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I. INTRODUCTION 

This report presents the results of  a study jointly sponsored by LIMRA 
International and the Society of Actuaries. The study examines the persist- 
ency of deferred annuities on a contract anniversary basis. Contracts were 
followed for a period of one year for separate samples of contracts in force 
on 1992 and 1993 anniversaries respectively. Combined, the study observed 
surrender behavior of  these two samples for 1992 through 1994. The results 
are based on business issued during 1979 through 1993 and written by 28 
companies. 

Important Note: The period studied was one of generally declining interest 
rates, followed by sharply increasing rates in 1994. Results might be differ- 
ent in other financial environments. 

One purpose of this study is to analyze the surrender activity of deferred 
annuities by selected product, customer, and distribution characteristics. This 
study is the first to examine surrender activity of all types of deferred an- 
nuities. An earlier study, Single Premium Deferred Annuity Persistency 
Study (LIMRA/SOA, 1992), which focwsed on single premium fixed annu- 
ities, provided a foundation for the current study. Both studies are based on 
information provided by life insurance companies, including a sample of 
individual contract record data and a sample of product surveys containing 
product, customer, and distribution information. 

Another primary purpose of the analysis is to quantify the relationship 
between surrender activity and variables associated with smTender. Quanti- 
fying this relationship is useful in product design, valuation, investment 
management, evaluation of market performance, and corporate planning. 

The study examines contracts for wtfich all of the cash value is surren- 
dered (full surrenders) and comracts for which only a portion of the cash 
value is withdrawn (partial withdrawals). It measures annualized full sur- 

*Jointly sponsored by LIMRA International and the Society of Actuaries. Copyright © 1997 
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renders and partial withdrawals in two ways: as a percentage of  contracts 
in force and as a percentage of  casl~ values in force. 

The remainder of  Section i provides a summaiT of  overall stu@ results 
and definitions and methodoiogy used in the study. Section tl provides detail 
and ana]ysis of  the results :?or fixed single-premium deferred annuities 
(SPDAs). Separate ana!yses are provided For fixed SPDAs for interest guar- 
antee penoc~s (~GPs) o~ one year or iess and for contracts with longer interest 
guarantees. A~ anaiysis of singie-premiuna variabie annuities (SPVAs) then 
follows in Section IH. Section ~V examines surrender and cash-flow activity 
of  both fixed and variab!e fiexibie-premium deferred annuities (FPDAs). The 
appendices inciude detailed tables of  surrender experience, the list of  con- 
tributing companies, and the instructions that were given participants for 
submitting data used in the analysis. 

Ao S~,~e~:~y G;,2)~esse~;'s 

Of the 822,053 contracts in the study, 42,643 (5.2%) incurred a full sur- 
render, 4.5,543 (5.5%) had pa!~L of  the cash vatue withdrawn, 2,420 (0.3%) 
were annuitized. 4o36 ~ ~'~ <o/, ~a~,. or disability, , . ~..~ yet were su~endered due t o  d ~ h  
and 727,086 (88.5%) had no withdrawal activity (Tabie 1). Futl surrender 
activity was highest among single premium fixed annuities (6.9%) and low- 
est among SPVAs (2.6%), and partial withdrawal activity was highest among 
single premium contracts. ©nly (;.3% of  the contracts were annuitized. This 
is much lower than the i.0 to ! .4% rate i~om the earlier study. Some possible 
explanations for the lower rate include: 
© More customers may be shopping £or the best payout, which could mean 

annuitizing with a dift~ren~ carrier. 
© The average age of  varmo~e anncntv and ~exlme annuity purchasers is 

tower than that of  the average fixed SPDA buyer. Two thirds (66.2%) of  
annuitants who annuitized were between 65 and. 74 years old. 

] ' A B L E  I 

~U R]~F, NDER ACTIVITY 

Single Premium F!exiblc Prcmium All 

Fixed VariabIc Fixed Variable Contracts 

Full surrender  6 .9% 2 .6% 5.3% 4 . ! %  5.2% 
Partial  w i thd rawa l  7.5 7.0 4.8 3.8 5.5 
Annui t i zed  0.3 0.1 0.3 0.3 0.3 
Death  or disabi l i ty  0.9 0.4 0.3 0.4 0.5 
No act ivi ty  84..4. 89.9 89.3 91.4 88.5 

I00 .0% ! 00 .0% 100.0% 100.0% 100.0% 
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There were significant overall differences in surrender activity by distri- 
bution channel (Table 2). Of the identifiable distribution channels, contracts 
sold by stockbrokers had the highest surrender rates for all but SPVAs. This 
is most evident when there are no surrender charges in effect. Direct- 
response-sold contracts consistently had the lowest surrender rates. 

TABLE 2 

FULL SURRENDER RATES BY DISTRIBUTION SYSTEM 

Single Premium Flexible Premium 

Distribution System Fixed i Variable Fixed Variable Total 

Career agent 4.9% 3.8% 6.1% 4.1% 4.8% 
Independent agent 4.0 + 5.6 5.0 4.6 
Stockbroker 12.8 1.9 8.2 5.4 6.9 
Bank 6.5 2.8 5.9 4.5 5.9 
Direct response 1.8 + 4.0 2.1 3.5 
Other 13.7 + 0.9 2.6 8.0 

Total 7.1% 2.6% 5.3% 4.2% 5.2% 

+ insufficient data 

B. Highlights 

o Surrender charges had a significant effect on surrender rates for single 
premium products and little effect on flexible premium products. 

• In general, single premium contracts with larger cash values tended to 
surrender more than smaller contracts. In contrast, the likelihood of sur- 
render of FPDAs decreased as contract size increased. 

® Contracts sold in qualified markets generally had higher surrender rates than 
nonqualified contracts (Figure 5, Figure 7, Table 23, and Table 30). 

• Except for career agent business, cash value surrender rates ranged from 36 
to 52% for fixed SPDAs in the year surrender charges expired (Table 4). 

@ Surrender rates for fixed SPDAs with low interest rates (2.1 to 4.0%) 
were two to five times as high as contracts with higher interest rates. 
While two-fifths (41.5%) of contracts surrendered in the year surrender 
penalties expired, most (86.6%) contracts with low interest rates did so 
that year (Table 9). The level of credited interest rate had a similar, albeit 
lesser, effect on fixed FPDAs (Table 32). 

® Contracts sold by stockbrokers were surrendered more than business of 
any other distribution system for all products except SPVAs (Table 2). 
Nearly all (90.0%) cash value was surrendered from fixed SPDAs with 
short interest guarantee periods sold by stockbrokers in the year following 
surrender charge expiration. In contrast, a mere 5.7% of cash value was 
surrendered that year from contracts sold by career agents (Figure 6). 

o The presence of a free full surrender provision tended to decrease the 
likelihood of a full surrender from fixed SPDAs. However, contracts with 
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• • , 1 - . r ,  ~ . I  ~ " c r "  a w i ~ d o w  p r o v i s i o n  ~,u*e- , ' :~ , '~ ,  s~gn~ncam~y n % h e r  s u r r e n d e r  a c t i v i t y  

w h e n  t he  w i n d o w  w a s  in efi%ct. F o r  e x a m s l e ,  n e a r l y  h a l f  ( 4 7 . 3 % )  o f  s u c h  

c o n t r a c t s  v / h h  f i v e - y e a r  i n t e r e s t  g u a r a n t e e  p e r i o d s  w e r e  s u r r e n d e r e d  in  t h e  

s i x t h  c o n t r a c  y e a r  ( T a b l e  2 ) .  
• " 7 D ~  A -~_i 

o F x x e d  S ,  ~ ' . ~ s  w k n  sho ree r  m t e : e s t  g u a r a n t e e  p e r i o d s  w e r e  m u c h  m o r e  

s e n s i t i v e  ~o tHc p r e s e n c e  o [ s u n e n d e r  o e n a k i e s  t h a n  c o n t r a c t s  w i t h  i n t e r e s t  

g t  a r a n t e e s  l o n g e r  t h a n  one  .."/ear :-~'<-:~ . . . . . .  ~5 a n d  ~ a b l e  19). 

© ] 'a rNg. i  %,u:'q¢irsvda[ ~-;.-;~v~%/ W[LS g e n e : ' a n y  lq1~hest a m o n g  bank-sold a n -  

n u i t i e s  (vsb i~ .  . .~ %'~ T a b l e  27., ;--n<'i . . . . . . .  au :~  34-). 

. . . . .  ~s~,.- . . . . .  a l e s  a .::are o c c u r r e n c e ,  S P V A s  d i d  n o t  h a v e  

-( ' .  ' ' ' ,.~e~r fu l l  s u r r e n d e r  a c t i v i t y  remus,, son, '  n t g ?  s u r r e n d e r  ac:h, ' i tv .  A n d  winile '-~ ' 

w a s  t he  b w e s t  a m o n g  the  r o s i e r  s r o d u c t  t y p e s ,  t h e i r  p a r t i a l  w i t h d r a w a l  

a c t i v i t y  w a s  s i m i i a r  to  cisal ~.?~x~c: S P D A s  ( T a b l e  23) .  

: v=,~_e con~racts  . . . . . . .  ~;-,:sku ) m a r £ e t  w e r e  m o r e  l ikeIy to m a k e  con -  

t r ibu t ions  in s u c c e s s i v e  years  than  t hose  so ld  in o the r  m a r k e t s  ( T a b l e  35).  

~" - . " ~ :  m g n e . ~  f i r s t - y e a r  c o n t r i b u t i o n s  o N o n q u a l m , x  F P D A s  t e n d e d  to h a v e  t he  ~" ~ ~* 

a:~d iR/Ls h a d  g o  i o w e s t  c o ~  ~ou;~..:=~ in  o m e r  y e a r s  ( T a b l e  37),. 

L~TdS't~ V~:'[g/C 0 "~ P n  : "  e . . . . . . .  o~ . . . . . .  ~n- ,o rcc  con.n'ac is the  a c c o u n t  v a l u e  as oz ~he c o n t r a c t ' s  

..... ~.~ . . . .  ~ _ o~g . . . .  *,s . ~ o b s e r v a t i o n  p e r i o d  a n d  be£ore  a n y  re -  

d u c t i o n s  £or s u r r e n d e r  ,.~o~-c.~.~ v a m e  a n e w  . . . . . . .  s ..... T h e  c a s h  " o n  i s s u e  e q u a l s  the  
. . . . . .  o i  . v " m m a !  n r e m t u m  n ShOWn; ~o:~.~<:~:-" ,';,,, ~s~..'~ it {s. e s t i m a t e d  n-ore t h e  c o n t r a c t ' s  f i rs t -  

y e a r  DremiLlmS. 
. . . .  y T , , .  ' " C/:),,emcm;{s ~.>w/~ pg~:'m:£ wgz,2se;z~:,,sL~ gnat t e m l m a t e d  in  t he  s a m e  c o n t r a c t  

y e a r  due  to -Afil ~'-,- :~×~" " " " s .... e ....... anmut ,za!_:on,  o r  d e a t h  or  d i s a b i l i t y  a re  t r e a t e d  as  

" s . . . . .  ~ ............ , " " or  :ern~matec~ d u e  to d e a t h  or  d i s a b i l i t y .  O n l y  n a v l n g  u ~ : ~ - /  . . . .  d anmHt{zed ,  " 

c o n t r a c t s  w i t h  na r t i a l  w i t h d r a w a i s  t h a t  w e r e  in  £orce  a t  t he  e n d  of t h e  c o n -  

t r ac t  F e a r  w e r e  t r e a t e d  as ~ a ~ i a i  w i t h d r a w a ! s .  

