
equity indexed annuity is that there is no
downside. The downside is that there is limited
upside. The S&P 500 [SPX+0.88%] returns are
typically attached to a one year call option, and do
notinclude dividends. The 18% return that the
agent talked about is a monthly cap (1.5% per
orth) that he added up over & 12-morth time
period. Historical market data has NEVER shown
itto happen

Equity indexed annuities can work in some cases
for target date income planning using attached
benefitincore riders. From a growth standpoint
based on the S&P index call option, your realistic
expectations should be in the 2% to 5% range,
with those potential gains being locked in annually

Annuity Pitch : Stan, | need another lifetime
income strearn in addition to my Social Security
payment. | need it to start immediately, and my
adviser wants me to buy a variable or indexed
annulty instead of an immediate annuity because
he said that rates are too low. Is he right?

Annuity Truth - He's right about current rates
being low, but wrong with his recommendation. A
Single Premium Immediate Annity is the only real
choice for immediate incorme. The contractually
quaranteed payout with an immediate annuity will

beat any other annuity for income-now needs every
firme [P et that simnle_And this talee info

Partner Center »
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time. It's just that simple, and this takes into
account current interest rates. Also knows that
variable annuities and indexed annuities pay a
ruch higher commission than immediate
annuities. That fact might explain the
recommendation

Annuity Pitch : Star, | went o a lunch serminar
and the speaker talked about an indexed annuity
that has long term care coverage with no health
exam to qualify. He advised me to stop paying
on my current fong term care policy and move fo
this annuity. Should | do that?

Annuity Truth - | hope the food was good. My
parents live in Florida and eat free at three of
these food seminars a week. Its like an agent food
subsidy! First of all, do not get rid of your
traciitional long term care policy. The long term
care rider (attached benefit) that the agent talked
about was not designed as a replacement or
primary source for long-term care. It provides no
taxfree payments like traditional long-term care,
and should only be considered as a supplement to
what you currently have in place. Also, the long
term care benefits that are attached to income
riders on these selected indexed annities have
limitations in both the coverage and qualifications
to receive the benefits

These hybrid types of annities are being pitched
as something that can cover for multiple needs
and a one-size-fits-all answer to all of your
problerms. The realities of this product are much
different from the pitch. A muliple benefit annuity
could have a place in an overall plan, but not as a

STANHATHCOCK
& Taxing the retirement rich

JOE LUCEY
PowerbalLis not a retirement plan

KARN MALONEY STFLER.
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More »
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These hybrid types of annities are being pitched
as something that can cover for multiple needs
and a one-size-fits-all answer to all of your
problerms. The realities of this product are much
different from the pitch. A muliple benefit annuity
could have a place in an overall plan, but not as a
stand-alone solution

A lot of the times, the consumer asking these
questions will end up arguing with me because
they wart the pitch they heard to be true. They wart
to believe the dream. Atways remermber, if it
sounds too good to be true, then itis. There are no
exceptions to this rule! Period!

Annities can be very good additions to your
overall plan from a transfer of risk standpoint
Always make your buying decision solely on the
contractual guarantees within the policy, and fully
understand how the anmity works before signing
that application

Reporting Software
Fowerful Financial Reporting Softwars Solution. Free Demol
Proprix.com

Hedge Fund Software
Track investor mailings, store client information, snhance compliance.
www investordynamo com

Financial Services Tools
Unlockthe Potential with Microsoft Dynamics. Leam More Today!
erm dynamics.com

Mortgage Rates Hit 2.50%
Fed Drops Rates to 2.50%. Calculate New Rate Now at 2.90% APRI
www SeeRefianceRates com
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Equity-indexed annuity sales pitch is too good to
be true

An insurance agent appears to misrepresent how the complex investment works and tries to
steer an investor away from a 401(k), a better option.

| @ comments | o | |Email [dShare 5 W Tweet <3 Buke (2 g+ 0

By Liz Weston
Money Talk

January 13, 2013

Dear Liz: Recently, someone from an insurance company proposed that I stop investing through my
401(k) at work and instead invest in his insurance company contract with after-tax dollars. He claims
the funds would be guaranteed so that I would never lose principal, although there would be a cap on
how much I could make in any given year. His claim is that it is better to forgo the tax deduction I
would get from my 401(k) contributions so that I can take the money out of this contract tax-free in
20 or 30 years. I think I am too old for this program (I am 61 now) but I thought it might be
appropriate for my daughter when she enters the workforce in a few years.

Answer: It sounds as if you've been pitched an equity-indexed annuity. These are extremely
complex investments that should not be purchased from someone who misrepresents how they work
and who encourages you to forgo better methods of saving for retirement.

Withdrawals from annuities are not tax-free. You would not have to pay income tax on the portion of
the withdrawal that represents your initial contributions, but any gain would be taxable at regular
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4 Ways to Avoid Running
Out of Money During
Retirement

If you have a $500,000 portfolio, download the
guide by Forbes columnist Ken Fisher’s firm.
Even if you have something else in place, this
must-read guide includes research and analysis
you can use right now. Don't miss it!

Click Here to Download Your Guide!
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Furthermore, most people fall into a lower tax bracket in
retirement. That makes the tax break offered by 401(k)
contributions especially valuable, because you're getting the
deduction when your tax rate is higher and paying the tax as of 04.02PM ET 1/11/2013
‘when your rate is lower. DJIA 13488.43
Recent columns . B 3 . AU
The F.u.ianmal Industry Regulatory Aut?lonty, which r_egulates NASDAQ 3125.63
securities firms, has warned that most investors consider +3.87
equity-indexed annuities and other annuity products "only
Ads by Google after they make the maximum contribution to their 401(k) SER500 147_3'3;
Best Performing and other before-tax retirement plans." .
. QUOTE: [Symbol or Name GO
Annuity Even then, you probably have better ways to save.
Top Variable Annuities Contributions to a Roth IRA would not be tax-deductible, but
Deliver 15%+ Performance withdrawals in retirement would be tax-free. If you're able to vertisement
2012 save still more, you could contribute to a regular, taxable
. . brokerage account and hold your investments at least one
I(.)nIi];leAnnultyRates.mm/TopPerfo year to qualify for long-term capital gains rates, which are THIS WEEK'S CIRCULARS

lower than regular income tax rates.

You don't want to do business with someone who isn't honest about his product, and you certainly
don't want to refer him to family members. What you should do instead is pick up the phone and
report him to your state insurance department.

Advice for mortgage woes

Dear Liz: I have an excellent credit rating, a steady job and an interest-only mortgage of $480,000

New Year's Furniture Blowout
Value City Furniture

- = Give Your Bathroom a Fresh
New Start
Home Depot USA

Great Deals on a Wide Selection
Of Flooring

Sz [ (NE)

9:21 AM

1/13/2013




image211.png
http://online.wsj.com/artide/SB10001424127887323468604578247692560852924.html

File Edit View Favorites Tools Help

February 3, 2013, 4:42 p.m. ET A
RETIREMENT INCOME

New Annuity Guarantees Raise Questions

The latest products from insurers are less expensive. But regulators—and consumers—remain
wary.

Article ‘ Stock Quotes ‘ ‘ Comments ‘ MORE IN MARKETS »
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By LESLIE SCISM

With millions of baby boomers headed to retirement without old-fashioned pension
plans as safety nets, here is a product that would seem to have big appeal: a
guarantee of lifetime income from a portfolio of ordinary mutual funds—however
long the investor lives and even if the stock market tanks.

That's what the life-insurance industry
thinks. For years it has sold income

Journal Report
* Insights from The Experts

+ Read more at WSJ.com/WealthReport. guarantees on variable annuities, but
More in Investing in Funds & ETFs relatively high fees have limited the
* How to Be Smarter About Fund Taxes popularity of those products. Now,
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= How to Be Smarter About Fund Taxes popularity of those products. Now, A
= A March Madness Tournament for Funds insurers are starting to offer a cheaper
= Your Fund Is a Laggard. Should You Sell? guaranteed-income product that they
. ;alculated Risks Taken by a Top Income hope will sell better. But there are lots
lanager

of issues for potential buyers, including
questions about cost—still—and the
ability of insurers to fulfill the promises

= Stocks Still Look Good, This Adviser Says

they make.

Regulators in some of the biggest states have yet to approve these "contingent

deferred annuities." They are worried that lifetime-income guarantees sold on a
mass scale could be harmful to insurers' financial health if markets were to slide as

they did in 2007-09, putting insurers on the hook for massive payouts.

"Regulators want to make sure the @
companies have reserved properly and

have enough capital" to make good on

(= = the guarantees in 20, 30 or 40 years,

says James Mumford, a senior lowa
L —— regulator. He is one of a group of

Enlarge Image = officials at the National Association of
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past year has been devising rules for the new products.

While insurers can go ahead and sell the guarantees to individuals in states whose Available to WSJ.com Subscribers
regulators aren't objecting, many insurers prefer to launch products when they can

go nationwide. States that haven't approved the products for purchase by

individuals include California, New Jersey and New York. Some states allow the # Panetta: Iranian
products if they are sold through employer-sponsored retirement plans, but not for Threat Spreads

sale directly to individuals.

Limited Menu

This is how the guarantees generally work: Say a 60-year-old woman buys a *It's Hard to Limit
guarantee for her $1 million portfolio. The portfolio grows to $1.1 million, then slides U.S. Stock Exposure
over a few years to $880,000. When she is ready to retire, she can collect income

based on the $1.1 million value. Starting at age 65, for instance, she can withdraw

5% a year of the $1.1 million—or $55,000.

® Mexican Vigilantes
Defy Gangs---And the
Law

Theoretically, she could deplete her
$880,000 account in 16 years
(assuming her mutual funds weren't

growing). For each year she lives
thereafter, the insurer would pay her
$55,000.

# Border Security Key to Immigration Talks

GET 3 MONTHS FOR THE PRICE OF 1
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- The guarantee can be used only on ~
funds that have been approved by the Most Popular in US

Anna Parini

insurer—one of the ways the industry America's Baby Bust
protects itself. Insurers say they will approve only funds they can hedge with
financial derivatives.

Investors Cope With Pain of Apple
‘Why Dogs Are Smarter Than Cats

On the Market Reid Says No Sequester Cuts Without More Revenue
One of the few new guarantees on the market comes from Aegon NV's Fast-Running Quarterback Has a Slow Sidekick
Transamerica Advisors Life Insurance unit. Buyers pay an annual

fee of 0.85% to 1.75% of the value of a portfolio built from an approved list of More in Markets

mutual funds and exchange-traded funds. That comes on top of underlying fund
fees. The cost of the guarantee rises as the percentage of stocks within the portfolio
rises. At a minimum, investors must hold 20% of the portfolio in bond funds, to
minimize the insurer's risk exposure.

Thai Tycoon Pulls Off Ping An Deal

Two Top Barclays Executives Depart

Boise Cascade to Headline Busy Week for IPOs
Stocks' Draw Is Biggest Since 1996

About three dozen states have approved sales of Transamerica's RetireOne Stocks Strut Into February With Big Gain
guarantee by applying existing regulations for annuities, according to David Stone,
chief executive of Aria Retirement Solutions, Transamerica's partner in promoting
the guarantee to financial advisers. Insurance-industry trade groups maintain that
the new guarantees are virtually the same as those sold for more than a decade on Read | Emailed Video Commented

Most Popular

variable annuities.

1. America's Baby Bust

Subscribe now and get 3 months for the price of 1! 2. Investors Cope With Pain of Apple v
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1. America's Baby Bust N

But some regulators say the similarities are partly what worries them. As markets i .

) . ) 2. Investors Cope With Pain of Apple
plunged in 2008 and 2009, most sellers of the variable-annuity guarantees were
required to boost the amount of capital that backed up the products, because the 3- Why Dogs Are Smarter Than Cats
downturn made them liable for bigger potential future payouts. Two prominent 4. o Reid Says No Sequester Cuts Without More Revenue
sellers of the guarantees—Hartford Financial Services Group Inc. and Lincoln
National Corp.—accepted a combined $4.35 billion, since repaid, from one of the 5-  Fast-Running Quarterback Has a Slow Sidekick
government's bailout programs to bolster their capital base. b
To regulators, an important difference between the income guarantees sold with
variable annuities and the new ones is that variable annuities charge lots of fees -

L . - . , Latest Headlines
that the new products wouldn't. High annuity fees are a serious drag on investors'
returns, but fatten insurers' capital cushions. Panetta: Iranian Threat Spreads
Sales Outlook Latest News
For all the angst, it isn't clear the new guarantees will be hot sellers. Bruce Lahti, an GOP Sen. Johanns Backs Hagel
administrator for the 401(k) retirement-savings plan at accounting firm Junkermier, Ex-Navy SEAL Shot Dead
Clark, Campanella, Stevens, says just a handful of the approximately 130 plan U.S. Sets Proposed Pact on Mexican Tomatoes
participants have bought a guarantee that became available when the Montana FEconomy Drives Market Rally
company shifted to Great-West Life & Annuity Insurance Co. as its plan vendor last Compromise Proposed on Contraception
spring. L.A. Church Leaders Knew of Abuse
Mr_Lahti is one of those buvery
e R e R Te]y| ntemet Explorer went online to open the requested webpage. Go back offline | % | v
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the wild west of annuity sales.

Wiaid | EARN MORE

The untold and never uttered reality is that you
can save your entire life to get to the point of
retirement to make the biggest decision in your
life on how to allocate your money for the future,
but it only takes an agent between one to three
weeks (depending on the state) to get licensed
to sell you an indexed annuity. I'm waiting on
someone within the annuity industry elite to
clearly explain how this glaring disparity makes
any sense and is pro consumer. | also think that
this issue feeds into the prospect profiling that
most annuity sales people employ. If the agent
isn't financially fluent, then it makes sense that
they are going to target a similar level of financial
sophistication.

I'm not saying that someone with a securities
license makes them perfect or better than
someone who just sells indexed annuities, but at
least that person has to prove some financial
acumen to receive the proper credentials to
make a recommendation. Because variable
annuities are structured as a security, the SEC
and Finra don't allow the same type of TV, radio,
and Internet ads that indexed annuity promoters
use to attract sales. If a SEC and Finra licensed
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guarantee. The money is in the Great-West SecureFoundation Balanced stock-and-
bond fund, the only fund in the 401(k) on which the guarantee can be used.

"Market volatility affected my decision," says the 62-year-old Mr. Lahti. "l like the
idea that I've got at least some protection” in the event of a steep market slide.

Across its business, Great-West says, the funds on which the guarantee can be
used totaled $204 million as of last fall.

Marcel Dupre, chief investment officer with ThirtyNorth Investments in Baton
Rouge, La., says about 6% of the firm's clients have bought Transamerica's
RetireOne guarantee since May. He sees the percentage growing steadily as the
concept becomes more widely known as a way to lock in lifetime income to cover
basic expenses. "This product makes a lot of sense" for some ordinary investors, he
says.

One factor that could hold back sales: The RetireOne guarantee doesn't pay a
commission to financial advisers. And while it isn't as complicated as many variable-
annuity guarantees, it is "still complicated," says Michael Henkel, an executive at
Achaean Financial Inc., a Chicago firm that advises asset managers on retirement-
income strategies and insurers on structuring a certain type of annuity. Investors
could pay for the guarantee for 10 to 15 years, hurting investment returns, before
drawing money from the insurer itself. "l worry that these mechanics" aren't
understood, he says.

Ms. Scism is a news editor for The Wall Street Journal in New York. She can be

reached at leslie.scism@wsj.com.

Subscribe now and get 3 months for the price of 1!
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It's Your Money: Pros and cons of a variable
annuity

March 03, 2013 7:16 AM
ShareThis | Print Story | E-Mail Story

JANE YOUNG

SPECIAL TO THE GAZETTE

A variable annuity is an investment contract with an insurance
company where you invest money into your choice of a variety of sub-
accounts. Sub-accounts are similar to mutual funds, where money
from a large number of investors is pooled and invested in accordance
with specific investment objectives. Like mutual funds, sub-accounts
may invest in different categories of stock or interest earning
investments.

One characteristic of a variable annuity is the tax deferral of gains until
the funds are withdrawn. However, upon distribution the gains are
taxable at regular income tax rates, as opposed to capital gains rates
that may be available for mutual funds. Additionally, there is no step-
up in basis upon death for assets held in variable annuities.

Variable annuities are generally more appropriate for non-retirement

Recommendations

m Create an account or log in to
see what your friends are

recommending.
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Put some Like buttons on your website to
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here.
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accounts because gains within a retirement account are already tax deferred. Traditional retirement accounts and

Roth IRAs meet the tax deferral needs for most investors. However, in some cases a variable annuity may be
tractiva ta a hinh incama invactar wha hae mavimizad hie traditinnal ratiramant antinne and naade additinnal
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V)

attractive to a high income investor who has maximized his traditional retirement options and needs additional A

opportunities for tax deferral. This is especially true for an investor who is currently in a high tax bracket and expects Things to do in the Pikes Peak red
to be in a lower tax bracket in retirement. o

Events Dining Venues Movies

When investing in variable annuities, with non-retirement money, there is no requirement to take a required minimum Featured Events

distribution at 70 2. However, there is generally a 10 percent penalty on withdrawals made before 59 1/2. Trades can

be made within a variable annuity account without immediate tax consequences. The entire gain will be taxable upon )

withdrawal. There is no annual contribution limit for variable annuities, and you can make non-taxable transfers CUI.URADU Loading events...
o

between annuity companies using a 1035 exchange. SPR'"GS& s

However, you may have to pay a surrender charge if you have held the annuity for less than seven to 10 years and
you purchased it from a commissioned adviser. Before buying an annuity, read the fine print to fully understand all of
the fees and penalties associated with the product. Most variable annuities have early withdrawal penalties and a
higher expense structure than mutual funds.

Click for More Events Add Your Ey

Find an Event

A variable annuity may be an option for someone who wants to purchase an insurance policy to buffer the risk of

losing money in the market. For many investors, due to the long-term growth in the stock market, this guarantee may

be come at too high a price. Some investors are willing to pay additional fees in exchange for the peace of mind that a ADVERTIS
guaranteed withdrawal benefit can provide. Guaranteed minimum withdrawal benefits (GMWB) can be very complex

and have some significant restrictions. Additionally, some products offer a guaranteed death benefit for an extra fee.

Read the contract carefully and make sure you understand the product before you buy. Internet Explorer cann

Due to the high costs, lack of flexibility, complexity and unfavorable tax treatment, variable annuities are not beneficial

for many investors.

— What you can try:
Jane Young is a Certified Financial Planner and can be reached at Gazette@itsnotjustmoney.com &
® You are not connected

< >
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Keep It Simple: Avoid Annuities

Annuity investors come out behind tax-efficient mutual funds, even
with the odds in their favor

Mar 7, 2013, 12:59 pm EST | By Dan Wiener and Jeff DeMaso

Annuities often sound like a retirement investment silver bullet: tax-deferred growth potential and
guaranteed income for life. Everyone should have one, right?

|5

charles SCHWAB

ADVISOR SERVICES

While Vanguard’s annuity program offers a few new funds and a new withdrawal option that I'm

reviewing in my latest newsletter issue, one thing that hasn’t changed over the years is my opinion.

7% Annual
Annuity
Return
AdvisorWorld.co...
Get guaranteed
lifetime income
and reduced risks
to retirees all
o

I'm not a fan. It takes a long time horizon for annuities to make
sense.

Consider two investors: One invests in a regular taxable mutual
fund, and the other invests in an annuity.

I'm going to load the example in favor of the annuity. First, the
annuity charges just 0.2% in additional expenses over the fund,

ADVERTISEMENT

H:SLANT I

The Next Real Estate Boom Will Be in Zillow
and Trulia

BlackBerry Is About to Get Crushed

5 Small Stocks That Are HUGE Short-Trader
Targets

Here Comes Dow 36000! ... Or Not
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nere. m and upon withdrawal, our annuity investor is going to pay 38.8% A

income tax on all his gains, but not on his original contribution.
- VIDEO: Does the Dow Record Matter?

I'll compare that to a fund investor who'’s only keeping 85% of his gains each year (his fund has just

85% tax efficiency). The taxable investor is then further taxed at a 20% capital gains rate upon selling Editor's Picks

the position.
1 Ranking the 10 Best Stocks for 2013

As the chart to the right shows, the annuity, despite

higher fees, grows much faster before taxes than Aﬂer Tax_es' Takes Decades
) ) . for Annlllty to Catcl'l U 2 Take Profits on (and Short) These 3 ETFs
the taxable account. (In this example, I'm assuming p
an 8% annualized rate of return for both the fund I p—r— ] _
and the annuity.) $140,000 ‘— Taxable fund (85% tax efficient) 3 3 Stocks Getting Back on Their Feet

w— Annuity after tax
i = Taxable fund after tax

$120,000
This is what we would expect, and why | advocate $100,000

4 Why RadioShack Will Be Dead By 2015
funding your retirement accounts to the max. Tax- $80,000
deferred investing can be a powerful tool in growing $60,000 10 Top Stock Charts to Watch in March
your retirement assets. $40,000
$20,000

$0

But once the annuity investor takes his money and Sponsored By:

runs — and yes, I'm assuming the annuity investor \
Years SEE ITINACTION ©

charles v

cashes out completely and pays his taxes on his
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gains — his net value falls behind the taxable fund
investor’s. In fact, it takes more than 20 years for the annuity investor to come out ahead (the point
where the lines cross).

Remember that | said | was loading the example in favor of the annuity investor. If that investor had
funded his annuity with pre-tax dollars, his after-tax value would be even lower (he’d have to pay
taxes on his entire annuity’s value) and the comparison would look even worse against the regular
taxable fund account.

So let's return to square one.

Think about the reason you’d consider investing in an annuity in the first place: You want to avoid
taxes. Well, instead of committing your money to a small selection of funds for 20 years or more —
with higher minimums and expenses, locked up until retirement and liable for taxes at your “income
tax” rate when you withdraw — pick a few tax-efficient funds instead.

Editor Dan Wiener and Research Director Jeffrey DeMaso publish The Independent Adviser for

Vanguard Investors, a monthly newsletter that keeps abreast of recent developments at Vanguard,

and the annual FFSA Independent Guide to the Vanguard Funds.
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By ALLAN ROTH MONEYWATCH / March 19, 2013, 6:50 AM A

Insurance advisors balk at
annuity fees

(MoneyWatch) Investment News, a leading publication for financial advisers,
recently ran an article headlined "Pru fee hike another nail in VA coffin" that looked
at a new Prudential Variable Annuity with fees of 2.45 percent annually. One advisor
was quoted as saying "you have to take a look as to whether the cost is going to be
prohibitive."” The story also reported that the costs were too rich for wealth
management company Raymond James Financial, which places a fee limit of 2.35
percent annually. Most Popular

O 1 Doubts over Syria chemical

Can financial advisors selling insurance products set limits on the fees their clients attack claims

pay? 65455 views

To answer that question I spoke with Bruce Ferris, senior vice president of annuity O 2 Ohio high school shooter gets

sales at Prudential. Ferris confirmed that the 2.45 percent annual fee wasn't the life in prison, no parole

entire charge, as it did not include the costs of the underlying funds in the annuity. I 33718 views

did the math and arrived at a fee of about 3.50 percent annually. Digging a bit ) o v
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deeper, I learned Prudential can unilaterally increase fees further after the fifth 03 ﬁ:i\:ﬁ: W‘Lire'?sizf"ed—in Nev. A
contract year. Ferris said that total fees were in line with Prudential's competitors. 26729 U?ews
% Annuities and the $100,000 challenge " N Lo
% Annuity guarantees - how real are they? 04 VBIYZ-I;: zn?eeiz(t)r;r: ttiop:)r?emlere.
% Why I tried to sell an annuity to Vanguard 20385 vicws ’
Ferris noted, however, that one has to look at the benefits of the annuity. Their Does Satan look like Obama in
Highest Daily In(:(.)me Product comes with a.guaranteed "inC(.)me" based on age. For O 5 History's "The Bible"?
example, an annuity with a $100,000 value is assured of paying $4,500 for the rest 19379 views
of the annuitant's life. Ferris referenced a new Morningstar study that indicated a
safe withdrawal rate for a portfolio of mutual funds would be 2.8 percent, or only
$2,800 annually, so this 4.5 percent income looked good by comparison. He also
brought up the low rates CDs were now paying.
I challenged Ferris on terming the guarantee as "income" rather than cash flow. I d 5 il “
suggested that most of the cash was actually a return of principal and that comparing ] SR !
the 5 percent distribution to a bank CD was unfair. Ferris disagreed but did admit s
the return of principal was not assured. <
[ Al
I also noted that the Morningstar study's finding that 2.8 percent is a safe \’
withdrawal rate assumed the annual withdrawal rate would increase each year with play . i
inflation. Prudential confirmed their product did not. The Morningstar analysis was ﬁozr:leer?ct:ry. Income immobility
also based on funds lasting for 30 years. According to the Society of Actuaries, the v
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average life expectancy for a 65-year-old male is only 20.4 years. A

Most Shared

I further looked at the value of the guarantee. At a 4.5 percent payout, it would take
23 years just to get one's money back with no interest. There is only a 40 percent
chance of this occurring for a 65-year-old man, meaning that the expected value of
this benefit is zero. I checked out the returns for those beating the longevity odds. A
65-year-old male has a 33 percent chance of living 25 years longer and a 17 percent
chance of living 30 years, which produce an annualized return of 0.93 and 2.06
percent, respectively.

Police: Fla. college drop-out
found dead had planned
campus attack

991 shares

"The Bible": Does Satan look
like Obama in History Channel
miniseries?

This is to say that beating the odds wins the jackpot of only a 2.06 percent annual 707 sharoe

return. That may not even be what a CD earns over the next 30 years.

I ran my numbers by my favorite actuary -- CBS MoneyWatch writer Steve Vernon.
Vernon said that for "a competitively priced conventional fixed annuity, my most
recent retirement income scorecard shows that you'd get a payout rate of 6.6 percent
for a single man." That's a 47 percent higher payout rate compared to the Prudential
annuity, though Vernon notes the Prudential annuity may have some value should

Obama-Satan connection
476 shares

I II "The Bible" producers dismiss

Grade Inflation: Colleges With
the Easiest and Hardest

you die soon afterwards. (If you want to learn more about annuities or making sure Grades
you don't run out of money, I recommend Vernon's book, "Money for Life: Turn 822 shares
Your IRA and 401(k) Into a Lifetime Retirement Paycheck." _ . )
4010l y ) "The Bible": How a hit TV
My take is that I'm thrilled to see that financial advisors are finally drawing a line in y e :;':;i:;s was born v
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My take is that I'm thrilled to see that financial advisors are finally drawing a line in - :::':;i?;s was born
the sand on high fees. But advisors also should look at total fees and at whether an
insurance company can raise fees. In this case, the product has a 3.50 percent annual

fee, with Prudential having the right to increase it to 4.50 percent.

The guaranteed payout is not income, and there is only a 40 percent chance that the
benefit will be higher than if you stuffed the money under your mattress and took out
a constant amount each year. In my view, calling this income, comparing it to CDs
and measuring it against a safe withdrawal rate indexed to inflation is misleading. I
suspect few would buy this product if they understood the value proposition.
Apparently some advisors now do.

© 2013 CBS Interactive Inc.. All Rights Reserved.

8
Extinct -- but maybe not forever

Allan Roth
- ON TWITTER »
b- View all articles by Allan Roth on CBS MoneyWatch »
Allan S. Roth is the founder of Wealth Logic, an hourly based
- financial planning and investment advisory firm that advises clients
with portfolios ranging from $10,000 to over $50 million. The author i i
of How a Second Grader Beats Wall Street, Roth teaches Hillary Clinton announces
investments and behavioral finance at the University of Denver and support for same-sex marriage
is a frequent speaker. He is required by law to note that his columns
are not meant as specific investment advice, since any advice of that
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By Stan Haithcock

LIFE

About Stan

Stan The Annity Man is an
annuity specialist and
nationally recognized annuity
critic. Stan s the author of the
highly acclaimed book, The
Annuity Stanifesto. With over
25 years of experience in the
financial services industry, he

CASUALTY ,
IR PROTECTION

has developed unique Shtersto

proprietary annuity strategies
that have been adopted
throughout the annuity

industry. Stan The Annuity Man
specializes in providing clarity
and bestfit annuity options
customized to deliver the
guaranteed portion of your
portfolio. As an independent
(non-captive) annuity resource,
he focuses on asset protection
and solutions for lifetime

Profiling by law enforcement has become
frowned upon with good reason because it's
offensive and most American’s deem it an
unfair practice. In the unregulated world of
annuity sales, another ugly form of profiling is
used to sell annuities to the uninformed
masses.

Even though there are over $200 billion of

} o , annuities sold in the country every year, the
income, legacy, and full control
(o e G average annuity premium per policy is barely
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Bank Annuity Sales Fall to Lowest Level Since 1999

BY: MARGARIDA CORREIA

Wednesday, April 24, 2013
The Metropolitan Club, New York City
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Annuity sales through banks dropped to their lowest level since 1999, according to Bank
Insurance & Securities Research Associates, a bank brokerage industry group.

AdvisorTV ALL VIDEOS | SLIDESHOWS

In 2012, banks sold $29.6 billion in annuities, down 20% from 2011. Fixed annuities fell 33% to $11.9 billion, while
variable annuities slipped 10% to $17.7 billion, according to the data.

“We have obviously been in a survival of the fittest mode
lately, but the good news is that we have some very solid

LOOKING FOR A FUND product partners in the bank channel who have stayed the
To HELP SMOOTH course and provided exceptional value to their distribution

partners through these tough times,” Scott Stathis,

MARKET VOLATI LITY? managing director of BISRA, said in a statement.

Principal Global Multi'strategy Western National was the top seller of fixed annuities
PRACTICE MANAGEMENT

Fund (PMSAX) through banks, with Nationwide coming in second. In Raymond James Unveils New Advisor
variable annuities, Prudential was the leader. Pricing

Login | My Account | Advertise | Podcasts | Contact Us
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Annuity sales declined 8.6% to $219.7 billion last year, dropping to the lowest level since
2005, according to LIMRA. AdvisorTV ALL VIDEOS | SLIDESHOWS
The combination of low interest rates and consumer caution have led to a challenging economic landscape for the

industry. “Interest rates are having a large impact on overall annuity sales,” says Catherine Theroux, director of Public
Relations at LIMRA. “For fixed annuities, people are less inclined to lock in rates at this level.”

Jackson National Life topped the total annuity leader
board, reporting $22.4 billion in sales last year. Prudential

12th. Ann_ual Annuities had the highest variable annuity sales with $20
Capital Link Closed-End billion, and Allianz Life of North America had the highest
Funds & Global ETFs Forum

fixed annuity sales with $5.5 billion.

Steady income from annuities was considered a safe
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harbor from the volatile markets of 2008, but people have
since become increasingly reluctant to dive headfirst into
them. Because of low interest rates, there is fear that
inflation may diminish the purchasing power of a fixed
annuity payment if locked in now.

“The goal of [insurance companies] is to balance their

books of business so that they can offer a rate that's

attractive to consumers, but not at a loss,” Theroux says.

