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The Facts of Life
and Annuities

The near collapse of the global financial markets in 2008 and
the ensuing credit crisis has left our world remar ably changed.
We now live in a time of government financial oversight and the
uncertainty of how to unwind trillion dollar stimulus programs.
Trust and confidence in the financial system — including,
regrettably, life insurance companies  was severely sha en,
and has yet to show sustained improvement. Consumers want
reassurance and information from companies. Congress and
policymakers are calling for widespread changes to our financial
regulatory system and possibly new taxation. If there were ever a
time for our industry to focus on communicating our fundamental
values, surely that time is now.

Insurance products offer families the financial security they need

at crucial times in their lives  when a loved one dies, or when

they retire. These products enable families to survive financially
after the death of a wage earner or stay-athome parent, or even
to pass along a lifetime of hard wor to children or a charity. In
addition, many of the 76 million baby boomers will rely on their
assets in fixed and variable annvuities to help maintain their
lifestyle in retirement.

Without these financial services benefits, the additional burden
on society would be tremendous. More families could lose their
homes, or turn to state and federal government to provide the
financial support they currently receive from life insurance prod-
ucts. Policyma ers  since the earliest days of the modem
income tax  have recogni ed the value that life and annuity
products provide, and ac nowledge that value through special
tax treatment.

How do we quantify this value and communicate it to others
LIMRA has created The Facts of Life and Annuities for member
companies. We hope that you and others in your company will
use these facts as you educate people through speeches, articles,
presentations, and other means about the value of life insurance
and annuities.




10 Key Facts

1. Lifeinsurers paid out nearly 59billion in
death benefits and more than $65 billion in
annuity benefits in 2009,

2. Seven in ten U.S. households own life

insuronce.

3. Fifty-eight million, or hdf of U.S. house-
holds say they need more life insurance.

4. Followingthe September 11 attoc s, the
Victim Compensation Fund vdued the
future earning potentid of victims ot necrly
16times income.

5. Most new end existing individud life policies
are permanent rather thon term insurance.

6. Threein four owners of permanent life
insurance and four in five owners pf non-
qualified annuities are middle to lower class.

7. Owners of lifeinsurance say they purchase
insurance to cover burial and final expenses,
os well os for income replccement.

8. Individud life insurance owners plon to use
that insurance, more than any other source,
to provide for their families in the event of
their premature decth.

9. One in five retirees uses individually-
purchased annuities for income.

10. Necrly nine in ten new deferred varicble
onnuities are sold with some type of
guaranteed living benefit (when available).




Life Insurance Ownership Is Widespread, But Inadequate

Seven in ten U.S. households have some form of life insur-
ance coverage, Yet they dso admit they need more.

Fact Seven in ten U.S. households own some type of
life insurance. Nearly half of U.S. households own
individual life insurance.
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Fact The average U.S. household with life insurance
owns enough fo replace 3.5 years of income. This
measure is consistent across all income groups.
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Fact Fifty-eight million U.S. households (50 percent)
believe they do not have enough life insurance.

Source 2010U.S. Life Ownership Study, LIMRA.

Fact Households that purchase a combination of both
term and permanent insurance have better coverage
than those that rely only on either term or permanent
policies.
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Most Individual Life Insurance Policies Are Permanent

While term insurance has increcsed in populerity during
these difficult economic times, the majority of individual life Permanent Insurance

purcheses are permanent, such as whole life or universd life.
S o o Permanent insurance offers severd unique
Fact Most individual life insurance policies in force are fectures not avcilcble on most term policies

permanent rather than term.

Access to cash values  Permonent insurance
builds up cesh vdues that con be used toward
achild s educction, business opportunities, or
to supplement retirement income.
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policies are permanent rather than term. regerdless of their hedth.
11 P tabl i
Indvicdud Life Insuronce Pdides Purcdhcsed > esle premflfumls d Many type; OFl F;amet
_ insurence offer level premiums for life, unli e
by someterm premiums that increcse substan-
Produd Type P tidly os the policyowner ages.
Ws::je_ . 4 Tax advantages  The cash vdues in
"h_ L' = permanent life insuronce policies cccumuldte
Vm_ddel"&_e _ on atox-deferred basis, similar to retirement
\érickle Uiversd Life — ond college savings plans.
ol Porenat ° S Vil e bout lfei
urce you need to now about lite Insurance,
o the Life ond Hedlth Insurance Foundation for
Tad 100 Education, 2009.
lessthon 1 2 1 percert.