C()nzracrs  ;.~'iz/) 5z:/',,'eezde;" el%re'gee' are  c o n t r a c t s  -wan""' p e n a k i e s  in  e f f e c t  

% e a r i y  w h h d r a w a i  ~r~ c a s h  va lue .  T1nis i n c l u d e s  c o n t r a c t s  w i t h  f l e e  £f l l  

<m--e:qder o r o v i d o ~ s  ( see  d e f i n i t i o n  > ~,,,~ a n d  t ha t  n o m i n a l  . . . . . . .  ,. . . . .  ~e ,~  ,,, ) c o n t r a c t s  a s s e s s  

a d m i n i s t r a t i , / e  2ees o n  c a s h  ,,;9,, .... ~" w_~v.r~v~a,s.:"/"" ' 

CoHtracfs' w£/?oz~f .swrre.~de;" ckce~Nes are  c o n t r a c t s  t h a t  do  n o t  h a v e  p e n -  

a l t i e s  m ~_,~ec[ i b r  e a n v  w~cnc!raveai c a s h  v a l u e .  T h e s e  c o n t r a c t s  i n c l u d e  

t h o s e  ;gor w h i c h  ?be ,- . . . .  . .  Sk4Tenc~c., c h a r g e s  h a v e  expires."  - 

~Tbis is one area in which the current study differs £rom the Single Premium Dej~rred Annuffy 
Pe~wi,rtenc3: S%:~[y (LiMRA/SOA,  1992). Since data was not collected with detail  sufficient to de- 
termine when contracts with fi'ec .%I1 surrender provisions were able to withdraw cash value without  
penalty, thesc contracts wcrc inciuded her.J, but only until their surrender penalt ies expired. In 
addition, contracts with fixed admiNsm~dve tees assessed upon cash value withdrawal  were in- 
cluded, since tbcse fixed fbc, o'~en represent F.erccmages o£ cash values s imilar  to surrender charges. 
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Free full surrender provisions are any provisions that allow the customer 
to surrender the entire annuity contract without being assessed a surrender 
charge within a period when surrender charges are normally in effect. Two 
common examples of  such provisions are bailouts and windows. Bailout 
provisions allow penalty-free withdrawals if  the renewal interest rate ever 
falls below a stated interest rate or, more commonly, falls more than a certain 
percentage (often 100 basis points) below the initial credited interest rate. 
Customers are usually limited to a 30- to 45-day period in which to exercise 
this provision. We were unable to determine if  the bailout clause waspierced 
either during or prior to the stu@ period since historic interest rates were 
not collected for each contract. Window provisions are similar to bailout 
provisions, with the exception that there is no condition upon the renewal 
interest rate. Windows typically open for a 30- to 45-day period at the end 
of  the interest guarantee period. Both window and bailout provisions lose 
value when surrender charges expire. 

Flexible premium products are products that were filed as flexible premium 
products with each state and where the primary expectation is for multiple 
deposits. Flexible premium contracts wifla cash values less than $100 were 
excluded. Since rnany flexible premium products have surrender charge 
schedules based on the number of  years since premium deposit, it was not 
possible to determine whether these contracts had surrender charges in effect. 

Single premium products are defined by the expectation for deposits, not 
by the way in which the policy form was filed with each state. Products 
filed as single premium by definition cannot receive additional deposits and 
thus are always treated as single in this study. Products filed as flexible 
premium but whose primary expectation for deposits is single premium are 
also defined as single premium for purposes of  this study. 

Variable annuities include products with and without a fixed investment 
option. Combination annuities, which are variable annuities with at least one 
fixed option, are included as variable. In this study, 98.2% of  the single 
premium variable annuity contracts and 98.4% of  the flexible premium var- 
iable annuity contracts in the study were combination annuities. 

D. Methodology Used 

The percentages and rates in this study are calculated as follows: 

Percentage of contracts 
Number of  contracts with a particular characteristic 

= 100 × 
Total number o f  contracts 

Percentage of cash values 
Cash values on contracts with a particular characteristic 

= 100 × 
Cash values on all contracts 
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?qumber ", 2 ,-,,n-'--,~,-~ . . . . . .  ~ ~- -~ . . . . . . . . . . .  s su~esc;e~ed dur ing the yea r  
= I 0 0 ×  

?<umber o f  cont ;acts  ex~sosed to surrender  dur ing the yea r  

where  the number- o f  cen t :ac t s  e×~sosed re~oo-:-dz~' the ]en£th of" t ime a 
contract  is exposed  to r isk of stu-re~:der during the year.  Surrenders  contr ibute  
exposure  for a 2%;.1! yea:  ~. S~u~ende~ ;:ares exclude  temqinat ion due to c!eath, 
d isabi l i ty ,  o:" annui t izat ion.  

';.;as]a vaiuc £ i d s d r a w n  dur ing the year  
= lO0 x 

Cash va]ue exsoseci  to ,,:,,'ithd~awa] dur ing the ),ear 

where  cash value  exposed  =ecognizes the length of t ime a contract  is e xpose d  
to r isk of s u z e n d e r  dur ing the },,'ear. ?Vithdrawal rotes exc lude  te rmina t ion  
due to death,  d isabi !hy ,  ot ~ ann th i za t i on .  

Sur render  and v,dthdrawal a r e s  in this s tudy are genera l iy  based  on a 
:minimum o f  i~000 contracts  exposed  to the r isk o f  surrender.  I f  a pm~icular  
ca tegory  does  not  have at Least 1,000 contracts ,  the surrender  or wi thdrawa l  
rate is not  shown and is labeled as i~su!'ficient data. 

S~._r~n~e~ charges~, aact the ~reatest  monet  ,'.<~<, sur render  ac t iv i ty  o f  ~=xea" 
SPDAs.  Whi ie  G e  overal l  7uii . . . .  -~;4~,- rate 2or tlnese contrac ts  was  5.9%, 
over  ha l f  (55.3°/$) o f  ;he cont 'ac tu  vi,'itizout a ;%e ihlI surrender  p rov i s ion  
were  surrende~:ed M the  }/ca;, that surronJ~e~ . . . . .  .~ caa~g~s expired.  SL~rrender rates 
inc reased  as that year  amoreaehcd ( " a b l e  3~,. n tes :es t ingiy,  this t rend d id  not  
apniv~, to contracts  wit7~ :Da:.oc~~ " "- ~..~:~.<',,;s . . . . .  <,,~s~.. !~u,.1i cos-tract surrender  rates for 
contracts  wi th  baKcut ::orev[s[o:~,s v,,e:e at their  h ighest  t~ .~,o ) ~ a  ,..oz ~ at two years  
befbre  sur render  char~zc " " ' extol-as on. 

TA!3[, ! 3 

b l : D f  ?'[/I.L ~k P.{hNI)IiR £~A-],S BY "t iME R![MA1NING 

IN SURR',ZNDIR Ci i& [ . , ' , ( ] J  ?[-;RiOD 

QJONiRACIS WII[I  k.O ]:Rill,' ~hU[.L. SURIt[iNI)!41{ PROVISION 

(Nu\,ll~l a oF CON:rX£C:TS, 141,88g; (;Ann VAI,U/~ !N FORCE, $4,787,1 i2,763) 
I 

DdCg]}[ i~C o" ])ci'cu/] high2 cJ" I COlltrhct 
}'oars Rcmain]llg (:OnllliC{~, (?{IS[! V/1. CS I SUFI'ClldCF {fllO 

3 oi" more S ! .(:% S [.6% 4. ! % 
2 5.6 5.2 7.9 
] ,(.! 3.9 19.0 
0 4. ! 5.4 j 55.3 

- ! 2.2 1.9 20.3 
- 2  . 0 .9  8 .0  
- 3  or more 1.4 1.i j 9.1 

! 
T o t a l  <. ; ,  i 0 0 . 0 % ,  ~ 7 . ) %  

i 

Cash % a]Lle 
S kll'I'sJ!de r irate 

4.3% 
9.9 

23.9 
69.! 
24.9 

8.3 
7.5 

9.3% 
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There was quite a bit of variability in the full surrender rate during the 
year in which the surrender charge schedule expired. One third (33.5%) of 
all fixed SPDAs (regardless of free full surrender provision) in force on the 
anniversary when surrender charges expired were surrendered during the 
following year. Surrender rates were highest for stockbrokers and lowest for 
career agents (Figure 1). All distribution channels except career agents ex- 
perienced increasing surrender rates as the year surrender charges expired 
approached. Total cash value surrender rates (44.7%) and cash value sur- 
render rates for each distribution system were higher than contract surrender 
rates, suggesting i{arger contracts were more likely to be surrendered than 
smaller contracts. 

60% 

50% 

40% 

30% 

20% 

10% 

0% 

F I G U R E  I 

S P D A  FULL SURRENDER RATES IN THE YEAR SURRENDER CHARGES EXPIRED 

[ ]  Contract 52.4% 

DCash vague 

34.3% 

5.6% 5.1% j - 1  
Career agents 

i 

Independent 
agents 

Stockbrokers 

~.-5~/o 

Banks 

Surrender activity was lowest while surrender charges were in effect, 
highest in the year following surrender charge expiration, and then decreas- 
ing somewhat thereafter (Table 4). Of contracts with identifiable distribution 
channels, stockbrokers had the highest flall surrender activity (regardless of 
surrender charge status) and direct response the lowest. While surrender 
charges were in effect, banks had the highest contract partial withdrawal 
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rate: Over i0% of contracts sold through banks had part of the cash value 
withdrawn. Bank buyers of  annuities :end to be older than buyers through 
other distribution channels and often use the systematic withdrawal feature 
to create an income £rom the annuity while protecting the principal to pass 
on to their heirs. 

FABLE 4. 

SPDA SURiZI:!NDER R.,'\TF.S BY D IST R! I3 U 'NON C H A N N E L  

(NuxzBm~ Or: CONTm,'~CTS, 263A49; CASH V:\LUE hX FOXC~, $8,979,854-,724) 

Total 

With a Surrender Charge 
Career agem 
!ndependent agent 
Stockbroker 
Bank 
Direct response 
Other 

9!.3%4, 

Year Surrender Charges 
Expired 

Career agent 
independent agent 
Stockbroker 
Bank 
Direct response 
Other 

Total 

One Year or More after 
Surrender Charges Expired 

Career agent 
Independent agent 
Stockbroker 
Bank 
Direct response 
Other 

Distribution System 

Peiccntagc 
of 

( ontracts 

21.2% 
17.5 
i i .6  
29.! 

2.9 
8.9 

i. i% 
0.3 
i.5 
0.6 
0.0 
0.4 

4.0% ,i..g% 

2.5% 
0.2 
0.3 
i.6 
O.0 
0.1 

Total 4. ?% 

All Contracts 100.0% 

+ insufficient data 

I 
I 

PCl'CkN]ta~0 

O[" Casil 
Values 

22.5% 
20. ! 
14.0 
23.2 

3.1 
8.2 

91.2% 

1.0% 
0.4 
2.4 
0.4 
0.0 
{;.6 

( ontract 
'A'ithdrawal Rate 

2.3% 
0.2 
0.3 
!.] 
0.0 
O.1 

4.0% 

i00.0% 

Cash Va!ue Withdrawal Rate 

Total 

6.8% 
4.9 
9.6 
7.8 
2.1 

11.6 

7.4% 

7.7% 
48.6 
54.0 
37.7 

+ 
_L 

46.3% 

7.0% 
+ 

42.4 
12.0 

+ 
+ 

I3.1% 

9.5% 

The rest of the analysis of fixed SPDAs is divided into four parts. The 
first two paPcs provide the resuks of regression modeling attempting to (A) 
identify and quantify the fkctors explaining f%11 surrender activity and (B) 
measure the ef~Sct of  interest rates o'~: surrender activity. The finn1 two parts 
look at (C) detailed surrender rates for contracts v¢ith interest guarantee 
periods of  one year or iess and ~r,a - . <;J/ greater than one year, respectively. 
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A. F a c t o r s  Exp,~aining Surrender 

This section summarizes a multivariate model of fixed SPDA surrender. 
Table 5 shows results from a regression analysis with full surrender ex- 

plained by product, annuitant, and distribution channel characteristics. These 
are ranked in descending order of importance, based on explained variance 
(i.e., how much of the variance in sample surrender rates is explained by 
each factor). In the total fixed SPDA sample, they explain just under 15% 
of the variance in surrender rates} It appears that other factors unique to 
contract owners/annuitams and companies largely determine whether a given 
contract will be surrendered or not. These would account for the rest of the 
sampte variance in surrender. 