Consumers may be more cautious, but flat income levels and a higher tax environment means that annuities continue
to retain their allure for many investors who seek to protect their assets.

Although fixed annuity sales have slowed down since their late
2008 and early 2009 highs, index annuities within fixed annuities
reported a record high of $33.9 billion in 2012, a 5% increase
over 2011, according to LIMRA.

“In the long term, demand for these types of products will be
significant, as companies often become creative in how to best
reach the market as it stands,” says Theroux. “There’ll be a lot of

Related Content

Bank Annuity Sales Fall to Lowest Level
Since 1999

Life, Annuity Growth Strategies Must
Change

different company offerings to take advantage, and help people take advantage to invest and retire.”

Login | My Account | Advertise | Podcasts | Contact Us

Raymond James Unveils New Advisor
Pricing
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An annuity is a type of investment product sold by
insurance companies that delays taxes on interest and
investment gains, while providing a recurring income
stream during retirement. Annuities come in two basic
flavors: fixed annuities that pay a guaranteed rate of
interest and variable annuities, which offer returns
based on the performance of investments held in your
account. Despite the potential for high annual returns,
variable annuities have several notable disadvantages.

5 Signs You’ll Get Cancer

Best Performing Annuity Variable annuities tend to carry high fees and expenses.

Sponsored Link

Top Variable Annuities Deliver 15%+ Performance 2012
OnlineAnnuityRates.com/TopPerformer

UNCERTAIN INCOME

Retirement planning is complicated by the fact that you can't be sure exactly how much income you will
have after you retire. Since payouts on variable annuities are based on investments, you aren't guaranteed
to receive any particular amount. If your investments perform poorly, the value of your annuity could
decline, resulting in smaller income payments than you expect. By contrast, fixed annuities grow at a WHAT'S HOT
guaranteed minimum rate and pay a guaranteed minimum benefit.

The Disadvantages of a Tax-

B Libraries < 7 R gy 1018PM

3/31/2013
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LIMITATIONS ON WITHDRAWALS

Since annuities offer tax deferral they are subject to the same limitations on withdrawals as other tax-
deferred accounts. If you tap into an annuity before the age of 59 1/2, you generally have to pay an early
withdrawal penalty of 10 percent. The companies that sell annuities can place additional barriers on
withdrawals. For instance, variable annuities are often subject to surrender charges, which force you hand
over a certain percentage of your account balance if you cash out soon after opening your account.
Surrender charges typically diminish over time, but you may have to keep funds in your account six to
eight years before you withdraw them without paying any charge.

FEES

One of the biggest drawbacks of variable annuities is that they tend to have high fees and expenses that
cut into annual returns. An annuity usually charges administrative fees that are automatically deducted
from your account, fees to cover the cost of investing in mutual funds and extra fees for special services
and features. According to the Financial Industry Regulatory Authority, fees can total more than 2 percent
of your account balance per year.

TAXATION

Although variable annuities offer tax deferral, they don't offer all the tax benefits of employer-provided
retirement benefits or individual retirement accounts. The cash you stash in a variable annuity has to
come out of after-tax income unless you hold the annuity within a retirement account that offers pretax or
tax-deductible contributions. If you hold an annuity within a retirement account such as a 401(k) or IRA,
you don't gain any extra tax benefit beyond the tax deferral the account already offers, and you still pay
the fees and expenses for the annuity.

Sponsored Links

Annuity Rates Online Get Rates for Top Annuities Online. Compare Multiple Carriers, Free.
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Annuities are growing in popularity every Pension-law proposal would hit
year with an estimated $200 billion to be sold some retirees
i in 2013. As with every investment, you have

By Stan Haithcock . e -

to consider the tax ramifications and should
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always receive all ofyour tax advice 8 tips to trim your retirement tax

About Stan concerning annuities from a qualified tax bill
) ) professional.

Stan The Annuity Man is an
annuity specialistand The best overall resource | have found is a THE RETIREMENTORS
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T G o (b e er e e recent book by renown annuity tax guru John The ‘4%’ retirement myth
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financial services industry, he . s . i g B R
e e e e ey during life and after you pass away. Things get a Retire Here, Not There: California
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specializes in providing clarity
and best-fit annuity options
customized to deliver the
guaranteed portion of your
portfolio. As an independent
(non-captive) annuity resource,
he focuses on asset protection
and solutions for lifetime
income, legacy, and full control
long-term care. Stan The
Annuity Man has been called
the national consumer
advocate for annuities, and he
speaks across the country
about how annuities should
properly work within a portfolio.
Stan The Annuity Man lives in
Ponte Vedra Beach, Florida
and has clients nationwide.
You can learn more at
stantheannuityman.com.

W Follow < 242 followers

Stan 's latest posts

Markets

Investing Trading Deck Personal Finance i
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Below are some basic points to be aware of
when it comes to commercial annuities. This list
is by no means "all inclusive" and just scratches
the surface on all the rules and exceptions, but is
a good foundation if you currently own an
annuity or are considering the purchase of one.

Tax deferral

Over 80% of all annuities are deferred annuities.
With non-IRA money, you can place your money
within a deferred annuity structure and not be
required to pay taxes until money is taken out.
All gains grown and compound tax free during
the deferral years. When you eventually take
money out, it is typically taxed at ordinary
income levels and using LIFO (last in, first out)
accounting.

Annuity payments

Annuities were developed to pay an income
stream for life, regardless of how long you live.
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billions unclaimed’ The two ways you can receive a lifetime income
Deflating the hype about stream from an annuity is by annuitization or
hybrid annuities drawdown.

Do rich le bl R . o
a:,,rl:‘i:ﬁez;o’) S + Annuitization — This is the original way to

create a lifetime income stream. With non-

View all » e . .
IRA funds, annuitization provides an income
stream of which a portion is excluded from
THE taxes. This is called the “exclusion ratio.”
RETIREMENTORS IS e L
POWERED BY Annuitization is a combination of return of
Skyword

principal and interest, and all deferred
annuities can be annuitized for income
needs.

- Drawdown — The newest way to create a
lifetime income stream with deferred
annuities. This strategy is primarily used
with the now popular “income riders” which
are attached benefits to a policy that can be
used for lifetime income. Using non-IRA
funds, the income stream is taxed at
ordinary income levels and using LIFO (last
in, first out). LIFO taxation applies if your
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in, ﬂr_st out). LIFO taxation applies if your STAN HAITHCOCK
annuity was purchased after Aug. 13, 1982 Annuities are the new tax target
and no additions were made after that date.

KARIN MALONEY STIFLER
1035 transfer rule l 7 financial life lessons from the Masters
The IRS approved 1035 transfer rule allows you

- BILL LOSEY
to tra_nsfe_r a non—_IRA a_\nnmty to another non-IRA Prevent retirement mistakes: 6 key dates
annuity without triggering any taxes. Whatever

your cost basis is with your initial annuity will

L ) ANDY LANDIS
transfer to the receiving annuity company. You Top 5 Social Security myths
will eventually have to pay taxes when you take

money out of the annuity. SRS
R The ‘4%’ retirement myth
Taking money out J
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allow 10% of the accumulation value to be
withdrawn, and the taxation is LIFO if there More »
are gains in the policy.
« 59 ' Rule — Just like with your IRA, if you -
Y 1y Retire Here, Not There aog

take money out of a non-IRA annuity, you
will be penalized under the IRS early
withdrawal rules. However, there is a way
around this penalty utilizing Rule 72(t), if you
really do need to access the funds earlier
than planned. There are a few exceptions,
like being disabled, that will not trigger the

penalty.
Individual retirement accounts Georgia
" . . i ‘Iho I "s?b@}:‘iﬁadowed by Florida as a retirement
Some practitioners don't believe in placing 2 déstinatioh, Georgia offers favorable taxes, mild winters,
annuities within IRA's, and that is an argument Southern charm—and the ocean, too:
for a different day. Right or wrong, hundreds of
millions of annuity dollars are currently in Retire Here, Not There: State-by-State » o

traditional IRA's. Roth IRA's can house annuities

11:43 AM
@ iy 4/16/2013





image21.png
- T
(%G) @ ito//vwvavmarketwatch.com/story/how-annuities-profile-potential-buyers-2014-07-29 - & @ How amites profile pote x‘ ‘ A AT

File Edit View Favorites Tools Help

Home News Viewer Markets Investing Trading Deck Personal Finance [EECIEUSHY Economy Industries  Login

ocommens () [l 2 68 B3 B3 =& Waichis Rolvance

Aty Man has been called over $50,000. When | mention that statistic to RETIRE HERE, NOTTHERE
the national consumer most people, they are shocked that it is that low. g::":ﬁ"’;e'e- Not There: North
TR e, S The supposed leaders in the annuity industry will

speaks across the country . N
about how annuities should typically say that this number is a function of

.
e consumer education and that over time people E
S E%

Stan The Annuity Man lives in will feel more comfortable with annuities and the 10 tips to sell your house to net-
Ponte Vedra Beach, Florida dollar amounts will increase. They may be savvy buyers
and has clients nationwide. correct, but | think that there are other reasons
You can learn more at h
stantheannuityman com behind these numbers. THE RETIREMENTORS
- - 6 ways low-savers can save their
Fly-over country prospecting e ot

W Follow | 616 followers
The bad chicken dinner seminar strategy for

Stan 's latest posts agents to sell annuities to hungry baby boomers RETIRE HERE, NOT THERE
To get the right annuity, took a big hit when the AARP started sending Retire Here, Not There: California
start at the finish line "spies" into these staged product events to help

How false optimism sells. protect retirees from a one size fits all annuity

annuities. message. Some state insurance departments 5. THE RETIREMENTORS

‘The longevity annuity: A big employed the same undercover strategy, and Need income? Try a balanced fund
deal for retirees now these plate licking events are few and far

View all » between. However, shutting down this sales

platform just moved the unregulated sales pitch

to another forum. .
How-To Guides

If you turn the volume off and just watch the

images of the numerous unregulated annuity TV Choose a topic
ads, you will see very high percentage numbers
rolling across the screen along with fill in the
blank catch phrases that would make anyone
that yearns for yield to stop in their tracks to take
a second look. Radio ads and Internet videos are How to choose a health-care plan »

MOST RESEARCHED:
How to invest for retirement »
How to write a will »

3 Annuity_Investing.do... || M CAMy Webs\wpfs Athird of Americai




image236.png
e @ http://wwwmarketwatch.com/story/annuities-are-the-new-tax-target-2013-04-16

File Edit View Favorites Tools Help

Home News Viewer Markets Industries Log In

= Portfolio Relevance
ocanmenss. [ [ [ (9 @ E =S LEARN MORE

as well, but the pomts below are for tradltlonal
IRA's.

« IRA Transfer Rule — If you have a deferred
annuity within an IRA, you can transfer that
annuity directly to another IRA as a non
taxable event.

« RMDs — Annuities within an IRA that pay a
lifetime income stream (like Immediate
Annuities), can help cover your annual
Required Minimum Distributions. The
income stream from the annuity has no tax
advantages within the IRA, and the income
is taxed at ordinary income levels just like
any money that you take out of your IRA.

Annuity death benefit

Annuities are life insurance products issued by
life insurance carriers. However, unlike life
insurance, annuities are taxable at death. Within
an IRA, an annuity is taxed like other IRA assets.
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Outside of an IRA the galns are taxed

Stretch IRA — One strategy that will limit
taxes at death is stretching your IRA using
an annuity strategy. You can stretch your
IRA without using an annuity, but fixed
annuities provide a principal protected way
to maximize this strategy. Stretching means
that the spouse and subsequent
beneficiaries can take the deceased IRA
owner’'s RMD’s over their life expectancy
instead of paying taxes on the lump sum.
This would permit them to only pay taxes on
the RMD amount, and is a great legacy
strategy as well.

With Washington in need over continually
increasing revenue, expect annuities to be
targeted as a new tax resource.

California, Nevada, and a few other states have

already instituted a "premium tax" on annuity
income and exnect this trend ta flow from the
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owner’'s RMD’s over their life expectancy
instead of paying taxes on the lump sum.
This would permit them to only pay taxes on
the RMD amount, and is a great legacy
strategy as well.

With Washington in need over continually
increasing revenue, expect annuities to be
targeted as a new tax resource.

California, Nevada, and a few other states have
already instituted a "premium tax" on annuity
income and expect this trend to flow from the
West Coast very quickly. | also predict similar
new progressive taxes on annuities in the
coming years.

Don't try to "do it yourself" when it comes to
taxes on annuities. Always consult with a
qualified tax professional.
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When your annuity wants to pay you
less

By Glenn Rufenach
If you're one of the millions of Americans who have invested in variable annuities in the
past decade, the insurers that sold you these praducts, in same cases, are making

changes that could reduce the annuties' value - and that of your retirement paycheck

Avariable annuity combines an
investment account with the
equivalent of an insurance policy. The
attraction: a guaranteed payout in later
life, one that could increase i size if
the underlying investments perform
well. About $861 billion currently are
tied up in such investrents,
according to insurance industry
researcher Limra. (For a broader
introduction to annuities, see this new MarketWatch " Getting Started” quide )

But as Kelly Greene and Leslie Scism report in the Wall Street Journal this weekend,
stubbornly low lang-term interest rates are bringing out the stingy side of some
insurers. Those campanies that offered unusually generous guarantees on their
annuities are now worried about their own financial health

As aresult, some insurers are changing annuity contracts. The moves include
clamping down on fund choices, raising fees, blocking additional accaunt
cantributions and, in some cases, trying to buy back the contracts. (The insurers cited
in the article include AXA, Manuife Financial's Jahn Hancock unit, Hartford Financial
Senvices Group and Aegan's Transamerica unit)
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Ourlead bloggers are editors Matthew Heimer and Army Hoak,
reporters [an Salishury and Charles Passy, and contributing writer
Catey Hill Encors also features contributions from Marketatch
columnists Elizabeth O'Brien, Robert Powell and Andrea
Coornbes as well as The Wall Street Journal refirement
columnists Glenn Ruffenach and Anne Tergesen and the Director
forthe Center for Refirement Research at Boston College, Alicia
Munnell
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As aresult, some insurers are changing annuity contracts. The moves include
clamping down on fund choices, raising fees, blocking additional accaunt
cantributions and, in some cases, trying to buy back the contracts. (The insurers cited
in the article include AXA, Manuife Financial's Jahn Hancock unit, Hartford Financial
Senvices Group and Aegan's Transamerica unit)

What to do? Greene and Scism offer several suggestians. Amang them

Qpen your mait The letter you received recently fram your insurer — the ane that
appears to contain bailerplate language about your variable annuity - might actually be
an alert to changes in the contract. Read any and all mail fram your insurer closely,
and if you don't understand i, find a financial adviser who does.

Run the numbers: If the underlying investrments in yaur annuity are doing particularly
well and, as a result, are pushing up your "benefit base” (which will help determine
yaur eventual payaut), the fee associated with that hase figure could increase. In
same cases, it might be better to stick with a lower benefit base — and, in the long run,
a lower fee

Dont tracke in your annuiy lightly: Some insurers are offering variable-annuity owners
the opportunity to trade their guarantees for cash. A buyaut might make sense for
same (say, an individual with pressing cash needs). That said, you cauld be hard-
pressed to find new annuities with the same income guarantees o fees

The battom line is that people who bought variahle annuities years ago need to stay
o top of their investments. Mark Cartazzo, a certiied financial planner in Parsippany,
N.J., tells Greene and Scism: *'m worried that a lot has changed since investors
baught these contracts, and ifthey're not reviewing them regularly, they might not e
getting their value out of them "
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Taking Stock: Avoid those equity-indexed annuities

Malcolm Berko: Unless Wall Street has found a way to change the laws of nature, there are no
equity-indexed annuities or variable annuities that can perform better than the market. And there is
no such animal as an equity-indexed annuity or variable annuity that is guaranteed not to lose

By Malcolm Berko | Published: April 28,2013 =1 0

'l 2 t: o gemail

Dear Mr. Berko: I would like to invest $100,000 of my individual retirement account
(which is worth $330,000) in safe, dividend-paying stocks and bonds. I am 65 and
probably will start using some of this money for living and travel expenses. I met with a
“retirement specialist” who is the CEO of his firm in Center Valley, Pa. His strategy is to
invest in an assortment of guaranteed annuities that index the Standard & Poor's 500
index and are guaranteed not to lose money; over time, they will always beat the
market. Are you familiar with this strategy or with this man and his firm? I think I
would prefer some good dividend-paying stocks. Do you think you could recommend a

dozen or so stocks I should own?
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Dear BT: If you need to talk to a
“retirement specialist,” there are at least
20,000 people you can talk to in
Bethlehem who receive Social Security
checks every month. These folks can tell
you more about retirement than 10 dozen
of those apple-cheeked annuity outlaws —
who won't give a fig or ficus about what
they sell, as long as the commissions they
earn are generous. Stay far away from
Central Valley, because that CEO is going
to skin you alive, and when he's finished
with your hide, he'll toss you to the fish.

Of course I'm familiar with his ridiculous strategy. Frankly, this CEO is one of these
things: dumber than a chicken that can't cluck; a liar, grifter, cutpurse, psychopath and
swindler; profoundly blind, deaf and dumb; or a combination of all of the above. This
guy has no more conscience than a fox in a poultry farm, and I suspect that his
professional qualifications are reflective of his mendacity.

I've been writing this column for nearly 40 years, so believe me when I say that unless
Wall Street has found a way to change the laws of nature, there are no equity-indexed
annuities or variable annuities that can perform better than the market. God just
doesn't care enough about annuities to invest them with those powers. And there is no
such animal as an equity-indexed annuity or variable annuity that is guaranteed not to

1
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doesn't care enough about annuities to invest them with those powers. And there is no
such animal as an equity-indexed annuity or variable annuity that is guaranteed not to

lose money.

Therefore, every equity-indexed annuity and every variable annuity sold on this planet
has a risk factor and can be worth a lot less than you invested.

This “retirement specialist” is what I call an articulate incompetent. His advice is lethal
to your wealth, and the 12 percent commission he earns on “an assortment of
guaranteed annuities” should be your first clue. Kiplinger, Standard & Poor's,
Morningstar and others have published articles discussing the abuse and misuse of
these products. The volume of complaints about equity-indexed and variable annuities
currently exceeds the Securities and Exchange Commission's ability to respond. And the
lack of integrity of the people who sell this stuff is frightening. I suggest that you Google
“equity-indexed annuity fraud,” and then sit back and start reading.
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How to Avoid the Pitfalls of Variable Annuities
Payments can fall if market conditions worsen over time

Jun 22, 2013, 8:00 am EDT | By Dennis Miller, Senior Editor, Miller's Money Forever

Last year consumers purchased $200 billion in annuities. On top of that, there are currently $2-3 trillion in

annuities already in force. With all the variations, options, riders and strategies available, it's easy to feel lost.

At Money Forever, we aim to simplify complex financial topics.

To that end I'm going to share a case that jumped out at me as we researched our special report on
annuities. The evaluation process used here translates to any sort of annuity you may encounter; its
information you can keep in your back pocket and draw on when annuity salespeople try to overcomplicate
products and make predictions sound like guarantees.In this article I'll tackle what could be the most

misunderstood flavor: the variable annuity. Let’s start with a story about our friend Erik...

Variable Annuities

Erik’s friends bought into the idea of buying their own pension with an annuity. They had taken large
payouts from their employer and had put it all into annuities. This was back when putting your entire
portfolio into annuities was still allowed.
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As Erik explained, the annuities were variable and many of his friends had experienced a 30% cut in
their monthly benefits after the stock market crash. At one time, his friends used to brag about how
pleased they were with their annuities. Despite the praises from his friends, Erik thankfully didn’t
follow their lead, and unfortunately for them, the tide turned. Their income was reduced while their
expenses continued to rise.

The insurance company was totally honest and paid their benefits

Planning for according to the contract. But the buyers did not understand the
Reti t2
FISHER $;n:,roe£i:rtfono? contract and had very different expectations. When their benefits

Download the guide by
Forbes Columnis...
www.FisherInvest...

dropped, they had to make major changes in their lifestyle.

TodaysPennyStocks.com \\ith this story as our background, one of your first questions is

p4_ =Hot Picks _ ) Lo i
TodaydPamgStocks S1gn up for our free most likely: why did the annuity income drop so radically? The
newsletter to get the R
Hottest Penny ... answer is easy to understand.

www.todayspennys...

Prior to 2008, if you took a lump sum investment and put it into a
variable annuity, the company would take a conservative approach to investing your funds. Typically,
half the funds would have been invested in quality, safe fixed-income products like CDs and top-rated
bonds, which used to pay 6% consistently. The other half would have gone into the stock market.

Previously, the fixed-income side of the annuity was the safe side, and the stock market side was the

<





image22.png
- T
(%G) @ ito//vwvavmarketwatch.com/story/how-annuities-profile-potential-buyers-2014-07-29 - & @ How amites profile pote x‘ ‘ A AT

File Edit View Favorites Tools Help

Home News Viewer Markets Investing Trading Deck Personal Finance [EECIEUSHY Economy Industries  Login

ocommens () [l 2 68 B3 B3 = @ Waichis Rolvance

even worse with false promises, and the primary
product being pitch are indexed annuities
because they are not classified as a security.
Indexed annuities are categorized as a life-
insurance product, which means that the SEC
and Finra don't oversee those offerings — and
more important, don't regulate the sales
messages.

This major distinction allows unregulated sales
messages to proliferate over the TV and radio
airwaves in combination with the anything goes
promotional atmosphere of the Internet. With
indexed annuities not classified as a security,
and these fixed annuities being regulated at the
state level, it makes sense that annuity
promoters have gone to where there is
absolutely no oversight, repercussions, or

; o Pay less to invest at
consequences. An obvious question is why Active Trader Pro® s
aren't the indexed annuity carriers doing

anything to regulate these targeted ads? That's a Get 150 free trades at
question that a lot of us would like to know the OptionsHouse
answer to, but I've been told that it's because the

advertisers never use a specific carrier name. To

me, that is a weak reason and justification to not

interrupt the money flowing into the carrier
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less predictable, variable part. But in good times, like the run-up to the 2008 crash, even the stock A
market side of it could pretty safely expect a 10% return per year.

The way most people saw it, the fixed-income side guaranteed a 6% return on half the money — even

if the market crashed, one would still be set. ADVERTISEMENT

What happened in the fall of 2008 changed that picture quickly as banks called in their CDs and
interest rates across the board plummeted. AAA-bonds and FDIC-insured CDs were paying nowhere w _
close to 6%. What was once the safe, cash flow portion of the investment capital suddenly became . E SLANT
variable as well. The investments were technically still safe, but the once decent yield became close s
to nothing. And of course, we all know what happened to the stock market. So the variable side and -
“safe” side of the portfolio were hit simultaneously.

Why LinkedIn Is Cashing In for Investors

Bears in the China Shop — Investors Should

)
Avoid Asia
While the word annuity in “variable annuities” might make it sound like a safer investment, it's
ultimately not. Your money is still in the market. In fact, in some ways, it's at even more risk. " It's Still Hard to Like Facebook Stock
If you simply owned your own mutual fund or fixed-income fund, you could have sold at any time -

N . . . . . » . Microsoft Messes Up on Mobile — AGAIN
without penalties; the same is not always true of annuities. With variable annuities, your money is in

the market with more fees and less control — a toxic combination. Variables annuities are certainly not 5 Reasons to Stop Whining About a New

the same as a guaranteed pension for life. Housing Bubble
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Not all annuities are bad deals, but before you start asking for quotes on annuity products, you’ll want
to do some homework. To help you get started we've put together an easy-to-read report

called Annuities De-Mystified. You'll find our 8-point checklist to find out if an annuity is right for you,
our 9-point plan showing you what to look for when buying an annuity, and an important overview of
the risks associated with annuities all within the pages of this timely, must-read report. Click here for
your free copy today.

Back when | was a kid we purchased our first television. It was one of those with the small, round
glass, black and white screen and poor sound quality; it looked more like furniture than advanced
technology. But it was ours and we proudly watched it together as a family.

As a Chicago native | naturally watched WGN whenever | could. So imagine my surprise when they

called to do an interview about my book, Retirement Reboot. Whether you live in Chicagoland or not
you likely get WGN-TV Superstation on your cable or satellite system. So if you have a few minutes

between 11:00 a.m. and 1 p.m. on Tuesday, June 25, be sure to tune in for my interview.
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Mark Cortazzo, of the Macro Consulting Group, says annuities are so complex that even some financial advisers need help
understanding their own.

By PAUL SULLIVAN

Published: July 12, 2013

FOR owners of variable annuities, reading letters that may look like
routine notices from an insurance company might be the difference
between receiving the payment they expect and one that is

significantly lower.
That’s because several insurance
Wealth Matters companies that sold variable annuities
Paul Sullivan writes
about strategies that with generous income or death
the wealthy use to benefits before the financial crisis are
manage their money ) )
and their overall having sellers’ remorse. Meeting those
well-being. obligations — often guaranteed returns or payouts of 6 or 7

Paul Sullivan’s Columns » -
percent — has become tougher with interest rates low and

the costs to hedge these guarantees high.

Now these companies are trying to persuade annuity owners to take buyouts or, in one
case, are insisting that clients move into investments with lower returns — with the penalty
of losing their guaranteed payment if they do not. Many of these notices arrive as bland-
looking letters with little indication that they may be urgent.

“It caught the distributors off guard that the carriers would make these kind of changes,
particularly to existing cli rnie Gacona, director of annuities at Wells Fargo, a

g
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large distributor of annuities. “We don’t have issues when carriers are making changes to
the products with new clients — they don’t have to buy it. With existing clients, you're
pretty stuck.”

AXA Financial, which made an offer to buy out death benefits last fall, has filed with the
Securities and Exchange Commission to expand the program to include riders that
guarantee the rate of accumulation in an annuity. AXA would pay the annuity holder a
lump sum to give up the rider.

“There were a lot of benefits sold by us and others prefinancial crisis that have become
much more expensive than anticipated,” said Todd Solash, managing director of product
development at AXA. “It’s fully voluntary. We’ll put money in, in exchange for canceling
the riders.”

The Hartford, which is getting out of the annuity business, has gone further: it has sent
letters to clients and advisers saying that they have until October to change the asset
allocation in certain variable annuities. The goal is to lower the client’s balance and
therefore the amount the company will have to pay out. If they do not do this, they will lose
the rider that guaranteed a payment regardless of the cash value of the annuity. Instead of
getting a 5 percent guaranteed payout for life, the owner would get a lower payout based on
a lower account value.

“It’s important to note that the investment changes are not applicable to all contract
owners, but to those where the investment changes are permitted under the existing
contracts,” said Shannon Lapierre, a spokeswoman for The Hartford.

10:47 AM
m iy 7/14/2013





image251.png
€ http://www.nytimes.com our-money/annuities/that-bland-annuity-notice-may-be-anything-but-routine. htmi?pagewanted =all&,_r=
& http:/A yti /2013/07/13fy /i /that-bland 3% y-b ything-bi html?pag; d=all8_r=0

File Edit View Favorites Tools Help
The Hartford’s original letter to advisers in May, given to The New York Times, was vague

about what was happening. It put changes to the investments people were allowed to make
toward the end and made no mention of the severe penalties. Instead, it referred advisers
to a Web site for more information.

A letter sent to clients in June highlighted that “the withdrawal feature of your optional
benefit rider will be revoked” with the last three words in capital letters. Ms. Lapierre said
additional letters would be sent from now till the Oct. 4 deadline.

While the changes these two companies are making are at different ends of a spectrum,
they are part of a trend with variable annuities sold in better times. Last fall I wrote about
Prudential Annuities’ canceling provisions in 14 annuities with guaranteed payouts that
allowed owners to continue to add money to them. Earlier this year, AXA also eliminated
two dozen investment options and moved clients’ money into different funds.

These changes are also emblematic of how complicated these types of annuities have
become. Still, in a time of low returns and few guaranteed sources of income, there is often
a desire for the perceived security of annuities, which come in many forms.

So, how should some people consider what they already own? How should others consider
a sales pitch to buy a new annuity?

It’s worth noting that all of these changes are legal, and the company’s right to do what it is
doing is detailed in contracts that stretch to hundreds of pages. That is part of the problem,
of course, since people often do not read those contracts closely. v
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“Many people who own variable annuities don’t understand what they have,” said Mark

Cortazzo, senior partner at the Macro Consulting Group. “Now some of the rules and
options have changed, and that’s affected the game somewhat.”

Using a tool developed by Morningstar called the “annuity intelligence report,” his firm
distills lengthy annuity contracts into a few pages with bullet points for crucial
information, like fees, withdrawal penalties and riders.

“When we’ve done these reviews, one of the most common mistakes is that the ownership
or beneficiary is wrong,” he said. “Something so simple would preclude the guarantee from
being continued” after the owner’s death. (Changing it requires a simple form.)

But there are also cases where years after buying an annuity, the owner wants it clarified.
“We have done half a dozen reviews for financial advisers of their personal contracts
because they didn’t understand them,” Mr. Cortazzo said. “These are people with securities
licensees out giving advice to clients.”

What The Hartford is doing is certainly extreme, if understandable from a company
perspective. But it got approval from Connecticut’s Department of Insurance to do it.

Anne Melissa Dowling, deputy commissioner of the Connecticut Department of Insurance,
said the changes were permitted in the contract. But in a case like this, her office takes on a
consumer protection role. “We want to make sure nobody loses anything they’ve been
paying all along,” she said. “We want them to show how they’re reaching out to contract
holders.” v
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In short, consumers have no real choice: either they switch to a less aggressive asset
allocation or they lose a benefit they have been paying for.

A different risk is when annuity owners do not understand a buyout offer. According to an
S.E.C. filing, AXA is offering to more or less split the difference for a 68-year-old man
between the cash value of the annuity and the benefit base, which is the amount on which
annuity payments would be based. (A woman, 63, would get a third less than the man to
give up the same rider since statistically, women live longer.)

Most advisers consider this a bad deal. “The client gets a short-term bump up but loses any
guarantee of income for life,” Mr. Gacona said. “That’s not a fair trade-off. That’s good for
the carrier, but that’s not good for the client.”

He said that the only people who should consider the buyout are those who do not need the
income or have had an illness or other financial event where they need the money now.

Even if a carrier makes no changes to the riders, provisions in many contracts can be
detrimental to a person’s financial plan if the provisions are not understood.

For one, carriers address how excess withdrawals will affect an annuity’s guaranteed value
differently. Some reduce it dollar for dollar. More commonly, the excess withdrawals
reduce the value on a pro rata basis: if the withdrawal is 10 percent of the cash value, the
guaranteed value also falls by 10 percent. Neither affects the annual withdrawal too
drastically.
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But Mr. Cortazzo said that in the most extreme situations, any withdrawal over the annual
amount causes the guaranteed value to reset to the cash value. So if an annuity with a
guaranteed value of $1 million reset to the cash value of $500,000, the guaranteed annual
withdrawal would be halved.

“Insurance companies have been pretty good with saying the extra withdrawal is going to
affect the guarantee,” he said. “But if someone says, ‘I don’t care, send me the money,’ they
do, and that person doesn’t know that that withdrawal is going to affect them by $30,000 a
year for life.”

