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WHAT Type of Annuities?
- Fixed
- Equity Indexed

- Variable with Guaranteed Income Benefits
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General Attributes We Look for In Variable Annuities
1. Living Benefits (GIBs)

- Age bands and respective guaranteed income percentages
- Waiting period/age when guaranteed Income can be turned on
- True lifetime benefits — no ability to outlive this income source
- Spousal continuation
- No forced annuitization
- Step Ups/Lock Ins for income purposes

2. Costs

3. Short surrender periods

4. Strength of underlying insurance company

5. Capital/reserve requirements of insurance company

6. Competitive death benefit

7. Alternative investment options
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WHEN and WHO to use Annuities:

- When a client wants to insure a minimum guaranteed standard of living
- When the state asset protection rules favor annuities

We are a Culture who buys insurance to
transfer risk:

-  Homeowner’s insurance

- Car/auto insurance

- Healthcare insurance

- Life Insurance

Why not insure against market crashes? Why not insure

a basic standard of living? Why not insure a clients largest
potential asset — their portfolio?
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Typical Objections:

- More objections come from the industry than from prospects

or clients -- WHY?
Cost — see comments from Mosche Molevsky and Nick Murray
Taxes - No one argues with the taxation of pensions — Why VA’s?
- One VA has a patent and IRA PLR on it and is very tax
efficient
- On all other NQ VAs, income is not taxable if market value
IS less than cost basis, even though guaranteed income
base may be higher
VA’s in IRA’'s — Tax Deferral is NOT the primary purpose we use VAS.
GIBs in IRAS gives clients an underlying guaranteed income but
doesn’t change tax treatment of income.
Monte Carlos Simulations — Driving looking in the rear view mirror
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WHY - Bottom Line:

Clients want a minimum standard of living in retirement and they
want to have guarantees. In the “old days” they could get that
through a defined benefit plan but for most, that option is not
available.

What clients really want in retirement is to have an income that is

as close as possible to the income they last received while they were
working in the form of a paycheck. They don’t want to worry about
the stock or bond markets. They want and need the upside of the
markets to hedge their inflation concerns. They don’t want to be
forced to change their standard of living as a result of a market
meltdown or a default on a bond. They want to transfer the risk of
outliving their money in retirement and they are willing to pay the
price to get this assurance.
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Case Study:

Ms. White, age 68, retired CPA

Husband died in 1999

Invested $1 million in VA’s with 5% minimum guarantee/annual step ups
Did not take the income

Called in November, 2008 — needed to take income to help son

Said: “I know it’s a bad time in the market” —

Came into our office — wanted $1000/month or $12,000/year

Last annual step up was in 2007, when the Dow was higher

Last step up on her account was at $2.2 million

Guaranteed minimum income for her life was $2.2 x 5% = $110,000/year
Underlying sub account value was $800,000 — had she invested in mutual
funds or managed money in 1999, she would have had about this amount or
perhaps a little more due to fees, etc., but would not be able to draw out
$110,000/year out of her account for life.
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FUNDING SUSTAINED
DISTRIBUTIONS UNDER
UNCERTAINTY



THE QUESTION:

How do you solve funding problem
under uncertainty?

Key Unknowns:

*Time

Return

|nflation

*Cash Flow Needs
*Fixed
*Discretionary



Tradeoffs

More Guarantees

sInflation risk
Inflexibility
sLong-term failure (Low NPV)

Funding for Higher Return

*Short term loss
*Bad timing
*Psychologically difficult
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Maximum Drawdown Example
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Mathematics of Recovery

Investing in Investing In
Biggest Winning $10,000 Biggest Winning $10,000

& Losing Months Grows To & Losing Months Grows To

Months Months
10 $7,432 90 $5,481
20 $5,685 100 $5,906
30 $5,223 110 $6,495
40 $4,893 120 $7,271
50 $4,687 130 $8,304
60 $4,723 140 $9,569
70 $4,878 150 $11,073

80 $5,196
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A Real Life Historical Example

Fidelity Magellan vs. American Mutual
$1,000,000 invested in 1969 — no withdrawals

1993 Value
Fidelity Magellan $52,054,646

(Top performing fund over 25 year time period)

American Mutual $17,697,399
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The Effect of Withdrawals

Fidelity Magellan vs. American Mutual

$1,000,000 invested 1969
5% withdrawal (increased for inflation)

1990 Value
Fidelity Magellan $0

American Mutual $937,200

14



Using SMA During Withdrawals

$1,000,000 invested in 1969
5% distribution rate (increased for inflation**)

% (

B &  %O)*E %( & % ( ¢ %(.)0

% % % % ( (* %

*All return data from Ibbotson and Lipper
** Inflation-CPI from Ibbotson
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Constant Distribution Rate Example

$1,000,000 Invested in 1969
$70,000 Annual Fixed Withdrawal

% ( <V&+(&
%(,)( %+ ( N ( % (* & % (& H
%( '& %NE& ( % % (* & % (&) +(

*All return data from Ibbotson and Lipper
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Income-Producing Assets
An Annuity Alternative

Charles J. Farrell
Northstar Investment Advisors
700 17t St, Suite 2350, Denver, CO 80202
cfarrell@northstarinvest.com / 303 832 2300
www.northstarinvest.com
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e O# "5 /< 6 4 5

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

ADP $0.12 $0.14 $0.16 $0.19 $0.22 $0.26 $0.30 $0.34 $0.40 $0.45 $0.48 $0.54 $0.61 $0.68 $0.83 $1.04 $1.24
United Tech $0.23 $0.24 $0.26 $0.28 $0.31 $0.35 $0.38 $0.41 $0.45 $0.49 $0.57 $0.70 $0.88 $1.02 $1.17 $1.35 $1.54
Procter & Gamble ~ $0.28 $0.31 $0.35 $0.40 $0.45 $0.51 $0.57 $0.64 $0.70 $0.76 $0.82 $0.93 $1.03 $1.15 $1.28 $1.45 $1.64
Coca-Cola $0.34 $0.39 $0.44 $0.50 $0.56 $0.60 $0.64 $0.68 $0.72 $0.80 $0.88 $1.00 $1.12 $1.24 $1.36 $1.52 $1.64

source; Value Line
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Individuals cannot invest in an index. Pasl Deriormance is not indicative of future returns.
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Utilitics

5%, Master Limited

Partnerships /

Energy Trusts
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