Source Second uarter 2010 Individudl Life Insurance Sales Survey,
LIMRA, 2010.




Permanent Life Insurance Benefits All Incomes

It is a prevailing myth that affluent consumers are the primary
purchesers of permanent insurance. Thetruth is that consumers of
dl income levels purchase permanent insuronce policies  with the
middle cless buying most of them.

Fact Permanent life insurance benefits Americans of all income
levels. The affluent (defined as those with household income of

100,000 or more), who represent about 19 percent of the
population, own ust 27 percent of existing policies, while those
earning 25,000 to 99,999 comprise 55 percent of the
population, but own 58 percent of existing policies.
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Source LIMRA ondysis of 2007 Survey of Consumer Finances, Federd
Reserve Board, 2009.

Fact Consumers in the middle class or lower own nearly three
quarters of newly purchased permanent life insurance policies.
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Why Life Insurance Is Bought and How It Is Used

People buy life insuronce for mony recsons most Fact Affluent and non-affluent households alike are
often to replace income and pay for the insured’s final ~ most |i ely to purchase life insurance for income replace-
expenses. Life insuronce owners see their policy assthe  ment and to cover burial and final expenses.

main woy to provide for their loved ones in cose of
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Source 2010U.S. Life Ownership Study, LIMRA.

Fact Almost six in ten U.S. households with dependents
plan to use life insurance to provide for their families in
the event of their premature death more than any other
financial resource.

Sources of Income if Die Premcturely
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Source 2010U.S. Life Ownership Study, LIMRA.




Borrowing from Life Insurance Cash Values

Permenent life insurance builds up cash vdue that becomes
part of the death benefit. In difficult times, policyholders can
use the cash vdueto cover insurance costs or as asource of
funds by borrowing or withdrawingthe money.

Fact Life insurance cash values serve as a source of
available capital to individuals, especially when credit is
difficult to obtain. There was $120 billion in life insurance
loans outstanding at the end of 2009.

Source LIMRA ondysis of SNL Finencid LLC data.

Femous retailer .C. Penney borrowed from his life
insurance policies to help meet the company payroll
followingthe 1929 stoc mar et crash.

Source www.nndb.com people 656 000160176

In 1953, Walt Disney borrowed from his life insuronce,
sold his vacation home, ond borrowed money from
employees to fund Disneyland, his first theme park.

Source www. ustdisney.com wdt disney timeline

Policy Loan Basics

2 Owners of permanent lifeinsurance may be dble
to borrow up to between 75 and 90 percent of their
cosh vdue.

3 Policy loans con be asource of funds for individuds
regardless of their credit.

2 No lengthy application is required to obtain funds.

0 The loon is not taxcble os long as the policy remains
in force.

0 Interest rates are often attractive compared to
I C CCl 104 AlCS avdalldDIle % el

institutions.




The Growing Need for Retirement Savings and Income

Fewer wor ers are covered by traditiond pension plans, ond Socid Security is pro ected to replece less of awor ers
pre-retirement income in the future thon it does today. T herefore, retirees will need products that con crecte abase of
lifetime income, or supplement their existing lifetime income sources. Annuities are on excellent solution to both of
these dilemmocs, through tox-deferred retirement savings ond tax-adventaged lifetime income payments.

_ R _ Fact In 2009 Social Security replaced
Pa'ca‘i O(M G'S\Nl'hmtocrd PCt’rICIp:flrgln Rd’lrmi BG‘B(ITS qpproximqfely 40 percenf oI: fhe CIVGrCIge
earner s income at retirement and is

forecast to fall to 28 percent by 2037.

Sources The Socid Security Fix-It Boo , Center for
Retirement Research ot Boston College, 2009.
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Source Nationd Compensdtion Survey, Bureau of Labor Statistics, ??\U rLc ° jﬁ;eén;gﬁfner Gl;'tt).l OiSNS;W idge%t
September, 2009. Based on wor ers in private industry. et e UHIvINg | helr Assets, Dy trns
oung, for Americons for Secure Retirement,
uly 2008.

More thn hqlf OF pre— rd' i rees Fact More than half (56 percent) of

preretirees and retirees do not expect

Gnd rd i rees do nO‘l' expml' ‘I'O to receive enough income from Social

Security and employer pensions to cover

r&eive enOUd1 incorne Frorn their basic living expenses in retirement.

Further, nearly half (44 percent) of these

S(xi Gl S&U rify Gnd am pl Oyer individuals express interest in converting

a portion of their savings into guaranteed

penSions 1'0 cover fhei r bGSiC lifetime income (i.e., annuiti ing), in

o o . . order to fill the gap between their
| VI ng expen sesin reh ranent . retirement income and expenses.

