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Lean Cuisine

LOWER-COST VARIABLE ANNUITIES CAN BE A KEY INGREDIENT IN
YOUR CLIENT’S RETIREMENT RECIPE. BY DONALD JAY KORN

IN WHAT MAY BE CONSIDERED A FAIRLY
lengthy list, The Hartford’s Straight
Talk About Variable Annuities bro-
chure sets out to “clear up common
misperceptions” about VAs. One erro-
neous belief, the company claims, is
that VAs are expensive: “As with any
investment, expenses reduce perfor-
mance results, so finding a low-cost
insurer should be a key consideration.”
Although you might not expect “low-
cost” and “VAs” to appear in the same
sentence, recent developments indicate
a move in that direction.

The average VA expense is 2.36%
of the contract value per year, accord-
ing to Morningstar. “That’s before any
living benefits,” says The Hartford’s
Vice President Scott Sanderson, refer-
ring to the various income or with-
drawal guarantees now commonly

included in VAs (see “Getting Guar-

.antees” on page 84). Those extras can

cost anywhere from 0.15% to 1.10%
per year, so the average VA probably
has all-in fees around 3%.

FALLING COSTS
Morningstar says the VAs with the low-
est fees for mortality, administration
and distribution are Fidelity’s Personal
Retirement (0.25%) and Vénguarcl’s
contract, issued by Peoples Benefit Life
(0.3%). That’s before expenses for the
underlying investment accounts.
“With average fund expenses, Van-
guard’s VA is probably less expensive
than Fidelity’s,” says Frank O’Connor,
product manager for VARDS Prod-
ucts at Morningstar. Using a weighted
average expense ratio, he puts the Van-
guard VA’s total cost at 0.66%—the
lowest on his list—followed by TIAA-
CREF’s Lifetime Select contract at
0.84% and Fidelity’s entry at 0.95%.
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(See “More Affordable VAs” on page
85.) All of these options lock purchas-
ers into using only the seller’s mutual
funds, say Mitch Politzer, senior vice
president of Ameritas Advisor Services
in Bryn Mawr, Pa. The Fidelity VA
has only Fidelity investment options
and so on. Politzer says that his firm’s
no-load VAs, which have been around
since 1990 and have a weighted aver-
age expense of 1.06%, offer investment
options from multiple managers.

In a class by itself is Jefferson
National Life’s Monument Advisor
VA, introduced in 2005 and rolled
out widely in 2006. “We designed this

annuity for fee-only advisors and oth-
ers who work with some clients on a

fee basis,” says CEO Larry Greenberg.
“Our VA pays no commission. Con-
tract holders don’t pay more as their
assets go up. Instead, everyone pays a
flat insurance fee of $20 per month,
$240 per year.”

According to O’Connor, based on
a $25,000 contract, a $240 annual fee
translates to 0.96%. Since the average
fund expense at Jefferson National
is a fairly high 1.26%, however, the
weighted average total would be a less
desirable 2.22%. Bur the average con-
tract size for the Jefferson National VA
is over $200,000, says Greenberg. For
a $200,000 VA, a $240 annual charge
would be only 0.12% and the total

cost would be around 1.38%, count-
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ing the investment funds. “That would
be more reflective of the average expe-
rience of investors in this contract,”
O’Connor adds. “At 1.38%, the Jef-
ferson National VA may be among the
least expensive in the industry.”

Monument Advisor offers a
choice of more than 170 funds. Chris
Cordaro, the chief investment officer
at RegentAtlantic Capital, a wealth
management firm in Chatham,
N.J., uses the Jefferson National VA
and Peoples Benefit Advisor’s Edge.
To diversify, he’ll split up a client’s
VA money. Jefferson National, for
example, has a Pimco Commodity
account, which Cordaro uses if a cli-
ent needs commodities.