TABLE 5 

FACTORS EXPLAINING FULL SURRENDER: ALL SPDA CONTRACTS VERSUS THOSE 

~;ITH AND WITHOUT FREE FULL SURRENDER PROVISIONS 

Individual Factor Eftizcts, with Overlap 

Year surrender penalty expires 
Distribution system 
Interest rate spread, net of surrender charge 
Duration and account value 
Free full surrender provision 
Tax status and interest guarantee period 
Annuitant age at issue and sex 

All factors, less overlapping effects 

Full Sample 

11.1% 
4.9 
3.5 
1.5 
0.7 
0.2 

14.9% 

Expiained Variance 

Free Full Surrendcr Provision? 

No Yes 

19.9% 0.1% 
11.1 0.6 
4.8 0.4 
2.8 0.2 
na na 
0.4 * 
0.1 * 

24.5% 1.5% 

*less than 0.05% 
na: Free full surrender feature not applicable to this sample 

Excluding contracts with a free full surrender provision (i.e., bailout or 
window) the model does better, explaining almost 25% of the sample var- 
iance in surrender rates. For contracts that do allow for free early full sur- 
render, surrender rates fall well below the sample average (3.7% versus 5.9% 
for the full sample and 7.1% for contracts without such a provision). How- 
ever, for these contracts, the model does poorly, explaining less than 2% of 
the variance in surrender rates. Persistency within this sample clearly de- 
pends less on controllable factors such as contract features and credited 
interest rates and appears to have more to do with individual contract owner 
circumstances. 

2When applied to binary dependent variables, such as contract surrender versus no surrender, 
least squares regression overstates model variance. So, estimates of statistical significance reported 
in this section are conservative. 



56~ TSA i995 955 REPORTS 

For the fi.;ii sample of  fi×ed SPDAs, the comparison of  individual model 
f'actors sinews the overwhelming impact of  the surrender penaity in predict- 
ing surrender. Of  the variance ~hat the model does explain, better than three- 
f~ "-'~~ ~ ~ ~ 9% ~ is; attributable to the surrender penalty schedule--  O~a~S (~ ~.~ v e r s u s  , - , .  ) 

whether or not the penalty ex,~h'es in the cu~Tent contract year. 
Distribution system (whet]act rite contract was initia!iy sold ti~rough career 

or independent li£e agen;:s, banks, stockbrokers, direct response, or "other" 
" • " i-s] a distribution cnanneis) a~pears to be ~m:aoriant. ,c,a~ given sampling limita- 

tions, this eouid reflect indb,,idual company differences rather than distri- 
bution system e:~qeets, espedail  7 v/here only a few participating companies 
USe a }D~cl,~ukc.a C}]St±'IbUt!O2? sys[e]22. 

interest r a e  spreads (cur:'evt market interest ::ate 3 versus actual credited 
rate, net of  the sun'e~der charge) Lave smaiier but stilt significant effects on 
surrender. Duration and accou~nt va]ue have rdat iveiy ]ittle impact on sur- 
render. L~%rmation o,~ annuitancs is Emited to age at issue and sex. These 
add very little to pred{ccing surre~de:c. 

7ersistency of iixed SPDA eo~t:'acts with vo 95"ee ~'u!i sin-render provision 
depends even '.=ore on the sL::q'e~:der expiration. This singIe factor explains 
about 80% of  the variance in surrenders (i 9.9 out of  24.5% model-explained 
variance). For contracts ;1gut do aiiow i%r free eariy full surrender, surrender 
charge expira~ion has ittle c£bct on s~rreuder, in this sample, distribution 
system (and possibly individ.~;a~, company e,Tfects) is most important. 

Tab!e d provides a simKar b::t somewhat more detailed view of the surren- 
der mode1 and its component effbets, terns are again ranked in descending 
order by how much .~'s tise sam!oie variance in -'ru~ '~ surrender they explain. 
Efi~cts show t!~e impact el: eac?: f~.elor on surrender, hoiding other factors 
constam. 

TABLE 6 

FACTOaS T:U~D'.UT~NO 7~X~£D SPDA SLJKRENDI2i{ 
AUL FiX~!D SPDA CONTRACTS 

( ~ A N K  ~,',Skl) O N  i ~ X P L A I N E D  V A R ! A N C E )  

J:aCiOf 

Year sun'ender charge expired 
Sold by stockbroker 
Plan has fl'ee fitll suri'onder provision 
h~terest spread, net of sun:ruder charge 
Tax-qualified 
Larger account vait~e 
L/ears in ;brce 
Soid by independet:t agen. 
Sold through bank 
Older issue ages 

Rank Direction of  Efi'ect 

~ ÷ 

3 
4 ÷ 
5 + 
5 k 
7 
S + 
9 

1 0  

;Market interest rates Per the am~ui b mru'ket are avenge credited rates for new deposits. Source: 
U.5. ]ndivMuo} /;muide,s,  L, i M R A  In~emalioi~ai. 
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Distribution system effects reported in Table 7 are relative to results for 
business sold by career agents, which shows favorable persistency (low sur- 
render rates) compared with stockbrokers, independent life agents, or banks. 
The better persistency of career agent sales largely reflects the fact that these 
contracts do n o t  show a large surge in sarrenders in the year the surrender 
charge expires. This suggests that a different, more long-term sales approach 
is being made by career agents compared with other producers. Results for 
direct response and other distribution systems are based on too few com- 
panies to support inferences about how distribution system affects persist- 
ency. 

TABLE 7 

FACTORS PREDICTING FIXED SPDA SURRENDER 
FIXED SPDA CONTRACTS EXCLUDL, VG THOSE WITH 

FREE FULL SURRENDER PROVISIONS 
(RANK BASED OX EXPLAINED VARIANCE) 

Factor Rank Direction of Effcct 

Year surrender charge expired 1 + 
Sold by stockbroker 2 + 
Years in force 3 + 
Interest spread, net of surrender 4 + 
Tax-qualified 5 + 
Larger accomat value 6 + 
Sold through bank 7 + 
Older issue ages 8 - 
Sold by independent agent 9 + 

Imerest rate spread has a relatively small impact on surrender, especially 
when surrender charge expiration is taken into account. Controlling for other 
factors, the presence of either a bailout or window clause actually reduces 
the likelihood of full surrender. From the survey results, we know that com- 
panies with bailout clauses do a better job of keeping renewal interest rates 
competitive. But lower surrender rates for contracts with a bailout or window 
provision could also reflect that giving contract owners an opportunity to 
withdraw funds penalty free in the event of an adverse financial situation 
may lessen the likelihood they will surrender the policy during what may 
be only temporary adverse interest spreads. Even though the existence of a 
window provision did not increase the overall likelihood of surrender, con- 
tracts with window provisions tend to be surrendered when the window 
periods are open, as will be shown later in the report. 
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Earlier, we showed that the :Rfii sample explains !4.9% of the variance 
in sample surrender races. The regression model estimates the likelihood of  
f%ll surrender. One way ~o test the validity and accuracy of  the model is to 
compare tLe estimated odds o£ surrender among sampled contracts with ac- 
tual persistency results. Overall, the model correctly predicts the in-force 4 
status of 94.8% of" the fixed SPDA contracts, based on cow:facts where the 
estimated p:cobabi!ity e/" sur~:ender was less than 50%. 

The model is, however:, much less accurate in identifying contracts that 
wi!i be surrendered t~an > predicting tLose that will remain in force, tt 
correctly predicted 99.9% of the conkacts that stayed in force (187,078 of 
187,292 persisting contracts correc,.i}/ predicted). For the surrendered con- 
tracts, by- contrast, only ~3% ,/~ere correctly predicted. The model eKs in 
understating strrencer, as o~',,,~, i~750 contracts sn,~w a probability of  sur- 
render greater than 50%, giving a predicted ]apse rate of  tess than 1%. 

if accurately predicting whici: annuity contracts will surrender does not 
appear possibie, identi~/ing those contracts with various degrees of  like!i- 
hood of surrender is. Tabic 8 sho,;/s a strong positive relationship between 
the estimated odds of  s,~rret~dcr and ! e  actuat surrender rate. 

; z x , t ~  !_an 

X lXED S P D A s :  A C ' F U A L  \ " ] R S U S  })R ;DICTED S U R R E N D E R  ~'~CTIX, I zl ~ "  BY 

~ J K H i A  100!73 O1 a ~U RR[3 N D ER 

P~sd[ctcd Actual 

Likelihood of Percentage 

5Lll-re[/:{Cl [ xpcctc2[ Star is h] Force Surrendered Sulrendered 

0.0% to 24.9% 
25.0 to 49.9 
50.0 to 74.9 
75.0 to i00 

Total 

in-~brce 183,015 
Ji",-R:rCC 4,063 
SL~n'endered 214 
S urrende:cd 0 

!87,292 

8,584 
i,712 
1,536 

0 

11,832 

4.5% 
30.0 
87.8 

5.9% 

4For purposes of this model, L%/or('e status will include any contract that is not fully su~endered 
(i.e., contracts ,hat sun:ender cue ~o annukization, deaLh, or disability, and those with no smrender 
activity). 
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B. Effec t  o f  I n t e r e s t  R a t e s  on S u r r e n d e r  Ac t i v i t y  

Contracts with lower interest rates were surrendered at a higher rate than 
contracts with higher interest rates. Surrenders were especially high for con- 
tracts with rates at or below 4.0% and in the year surrender charges expired. 
Even while surrender charges were in effect, over 10% of  contracts with 
interest rates between 2.1 and 4.0% were surrendered (Table 9). And, when 
the surrender charges expired, most contracts (86.6%) with low interest rates 
surrendered. Similar trends were evident in cash value withdrawal rates. The 
cash value surrender rates were five percentage points higher than contract 
surrender rates for contracts in the lowest interest rate bracket, suggesting 
larger contracts were more sensitive to interest rates. 

