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The Retirement Income Need

* How much money you will need to save to
enjoy a secure retirement depends on the
ultimate unknowable:

How long will you live?

* The possibility of running short is called
longevity risk.



The Retirement Income Need

The Impact of Longevity on
Retirement Needs:

* Context

* Research Findings



The Retirement Income Need

* Improvement in mortality
» Longevity continues to extend, especially for many senior
ages (i.e. ages 65+)

» As a result, many people underestimate how many years
they plan on living and how much they need in retirement
to cover those retirement years

»Increases the likelihood of some individuals living longer
than expected and outliving their retirement savings



The Retirement Income Need

U.S. Male Population Survival Chart From Age 75
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The Retirement Income Need

Survival Function for SSA Population
Selected Calendar Years (1900, 1950, 2000, 2050, 2100) (Based on Period)
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Life Expectancy Extension from
2008 VBT to 2015 VBT

2008 VBT 2015 VBT
Age Median LE (yrs) Median LE (yrs)
65 22.3 22.8
70 18.1 18.7
75 14.2 14.8
80 10.5 11.7
85 6.8 8.3




The Retirement Income Need

* Wealth of Middle Income Households Age 55 to 64
* Analysis based on 2010 Survey of Consumer Finances

Household Number of Median Est. Median Non- Non-

Type Households Income Net Worth Financial Financial %pe

Middle Mass Households (25% to 75% of households by income)

Married 5.7 million $82,000 $277,000 $181,000 $96,000 65%
Single Female 2.7 million $32,000 $41,000 $34,000 $7,000 83%
Single Male 1.8 million $44,000 $76,000 $63,000 $13,000 83%

Middle Affluent Households (75% to 85% of households by income)

Married 1.1 million $146,000 $1,241,000 $671,000 $570,000 54%
Single Female 0.5 million $64,000 $185,000 $117,000 $68,000 63%
Single Male 0.4 million $85,000 $339,000 $214,000 $125,000 63%

Note: Financial assets exclude the value of defined benefit pensions and Social Security.
Source: Society of Actuaries — Segmenting the Middle Market: Retirement Risks and Solutions,

Update to 2010 Data.



The Retirement Income Need

e Retirees in retirement face a tradeoff between two
primary goals™:
1) Maximizing Expected Lifetime Income

» Based on the SOA Study, investing in Annuities provides higher
lifetime income than investing approaches that self-fund
longevity risk

» Assists in guaranteeing that retirees do not outlive their income
2) Having Access to savings during retirement

» This approach provides access to accessible wealth in those
early years, but

> Decreases lifetime retirement income and increases risk of the
retiree outliving their retirement income

* Optimal Retirement Income Solutions in DC Retirement Plans Phase 1: Baseline, Interim Results and Commentary Study



The Retirement Income Need

e Protection of assets

» For most seniors, it becomes more important at their
senior ages to protect their assets

» Therefore they typically invest in more secure lower
yielding securities, meaning the accrual on retirement
assets is going to be lower

»DIA’s help to protect this by placing some of the
investment risk in the hands of the insurance company



The Retirement Income Need

e Shift to DC plans — more primary DC plans

* Today’s new retirees — transition group;
fewer have Defined Benefit Plans

* Women live longer — more affected by risks



The Retirement Income Need

* Removal of Defined Benefit plans in favor of
Defined Contribution plans

> Puts the investment risk onto the individual rather than
the company (stock market drops, etc.)

»Individual gets to determine how much they want to
contribute, and many Americans not contributing
enough

» Potential for Americans to not have enough money at
retirement to retire full time and cover them for the
remainder of their life



The Retirement Income Need

e Other issues

»Some retiring earlier than they initially anticipated and
as a result, they need to have more assets due to:

» Less years of earnings going toward retirement, thereby
decreasing your anticipated savings amounts

» Earlier withdrawal from retirement accounts than initially
anticipated.



WHAT |S:

* What is a Longevity Annuity or a Deferred Income
Annuity (DIA)?

* What is a Qualified Longevity Annuity Contract
(QLAC) ?