Source Retirement Income Preferences, LIMRA,
2006. Based on individudls aged 55 to 70 with ot
least 50,000 in household investcble cssets.




Tax Incentives Encourage Saving

Given these fects, it s clear that more people need to save for retirement aond many of those dready
saving need to save more. Incentives, in the form of tax cdvontages, are on effective way to encourage
saving. While progrems such as 401( ) plons ond IRAs offer tax-deferred savings, onnuities offer
additional benefits that are often not available elsewhere. For example, many of today’s variable
onnuities offer the protection of account vdues or income streams against unfavorcble investment
returns. Sometimes dismissed as unnecessary, their value becomes clear during these difficult
economic times, especidly for the millions of Americons cpproaching retirement.

Fact Nine in ten nonqualified annuity owners agree that keeping the current tax treatment of
annuities is a good way to encourage longterm savings (88 percent), and that annuities are
an effective way to save for retirement (90 percent).

Source: 2009 Survey of Owners of Non-Qualified Annuity Contracts, conducted by The Gallup Organization and
Mcthew Greenwdd  Associctes for The Committee of Annuity Insurers, 2009.

Fact Deductible contributions to IRAs surged when universal access to tax-deductible IRAs
was grcm’red, on|y to p|ummef when later eliminated.

Dedudibde Gntributions to Treditiond 1RAs
( billias)

1975 1976 1977 1978 1972 1980 1581 1982 1983 1984 1985 1986 1987 1988 1987 1990 1991 1992 1998 194 1995 1996 1997 1998 199 00D 2001 22 2008 004 2006 206

Source Scbelhaus, ohn ond Schrass, Daniel, The Evolving Role of IRAs in U.S. Retirement Plonning, Research
Perspectives, Vol. 15, No. 3, Investment Company I nstitute, November 2009.




Annuities as a Source of Retirement Security

Other then pensions, cnnuities are the only products that crecte aguaronteed lifetime
income. Owners of deferred annuities may elect to annuiti e, ta e systemctic with-
drawds, or ta e withdrawds as needed. Individud's con dso purchase immedicte
cnnuities using assets from deferred cnnuities or from other investments. Owners of
annuitized nonqualified annuities and nonqualified immediate annuities receive tax
benefits into retirement, whereby a part of each income payment is deemed return of
principd until the entire principd, or besis, has been excluded.

Meny vericble deferred ennuities offer guarantees in the event that the underlying
investments perform worse than expected. Guaranteed minimum income benefits
provide guarontees on the amount that con later be onnuiti ed. Guarenteed lifetime
withdrawal benefits guarantee that a specific amount can be withdrawn each year for
life, while offering the possibility for growingincome, ond access to the cccount vdue.

Fact Nearly nine in ten new deferred variable annuities are sold with some
type of guaranteed living benefit (when available), such as those described
above.

Source: Variable Annuity Guaranteed Living Benefit Election Tracking Survey — Second Quarter

2010, LIMRA.

Fact Three in four (76 percent) nonqualified annuity owners intend fo use their
annuity for retirement income. Similar numbers of owners say they

* Will use their annuity savings as a financial cushion in case they or their
spouse live beyond their life expectancy (83 percent).

* Will use their annuity savings to avoid being a financial burden on their
children (81 percent).

* Purchased an annuity fo cover the potential expense of unpredictable events
such as a catastrophic illness or nursing home care (73 percent).

Source: 2009 Survey of Owners of Non-Qualified Annuity Contracts, conducted by The Gallup
Orgoni ation ond Mathew Greenwdld  Associctes for The Committee of Annuity Insurers, 2009.

Fact Annuities are an important income source to many retirees. One in five
(19 percent) retirees receive income from individually purchased annuities. Of
these retirees, 37 percent receive regular monthly payments guaranteed for life.

Source Will Retirement Assets Last aLifetime LIMRA, the Society of Actucries, ond the Internc
tiond Foundation for Retirement Education, 2009. Survey based on retirees age 55to 75 with ot
least 100,000 in household investcble assets.

Fact Over nine in ten nonqualified annuity owners (91 percent} fry not to
withdraw any money from their annuities before they retire because they would
have to pay tax on that money.

Source: 2009 Survey of Owners of Non-Qualified Annuity Contracts, conducted by The Gallup
Orgoni ation ond Mathew Greenwdld  Associctes for The Committee of Annuity Insurers, 2009.