There has also been some cost
reduction on the commission side.
“Last year, Raymond James intro-
duced a low-cost platform for vari-
able annuities,” says Tom Hamlin, a
Raymond James branch manager in
Portland, Ore. “Variable annuities
are restricted to M&E [mortality and
expense] and administration charges
of no more than 1.15%. Already,
issuers such as MetLife and Equitable
have introduced lower-cost annuities,
dropping these charges from 1.3% to
1.15%. In addition, Raymond James
will not allow planners to receive more
than 5% in an upfront commission,
or more than 7% over seven years,
including trails.”

GUARANTEED BENEFITS
Hamlin does a great deal of VA busi-
ness with Ohio Nartional Life. “In
addition to strong living and death
benefits, it has the lowest fees thar 'm
aware of: 90 basis points for M&E and
administration, plus 70 basis points for
a guaranteed minimum income ben-
efit (GMIB) with’an annual reset.” Of
course, the underlying funds’ expenses
add to the total cost.

For this type of annuity, Ham-
lin might sell C shares to clients and
receive 70 basis points per year— “half
of what I'd be paid for managed

money.” Sometimes, if he thinks the
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| Guarantaed minimum mcome henefits (GMIBs] 1f mvestors annuitize their

_contract with the issuer, then the annuity will be based on the greater of the -
‘actual contract value or an amount that assumes a minimum growth rate on

~ the dollars invested. A GMIB with a 6% annual reset, for example, guarantees
 that there's a 8% annual return on the amount invested. That base amount
can be raised to a higher level if a higher cnntract value i is in piace on an

: 'annwersar\; date

_ Guaranteed mlmmum withdrawal benefits {GMWBs) It is not necessary
_to annuitize a contract to use this benefit. Instead, contract holders can
- withdraw a specified percentage of the amount invested for a specified time
- period. A GMWSB, for example, could offer I!felong mthdrawa!s of 5% of

premlums pald per year —-DJK

client might switch to another advi-
sor, he’'ll sell A shares and receive 5%

up front with no trail. “Generally,

'L shares are not a good deal for the cli-

ent. The advisor usually gets 5.25% ro
5.50% up front, plus 1.00% to 1.50%
per year after the surrender period,
which might be three or four years.”

At The Hartford, VA costs also
include living benefits. “Two of our
most popular VAs have total costs
of 2.39% and 2.50% and guaran-
teed minimum withdrawal benefits
(GMWBs) for life, says Sanderson.
“Considering that the average VA costs
2.36% before living benefits, you could
say that the contract holder is practi-
cally getting our benefit for free.”

Such benefits are attractive to cer-
tain clients, says Jim Brown, a fee-based
planner in Tulsa, Okla. He’s been
using Jefferson National’s VA, he says.
“The low costs make it a good choice
for someone who doesn’t need or want
more taxable income right now,” he
says. “However, I do have clients who
won't sleep at night without a guaran-
tee. For them, I'll recommend Pacific
Life’s VA, with a living benefit.” That
product ranks near the top of Morn-
ingstar’s low-cost entries. Brown says
that he will reduce his asset manage-

ment fee until clients are made whole.

to reflect the commission he receives
from selling the Pacific Life VA.
Living benefits may be the next
step for low-cost VAs. Even Jefferson
National is looking at adding one to
its plain-vanilla VA, says Greenberg.
Politzer of Ameritas says that his VA
will add a GMWB sometime this
year. “It’s really a hedge that the con-
sumer has to pay for,” he says. “I think

financial advisors can create their own.

hedges, but there is a market demand
for such a rider.” Fidelity, too, plans to
come out with a VA that includes a liv-
ing benefit, according to O’Connor.

1035 EXCHANGES

But many fee-oriented advisors pre-
fer a bare-bones VA. Cheryl Holland,
president of Abacus Planning Group
in Columbia, S.C., says she usually
takes Vanguard’s VA with the lowest
cost rather than pay for added fea-
tures. “I can’t temember when T just
recommended a variable annuity as an
investment, but I'd estimate that one
out of 10 clients who come in already
has a VA,” she says. One client had
five of them. We'll often do a 1035
exchange to the lower-cost Vanguard
annuity, although we might wait until
a deferred sale charge on the original
annuity comes down.”