TABLE 9 

FIXED SPDAs: SURRENDER RATES BY INTEREST RATE 
(NUMBER OF CONTRACTS, 201,965; CASH VALUE IN FORCE, $6,990,317,457) 

Contract Cash Value 
Percentage of Percentage of Surrender Surrender 

Credited Interest Rate Contracts Cash Value Rate Rate 

With a Surrender Charge 
2.1% to 4.0% 
4.1% to 6.0% 
6.1% to 8.0% 
8.1% to 10.0% 

Total 

Year Surrender Charges Expired 
2.1% to 4.0% 
4.1% to 6.0% 
6.1% to 8.0% 
8.1% to 10.0% 

Total 

One Year or More after 
Surrender Charges Expired 

2.1% to 4.0% 
4.1% to 6.0% 
6.1% to 8.0% 
8.1% to 10.0% 

0.8% 
33.0 
39.3 
16.4 

89.5% 

1.4% 
1.0 
1.1 
0.6 

4.0% 

0.3% 
3.1 
1.7 
1.4 

0.7% 
28.4 
41.1 
19.8 

90.1% 

2.2% 
0.8 
1.2 
0.4 

4.6% 

0.4% 
2.3 
1.5 
1.2 

10.3% 
5.1 
4.6 
4.8 

4.8% 

86.6% 
19.7 
23.8 

4.4 

41.5% 

57.6% 
10.4 

5.6 
4.4 

14.9% 
5.5 
4.9 
6.2 

5.4% 

92.5% 
25.4 
33.1 

4.5 

57.3% 

66.2% 
10.8 

5.5 
3.5 

Total 6.5% 5.3% 10.1% 11.4% 

All Contracts 100.0% 100.0% i 6.6% 8.1% 
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Mterest credited o,_~ new fixed annuities during i992 and 1993 followed 
the downward trend experienced by interest rates in general since the early 
1980s. Rates fbr new fixed annuities declined steadily during the period from 
around 7% at the beginning of  i992 to just over 5% by the end of  1993 

A portion of the contracts in ;%rce were, however, exposed to a significant 
upturn in interest rates in 1994 as ra.~es rose by 140 basis points in a 12- 
month period. Generally, though, credked rates on in-force contracts (ex- 
cluding new issues) during this o e i o d  would, more likely exceed the extemat 
or 7narkeff '  rate. The sty.d), sample reflects this: On average the market rate 
was i 12 basis poiuts below tc:e rates c:'edited on in-force contracts. 

: ; G U R E  2 

FIXED S P D A s :  !NDUSTiCv 2:k\,'ER.k(iE [N N!REST CRE!)JTED ON NEWLY ISSUED ANNUITIES* 

AND ][N-FOR¢ r~ INq't;REST R.A71;S iBY LEN(]TI] OF GUARANTEE FROM STUDY DATA 

~vs/d 0 

q;  ~ M f  ~ ' '  O, 
C--¢-%d -'2~. 

:= :! / t  ~,>~., 

© C 

. . . . . . . .  4 -  

i -¢(--~ "; 'force:/::3P>'? ~%, ? . . . .  

5 %  q , " -~ ' r ' r ' n-' t----v-----.~ 

S~Ct~ 87Q~ aSCd:  89Q! ~OQ! $ '~@~ 8,2Q( 9301 9401 95Q~ 

~'lnduslry average  h~terest taros on newly issned annui t ies  i?om U.fK l~divids~al Annuities, L I M R A  
in te rna t iona l .  

Securities markets (bot!s stock and bond prices) were strong during most 
of the exposure period (Tabe  i©), so mutual Funds and other variable fi- 
nanciM nroducts did very well, particularly during 1992 and i993. The nar- 
row spreads for f ixer annuity ir~terest rates during the period would not 
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reflect the financial incentives to move cash values into variable return as- 
sets. On the other hand, money market, CD, and other short-term alternative 
rates were relatively low, so there was less incentive than usual to shiR 
funds to shorter-term financial products. 

TABLE !.0 

S & P 5 0 0  INDEX LEVEL VERSUS 
T-BOND YIELDS 

Quarter s&P 500 T-Bond Yields 

1992 Q1 
1992 Q2 
1992 Q3 
1992 Q4 

1993 Q1 
1993 Q2 
1993 Q3 
1993 Q4 

1994 Q1 
1994 Q2 
1994 Q3 
1994 Q4 

412.00 
410.16 
417.15 
423.66 

442.36 
445.46 
453.55 
464.25 

469.46 
450.99 
460.8'] 
460.00 

7.73% 
7.80 
7.22 
7.33 

6.90 
6.62 
6.I5 
6.14 

6.53 
7.41 
7.66 
8.05 

Interest .Rate Spreads and Contract Provisions 

Compan ies '  interest credit ing practices, not  surprisingly,  reflect various 
contract provis ions  (product design features), especial ly the length of  the 
interest guarantee and whether  the contract includes a free full surrender  
provision.  Table  11 shows that credited interest rates tended to be the highest  
in relat ion to market  rates (interest rate spread negat ive)  for contracts with 
longer  interest  guarantee periods and with a free full surrender provision.  

Companies  offering free full surrender  provis ions ma y  purposely  keep their 
renewal  rates high to prevent  surrenders f rom occurring. 

TABLE 11 

FIXED S P D A s :  AVERAGE: INTEREST SPREAD 
(MARKEr RATE MINUS CREDITED RATE) 
BY CONTRACT SURRENDER PROVISION 

Free Full Sarrender Provision? 

Interest Guarantee Period Yes No All 

One year or less - 100 bp 0 bp -040 bp 
Greater than one year - 200 - 150 - 180 
All -140 bp -30 bp -80 bp 
Note: Spreads are calculated at the end of the exposure period for in- 
force contracts or the month of full smTender for surrendered contracts. 
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As a resuk, fixed interest rate comparisons  f rom the study sample favored 
surrendering the contract in only 7% of  fl-~e fixed SPDA eo~Y¢raets with in- 
terest guarantee periods longer than one year, while 41% o f  ",:he contracts 
with shorter interest guarantee periods offered interest rates be low market  
(Table 12). 

Surrender charges in ef£ecc on ia-?orce contracts were on average higher 
for ]onger interest guarantee periods (5.9% for periods longer than one year  
versus 4.2% on sLorter periods). W{th rnore competi t ive interest rates and 
generally higher suKender penakies,  a financial incentive to lapse is very  
rare among  contracts wkh  in[erest guara : tee  periods longer than one year. 
In only 94 out o f  80,922 contracts wi;:h the ]onger guarantee periods was 
the net spread poskive  (i.e., ;:he market  rate higher than the credited rate 
ptus the surrender penaky) .  For contracts w k h  shorter interest guarantee 
periods, surrender rates v/ere higher :for contrac~s where the spread (simple 
spread or net < . . . .  ~ favored ~,,-~-~,~A ~- ~p~ ,~ac V 

FIXED SPDAs: FULL SURRIRNDKR RCNiS *'ve ~dsRE' INTEREST SPREAD FAVORS SURRENDER 

BY iN-i'kH,~KST @UARANrEK PERIOD 

Length of interest 
Guarantee 

One Year or Less 

Greater Than One Year 

Spread 
ida,,c1 s 

StK~cndcr'? 

Yes  
No 

Simple Spread: Net S lread 

Fui] 
Pcrccnmgc Sur'ender 

of Contracts Rate 

<.~.= o 7 . 7 %  
58.8 6.4 

-! 100.0% 7.096 
., .=, .~, 4.5% 

92.7 6.3 
-I i00.0% 6.1% 

Percentage 
of Contracts 

1 1 . 2 %  
8 8 . 8  

Full 
Surrender 

Rate 

1 9 . 4 %  
5 . 4  

100.0% 7.0% 
Yes 0.1% + 
No 99.9 5.1% 

100.0% 6.I% 
*current market rate for fixed annukies Iess rate credited on in-force contracts. 
+insufficient data. 

~n theow,  higher credited interest rates would  make annuity surrenders 
less ]ike]y. Experience for fixed SPi}A contracts during the ! 9 9 2 - 9 4  ex- 
posure period supports this theory, al though the results suggest surrender is 
a good  dea] more  complicated ...... ~ that. For example, , _ surrenaer was sig- 
nificant!y more  tikely for contracts o£:?ering interest rates below the current 
rnarket !eve]. But, the relaior,.ship depends heavi!y on the surrender charge 
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provisions of  the contract--both the size of  the surrender charge in effect 
at any given time and the timing of  when the surrender charge expires. 

Atl:empts to model the likelihood of  surrender based on the net interest 
spread were largely unsuccessful. The net spread formula was modified to 
"amort ize"  the existing surrender charge over three years and over the 
lengtlh of  the current interest guarantee period. Just as homeowners refi- 
nancing their mortgages will calculate the number of  years it will take to 
recover the points on the new loan, an annuity contract owner may see how 
long it would take to recover the surrender charge on the old annuity. Am- 
ortizing the spread over one year (e.g., the definition used to this point), 
over three years, and over the length of  the interest guarantee period altered 
the distribution of  contracts by net spread but had little i f  any effect on 
actual surrender rates. Contracts more likely to surrender have little or no 
surrender charge to amortize to begin with. 

Figure 3 illustrates the sensitivity of  fixed SPDA surrender to interest 
rates. It plots actual full contract surrender rates versus the net interest rate 
spread, with the surrender charge amortized over three years. Positive 
spreads mean a financial incentive to surrender the contract. 

FIGURE 3 

FULL SURRENDER RATES VERSUS NET SPREAD FOR ALL FIXED SPDA CONTRACTS 
(AND FOR YEAR SURRENDER CHARQES EXPIRED AND OTHER YEARS) 

"0  

X 

1 BO% 

80% - -  

80% 

40% 

20% 

-5% 

- -  - ~ -  Full s a m p l e  

- -  - -E~-Year  exp i red  

- -  - -e--  O ther  yrs  

-4% -3% -2% -1% 0 %  1% 2 %  

Net spread*  

*The :net spread is rounded to the nearest clua~er percentage point for negative net spreads and to 
the nearest whole percent thereafter. In the year surrender charges expire, the net spread is rounded 
to the nearest whole percent in all instances. 
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The data used {n p,oetm, s e,gure 3 appear m Table 13. 

TABLE i3 

SURRHN',)IiR ]~AN S VI3RSUS NET SPREAD 
FOR ALI I%XHD SPDA CONTRACTS 

(AND FOR Yt, AR SURRI~NI)ER (.]NARGE ~XPIRED AND OTHER YEARS) 

Net Spread Fu!l Sample 

5.00% 6. i% 
-4 ,75 4.5 
-4 .50  4.5 

4,25 4.5 
4-,00 3.! 

-3 ,75 3,5 
3,50 •.2 
3,25 3.8 

-3 ,00  4.5 
2,75 8.0 

-2 ,50  3.8 
-2 ,25 2.9 

2.00 3.5 
- i . 7 5  4 - . 9  

i.50 8.0 
1.25 9.4 

- kO0 9.2 
-0 .75  7.9 

0.50 5.5 
0.00 5.8 
1.00 i(<5 
2.00 78.7 

Year Charges Expired 

i 27.7 

i 20.8 
58.2 
83.0 

Other Years 

6.1% 
4.5 
4.5 
4.5 
3.1 
3.5 
4.2 
3.8 
4.5 
8.0 
3.7 
2.9 

6.2% 3.3 
4.8 
7.7 
8.6 
7.7 
£9  
4..7 
4.5 
6.2 

58.3 

Zess 

There were i 74,515 contracts in the Fonion of  the sample that had interest 
guarantee _o~n's'as or one y ~  ~ -  or less. ~"~o,,. these., i2,63! (7.2%) incurred a 
full surrender, i4,904 (8.5%) had part of the cash value withdrawn, 607 
(0.4%) w e r e  a n n u ~ t l z e a ,  [ ,oi~d- ' ~  ~'0 ~ tu.>,~j were surrendered due to death or 
disabi]ky, and the remaining i44,869 (83.0%) had no withdrawal activity 
(See 7abie !4-). 

TABLE !4 

TYp~ o;: A c n v K y  ~:OR iqXM) SPDAs 
WiTii iNTEREST GUARAN7KE PERIOD 

ONE Y;AR OR LESS 

Percentage oF Contracts 

FuN surrender 7.2% 
Partial withdrawal 8.5 
Annukized 0.4 
Death or dfsabiJity 0.9 
Ko activity 83.0 

!00.0% 
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The presence of a surrender charge had a significant effect on surrender 
rates, especially for contracts with interest guarantees of one year or less 
(Table 15). Full cash value surrender rates spiked to 59.2% in the year 
surrender charges expired and then decreased to 11.5% thereafter. Cash 
value: surrender rates were significantly higher (59.2%) than contract surren- 
der rates (43.3%) in the year surrender charges expired, suggesting that 
contracts surrendering were larger than those not surrendering. Qualified 
contracts withdrew part of the cash value more often than nonqualified con- 
tractor. Meeting minimum distribution requirements may have contributed to 
the higher partial withdrawal activity of these contracts. 