Nonqualified Annuities Benefit All Incomes

Unlike IRAs, nonqualified annuities do not limit contributions or who
qualifies to make non-rollover contributions. However, it does not
follow that people dbove the IRA limits cre buying annuities in droves.
Instead, people of dl income levels purchase annuities. Similer to
permenent life insuronce, the distribution of cnnuity owners by
income does not depart significantly from the distribution of incomes

generdly.

Fact Four in five nonqualified annuity owners are middle class
or below.

Mer e Share of Ninqudiified Annuities Ghned
by Anud Housshdd Inaoe
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Source: 2009 Survey of Owners of Non-Qualified Annuity Contracts,
conducted by The Gadllup Orgeni ction and Mathew Greenwdld ~ Associctes
for The Committee of Annuity Insurers, 2009.

Four in five nonqualified
annuity owners are middle
dass or below.

Types of Deferred Annuities

Deferred annuities are investment
vehicles that offer tox-advantaged
savings ond the dbility to receive
income payments guaronteed for
life. There are three main types of
annuities that determine how vdues
accumulate ond how income
payments are determined.

The vdues in varicble annuities

chonge based on the performance of
the underlying subaccounts selected
by the investor. T he subaccounts are

typicdly invested in stoc s, bonds,
ond or money mar et portfolios. As
described ecrlier, some varicble
annuities provide guarontees of the
cccount vdue.

Fixed rate annuities offer apredeter-
mined interest rate for aset period
of time.

Indexed annuities NEXTERETTINIR
thet offer aguaranteed minimum
rate of return with the dbility to
participate in performoncelin ed

to one or more equity indices.

Necrly ninein ten new deferred variable annuities
are sold with some type of guaranteed living benefit

(when available).




The Value of Tax-Deferral

As for boc s the enactment of the modern income
tox, policyma ers have ac nowledged the vdue that
life insurance ond ennuities provide by dlowing
policy vdues to accumulcte on atax-deferred bosis.
The U.S. Government includes in its annud budget
a long list of “tax expenditures,” defined as “revenue
losses cttributable to provisions of the Federd tax
laws which dlow a'specid exclusion, exemption, or
deduction from gross income or which provide a
specid credit, apreferentid rate of tax, or adeferrd
of lichility. The government often loo s to this list
for opportunities to raise tax revenues. T he deferrd
of income on life insurence ond ennuity contrexts is
Number 14 on thelist. The budget estimates this tax
expenditureat 23.1 hillion in 2011, growing to

29.9hillion in 2015, on annud effective growth of
6.7 percent.!

Recent federdl tax legislation continues to
support retirement savings ond retirement
security. The Pension Protection Act of
2006 strengthened treditiond pension

plon funding, offered new ond enhenced
retirement savings incentives to IRAs ond
defined contribution plans, tax benefits for
combination products that combine life or
annuity products with long-term care
coverage, and provided permanency to many
provisions of the 2001 Economic Growth
ond Tox Relief Reconciliction Act that were
dueto expireon onuary 1,2011.

ISource: Executive Office of the President, Office of Management and Budget, Analytical Perspectives, Budget of the United States
Government, Fiscal ear 2011.




Life Insurance

T here are now many different types of permanent lifeinsuronce
available in the marketplace, making it very difficult to develop an
industry-level model of life insurance cesh vdue. However, life
insurance cash vdues (because of their nature) generdly don t
increcse cs ropidly as annuity cash vdues. In the case of ennuities,
the cash value is the primary benefit of the policy. In the case of life
insuronce, the cash vdue is amechanism that dlows the policy to
provide various benefits to policyholders. Permanent life insurance is
often structured so that premium requirements decrease as cash vdue
grows. In addition, policyholders have the option to ta eloans from
their cash value to meet immediate financial needs without having to
lopse their life insurance protection.

If the government removes the tox-deferred ncture of the cash vdue L I Fe Insurers
build up, the scfety net that permanent life insurance provides for so h 4 . | | .
many middle ond lower income households would be ct ris . Reasons ave 5 trillion

for this include inveSf&I in fhe

* Whilelevel-premium permanent life insurance may continue to be

availdble, the totd cost of that coverage including taxes will generdly U S econ Omy,
increcse over time, impeding offorddbility cs policyowners cge. . h

* Policyholders that arein paid-up status due to the cpplication of ma | ng fhem one
dividend payments ond or cash vdue buildup might be forced out OF t he | C"-?sf

of paid-up status by the need to ma e withdrawds from thellife
insuronce policy in order to pay taxes. And, policyholders who sourees o

ma e regular premium payments might well need to either reduce . .

premium payments to pay taxes or begin ma ing partid withdrawds qul fql N fhe
from their policy in order to pay toxes. In either ccse, the policy .

could eventudly bein eopardy due to cash vdue depletion, and tox nation.

revenues would decline due to the smdler base of cash vdues to tox.