* What is unique about a QLAC vs. a DIA?
* What is the need a QLAC meets?



What is a Longevity Annuity or a
Deferred Income Annuity (DIA)?

* A Longevity Annuity is a fixed annuity that
guarantees a future income stream at a date you
specify. It is also commonly referred to as a
Deferred Income Annuity (DIA).

 Some DIA contracts allow you to defer as short as 2
years, and as long as 45 years. Originally introduced
in 2004, DIA contracts have started to become
popular in the last few years as simplistic
alternative to income riders attached to variable
and indexed annuities.



What is a Qualified Longevity
Annuity Contract (QLAC) ?

* QLAC stands for Qualified Longevity Annuity
Contract. Within the actual statute, it is also called
a Qualifying Longevity Annuity Contract.

* AQLAC is a unique type of DIA that can be used in
qualified plans like a 401k or Traditional IRA.



Not All DIAs are QLACs

 Just because it is called a Deferred Income Annuity
or Longevity Annuity doesn’t mean that it is
recognized as a QLAC.

This is very important



What is a Qualified Longevity
Annuity Contract (QLAC)?

* QLAC Ruling Summary

e Can be used in participating 401k, 403(b), and
governmental 457(b) plans.

e Can be used in Traditional IRAs (non-Roth IRAS).

e Can NOT be used in Defined Benefit Plans (i.e.
pension plans), Roth IRAs, and Inherited IRAs.

* Can defer to a specific age, but no later than age
85.



What is a Qualified Longevity
Annuity Contract (QLAC)?

e QLAC Premium Limits

* 25% of total amount of all qualified accounts or
$125,000, whichever is less

* The $125,000 limit is an ag%regate amount of all IRAs
and plans for one individua

e The $125,000 limit will be indexed for inflation and
adjusted in $10,000 increments

* The 25% limit on IRAs applies to as many IRAs you may
have. The IRS is looking at the total dollar amount.

 When it comes to 401k, 403(b), and Fovernmental
457(b) plans, the 25% limitation applies to each
participating plan with the $125,000 rule still in place.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Death Benefits — ROP (Return of Premium)

 QLACs can have death benefits, but are limited to

specific structuring that can provide survivor annuity
payments.

* |f you die before the income stream starts, 100% of the
initial premium will be returned to your listed
beneficiaries in a lump sum.

* After you start taking income from a QLAC (called ASD —
“after start date”) the ROP feature applies as long as
the death benefit is paid out under specific calendar
year guidelines.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Spousal Benefits

* Both you and your spouse both can take advantage of
the QLAC rules.

* The spouse has to possess their own qualifying IRA, but
could also contribute 25% or $125,000 (whichever is
less) into a QLAC contract. That’s potentially as high as
$250,000 per household.

* QLACs will allow you to add your spouse as a joint
annuitant to the contract.

That means the lifetime income guarantee is for
both lives, regardless of how long either live.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Non-Spousal Benefits

* Non-spouse QLAC benefits are more complex than
spousal. You do have an option to guarantee
payments to a non-spouse.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Beneficiaries

* QLACs allow you to list as many beneficiaries to the
policy as needed.

* These beneficiary listings are revocable, and can be
changed at the contract owner’s discretion.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Cash Value Rules
* There is no cash value once the policy is purchased.

* You cannot get to the principal except as the
payment of an income or a death benefit.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Payments Calculations

* All annuity payments, including QLACs, are
primarily based on your life expectancy at the time
you start taking the payments. It is a combination
of interest rates and mortality credits.

* Payments must start by age 85.

 For Traditional IRAs the 25% or $125,000 amount is
determined on the date of the payment into the
QLAC policy using the prior year end total of the
qualifying IRAs.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Payments Calculations

* For a qualified plan participant utilizing a QLAC, the
limit “is applied with respect to an employee’s
account balance under a qualified plan as of the
last valuation date preceding the date of the
premium payment.”



What is a Qualified Longevity
Annuity Contract (QLAC)?