TABLE 15 

SURRENDER RATES FOR FIXED SPDAS: INTEREST GUARANTEE PERIOD ONE YEAR OR LESS 
(NuMBgR OF CONTRAC'rS, 173,258; CASH VALUE IN FORCE, $5,503,623,503) 

Contract Percentage Percentage 
of of Cash Withdrawal Rate 

Type of Comract Contracts Values Full Partial 

With a Surrender Charge 
Nonqualified 70.5% 69.8% 5.2% 8.4% 
Qualified 18.4 18.5 5.7 11.9 

Total 88.9% 88.3% 5.3% 9.1% 

Year Surrender Charges Expired 
Nonqualified 3.4% 4.1% 41.5% 6.6% 
Qualifed 1.0 1.5 49.9 11.0 

Total 4.4% 5.6% 43.3% 7.5% 

9ne Year or More after 
Surrender Charges Expired 

Nonqualified 5.6% 5.0% 10.0% 7.9% 
Qualified 1.1 1.0 12.3 13.2 

Total 6.7% 6.0% 10.4% 8.8% 

All Contracts 100.0% 100.0% 7.3% 9.0% 

Cash Value Withdrawal Rate 

Full Partial Total 

5.6% 1.2% 6.8% 
5.7 2.2 7.9 

5.6% 1.4% 7.0% 

55.6% 1.4% 57.0% 
68.7 2.4 71.1 

59.2% 1.7% 60.9% 

11.1% 1.6% 12.7% 
13.8 2.6 16.4 

11 .5% 1.8% 13.3% 

9.0%1 1.4% 10.4% 

Surrender rates were generally level while surrender charges were m effect 
and tended to spike in the year they expired. For exampte, the surrender rate 
more than doubled from 6.7% to 15.4% for contracts with no free full sur- 
render provision and a seven-year surrender charge schedule (Table 16). 
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7 A B E !  16 

J2[XXD S P ~ A S :  I~'ONFRACTS ',vii",] ~KV',..N-?'] /M£ ~URRI£NDI]R SCIIEI )ULES 

,,\.xi) No F m l  FUL:. SIRm:NI)!~R PROViSiON 
(NUMISEV oy CONTR,~C~S, 52,690; C,'~S:~ VALtl ~N FoRci% $1,511,684,527) 

Contract Ycc4" 

I 
2 
3 
4. 
5 
6 
7 
8 
9 

Total 

Pc] ccntv~gc I PC:" .. . . . . .  3c 
o: ! o(:as~ i- 

c:,.:,,,c:~ [ \.al,,~s i 
26.9% I 25.4% I 
25.5 25.7 
18.5 20.2 5.4 
9. i !0.5 4.,I 

6.d 6.3 
7.5 

d.! 5.7 
0.9 1.0 5=' 
0.2 ',).2 

(]7(:1~]{1 [ e l  

'YhJ/d~ V'a[ RaiC 

lui] Fatdal Full 

Finsufficient data 

100.0% 100.0% 

j r  ~, /, 

9.5 
9.3 

gi ~Og ,.., / ,  

5.2 
4.8% 
4.8 
z zt 

3.6 
7.6 
7.8 
7.7 

• % 

J . ~ / o  ,.. 7o I 

Cash Value Withdrawai Rate 

Total 

6.1% 
6.2 
6.1 
5.7 
8.7 
9.4 
9.0 

17.8 

6.7% 

A n o t h e r  w a y  to see die  imm_:ct o f  :,:m'resqde: d : a r g e s  is to look  at su r r ende r  
a c t i v i t y  b y  ~h~ s i ze  c i " : ~ c  ~ ~'~'~d~':- c h a r g e .  ~" . . . . . . . . .  ~ ~ -o . . . . . . . . . . . .  ~ v , .  ~a~z <5>.> H~g o £  c o n t r a c t s  

surcendered  iu the yea r  surrencier  ckc.rges ex~:.:,od f : : i*ure  4). ]~,dany ~" " f ewer  
su r r ende red  ( !4 .9%?  in  ia~e:-yea~-s. ~.~.s was  s h o w n  ear!let ,  s u r r ende r  ac t iv i ty  
i nc rea sed  as tire su r r ende r  ~ ....... / . . . . . . . . .  e ~ <~ e t . : s e  ~ . .~ .~: . . .~ , . ,  ' ..... as the s u T e n d e r  charge  
exp i r a t i on  yea r  app~'oaehed). 
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1. Free Full Surrender Provisions 

Many contracts have provisions that under certain situations allow for full 
surrender without surrender penalty. The two most common provisions of 
this l:ype are bailoms and windows. Bailout provisions allow the contract 
owner to fully surrender the contract without penalty if the contract's cred- 
ited interest rate falls below a stated percentage or, more often, if the renewal 
interest rate falls more than a certain percentage (e.g., 1%) below the initial 
credited rate. Since historical interest rate histories were not collected for each 
contract, it is not known whether any baiIout provisions were "pierced" prior 
to or during the study period. Window provisions do not have any conditions 
that must be met other than expiration of the interest guarantee period. Con- 
tract,,; with window provisions allow for penalty-free surrender during a win- 
dow, say of 30 to 60 days, upon the expiration of the interest guarantee 
period. As with window provisions, if a bailout provision is pierced, the 
contract owner must surrender his or her contract within a specified window 
in order to avoid surrender penalties. Both of these provisions lose value at 
the end of the surrender penalty period. Bailout provisions are more common 
than window provisions among products with shorter interest guarantee pe- 
riods. 

While surrender charges were in effect, contracts with bailout provisions 
had surrender activity similar to contracts without any free full surrender 
provision (Table 17). One explanation is that the existence of the bailout 
provision provides an incentive for the insurance company to maintain com- 
petitive renewal interest rates, thus minimizing free surrender activity. Be- 
cause of the complexity of some bailout provisions and the way the data 
were collected, it is not possible to identify contracts where surrender 
charges were waived due to the bailout provision. Looking at these contracts 
by observation year shows some interesting results; the full contract surren- 
der rate increased from 2.9% for observation year 1992 to 7.3% for obser- 
vation year 1993. The precipitous drop in interest rates during this period 
(see Figure 2) may have pierced the bailout provision for some contracts. 
Although full surrender activity was generally not remarkable for these con- 
tracts, they did withdraw part of the cash value more than other contracts. 
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T A B L E  i7 

Fix~iD SPD/ \ s :  L;(>N~ ~A(iTS ' ,u~~ BAILOUt PROV~SIONS 
A N D  [2AC}i I-~;/EAR SURIL[~NDER SCI IEDUfA S 

(NuMb£R OF C O N T R A ( F S ,  20,759;  CASII VAt, U;: IN FORC:{, $580,491 ,375)  

Contract Year 

7 
8 
9 

i0  
i1 
I2 
i3 

Tota] 

Pcrcs£tag2 

Ccntl acts 

8.0% 
12.2 
i2.1 
1i .3 
12.1 
9.7 
5.] 
d.S 
5.8 
g A 
q <  

5.2 
2.5 

i 00 .0% 

Pcrcc:'hvd c 
of Cash 

VL'[CC< 

? .3% 
13.3 
14.0 
13.0 
i i . i  

5.5 

3.O 

] 00.0% 

Coi:i2act 

Wkhdmwal Rate 

l:uli Pm tia[ 

L.(]% 7 / - %  
0.7 !2 .9  
1.2 !2 .2  
2 .  13.2 
3.2 9.5 
3.9 1 i .2 
3.7 9.1 
3 .  8.6 
4.4 8.6. 
5.2 8.8 
3.7' 9.6 
4.3 i3 .0  

{ ÷ 

3.1% !0 .9% 

Cash Va!uc Withdrawal Rate 

Fu]l 

0.4% 
0.5 
1.0 
2.4 
3.1 
3.8 
4.7 
4.0 

4..i 
2.9 
4.6 

. ?  
~ j - -  

Partial Total 

1.1% 1.598 
1.7 2.2 
1.66 2.6 
1.8 4.2 
1.2 4.3 
! .3 5.1 
i . i  5.8 
i . I  5.1 
1.9 6.0 
1.9 6.0 
i .8  4.7 
1.8 6.4 
-I- ÷ 

1.6.% 4-.2% 

insufficient  data 

Contracts with window orov:siens had significantly higher surrender ac- 
tivity while surrender cha:ges yo re  in efYccL with fuU smvender rates of  
42. i%.  Only 0.6% of contracts with interest guarantee periods of one year 
or less contain window provisions. fVhcdow provisions are more common 
amen 8 products with iongev i~ c/'est guaTantee periods. 

of  contracts vehh interest ~ua:'antec "' o-f co!loss _ one year or less had fi'ee 
pa~cia~ withdrawa] m-os,;s!ons. £uch 7/-ovisions ~tave e~come much more 
prevaien% nov/ res'ese:~;Mo 95% o;" contracts. Because Free pasdal with- 
drawal :orcvisions are ~o~;,,' vi:i_uaiiy standard, the impact oF their existence 
cannot readily be measured. 



ANNUITY PERSISTENCY STUDY 5 81 

3. Tax Status 

Surrender rates were similar for qualified and nonqualified contracts while 
surrender charges were in effect. Withom surrender charges, qualified con- 
tracts; had much higher surrender rates than nonqualified contracts, especially 
duri~,g the year surrender charges expired (Figure 5). Partial withdrawal 
activity did not vary by tax status. 

70% 

FIGURE 5 

FIXED SPDAs: FULL CASH VALUE SU2RENDER RATES BY TAX STATUS 

68.7% 

60% 

50% 

40% 

30% 

20% 

10% - -  

_ _  N Q u a l i f i e d  

[] Nonqualified 

~ r . ~ . l ~  ° m 

i i 

Charge* Year charges Later years 
expired 

*exclades contracts with bailout or window provisions. 

4,, Distribution System 

The distribution system used had a much greater impact on surrender ac- 
tivity for contrac'~s with shorter interest guarantee periods than it did for con- 
tracts with longer guarantees. This was especially true when there were no 
surrender charges in effect. For example, cash value surrender rates for stock- 
broker-sold contracts with imerest guarantee periods of  up to one year spiked 
at 90.0% in the year following surrender charge expiration (Figure 6). 
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F!GURE 6 
FIXED S P D A s :  "U_L C,\SH \,z,'\LU]{ SURRI[NDKR ~,,VFES BY D[SfRIBUT!ON CHANNEL 
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Sexcludes contracts with bailout o'" ,,vindcv,, provisions. 

O % e  l@4;s :~ 

T h e r e  w e r e  85,8 i 8 conk 'ac t s  in the i~oF{o~1 o f  the  s a m p b  t h a t  had  in te res t  

g u a r a n t e e  pei ' iods  o;" m o r e  4qa:  s?m ]/can O f  these ,  5 , ! 6 9  (5 .9%)  i n c u r r e d  a 

full  su r render ,  4 ,852  ~ ~o. ,  ~ ~ - - c ~ . o %  ~.~-~< p a n  o f  e>e c a s a  va]ue  w i t h d r a w n ,  148 

(0 .2%)  w e r e  annu i t i zed ,  831 ( . 9 % )  "were su :Tendered  due  to  dea th  o r  dis-  

abi l i ty ,  and  the  : e m a i n i n g  7 5 , 8 i 8  (87 .3%)  had no wi t iqdrawai  ac t iv i ty .  

