INSURANCE INSIGHTS. ..

Designing Lifetime Income
There are three ways you can provide guaranteed lifetime income using annuities.

1. Deferred Income Annuity (DIA)
A DIA provides guaranteed lifetime income starting at a future predetermined date.

2. Income Rider
A deferred annuity with an income rider allows your investment to grow while protecting
the principal. Lifetime income starts when the rider is turned on. These riders are most
often available on fixed indexed annuities and are known as Guaranteed Minimum
Withdrawal Benefit (GMWB) or Guaranteed Minimum Income Benefit (GMIB)

3. Two-Stage Approach
Stage 1: Protect and grow your money using a Multi-Year Guaranteed Annuity(MYGA) or
a Fixed Indexed Annuity(FIA).
Stage 2: When ready for income, perform a tax-free exchange of your deferred annuity
into a Single Premium Immediate Annuity (SPIA) or an income rider option.

Case Study: Jack & Jill Hill

Jack (59) & Jill (58) Hill plan to retire in 10 years. They want to set aside $500,000 today to generate
income once they retire. They are using non-qualified assets. The money will grow tax-deferred and
when income is paid out, the basis will not be taxed.

Option 1: Deferred Income Annuity (DIA)

e Provides $4,914/month for the rest of their joint lives starting in 10 years.
e Includes a return of premium rider, so if both pass away before income starts, the
premium is paid to their beneficiaries.

Option 2: Indexed Deferred Annuity with Income Rider

e When the income rider is turned on in year 10, the joint lifetime income will be
$5,937/month.
e If they both die after the income starts, any account balance will be paid to heirs.

Option 3: Two-Stage Approach

e Stage 1: Use a MYGA with a 10-year guaranteed interest rate of 5%. (April 2025)
e Stage 2: Using today'’s rates but tomorrows ages the calculated income from a SPIA will
be $4,931/month for their joint lives starting in 10 years. This can change as interest or
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Key Considerations

e The Deferred Income Annuity offers limited flexibility. The income will start in 10 years,
and with few exceptions cannot be changed.

e The Indexed Deferred Annuity with Income Rider allows you to adjust when you start
taking lifetime income. If you take money earlier, the company guarantees less. If you
wait longer than 10 years, income may be higher depending on the contract design and
performance. You can remove the income rider or adjust course and surrender the
contract.

e The Two-Stage Approach is not guaranteed like the other two options. Income
projections may change based on market conditions in 10 years. You can avoid
annuitization and adjust course if things change.

e Tax Treatment differs between income annuities and income riders.

e When you use non-qualified money to purchase an annuity you will have an
“exclusion ratio” which exempts part of the income from being taxed until your full
principal is returned. After that all income is taxable.

¢ Income riders work differently. Gains will be taxed first. Once gains are fully paid
out, income from principal is tax free — until it is exhausted, after which income
becomes taxable again.

Summary

In this scenario, the Indexed Deferred Annuity with Income Rider is a clear winner. It guarantees
the highest payout and offers flexibility regarding the income start date.

There are charges for the income rider and this option may or may not be better than the Two Stage
approach. It is essential to consider all three annuity strategies when planning for guaranteed
lifetime income.
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