* QLAGCs in ROTH IRAs
* QLACs are not approved for use in Roth IRAs.

* QLACGs in a Roth IRA make no sense because all
money coming out of Roth is tax free.

* However, a traditional Longevity Annuity (DIA)
could work in a Roth for future income needs.



What is a Qualified Longevity
Annuity Contract (QLAC)?

Deferral Past Age 70 %

* Required Minimum Distributions (RMDs) can be
impacted by QLAC s.

* QLACs allow deferral of up to 25% of the IRA total
or $125,000 (whichever is less) up to age 85.



What is a Qualified Longevity
Annuity Contract (QLAC)?

How does it work?



What is a Qualified Longevity
Annuity Contract (QLAC)?

QLAC Benefits
e Principal protection via a fixed annuity structure

e Lifetime income guarantee regardless of how long
you live

e Can structure the policy to provide a legacy to
beneficiaries

e Deferral up to age 85



What is a Qualified Longevity
Annuity Contract (QLAC)?

QLAC Benefits

* COLAs (Cost of Living Adjustments) can be added to the

QLAC policy to contractually increase the income
stream

* Can ladder QLAC contracts to have income starting at
different dates

 Money can be added to the QLAC contract (specific
rules apply)

* Traditional IRAs, 401ks, 403bs, and eligible

governmental deferred compensation plans can offer
QLACs



What is a Qualified Longevity
Annuity Contract (QLAC)?

QLAC Limitations
e Lack of liquidity

e No growth component during deferral years
e Rigid contract
e No cash surrender value

e Premium limits of 25% of your total IRA or $125,000,
whichever is less

e QLACs are optional for 401k type plan sponsors

e Roth IRAs, Defined Benefit Plans, and non-
governmental 457 plans include QLACs



What need does a QLAC meet?

QLACs work for:

* an individual or couple who wants to use other assets
to fund the early years of his or her retirement,

* an individual or couple who wants to defer income to
pay for expenses later in life, or

* an individual or couple who wants to work into his or
her 70s without having to also pay taxes on their
retirement savings.



What need does a QLAC meet?

* Adding a QLAC policy to your portfolio shortens the
time horizon on your other IRA investments
because of the contractual guarantees and specific
time horizon of the income stream.

* This allows you to potentially invest more
aggressively because of the 100% contractual
certainty of a QLAC policy.

A QLAC also balances out the volatility of any other
investment type future income streams.



What need does a QLAC meet?

* If you are a younger worker and your 401k offers a
QLAC choice, then you should definitely consider
adding that to your asset allocation so you will have
a guaranteed income stream in the future.

* If you are retired or have a Traditional IRA, then you
have 2 strategies where a QLAC can benefit your
current plans.



What need does a QLAC meet?

* If you are retired or have a Traditional IRA, then you
have 2 strategies where a QLAC can benefit your
current plans:

* For guaranteed income in the future.

* Another QLAC strategy is to potentially lessen taxes on
RMDs (Required Minimum Distributions) by deferring
income past age 70 %2 in a Traditional IRA, and for as long
as to age 85.



How does a QLAC work?

* The main benefit that a QLAC gives you over a non-
qgualified DIA is it allows you to reduce your required

minimum distribution (RMD) amount when required at age
70.5

* Prior to this regulation, the present value of the ongoing
DIA payments would be included in the calculation of the
RMD amount

 Example:
* S400K Retirement Fund at Age 70.5

* If no QLAC taken, then the RMD amount would be $1,216.55

* Otherwise, if you take S100K of the Retirement Fund and

purchase a QLAC with it, then it reduces the RMD amount to
$912.41

» Reduces the RMD amount by 25%

» Gives you income protection in the future with the QLAC providing
monthly income for life once the deferral period has expired




Example: How a QLAC works to
protect retirement income

* Example:
* S400K Retirement Fund at Age 70
* No QLAC taken
* Living Expenses of $1,650 over and above Social Security Benefits

* Earnings Rate on Retirement Account of 1.5% with 1.5% inflation
rate applied to expenses going forward