All is not entirely dismal when it comes to annuities. Insurance companies are bound by
their contracts with customers. And Mr. Cortazzo said people with older annuities might
still be able to add to them and could get more generous payments because the contracts
were based on outdated mortality tables.

And variable annuities are not the only annuities out there. Jerry Golden, president of
Golden Retirement Advisors, is credited with creating the first guaranteed minimum
income benefit for a variable annuity when he worked at AXA in the mid-1990s.

Today, as a registered investment adviser, he said he advised clients to consider buying
fixed annuities over time to accomplish the same goal of guaranteeing income in
retirement.

“Our analytics suggest these are very attractive vehicles versus variable annuities with
living benefit guarantees,” he said. “They’re very transparent and very low cost, and the v
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“Our analytics suggest these are very attractive vehicles versus variable annuities with
living benefit guarantees,” he said. “They’re very transparent and very low cost, and the
math works.”

“One of the fundamental problems is that most of these variable annuity products are sold
based on marketing materials and marketing hype, and there is no standard way to
compare them,” he added. “It really never happened that these products were turned
inside out to show the customers the upsides and downsides of them.”

That is where the burden falls to buyers and their advisers to understand what they own
and whether it is as good as it seems.

This article has been revised to reflect the following correction:
Correction: July 12, 2013

An earlier version of this column misidentified the developer of the annuity intelligence
report. It was developed by Morningstar, not the Macro Consulting Group, which uses it
to analyze annuity contracts.

A version of this article appeared in print on July 13, 2013, on page B6 of the New York edition with the headline: That
Bland Annuity Notice May Be Anything but Routine
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aggressively target that low information annuity
buyer. Your local bank has now joined in on this
sales profiling method by trying to convert
trustworthy CD buyers and lifelong depositors
into variable or indexed annuity buyers. Talk
about an apples to oranges comparison! "If the
bank is selling it, then it can't be that bad

right?" Profile much?

Low bar sales qualifications

The biggest understatement ever is that the
majority of annuity salespeople need more
product education and that the bar definitely
needs to be raised from a continuing qualification
standpoint. Any time | comment on this glaring
problem, the annuity industry comes out
aggressively against me with myopic stats and a
short-sided views on what's really happening in
the wild west of annuity sales.

The untold and never uttered reality is that you
can save your entire life to get to the point of
retirement to make the biggest decision in your
life on how to allocate your money for the future,
but it only takes an agent between one to three
weeks (depending on the state) to get licensed
to sell you an indexed annuity. I'm waiting on
someone within the annuity industry elite to
clearly explain how this glaring disparity makes
any sense and is pro consumer. | also think that
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One of the most complicated and misunderstood investment
products is annuities. At the simplest, annuities are an
insurance product sometimes mixed with investments that
are meant to provide a fixed income in retirement. It thus
prevents annuity owners from outliving their assets in
retirement.

The product can be used to create a pension to provide
monthly income throughout the life of the annuitant (usually
the owner). It sounds like a great deal and at its most basic
it is a good idea. Yet, it is a complicated and expensive product that tends to be sold for its
guarantees without much explanation beyond that.

One of the key advantages of annuities is its tax-deferred benefit. This means growth or
dividends inside of an annuity are not taxed when they happen. Contributions do not obtain
any tax benefits.

Because of the tax benefits, annuities need to be held until 59 %2 (like retirement accounts)
before pulling any of the money or you would face penalties (10%). In addition, because one
of the main advantages of an annuity is the tax-advantage. Putting one inside of an IRA is
ike (as an article from USA Today on December 2011 stated) wearing two bras — it's just
unnecessary and expensive.
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Because of the high costs and ‘guarantees,’ annuities tend to have surrender charge periods.
This is a time frame after purchasing an annuity when you cannot pull money from the
annuity without penalty.

Typically, the surrender charge starts at 7% and decreases annually spanning from one to 12
years or longer. Many will allow you to take 10% annually without the penalty (if you are
under 59 ', the tax penalty still applies)

Many annuity prospects hear ‘guarantee’ and they are sold on the prospect of an annuity.
However, the guarantee on the annuity typically deals with amount of payment that can be
received over the recipient’s life. It is ordinarily based on current interest rates, the principal
in the annuity and the life expectancy of the recipient(s).

Purchasers of an annuity need to be aware that the guarantees for payments and/or returns
are only promised by the insurance company issuing the annuity. There is no other backing
to the annuity’s guarantees (unlike CDs, there is no FDIC insurance). This is why it is vital to
know the credit rating (an indication of financial stability and strength) of the issuer before
purchasing an annuity.

Also, any additional guarantees through riders (income, inheritance, etc.) will typically come
with additional costs. Be aware that because annuities are a combination of insurance and
investments and therefore come with higher costs/fees than other investment products. This
means any returns that you might get from the investments will be minus those extra costs.

A recent article from the New York Times even puts a question to the guarantees that
annuity owners were promised and for which they paid. The article from July 12, 2013,
entitled “That Bland Annuity Notice May Be Anything but Routine” recounts the recent
change by many annuity issuers to the ‘guarantees’ that were part of contracts issued
previously.

Insurance companies (Hartford, AXA) are sending notices to annuity owners that generous
guaranteed returns, payouts or death benefits are being reneged upon. Other insurers are
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Insurance companies (Hartford, AXA) are sending notices to annuity owners that generous
guaranteed returns, payouts or death benefits are being reneged upon. Other insurers are
eliminating investment options with a goal of lowering the client’s balance and thus lowering
the payout that is required.

Many insurers, like Hartford, are getting out of the annuity business given the high costs and
their inability to offer guarantees that work. Everything being done by insurance companies
such as offers of buyouts, changing investment options, extra withdrawals affecting
guarantees, limiting further investments, etc. are legal and many have been approved by the
SEC and/or state insurance departments.

The reality is that all investors can invest in the same pool of assets. Talk of outsized
guarantees or returns should be questioned and may not be sustainable. Overall, annuities o
that offer special benefits that aren’t found elsewhere will have a downside, just like any g
investment. Always ask questions and clarify any concerns or pitfalls with where you are —

putting your money.
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Judy Loy, ChFC, is a Registered Investment Advisor and CEO at Nestlerode & Loy Investment

Advisors, State College, Pa. A graduate of Penn State University, Loy has been with the firm since

1992 assisting clients with retirement planning, brokerage services and investment advice. She can

be reached at jloy@nestlerode.com.
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Why Don't Retirees Buy
Annuities? They Get Something
Most Economists Don't

For decades, the
conventional wisdom
among economists has
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households, unless
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wealth to heirs, should ¥y
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investments, since 5 -
doing so will allow

them to spend more =

each year without .
running the risk of What if that speeding bus injures you, but doesn't kill you?
outliving their money. v
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Yet few retirees buy

annuities. So behavioral economists have come up with various theories to
explain this “annuity puzzle” — for example, retirees may underestimate the
odds they’ll live into their 90s and fixate on the risk that right after buying,
they’ll try to cross the street and get killed by a bus. After all, the main reason
Methuselahs can get more annual income from annuities than they could
from their own bond portfolios is they’re being subsidized by annuity buyers
who meet the bus early (so to speak) and never get their money back.

But a new study suggests there might be no annuity puzzle to solve after all.
Congressional Budget Office economist Felix Reichling and Kent Smetters of
the University of Pennsylvania’s Wharton School calculate that even if no one
wants to leave money to their ungrateful kids and you disregard “transaction
costs” (that is, insurance company fees), only 37% of households should
convert any of their wealth into annuities. How about if you do consider fees
and the fact that some people want to transfer wealth to their kids at death or
even during life, say, by paying for the grandkids’ college? In that case, just
10% of households should annuitize any of their wealth, the two economists
calculate.

The paper, with the catchy title Optimal Annuitization with Stochastic
Mortality Probabilities, uses a lot of equations and modeling techniques that
I don’t pretend to understand. But underlying it all is a common sense truth: v
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bad stuff happens to people and when it does, it tends to cost money,
particularly in the U.S., where the social safety net has lots of holes. So
instead of simply 100k1ng at whether annuities are a wise purchase based on
life expectancy, Reichling and Smetters factor in health shocks and how those
shocks not only shorten life expectancy (reducing the value of the annuity),
but also create an immediate need for extra cash to pay medical bills and/or
replace lost earnings.

Jason Scott, head of Financial Engines ’ Retirement Research Center, neatly
sums up the new research this way: “In the simpler (old) model, when you
get hit by the bus you die and you don’t have any demand for money. This
new model says you get hit by the bus and you can’t work and you have a
greater demand for money.”

In an interview, Smetters emphasized that the paper is still a work in progress
and that it doesn’t suggest behavioral theories about why people don’t buy
annuities are wrong— just that purchasing annuities may make economic
sense for a whole lot fewer people than economists previously believed. The
paper calculates that at age 65, when loss of income from work is no longer a
factor, some (but not total) annuitization makes sense for 27% of households
after fees and desired wealth transfers are taken into account. But those
households who should annuitize tend to be the wealthier ones —rich enough
to generate an annuity stream that can cover extended long-term care, which v
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isn’t paid for by Medicare.

Yet even that 27% is likely too high, since, as Smetters and Reichling note in
their paper, they didn’t factor in the hefty medical costs retirees can face for
other than long-term care. The Centers for Medicare and Medicaid Services
figures a single senior in ill-health, even if she has a comprehensive Medigap
policy, can still expect to pay $10,000 in health care costs per year, not
counting long-term care, vision care and over-the-counter medications.
Fidelity Investments estimates a couple retiring today at 65 will need an
average of $220,000 (in today’s dollars) to cover Medicare premiums and co-
pays. (That number also excludes long-term care, vision care and OTC drugs.)

Another way to look at it is this: less affluent retirees already have most of
their retirement “wealth” in an annuity—Social Security—and need to keep
their other retirement savings liquid to pay for extraordinary healthcare costs
and other emergencies.

So if you shouldn’t hand all your retirement savings over to an insurance
company, what should you do?

Think in annuity terms. Before you retire, figure out how much (or
maybe how little) annual income your 401(k) and IRA balances are likely to
produce- if they’re required to last into your 90s. As Next Avenue’s Richard
Eisenberg wrote last month, for baby boomers approaching retirement, this
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is the most important number to know, and one that web based tools (such as

the one from T. Rowe Price here) can help you calculate. Be conservative. If
you want to preserve a chunk of your savings for long term care needs or to
leave to your kids or charity, use only part of your 401(k) balance in the
calculation.

Buy a cheap annuity from Uncle Sam. If you're in decent health and
want extra protection against outliving your money, wait to claim Social
Security retirement benefits —in the best case, until you're 70. Even if you've
stopped working, you don’t have to apply earlier, so long, of course, as you
have other income or assets to pay the bills. (Yes, you can get Medicare at 65
even if you are not receiving Social Security.) Here’s the key: by delaying your
Social Security claim, you're buying an extra inflation-adjusted annuity from
Uncle Sam for a lot less than you could get it from a commercial insurer.
That’s particularly true for women, who have to pay more for commercial
annuities because of their longer life expectancies, and for couples, who often
do best when the higher earning spouse waits until 70. “Deferral of Social
Security is the closest thing to a free lunch,” Smetters says. (For more details
and strategies, see The Big Decision: When To Take Social Security.)

Don’t buy long term care insurance. Current policy holders are facing
the possibility of big premium increases and the market for new policies is
shrinking. Big insurers like Manulife Financial; MetLife and Prudential
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Financial have pulled out of the market and, as Howard Gleckman reports
here, the nation’s largest remaining LTC seller, Genworth Financial, is
considering an exit if it can’t win rate hikes for 650,000 existing policies.
Instead of LTC insurance, if you’re reasonable well off, consider the strategy
William Baldwin explains here: if you're in good health at 60, buy a deferred
fixed annuity that starts paying you at 80, whether you need long term care or
not. Sure, you could easily kick off at 79 and get nothing back. But think of
this as combined longevity/LTC insurance—not an ordinary investment.

Get professional help. If you're intimidated (or bored) by the prospect of
managing your money so it will last for two or three decades, check out the
growing selection of alternatives. The Vanguard Group offers managed payout
mutual funds and Fidelity, too, has income replacement funds. Financial
Engines, which currently manages 401(k) accounts for 713,000 workers in
530 different plans, has also branched into the managing-money-for-retirees
game. So far, 70 employers have signed up to offer retiring workers Financial
Engine’s “Income +” service, which allows participants to take their money
out without penalty at any time, or to buy an annuity, up to the age of 85.

Follow Janet Novack on Twitter

Also on Forbes:

_—
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Annuities are 'biggest gamble of your life'

Britain's biggest insurers were today accused of ripping off hundreds of thousands of
pensioners who take the "biggest gamble of their life" buying an annuity.

bl Offering specialist advice for your retirement options

“I HATE Annuities.
And you should too.”

Ken Fisher

CEO, Fisher Investments
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Get 7-page Annuity Insights.
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FREE Download Now
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this issue feeds into the prospect profiling that Retire Here, Not There n u
most annuity sales people employ. If the agent ’

isn't financially fluent, then it makes sense that
they are going to target a similar level of financial
sophistication.

I'm not saying that someone with a securities
license makes them perfect or better than
someone who just sells indexed annuities, but at
least that person has to prove some financial
acumen to receive the proper credentials to North Carolina

make a recommendation. Because variable A comfortable climate and reasonable real-estate pr
annuities are structured as a security, the SEC :’r':"L:::‘:\:;':::’”r‘:n"';gf 1830

and Finra don't allow the same type of TV, radio, ’

and Internet ads that indexed annuity promoters Retire Here, Not There: State-by-State »

use to attract sales. If a SEC and Finra licensed

agent ran the same ads that indexed annuity

promoters do, it wouldn't be allowed under any

circumstance and shut down immediately.

Annuity complexity explained with bullet points

The majority of annuities sold are variable and
indexed, and I'm convinced that most agents and
buyers don't truly understand the product. Both
have been convinced of the validity of the
strategy based on a series of positive product
bullet points. The agent is sold by the distributor
by bullet points, and the consumer is then sold
by the agent with similar versions. Sophisticated
and seasoned investors would never be swayed
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By Steve Hawkes, Consumer Affairs Editor
9:13AM BST 13 Aug 2013
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A former Government adviser said many people would have to live until
they are 90 before their annuity becomes good value, and that the policies
were so dangerous they should carry a risk warning.

Ros Altmann, a pensions expert, said thousands of annuity holders had no
idea their husband or wife may not get their money if they die because
their policy may not cover a spouse or partner. And she urged regulators
to "wake up" and address the "current market failures."

She said: "Far from being a low risk purchase, buying an annuity could be
the biggest gamble you ever take in your life. An annuity purchase is a
long-term investment decision, which risks losing much or all of your
money, yet people are given no risk warnings about the dangers of buying.

"If you die soon after you buy a standard, single-life annuity, your pension
fund will go to the insurance company, not your loved one."

%he added: "Buvina an annuity is considered the 'safe’ thing to do when
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She added: "Buying an annuity is considered the 'safe' thing to do when
reaching retirement. This is misguided. The 'safety’ only refers to the fact
that the amount of income will be set for the rest of your life. But the
capital itself is at risk."

Related Articles

‘Delaying annuity purchase? Be prepared to wait years' 09 Aug 2013
Watchdog steps up annuity investigation 07 Aug 2013
Pensioners being ‘ripped off' 08 Mar 2013

An annuity pays out a set amount of income a year during a person's
retirement. Insurers decide on the income an annuity will pay out by
calculating a customer's life expectancy.

But critics claim there is no transparency, with insurers under no obligation
to share these calculations with policyholders. The industry has been
criticised for using a range of hidden fees and charges to generate even
higher revenues.

Annuity rates are already at an all-time low because of low interest rates,
rising life expectancy and the Bank of England's quantitative easing
money-printing programme. Some 400,000 pensioners buy an annuity
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live to 90.

The Association of British Insurers (ABI) is due to unveil a new price
comparison service for annuities next week. But campaigners claim the
trade association needs to do far more to lift the "shroud of secrecy" in the

sector. Isa or pension — which
is best?
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The Daily Telegraph in March revealed that just one annuity provider,
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Fixed Indexed Annuities Merit Caution

Investment Appeals to Conservative Investors but Can Be Complicated and Carry Hidden

By LESLIE SCISM

fixed indexed annuities.

Protecting Yourself
What to consider when buying an indexed annuity

= Indexed annuities can be complicated, so work
with a trusted adviser.

= Insurers sometimes pay fat commissions, so the
particular product an agent favors may not be
the best for vou.

Article ‘ Stock Quotes H Comments ‘
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Conservative savers are flocking to an insurance product with a controversial past:

For investors seeking steady retirement income—typically drawn to products such
as certificates of deposit and safe-haven bonds—these annuities can make sense.
But be aware: They are complex, and they vary in quality and security.

Fixed annuities are a type of savings
contract with a tax-deferred interest
component. "Indexed" versions link the
annual interest to a stock-market
benchmark, most commonly the S&P
500. Insurers promise to protect buyers
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= Upside gains can be sharply limited.

= Stock dividends typically aren't included in the
upside calculations.

= 'Surrender’ charges apply to early withdrawals.

= Tax penalties also can apply to early
withdrawals.

= Many advisers suggest buying from insurers
rated at least 'A’ by A.M. Best.

against market losses but cap the
upside gain they pay. They also
typically exclude dividends from the
calculation of payouts.

Fixed-indexed-annuity sales totaled a
record $33.9 billion last year, according

& |/ GoogleNew.. |

WSJ research to Limra, an insurance-industry

research firm. The sales represented
nearly half of all fixed-annuity sales, up from about 15% a decade ago.

Some buyers have been lured by the stock-market rally, which has sent the S&P
500 up 16% this year. Low interest rates, meanwhile, have cut the appeal of
traditional annuities.

The rap on indexed annuities is that consumers could overestimate the upside.
While the stock-market link is part of the pitch, the product is more like a juiced-up
bank CD. Insurers back the contracts mostly with bonds, and use options on market
indexes to boost returns. Many contracts sold recently capped the annual upside at
about 4% to 5%, according to advisers.

Moreover, insurers have been criticized for allegedly misleading sales practices.
California, Minnesota and other states reached settlements in the mid-2000s with
market leader Allianz SE and others over concerns the insurers hadn't made clear
to buyers that charges would apply to withdrawals even a decade after purchase.

China's Xi Embraces
Mao as He Tightens
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Decade of Drought
Threatens West
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Weighs the Cost
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Allianz says It has taken further steps to ensure the annuities are sold to
appropriate customers.

Scott Stolz, who runs an insurance unit at securities firm Raymond James
Financial, says that, increasingly, insurers have introduced "consumer-friendly
products” that make sense to a lot of people as a certificate-of-deposit alternative,
provided "they don't mind tying up their money for five to 10 years," when early-
withdrawal penalties would apply.

To reduce confusion, insurers who called the products "equity-indexed annuities"
have by and large dropped the word "equity." The periods during which charges
apply to early withdrawals, which a decade ago often were 10 to 15 years, typically

are 10 years or fewer now, advisers say. What We Lose if
‘We Give Up
Another change: Many indexed annuities are sold with riders, for an extra annual Privacy

charge, that guarantee a minimum level of lifetime income. Later, the buyer can
either take the account balance as a lump sum or opt to receive regular payments
for life, which may be worth more if markets are flat or down during the life of the

contract. gg]slelln)kranz:
Obama Suspends
Mr. Stolz's firm recommends offerings from a handful of highly rated insurers, the Law....

including American Financial Group's Great American unit, Lincoln National and
Prudential PLC's Jackson National unit, with shorter so-called surrender periods
and attractive minimum-income guarantees.
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The minimum-income riders can be beneficial for certain consumers, says Moshe

Milevsky, a finance professor at York University in Toronto. 5 Opinion: Russell
Moore: From
In a recently published analysis in Research Magazine, he concluded that a 60-year }VIO“‘I Ma.ajority to
-old woman could get at least 5.3% more in promised annual income from some Prophetic...
indexed annuities than she could from an average of the top-three quotes for an
alternative product, immediate annuities. To buy an immediate annuity, a consumer Show 5 More
hands over a lump sum to an insurer in exchange for a lifetime income stream.
The difference is partly because indexed-annuity riders use age bands and gender- Recent Columns >
neutral pricing, while immediate annuities weigh a buyer's exact age and sex, he Considering a Fixed Indexed Annuity? Proceed Carefully
found. Different regulatory requirements come into play, too, which can make the P/E Ratios: Not Always What They Seem

fixed indexed annuities less costly for the insurers to finance and hedge. And some Renouncing Citizenship Puts Name in the Public Record

insurers price the riders assuming many people won't use them, perhaps because

they need a lump sum.
Consumer Interest Rates

Nonetheless, Mr. Milevsky says he "would recommend caution" before buying an Savings | Mortgage | Auto
indexed annuity_ Loan Types Rate Last Week Chart
1yr CD 0.67% =]
Potential buyers should work with a trusted adviser, because agents have a 6 month CD 0.41% |
financial incentive to sell versions that pay them the most, not the one that suits you 3 month CD 0.21% =)
best, consumer advocates say. The average commission as of the first quarter was $10K MMA 0.47% |
about 6%, according to market-research firm Wink Inc. MMA 0.44% =
Find rates: | Enter Zipcode SEARCH i Banbv'o,lnr.e &

A knowledgeable adviser would prioritize buying from an insurer that has a strong
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balance sheet and is well-positioned to make good on the guarantee, the advocates

~

say. Customers of failed insurers are protected by state-mandated, industry-funded More in Personal Finance
guarantee funds, up to maximums that vary by state. An adviser also can suggest P/E Ratios: Not Always What They Seem
when to start drawing on the income guarantee to maximize its value. A Buy—Washington Post Co. Without the Post
Buyers also need to be aware the industry is changing, as several insurers backed Europe Bonds Looking More Like Bargains
by investment firms are pushing into indexed annuities. Reverse Mortgages Can Help Affluent, Too

Considering a Fixed Indexed Annuity? Proceed Carefully
New York Department of Financial Services Superintendent Benjamin Lawsky
warned in an April speech that these insurers might make risky bets to try to meet SPONSORED LINKS
their backers' expectations of high returns, raising the odds of a future insurance- Dr. 0Z Weight Loss Trick
company failure. Oz Reveals #1 Miracle In A Bottle To Shed Belly Fat Without Exercise

healthylifestylereports.com
Insurers invest the money they receive from consumers, with the aim of earning

) HooplaHa.com

more than they pay out. The newcomers say they follow the same state insurance- Wake up everyday with a smile at HooplaHal
department investing and other regulations as competing insurers. New York and hooplaha.com
other states are studying whether stiffer regulations are needed. Penny Stocks

Find Penny Stocks - Get Deals, Reviews and Price Comparisons
Michael Sneeringer Jr., an employee-benefits broker in Catonsville, Md., learned SafestSearch.com/Penny_Stocks
recently how consumers can be affected. About two years ago, he put $600,000
into three indexed annuities because "l am extremely concerned about outliving my
money."
He chose insurers with long histories and solid financial strength, because he will

v

be counting on them for decades to make good on their minimum-income
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guarantees. He saw "very little, if any, risk," he says in an email—but didn't A
contemplate that the insurers might sell their annuity businesses to other entities.

One of the annuities came from big U.K. insurer Aviva | AV.LN -0.54% | PLC, which in
December agreed to sell its U.S. unit to Athene Holding Ltd., an insurer largely
backed by an affiliate of investment firm Apollo Global Management LLC. Upon
announcement of the deal, A.M. Best Co. downgraded the Aviva unit's A rating to A-
minus, and it says another downgrade is possible.

"l would have never touched" the Aviva annuity if he knew it would be transferred to
a lower-rated company, Mr. Sneeringer says.

lowa and New York insurance regulators last week approved the deal with some
conditions aimed at better protecting consumers. Aviva and Athene say the
contracts are solidly backed up with investments and ample capital.

Write to Leslie Scism at |eslie.scism@wsj.com

A version of this article appeared August 16, 2013, on page B8 in the U.S. edition of The Wall Street
Journal, with the headline: Annuities Call for Caution.
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I'm the president of Marotta Wealth Management, a
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by bullet points, and the consumer is then sold
by the agent with similar versions. Sophisticated
and seasoned investors would never be swayed
by this type of approach.

With any annuity, you are buying a contract
between you and the issuing carrier. You aren't
buying bullet points. We all know that Warren
Buffett doesn't buy anything that he doesn't fully
understand, and | go even deeper than that by
saying if you can't explain the annuity you are
considering to a 9-year-old, then don't buy it.

If you are one of the 10,000 baby boomers
retiring every day, or someone just looking to
guarantee a part of your portfolio using an
annuity, don't allow yourself to be profiled by an
agent. Don't become a low information annuity
buyer, and always fully understand the product
before moving forward.

How false optimism sells annuities

Some annuities are to die for

Don't buy the annuity sizzle

More on Annuities from The ReitreMentors >>

Page 1
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Interesting article by Bob Seawright on ThinkAdvisor entitled “Just How
Puzzling Are Annuities.” This is the paragraph which caught my eye.

the best parts of my education was mentoring under
my father, George Marotta, who I consider a
financial Rembrandt. I grew up amongst my father's
work at the Hoover Institution alongside Milton
Friedman, Edward Teller, Thomas Sowell, and

Notwithstanding the above, Felix Reichling of the Congressional Budget Office and Kent

Smetters of the University of Pennsylvania’s Wharton School have recently published a new other great research fellows there. We have
working paper on annuity optimization that concludes that the low demand for annuities developed our own principles of freedom investing
isn’t a puzzle at all. Instead, they claim that annuities are overused. Moreover, they suggest to guide many of our strategic investment decisions.

that, in the aggregate, the optimal level of annuity ownership may actually be
My own background teaching Computer Science

brings a precision, discipline, and automation to the
financial planning process. We give as much of this
information away in our weekly column and daily
financial blog as well as interviews, speaking events

negative, such that the true annuity puzzle may be why people buy them at all.

Reichling and Smetters’ research, while not yet formally published, will surely foster much
reaction and debate. In a recent online interview with my friend and colleague Gil

Weinreich, Research’s editor, Smetters hit the alleged annuity puzzle head on: “The point of and radio appearances.
our paper is mainly to simply ask: Does it actually make sense that people should
buy annuities as much as conventional wisdom says? And the answer is ‘no’ for In this video I explain that I write about what I

consider to be the definition of wealth management:
the small changes which have great effect over time.
David John Marotta+

most Americans.”

What is particularly interesting is that the Congressional Budget Office (CBO) The quthor is a Forbes contributor. The opinions expressed
doesn’t like annuities at all, while the Government Accounting Office would are those of the writer.

recommend you put at least half of your retirement savings into an annuity
laden with fees and expenses. (See The GAO Makes A Poor Financial Advisor)

DAVID JOHN MAROTTA’S POPULAR POSTS

New Year's Resolutions for the Country 129,020 view
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Personally, I've never met an annuity I've like.

And every study I've seen which is purported to suggest that annuities can be
part of an asset allocation compares a portfolio with an annuity to a portfolio
which is not the best asset allocation. This leaves me to believe that Twinkies
are better than dirt but there are still better options.

I'm looking forward to reading the published study.
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1. Takes money to make money

The top complaint from financial planners and investors alike in terms of annuities? Their cost.
Not only do you generally have to pay an annual fee for the management of your money, but
you'll also find fees attached to many of the big benefits you're looking for. Want a guaranteed
rate of return? Could cost you. So could a guaranteed lifetime payment or an early withdrawal.

Though the basics of an annuity provide a decent investment option, the cost of the product
cuts into your returns to the point where another investment vehicle may have given you a
better result.

2. The times they are a-changin’

If you bought an annuity with a guaranteed lifetime payout back before the financial crisis, you
probably got a great deal. Because the financial crisis and low-low interest rates have caused
annuities to be big financial strains for the insurance companies, many have made big changes
to their products.

In its second-quarter earnings call, American International Group (NYSE: AIG [@) reported a
record level of sales in variable annuities. The company reported similar results for its fixed
annuity products during the third quarter. But customers saw some changes to the products
this year -- namely, no more guaranteed lifetime benefits. Since 2010, AIG has been "de-
risking" its annuity products by adding in features such as minimum investment allocations and
various index fees in order to stave off the big losses the company experienced a few years
earlier. Likewise, ING U.S. (NYSE: VOYA (@) and MetLife (NYSE: MET (@) have introduced
similar changes to their annuity products.

Google News - Int & m

v i 1l -
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similar changes to their annuity products.

As a savvy investor, you need to remember that though the insurers are offering you products
that appear to fit your retirement needs, they will also have to tweak those products in order to
make them profitable.

3. Securing your retirement
There are no guarantees in investing (or annuities -- see above). But when purchasing an

annuity product, consumers may get a false sense of security that their money is in safe hands.

But annuity products do not provide the same kind of security as a bank's depository account,
like a CD would. Without FDIC coverage, the risk of losing your funds lies with the financial
strength of the insurer.

As we saw back in 2008, the top annuity provider, AlG, nearly collapsed -- taking all of its
assets under management with it. Though the company has made it through near-bankruptcy,
investors should still be cautious when approaching an insurer for financial planning products.

Approach with caution

Even before the financial crisis, annuities were a debatable financial product. With difficult-to-
decipher terms in the fine print, even experts couldn't be sure just how the products would
perform. Now, with the benefit of hindsight, insurers are doing more to protect themselves from
losses, making it harder for the average consumer to get just what they're looking for in an
annuity. If you're still considering an annuity, make sure to comparison shop and talk to your
financial planner (not a broker). Otherwise, check out more Fool.com articles for alternative
ways to boost your retirement income.

# | ogDeleted Items - mi
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Comment: There are no serious practical impediments to the pensions minister's plan —
other than annuity firms' fat profit margins
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By Richard Evans
6:49PM GMT 06 Jan 2014

Follow

E Comments

Giving elderly people the opportunity to take an inferior pension back
to the shop and exchange it for a better one would be the best news
they had heard in years.

Using the money you saved in your pension plan to buy an income for life
is one of the most important transactions you will ever make, as it
determines your standard of living in retirement. But there is nothing you
can do about it if you later realise — as many people do — that you didn't
get the right deal.

For example, some forget to make any allowance for their spouse. Then, if
they die first, their widow or widower's income will just cease. Others
discover that their pension company offered far less income than was
available elsewhere, perhaps to the tune of thousands of pounds a year.

Turning a pension lump sum into an income is done by buying a product
called an annuity. This is currently an irreversible decision; you cannot
rewind the purchase by cashing the annuity in and you cannot switch to a
different type, perhaps if you realise that your wife or husband should
have been included. You cannot do anything if you find out that another
company would have paid 20pc more income — and such variations in the
annuity market are an everyday occurrence.
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. . h DEALS | COMPARE | POPULAR
No one has seriously challenged the refusal of annuity companies —

insurers such as Aviva, Legal & General and the Pru — to accommodate

people who want to change their mind. But it's hard to see any serious

practical impediment. Annuities are largely backed by investments in Look up your new
state pension age

government bonds — the insurers, in effect, lend your money to the

Government and pay you the interest. WhistleOut

Related Articles
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Preserving pensions is a huge challenge 05 Jan 2014 .
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Cameron: Tories will keep pension ‘triple lock’ guarantee 04 Jan 2014

Pension rip-offs: the solution being hidden from savers 14 Dec 2013 &

We will tackle rip-off annuities, says minister 13 Dec 2013 Personal Finance Most Viewed

Insurers are robbing pensioners 10 Dec 2013
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These bonds are among the most widely traded investments around, so 1. Winter fuel p_ayments under threat’ for
they could easily be sold on if you wanted to cash in your annuity Over-60s offered wealthy pensioners
- bc:s:tp state pension 2. Malcolm Walker: 'Why should I say sorry

One problem is that the customers who wanted their money back would
often be those who had just been diagnosed with a medical condition that
reduced their life expectancy. This would qualify them for a better annuity
rate — but would leave the insurer with a disproportionate number of
healthy policyholders, whereas they need a balance of the healthy and
unhealthy for their annuity business as a whole to remain viable.

for my riches?"