TA3LE i 8 

i's'~,J~ or  Acrr\T.'S ~:oa Fix .:;} SPDAs 
\ V I T I ]  ] N T E R i ~ S T  (}L. 'AP, ANT}~I~ ]~I R I ( ) I )  

(~].U Aii{2. 71IAN ON]C YTAR 

I 
j Pcrc~ixagc of Conlr~cts 

I 

Full sm'rcnder ! 5.9% 
Par'Jai withd:-av,, al 5.6 
Annuitizcd i I 0.2 
Death oi" disabiiity _ 1.0 
No activity 87.3 

i 00.0% 
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Similar to contracts with shorter guarantees, full contract surrender rates 
for this portion of the sample were higher for comracts without a surrender 
charge (8%) than for those with surrender charges in effect (5.9%). This is 
a much smaller difference than for contracts with shorter interest guarantee{ 
periods. While there was not enough exposure to further distinguish con- 
tracts without surrender charges, there appears to be little difference between 
surrender activity of contracts whose surrender charges expired in the current 
year and those whose charges expired earlier. Qualified contracts were more 
likely to have part of the cash value wifhdrawn than nonqualified contracts 
were (Table 19). Meeting minimum distribution requirements may contribute 
to the higher partial withdrawal activity of these contracts. 

TABLE 19 

FIXED SPDAS: SURRENDER RATES FOR iNTEREST GUARANTEE PERIOD GREATER THAN ONE YEAR 
(NUMBER OF CONTRACTS, 86,058; CASH VALUE IN FORCE, $3,411,461,813) 

Contract Percentage Percentage 
Withdrawal Rate Cash Value Withdrawal Rate of of Cash 

Type of Contract Contracts Value,,; Full Partial Full Partial Totai 

With a Surrender Charge 
Nonqualified 69.9% 68.8% 5.8% 4.8% 6.2% 0.7% 6.9% 
Qualified 25.9 26.8 6.1 8.4 6,4 1.4 7.8 

Total 95.8% 95.6% 5.9% 5.7% 6.3% 0.9% 7.2% 

Without a Surrender Charge 
Nonqnalified 3.6% 3.8% 7.3% 5.0% 7.5% 1.2% 8.7% 
Qualified 0.6 0.6 11.6 27.1 15.1 3.5 18.6 

Tmal 4.2% 4.4% 8.0% 8.3% 8.5% 1.5% 10.0% 

All Contracts 100.0% 100.0% 6.0% 5.9% 6.4% 0.9% 7.3% 

During the surrender charge period, contracts with window provisions had 
higher full surrender rates (8.3%) than contracts with no free full surrender 
provision (5.1%), and contracts with bailout provisions had the lowest full 
surrender rates (2.0%). Regardless of the presence of any free full surrender 
provision, the expiration of an interest guarantee period had a large impact 
on full surrender rates. Contracts witl:Lout such provisions but with three- 
year interest guarantees showed sizable increases in full surrender rates in 
the fourth and seventh contract years (Table 20). The high full surrender 
rate in the seventh contract year were not a result of surrender penalties 
expiring, since all of these contracts had at least two more years until sur- 
render penalty expiration. 
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TABLE 20 

FIXED SPDAs: SURRENDhl< RAT:£S J<)R CONTRACTS 
WITII THREE-YgAR [XTI!RHST GUARANiEE PERIODS 

AND ~x]O PR[iE [fULL i/%"i"!] tDRAWAL PROVISION 
(Numm~a old CONT,<ACTS: t 3,181 ; &,xsIr VALUR IN FORCG $461,571,857) 

Colltt'acct Year 

5 
d 
7 
8 
9 

Total 

Pc:centagc Percentage 
o. of Cash 

Col]~ i'~iGts V,IJuGs 

15.0% i3.!% 
19.1 2C.0 
24.9 2:5.6 
1 i . 4  I kS 
i0.7 I0. i 
!0.4 i@.0 
4.8 4.9 
2.2 2.2 
] .4 i .4 

100.0% 100.0% 

=insufficient data 

I i con.~o~ ,] 
V,'iti~drawa] Rate I ,  

Vul! Pa:fia] ] FuIt 

1.8% 1 l . d % q  1.4% 
i .6 7.2 / 1.4 

' 2 .0  7.4 , 1.4 
/ 

i0.5 7. i 9.0 
3.? 3/9 4,4 
£,9 1.4 3.66 

20.0 0./7 20.6 

,~ ~,×, ,, 0/ 3.9% 

Cash Value Withdrawal Rate 

Partial Total 

0.9% 2.3% 
0.9 2.3 
1.5 2 .9  
1.8 10 .8  
1.3 5.7 
0.3 3.9 
0. I 20.7 

+ + 

1.1% 5.0% 

2tree Pc~]l surrender provisions ,?,/ere the z2~]e vathez" than the exception with 
contracts having iuterest gua:'antees longer than one year. i-lere, more than 
two thirds (70%) of contracts 12ai sv.ch provisions. !aJindow provisions were 

(2~o0/~ - .. m o r e  c o m m o n  ,< , -o /o )  t h a n  b a i i o u t s  (29%~< _ ~. A s  w i t h  c o n t r a c t s  w i t h  s h o r t e r  

i n t e r e s t  g u a r a n t e e  p e r i o d <  c o n t : ' a c t s  w i : h  b a i l o u t s  d i d  n o t  s h o w  r e m a r k a b l y  

h i g h e r  s u r r e n d e r  a c t i v i t y  u p o n  t h e  e x p h ' a t i o n  o f  t h e  i n t e r e s t  g u a r a n t e e  p e r i o d  

(Table 2i).  c~,,~ " . . . .  ~ . . . . . . . . .  ~ n , ~  ali or ~:nese ~'~*~a-~s md surrender charge schedules 
~onger ~han ; ire years, the mghe~: siXth-year surren4er rate was more likely 
due to the fact that the interest gtmra~tee :ceriod expired and/or the bailout 
provision may have been pierced. Contracts with window provisions and a 
five-year interest guarantee period, on the other hand, had surrender rates 
approaching 50% in the sixth contract },'ear. ~/hiie there was a mix of  book 
vaiue and market value adjusted (MVA) contracts, ali o f  the first-year con- 
tracts with window provisions were MVAs. The i0.2!% cash value surrender 
rate experienced by these contracts nmy be due to owners of  larger contracts 
taking advantage o£ a positive market value adjustment as interest rates 
dropped. Over half  (5i .3%) of  contracts with window provisions no longer 
had surrender charges in ef'i%ct by <no ninth contract year. Since contracts 
with surrender charges in their ninth contract year surrendered at a rate of  
9.4%, the absence of  surrender charges does not seem to be responsible for 
the higher contract surrender rate among all contracts with window provi- 
sions that year ~I ~ oo/~ <. l . ,o ' /o).  
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TABLE 21 

FIXED SPDAs: FULL SURRENDER RATES FOR CONTRACTS 

WITH A FivE-YEAR INTEREST GUARANTEE PERIOD 

BY FREE FULL SURRENDER PROVISION 

NUMBER OF CONTRACTS, 29,214; CASH VALUE IN FORCE, $1,200,660,465 

Contract Year 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 

Total 

+insufficient data 

Percentage 
of 

Contracts 

12.7% 
I5.3 
25.0 
16.5 
8.8 
6.9 
3.2 
5.7 
5.5 
0.6 

Percentage 
of Cash 
Values 

Window Provision Bailout Provision 

Contract 

11.4% 
15.7 
27.4 
17.6 
8.4 
6.5 
2.3 
4.9 
5.3 
0.5 

4.8% 
1.5 
3.4 
2.4 
7.4 

47.3 
6.9 
2.2 

11.0 
+ 

Contract Cash Value 

0.4.% 0.2% 
1.6 1.1 
1.2 0.8 
1.5 1.7 
2.8 4.3 
8.7 i2.4 
+ + 
+ + 
+ + 
+ + 

Cash Value 

10.3% 
1.7 
3.2 
2.5 
8.6 

52.7 
6.8 
2.6 

12.0 
+ 

100.0% 100.0% 1.9% 2.1% 7.8% 8.3% 

As shown earlier, contracts with longer interest guarantee periods did not 
display much higher surrender activity after surrender charges expired. By 
the l:ime they did expire, many contracts with free full surrender provisions 
(especially those with window provisions) may already have surrendered, 
for those where surrender charges are an issue. 

2, Tax Status 

As with contracts with shorter interest guarantee periods, surrender rates 
were similar for qualified and nonqualified contracts while surrender charges 
were in effect. Without surrender charges, qualified comracts had twice the 
surrender rates of nonqualified contracts (Figure 7). 

FIGURE 7 

FIXED SPDAs WITH INTEREST GUARANTEE PERIOD GREATER THAN ONE YEAR: 
FULL CASIt VALUE SURRENDER RATES BY TAX STATUS 

20% 

10% 

0% 

[] Qualified 15.1% 
[] Nonqualified 

7.3% 5.8% 7.5% 

_ m  1 
No charge Charge* 

*excludes contracts with free full surrender provisions, 



5g~ TSA 1995 96 REPORTS 

}i.ZKo S I ! g G E £  PR.LTigiiUigZ " ~ ; % . B E Z  M'qNU][TI£S (SPVPm) 

O f  the nn@or p roduc t  types,  SPVAs ,  wi th  74,860 contracts ,  were  the 
smal les t  group in the study, i t  was also the newes t  group,  veith over  80% 
o f  the contracts  i s sued  be tween  i990  and 1993. Before  the ma jo r  surge in 
var iab le  amnuity sales began  in the m i d - ! 9 8 0 s ,  var iab le  annui t ies  were  more  
comrnonly  ~%und arnong qual i f ied ret i rernent  p lans  and hence were  f lexible  
p r e m i u m  products .  O f  the 74,860 S P V A  contracts  in the sample ,  1,933 
(2.6%) mcunreo~ a -~ull su<~:ende?7. " ~ "  <~ ~o/~ - - • " . D,zo~ ~..u/oy w~thcirew pare of the cash 
value.. 4.9 ~u.~/"' o/,/o~ annmz!zec~,"" ' 299 (0.4.%) sm~-endered due to death  or  dis-  
abi l i ty ,  and 67,340 (89.9%) had no wi thdrawa l  ac t iv i ty  (Table  22). 

SPVAs2  TYPE OF ACTIVITY 

Fuil surrender 
Partial withdrawa! 
Annuitized 
Death or disability 
No activity 

Porccnmgc of Contracts 

2.6% 
7.0 
0.1 
0.4 

89.9 
!00.0% 

W h i l e  full s~:rrender rates ,?or S P V A s  were  the lowest  a~mong the ma jo r  
p roduc t  ~-yn - ~  ~ ~ groups,  surrender  ra~es ~,~ea,'~y~ t r ip led  for contracts  wi thout  s u r -  

,_enter charges  <o.oYo/ c o m e a r e c  v/r~n contracts  wi th  them (2.3%) (Table  
23). Part ial  w i thdrawa l  ac t iv i ty  for S P V A s  was as high as that o f  f ixed 
SPDAs.  

TABLE 23 

SINGLE PI{HMIUM VARiA'.~LI£ ANNUl FIES (SPVAs) 
(Nu>is>a o> CONTRAC re. "rE.,33~._., CAmr VALu£ ..'N FOXCE, $2,389,73I ,870) 

"lypc of" Co't 'act 

With a Sm'render Charge 
Nonqualified 
Qualified 
Total 

Without a Surrender Charge 
Nonqualified 
Qualified 
Total 

All Contracts 

a, al Rate 

Total 

2.7% 
4.4 
3.4% 

10.0% 
12.7 
i0.9% 
4.0% 



ANNUITY PERSISTENCY STUDY 5 87 

A model was developed to compare tile surrender activity of various con- 
tract characteristics. For contracts with surrender charges, tax status, contract 
size, and distribution system were all statistically significant (Table 24). 
Results for contracts without surrender charges were insignificant, due to 
the small number of SPVA contracts with no surrender charges. 