* Given these assumptions your S400K beginning
retirement fund would be depleted around age 90 (20
years later, so if retired at age 65 with the same 400K
amount, then it would run out around 85)



Example of how a QLAC works to
protect retirement income

* Examplel:
 S400K Retirement Fund at Age 70

* S100K of Retirement Fund used to purchase a QLAC with a 10 year
deferral period including Return of Premium before Start Date
(Monthly Income of $1,250 beginning 10 years)

* The remaining $300K of retirement fund is used to purchase a 10
year certain annuity (Monthly Income payments of $2,700)

* Living Expenses of $1,650 over and above Social Security Benefits

* Earnings Rate on Retirement Account of 1.5% with 1.5% inflation
rate to expenses going forward

* Given these assumptions your S400K beginning retirement
fund would be depleted around age 92, but you will still have
ongoing payment amounts of $1,250 going forward (about a
$1,100 shortfall factoring in inflation at that point)



Example of how a QLAC works to
protect retirement income

* Examplel continued:

* |If you instead used $100K of Retirement Fund used to purchase a
QLAC with a 10 year deferral period with No Return of Premium
before Start Date then the Monthly Income increases to $1,600
beginning 10 years from now

* Given these adjusted assumptions your $S400K beginning
retirement fund would now be depleted around age 100,
and you will still have ongoing payment amounts of $1,600
going forward (about a $950 shortfall factoring in inflation
at that point)



Example of how a QLAC works to
protect retirement income

* Example2:
S400K Retirement Fund at Age 65

S100K of Retirement Fund used to purchase a QLAC with a 15 year
deferral period including Return of Premium before Start
Date(Monthly Income of $1,600 beginning 15 years from now)

* The remaining S300K of retirement fund is used to purchase a 15
year certain annuity (Monthly Income payments of $2,000)

* Living Expenses of $1,650 over and above Social Security Benefits

e Earnings Rate on Retirement Account of 1.5% with 1.5% inflation
rate to expenses going forward

* Given these assumptions your $400K beginning retirement
fund would be depleted around age 85, and you will still
have ongoing payment amounts of $1,600 going forward
(about a S650 shortfall factoring in inflation at that point)



Example of how a QLAC works to
protect retirement income

* Example2 continued:

* |If you used S100K of Retirement Fund used to purchase a QLAC
with a 15 year deferral period with No Return of Premium before
Start Date then the Monthly Income increases to $2,050 beginning
15 years from now

* Given these adjusted assumptions your $S400K beginning
retirement fund would now be depleted around age 93, and
you will still have ongoing payment amounts of $2,050
going forward (about a $950 shortfall factoring in inflation
at that point)



Example of how a QLAC works to
protect retirement income

Age 65 QLAF Example

No ROP QLAC With 15 Year Certain Becomes
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QLAC Decisions to be Made

* Which would the insured find most important

1) Protection of assets in the event of early death
2) Longer term security with no ROP benefit

* What point in time is best for you to take out the
QLAC

1)  Wait until Age 70 and do it then or

2) Possibly take it out around retirement age of 65 — maximum of 15
year deferral

o Taking it out earlier insures that you will be able to obtain a higher
monthly income benefit after the deferral period

o Need to ensure that you have enough assets available to last you
through the deferral period possibly by purchasing a Certain
Period Annuity with the remainder



How has the market responded?

Income Annuity Sales
(In Billions)

Q1'12 Q2'12 Q3'12 Q4'12 Q1'13 Q2'13 Q3'13 Q4'13 Q1'14 Q2'14 Q3'14 Q4'14 Q115 Q2'15

Q2 2015 LIMRA US Individual Annuity Industry Sales Report



How has the market responded?

 Companies that offer Deferred Income Annuities:
* American General
* Americo
e CMFG
* First Investors
* Guardian
* Lincoln Financial
* Mass Mutual
* New York Life *
* Northwestern Mutual *
* OneAmerica
* Pacific Life
* Principal Financial
* Symetra
* Thrivent
* Western Southern
e Others

 No more than 3 companies in 2007
* Together represent 60% of DIA sales



How has the market responded?