3. '£20,000 boost' to your Isa with fund fee
to tumble

4. Gold funds hit 2008 level ahead of Fed
action

Government plans reform to end UK
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'Tlost half my pension'
But even if insurers charged a penalty to allow for this situation, they could

still allow people to switch to a new type — such as one that covered
spouses too — or simply to move to a much more competitive rival,
potentially outweighing the penalty.

pension system 'lottery’

Protect
Insurers could reasonably pass on any losses if the price of the bonds had rOt t
fallen since you bought the annuity. They could also charge for your
administration. But you would at least get the bulk of your money back and

be free to have a second try at finding the right annuity. 401k/IRA

So why are insurers so reluctant allow pensioners to cash in their with
annuities? One answer could be that these products are enormously h . l
profitable. Only one company actually discloses profit margins on P YSIca
annuities, and it has made as much as 19pc in recent years. Other, less Gold
competitive firms undoubtedly make far more.

Annuities are complex and no doubt there would be unforeseen
consequences of forcing insurers to allow switching. Nevertheless, it's

time the Government made these companies release their grip on FREE Gold
pensioners' money and gave them the chance to get one of the most IRA Guide
important decisions of their life right.

Ads By Google

17.2% 2013 Annuity Return
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Variable Annuities Cases Surge in Arbitration a

Investors filed 220 cases with Finra in 2012
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THE BOTTOM LINE ON BUSINESS

As markets improve and investors' damage claims against brokers subside from the AND THE ENVIRONMENT

2008 financial crisis, complaints about one financial product are still gaining in relative

volume: variable annuities. APRIL 2-4, 2014

SANTA BARBARA, CA
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Visit the Wealth Adviser Page Brokers, she said, "will stand up in front of
a room and sell what they tell people are
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ARTICLES
In 2012, the variable annuity was the only 1 @ Opinion: Robert
class of security for which arbitration Rector: How the
claims increased, with 220 cases filed that Lwo:lt‘ on Poverty Was

year, according to data from the Financial

Industry Regulatory Authority Inc. Last

year, through November, 165 such cases L. .
were filed, surpassed only by cases Christie Aide: Time
; o for Some Traffic
involving two very popular forms of Problems'
investment--common stock and mutual

Bari Goodman funds. It represented a 20% decline in
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variable annuity cases from the same A
period in 2012, but stock and mutual fund cases dropped at a faster rate. 3 To Stop
Procrastinating, N
A kind of insurance product, a variable annuity offers a guaranteed future payout in Check Your Mood

return for paying into an account now, and the payout can swell if investments in the

account perform well over time. Besides offering customers some security in terms of

future income, the arrangement often has tax advantages. But the terms are complex

and often hard for a customer to understand, and the investor's money is usually tied up [_I_-
for many years, with hefty surrender fees.

The Two Latin
Americas

Brokers who sell them can earn big commissions and, according to investors' lawyers,

too often target people for whom they aren't suitable, including many elderly customers.

B . . . § 5 Opinion: Max Luke
ecause the product has many critics, some brokers even avoid using the product's and Jenna Mukuno:

formal name when pitching it to clients, said Ms. Nygaard, who is with the firm Kenner Boldly Going Where

Schmitt Nygaard LLC. "The word annuity is not used, because the word annuity is No Greens Have
. " . Gone Before
poison,” she said.

Finra, which regulates the brokerage industry and manages the arbitration forum where
customer disputes are heard, said it is aware of the issue. VIDEO

1 New Old Spice Ad

Variable annuities remain "very much a focus,"” Finra Chairman and Chief Executive Goes Viral
Richard Ketchum said in an interview last week. "Annuities continue to get more

complex" and the risks in selling them to senior investors remain substantial, he added.

Robert Cox was one of those investors who demanded his money back. In October an

arbitration panel awarded him $111,824, forcing Ameriprise Financial Services Inc. to 2 Where to Invest in
relinquish his variable annuity at no cost and return fees tied to the investment. The 2014

company couldn't be immediately reach for comment.

Ms. Nygaard, who represented him, said that almost all of the annuities sold by Mr.
Cox's broker were placed into IRA accounts. "That makes no sense," because that

What's Reall;
cancels out the annuities' tax benefit, she said. 3 ats sl

Causing the Deep

Freeze in the U.S.? A
Joseph Spiegel, a lawyer in Ann Arbor, Mich., said he couldn't even determine exactly |
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how much money one of his clients, 69-year-old Patricia Shaw, [0St In her retirement
account due to her investment in the annuity, because the statements were too
"obtuse." The product is "fraught with difficult-to-understand bells and whistles" he said.

Ms. Shaw settled a lawsuit against the insurance company, National Western Life
Insurance Co. (NWLI-0.45%) , and a Finra arbitration panel ordered her broker in
December to pay her $15,000 in compensation. National Western didn't return a phone
call seeking comment.

For brokers, defending a sale of a variable annuity in an arbitration hearing can be
difficult, said David Richan, a partner with law firm Baritz & Colman LLP in New York,
who represents brokers. "Some arbitration panels don't like them from the get-go,”
because of their complexity, he said. Panels often "can't see how a client could possibly
have understood them."

Cathy Weatherford, the chief executive of the Insured Retirement Institute, an annuities
trade group, said in an email statement that variable annuities, along with fixed
annuities, "are the only offering on the market that can provide tax-deferred retirement
savings, upside growth with downside protection, and guaranteed income throughout
one's lifetime." She said nine in 10 annuity owners are at least somewhat satisfied with
their annuity-based investment.

Many lawyers suspect the high commissions insurance companies pay brokers to sell
the product are the main reasons why too many of them are sold to the wrong
customers. Commissions can be as high as 7% or even 10% of the money invested.

Michael Fein, president of CIC Wealth Management, a Baltimore financial advisory firm,
believes variable annuities "have a place" in retirement planning and can be useful,
particularly for clients in high tax brackets who have maxed out their 401(k) plans. But
he worries about the complexity, saying "there are too many moving parts."

"Variable annuities have these really thick prospectuses,” he said. "Why are there so
many problems with these things? Because the people who represent them don't
understand what they are representing.”
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wealth managers, financial planners and other advisers.
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By Kevin Noblet

Excluding stocks and mutual funds, the type of investment that is most likely to
make a client unhappy enough to take a broker to arbitration is a variable annuity. A"State
In fact, while claims involving other products were declining in 2012, variable
annuity cases were rising, Wealth Adviser at WSJ.com reports. Lawyers for
investors say advisers are too often selling them to elderly clients for whom they
aren't suitable. And even advisers who think they have a place in many client’s Don't Miss Ul
financial plans—for wealthy clients who have maxed out their 401(k)s, for instance—
are critical of their complexity. “There are too many moving parts,” says Michael
Fein of CIC Wealth Management in Baltimore. “The people who represent them
don’t understand what they are representing.”
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As stock market indices hit historic highs, one would think variable annuity owners are also
riding the wave of euphoria. However, this isn't the case as complaints are gaining in
relative volume and regulators are aware of a mounting crisis.

r
According to the Wall Street Journal's Matthias Rieker, in 2012, the variable annuity was
the only class of security for which arbitrati ims i sed with ses filed, based
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on data from the Financial Industry Regulatory Authority (Finra). Last year, through
November, 165 cases were filed which represented a 20 percent decline from the same
period 2012; however stock and mutual fund cases dropped at a faster rate.

Variable annuities are insurance contracts that guarantee a minimum payment; however
the remaining amount of the income payment varies depending upon the performance of an
underlying investment portfolio. The biggest criticisms of variable annuities are high annual
fees and ridiculously high surrender fees which render the funds illiquid for at least a few
years.

Regulators aware of problems

Finra, which regulates the brokerage industry and manages arbitration for customer
disputes, said that is aware of the issue. In 2013, Finra made it a priority to investigate
variable annuity sales practice issues as among the "key investor protection and market
integrity issues.” In a recent interview, Finra Chairman and CEO Richard Ketchum said,
"Annuities continue to get more complex” and the risks in selling them to senior investors
remain substantial.

Complexity is a huge issue with variable annuities. Last month I wrote "An impartial review
of the Prudential Defined Income Variable Annuity." The prospectus was a stunning 116
pages and I assure you that it wasn't written for the benefit of the potential buyer. These
documents were written by lawyers for the issuing company's protection, not for clarity for
the buyer; therefore they aren't in layman's terms and are very convoluted. Combine the
complexity with questionable sales tactics and you have a recipe for unhappy consumers.

Many critics and lawyers suspect high commissions are leading to variable annuities being
sold to the wrong customers. Commissions can be as high as 10 percent of the money
invested! It is no surprise that this often leads to very hard selling tactics that attempt to
scare or confuse investors. Finra released an Investor Alert "Variable Annuties: Beyond the
Hard Sell" which highlighted many pitfalls:

The marketing efforts used by some variable annuity sellers deserve scrutiny

--especially when seniors are the targeted investors. Sales pitches for these pros
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might attempt to scare or confuse investors. One scare tactic used with seniors is to
claim that a variable annuity will protect them from lawsuits or seizures of their assets.
Many such claims are not based on facts, but nevertheless help land a sale... you should
be aware of their restrictive features, understand that substantial taxes and charges
may apply if you withdraw your money early, and guard against fear-inducing sales
tactics.

How to protect yourself

Annuities aren't all bad and may in fact have a place in your financial plan, but it is
important to remember that annuities can have surrender periods of 10 plus years and
surrender fees that top 10 percent. Therefore if you are considering buying an annuity, it is
important to take your time to understand exactly what you are buying and know it will
meet your needs. I have dealt with too many clients that have come to me asking for help
getting out of an annuity, and I can't help after the fact.

First, you should check your broker's record using BrokerCheck -- don't ignore any red flags.
Secondly, here are some questions that you should ask the person selling you the annuity:

« What are the surrender charges if I need to withdraw money earlier than expected?

How long is the surrender period?

+  Will you be paid a commission or receive any type of compensation for selling the

variable annuity? How much?

+ What are the risks that my investment could decrease in value?

« What are all the fees and expenses? Do these include the underlying mutual fund

fees?
If you are still feeling unsure then seek a second or even a third opinion. It also makes sense
to call the insurance company directly if you don't feel like you're getting the full picture. If
the answers don't match what the salesperson is telling you then you may be dealing with a
dishonest or confused broker.

This post originally appeared at the Runnymede Blog.
Image courtesy of stockimages / FreeDigitalPhotos.net
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Many Variable Annuity Investors
Remain Confused And Angry

Variable annuities have had a bad rap for some time. They are expensive, with
brokers charging commissions between seven and ten percent of the amount
invested. They are extremely difficult to understand, due to layers of opaque
surrender charges and fees. And — because of tax deferrals — variable
annuities are not appropriate for retirees, even though many brokers can’t
resist the fat commissions for selling variable annuities to older investors.

Avariable annuity is a kind of insurance product that offers a guaranteed
future payout in return for paying into an account now, as was noted last
week in the Wall Street Journal. Because the contract is “variable” and pegged
to the return of a stock index like the S&P 500, “the payout can swell if
investments in the account perform well over time,” according to the
Journal's Matthias Rieker.

“Brokers who sell them can earn big commissions and, according to investors’
lawyers, too often target people for whom they aren’t suitable, including many
elderly investors,” Rieker reported. He cited one investor who was awarded
$112,000 recently by an industry arbitration panel. The broker who sold all of
the annuities had placed them into the clients tax-deferred IRA account, a
strategy “that makes no sense” because it cancels out the annuities tax benefit,
according to the attorney handling the arbitration claim.

Meanwhile, industry newspaper InvestmentNews last week also pointed to
another potential hazard for variable annuity investors: clients are facing a

hitp://www forbes.com/sites/jakezamansky/2014/01/16/many-variable-annuity-investors-remain-confused-and-an¢ ~ & ‘ Many Variable Annuity Invest

‘account - Social Security, long-term care, tax
planning, retirement income, and more. If you
have a $500,000 portfolio, download the
Financial Planning guide from Forbes
columnist Ken Fisher’s firm right now. Even if
you have a plan in place, it still makes sense
o request your guide!

Click Here to Download Your Guide!
FISHER INVESTMENTS"

Most Read on Forbes
¢

Jake Zamansky
Contributor

1 am an attorney who represents investors in court
and arbitration cases involving stockbroker and
investment fraud. My law firm, Zamansky LLC, is a
“trend-setting” firm based in the Wall Street area of
New York and represents both individuals and
institutions in complex securities, hedge fund and
structured products cases. We have been at the
forefront of efforts to “clean up” Wall Street and
have won “game changing” cases in which investors
have recovered their losses resulting from
stockbroker and investment fraud. I invite you to
visit our website www.zamansky.com to learn of our
practice or to send me a confidential e-mail.
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Meanwhile, industry newspaper InvestmentNews last week also pointed to
another potential hazard for variable annuity investors: clients are facing a
“ticking time bomb” of potential forced annuitizations that will cancel out
certain death benefits that are among the most attractive features of variable
annuities.

“Buried within the fine print of variable annuity prospectuses, insurers detail
the conditions under which they will distribute a client’s annuity in the form
of a stream of payments,” reported Darla Mercado. Insurance companies “are
now pushing to begin disbursement of the account as soon as possible. This
has been particularly debilitating for clients who have death benefits that are
significantly larger than their account values. What's worse, is that there’s no
way out of the contractual agreement.”

This is complicated stuff, but what remains easy to comprehend is that
investing in variable annuities turns into bad news for plenty of brokerage
clients. The Journal report noted that investor lawsuits stemming from
variable annuities surged in 2012. The investor claims fell back in 2013, but
still outpaced the number of investor claims involving stock and mutual fund
lawsuits.

The best financial advisers tend to shy away from a quick easy sale of a
variable annuity. The low rate of return, long surrender period with steep
penalties for early withdrawal and fat commissions make such advisers
nervous. If a broker approaches you with a variable annuity that sounds too
good to be true, it probably is!

Zamansky LLC are securities and investment fraud attorneys representing
investors in federal and state litigation against financial institutions.
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walk away from their policies. 3

Bus Attack in Sinai
Kills Tourists

Variable annuities combine a 401(k)-like investment account with the equivalent of an

insurance policy. They appeal to investors approaching retirement with a promise of

guaranteed regular payouts that could reset higher if the policy's underlying investments

fare well. 4 The Value of Office
'Disrupters'

Yet the products usually have higher fees than plain-vanilla "immediate" annuities,

which deliver an annual payout in return for a lump-sum payment. (Variable annuities

are complicated enough—and consumers are confused enough about them—that the

Securities and Exchange Commission issued an investor bulletin this month explaining

how they work.) m‘:;hv:’ th:)l':l

Some insurers that sold products with rich guarantees are trying to dissuade longtime

customers from holding on to their contracts. In addition to offering to buy back variable

annuities with benefit guarantees, insurers are limiting investment choices, raising fees

and blocking additional account contributions. VIDEO

The goal is to limit future payouts on accounts whose balances have tumbled at the 1 g;gl?naligzm;; SimI ;f;s

same time ultralow interest rates hurt insurers' own investment returns. Questions

Insurers have sent out a flurry of letters in the past year informing annuity owners that

their accounts are being shifted into more-conservative investment options—unless the

owners opt out. 2 A New Hope for the
Digital Camera
Market

ONLY $1 AWEEK FOR 12 WEEKS

Webs\wpfs




image295.png
A
NSWASY

http://online.wsj.com/news/artides/SB10001424052702303874504579375190510678488 ~ O

|8 When to Surrender an Annuit.. % ||

File Edit View Favorites Tools Help

Michael Manon, a retired lawyer and entrepreneur who in March 2009 invested
$120,000 in a variable annuity with a guaranteed-income rider, turned down an offer this
month to sell the contract back to his insurer. His account is now worth more than
$250,000.

"I still want the protection,” Mr. Manon says, pointing to the stock market's January
downturn as a reason why he values the guaranteed payout.

He decided to turn down the buyout offer after consulting a financial planner with a
specialty in counseling investors and advisers on the pros and cons of such annuities.

When should you consider getting out of an annuity with a guarantee? If you aren't
seeking income as the main goal, if you have been diagnosed with a medical condition
that severely shortens your life expectancy or if you have a dire need for a lump sum of
cash, experts say.

Otherwise, consider holding on—as long as the contract still offers a broad range of
stock investments, the income guarantees are higher than what you could get for such a
product if you bought it now, and you still want a steady income stream in retirement.

If you—or your parents—are holding an annuity and having second thoughts, here are
some strategies to consider.

Stay aggressive.

Some insurers, including AXA's AXA Equitable Life Insurance, have
sent letters to investors informing them that their assets would be shifted automatically
from the growth funds they originally selected into lower-cost index funds, unless the
investors opt out of the change.
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There is no reason to invest conservatively with assets for which you are paying an
income guarantee, says Mark Cortazzo, a certified financial planner in Parsippany, N.J., §
N N N Retirees who shouldn't be frugal
who two years ago started Annuity Review, a service that charges about $200 to Bankrate.com
analyze an annuity contract.
Roger Rose, an 82-year-old retired doctor in South Salem, N.Y., bought a variable
annuity about six years ago with a lifetime guarantee of a 6% annual return. After a
financial adviser shifted his annuity investments last fall to money-market funds from 7 Employees You Should Fire Now
stock mutual funds, Dr. Rose worked with Mr. Cortazzo to shift back to equities. Fox Business
"Insurers are mapping people automatically to these new options, but they still may
have options available that are more consistent" with their original investment plan, Mr.
Cortazzo says.
Cut a deal before you get out.  Notice
In cases where investors decide to dump their annuity and the insurer isn't offering a iShares Minimum
buyback, they may have to pay surrender charges to get their money back. At least one Volatility ETFs.
investment-advisory firm, Fisher Investments of Camas, Wash., is offering to cover that Funds that seek to
charge in lieu of its annual fee to new clients who, in turn, invest with the firm. minimize the market's
ups and downs.
Pam Brehm, a 59-year-old state-health-department investigator in Denver, bought a
variable annuity with a benefit guarantee six years ago after her husband, a banker,
was forced into retirement following a merger. He had beaten cancer five years earlier,
i iShares’
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Fisher Investments is paying back $14,400 of the couple's $17,000 surrender charge, A

the firm says.

Nathan Fisher, who oversees the firm's annuities evaluation business, says the firm has
reviewed more than 4,500 annuity contracts since September 2011. Among 520
contracts it analyzed from February through August 2013, the average annual fee was
3.4%—compared with the roughly 1% to 1.5% that investors typically pay other
professionals to manage their investments.

Focus on the death benefit.

With some older annuity contracts, you can withdraw nearly all the assets to invest
elsewhere, but be sure to keep a minimal amount in the contract to preserve the death
benefit for your heirs.

For example, if you had a $200,000 guaranteed income amount and an actual account
value of $100,000, you might be able to take out $99,000, leave $1,000 in the account
and still preserve a $101,000 death benefit, Mr. Cortazzo says.

"I've got people with hundreds of thousands of dollars' worth of death benefits, and only
a couple grand sitting in their accounts,” he says.

About those heirs, he adds: Don't name a trust as a beneficiary. Doing so could
disqualify your surviving spouse from your income benefit.

Write to Kelly Greene at familyvalue@wsj.com
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Axa to pay $20M fine for
handling of variable annuities

A New York regulator alleges that the insurer limited the returns of
legacy variable annuity clients

By Darla Mercado 22 Shares

Mar 17, 2014 @ 2:58 pm (Updated 3:20 pm) EST
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Axa Equitable Life Insurance Co. on Monday
agreed to pay a $20 million fine to the New MOST POPULAR

York Department of Financial Services after the

regulator accused the insurer of limiting returns Most Commented
for legacy variable annuity clients without
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proper notice.
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Back in 2009, 2010 and 2011, Axa filed
requests with the NYDFS to amend and restate 3. Axa to pay $20M fine for handling of variable
the Plans of Operation for certain variable annuity contracts, allowing Axa to add its annuities v
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Tactical Manager Strategy. Axa's Tactical Manager strategy uses derivatives to lower

volatility during rocky markets, aiming to smooth clients' returns.

Though the NYDFS had cleared Axa's requests at the time, the agency is now saying
that the insurer failed to inform and explain to the department the significance of the

changes brought about by introducing the Tactical Manager strategy to existing
policyholders, according to an announcement from the NYDFS.

Let freedom ring.
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want to be.
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consent order.

“For example, the filed requests to
amend and restate the Plans of
Operation did not address how existing
policyholders who had not elected to
invest in the ATM Strategy could end up
invested in such funds,” the department
noted in its March 17 consent order.

NYDFS only approved the filings
because it believed the changes were
“merely routine additions of funds and
similar alterations,” according to the
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Rather, the ATM Strategy can limit gains that a client would otherwise receive,
according to the Department. Further, it may also lower the value of certain guaranteed
benefits that are eligible for periodic benefit base resets; the client is only eligible for a
benefit base reset when his or her account value rises, according to the consent order.

“The changes effectively changed the nature of the product that the policyholders
purchased, yet Axa did not explain in its filings to the department that it was making
such changes to its variable annuity products,” the NYDFS noted in the consent order.
These filings affected “tens of thousands” of policies in the Empire State, the agency
said.

A change of that magnitude would have required the NYDFS to put consumer
protection measures in place, including requiring existing customers to opt into the
revamped annuity instead of staying there by default, according to the agency.

The carrier has until April 1 to pay the civil penalty.

Axa spokeswoman Discretion Winter declined to make anyone available for comment,
but referred to a written statement.

“Following regulatory approval of the availability of investment options that include the
managed volatility strategy, the New York Department of Financial Services last year
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“Following regulatory approval of the availability of investment options that include the 5. Cambridge Investment Research Inc.

managed volatility strategy, the New York Department of Financial Services last year

requested information as part of a post-approval analysis,” according to Axa's

statement. “This request for information was previously disclosed in our public filings.” MOST WATCHED VIDEO

“The NYDFS has completed its review and found that Axa Equitable should have The most powerful Social

Security claiming strategy

communicated better to NYDFS when it made certain technical filings required under
February 10, 2014

New York law,” the statement said.
Practice Makeover: Episode 3
In recent months, regulators at the Securities and Exchange Commission have March 07, 2014
signaled that they are keeping a close eye on product filings and updates to

existing variable annuity contracts that could potentially curb investors' returns or hurt
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their ability to build their benefit base by keeping them from contributing more money to the next level

to the contract. Further, the Financial Industry Regulatory Authority Inc. has 0:40) February 04, 2014
indicated that advisers are still on the hook for suitability with respect to old variable

annuity contracts that undergo updates and changes. ¢ VIDEO SPOTLIGHT
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Darla Mercado covers life insurance, annuities and retirement products for
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BY SUZANNE BARLYN
March 27 | Thu Mar 27, 2014 8:00am EDT

0 COMMENTS | |3 Tweet ﬂsmre Share this [ Email &3 Print

RELATED TOPICS (Reuters) - Variable annuities could spell double trouble for stock
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Brokers can earn 7 percent or more in commissions on these
insurance products, but when they sell them to consumers who aren't a good fit for them,
they can face the wrath of regulators as well as investors who try to reclaim their money by

filing securities arbitration cases.

At the Financial Industry Regulatory Authority, Wall Street's industry-funded watchdog,
variable annuities follow stocks and mutual funds as the third most common source of
complaints. They include one from an elderly investor who will be 102 before he can access

the money he locked into his annuity.

MOST POPULAR

Western governments see continuing
Russian buildup on Ukraine border

Exclusive: U.S. to require casinos to vet high
rollers’ funds - sources
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Problems occur when brokers sell variable annuities without considering the client's time
horizon for needing those funds, said Susan Axelrod, head of regulatory operations for the

/2 COMPLY-Variable X3
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Financial Industry Regulatory Authority (FINRA), Wall Street's self-watchdog. perform A
like new.

So-called "annuity switching" is another concern. That happens when a broker encourages a ~Use Monthly~

client to trade in an older annuity to buy a different one, often at significant cost to the
client and benefit to the broker. Some brokers also don't disclose fees for cashing in, or
surrendering the annuity, Axelrod said.

RICH REWARDS, COMPLEX CONTRACTS

An annuity is a type of insurance product that offers investors steady income payments,
typically in exchange for a lump-sum investment. Payments can grow if financial markets do
well because they are tied to an investment portfolio, usually consisting of mutual funds
holding stocks and bonds.

Investors defer taxes on the income and gains until they withdraw their money, and
typically the withdrawal period is deferred for several years while the value of the annuity
builds up. Variable annuities are often sold to high-earning investors who already are

making maximum contributions to their workplace retirement plans and want to invest

more under similar tax structures.
Follow Reuters
Variable annuity sales in the U.S. totaled $142.8 billion last year, down a tad from $145
o
illion in 2012, according to the Insured Retirement Institute and Morningstar Inc. = ube
billion i ding to the Insured Retirement Institute and Morningstar T B c
Facebook Twitter RSS YouTube

Brokers are well rewarded for selling variable annuities, in part because of their high
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commissions and in part because those commissions don't typically fall as invested amounts A
. . . RECOMMENDED
rise, the way they do when money is put into mutual funds, for example.
Missing plane crashed in Indian
Proponents argue that for their money, investors get those valuable tax breaks as well as a ok Ocean:...
v

death benefit.

Nature's death knell: How a frog's
love song...

But their clients may not realize that they are tying up their money for as long as ten years.

Clients may also not understand that hefty surrender charges apply if they cash in the Turkey shoots down Syrian plane

product earlier, sometimes as much as 8 percent. (1:16)

Even brokers who make a good-faith effort to explain the product can still fall short, risking Robin Williams Opens Bengal
s B . " B Tiger at the...

angry clients who may complain to supervisors and regulators. "If the customer doesn't Py S

understand the product, the broker shouldn't sell it," said Joel Beck, a lawyer in

Lawrenceville, Georgia who advises brokers. Kate Upton nabs 2014 SI Swimsuit
Issue...

. . . " (Sports lllustrated - Sponsored)
One reason why clients may not grasp how a variable annuity works: the brokers who sold J

them may not have understood the product well enough to adequately explain, Beck said.

"The more complex these products get, the more homework the broker has to do in terms of FINANCIAL COMMENTARIES AND GUIDES

reviewing the product, the contract and marketing materials," Beck said. = We can help you understand your options for your
old 401(k) (Wells Fargo)

Brokerages must have procedures and systems in place so that brokers can properly
. . = RJO Futures can help you learn more about
evaluate the costs and benefits of annuity exchanges, FINRA's Axelrod said. At large technical analysis (RJO Futures)

brokerages, variable annuity sales are typically subject to multiple screenings by computer

d
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FACING REGULATORS A

Disciplinary cases involving variable annuities are not as common in recent years as those
stemming from other products, such as privately issued securities, but that does not mean
that regulators are not looking.

FINRA barred a broker last month who coaxed a customer to cash in one variable annuity
and buy another. He told her that a $15,000 surrender charge did not apply to the
transaction when, in fact, it did, according to a regulatory filing.

Florida insurance regulators have been examining what happens when brokers convince
clients to exchange older annuities (which may have paid up front-loaded commissions) for
new ones with new commissions.

In one Florida case, a broker advised a client to cash in a variable annuity and buy another
that promised higher returns. But he bungled the tax treatment, leading to an unexpected
$24,000 tax bill.

Brokers must do fact-finding about customers to determine if a variable annuity is suitable,
based on factors such as their risk tolerance and age, said Lee Kell, who heads the bureau of
enforcement for the division of securities at Florida's Office of Financial Regulation. That
means becoming familiar with the intricacies of annuity contracts and fees, Kell said.

= How Trading Forex Can Help You Hedge Your
Equity Position (FXCM)

= Expert views on the global markets from RMG
Wealth Management (MarketViews)

Content from sponsors 4

KEY RATES

LUSBYIEREl] HOME EQUITY SAVINGS AUTO CREDIT CARDS

See today's average mortgage rates across the country.

TYPE TODAY 1MO
30-Year Fixed 4.33% 4.37%
15-Year Fixed 3.36% 3.41%
10-Year Fixed 3.15% 3.34%
5/1-Year ARM 3.37% 3.39%
30-Year Fixed Refi 4.33% 4.34%
15-Year Fixed Refi 3.35% 3.38%
5/1 ARM Refi 3.33% 3.31%
30-Year Fixed Jumbo 4.74% 4.33%

Rates may include points.

SOURCE: BANKRATE.COM

SEE MORE KEY RATE DATA
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of the variable annuity isn't what is being
purchased or pitched. Load variable annuities
are the most sold annuity type in the country,
with an average annual fee of 3% for the life of
the policy.

The variable annuity dream sold is that you can
get your market growth and add guarantees with
attached riders. Sounds great in concept, and
sometimes those planets do align themselves,
but usually that's not the case. With most
variable annuity products, once you start adding
rider guarantees to the policy, the carriers start
limiting your fund (separate account) choices.
Kind of squashes the growth dream in my
opinion.

Indexed annuities were designed in 1995 to
compete with CD returns, not market returns.
However, that's not how they are typically
pitched and the current advertising assault on
TV, radio, and the Internet reveals just how little
regulation there is over this overhyped "hybrid"
nonsense dream. Indexed annuities aren't
considered a security, and the advertising
guidelines (if any) aren't enforced like a security
(stock, mutual fund, variable annuity, etc.) would
be. An indexed annuity agent can literally say,
promise, or advertise almost anything to sell the
dream.

. Pay less to invest at
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Get 150 free trades at
OptionsHouse
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means becoming familiar with the intricacies of annuity contracts and fees, Kell said.
CASHING IN AT 102

Brokers who do not face off with regulators may have to deal with investors' lawyers in
FINRA's arbitration forum. Investors filed 174 arbitration cases involving variable annuities
in 2013, according to FINRA.

The cases typically name brokerage firms, but individual brokers usually must testify about
the annuity sale and details about the complaint appear on the brokers' public record.

One recent case involves a 9o-year-old investor who met his adviser at a free-lunch seminar,
according to Scott Silver, his lawyer in Coral Springs, Florida. The investor ended up with an
annuity that charges higher administrative fees than his previous one, said Silver. The extra

fees will grind down the investors' returns over time, Silver said.