* Because of the many moving parts of lifeinsurance, such os premium
payments, expense charges, ond mortdity charges, it would be
difficult to determine the taxable portion of any increases in life
insuronce cash vdues. Further, explaining the result to policyholders
in amanner they could understond would be chdlenging.




Annuities

With the impending Socid Security crisis, retirees ond pre-retirees will need

to take greater responsibility for their financial security in retirement. The
guarentees availdble (ond often purchased) in today s annuity products help to
provide that financial security. Taxing account value growth each year would in
many cases make it more difficult for annuity buyers to fund these guarantees.
Annuity owners without other resources to pay the taxes would need toma e
withdrawds from their cnnuities to pay them. This would have severd
unintended consequences, including

* Areduction in pro ected future tax revenues because account vdues would
grow at aslower rate due to withdrawds to pay toxes.

* Owners of onnuities with guarontee fectures could render some guarantee
fectures worthless due to excessive withdrawds to pay taxes.

* Insurers would be forced to raise fees on these fectures or stop offering
them dtogether. Increased fees would ma e these fectures less attroctive
to potentid buyers, which in turn would lecd to reduced future sdes ond,
therefore, reduced tox revenues.

LIMRA developed amodel to estimate the tax impact of aremovd of the
tax deferral feature on nonqualified annuities?

* Under a best case scenario, estimated tox revenues would grow on
average of 5.6 percent per year between 2011 and 2015, slightly less thon
the government s pro ected rcte of 6.7 percent 3

* Under amore redistic scencrio, estimated tax revenues would actudly
decline 24 percent duringthe period 2011 to 2015, by which point annud
tox revenues would be 41 percent lower thon those besed on the
government s growth rate

2Qur mode! assumes that dl annuity controcts experience investment gains in their cash values each year. This assumption would tend to
overestimcte tax revenues since some annuities will lose vdue in years such as 2008, most varicble annuities would lose vadue. We did not
net out toxes that are due regordless of any chenge to annuity taxation, such as taxes due upon withdrawd or contract surrender. The
mode! dlso assumes gains in value are taxed os ordinary income, which would be less preferentid than on other investments, which are
toxed s copitd gains. Currently, the maximum long-term copitd gains tox rateis 20 . Because we cssume on average margind income
tox rate of approximately 28 percent to be applied to annuity gains, our estimated tox revenues using copitd gains taxes would fdl by more
than 25 compared to using ordinary income toxes. Further, taxing annuity growth annudlly os ordinary income further puts cnnuities

at adisadventage to mutud ?Unds, whose basis is stepped up upon the owner s decth.

3The best case scenario assumes any change in the tox treatment of account value growth does not impect the future rate of sdles,
surrender, growth, and other flows of funds.

4The more redistic scenario assumes aone-time declinein sdes of 25 ond the rate of surrender more than doublingto 25 in 2012.
Therecfter, sdes are assumed to decrecse by 5 percent each year ond the surrender rate is assumed to decline over three years before
levelingoff ot 12 .




Life Insurance Industry Benefits to Society

Beyond the obvious benefits of insuring people, and
making payments to beneficiaries, the insurance industry
is ama or employer, investor, lender, charitable donor,

ond taxpayer.

Fact Life insurers infused nearly 59 billion into the
U.S. economy in 2009 through death benefits paid
to beneficiaries.

Source LIMRA ondysis of SNL Finencid LLC data.

Fact Life insurers infused 65 billion of annuity
benefits into the U.S. economy in 2009.
Source LIMRA ondysis of SNL Finencid LLC data.

Fact The life insurance industry employs about
1.2 million people nationwide. The entire insurance
industry employs 2.2 million people in the

United States.

Source ACLI

Fact Life insurers provide a significant source of
funding to consumers and businesses. As of the end
of 2009, life insurers held 325 billion in commercial
and residential property loans.

Source LIMRA ondysis of SNL Finencid LLC data.

Fact Life insurers have 4.5 trillion invested in the
U.S. economy, ma ing them one of the largest sources
of capital in the nation.

Source ACLI
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