Income Annuity Sales
(In Billions)
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Deferred Income ® Structured Settlements ® Immediate Income

Q2 2015 LIMRA US Individual Annuity Industry Sales Report



How has the market responded?

Deferred Income Annuity Sales
(In Billions)

Q1'12 Q2'12 Q3'12 Q4'12 Q1'13 Q2'13 Q3'13 Q4'13 Q1'14 Q2'14 Q3'14 Q4'14 Q1'15 Q2'15

Q2 2015 LIMRA US Individual Annuity Industry Sales Report



How has the market responded?

* Companies that offer QLACs:
 Americo — October 2014
 American General - November 2014

Thrivent — January 2015

Lincoln Financial — February 2015

Principal Financial — February 2015

Pacific Life — April 2015

Met Life — July 2015

New York Life —July 2015

Guardian — August 2015



Americo’s Experience

* Final IRS regulations released July 2, 2014

* Immediate requests for QLAC from the field

* Initiated project in early August 2014

* Filing
* Filed endorsement to modify existing DIA to expedite

filing and implementation

* Minimal language required to modify existing policy.
* Filed all states but AK, AL, CT, MS, OR, UT, PR. States

excluded because the base DIA was not available. (We
don’t file NY & VT)

* All generic except for OH

e Minimal state issues and all due to the “new”
aspect. Most resolved with a phone call.



Americo’s Experience

* Minor systems updates to handle qualified funds

* Quote software updated to manage QLAC limits
and add QLAC specific language.

e Released October 2014

e Significant increase in DIA sales for 2015 but still a
very small percentage of overall annuity sales

e Qutstanding issue: defining “Fair Market Value”
for IRS reporting



First Consulting’s Experience

Arizona
Right to Examine Contract

If for any reason the Owner is dissatisfied with this Contract,
upon return of the Contract to the Company or to the
insurance agent through whom it was purchased within a
period of 10 days after its receipt by the Owner (30 days if this
Contract is replacing another Life or Annuity Contract or for
insureds 65 or over on the date of application), the purchase
payment paid will be returned to the Owner, whereupon the
Contract shall be void from the beginning and the Owner and
the Company shall be in the same position as if no Contract
had been issued. ARS 20-1233



First Consulting’s Experience

Florida
Add a disclosure all caps, 12pt bold type:

“PLEASE BE AWARE THAT THE PURCHASE OF AN
ANNUITY CONTRACT IS A LONG-TERM
COMMITMENT AND MAY RESTRICT ACCESS TO YOUR

MONEY.” 626.99(4)(c )

* Should be in 12 pt, bold type, all caps.

“A BUYERS GUIDE IS REQUIRED TO BE GIVEN TO
YOU.” Section 626.99(4)(c), F.S.



First Consulting’s Experience

New York:

Replace “Death Benefit” with “Return of Premium”
so that it reads, “Individual Single Purchase Payment
Deferred Paid-Up Annuity With Return of Premium

Contract” 3201(c)(1)



Filing Issues/Challenges

e Actuarial
e Connecticut:

Please have the actuary certify that the longevity
paid-up income amount guaranteed within the
contract, that when it is discounted by its mortality
and interest assumptions [CGS 38a-440(d)], will
always meet or exceed the retrospective
nonforfeiture amount [CGS 38a-440(c)] at the
commencement date.



Regulatory Issues/Challenges

* Who is responsible for ensuring limits have not
been exceeded?

e DOL Field Assistance Bulletin No.2015-02



QLAC Resources

http://federalregister.gov/a/2014-15524
The final QLAC regulations issued by the Department of the Treasury and the
Internal Revenue Service.

www.FDsys.gov
Another governmental site with information on the new QLAC ruling.

www.sparkinstitute.org
A summary of the Final QLAC Regulations that
was prepared by their outside counsel, Davis & Harman LLP.

www.dol.gov/ebsa/regs/fab2015-2.html
DOL Field Assistance Bulletin No.2015-02
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