‘What's more, the new annuity has a 12-year holding period. "He must wait until he's 102 for
access to his money," Silver said. "That certainly wasn't his objective." (Reporting by
Suzanne Barlyn; Editing by Linda Stern and Stephen Powell)

FILED UNDER: REGULATORY NEWS MARKETS FINANCIALS
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In California, all annuity
producers are crooks

The Gamut - Bill Coffin's opinion column on everything else

BY BILL COFFIN
APRIL 8, 2014+ REPRINTS

Anybody who is in the annuities
business knows that the business
has a bit of a reputation problem.
Despite the fact that annuities are a
tremendous product for anybody
who is serious about their own
retirement planning, the market has
had perhaps more than its fair share
of embarassing regulatory
moments, wherein shady operators
mostly interested in lining their

— pockets at their clients' expense
Looks like California is searching for the next Glenn Neasham. have been caught acting, shall we

say, not entirely in their clients' best

interests.
http://ads.lifehealthpro.com/RealMedia/ads/click_Ix.ads/www.lifehealthpro.com/annuities/variable/L40/1530580810/Ri...
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interests.

This has led to a lot of state insurance regulators squaring their gunsights on annuity producers as both
the most likely source of predatory busines practices in their jurisdiction, and as the most likely way to
score some easy points as a Defender of the Public. Catch a shady annuity producer in the act, be seen
as a good guy cracking down on those insurance nogoodniks presumably lurking in the rose bushes
outside fo your front door. That kind of thing.

And to be honest, there have been just enough of these kinds of rogues to make the entire industry look
bad. And so, the vast majority of annuity producers who are playing by the book and trying to help their
clients, get tarred by an awfully broad brush.

We saw this most clearly when the prosecutor for Lake County, California, dropped the hammer on
Glenn Neasham a few years ago for selling an annnuity of questionable worth to an elderly client who, it
turned out, was suffering from dementia. Never mind that the client's companion approved of the sale.
Never mind that the sale netted the client more than $40,000. Never mind that Neasham himself claimed
he did not think his client was mentally impaired at the moment of sale, nor the lack of hard evidence
proving that he did. Despite all of that, Neasham still was prosecuted for felony theft, and was convicted
on it. He managed to stay out of jail by the thinnest of margins while his case was appealed, and even
though Neasham ultimately maintained his innocence, his practice was destroyed and he and his family
suffered a ruinous financial turn thanks to the long arm of the law.

So when | see news releases from the California DOI about how, during National Retirement Planning
Week, that it's important to be on the lookout for signs of fraudulent business practice, | don't see a DOI
that is being fair and even-handed with the industry it is supposed to be watching over. | see a
presumption of guilt before innocence, of a default inclination toward suspicion of wrongdoing, and of the
kind of "round up the usual suspects" mentality that we should never see in our regulators.
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Surely we should not expect regulators to extol the virtues of the industry they oversee. That job is best
left to marketing and advertising departments. But to make blanket and preemptive statements warning
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Rogues have created the most daunting A

industry obstacles of the year.

potential clients that by meeting with an annuity producer, you might be letting a fox into the henhouse is

the sign of a state that simply doesn't see this kind of business as entirely legitimate.

Maybe I'm overreacting. You can make the call yourself. | have attached a copy of the press release

below. If you think that the CA DOl is out of line here, drop them a line and let them know how you feel.

FOR IMMEDIATE RELEASE: April 8, 2014 (#014)
NOTICE TO CONSUMERS
Annuities are good retirement tools, but exercise caution

SACRAMENTO, Calif. — In observance of National Retirement Planning week, the
California Department of Insurance is reminding consumers about the importance
of understanding what they are purchasing before signing on the dotted line.
Annuities can provide a steady income after retirement and increased financial
security, but they can also be confusing. The Department of Insurance is offering
important tips for those planning retirement.

« Don't be pressured by a sales pitch to sign before you are ready. Take the time
you need to make a decision that is right for you. « It's always a good idea to have
a trusted family member or friend with you when considering investments.

+ Remember you control the process.

“Consumers planning for retirement and those who have already retired need to

eNewsletter Sign Up

Annuities Insider

Increase your annuity business with help from
expert insight & annuity news — FREE. Sign Up
Now!
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s
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know that not all annuities are a good fit for their individual situation,” said

Commissioner Dave Jones. "Annuities can be good options for retirement planning,
but buyers need to be aware of what they are purchasing, and what it will mean for
them."

e AR e el i e re-aealeimaisle - & & Google News T n Calfornia, all annuity prod.. | |

Subscribe Now.

Many consumers purchase annuities to ensure they have a steady income after
they retire. An annuity is an investment and should not be used to reach a short-
term financial goal. Buying an annuity may or may not be right for you. The
Department of Insurance offers a list of things for consumers to consider to ensure
they are making the right decision.

Uninformed consumers are more likely to be taken advantage of if an insurance
provider uses less than ethical sales tactics. Some common red flags include
relentless sales pitches that pressure you into buying a product quickly or a deal
that seems too good to be true. The best way to protect yourself is to research the
agent and company you're considering, make sure they are licensed by the
California Department of Insurance. If consumers have questions or concerns the
Department’s Consumer Services Division is available to assist at 1-800-927-4357.

The Department of Insurance has additional resources for consumers preparing for
retirement, including baby boomers in the “sandwich generation” who are facing the
extra challenges of caring for aging parents and sending their kids off to college
while planning for their own retirement. Seniors who are about to retire can learn
about their insurance needs on the Department’s Web site.

###
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Additional Consumer Note:

The best way to protect yourself is to research the agent and company you're
considering:

« STOP before writing a check, signing a contract or giving out personal
information. « CALL the California Department of Insurance. «+ CONFIRM that the
agent and company are licensed to write insurance in California.

Follow us on TWITTER or become a fan on EACEBOOK!

The California Department of Insurance, established in 1868, is the largest
consumer protection agency in California, regulating the $123 billion insurance
marketplace. In 2012 the California Department of Insurance received more than
160,000 calls from consumers and helped recover over $64 million in claims and
premiums. Please visit the Department of Insurance web site at
www.insurance.ca.gov. Non-media inquiries should be directed to the Consumer
Hotline at 800.927.HELP. Out-of-state callers, please dial 213.897.8921.
Telecommunications Devices for the Deaf (TDD), please dial 800.482.4833.
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About the Author

Bill Coffin

Bill is the Group Editorial Director for National Underwriter Property & Casualty,
National Underwriter Life & Health, Claims and Retirement Advisor, as well
as PropertyCasualty360, LifeHealthPro and ProducersWeb. Bill has covered the
risk and insurance industries for 20 years and has won numerous national
journalism awards. His work as also appeared in the Wall Street
Journal, BusinessWeek, Risk Management, Best’s Review, Captive
Review, New European Economy and other business publications. Bill is also
a published novelist, game designer and co-founder of independent publisher Reliquary Press. He can be
found on Twitter (@BIill_Coffin), Facebook and at bcoffin@sbmedia.com.

RELATED VARIABLE RESOURCES Powered by PRODUCERSWEB.com
Double Your Annuity Sales in 2014 With Get The Marketing Campaign That's
Tax Talk! Helping Agents Close More Fixed Annuity
Learn how to implement tax strategies into your and Life Insurance Business
sales practice for FREE. Complete the form to Get this book in the hands of your prospects and
gain instant access to the prerecorded webinar clients and help them learn five easy to
and 2014 Tax Strategies Tool! understand concepts that can help them plan for

their retirement.
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Berko: Annuities can take you to the cleaners

By Malcolm Berko, Columbian business columnist nu
Published: July 12, 2014, 6:00 AM

Dear Mr. Berko: I'm considering putting $100,000 into an Allianz variable

annuity. Please explain how the guaranteed minimum income benefit works. And

please tell me which of the 30 mutual funds available in this High Five annuity | WASHINGTON STATE
should invest in. | don’t want to be taken to the cleaners. Is this a good 10-year UNIVERSITY
investment for someone who is 56? S s g

It’s not too late
to apply.

— CD, Vancouver

Dear CD: I'm suspect of any investment calling itself High Five and then giving
you a short, 100-page prospectus so bloody boring that by comparison, reading
a New York City phone book would be a hilarious experience. Allianz is a French e
company. Beware — they guide their economic lives by a different set of
principles than Americans do. However, Allianz is a respected insurer, and with
the exception of some disappointing unilateral changes in its annuity policies
during the past few years, it is an honorable company.

$6 OFF Two Lunch
Entrees at Peachtree
$6 OFF! Two Lunch
Entrees Monday-Fri...

Malcolm Berko

The guaranteed minimum income benefit portion is your safety net. The annuity company promises to credit your original
$100,000 investment with an annual fixed interest rate as long as you own the annuity. Most companies guarantee to pay 5
percent (some pay more) each year to your GMIB account. Even if the mutual funds (insurers insist you call them
subaccounts) perform poorly, as many do, the 5 percent guaranteed rate is always credited to your GMIB; that is, unless the
insurer changes horses in midstream. And insurers have, and they can, and when they do, things get too rough. But this \ $6 OFF Two
accumulation isn't a value that you can take to the bank in 10 years; rather, the annuity allows you to take a fixed withdrawal . Breakfast Entrees at
from the GMIB over the remaining years of your life. Peachtree 1
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$6 OFF! Two Breakfast

Assume you invest $100,000 in an annuity with a 5 percent income guarantee. Be mindful that most mutual funds offered by Entrees Monday.

annuities have been scrubbed to reduce volatility that might be harmful to the insurer’s future liabilities. Allianz, like many
annuity companies, runs its own proprietary mutual funds with placid, passive and pablum portfolios. So it's wise to assume
the worst: that those Allianz mutual funds have been scrubbed so clean that your $100,000 annuity grows to $65,000 in 10
years after you pay those enormous annual fees plus management costs and mortality expenses. However, all is not lost,
because that $100,000 investment has compounded at 5 percent annually in that time frame, so your GMIB is now
$163,000. And because you are 66, you can tum this into an income stream of $8,150 for the rest of your life or until you
move to Jupiter or Mars.

See our Weekly :
Specials at :
www.GroverElectric.comlt
[
[
1

See our listing for

You now have a short, bare-bones explanation of the GMIB, which your salesperson clearly did not give you. Weekly Specials!.

Nothing to lose mmmmmmmmm————

When someone buys an annuity, | recommend investing the entire caboodle in the riskiest and most aggressive mutual

funds the annuity offers. You've nothing to lose because it's insured if you hold it for 10 years, and you have the GMIB BLOGS
accumulating at 5 percent each year. However, among the 30 funds in the Allianz selection, | couldn't find a single fund with Staff c N
a performance record before 2007 — and most reached back to only 2008. The fund choices in the Allianz product are Stait M
disgustingly plain vanilla. Did you know that 2 percent of mutual funds have 10-year performance records of over 10 percent All Politics is Local Action Commentary
and not one of them is an Allianz fund? The yearly fees to own an annuity average 3.5 percent. So if High Five were to BI Bant All Thi S t
average 7.5 percent a year in stock market gains, which is very doubtful, then your return would be just 4 percent annually. azer Banter ings Swee
/And yippee doodle dandy, you've been taken to the cleaners, Clyde. Brews in Clark Corks and Forks
Cannabis Everyday Eats
More Like This .
Malcolm Berko Chronicles Sugar and Spice
l&; Columbian business columnist ;S:;t;o: Choose common stocks over annuities May 17, Digital Desk EYI98642
& send an Email Family Room O
n the Table
W Berko: Investing with slight risk would be worth it May . v
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Variable annuities aren't sold by camival barkers, but there's definitely salesmanship involved

ADVERTISEMENT

sPECIALTO BNEWS

In these days of low bond yields, many people are looking for easy, set-t-and-forget-it
investments to generate income. Stepping aggressively into this itchy market are insurance
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The sad part is that indexed annuities, when
explained in full and understood by the client,
could have a place within a portfolio.
Unfortunately, the product is on track to go down
as one of the most mis-sold strategies in
financial history by a sales force that is largely
under trained and solely focused on just indexed
annuities.

Low-information annuity buyers (LIABS)

This is a description that | use to describe the
type of annuity buyer that too many agents like
to target. | call them "LIABs", or low-information
annuity buyers. These are people that aren't
financially savvy, and want to trust the advice
they are hearing. They want a too good to be
true product to exist, and if an agent tells them
what they want to hear, there is a good chance
they will buy the annuity that is being pitched.

The "bad chicken dinner seminar" circuit has
now been replaced by constant TV ads, Internet
videos, and spots on conservative radio shows.
All of these pitches are primarily geared to the
LIABs of the world, which is unfortunate,
because this group of people are the ones that
can't afford to make a mistake when making an
all important retirement decision.

If the ad doesn't say the word annuity

DAN MOISAND
Don't rely on brand-name advisers alone for
retirement.
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In these days of low bond yields, many people are looking for easy, set-it-and-forget-it
investments to generate income. Stepping aggressively into this itchy market are insurance
companies and their salesmen, extolling the supposed benefits of the variable annuities (VAs)
they offer. Better technology

3 is better business.
This type of annuity provides indirect investment in stock mutual funds. Yet this investment, long L M

m widely criticized by consumer-minded experts, is no better than it used to be. It ties up your Sarnjiicredy

capital, deprives your heirs (compared with direct market investment) and has major tax

37 disadvantages. Featuring 4th Gen

Intel® Core™ 7

y Tweet

Rollover for legal. processors.

Last month, Carlo DiFlorio, chief risk officer of the Financial Industry Regulatory Authority, said
that VAs remain “one of the top products for consumer complaints,” many of them involving
0 disclosure and sales practices.

1
& This is hardly surprising, considering the consumerist adage accurately long assigned to these YOU MIGHT ALSO LIKE...
products: They are sold, not bought. If you're middle-aged or older, and have a pulse and any
omment accumulated wealth, there’s a good chance that someone’s tried to sell you a VA. The reason

=y they try so hard to sell to you is that they earn huge commissions — from 5 to 8 percent — which
would mean up to $40,000 for an afternoon’s work selling you a $500,000 annuity.

The idea is that you invest a lump sum that, in turn, the insurance company holding the annuity A . b
then invests in mutual funds, and your investment accumulates returns from these funds. At the | : |
end of the accumulation stage, the insurer guarantees a minimum payment and after that
remaining income payments vary based on the performance of the stocks and bonds in the
underlying portfolio.

Minnesota Woman Masked Men Make
Calls Out Catcallers Off with $180,000 in

Sometimes these salespeople tell investors that no commissions are involved. What they’re
omitting is that they earn a big commission that comes from not from you directly, but from the
insurance company. The insurer needs to recoup the sales commission out of the returns on your
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Sometimes these salespeople tell investors that no commissions are involved. What they’re
omitting is that they earn a big commission that comes from not from you directly, but from the
insurance company. The insurer needs to recoup the sales commission out of the returns on your
invested capital, so there’s a lock-up or accumulation period (usually five to seven years) during
which investors pay a high penalty for early withdrawal.

3
m And what about the net returns you get from your lump-sum investment (not the ones your money
earns, but those that you get to keep)? They're generally not good, compared to those you could
37 get from investing in the market directly. And even if the returns were good, these investments

would still carry so many downsides that it's easy to make the case that this is the worst way to
invest in the stock market. Among the disadvantages:

* High taxes for you or your heirs. VAs are marketed as being tax-deferred, but so are most other
investments, including individual stocks, directly purchased mutual funds and exchange-traded
funds, as long as you don’t cash them in. But when you cash in an annuity, you get hit with
ordinary income tax (the top rate is now roughly 40 percent), as opposed to the maximum capital
gains rate of 20 percent that you'd pay on these other investments. If you die, your heirs would
pay ordinary income tax on the gain from the time you bought the annuity — on top of any estate
tax.

*High costs. Insurance companies holding these investments charge annual administration fees
of 2 to 4 percent. So it’s ironic that people currently seeking yield would be so motivated to buy a
VA

* Limited liquidity. This is an extremely long-term investment that either ties up a huge amount of
your accumulated wealth or socks you with early withdrawal penalties.
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37 * Company risk. All too often, investors who buy any kind of annuity invest far too large a slice of
their total wealth, increasing the risk of losing principal or potential returns if the insurance
y Twoot company founders. Many used to consider this risk to be minimal before the problems of AlG, the Family: No Sympathy for

Killer Whose Execution

insurance behemoth that nearly foundered in the financial crisis of 2008-09 under the weight of
Took 2 Hours

worthless derivatives before the U.S. government bailed it out.

0
8+ Then there are VAs’ relatively low returns. Various studies have shown that direct investment in How a Simple Dispute
stocks tends to deliver far higher returns without any of the other downsides. Between Two Neighbors
Ended in Death
omment A good way to beat VA returns with low long-term risk is to invest in stocks that regularly pay
[=]F=N dividends. These regular payments to stockholders — paid by mature, low-risk companies based Marine’s Wife Miscarried

Just Months Before She
Disappeared

on earnings — account for more than 40 percent of total market returns over the past 80 years,
with dividends from the S&P 500 outpacing inflation by 100 percent. Since 2010, annual S&P 500
dividends have been eight times annual inflation. As many companies are sitting on significant
amounts of cash they aren’t using because of sustained low consumer demand, dividends are
expected to increase nearly 10 percent this year. In effect, instead of investing this money in
increased production, they’re paying some of it out to shareholders. By contrast, many VAs are
sold with an effective guaranteed minimum return of 5 percent.

ADVERTISEMENT

Of course, it's easy to make this kind of minimal guarantee when the insurance company is
investing your money in the market for long time periods, because over decades, it's highly
unlikely that diversified stock portfolios will lose money, either. So the real issue is: How much is
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an annhity going to cost you in terms of missed oppor{unT(Tes to invest a huge tranche of your
wealth elsewhere? After all, we're talking about decades, not years.

These guaranteed rates are based on market performance. The problem is that there’s often a
reset on the measurement of market performance every quarter, which over time can slice into
your returns. Years-long rolling measurement periods would usually mean much higher
contingent returns.

So, in return for this guarantee, investors are actually paying quite a bit. (This is consistent with
the reality that whenever there’s a guarantee, there’s usually a cost involved.)

What's more, the rate guarantees usually only last until you either die or annuitize — that is,
convert the assets of your annuity into a series of regular payments. Fewer than 1 percent of all
annuities are annuitized.

And many are eventually folded into — what else? — a new annuity with a new commission that
investors again indirectly pay for. Salespeople tend to call about the time the penalty period on
the existing VA expires.

This call would be your opportunity to make the same mistake a second time by buying another
annuity. You can avoid this by not getting a VA in the first place.

Dave Sheaff Gilreath is a founding principal of Sheaff Brock Investment Advisors LLC. He has
more than 30 years of experience in the financial services industry, beginning with Bache Halsey
Stuart Shields and later Morgan Stanley/Dean Witter. At Sheaff Brock, he shares responsibility
for setting investment policy, asset allocation and security selection for the company's managed
accounts. He also consults with the clients on portfolio construction. Gilreath received his
Certified Financial Planner® (CFP) designation in 1984. He attended Miami University in Oxford,
Ohio, where he earned a B.S. degree.
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9 Need-to-Know Tips for Buying
Annuities... And Knowing When
They’re Not For You
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By Dennis Miller

You're probably something of an expert in your own field—and that field probably isn't
insurance or annuities. How, then, can you work through the minefield of clauses,
guarantees, and pages of small print? Here are nine ways to start.

While you may feel uncomfortable doing this, you're the one putting down thousands of
dollars, and you have every right demand this. Remember: caveat emptor! It's the
buyer who must beware; you must protect yourself. Ultimately, the language in the
annuity contract is what matters, but it doesn’t hurt to memorialize your verbal
agreement with the agent in writing.

Hopefully your agent is totally honest and will help write the agreement, and both
parties can sign and date it. If the agent starts to waffle, trust your instincts.

* Tip No. 1 — Buy an annuity only for the contractual guarantee. You're only
guaranteed what's written into the contract. The language must be simple to
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understand. If you don't understand it, don't sign it.

For example, one contract I've seen said: "If | paid them a $100,000 premium,
the annuity would pay me $587.97 for the rest of my life. Furthermore, if | did not
receive my $100,000 in payouts, my total payments would be subtracted from
$100,000, and the difference would be paid to my beneficiaries."

The language was plain, simple, and easy to understand. There were no "if the
investment does well" or "maybe" and "depending on" clauses in this deal.

* Tip No. 2 — Protect yourself against default by the insurer. At a minimum,
the insurance company should be A rated or higher by all rating agencies. In
addition, many states have a fund that insures annuities up to a certain point. If
your state has a $100,000 per policy limit, and you wanted to spend $200,000
on annuities, you're better off with two separate $100,000 policies. While
annuities seem low risk, many people who had annuities written by AIG were
quite concerned when the company went under.

* Tip No. 3 — Demand full disclosure of fees. Many variable annuities can have
management fees as high as 3%, but the fees are often hidden. There is,
however, a simple way to make them very clear. Insurance agents often have a
program that can project the yield from the variable component of the annuity
based on any number that they put in. Ask the agent to run the projection at
0%.

In many cases you will find they have built fees into the system; they want to
charge you to manage your money even if it's held in cash. When the projection
is set at 0%, you can see how much smaller your funds are getting as a result of
the fees. If the agent will not or cannot run the numbers at zero, then you have
good cause for concern.
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And remember, if you're interested in investing, there are cheaper ways to go
about it than paying a middleman at an insurance company.

Tip No. 4 — Avoid a "captive" agent. Instead of buying directly from the
insurance company (a captive agent) consider dealing with a general agent who
represents several companies. The agent can shop prices and coverage and get
the best package to suit your needs.

If you are dealing with a captive agent, then you might consider talking with
several agents and getting quotes from them. Make sure the comparisons are
apples to apples, assessing like features of each company. Avoiding captive
agents won't guarantee you an agent with your best interests in mind, but it sure
does improve the odds.
Tip No. 5 — Consider taxes. While no one | know enjoys paying taxes, keep
them in perspective. The right product with a safe company should be the first
issue you deal with. However, the tax structure for each product is slightly
different. The agent should be able to easily show you your liability per payment.
Tip No. 6 — If it sounds too good to be true, it normally is. You may have
heard of annuities offering great yields — well above what you could expect to
earn in the current market. Much like credit cards offering big rebates, when you
read the small print, you are likely to find it's only for a short period of time or
there's some other limit on it. Don't get caught up in the hype. The better it
sounds, the more due diligence you should do.
Tip No. 7 — Get the agent to sign on his promises. When both parties finally
come to agreement, you (the party writing the check) should look at the other
person and say something to the effect of: "To protect both of us, let's agree
upon what we agreed upon." Write the date and the names of the parties, and
then start numbering the points. For example:

- Agent Mr. Smith says the fees are 0.5%, and there are no other hidden

fees in the product.
< While there is a variable component in this annuity, | am guaranteed a
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< While there is a variable component in this annuity, | am guaranteed a
minimum of 5% yield on my investment.
= The variable portion of this policy is indexed to the Consumer Price Index.

* Tip No. 8 — Demand a quote for a single premium immediate lifetime
annuity with a death benefit, and compare it to the other options. The
monthly income for the single premium life annuity should be your base number,
as it's one of the simplest annuities out there. As the agent starts to add "smoke
and mirrors" to the equation with additional features, compare the payout to your
original single premium immediate lifetime annuity.

* Tip No. 9 — Compare one annuity feature at a time. Don't let the agent
bamboozle you with multiple new features at once. If he wants to sell you an
inflation rider, a death benefit, and a ramp-up period, don't compare this annuity
to the basic one.

Instead, ask for a quote with just the inflation rider feature. Compare it to your
basic single premium annuity. Then, tell him to give you a quote for an annuity
with just the death benefit feature. Once again, compare it to your basic annuity
and evaluate the difference. This way, you can tell how much each component
costs. The agent won't be able to bundle a bunch of features to confuse you.

The Miller’s Money Forever team and | want to un-complicate annuities. The topic is
filled with exceptions and complications, and this short list can't cover every piece of
minutia in an annuity contract. However, anyone who owns an annuity and anyone
who's ever considered buying one should read our comprehensive special report, The
Ultimate Annuity Guide. It's one of the only resources out there written by financial
educators who do NOT sell insurance or annuities, and it's chalked full of vital
information written in easy-to-understand language. Download your copy of The
Ultimate Annuity Guide today.

The article 9 Need-to-Know Tips for Buying Annuities... And Knowing When They're
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Regulators Eye Variable Annuity Sales
Advisers Are Paid Big Commissions But Too Often Don't Understand the Complicated Products
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Responding to customers' complaints, some states are putting a spotlight on how
financial advisers sell variable annuities—and the results aren't pretty.
Advisers are paid hefty commissions for selling annuities and, too often, are tripped up
by the details of the complicated product. Some firms have beefed up policies and PERSONAL SAVINGS
procedures to try to ensure proper use, and some advisers are skirting those rules,
regulators say.
One particularly troublesome area involves advisers persuading clients to liquidate
one variable annuity to buy another, say regulators in lllinois, Florida and Popular Now e
Massachusetts. Investors may think they are getting a better product with better terms, ARTICLES
but they can be hit with large surrender fees and tax bills. 1 o NFL to Coldplay:
Pay to Play Super
you really have to justify it," says Bowl -
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When an adviser recommends an annuity switch, "you really have to justify it," says
Tanya Solov, director of the lllinois Securities Department. Her department is pursuing
26 variable-annuity cases against firms ranging from bank-owned national brokerages
o independent broker-dealers.

In June, the state ordered LPL Financial Holdings Inc., (LPLA +0.32% ) the country's
argest independent broker network, to pay nearly $3 million for lax record-keeping on
annuity switches.

"We don't think LPL was unique," she says.

LPL is enhancing its procedures and training regarding variable annuity switches, a
spokeswoman for the company said. Ms. Solov noted that many firms have in recent
years laid down better policies and procedures for annuity sales, "but we see that
brokers] sometimes get around that," she says.

"This is a product that garners some significant commissions for the reps, so there is
an incentive to sell them," she notes.

Replacement of one variable annuity with another also is showing up more on
Massachusetts regulators' radar screens, said Brian McNiff, spokesman for the
Massachusetts Secretary of the Commonwealth.

Sold by insurance companies, variable annuities appeal to retirees seeking a future
income stream by offering periodic payments for life to the buyer, starting immediately
or at some later point. The buyer's money is invested in a mix of stocks, bonds and
money-market funds—and their performance can boost the payments. Annuity
contracts typically contain a variety of conditions that can make them unsuitable to
elderly investors, including big surrender fees when buyers want early access to their

| SI12 for 12 Weeks

Pay to Play Super
Bowl

Gaming No Longer
aMan's World

@ Rise of the Five-
Figure Bicycle

Dads' Housework
Inspires Girls

@ Opinion:
Ferguson and
America's Racial
Fears

VIDEO

1

Five Reasons
Americans Are So
Unhappy

w3 Annuity_Investing. Variable Annuities x8 | £ Power Options

@ .l

7:28 AM




image30.png
2 a
%
&

QG) B it/ /wvnemarketwatch.com/story/how-false-optimism-sells-annuities-2014-07-15 )

File Edit View Favorites Tools Help

(B How annuities profile potentia ‘. How false optimism sells an... X ‘

Home News Viewer Markets Investing Trading Deck Personal Finance [EECIEUSHY Economy Industries  Login

scommens [ @B E B = @ Waichis Rolvance

If the ad doesn't say the word annuity ...

If you ever needed proof that the indexed annuity
industry is unregulated, then you haven't been
on the Internet, watch cable television, or listed
to the radio. If that's the case, then consider
yourself fortunate.

The current advertising trend in the indexed
annuity world is to never, and | repeat never,
mention the word annuity. And if the ad does
happen to mention the word, it happens after
high percentage numbers have been flashed
across the screen to attract anyone with a pulse
to at least pay attention to hear more. These
vague promise ads would never be allowed in
the securities industry, and if they were tried, the
perpetrators would be severely punished.

Not so in the indexed annuity world. Carriers
love premium, and have turned their heads in
unison as they accept middle America's hard
earned money into these strategies. States
regulate annuity sales, which explains why the
annuity promoters have matriculated to national
platforms that aren't overseen or enforced.

I've grown tired of contacting state insurance
departments, with nothing happening to stop this
type of advertising. They obviously aren't
interested in cleaning this mess up, and | guess
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While some violations of sales practices may be deliberate, many aren't, says Pam

Epting, the director of the Division of Securities in Florida's Office of Financial

Regulation. They happen because advisers fail to grasp all of the complexities of

selling, buying and using variable annuities, she says. 2 %{;&:‘;‘;ﬂ,‘ﬂ_

Too often, "the representatives who are selling these are less than fully apprised or Digits

educated on the products, and therefore they don't relay all the information to the

consumer,” she says.

In one such case, a broker with Wedbush Securities Inc. was fined $5,000 last year for 3 fttg:ﬁgi;aﬁ};?:nlzllﬂm

recommending that his 84-year-old client liquidate a variable annuity, costing the client Competition

about $24,000 in taxes. The investor "was not prepared for that, neither was the
adviser," says Lee Kell, the bureau chief of enforcement in the Florida securities
division.

The adviser, Steven Shrago of Sun City Center, Fla., reimbursed the client for the tax
bill, admitting that he wasn't aware of how much the annuity had gained in value,
according to a regulatory finding. Reached by telephone, he declined to comment on
the case.

In another case last year, the Florida regulator ordered New York-based firm Prime
Capital Services Inc., two of its brokers and a supervisor to pay almost $200,000 in
fines and restitution to clients because the two brokers in Nokomis, Fla., were
deducting invest-management fees from their annuities. The insurance company that
issued the annuities considered those deductions to be premature withdrawals, which
negatively affected future benefits. The brokers didn't know the deductions would hurt
the clients, according to the complaint.
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issued the annuities considered those deductions to be premature withdrawals, which — " - -u—‘

negatively affected future benefits. The brokers didn't know the deductions would hurt

the clients, according to the complaint.

A spokesman for Gilman Ciocia Inc., the owner of the now defunct Prime Capital,
declined to comment.

In recent years customer complaints about annuity transactions have risen, making it
the third-most arbitrated product in the Financial Industry Regulatory Authority's
dispute resolution system in recent years.

Insurance companies that design, underwrite and market annuities have tried to find
ways to simplify their design in recent years, loading on fewer complex riders. But they
still require a careful examination by advisers and users alike.

At a Finra conference in May, Tom Horack, the chief compliance officer of John
Hancock Financial's (BTO +0.04% ) broker-dealer unit Signator Investors Inc., noted that
advisers need to make sure the product is fully understood, particularly by older
clients.

"Don't ask the person whether they understand it, because they say 'Yes," he said.

"But ask them to explain it back to you."

Write to Matthias Rieker at matthias.rieker@wsj.com
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Chances are good if you're at retirement age or close to it, you've been pitched
annuities. You may have gotten a mailer promising free dinner to attend a "retirement
seminar." Or, you've seen TV ads with senior-age celebrities touting products with
improbable returns. Or, you may even have received a phone call from somebody's
nephew who just became an expert financial advisor and is offering a once-in-a-
lifetime opportunity.

First, a reminder. There are many good agents who sell good annuities every day to
thousands of satisfied customers who really do sleep well at night. The right annuity
plan is nothing like snake oil, and it's usually easy to understand when it's explained
well.

