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Annuitizing Old Contracts to Generate Income

Older annuity contracts likely have more generous payout rates making them a valuable source of

income for policyholders.

Older annuity contracts likely have more generous
payout rates making them a valuable source of income
for policyholders.

When advisors come across an old annuity contract, their
first instinct, typically, is to replace it with a newer, more
feature-rich, and possibly cheaper one. After all, newer is
better, right? Not always.

Old annuity contracts have one very important advantage:
They were designed with vastly different assumptions
about mortality and interest rates. If the contract is old
enough - 15 to 20 years old - these assumptions can
be beneficial to the policyholder because the older the
contract, the more potentially valuable it is.

For example, despite recent Federal Reserve interest rate
policies, rates remain below where they were at the turn
of the century. In May 2000, 10-year U.S. Treasury notes
were yielding 6.51% compared with “just” 3.6% today.’
This means that insurance companies were basing their
annuitization rates for these contracts at that time on the
assumption they could earn much more interest than
contracts issued over the last 15 years. This, in turn, means
that these contracts likely have much more generous
payout rates than offered in the market today.?

Adding to the potential advantage is the fact that older
policies are based on older mortality tables. Since
life expectancy has increased over time, the older the
mortality table that is used, the lower the assumed life
expectancy, which in turn generally means a higher rate
of annuity income.?

While
tables over time, it can often be many years after the

insurance companies update their mortality
National Association of Insurance Commissioners (NAIC)
establishes the latest tables. For example, the 2001
Commissioners Standard Ordinary (CSO) tables weren't
required to be used until 2009.% This means that annuities
issued prior to 2009 could have issued with mortality

tables created in 1980.°

Stop and think about that for a second. Life expectancy
in 1980 was just 73.7 years, compared with 76.1 years
today.®” But more importantly, think about interest rates in
1980. U.S. 10-year Treasury notes hit 12.86% in March of
1980, before peaking at over 15.5% just 18 months later."

The pointis that the older the annuity contract, the greater
the amount of income the policyholder can likely receive
by doing something that very few policyholders actually
do - annuitize the contract. Financial professionals should
consider contacting the insurance company and asking for
an annuitization quote for clients with annuities contracts
that are at least 15 years old. | expect you will be surprised
at how much income that annuity can generate.

But are there a lot of contracts that old? Haven't most
of them been either cashed out or moved to a newer
contract? You'd be surprised at just how many there are.
After filtering through the 1 million+ annuities sitting in
SIMON from iCapital’s Annuities Platform for contracts
issued prior to February of 2008, there were over 240,000,
or just under 25%, that are at least 15 years old. Almost
10% are 20 years old or older.

| don't know about you, but | would have never guessed
that there were that many old policies. But, if | stopped
to think about it, | shouldn’t have been surprised. A lot of
annuities are funded with money the policyholder never
really needs; therefore, they just leave the money in the
contract to avoid the taxes. They simply don't realize
how valuable the policy could be as a retirement income
generation tool. | would suggest you educate them.
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ANNUITIES ARE CONSIDERED COMPLEX PRODUCTS AND MAY NOT BE SUITABLE FORALL INVESTORS.

This is not intended to be an offer or solicitation to purchase or sell any security or to employ
a specific investment strategy. This material is intended as general background information, for
educational purposes only, and should not be used as a primary basis to make a decision to
purchase an annuity contract. This material is being provided for informational purposes only
and does not take into account any specific investment o bjectives or financial situation of any
investor. The information is not intended as investment advice and is not a recommendatio
about managing or investing retirement savings. Actual annuity contracts may differ materiall
from the general overview provided.

Prior to making any decision with respect to an annuity contract, purchasers must review,
as applicable, the offering document, the disclosure document, and the buyer’s guide
which contain detailed and additional information about the annuity. Any annuity c
is subject in its entirety is to the terms and conditions imposed by the carrier un
contract. Withdrawals or surrenders may be subject to surrender charges, and/or mar

received. Wlthdrawals and distributions of taxable amounts are subject to ordinary ir
tax and, if made prior to age 59%, may be subject to an additional 10% federal inco
penalty. Annuities are not FDIC-insured. All references to guarantees atisingnder an ann
contract are subject to the financial strength and claims-paying ability of the carriel

her legal, accounting or“tax adviser regarding the instruments déscribed