Among the 74,145 SPVA contracts in the model, 1,918 (2.6%) experi- 
enced full surrenders. For those contracts with surrender charges, comparing 
the full surrender activity of a particular contract characteristic with the 
average full surrender activity for all SPVA contracts shows: 
• Qualified contracts were surrendered 10.7% more frequently than the 

average for all SPVA contracts. 
• Contracts with larger cash values were surrendered less frequently than 

those with small cash values. 
® Contracts sold by career agents had the highest surrender activity and 

contracts sold by stockbrokers had the lowest. 

TABLE 24 

PERCENTAGE CHANGE* IN FULL SURRENDER ACTIVITY 
FOR SPVA CONTRACTS WITtt SURRENDER CHARGES 

Tax status 

Contract size 

Distribt~tion system 

Qualified 
Nonqualified 

Under $5,000 
$ 5 ,000-  $ 9,999 

10,000 - 19,999 
20,000-  29,999 
30,000- 49,999 
50,000 and over 

Career agent 
i Stockbroker 
I Bank 

10.7% 
-9 .7  

82.O% 
18.1 
ns 

-22.0 
-21.3 
-22.0 

30.4% 
-30.5 

10.4 

*To translate the percent change into an expected surrender rate, the 
overall surrender rate of  2.6% is adjusted upward or downward by the 
percentage change indicated. For example, the expected surrender rate 
for qualified contracts is 2.6% × 1.107, or 2.9%. 
ns: results not statistically significant for these characteristics. 
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Ao Ss77°~spJ~ ° Cbss~g~s 

SFX,'A contra, cts wkhout surre:ader charges were near]y tlnree times as 
likeiy to be surrendered (5.6%) as those with surrender cI~arges (2.3%). As 
a percent of  cash vak~e, the dk%%re~ce was greater, wkh 9.4% o~ cash value 
being surrei~dered vehe~ ~here was ~ao surrender charge in effect versus ii .8% 
for contracts ;v{~h . . . . . .  surrender charges ~,'~,~,,~rR~,_~ 8). This resuk suggests, as with 
fixed SPDAs, tha~ larger contracts tended ~o surrender more than smaller 
contracts when there were ~;o s~:r;-er:der charges in effect. 

2~r-; r-,,~ 

S R \ " A s :  7ULL bAS~ r r ~  " ,' V,\iA.I~ 8URRENDiER R A N I S  BY SURRENDER C H A R G E  

_ '% 
so, s i '% 

I 'q% 
eff~ i ':', 

! %, 

@ i ~ ' ? \  

-i-- "<)% ×,~, %,  

22% 

G% 
@:/~ "]9"8 2% 8%% 4% 5% $% 79% 

Variable contracts did _~ot sinew as significant a spike in surrender rates 
during the year surrender charges expired as did fixed annuities. Full ton'tract 
surrender rates did increase siigi:tiy i~ &his year £rom 3.4% to 7.1% and then 
remained s!ightly Mgher ~han be%re tP;~e surrender charge expired (TabIe 
2S). 
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T A B L E  25 

SPVAs:  FULL SURRENDER RATES BY TIME REMAINING IN SURRENDER CHARGE SCHEDULE 
(NUMBER OF CONTRACTS, 74,382;  CASH VALUE tN FORCE, $2 ,392 ,091 ,878)  

Percentage of Percentage of Contract Cash Value 
Years Remaining Contracts Cash Value Surrender Rate Surrender Rate 

3 or more  84 .5% 81.5% 2 .2% 1.7% 
2 4.3 5.0 3.4 2.6 
1 4.4 5.7 3.4 2.7 
0 3.5 4.1 7.1 11.5 

--1 1.9 2.0 6.7 8.9 
- -2  or  more  1.4 1.7 5.3 4.9 

Total  100.0% 100.0% 2 .6% 2 .4% 

Over half of the SPVA contracts in the sample had a six-year surrender 
charge schedule. Full contract surrender rates did not increase significantly 
in the seventh year for these contracts. However, cash value surrender rates 
increased from 4.2% to 13.0% in the seventh year, again suggesting that 
larger contracts tended to be surrendered when the surrender charge schedule 
expired (Table 26). 

T A B L E  26 

S P V A  SURRENDER RATES BY DURATION 
FOR CONTRACTS WITH A SURRENDER CHARGE SCHEDULE OF SIX YEARS 

(NUMBER OF" CONTRACTS, 37,673;  CASH VALUE IN FORCE, $1 ,068 ,489 ,095)  

Ccntract Year 

1 
2 
3 
4 
5 
6 
7 
8 
9+ 

Total  

Percentage 
of 

Contracts 

33 .2% 
28.3 
15.3 

5.2 
3.5 
4.6 
4.6 
2.8 
2.6 

100.0% 

Percentage 
of Cash 
Values 

24 .8% 
27.4 
18.5 

6.2 
4.3 
6.0 
5.8 
3.4 
3.6 

100.0% 

Contract 
Sul~-cnder Rate 

Full Partial 

1.2% 1.8% 
2.3 5.6 
3.I 7.9 
5.5 8.O 
5.7 5.2 
4.8 9.3 
6.7 7.7 
6.6 6.2 
5.0 4.6 

2 .9% 5 .1% 

Cash Value Withdrawal Rate 

Full Partial Total 

0 .6% 0 .4% 1.0% 
1.2 1.1 2.3 
2.4 1.5 3.9 
2.7 2.9 5.6 
5.0 1.4 6.4 
4.2 1.7 5.9 

13.0 1.7 14.7 
9.7 1.6 11.3 
4.6 1.6 6.2 

2 .8% 1.3% 4 .1% 

B. Distributior~ Sys t em 

Over half (53.9%) of the SPVAs in tlhe study were sold by stockbrokers. 
Unlike fixed SPDAs, full surrender rates for stockbroker-sold contracts were 
the lowest. This result may be somewhat misleading since most of these 
contracts were recent sales and were still in the surrender charge period 
(Table 27). 



590 TSA i995 96 REPORTS 

TABLE 27 

SPVA Shl.tRi}ZNDEI£ R/\FI£S BY DISTRIBUTION S Y S T E M  
q (N[;-,.,ml-uz of CONTRACTS, 74,382; <.A.N~ VAE.Ug ~N FORCE, $2,392,091,878) 

i)CI CCI) /jJv2 

OJ 

D sir bt:tion S}'ston? Cont;acts 

Career agent 28.1% 
Stockbroker 53.9 
Bank ] 8.0 

Total i 00.0% 

Pslcentagc 

o Cash 

\/alUCS 

25.2% 
57.1 
i7.7 

100.0% 

Contmct 

SurrcndcrRatc CashValueWithdrawalRate 

Full Partial Full Pa~ial Total 

3.8% 6.5% 3.4% 2.2% 5.6% 
1.9 7.3 L9 1.3 3.2 
2.8 7.5 2.6 1.5 4.1 
2.6% 7.i% 2.4% 1.6% 4.0% 

C iv~sc~s~ Ssgs~ccoass;~s 

N e a i y  ai] (98 .2%)  S g V A  coni.racts are c o m b i n a t i o n  annui t ies .  C o m b i -  

na t ion  annu i t i e s  are va r i ab le  a n n u k i e s  wi th  at ]east  one  f ixed  in te res t  ac-  

count .  W h i l e  m o s t  cont rac t s  ihad 2 0 %  or  less  i n v e s t e d  in these  op t ions ,  

su r r ende r  ac t iv i ty  did r ise  s i g h t l y  as the p e r c e n t a g e  i n v e s t e d  in f ixed  ac-  

coun t s  i n c r e a s e d  ( T a b l e  28). 

TABLE 28 

SPVA St.ma~;x;) [a RA'r[.s >;Y AMOUNT INVESTED IN FIXED ACCOUNTS 
FOR £ ' O N ' [ R A ( T S  WITII S U R R E N D E R  C H A R G E S  

(NuMBK:~ O~- CON-~R,'<rS, 67,772; CASH VALUt{ IN FORCG $2,159,782,600) 

Percent/go c f 

Account Value i:  

]'[XCd /\C Gels/!t 

Petcclltagc 

el' (ash 
"~,7 Ii t:CS 

Percent Lzc Surrender Rates 

of Col:t:acts Contiact Cash Value 

0 20% 85.5% 82.5% 2.1% 1.6% 
2i -40% 2.3 2.8 2.2 1.3 
4I~ 60% 2.9 3.0 3.5 2.0 
6i 80% .5 i.9 3.0 3.3 
81 I00% 7.7 9.7 4.2 3.6 

Total 100.0% 100.0% 2.3% 1.8% 

r~/o PLZ~(2BL2  ;gRZ),/fiU)i DZ3~BRP~S_,D AiqNU~T~ES (~PDAs) 

N e x i b l e  p r e m i u m  con t rac t s  : e p r e s e n t e d  o v e r  h a l f  (58.29/0) o f  the  con t rac t s  

in fi~e s tudy.  Of '  the  478 ,523  con t rac t s  in the s ample ,  22 ,080  (4 .6%)  i n c u r r e d  

a f~fi?, sur render ,  20,234. (4 .2%)  had p a t  o f  tI~e cash  v a l u e  w i t h d r a w n ,  1,431 

(0 .3%)  w e r e  a n n u i i z e d ,  i , 672  (0 .4%)  w e r e  s u r r e n d e r e d  due  to dea th  o r  

disabi iJ ty ,  and 433 ,106  (90 .5%)  had  no w i t h d r a w a l  ac t iv i ty .  B e t h  ful l  sur-  

r e n d e r  and  p a n i a I  w k h d r a w a i  ac t iv i ty  w e r e  s l igh t ly  h i g h e r  fo r  f ixed  con t rac t s  
. . . .  ' ~  a l  2 9  than  :or  v a r m b ! e  con t rac t s  ~. ~ a~ .e  and  T a b l e  30). 
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TABLE 29 

FPDAs: TYPE OF ACTIVITY 

Fixed Variable All 

Full surrender 5.3% 
Partial withdrawal 4.8 
Annuitized 0.3 
Death or disability 0.3 
No activity 89.3 

100.0% I 

4.1% 
3.8 
0.3 
0.4 

91.4 

100.0% 

4.6% 
4.2 
0.3 
0.4 

90.5 

100.0% 

Surrender behavior of  flexible contracts was not as sensitive to the level 
and existence of  surrender charges as that o f  single premium contracts. Many 
FPDAs had surrender penalty schedules for each premium deposit. Most var- 
iable FPDAs (74.0%) and one fifth (21.5%) o f  fixed FPDAs had surrender 
penalties based on the number o f  years since each deposit was made. For 
these contracts, it is difficult for the contract owner who makes multiple con- 
tributions to know exactly when and if  "the surrender penalties expire. This 
and the fact that many purchasers of  FPDAs intend to continue making de- 
posits are two reasons these contracts were less sensitive to surrender charges 
than SPDAs. 