I'm here to tell you: If it sounds too good to be true, it probably is. Here are two G R A C E P 0 I N T

examples of what I mean. art Mystery Event
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"I definitely need more income than Social Security will pay me. And, I'm
embarrassed to admit this, but I needed it to start yesterday. So I spoke with an
advisor who told me to purchase an indexed annuity instead of an immediate
annuity because the rates were too low. What do you think?"

be because bond interest rates are near 30 year lows, but it's still the right choice. In
fact, if you want income now, it's truly your only choice. Although it may be

immediate annuity will always beat any other annuity. It turns out that indexed
annuities pay much higher commissions to the agents than immediate annuities

which may account for some of the bad advice.

1

"With interest rates so low, I'm really interested in my agent's recommendation.

m She showed me an 8% hybrid annuity. It has a maximum growth cap of 18% a

year and it's guaranteed not to lose money. If the S&P goes up, so will the rate,
and we can change to a fixed interest rate at any time. With no fees and an 8%
bonus to buy, how could this 15-year annuity be a bad idea?"

Everybody is trying to sell equity-indexed annuities these days. The pitch sounds so

type of return quoted for this type of annuity has never happened. Ever.

| ™ CAMy Webs\rwpfs - . || w8 Annuity Investing.do... || € Annuity Mumbo Jum... | X2

0% Inbox - t4money@o.

good. No less than 18%! Who wouldn't be interested? It turns out that your agent did
some clever math, and while it wasn't technically a fib, it is a terrible distortion. That

It's true, the payments from an immediate annuity are lower today than they used to

surprising, for income-now needs, the contractually-guaranteed payment from of an

Annuity Mumbo Jumbo - Fa x‘ ‘

MOST POPULAR

Geneva Robinson, Oklahoma City
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A Witch And Abusing 7-Year-0Old Girl

Couple Who Allegedly Had Sex On
Murdered Bodies 'Couldn’t Get Off'
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In reality, you should plan on a 2% to 5% return with a hybrid or equity-indexed
annuity. Similar rates are paid on an immediate annuity. You should also understand
that it's likely you will not realize the upfront bonus until the tail end of your policy.
Most aren't payable until the policy has run its course - in this case, 15 years. Finally,
3 this type of annuity always comes with fees. If you are told otherwise, hang up the

phone.

For those of us who deal in real annuity solutions for real customers, it's difficult to
3 listen to some of the misinformation that our customers have been told. It can also be
challenging to sell realistic expectations after someone has heard "18%!" We all want
to hear great news about ways our money can grow, but the only way to keep your

0 money safe is to keep it real.
‘Whether you buy from an expert two miles from home or halfway across America,
you're encouraged to pick up the phone to check out the truth of any annuity sales
1 promotion you hear. If it's bad information, honest ones will tell you. No pressure, no
w unwanted callbacks, and no confusing details.
Information for this article was derived from an interview with Hersh L. Stern, CEO
U of ImmediateAnnuities.com. The content is being used by permission and I've taken
no investment position with Hersh or his firm.

[t] Follow David Goehst on Twitter: www.twitter.com/dgoehst
& MORE: Equity Indexed Annuities, Annuity, Hybrid Annuity
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Consumers Beware: The Truth About Life
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Financial Aid
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There are so-called college advisors lurking at college aid nights at

high schools across the country who are really just insurance agents

aiming to sell unsuspecting parents life insurance and annuity

products on the claim that it will get them more aid for college. Some

of their claims and practices border on outright fraud, so consumers v
beware. They are not offering college funding advice. They are Next Post
peddling “product commission advice.”

With that said, there is a time and place for almost everything in life,

and sometimes for college funding purposes life insurance can be a

perfectly suitable and prudent option. That is not the problem here.

The problem is when these so-called advisors recommend annuities

and life insurance when it is totally unsuitable, often justified with smoke and mirrors
financial aid half-truths.

Here are two reader comments asking for clarification on annuities, life
insurance and financial aid that are glaring examples of bad college advice.
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Do the colleges distinguish between fixed and variable annuities in the student’s name? T
understand FAFSA doesn't require stating any annuities. What about the CSS? Or any of the
methodologies. An advisor said it was better to put our daughter’s UGMA accounts into fixed
(particularly equity index annuities) vs. variable, and I cannot find any support to this. He
insists that more selective colleges will ask about variablJand possible consider this an assist.
Why would they ask about variable more than fixed? What are the rules about disclosure of any
annuities, fixed or variable on the CSS? Many thanks for any clarification!

Does college savings have any effect the award of merit aid for a student? We are in the process
of preparing my son to go to college next year and have hired a college planner to help in the
process. By and large we are happy with the services provided, with one exception. She is trying
to get us to cash out our 529 plan and invest in a whole life insurance policy, telling us that
sheltering this money will help him get more merit aid. We are not eligible for any need based
aid.

v

Next Post

Ladies and gentlemen, this “advice” is not only highly incorrect, it is an intent to
mislead these good parents in the hope of making a sale and a commission.

‘What College Funding Advice Should Be

College funding advice should be about your family’s best strategy to

maximize financial aid eligibility and tax savings in the process of

paying for college, so that you can preserve as much of your hard-

earned assets and income for retirement and other purposes. Even if

you can write the check for sticker price at the college of your child’s

choice, you would probably prefer to know if there is anything you

can do to reduce your out-of-pocket cost, and pay that cost as wisely

and tax-efficiently as possible. Right? v
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You are not alone, and that healthy desire to be a good steward of the

resources you have is what leads most parents to college aid nights and college
advisors. You are right to go and seek advice, especially if your own financial advisor
doesn’t know much about college funding and may not have offered any advice beyond
how to save for college. So let’s set the record straight on saving for college, life
insurance, annuities and college financial aid.

Know The Financial Aid Rules On Life
Insurance and Anmities Before You Buy

How Annuities And Life Insurance Are Treated On The FAFSA and CSS
Profile

Sometimes having money in your child’s name is not bad, but at other times it can
definitely lower the child’s aid eligibility. So when parents or their child have saved for
college (or anything else) in the child’s name, they are sometimes advised right before
the child goes to college to cash out the child’s existing accounts and put the money
into an annuity or life insurance contract because those types of accounts are not
reported on the Free Application For Federal Student Aid, the FAFSA. Annuities,
however, are in fact counted as an asset on the CSS Profile, the other aid form that
about 200+ colleges, mostly private, require in addition to the FAFSA when assessing a
student’s eligibility for their own institutional financial aid dollars.

v

Next Post
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‘planning o pay for This is important because the information on the FAFSA and the

college. CSS Profile is used to determine the student’s expected family

R contribution (EFC) toward the cost of college, and a college’s cost of *kkk Kk

e o attendance (COA) — the student’s EFC = the student’s eligibility for

OOO@  necdbased financial aid. Knock out

000 So, while it is true that life insurance cash values and annuities don’t sluggish
need to be reported on the FAFSA, as previously stated, non- performers
qualified annuities are counted as assets on the CSS Profile. 0
Therefore, the annuity approach “might” work to qualify for federal with our

3 student aid, but definitely will not work for all colleges’ institutional Morningstar-rated
comers aid dollars (ie. The “good stuff” — grants and scholarships that don't [ —
need to be repaid).
J
Your Income May Disqualify You For Financial Aid * Kk kk ok
+Folowconmens  regardless OF Where Your Assets Are v
share Loarn More Next Post

More importantly, and as often is the case at most state universities,
if the parent’s income is too high to qualify for need-based financial
aid anyway, then moving the child’s assets or parents, into life
insurance and annuities won't help the child qualify for aid.

For example, if the expected family contribution (EFC) is $25,000
per year and the child has $20,000 in her savings account, then 20%
of the child’s $20,000 is adding $4,000 to the family’s $25,000 EFC.
So if the family puts the child’s assets into an annuity so that they
won’t be reported for aid purposes, the family’s EFC will drop from $25,000 to
$21,000 per year. However, if the child stays in-state and attends a state university that
SR costs $19,000 per year, the cost will be less than the family’s EFC and the child still will
 covesmences owore  mot qualify for need-based aid.

Investing.do. il ) 922AM
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the cost of the college is say, $30,000 per year and the family’s EFC is
$25,000, then the student will qualify for $5,000 in aid to begin with, and by moving
her assets into an annuity she will qualify for $9,000 in aid at colleges using the federal
methodology because her EFC will drop by $4,000 per year because the $20,000 in

assets are not being counted at 20%.
However, if the family needs her money to pay for college, then it will show up the next

year as a distribution from the annuity and the scheme backfires. Moreover, you may
have to pay penalties to get out of the annuity. Furthermore, even if the student does
qualify for $4,000 more in need-based aid by stashing the assets, the college may
merely “All” that additional $4,000 of financial need with a Stafford loan that has to be
repaid, or worse, may not fill that need at all; there’s no guarantee on what you will get
at most colleges. So what have you achieved in the end?

There’s a time and a place for most things, but stashing the money X
from your child’s savings account, or your own, into an annuity is 14.2% 2013
often not advisable, especially when: 1) here are limited other Annu |ty Return

sources of funds to pay the family’s share of college costs, 2) there
are other ways to soundly reduce the impact on aid eligibility, 3) it
doesn’t work at colleges that require the CSS Profile form in addition ~ Best Annuities for 2014

onlineannuityrates.com/TopAn.

to the FAFSA, and 4) not knowing what form of aid, if any, the Revealed. Get the Details
student will receive just because the child may technically qualify for ~in our Free Report.
it.

Not All College Advisors Are Created Equal

To help you understand where I am coming from on this issue, which is the complete
opposite end of the spectrum than these so-called advisors, I think it is important to

have some background on me and how I think families should be advised on paying for
college. I have been specializing in helping parents determine their best strategy to pay
for college for over 22 years. While my focus has always been on college funding advice,

v

Next Post
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interested in cleaning this mess up, and | guess
have made the decision to deal with the eventual
problems when they happen.

*I own an 8% annuity’

This phrase is the epitome of the false optimism
that sells too many annuities and represents the.
hundreds of calls | get on a monthly basis where
the person claims they "own an 8% annuity” or
that they "get all the market upside with no
downside.” It's sad and tragic because the
contractual realities of the policy will always
supersede the dreams that the agent has either
promoted or let go uncorrected. By the way, the
8% number is typically an income rider that
cannot be accessed for anything other than
income, and isn't yield. The other pitch is used
by a large part of the indexed annuity agent
army.

Annities are simply transfer of risk products
that, in a perfect world, should be owned for their
contractual guarantees. A large part annuity
industry isn't on board with me on this view on
annuities, and has let me know loud and clear
their feelings. However, I think I'm right and |
stand firm that annuities should not be
purchased for hypothetical, theoretical,
projected, back tested, or potential return
scenarios.

Always own annuities for what they will do, not
what they might do. It's really that simple. v
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opposite end of the spectrum than these so-called advisors, 1 think 1t 1s important to
have some background on me and how I think families should be advised on paying for
college. I have been specializing in helping parents determine their best strategy to pay
for college for over 22 years. While my focus has always been on college funding advice,
Thave worked as a financial advisor, consultant, mutual fund company executive,
author, speaker and now advisor and blogger on this topic. My approach to providing
college funding advice requires a focus and a depth of expertise in four key areas:
College Admissions, Financial Aid, Tax Aid (tax-savings strategies) and Personal
Finance. What's more, you have to be able to understand how each of these areas
impacts the others, the many nuances of the college aid system, how taxes and college
financial aid play off of each other, and everything else that investment managers,
CPAs, college aid and admissions officials know, too.

No, that absolutely does not make me a know it all, but that is how to integrate all of
these areas into a best strategy for the family, which is what I do for clients and what I
help other financial advisors and firms do for their clients, too. That is my way of
providing the best advice I can, hopefully in total contrast to the best commission
approach this post is about. I thought you should know the difference so that when you
g0 to seek advice from an advisor you know there is a lot more to valuable college
funding advice than how to save for college and fill out the FAFSA. There are good
advisors out there, despite the bad apples.

Troy Onink is the CEO of Stratagee.com where he provides advice to parents seeking
their best strategy to pay for college and preserve assets and income for retirement.
Follow on Twitter @TroyOnink.
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There's an old saying that goes, "A rose by any other name would smell just as sweet." My take on this
is that it would also be just as thorny... and therein lays the rub (or stab, if you will).

In my industry there are very few products that have as much complexity or confusion about them as
annuities. Often maligned, sometimes revered, and rarely understood by either the buying public or
the registered reps who sell them, this class of assets s controversial to say the least. Unfortunately,
not all annuities are the same, but they have all been painted by the same thorny brush.

I should start by pointing out that nearly any time a media pundit, financial guru or registered rep
talks about annuities, they are referring to variable annuities. First offered in the early 1950s by TIAA-
CREF, they began gaining wide popularity in the broader market after the Tax Reform Act of 1986
changed the way mutual funds were taxed.

Prior to that, mutual funds were only taxed when the actual fund was sold, making them a great tax-
deferred growth vehicle. After the 1986 legislation, however, any transactions within the funds began
to be taxed.

To make matters worse, at that time capital gains were taxed as ordinary income rates, so people
would get a 1099 at ordinary rates every year, even if the funds they held lost money. Wall Street
needed a new way of providing non-qualified, tax-favored actively managed funds; hence, the push
into variable annuities.
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The insurance and investment industries were delighted to oblige. Insurance companies love, love, A
love VAs because they can charge high fees. And, unlike fixed annuities -- where they must reserve for

the entire amount deposited and are on the hook for the entire amount - with VAs they are not on the

hook for any of the money. All of the money goes into various market-based funds.

The investment industry loves them as well, as they too can charge relatively high fees and have a
captive clientele that is trapped by surrender periods and high surrender charges.

And, of course, the brokerage community also loves them because of the high commissions they
generate.

Take just one leading VA from a highly rated company that we run across quite often. This contract
has a fee structure that includes the following: Mortality and Expense, 1.65 percent; Guaranteed
Minimum Income Benefit, 3 percent; Death Benefit, 1.2 percent to 1.6 percent; Admin, 0.15 percent;
and Fund Management 0.57 percent to 2.41 percent. That makes the fee range for this one very typical
variable annuity 5.37 percent to 8.81 percent. In addition, this contract imposes up to 7.5 percent
surrender charges for early withdrawals.

Put another way, a person who invests $100,000 in this annuity and holds it to term (10 years) will
pay $53,700 to $88,100 in fees, whether or not they make any money. So we know why the industry
loves them, but why the buying public? How is the industry so successful in promoting these very
risky and very expensive financial products?

Because they are promoted as "safe money investment vehicles" with "guaranteed minimum rates of
return.” But they are neither safe nor guaranteed. Now I know I am going to get into trouble with
some of my peers for this, but the truth is often unwelcome. Here is the true story.

When you purchase a variable annuity, your money goes into mutual fund-like accounts called
"subaccounts.” These are very similar to mutual funds, and are usually actively managed. The funds
are often included in these contracts through fees paid to the insurance companies and passed along v
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When you purchase a variable annuity, your money goes into mutual fund-like accounts called
"subaccounts.” These are very similar to mutual funds, and are usually actively managed. The funds
are often included in these contracts through fees paid to the insurance companies and passed along
to you, much like the favorable placement popular soft drinks and salty snacks receive in endecaps in
supermarkets. The bottom line is, unless you put your money in the fixed account, it is at risk in the
‘market in often very expensive funds. In the meantime, the client is trapped in a contract that
provides very limited investment options — and paying a premium for the privilege.

But people buy annuities for their safety and guarantees. So the insurance company adds options,
called riders, for which it charges to make them safer. Things like the "Guaranteed Minimum
Withdrawal Benefit" and the "Death Benefit" mentioned above.

So you end up with an unsafe product made "safer" (They aren't really. It's a lot of smoke and
mirrors... but that's for another day) with a lot of bells and whistles for which the insurance company
is delighted to charge. And you go to bed at night sleeping like a baby while the insurance company is
laughing all the way to the bank.

Istarted this column with the famous rose quote. Of course my point was "an annuity by any other

name...." The truth is there are annuities that can work very well for retirement and income planning.
Annuities that are truly built on safety, that can leverage your money and provide income for the rest

of your life, with true safety and low, if any, fees. Stay tuned to next time for more.

"Free Money Guy" Stephen Kelley can be heard along with co-host Mark Perkins on the Free Money

Radio Hour at 9 a.m. every Tuesday and Wednesday morning on 1590 AM WSMN in Nashua, and

Sundays at noon on 980 WCAP in Lowell. In addition, Steve is heard weekly on the nationally

syndicated "America Tonight" with Kate Delaney, and is author of the book, "Safe Harbors That Can

Reduce Taxes, Remove Risk and Protect Your Retirement." His financial planning practice, Safety

First Financial Planners, is at 33 Main St. in Nashua. He can be reached at 603-881-8811. v
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There's a lot not to trust about annuities

Published: Dec 10, 2014 12:55 p.m. ET

By
STAN
HAITHCOCK

Stan The Annuity Man is
an annuity specialist and
nationally recognized
annuity critic. Stan is the
author of the highly
acclaimed book, The
Annuty Stanifesto. With
over 25 years of
experience in the
financial services
industry, he has
developed unique
proprietary annuity
strategies that have
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strategies that have
been adopted
throughout the annuity
industry. Stan The
Annuity Man specializes
in providing clarity and
bestfit annuity options
customized to deliver
the guaranteed portion
of your portfolio. As an
independent (non-
captive) annuity
resource, he focuses on
asset protection and
solutions for lifetime
income, legacy, and full
control long term care.
Stan The Annuity Man
has been called the
national consumer
advocate for annuities,
and he speaks across
the country about how
annuities should
properly work within a
portfolio. Stan The
Annuity Man lives in
Ponte Vedra Beach,
Florida and has dlients
nationwide. You can

(k) to an IRA

Annuities are contracts between you and the issuing carrier. FINRA fines 10 firms
M $43.5 million for equity

Unfortunately, there are many sales distractions along the way that prevent people analysts offering

from making a truly informed decision. It all comes down to trust. favorable research
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[Wnats the market doing? < |
Make a trade now
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NEW Active Trader Pro’ | P2 less to invest at
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. Get 150 free trades at
Don't trust the advertisement _ OptionsHouse

With annuities regulated at the state level, annuity promoters predictably turn to

national advertising so the sales message can go unchecked and unregulated. The

vast majority of TV, radio, and Internet ads pitching annuities are designed to

manipulate and convince people of a too-good-to-be-true product that doesn't

exist. As my friends Nathan Bachrach and Ed Finke of the Simply Money radio show v
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stantheannuityman.com.
Don't trust the seminar presentation
STAN'S
LATEST POSTS Even though groups like AARP have started sending their own spies into annuity
POWERED BY seminars to combat elder abuse, these free food events still happen nationwide and
Skyword the after meal sales presentation is whatever the agent wants it to be. If you can't

resist going to these annuity dog and pony shows, make sure to only swallow the
food and not the sales pitch.

Don't trust hypothetical return scenarios

With variable and indexed annuities representing the majority of annuities sold, the
sales message typically focuses on non-guaranteed return scenarios. Proposals
numbers can look fantastic on paper, but have nothing to do with the contractual
guarantees.

Always have the agent run any proposal at the policy's worst case scenario, and
make your decision solely on that number.

Don't trust the sales pitch

Regardless of how you are trying to be persuaded, don't place any value in that
sales message. If you want the unbridled truth, call the issuing carrier without the
agent in the room. Internal customer service people at annuity companies have only
one agenda and job description, which is to tell the truth about the contract in
question.

w3 Annuity_Investing.do.
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If the agent said something about the annuity that sounds great, then call the
annuity company. During the Cold War, the phrase "trust but verify" was used to
make sure that words actually backed up deeds. With annuities, drop the trust, and
only focus on the verify part of the equation.

Don't trust the agent or adviser

I don't care if your sibling, cousin, frat brother, or fellow church choir member is the
agent recommending the annuity, no one can be trusted. Yes, that includes me as
well, even though | am proud to point out that | only show contractual guarantees

to my clients. It's all about the contract.

Never depend on the agent as your sole source for information. Every purchased
annuity policy has a free look period that allows you to fully examine the contract
and get your money back without question. Each state has different free-look time
frame, and the policy will spell that out when delivered. Take advantage of the free

look, because it's there for a reason.

Contracts never lie

Whatever is going to happen with your annuity can be found in the policy that is
issued by the carrier. There are no surprises, secrets, or hidden gotchas in the
contract. Nothing is over hyped or bullet pointed in the policy. There are no
hypothetical, theoretical, projected, back-tested, or hopeful return scenarios in the

annuity contract. It is what it is.

The annuity policy is the truth, and the contract never lies. With annuities, that is the v

w3 Annuity_Investing.do.
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The annuity policy is the truth, and the contract never lies. With annuities, that is the
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only thing that you can count on.
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‘Just the facts’ on when to take
Social Security

What worries Americans about
retirement

How annuities can provide a secure
retirement withdrawal strategy

WE WANT TO
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COMMENT

Stan The Annuity Man is an annuity
specialist and nationally recognized
annuity expert and is the author of the
highly acclaimed book, The Annuity
Stanifesto. With over 20 years of
experience in the financial services
industry, he has developed unique
proprietary and trademarked annuity
strategies that have been adopted
throughout the annuity industry. Stan
The Annuity Man specializes in
providing clarity and bestfit annuity
options customized to deliver the
guaranteed portion of your portfolio.
As an independent (non-captive)
annuity resource, he focuses on asset
protection and solutions for lifetime
income, legacy, and full control long-
term care. Stan The Annuity Man is a
frequent contributor on the subject of
annuities on MoneyShow.com, and
speaks across the country about

4money@o. w3 Annuity_Investing.do.
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Insurance companies have the perfect ‘heads I win, tails you lose’ game in the Most Read on Forbes
fixed annuity business. It’s very profitable, and few consumers understand the

how the rules are stacked against them. )

First, a quick review about annuities. They come in two general flavors,
variable and fixed. Variable annuities are merely an insurance company
wrapper around a pooled investment account similar to a mutual fund. The
return is entirely dependent on the earnings of the underlying investment
pool.

The fixed annuity is somewhat like buying a CD. The insurance company

declares a rate that they will pay, and the investments are a general obligation
Great Speculations v

of the company. The company invests the funds in one or more bond
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portfolios, but the return is only loosely related to the performance of the
bonds. The actual return to the investor may be more or less than the
performance of the underlying portfolio, especially in the short term.

L6,

Playing With
Active Money
Managment Is A
Losing Game

Frank Armstrong ITT
Contributor

Getting Over
Index Investing

Both variable and fixed annuities are usually sold as
general investment vehicles with tax deferral until
the funds are withdrawn. Under current tax law,
this tax deferral is of very limited value.

The contract holder always has the right to convert
his account into a lifetime income (annuitize the
contact). However, in real life, few actually do. So
we will confine our discussion of the deferred
annuity.

Let’s agree on a few simple concepts:

-Insurance companies cannot long pay out more
than they earn on the underlying bond portfolio.

-Insurance companies have no particular edge in
the bond market. Indeed, the overwhelming

R (2 o

a

Great Speculations' contributor page is devoted to
investing ideas that will help make you wiser and
richer. Most articles will contain actionable advice.
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Is The Iraqi Dinar Worthless Paper Or Maker Of
Millionaires? 396,492 views

The Next Financial Crisis Will Be Hellish, And It's
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Apple Were Right All Along With HTML5
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-Because the business is highly profitable, and the
product difficult to sell, insurance companies pay
obscenely high commissions. These commissions
are just the right incentive for highly motivated
product salesmen, but may not lead to appropriate
recommendations for consumers. It’s not an
accident that objective, fee-only advisors hardly
ever recommend annuities, while commissioned
sales people seem to love them.

-Commissions, administrative costs, and insurance
company profit all reduce the net income which the

insurance company can pay out to the policy owner.

In plain English, this means that the return to the
investor must be considerably less than the
insurance company earns on the bonds, which in
turn is usually less than the market rate.

‘Why China Is Really In Big Trouble 51,474 views

MORE FROM GREAT SPECULATIONS

Who Just Made a Billion Dollars?

Our Real-Time Billionaires scoreboard tracks
the biggest holdings for 50 of the world’s
wealthiest people.

See who's up & who's down right now »
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— With that in mind, how do insurance companies
.. actually sell this stuff, and what is likely to happen

Relax In Your post sale to the consumer?
Rocker, Snack On . .
R To lure consumers, insurance companies generally
Cracker Barrel's o
. offer initial interest rates that are above market for
Tasty Dividend

a limited period of time, typically one year. These
| Jon oot initial rates are often represented and illustrated as
what the consumer can expect over the life of the
contract. High projected rates sell contracts. And,
after all, they are only estimates.

Once the initial guarantee expires, the contract begins to pay out the “current
credited” rate. This current credited rate is whatever the insurance company
decides to pay, limited only by a “guaranteed” rate contained in the contract.
As we will see later, this rate may not be set exclusively with the client’s best
interest at heart.

Very few insurance companies pay the same credited rates to all annuity
holders. Most segregate the contracts into groups by purchase date, and
invest the funds for each group in a separate pool of bonds. As a result getting
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complex than it might appear to be.

If the contract owner is unhappy with the current rate, he typically is faced
with stiff surrender charges which deter him from withdrawing funds from
the contract or switching to another insurance company offering higher rates.
Surrender charges can lock the consumer into the contract for quite some
time, often running for seven to ten years. The annuity contract looks a lot
like the roach motel, once you are in, you don’t get out.

Surrender costs exist, among other reasons, to insure that the insurance
company has the money long enough to repay themselves for the outlandish
commission they paid the agent to acquire the contract. Between the
expiration of the initial rate and the end of the surrender charge period the
consumer is at the tender mercy of the insurance company. Long personal
experience has convinced me that this is not necessarily a good place to be.

Let’s look at how this might play out based on my observations over a long
career.

Scenario 1: Today, interest rates are low throughout the economy. You
check CD rates with all your local banks only to find that the best rate
available is 2%. So, when an eager young man offers you an annuity with a 6%

e e

g
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The disadvantages of annuities

Mike Arie 21 hrs ago

B £ ]in]

Last week we reviewed some of the features of an annuity including some of the advantages of an
annuity.

This week we will discuss some of the special features that may also create some of the disadvantages.

As noted last week, a basic simple annuity is simply an investment for which another party promises to united problem solvers= |

pay a fixed amount to the investor for the balance of his life.

FIND &4

Coupon Deals

Built upon this basic concept, however, are all of the “bells and whistles” that can add significant expense
to the investment and therefore result in a very low return. High expense and low return become the

primary negatives with an annuity. Newspaper Ads

Often this disadvantage is effectively hidden by the “hype” associated with advantages such as the ngmsim inc.

following: ml MULINIX OKC KELLER WILLIAMS REALTY

Sunoco Logistics
TOWN OAK IV

1. A “guaranteed” minimum on return in the terms may provide that the annuity will pay a minimum of two

percent (2%), for example.

However, in response there may also be a “cap” imposed to limit the return to a maximum amount. This Week's Circulars

iventureviews isadvantages o. ly Webs\rwpfs - H nnuity_Investing.do. @ A 624 AM
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rate, it looks pretty good. Somewhere in the conversation there is a strong
implication that you can count on that 6% forever. But let’s suppose that a
year later interest rates in the economy have gone up to 7%. You are shocked
to find that your credited rate has dropped to 4%, just barely above the
minimum contract guarantee rate of 3%, but still far short of the rates the
bank is offering. Faced with a 10% surrender fee, you grumble and cave in.

The insurance company’s problem is that the long duration bond portfolio
purchased for you is now greatly reduced in value due to the higher interest
rates. Few companies will refinance because they have locked in favorable
rates with their bonds. So, the insurance company is faced with capital losses
in the account and very little chance to roll the bonds for higher returns.

Wait. It gets worse. New contracts are being offered to new purchasers at an
8% rate. However, you are stuck with a rate of only half that amount. The new
contracts are invested in a new pool of bonds at considerably higher coupon
rates. Of course, the insurance company could “blend” the credited rates, but
the marketing department would never stand for that. If they can’t offer new
purchasers a higher rate than the banks and other insurance companies they
won’t get any new business. So in this case the interests of existing contract
holders are sacrificed so that the company can attract new business.
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Scenario 2: You retire during a period of high interest rates and after a long
period of stock market disappointment in 1980. Your local annuity salesman
is very pleased to point out that their fixed annuities have for an extended
period outperformed the S&P 500 with no risk! Moreover, they can offer you
a 16% guaranteed rate which should be locked in for the long haul. A very
quick calculation shows you that you can be living in tall cotton with a 16%
return and almost no downside.

Unfortunately, interest rates don’t stay high forever, and when they started
down, the bond portfolio that backed your annuity was not so slowly eroded.
Companies with outstanding bonds called them and issued new bonds at
lower rates. Today, your contract is paying somewhere between 2 and 4%,
depending on the company’s minimum contract guarantee. Your income is
somewhat below a quarter of it’s its initial amount and times are tough. You
have sold the vacation home, the boat and the RV, dropped out of the country
club, and applied to McDonalds and Wallmart.

These results naturally flow from our earlier agreed upon concepts. At the end
of the day, insurance companies invest in a bond portfolio, keep a large
portion of the return and distribute the rest to the contract holder. There is no
magic that insurance companies can do to enhance long term returns on a
bond portfolio, and given the costs involved most investors would be far
better served to invest in a short-term, high quality bond index fund.
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have sold the vacation home, the boat and the RV, dropped out of the country ~
club, and applied to McDonalds and Wallmart.

These results naturally flow from our earlier agreed upon concepts. At the end
of the day, insurance companies invest in a bond portfolio, keep a large
portion of the return and distribute the rest to the contract holder. There is no
magic that insurance companies can do to enhance long term returns on a
bond portfolio, and given the costs involved most investors would be far
better served to invest in a short-term, high quality bond index fund.

Next time some eager young salesperson offers you an annuity, just say no!

Frank Armstrong is the founder and principal of Investor Solutions,

a Miami-based NAPFA fee-only registered investment adviser with more
than $550 million of assets under management. He has more than 38 years’
experience in the securities and financial services industry and has published
four books and hundreds of articles on investments and retirement
planning.
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The big claim for variable annuities has
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always been that they allow investors to JameswWoodCadillac.com

Scott Burns

invest and watch their money grow, tax-
deferred, until they need it. The basic
idea is that you can avoid paying at a
high tax rate now and pay at a lower tax
rate later, probably when you are
retired.
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T R Sounds good, right?

Unfortunately, what seems to be a good
idea doesn’t work in practice, largely
because of fees. Nothing shows this
more clearly than results over the last
decade. In a sense, investors got hit with a double whammy: low returns and

BILL UTTE high fees.

UTTERLY AFFORDARLE « SINCE 1956

How could low returns matter, you might ask? After all, low returns were
universal. Whether you chose mutual funds, exchange-traded funds or variable

annuities, if you invested in domestic common stocks, you got low returns by
historical standards. Connect

Facebook > Ry Text Alerts >
Like us . News updates
insurance costs of 1 percent to 1.25 percent. So in a period when domestic

stocks provide a historically normal return of 10 percent to 11 percent a year, the ﬁ Twitter > . RSS >
f « » : Follow us Stream us
cost of the insurance “wrapper” that provides tax-deferral would take about 10
percent of the return. Have a really good period — such as the 1990s — and the . Newsletters >
insurance cost burden is less. 778 Email news

The problem is that the fees work like the tax you're trying to defer. According to
the Morningstar variable annuity database, a typical VA contract carries n

But the fee burden becomes punitive in a low-return period. Over the last five
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years, for instance, the return of the Vanguard Total Market Index (a proxy for all
U.S. stocks) was 2.18 percent a year. So if you were investing via a variable
annuity with an insurance expense of 1.1 percent a year, the cost of the
insurance wrapper was a whopping 50 percent of your return. That's higher than
the highest of our new tax rates.

So you've paid 50 percent of your return just to get tax deferral on what's left.
And it would have been a bit worse if you had invested in the Vanguard 500
Index (a proxy for domestic large-cap stocks) because it returned less. Over the
last five years its return was 1.57 percent, indicating that a 1 percent insurance
wrapper cost would have taken 64 percent of the return.

To make matters worse, the return of the average domestic stock fund or the
average balanced fund was lower than any of the index returns over the last
one-, three-, five- and 10-year periods.

At this point, the “yes, but” sales crew would like to object. “Yes, but — you're
talking about an index versus the merely average VA domestic stock fund. You
could have done a lot better with an above-average managed fund.”

Yes, you could have — but the odds are greatly against it. Over all four time
periods, the worst performance by either the S&P 500 fund or the Total Market
fund was when the Vanguard 500 Index ranked 606th against 3,051 variable
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annuity funds over the last year. In other words, the worst either index fund did ™ You are not connected to {]
was to beat 80 percent of its variable annuity competition. .
® Retype the address.

Much the same happens when you examine the performance of variable annuity
balanced funds against the Vanguard Balanced Index fund, a proxy for traditional ® Go back to the previous p4
60/40 balanced portfolios. The index fund beat 90 percent of its VA competition
over the last three-, five- and 10-year periods. In 2012, it was disappointing. It Most likelv causes:

beat only 50 percent of its variable annuity competition. a“ usn

As a practical matter, while these figures are yet another example of why
Sell your items in pri

and online with a FREE
NO HASSLE & NO SHIPPING C(]

PLACE AD NOW

variable annuities are a product sold by the commission motivated, they actually
understate the superiority of avoiding fees and gimmicks through index investing.

What could make these performance figures worse? Taxes.

The return from a variable annuity is taxed, upon withdrawal, at ordinary income

rates. Those were just increased. Much of the return from a broad index fund,
however, will be taxed at the capital gains rate. That's now 20 percent, up from
15 percent last year. So index funds beat the tax-deferred variable annuity funds
before taxes ... and may beat them by still more after taxes.

Is there a silver lining in this dark cloud of variable annuity failure? Yes, but only
if you have a dark sense of humor.
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If President Obama continues to succeed with raising the tax rate on capital
gains so that it approaches the tax rate on ordinary income, tax deferral could
become something to value.

13 RAM 1500 CREW CAB SLT LONES

www.classicofdenton.com

888-717-4743

SCOTT BURNS is a principal of the Plano-based investment firm AssetBuilder
Inc. His website is www.scottburns.

com.

— Universal Uclick

Comparison

This table compares the annualized returns of two major categories of
investment funds over four different time periods ranging from the last year to the
last 10 years. In all periods, a simple, low-cost index fund provided a higher
return than its higher cost variable annuity competition.

1 year 3 years 5 years 10 years
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1 year 3 years 5 years 10 years

Domestic Equities

Vanguard Total Market 16.25% 11.18% 2.18% 7.83%
Vanguard 500 Index 15.83% 10.72% 1.57% 6.99%
Avg. Large Blend VA 13.98% 7.98% 0.21% 5.86%

Balanced Funds
Vanguard Balanced Index 11.33% 9.46% 4.14% 7.07%
Avg. Mod. Allocation VA 11.02% 6.77% 1.45% 5.50%

SOURCE: Morningstar Principia data for period ending 12/31/2012
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Annuity suitability law: Coming
to your state soon

BY TOM SULLIVAN, MELISSA CARD
DECEMBER 13, 2012+ REPRINTS
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In 2010, the NAIC enacted the Suitabilty in
Annuity Transaction Model Regulation to
promote consurmer understanding and help
address complexities and improper sales
practices in the annuity transaction process
The regulation requires insrers to establish
a system to supervise recommendations and
to set forth standards and procedures for
recommendations to consumers that result in
transactions involving annuity products so
that the insurance needs and financial
objectives of consumers at the time of the

transaction are appropriately addressed

States have urtil June 16, 2013 to adopt the regulation or a similar legislation that substantially meets or
exceeds the minimum requirements set forth by the NAIC in order to retain jurisdiction over annuity
transactions. Since that time,
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process of adopting this 3
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Such a cap can be statistically selected so that the issuing company will expect to “win” over the long

haul. The effect is to “rake off” the high returns, thus greatly reducing the return to you.

Often the security offered outweighs the loss in return, at least in the minds of the buyer. ;
Ve

Ul iR

2. Annuities can also offer a “guaranteed payout” so that the invested amount will be guaranteed to be HOVERIFORICIRCULAR
paid back either through the annual annuity payments or through a guaranteed “death benefit” if you fail

to live long enough to recoup your investment.

Projec

@R _Home Improvement ﬁ%
Again, from a financial standpoint, the terms can be carefully constructed by the company to insure that ® i k
5

they “win” financially, but the guarantee is a sufficient motivator to prompt the buyer to invest in this case.

You transfer much of the risk to the issuing company but in return they can reap the rewards of taking that

B =
risk. HOVER FOR CIRCULAR HOVER FOR CIRCULAR

3. Our discussion, thus far, has assumed payouts and returns that are fixed and within reason
predetermined. Another special feature that has been very popular is the “variable annuity.”

Such a plan does not provide a fixed return but provides you the opportunity to select investment options
such as mutual funds or stock funds to provide potentially higher returns. These can be advantages but
can be subject to high fees, fees that can be both direct in your annuity or included in fees imposed by the

PV Democrat Photos

manager of the funds.

Again, a minimum guaranteed return can be included but also a restrictive maximum cap can also be
included to restrict the benefits.

4. Participation Rate. Some annuities may also include a “cut” for the issuer; i.e. if the fund earns ten
percent (10%) in a given year, the issuer may credit you with only eight percent (8%), for example, an
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regulation or a more stringent form|
of this regulation for their state
The dties of insurers and
insurance producers may be
grouped into five key concepts
insurer responsibility, secondary
review, safe harbour, supervision
and producer training.

Secondary
Review

Insurer Responsibility-
According to the regulation,
insurers are ultimately deemed
responsible for the sale of a
suitable product that meets the
needs of a particular consumer
During the sale of an annuity,
insurers must ensure the.
consumer has been reasonably
informed of the features and benefits of the annuity, such as the surrender period, surrender charges, and

Supervision

Producer
Training

potential tax penalties upon sale. Moreover, insrers are wholly responsible for their annuity transaction review
process and are required to make the client whole in the case of unsitable transactions

In order to comply with these requirerents set by this regulation, insurers must establish a cormprehensive
prograrm to ensure annity sales are suitable for the customer and corrective action is taken when they are not
Insurers will be wholly responsible for supervising the effectiveness of the program, regardiess of whether
activities are performed ir-house or by a thirc-party. Moreover, insurers will need to determine if application of
the model regulation recuirements will be carried oLt across all states (highest cornmon denorminator) or if
insurer will take a state by state view to cornply. If an insurer is establishing requirements uniformly across i

states, consideration must also be given for states that deviate from the NAIC regulation (e.g., Florida and
«
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Secondary Review-Insurers must conduct a secondary review of all annuity recommendations and are
responsible for confirming that there i a reasonable basis that each annuity transaction is stitable
Cornpliance with the regulation is contingent upon establishing processes and defining parameters for active
onitoring of the annuity transactions. Insurers must identify resources (dedicated internal resources or a third-
party reviewer), establish reasonable compliance thresholds and outine review, approval, docurentation and
escalation procedures. If reviews are conducted electronically, insurers may use & rules-based engine that
establishes certain stitability thresholds to flag transactions that reqire additional review. As an exception to
the secondary review process, safe harbor provisions (identified in the next section) will apply if annuities are
sold by a broker-dealer and are already reviewed under existing suitability processes

Safe Harbor-Safe Harbor refers to the provision that a review conducted under EINRA suitabilty and
supenvisory rles meets the requirements set forth within this Model Regulation. It applies to fixed annuity
transactions in circumstances where the process is subject to FINRA's stitability and supervisory

reqirements. Insurers who rely on the FINRA-required broker-dealer suitability review for variable annities will
qualify for the Safe Harbor provision if fixed annuities are reviewed by broker-dealers under the same sitability
process. However, transactions falling within the *safe harbor” may stil be subject to further regulatory review by
the states. Insurers are responsible for assessing their specific fixed annuity programs to determine if the Safe
Harbor provision applies, and if such programs will reqire additional state review

Supervision-Insurers are recired to develop a supenvisory system within their moritoring and oversight
functions to review, identify issues, and take appropriate corrective action regarding annuity suitability
transactions. At rinimurm, annual reports must be provided to senior managerment identifying the results of the
monitoring and oversight performed to determine the effectiveness of the supervisory system. However,
insurers should develop additional periodic reporting and analyze results to enhance operational procedres,
producer training and the agent monitoring process.

If a third-party is utilized to perform suitability activities, the insurer must establish service level agreements and

‘
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obtain annual certification from the third-party representing that the outsourced activities are properly
performed. The insurer must also monitor the and audit the contracted third-party, which can be accomplished
through the establishment of periodic standards meetings, the development of monitoring reports for periodic
analysis and, where appropriate, the performance of planned and impromptu site visits

Producer Training-The Model Regulation requires insurance producers to have adequate knowledge and
training regarding annuity products in order to solicit its sale to consumers. New producers must at rinimum
complete a one-time, four-credit traifing course in order to be deermed knowledgeable enough to sell annuity
products. Existing produucers are also required to complete adequate training, but have a six-morth window
from the effective date of the regulation in order to do so and can still sell annuity products in the meantime
Brokers and insurers with internal sales departments must determine training requirements for the annuity
products they sell, including delivery methods, development or purchase traifing materials (ensuring
compliance with the model regulation requirements) and training delivery. Additionally, insrers must have a
syster in place to track their procucer's compliance with training requirements, and a control framework to
ensure that no annity sales occur prior to completion of training
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Conclusion-Are you prepared?

June 2013 is rapidly approaching, and annuity providers need to be ready to adhere to this new regulation. Itis
importart to remernber that it wil affect much more than the compliance function: sales and distribution also will
be sigrificantly impacted, new training programs will need to come into effect, and third-party relationships will
be subject to new scrutiny. Last but not least, management ulimately will be responsible for company
adherence to the new standards. Al of this will reqiire considerable preparation and at least some change in
culture. However, the risks associated with non-compliance-notably, regulatory sanction and reputational
damage-make readiness mandatory.

See also:
+ Selling annuities in a volatile market, part 1
+ Compliance matters

« Trust before the sale

«Previous Page 2 of 2
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UPDATED: 1/29/2012 12:20 AM
By GREG ROBERTS Columnist

1:36 Al Eustis Park residents feel vuli
unstable

134 Al Father of suspected cop killer
out

1:33 AM: Officer killed, suspect jailed
Early in my career, I worked for a lfe insurance company that manufactured and distributed the first

commercially available variable annuity in the United States. The first variable annuity was introduced
by the Teachers Insurance and Annuity Association, later known as TIAA-CREF. 12:44 All: - Members of community look fc

The company I worked for was the Participating Annuity Life Insurance Company and was later sold to to reach out to local youth
the Aetna Life and Casualty. The early iterations of variable annuities were nothing ike the products )

that are being offered today, since they contained none of the features that are available today, and S S e S
these old products were terribly expensive. The products that we sold had huge front-end expense
loads, along with hefty penalties for early surrender.

A variable annuity may be thought of as a mutual In memory

fund that has been wrapped within an annuity, R

since a variable annuity is a contract between the an y Og
purchaser and a life insurance company. Unlike

fixed annuities, the variable annuitant has

ADULTZ CARE SERVICES, INC. | jrvestment choices in the underlying funds that

While you manage your business

’ comprise the investment portion of the contract. r -
L 7467@ 2 % These funds may be managed by someone other | WE'Il help manage your mail.
than the insurance company, and often are wel- | Who has imefo woit o msi? O wory sbout Mot you. Ge
. Khown mutus! funds, The U7 S Youh o 3 e S e WM 34 Jou
& é e et vhe el s, A e Pk 3 e
oo Under federal law, a variable annuity is considered | o Wenepwi e sgics 50 s e convnt o you 1
to be a security, and is subject to more regulation
Call Today for a Free Consultation and oversight than other types of annuities. The UPS Stor
1028 Hayne Ave., SW + Downtown Alken | persons who sel variable annuities must have all
803.226.0288 required securities licenses in addition to a state = m g
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803.226.0288

required securities licenses in addition to a state
insurance license. Very importantly, if one is.
considering the purchase of a variable annuity,
the salesperson is required by law to provide that
person with a prospectus which sets forth all of the investment options that are available in the
contract. This prospectus also must contain a detailed breakdown of all fees, charges and other
expenses, along with a track record of all of the investment choices.

The fact that variable annuities are tax-deferred is very attractive. That means the annuitant/owner
pays no taxes on the income and investment gains from the annuity until any monies are withdrawn.
The owner of the contract may also transfer money from one investment option to another within
the variable annuity without paying tax at the time of the transfer. When money is removed from a
variable annuity, however, taxes are levied on the eamings at ordinary income tax rates rather than
lower capital gains rates.

Variable annuities charge various fees to cover the expenses of the issuing lfe insurance company.
One such charge is a mortality and expense risk charge and this expense is generally expressed as a
certain percentage of your account value, typically in the range of 1.25 percent per year. This charge
compensates the insurance company for the insurance risks it assumes under the annuity contract.
Profit from the mortality and expense risk charge may be used to pay the insurer's costs of selling the
variable annuity, such as the commission paid to your financial professional for seling you the product.

Additionally, there may an administrative charge that can either be a flat dollar amount or expressed
as a percentage of the daily net assets. So, if the average value in your variable annuity were
510,000, a 0.2 percent charge would represent $20. Moreover, the underlying funds wil charge
investment management fees that can range of 0.5 percent to 1.5 percent on an annual basis. Finally,
variable annuities will penalize an owner if monies are withdrawn too soon, and these charges
decrease over time and are known as surrender penalties. These surrender charges enable the lfe
insurance company to recoup the expenses it incurs in selling the variable annuity.

In next week's column, we will examine the taxabilty of variable annuities along with all of the modem
features that are now offered. Stay tuned because some of the additional features are very
consumer-friendly.

Got a finandial planning question for Greg? Email him at greg@lifesolutionsonline.net. Roberts is a
certified financial planner with 35 years of financial and estate planning experience.
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New York Life Insurance and Annuity Corporation
New York Life Flexible Premium Fixed Annuity

Summary

Date Of Birth: 05/19/1958

Name: Mike Fulford

Sex: Male
State: New York

Type Of Funds: Non-Qualified

Initial Rate Guarantee: 1 Year Guarantee
Income Tax Rate: 28%
Surrender Charge Schedule: 9 Years

Projected Guaranteed First Year Rate of 1.10%
Annity Assumed Intorest Rate of 1.10% Thereafter Guaranteed Rate of 1.00%
xu:"’::,‘,y Year Agel Promium Accum. Value | Surrender Value Accum. Value | Surrender Vaiue

1 62 $10,000 $10,104 50,467 $10,104 $9,467

2 53 $10,100 $20420 519,134 $20,400 $19,115

3 54 $10201 $30,952 520,002 $30,802 528955

4 5 $10,303 41,703 539,451 $41612 539,364

5 56 $10,406 $52676 $50,305 $52532 $50,168

6 57 $10510 563875 $61575 $63.667 $61.375

7 58 $10615 $75.303 73270 $75.019 $72.904

8 59 $10.721 $86.954 585,399 586,502 $85,034

2 60 $10.620 598,853 597,973 598,380 $97.504

10 61 $10,937 111,002 $111.002 $110415 $110415

63 50 $113457 $113.457 5112634 $112,634

68 s0 $119,836 $119836 | $118380 $118.380
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they “win” financially, but the guarantee is a sufficient motivator to prompt the buyer to invest in this case.

You transfer much of the risk to the issuing company but in return they can reap the rewards of taking that A
risk. HOVER FOR CIRCULAR HOVER FOR CIRCULAR

3. Our discussion, thus far, has assumed payouts and returns that are fixed and within reason
predetermined. Another special feature that has been very popular is the “variable annuity.”

Such a plan does not provide a fixed return but provides you the opportunity to select investment options
such as mutual funds or stock funds to provide potentially higher returns. These can be advantages but
can be subject to high fees, fees that can be both direct in your annuity or included in fees imposed by the

PV Democrat Photos

manager of the funds.

Again, a minimum guaranteed return can be included but also a restrictive maximum cap can also be
included to restrict the benefits.

4. Participation Rate. Some annuities may also include a “cut” for the issuer; i.e. if the fund earns ten
percent (10%) in a given year, the issuer may credit you with only eight percent (8%), for example, an
eight percent (8%) participation rate. This can obviously be a significant penalty.

The conclusion — there is no absolute answer as to the desirability of an annuity in your situation.
Selection and purchase is dependent upon your personal objectives. The analysis requires a balance of
your objectives for growth and risk versus the goal of security.

See a photo of ours you like? Check out our gallery

It is a fact though, that if you want guarantees from an annuity, there will be a cost associated with that and buy it here!

goal.
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New York Life Insurance and Annuity Corporation

Lifetime Income Annuity - Single Life

Income Summary

Name: Mike Fulford ‘Type of Funds: Non-Qualificd
Policy Date of Birth: 05/19/1948 Payment Frequency: Annual
Information Sex: Male Purchase Date: 05/19/2011
State: Oregon Income Payment Start Date: 05/19/2012
Premium Tax: 0.00% + SU3A57.00
Income Tax Rate: 28%
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New York Life Insurance and Annuity Corporat

Lifetime Income Annuity - Single Life
Income Summary

Annuitant & Name: Mike Fulford Type of Funds: Non-Qualified
Policy. Date of Birth: 05/19/1948 Payment Frequency: Annual
Information Sex: Male Purchase Date: 05/19/2011
State: Oregon Income Payment Start Date: 05/19/2012
Premium Tax: 0.00% Cost Basis: S113,457.00
Income Tax Rate: 28%
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Summary

New York Life Insurance and Annuity Corporation

Lifetime Income Annuity - Single Life

Income Summary (Continued)
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Tmpact of 3% Annual Increase on Life Only Payment Option
Bofors Tax
p——r— ax Froo Porllon of | Cumulative Anuaiized | Afiortax Annuaized
Annualized Income Incomo. Income.
Year 1 572179 5537839 572779 5562098
Year2 589062 5537839 s11.627 41 8575368
Years 56,078.61 $5.378.39 $17,70402 5588111
Year4 5625891 55.378.39 52396203 601236
Your s 56.426.68 $537830 33040061 5614758
Your & 5664008 $5378.39 53704969 3520681
Yoar 7 5683928 3537830 $43.888.07 843023
Your & 57,0443 3537830 $50933.43 3557795
Years 57.25578 $5:378.39 $59.189.22 873012
Year 10 747348 3537830 $6506268 5688684
Yeor 11 5789768 $5:378.30 57336034 5704826
Yoar 12 5792859 3537839 58128893 §721453
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Lifetime Income Annuity - Single Life
(Continued)

Income Summary (Continued)

Impact of Tmpact o 3% Annual ncrease on Life Only Payment Option
Annual Increase Before Tax
Option po——— Tax Froo Porton of | Gumulative Annuaiized | Aflartax Annualized
Summary Annuaized ncome Income ncomo
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New York Life Insurance and Annuity Corporation

Lifetime Income Annuity - Joint Life

Primary Name: Mike Fulford

Date of Birth:

05/19/1948

Sex: Male

Jo

 Name:

Date of Birth: 05/23/1948
Sex: Female

State:

Premium Tax
Income Tax Rate:

: Oregon
0.00%
28%

Income Summary

Type of Funds: Non-Qualified
Payment Frequenc;

Annual

Purchase Date: 05/23/2011

Income Payment Start Date: 05/23/2012

Cost Basis:

113,457.00

Survivor Receives 100% of Joint Income on Death of Either Annuitant

Immediate
Annuity
Income

Amounts

Bstart] | [S]Merosoft Frontpage -

% Annual incrosse

e Oy
Lfo with 5 Years Certain
Lif with 10 Years Certin
Life wit 15 Years Certin
Life with 19 Years Certain
Lifo with 20 Years Certain
Life with 25 Years Certain
Life with 30 Yoars Certin
Life with Cash Refund

Life ith Instaliment Refund|
Life w25% of Prem. DB
Lfe wi50% of Prem DB

Single Promium
“Amount

$113.457.00
5113.457.00
511345700
511345700
$113.457.00
$113.457.00
$113.457.00
$113.457.00
$113.457.00
$113.457.00
$113.457.00
$113.457.00

Annual Income
Amount Starting
On 0812312012

5478975
5479042
54790 42
5479842
478472
5476308
5461289
5437083
5480313
5479082
5448030
412084

Tax Freo Portion
of Income.

5420578
54,205 45
54.265.45
5427148
5419620
5415341
$391173
5361031
5399520
5417070
5322480
5214895

Total Amount of
‘Guarantead
Payments

s000
52548000
$55019.00
58925300
$120.177.00
$127.985.00
$168, 18200
520784300

5
$113.457.00
5000
000

Lump Sum Doath
Bonofit

s000
5000
5000
5000
5000
000
5000
5000

5

5000
2836400

$56.728.00

Total Payments
thru Younger
Annuitant Age

100"

31762000
$317568.00
$317.598.00
$317598.00
$316625.00
$315.194.00
$30525400
5289235.00
$317.843.00
$317,598.00
5295,157.00
212803.00
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New York Life Insurance and Annuity Corporation
{ Lifetime Income Annuity - Joint Life

Income Summary (Continued)

Impact of Tpact of 3% Annual Tnrease on Lfs Only Payment Option
Annual Increase Bifors Tax
Option pom——— Tax Free Portln of | Cumultive Amnuaized | Aflortax Annialiod
Summary Annualizod income Income Tncome
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New York Life Insurance and Annuity Corporation

Lifetime Income Annuity - Joint Life
(Continued)

Income Summary (Continued)

Impact of Tmpact of 3% Annual Incroase on Lfe Only Payment Option
Annual Increase Boforo Tax
Opi Tax Froo Portion of | Cumulative Annualized | After X Annualized
supion Annualizod Income Annualized Incomo Incomo. Income
wmmary
Yeor 32 s1199973 5000 525189935 883051
Year 33 1236972 5000 526435007 58.899.00
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Year 35 51350580 5000 5303707 81 50,7248
[Year 37 (Ago 100) si391007 s000 s3781878 51001590
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New York Life Insurance and Annuity Corporation

Lifetime Income Annuity - Joint Life
Explanations
(Form 20282)

ey opes o e poliy and docs notconstitute» conteat, The income payable under you polcy may iffr from the llustrated
Doable gl aymentotin ad pament squency youslect,the e the Company csiessous e v ey e income.
payable may also diffr in the event of achange in prices,

Caleulated income amounts eflect the deduction of any applicabie stte premium texes.
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New York Life Insurance and Annuity Corporation

Lifetime Income Annuity - Joint Life

Footnotes

(Form 20282)

Dot mounts shown are o st prposes only and ar ot uaranee ofthe amount he annuiant will v
projected sum of allfuure paymens if the annuitant e thru g

In a single If policy, this s he
o Joint e policy. his is th projected sum of al fure payments f i younger anmuitan
fives thruage 100, Payments will continue beyond age 101 i the anmuitant s s,

he llsratd payment options are subject o suitablity review and may ot be avaiable,
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Why Fixed Index Annuities Aren't the Best Use of ’
The fixed index annuity is an increasingly popular choice among retirees looking for stable income. But you
should understand some of the nuance of this instrument before signing a contract.
Asit Sharma (TMFfinosus)
£ Aug 15, 2016 at 11:00PM
v
in
[
AUTHOR
Asit Sharma
IMAGE SOURCE: GETTY IMAGES, (TMFfinosus)
R Midnight oil bumers, unite! A CPA and CMA with a deep interest
If you're on the lookout for a stable revenue stream in retirement, you may have come across a in business strategy, | also hold a Master's degree in English
type of annuity that's surging in popularity -- the fixed index annuity, or FIA. Literature from NYU. When I'm not thinking finance, I'm often
reading: novels, poetry, and recently, the Panama Papers. You
FlAs combine the security of an annuity contract with the potential to increase the total payout can find me on twitter here:
the contract holder receives, depending on the movement in a stock or bond price index, such
as the S&P 500 Index. ARTICLE INFO v

-
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MetLife Will Lower Returns on New Sales of

Variable Annuities to Cut Risk

By Noah Buhayar and Andrew Frye - Oct 28, 2011 6:53 AM PT

Employment Probably Cooled in October, Showing
U.S. Recovery Must Quicken

Bangkok Residents on Alert as Tidal Surge Boosts.
Flood Threat

MetLife Inc. (MET), the largest U.S. provider of variable annuities, plans Strike Enters Second Day

I Air France Cancels 20% of Flights as Cabin-Crew

WTweet 6 to offer lower returns on new sales of the products as the company
m Shace) copes with declining yields in fixed-income markets. Honeymooners, Heads of State Stranded as Qantas
Grounds Fleet Over Strike
kil 0 “We continue to seek opportunities to re-price and improve the risk 1 Rate These Stories More News »
2 vore ~ profile of our product offerings,” Chief Executive Officer Steven cverisement
Pt M2l Kandarian said today in a conference call with analysts. “As of January,
the roll-up rate on our GMIB Max product will be reduced from 5.5 ONE THING
R Enlarge image rcent to 5 percent.” At HANG
pe pe FHouswbs
oF WVESTMENT
Me{l‘ fe Kandarian is adiustina terms of client offerinas. reallocating holdinas in ] o ssignhLS MROSS [l
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Kandarian is adjusting terms of client offerings, reallocating holdings in P ssunns HRSS A

the $493 billion investment portfolio and relying on hedges to guard the

company against near-record low interest rates. The Federal Reserve

MetLife Inc., the largest U.S. has said that it may keep benchmark rates near zero through mid-2013
provider of variable annuites,
plans to offer lower returms on
new sales of the products to “subdued.”
reduce fisk as the company

copes with declining yields in } . X § .
fixed-income markets. MetLife’s third-quarter variable annuity sales jumped 84 percent from a

Photographer. Scoft year earlier to $8.6 billion, the New York-based company said
EellsBloomberg

as long as unemployment remains high and the inflation outlook stays

yesterday. Some of the increase may have been driven by customers
who wanted to lock in rates before the terms changed, the insurer said on the conference call.

“The $8.6 billion variable annuity sales result was record breaking, though we are concerned that
this new business would be well below targeted returns given the current low-rate environment,”
Randy Binner, an analyst with FBR Capital Markets, said today in a research report. “We expect
the company to actively manage sales to a more appropriate level.”

Bank Sale

MetLife is expanding in retirement products as it retreats from banking. The company, working to
sidestep tighter capital rules enforced by banking regulators, is seeking a buyer for its deposits-
gathering business and considering the sale of its mortgage operation. The divestitures are “on

FouR (oNTRENTS:

Allianz ()

e Global Investors

© Allianz Global Investors, 2011

Most Popular Stories

Qantas Says Only Strike Ban Will Resume Flights
(]

Post-Summit Scrutiny Deepens for EU [ ] FA

MF Global Board Said to Consider Company Sale
Updated 20 minutes ago

Israel Airstrikes on Gaza Strip Kill 10
Updated 1 hour ago

More Most Popular Stories »
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Mortgage Home Equity Savings Auto Credit Cards
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track” and the company may wind the businesses down if it can't find a buyer, Chief Financial
Officer William Wheeler said today.

“Probably Plan B, though | think this would be an extreme scenario, is we would wind it down,”
Wheeler said. “But | think a sale is much more likely.”

MetLife beat analysts’ estimates when it announced yesterday that third-quarter operating profit
was $1.11 a share. Net income surged more than 10-fold to $3.58 billion, helped by gains in
derivative hedges. The yield on 10-year U.S. Treasuries plummeted 39 percent in three months
to 1.915 on Sept. 30,

Share Rally

MetLife rose $1.03, or 2.9 percent, to $36.70 at 9:32 a.m. in New York trading. It was the only firm
to advance in the 24- company KBW Insurance Index.

Kandarian was ordered by the Fed to scrap his plans to resume share buybacks and raise
MetLife’s dividend, the insurer said this week. MetLife, which as an insurer is regulated by the
U.S. states, is “well capitalized” and will seek approval for an increase early next year, Kandarian
said in a statement.

See today's average mortgage rates across the country. Source
Bankrate com

Type Today 1Mo

30-Year Fixed 420% 4.10%
15-Year Fixed 3.45% 3.36%
5/1-Year ARM 3.00% 3.02%
3/1 Year ARM 297% 3.13%
1-Year ARM 295% 295%
30 Year Jumbo 483% 482%
15-Year Fixed Jumbo 4.06% 414%
5/1-Year ARM Jumbo 3.15% 317%

View rates in your area » Rates may include points
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VP Finance jobs
Finance Manager jobs
Director of Finance jobs
Accounting Finance jobs
Financial operations jobs

Financial Analyst jobs
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‘We want to return capital to shareholders,” Kandarian said on the call. “The hope is that over Private Equity jobs
time people in Washington will understand the difference between the banking business model Corporate Finance jobs
and the insurance business model.” Venture Capital jobs
Banking jobs
Profit at MetLife’s bank unit fell by half to $51 million in the third quarter due higher expenses, the Trading jobs
company said. Operating revenue rose 4 percent to $425 million. MetLife Bank had $17.7 billion Bank Manager jobs
of assets and $10.7 billion of deposits at the end of September.
$ 4 P Search All Jobs jobs by ’m
To contact the reporters on this story: Noah Buhayar in New York at nbuhayar@bloomberg.net; | | Go
Andrew Frye in New York at afrye@bloomberg.net.
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To contact the editor responsible for this story: Dan Kraut at dkraut2@bloomberg.net
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Variable annuities can be costly and restricting

Conments
< ZAAE
Rick Bloom Q:Dear Rick I have a variable annuity that is maturing. | started with 07 57098
uest Columnist about $75,000 and now it's only worth about $65,000. | know what you  Plymouth ready for holiday shopping season -
FlLED UNDER. think of variable annities and | wish | would have listened to your It was horrible’
M advice. Since I'm under 590 and the annuity is maturing, can | cash 1872 house is old, but no longer historic
ews
Livonia the money out? The agent is suggesting that since it's in an annuity, |~ see AL Top sTories
have to move itinto a different annuity. If| can cancel the annuty, what
are the tax consequences? Can | write my losses off? — 0
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‘are the tax consequences? Can | wiite my losses off?

A: Unfortunately, you're dealing with a salesperson as opposed to an
adviser. It seems to me that your salesperson is only looking at
generating another commission vs. doing what's appropriate for your
situation.

No, you do not have to roll the money into

another annuty. It doesnt matter whether

you're older or younger than 590. You are
under no obligation to put the money into another annuity. It may make
sense in certain situations, when one annuity contract matures, to
transfer it into another annuity, however, you are under no obligation to
do so.

Inaddition, sometimes the annuity salespeople won' tell you that even
though your annuity no longer has any penatties, you can still leave
your money in the current annuity. Too many annuity salespeople don't
want you to know that because they're only interested in selling you
another annuity. In fact, in many situations because of penatty
provisions and lower minimum rates of retun, it makes more sense
for people to leave their money in the current annuity as opposed to
transferring into a new annuity.

Some annuity salespeople like to entice you with the bonus programs
that many annuities offer; however, many of these programs are very
qaimmickv and vou have to be verv careful Sometimes when vou read
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gimmicky and you have to be very careful. Sometimes when you read INTRODUCTORY OFFER E
the fine print you realize that the bonus is not really a bonus at all
Therefore, just because someane tells you that if you move money
from one annuity to another you'll get a bonus, that does not mean it's

agood deal for you

As to the tax consequences, unfortunately, you cannot deduct your
losses. This is one of the downsides of variable annuities. They have
adverse tax consequences for most investors. The reason for this is,
you cannot write offlosses. I you had purchased those same
investments outside of a variable annuity and you had losses, those
would be eligible to deduct

Another downside of variable annities, from a tax standpaint, is that if
you do have a profit, when the annuity is cashed out that money is
taxed at your ordinary tax bracket and not the favorable capital gains
rate. Most Americans are in a 28-percent ordinary income tax
bracket, but their capital gains rate is only 15 percent. Therefore, even
though variable annities grow tax-deferred, they defer you nto a
higher bracket. Most people find that their taxes are nearly doubled by
investing in a variable annuty.

Besides the adverse tax consequences of variable annities, another
reason that fm not a fan of them is because of the costs. Variable
annuiies are typically stuffed with high fees. Every year you own a
variable annuity, you end up paying these high fees which make it
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difficult for an investor to make money. Annuity salespeople love them
because of the high fees. In other words, you may own an annity for
10 years and haven't seen the annuity salesperson since the year he
sold itto you, however, every year you remain in the annuity he gets
paid a fee from your money. | have always found this unconscionable.
Why should someane get a fee when they're under no obligation to do
anything to earn it?

Variable annities also typically willlimit your investment options and
have very high penalty provisions.

| believe that investors need flexibility and variable annuities do not
allow much flexibility.

There are situations where a variable annuity may be appropriate.
These are limited situations and in those cases, the variable annuities
Irecommend will be ones through Fidelity or Vanguard. These
variable annuities have very low fees and no penalties.

Ifyou have a variable annuity or any other that no longer has a penatty
period, don't automatically roll it over into another annity. Review your
options and then make the decision that works best for you. Good
luck!

Rick Bloom is a fee-only financial adviser. Observer & Eccentric
readers can submit questions at moneymatters@hometownlife.com.
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Beat the pensions crunch: Get a
better retirement despite record

low annuity rates supporty
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Every week, 5,000 people turn their pension pot into an income for life by buying
an annuity. But annuities have never been such bad value.

A horrible combination of falling gilt yields, quantitative easing, people living
longer and new solvency rules for insurance companies means that rates are at
a record low. And they do not look like getting any better in the near future.

In this special report, Personal Finance Editor Jeff Prestridge explains how to PENSIONS TOP T_
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For the past 32 years, David Spencer has worked as a driling supervisor on
North Sea oil rigs — two weeks on, two weeks off.

Sometimes it put a strain on his home life, but the good pay meant he could build
a substantial pension fund. So last month, at the relatively young age of 60,
David decided enough was enough

More...

» What next for annuity rates? Your guide to getting the most from your
pension pot

» Guide: Annuities explained

s Tables: Best annuity rates

It was time to spend more time with his wife, Maureen, 62, go to concerts (they
are both Glen Campbell fans) and enjoy some of the hobbies he has had to put
on hold while working. These include playing snooker, doing woodwork and
watching Celtic football club.

David, from Rutherglen, Glasgow, is clear about what he wants from his future. ‘I
intend to enjoy every single minute of my retirement — I've worked very hard for
it,” he says.

Disciplined saving throughout his working life means the Spencers will enjoy a
comfortable reirement. But unlike many other retirees, David has also made
sure he has extracted the maximum value from his pension by searching out the
best annuity, rather than accepting the first one offered by his fund provider.
The annuity was bought after he took the maximum tax-free lump sum from his
fund
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The concept (and accompanying insurer's sales pitch) is simple: Purchasing an FIA allows you Aug 15, 2016 at 11:00PM A

to preserve your capital, and participate in gains if the underlying index advances, while

. N N Investment Planning

incurring almost no downside risk.

In an extremely low-interest-rate environment, which in recent years has taken the sheen off

bond and CD investments, who wouldn't at least entertain this offer? STOCKS

It turns out that in practice, FIAs aren't always sure propositions and aren't as efficient a use of

your money as they might seem at first blush. Let's look at some characteristics of FIAs you READ MORE

should consider when deciding whether to add one to your retirement arsenal.

How Risky Is Royal Gold, Inc.?

f How FlAs work

It's important to understand that the purchaser of a fixed index annuity isn't actually investing in TASER Sales Soared in Q2, So Why Didn't the
L4 anything. Rather, the annuity has the potential to be credited with interest based on the Stock Budge?

performance of an index. Suppose you purchase a $100,000 fixed index annuity that uses the
t S&P 500 as its underlying index and has a term of one year. And suppose that by the end of What Are Starbucks’ Summer Drinks Around the

that year, the S&P 500 has gained 7%. In the absence of any limitations or fees, you'd be World?
in credited with 7% interest on your premium, matching the index gain.

Canadian Solar Inc.'s Best Moves in 2016 So Far

= In reality, you're highly unlikely to receive credited interest that exactly mirrors an index gain

over a specified term. Insurance companies have a number of methods they employ to limit Top Technology Stocks of 2016 So Far
A index-linked returns. The most common is known as the "participation rate." If the stated

participation rate in your annuity contract is 75%, then your portion of the 7% index gain above
will be only 5.25% (i.e., 75% x 7%).

Your FIA issuer can also institute a "cap," or maximum amount of index-linked gain used in the
interest calculation. Suppose your contract calls for a 5% index gain cap. Continuing our
example, your gain will be then be calculated at 5% times your participation rate of 75%, for a
total credited interest of 3.5%.

Another limitation on enjoying index gains is the presence of administrative fees, which your
insurance agent may present to you under the terms "spread" or "margin." A spread can take
the place of a participation rate but often is assessed in addition to the participation rate.

In your favor, however, insurers often stipulate a minimum amount of index-linked gain, called
a "floor." In most cases, the floor is equal to zero, which means that if the index declines during
the term, the contract holder won't be credited negative interest or see his or her premium lose
value.
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In David's case, because some of his pensions were started so long ago, he was
able to take more than the usual 25 per cent. David bought a level annuity paying
him an annual income nearly 12 per cent higher than the one he was quoted
originally. It also provides Maureen with an income if he dies before her.

1 did my homework,” says David. ‘|
researched the whole subject of
turning a pension fund into retirement
income.

Now, not only have | ended up with a
pension annuity that gives Maureen
security, but I've also secured an
income that involves litte risk. I've
never been a gambler and | never
intended to gamble with my
retirement.”

Unfortunately, not everyone is as
diligent or knowledgeable as David. A
mejority of the 5,000 who every week
turn pension funds into lifetime income
still fail to search for the best option

Annuity buyers typically have personal
pensions or contributed into a
company defined contribution or
money purchase pension. Those
fortunate enough to have a defined
benefit or salary-linked pension from
work do not have this worry because
their retirement income does not
depend on buying an annuity.
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Most annuity buyers mistakenly opt for EliaCIMaNIAGI year low: Just one

the first deal offered by whoever runs  pisciplined saver: David Spencer has
their pension fund, typically an worked as a drilling supervisor
insurer. This is invariably poor value

because better-paying annuities can

be bought from other providers by

shopping around. Or the annuity

offered may be inappropriate, failing

to take into account key issues such

as the health of the applicant and their

marital status

By opting for the first annuity offered, pensioners also exclude afternatives such
as income drawdown, fixed-term annuities and investment-linked annuities.

“Most people don't realise the value of shopping around when turning their
pension fund into retirement income, says Alan Higham of Retirement Angels, a
company that specialises in retirement advice

“Fewer, sadly, know how to do it. Only about 30 per cent of the population have
sufficient financial knowledge to end up with an appropriate retirement solution
The David Spencers of this world are few and far between.’

According to Wiliam Burrows, a director of London-based speciist Better
Retirement Group, there are key issues those approaching retirement with a
pension fund to turn into income must address. Perhaps the most important one
is that they must decide when is the best time to buy the annuity.

Burrows says refirees fall into two camps. There are those who want to retire and
simply cannot afford to delay turning their pension pot into an income. For them,
timing is not an issue. The key is to ensure they end up with the best value and
most appropriate deal

For those wha can wait it is a auesfion of assessina whether it navs to buv an
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For those who can wait, it is a question of assessing whether it pays to buy an
annuity now or hope that rates rise at some point.

Burrows says: ‘If only we knew where annuity rates were going, it would be so
much easier for people to make annuity choices. Yes, annuity rates may now be
at rock bottom — but that doesn't mean that they can't fall even further.

“If interest rates rise, you would expect annuity prices to increase, so delaying
could be seen as a viable option. But there are so many downward forces right
now that any increase may be minimal

*And of course, all the time you leave your pension fund in place, the more risk it
is exposed to from the volatilty of world stock markets and the bond markets

“Nobody can predict the future. We could be heading for a Japan-like situation
where interest rates remain low for a considerable time. The key for anyone on
the cusp of retirement with a decision to make about their pension s to seek
financial advice. For some people, they might well have to take on board more
risk to obtain satisfactory retirement income.”

Tom McPhail, pensions expert at financial group Hargreaves Lansdown, says
“There are more retirement income choices available than ever before so it is
important to make sure that you get the right terms to meet your needs. And that
means taking specialist advice.”

Specialists include: Annuity Direct (annuitydirect.co.uk 0500 506575); Better
Retirement Group (betteradvice.co.uk 020 7636 7278); Hargreaves Lansdown
(hl.co.uk 0117 980 9926); Key Retirement Solutions (keyannuity. co.uk 0800
331 7711); and Retirement Angels ( ret i rement angels.com 0800 255 0591)
The Government-backed Money Advice Service (moneyadvice service.org.uk)
also provides a good guide on pensions, Your Pension - It's Time To Choose.
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The past three years have been tough for John Clark. The 65-year-old former Are you saving enougipy
call centre manager has battled prostate cancer, suffered a mini-stroke and has
had to contend with ulcerative colitis. Your date of birth?
(dd/mmiyyyy)

But John, from Lincoln, remains
positive and loves walking with wife,
Angela, 66, and spending time with
their three grandchildren. His cancer
forced him to retire earlier than he
wanted to, which meant that when he
needed to turn his Aegon pension into
lifetime income early this year, it was
vital he found the best deal

Thanks to advice from Key Retirement
Solutions, he obtained it. His health
issues meant he was eligible for an
enhanced annuity. So instead of an
Aegon annuity paying him £3,968 a
year, he obtained an annuity from
Partnership worth £5,487 with
spouse’s protection for Angela

“Key Retirement held my hand and
helped me sidestep some of the
pensions jargon thrown at me,’ says
John. ‘I would never have known about
enhanced annuities without Key
Retirement's help.’

Dean Mirfin of Key Retirement says
“More than 57 per cent of our :
customers end up with an enhanced [y SAYPANN
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customers end up with an enhanced
annuity. We achieved a 38 per cent
increase for John, but we've boosted
income for others by as much as 65
per cent. Shopping around and getting
advice pays at retirement.’

Positive: John Clark, with wife Angela,
has overcome health issues.

Health problem boosts payout

Former IT specialist Dave Lee is in an enviable position. At the age of 55 he has.
just taken the momentous decision to retire so he can enjoy his various hobbies
— angling, target rifle shooting and railway model-making.

Dave has managed to do this because he has two big pensions from his career
first as a research scientist and then in information technology with IBM.
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And while he has yet to touch the defined benefit pension from his time as a
research scientist, he has turned his IBM defined contribution plan into a lifetime ) Big pension reforms to
income. And because he is an ex-smoker and suffers from hypertension, Dave leave average earners
has secured an enhanced annuity from Partnership. £6k short in retirement
Auto-enrolment and a £140
According to pension specialists, more than 40 per cent of annuity buyers are TRy
eligible for more income because of health issues. ‘I was amused when | found e o a5
out that the poor state of my health meant | could get an improved annuity,” says
Dave, from Epsom, Surrey.
Given that he lives on his own, he has set up his annuity on a single-life basis. I b What next for annuity
have no dependants so the name of the game for me was securing the maximum ~ rates?
income with my IBM fund,” he says We round-up the latest on
annuity rates, and take a
I contacted William Burrows at Better Retirement Group who helped me through  look at where they're:
the process. It was good to speak to someone who was independent and had no  headed next
axe to grind.’
Eligibility for an enhanced annuity depends on answering yes to one of three
questions: Do you smoke, are you taking prescription medication and have you  [LaSEER LI IALSILLE
recently been in hospital for a medical condition? Don't expect a state
pension until you're 72
What are your retirement income options? A generation of 18 and 24
year-olds could face a 50
Take a couple where the man is 65 and his partner 60. Let's call them Stan and year working career
Helen and they live in Peterborough, Cambridgeshire. After taking tax-free cash,
Stan has a £100,000 pension fund,
TRADITIONAL ANNUITIES DI e et e
Quirks in the housing
1) Most pension fund providers will write to Stan ahead of retirement and give market sink retirement
him an indication of the income he can expect from his £100,000. plans
Difference between
Typically, they will quote on a single-ife basis with a five-year guarantee to pay regions can be £100,000.
“« | »
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Typically, they Wil qUOte on @ SIngle-TITe basis With a Tive-year guarantee t pay
out if he dies early, and annuity payments remaining level. At present, the
£100,000 fund will secure an annuity from Aviva of £6,108 (data from Better
Retirement Group). This income is taxable and is typically paid monthly in
advance

But if Stan has a history of smoking or poor health, he could opt for an
enhanced annuity, which pays a higher income in the expectation that he will not
live as long as someone in good health

Providers of such annuities include Aviva, Just Retirement, LV=, Legal &
General, MGM Advantage and Partnership. On this basis, he could get an
annuity from Just Retirement for £7,379, an increase of 21 per cent

2) Instead of a five-year guarantee, they could replace it with a ten-year one,
giving Helen more protection in the event of Stan dying early in retirement

A single-life annuity paying level income with a ten-year guarantee would pay
either £5,991 (Stan in good health) or £7,173 (Stan with a history of smoking)

The cost of the extended guarantee in terms of reduced annuity is littie — less
than two per cent in the case of the good health annuity.

3) Most couples opt for joint-life annuities that give the spouse greater financial
security. So Stan and Helen could buy a joint-life annuity (level payments) with a
50 per cent spouse’s pension and a five-year guarantee. This means that if Stan
dies, Helen will receive half what he received until she herself dies

If Stan dies within five years of the annuity purchase, Helen will receive full
payments until the end of five years, when the payments will then halve. On this
basis, £100,000 buys an annuity of either £5.480 (Stan in good health) or
£6,291(Stan as a smoker)

4) Instead of a 50 per cent spouse’s pension, Stan could buy a two-thirds

pension for Helen. This reduces the annuity (level, five-year guarantee) to either
5 2R0 {nmnd it ar £F 004
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pension for Helen. This reduces the annuity (level, five-year guarantee) to either ~» Pension Tracker T

£5,269 (good health) or £5,994. » Annuities

» Equity Release
5) The first four options all involve buying a level annuity. An alternative for Stan e
and Helen would be one that increases every year at a set rate and provides FSers

some form of protection against inflation

Ajoint-life annuity paying two-thirds of a spouse’s pension with a five-year
guarantee and increasing three per cent a year would pay Stan a starting annual
income of £3,569 (good health) or £4,189 (smoker).

This means a starting annuity either 32 per cent lower (Stan, good health) or 30
per cent lower (Stan, the smoker) than Option Four. It would take either 15 years
(Stan in good health) or 14 years (Stan the smoker) before payments from the
escalating annuity exceeded those from the level annuity.

FIXED-TERM ANNUITIES

6) Rather than lock into a traditional annuity now, Stan and Helen could buy a
fixed-term annuity. This would provide them with @ set income for a set period —
typically five or ten years. At the end of the period, they would then have the
opportunity to buy a traditional annuity, hopefully against a backdrop of improved
rates

Providers include Aviva, LV=, MetLife and Just Retirement. A single-life, fixed-
term annuity from MetLife would give Stan and Helen an income of £5,900 a
year. If taken out over five years, the residual value of their £100,000 pension
pot would be £80,375, which they could then use to buy a traditional annuity
(options one to five). A ten-year, fixed-term annuity would leave them with a pot
of £71,215. Those interested in this option must seek professional advice

INVESTMENT-LINKED ANNUITY

7) Stan and Helen could also consider an investmentlinked annuity offered by
companies such as Prudential and MGM Advantage. Their £100,000 pension pot
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How to ditch your variable annuity

&Recommend | I} Sign Us to see what your friends recommend,

By Marla Brill
VWed Nov 30,2011 3:25pm EST

(Reuters) - Disappointing returns and market volatility
have soured many investors on their variable
annuities, especially if they need access to cash.

But getting out isn't easy. Variable annuity insurance
policies typically have high surrender charges and
potential tax consequences, so monetizing a policy is
not as simple as selling a stock or mutual fund. And
while they offer certain benefits, such as tax-deferral
of earnings from mutual funds in the account or a
guaranteed death benefit, the appeal of a variable
annuity fades quickly when high expenses eat into

returns, year after year.

"When clients come in with a variable annuity we sit
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them down with a box of tissues and determine the best course of
action," says Christopher Cordaro, chief investment officer at

RegentAtlantic Capital in Morristown, New Jersey. "If surrender

Editor's Choice charges are high that can mean staying put, even if they aren't crazy J
about what they own."

£0B hinls at action if euro zone adopts fiscal pact
The industry doesn't publish statistics on the number of people who
cash out their variable annuity policy before the surrender charge
period expires, but illiquidity doesn't mix well with recessions. People
Deal buildingto pump up IIF to handle Europe often need the money, and weak market returns have made the typical
Early reports by retailers suggest strong month 2.5 percent or more annual expenses especially painful. (That's 10 to
12 times higher than a low-cost index fund.)

Jobless claims rise 6,000 in latest week

EU Commission extends bank aid rules

ATET, Deutsche Telekom “batting’ for merger
Most of these policies have hefty surrender charges, too. In a typical
arrangement, the surrender charge might start at 7 percent of the
contract value in the first year and go down one percent each year,
Slideshow: When the euro launched until disappearing completely after seven years.

Wore charges coming in insider trading probe

DeLong: The 70% solution

Video: Winning hedge fund siraieay "Too many times I've created financial plans for clients only to have
their plans thwarted because they're handcuffed to these contracts

that were sold to them, probably inappropriately, by someone who
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Understanding the "no lose" proposition

Part of the allure of FlAs is the idea that you can't lose your premium. According to the
National Association of Insurance Commissioners (NAIC), some FIAs guarantee the return of a
percentage of your initial premium, while also guaranteeing a minimum interest rate. So even if
the linked index loses value over the period, the annuitant can still come out ahead.

To illustrate using an oft-cited example from the NAIC, take a fixed index annuity which offers
a guaranteed return of 87.5% of premium, coupled with at least a 3% guaranteed interest rate.
Over a six-year term, this produces a total surrender value plus credited guaranteed interest
equal to 101.43% of the initial premium. At minimum, a marginally positive payment stream is
generated.

(An aside: In this minimum-case scenario characterized by a declining index, you do lose
money in real terms, since the roughly 1.5% cumulative interest over five years doesn't come
close to keeping up with inflation. By comparison, simply investing in certificates of deposit for
six years, at a long-term interest rate of 2% -- current as of this writing -- with annual
compounding, will return cumulative interest of 12.6% on your initial principal. Not great, but
much better than 1.5%.)

Yet beware: Even with these guarantees, unless the annuitant follows all contract rules
carefully, a loss of premium is still possible. Many FlAs carry provisions stating that interest
isn't vested until the end of the contract term. Drawing money out of your annuity before full
vesting could mean that only a portion, or worse, none of your gain is credited to you at the
annuity's expiration. Further, you could also be subject to surrender charges against your
premium in the case of early withdrawals -- so it's well worth the effort to read all the fine print
in your contract before signing it into effect.

Why an FIA isn't the best use of your money

It's worth reiterating here that an FIA you purchase isn't an investment, but an insurance
product that obligates the insurance company to return a specified amount to you in the future,
in exchange for the premium you remit to the company now.

In this trade-off that can result in a 100% return of premium, much is sacrificed. Since the
annuitant isn't investing in the market, in most cases he or she forgoes the benefit of dividends.
The S&P 500 Index doesn't recognize dividends in its pricing, and thus, annuity contracts
linked to this index won't, either.

N Adventureviews ixed Index Ann... AMy Webs\Advent.. | 0% X3 | w3 Annuity_Investing.d
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West Seneca, New York.
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HANG ON

For some, the best choice is to stay put. The upside is that most
annuities have a nominal escape hatch in the form of provisions that
allow withdrawals of up to 10 percent of the contract value each year
without paying a surrender charge, Lauber says.

Tim Holmes, principal of annuity and insurance services at Vanguard,
says another reason to stay with an old annuity might be if a
guaranteed income benefit or guaranteed death benefit is "in the
money," or its guarantee is worth more than the contract value. For
example, if a death benefit is $100,000 and the account value has
dropped to $75,000 because of poor investment performance, the
beneficiary would get the higher guaranteed death benefit amount.
That minht he asnerially attractive th somenne wha's in nanr health
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That might be especially attractive to someone who's in poor health =
and can't get a life insurance policy elsewhere.

Similarly, someone tapping an annuity for income through monthly
payments would receive payments based on the higher guaranteed
amount, not the shrunken value of the investment.

DO AN EXCHANGE J

If you're at or near the end of the surrender charge period, exchanging
a high-cost annuity for a cheaper, no-load version without surrender
charges and lower annual expenses can be a good option, Cordaro
says. TIAA-CREF, Fidelity, Charles Schwab and Vanguard are among
the companies that offer them.

By doing what's called a 1035 exchange instead of cashing out, the
annuity holder postpones ordinary income taxes on investment
earnings and avoids a 10 percent federal early withdrawal penalty if
he's under age 59 1/2.

"You could hold the annuity until retirement when you're in a lower tax
bracket, then cash it in," Cordaro says. "In the meantime, you save a
lot of money on annual expenses and still get the benefit of the tax
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lot of money on annual expenses and still get the benefit of the tax 2
deferral on any earnings.”

As Reuters columnist Linda Stern pointed out recently (see
WP $500 link.reuters.com/juw35s), the cost of the mutual funds in these
products differs widely, so it's important to examine the expenses on
mf'( LS  the no-load annuity before you make any changes. Vanguard, which
offers one of the lowest-cost policies around, has a calculator
(link.reuters.com/kuw35s) on its website to help determine whether or J
not a 1035 exchange makes financial sense. "In some cases, it's
possible to make up the surrender charge through lower expenses in
just a year or so," Holmes says.

New legislation allows you to exchange annuity for a long-term care
policy, and any gain on the annuity is not taxable, Lauber says. "This is
pretty huge, because most people recognize the risk of potentially
needing some form of long-term care, which can quickly wipe out a
person's nest egg,” she says.

While moving into a lower-cost variable annuity or a long-term care
policy might make an exchange an attractive option for some people,
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While moving into a lower-cost variable annuity or a long-term care
policy might make an exchange an attractive option for some people,
it's almost always a bad deal when variable annuity salespeople
suggest swapping out an old variable annuity into a newer version with
different features. Often, the "bonus credit" they offer to make the sale
more appealing isn't enough to offset the entire cost of the surrender
charge on the old annuity. And by moving into a new annuity, which
may have even higher expenses than the old one, the surrender charge
clock gets turned back to day one. J

CASH OUT BY SURRENDERING THE POLICY

This might be a good choice if the surrender charge period has expired
and the current value of the account is less than what you paid into it.
In this scenario, no income taxes are due because there are no gains
to tax. And if you're at least 59 1/2, there's no early withdrawal
penalty.

(Editing by Jilian Mincer and Lauren Young)
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Annuity guarantees: How real are they?

By Allan Roth

Add Comment Email Story [} Share This [ Tweet This [3 More
Have Your Say Send to a Friend Tell Your Friends Tweet This Share It

(MoneyWatch) With the stock market so volatle, its nice to be
able to invest with guarantees stich as those of variable

" annuities. Financial planner Bob Stanley pointed ot a recent
Smart Money artcle eniitled "For Refirees, Security Doesn't
Come Cheap " The artcle claimed "Some variable annuities
now have minimum guarantees of 5% prety attractive when
compared o a less than 2% retum for the Standard & Poor's
500-stock index vear to date " Il certainly put a chunk of my
portolio ina product that pays a guaranteed five percent, so
here is the story of my quest and how real the guarantee actually N
was

Mutual funds

Dow 1217726 +1

| contacted the author of that article, and she told me that Prudential had such a product and did point out to me I Dow Jones Industrial &1
something | already knew - "the guarantee isn't as straightforward as the 5% makes it seem." | don't mind
complexity as long as it's real

The Prudential product

| contacted Prudential for more details and thev provided me with a brochure entitled: Destination Retirement |
‘ 3
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Income. This variable annity offered many guarantees and the two related to guaranteed returns were:

INTRADAY 3 MONTH

- Five percent annual return of your lfetime income.

- Double your lifetime income over a 12-year period, which translates to a 5.94 percent annualized return Stock futures ris
euro plan
My colleague, Steve Vernon, wrote about a version of this double-your-money product. Dec 05, 2011

KKR agrees to $60 invest
Budget battle brewing in C
SD official says state bud
Ahead of the Bel: Citi anal
[Bhea o the e i analyst dowrgrades Tnyte|

linterviewed Bruce Ferris, Prudential's SVP of annuity sales, about this complex product. Initially, Ferris was very
quick to point out that the guarantees above were not cash guarantees. Rather they were income guarantees. He
was also very upfront abot the fees with the product, noting they were roughly 3.50 percent annually, which
happens to make most expensive mutual funds look cheap.

Ferris said the investor could pick the funds within the variable annuity with an allocation up to 80 percent stocks.

He stated that if the stock market declined, then Prudential would sell some equities and buy fixed income in Most Popular on C
order to manage Prudential's risk. This, of course, means a Systematic practice of selling stocks low and buying i
them back again high, which is the opposite of rebalancing. Stories

01 Luxury cars likely worth
Testing the guarantee 02 Prosecuting Wall Stree!
| went through the mechanics of the product with Ferris, and then examined the value of the 12-year double-your- 03 | Mostinsane, brillant vid
money guarantee. | used a 60 year old male buying $100,000 product. At age 72, his value for income purposes 04 The Catholic church' A
would be guaranteed to be $200,000, entiting him to an “income” stream of five percent, or $10,000 annually. Of
§ 05 Music and science colli
course this isn't really income, since a good chunk of itis actually just a return of his principal

How valuable is this guarantee? According to the life expectancy tables, this 60 year old male will live to age 81 Videos 5
« | >
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on average, thus collecting only $90,000 between age 72 and 81, which generates no income and only retums 01 | Prosecuting Wall Streef
most of the principal 02 Prosecuting Wall Street

03 Secrets of a marriage

Comparing guarantees

I'm not ready to write off the product yet, as it provides longevity insurance against outliving his money. So | 37 PHOTOS
looked at the alternative of this 60 year old male putting the $100,000 in safe CDs and then buying an immediate Summer in Antal
annuity at age 72

Ittums out that an immediate annuity purchased through Vanguard would pay 8.4 percent annually for the 72 year
old male, or 3.4 percentage points more than the income guarantee being offered by Prudential. | calculated that
the $100,000 put in CDs earing 2.75 percent annually (Pentagon Federal) would grow to $138,500 in 12 years
That amount of money would create a cash stream of $11,627 annually, or $1,627 more than under the Prudential
product

Prudential's response

Ferris noted that he owned this product and was very happy with t. He stated that this variable annuity had many
upsides, such as locking in the highest daily value, and that it could provide much greater income than the
quarantees. While true, the CD and immediate annuity strategy has significant upsides as well, since interest
rates used to calculate the annual cash streams could go up significantly over the next 12 years

My take Sponsored Links
7% Annual Annuity Return
Planner Bob Stanley was spot onin noting that there was no such thing as a guaranteed five percent annual Get guaranteed lifetime mc_u,;‘
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My take

Planner Bob Stanley was spot onin noting that there was no such thing as a guaranteed five percent annual
retur annuity. If there were, | can assure you that Prudential and most other insurance companies would hold
them in their own portfolio, instead of investment grade bonds paying far less.

The illusion being presented here is that Prudential doubles your value and then pays you out a cash stream at a
captive rate far lower than you could buy in the open market

Iapplaud Fertis for being so upfront about fees and the nature of the guarantees. | wish insurance agents would
do the same with their clients. | also agree with him that this product does have upside beyond the guarantee. On
the other hand, the 3.5% annual fees combined with systematic buying high and selling low, make it niikely to be
of much value.

My biggest disagreement with Ferris is with his statement that annuities are complex products because
retirement income is complex. In reality, it would be very simple to say we guarantee a five percent annual feturn.
Unfortunately, Prudential could perishif they did. In my opinion, the nature of the complexity s to provide llusions.
for agents to sell to consumers.

The next time you are reading a 200-page document describing a financial product, ask yourseff if you think the

attorneys and actuaries wrote it to protect you or the insurance company? Don't ever play a game you don't fully
understand

&Recommend [ Sign Up to see what your friends recommend.
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In fact, | wouldn't even think of following
an adviser's recommendation to sell
funds and invest in a variable annuity
until 1 asked him the following three
questions - and then took some time to
weigh the answers, either alone or with
the help of another adviser who doesn't
have a vested interest in my decision

Question 1: Why, exactly, do | need a
variable annuity?

You say the mutual funds you own are
doing pretty well. But even if their
performance were lagging, you could
just as easily replace them with other
funds. So why is the adviser suggesting
you go into a completely different type
of investment?

I suspect the adviser is going to offer
two reasons, either individually or in

combination.

What is an annuity?

Spending wisely after recovering from tough times

College, retirement or mortgage payments? Putting a
rebound in income to good use

Aretired couple’s plan to buy their dream home

How a former railroad conductor and his wife can maximize their
retirement savings and achieve some big financial goals

Mortgage & Savings Center
Mortgages Home Insurance Credit Cards CDs
Equity Loan
Overnight Avg Rate Latest  Change Last Week
30 yr fixed 3.98% t* 3.93%
15 yr fixed 320% 3.28%
5/1 ARM 287% A 283%
30 yrrefi 4.06% t* 3.99%
15 yr refi 3.29% t* 3.38%

View rates in your area
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