TABLE 30 

SURRENDER RATES FOR FPDAs 
(NUMBER OF CONTRACTS, 473,622; CASH VALUE IN FORCE, $7,726,035,703) 

Contract Year 

Fixed 
Nonqualified 
Qualified 

Total 

Variable 
Nonqualified 
Qualified 

Total 

Percentage 
of 

Contracts 

7.1% 
36.1 

43.2% 

16.6% 
40.2 

56.8% 

Percentage 
of Cash 
Values 

8.8% 
29.4 

38.2% 

26.2% 
35.6 

61.8% 

All Contracts 100.0% 100.0% 

Contract 
Surrender Rate 

Full Partial 

4.9% 5.8% 
5.4 4.7 

5.3% 4.9% 

3.1% 5.4% 
4.6 3.4 

4.2% 4.0% 

4.7% 4.4% 

Cash Value Withdrawal Rate 

Full Partial Total 

4.6% 1.5% 6.1% 
4.9 1.6 6.5 

4.8% 1.6% 6.4% 

3.1% 1.4% 4.5% 
3.8 1.6 5.4 

3.5% 1.5% 5.0% 

4.0% 1.6% 5.6% 

There was no dramatic increase in full surrender activity even as surrender 
charges approached 0% among the 78.4% of  fixed contracts whose surrender 
charge schedules were based on the number of  years since contract issue. 5 

SA similar analysis of variable FPDAs was not possible due to the small number of products 
whose surrender charges are based on the number of years since contract issue. 
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Both contracts with eight-year surcende:: charge schedules and contracts with 
surrender schedules ths:c never" end experienced ~al! surrender rates that started 
low (1.4-2.3%) in the @:st year and increased to 4 or 5% for the next few 
contract years. SmTender rates go?: contracts with eight-year surrender charge 
schedules then mcreasem io around o'so m the year rollowm o surrencmr charge 
expire/don and stayed level thereafLen Conta'aets with tmending surrender charge 
schedules did not experience any additional increase in surrender activity 

. . . .  ~"~,d (Figtx:e 9). once the 4 -5% ievei was e ......... Most contracts with unending 
surrender charges were fixed 7PD,&s whh isw, iong-lasting penalties. 

71GURE 9 
[2IXI.D [:~D./~S: ~2C:I.L ( 'ONTR, \ ( ]  7 SLJItRi<NI)I{R ]~.,S, Tf<S BY LXN(iTH OF S U R R I N D E R  PERIOD 

r% ] 

@ 

4,% -' -/~-~: . . . .  ~ = : _ m _ ~  "Q . . . . .  2~- - -~ ' - - - -~=  "~ 

15 1 

I" 
i 

0% + 

0.~: rac'k Fear 

"-Surrender charges bascd on )'cars since contract issue. 

8 9 '~0 11+ 

A model was developed to compare the surrender activity of  various con- 
tract characteristics (Table J~7~. This <,nao, s~ s , .  7. _. dlffers~ slightly from analysis 
of  single premium esntracts in that the presence or absence of  a surrender 
charge has not been included./::s was shown above, the impact o f  surrender 
charges on surrender activity of  flexible premium products was not as evi- 
dent as with single premium contracts. ]n addition, many  flexible premium 
annuities had sun'ender charge sehed~fies based on the number of  years since 
deposit, making it difficuk to detemqine the presence or level o f  surrender 
charges in el%oct. 

Among the 466,336 flexible contracts in the model, 2t ,879 (4.7%) ex- 
perienced fulI surrenders. Surrender activity was very similar between :fixed 
and variable FPDAs for most contract characteristics. Comparing the full 
surrender activity of  a pa~-dcu]ar contract characteristic ,1o the average fult 
surrender activity for all flexible contracts shows: 
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e Qualified contracts had surrender rates 18-20% higher than average. 
• Annuitants with attained ages under 40 and fixed annuitants with attained 

ages over 70 experienced the highest surrender activity. 
e Females were less likely to surrender than were males among both fixed 

and variable annuities. 
• In general, smaller contracts were more likely to be surrendered than 

larger contracts. With the exception of  contracts with cash values ex- 
ceeding $50,000, the larger the contract the less likely it was to surrender. 

• As with single premium fixed contracts, flexible premium annuities sold 
by stockbrokers had the highest surrender activity, 95% (variable) to 
151% (fixed) higher than average. Direct response had the lowest surren- 
der activity among contracts with an identifiable distribution system. 

TABLE ?; 1 

FPDAs: PERCENTAGE CHANGE* IN FULL SURRENDER ACTIVITY 

Tax Status 

Attained Age 

Sex 

Contract Size 

Distribution System 

Qualified 
Nonqualified 

Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Female 
Male 

Under $5,000 
$ 5,000 $ !),999 

10,000 - 1!),999 
20,000-  29,999 
30,000 4.9,999 
50,000 and over 

Career agent 
Independent agent 
Stockbroker 
Bank 
Direct response 
Other 

Fixed Variable 

I8.6% 
-15.7 

20.1% 
-7.7  

-22.7 
ns 

-10.1 
33.6 

-8 .2% 
8.9 

25.6% 
ns 

-4 .3  
-10.1 
-12.6 

4.1 

35.5% 
20.6 

150.7 
49.0 

- 14.2 
-80.9 

20.3% 
-16.9  

26.6% 
-3 .9  

-14.5 
7.4 
ns 

-11.2 

-9 .1% 
10.0 

26.2% 
16.3 
ns 

-9 .0  
-14.8 
-13.8 

ns 
24.2 
95.4 
17.6 

-31.2 
-47.0 

*To translate the percent change into an expected surrender rate, the 
overall surrender rate of 4.7% is adjusted upward or downward by the 
percentage change indicated. For example, the expected surrender rate for 
fixed qualified contracts is 4.7% × 1.186, or 5.6%. 
ns: results not statistically significant for these characteristics. 
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As with f ixed s ing le  contracts., ~fixed f iexible cont rac t s  wi th  lower  in teres t  
rates were  sur:zencered at ~ m~h e r  rate t : ~ s , e  .~2 a. S u r r ende r  rates  r a n g e d  
~-ons i 3 . 0 %  ~'si" cont rac t s  >,ith {ntet'est fates b e t w e e n  2.1 and  4 .0% to 3 .3% 
for cont rac ts  with rates b e t w e e n  8.} and  i 0 . 0 % .  A i t h o u g h  cont rac ts  in  the 
lowes t  in teres t  rate g roup  we!'e s~x-endered at n e a r l y  twice  the rate o f  con-  
tracts in tile nex t  g roup ing ,  c o r r e s p o n d i n g  s ingle  p r e m i u m  cont rac ts  in  the 
lowes t  in teres t  rate gro~;p s u : r e n d e r e d  at ten t imes  the rate o f  those  in  the 
i l e X t  . . . . . . . .  : . . . .  

T /  S i .  :, 32 

[2[Xi.D [zP[~/"~S: S[;RKliN 3[(1{ ~,\FI£S BY ]N-[ERI-iST ]~,,\Tim 

(Nt.:x'iI~k:i< o ~ - C a >  r l~',( i s ,  7 ( . 2 ~ i ;  C.\s :~ VALUe; i x  FOI?CI< $ 2 , 6 0 5 , 4 9 7 , 5 9 3 )  

Pcrccmxgc o" Perccnta~zc o{" Contrac Cash Value 
/ntclgS! ],[ah: ~oi]{iac[s (htsh Valkle S<rrendcr Rate Surrender Rate 

2.!  o 4..0% i . 5 %  0 . 7 %  13 .0% 12 .9% 
4. I to 3.0 22.2 20 .4  7.7 7.1 
6.1 to 8.0 70.5 72.4  4.5 4 .2  
8. i o i 0 . 0  5.8 5.5 3.3 2.5  

":'oval i 0 0 . 0 %  100.0% 5 . 3 %  4 . 7 %  

T a b ! e  3,3 s~ov,,s ~ ' - '  " " " J,,~. su_Teseer "ates ~'or vanoc~s quah f i ed  r e t i r e m e n t  
. . . .  ~ . . . . . . . . . .  "" non,~uai i f ied " " ' . . . .  ~', i~,.~o.,.~m:, and  re animosities..O! >xec~ F P D A s ,  401(k)  a n d  o ther  
~.~o~'s~e, ~ cont rac ts  had the ~m~es.:' " s _ / r e n d e r  rates.  Each  had  a smTender  
rate idghe r  '~ ..... ' "" :,. ..... 10%. ~{~n~,:, o(~;-,~ f?om 12.1% for~ 4-0l(k) to i 5 . 3 %  for o ther  
conporate  contracts .  ]nteresthsgi},% he cash vab .e  su r r ende r  rate for 401(k)  
cont~acts was  the lowes t  ~.~" a i  ~he elan-iyoes~, at 3 .8%. Qua l i f i ed  con t rac t  

( <  ,4 o,,4 ~ s t [ r r c n d ,  e r  K a t e s  <J . - : - ,  e )  w e r e  ~ . . . .  - " ~  ~.,~ ge~:~ ¢~?' h ighe r  than  ~*-~ n o n q u a l i f i e d  su r r ende r  
~x <%> >,'ifh '1":~ , ,~  ex..~,J4o~", o f  ] X A  (4..8%). ra te  - : - .> ,  o;: . . . .  - , e , ,~  , c o n t r a c t s  

• ~ o ~  - :, ~ ~ ~, ~x an d  Keogh  p l ans  su r r ende red  at the  ~201" /~iiig_~o]e ! e x ~ o l c  c o n ~ r a c • s ~  - , , , , : k ~ , j  

higi :est  rates. , ~ : ~  ce-;qoorate p lans  ~:]so had  a h igh  s u ~ e n d e r  rate at 9 .9%. 
A.s wit!: i lxed f lexible  contracts .  -- " ~  '-- • s~n._~!e~ contrac ts  su r r ende red  in  the  401(k)  
group,  -esuithzg in  a cash ~,alue s u r r en d e r  rate h a l f  the c o r r e s p o n d i n g  con-  
t r a c t  su r<ende r  ro te  ( 7 . 2 %  v e r s u s  ~s.> xo,. ~_eo~n p l a n s  a l s o  h a d  a c o n t r a c t  

sun-ender  rate (10 .6%)  twice  the cash vaIue  sum-ender rate (4 .8%).  
.~-,, ~ " ~  ~m~e~" ~" quarce:s' <,u._,'q'~ 2ox.,/u] "g~ :l[ex:b.e~ ' ] o r e m l u m  cont rac t s  were  so ld  in  

qual i f ied  marke ts .  F P D A s  are m u c h  moi'e p r e v a l e n t  in  f u n d i n g  qua l i f i ed  

: ~ p~'~,-; . . . .  f ixed (22 .3%)  or s ing le  premium var iab le  p l ans  than  c, re su'zg~e ~,~,~**::~ 
(4.8.5!4) proa_uc~s. 
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TABLE 33 

FPDA SURRENDER RATES BY PLAN TYPE 

Distribution System 

IRA 
IRA-SEP 
403(b) 
457 
401(k) 
Other Corporate 
Keogh (HR10) 
Other Qualified 

Total Qualified 

Nonqualified 

Total 

Contract Percentage Percentage 
of of Cash Surrender Rate 

F 

Contracts Values Full ] Partial Full 

All FPDAs 
(Number of Contracts, 473,622; Cash Value in Force, $7,726,035,703) 

49.1% 
3.0 

17.7 
0.3 
1.2 
1.4 
2.2 
1.4 

36.8% 
1.8 

17.9 
0.3 
0.8 
2.3 
3.2 
1.9 

76.3% I 65.0% 

2 3 . 7 % 1  35.0% 

Cash Value Withdrawal Rate 

I Partial Total 

(Number of Contracts, 204,501; Cash Value in Force, $2,953,002,525) 

IRA 
IRA-SEP 
403(b) 
457 
401(k) 
Other Corporate 
Keogh (HR10) 
Other Qualified 

Total Qualified 

Nonqualified 

Total 

60.7% 
2.7 

14.8 
0.5 
0.5 
2.2 
1.5 
0.8 

83.6% 76.9% 

16.4% 

100.0% 

46.2% 
1.8 

19.0 
0.6 
0.6 
3.9 
3.1 
1.7 

23.1% 

100.0% 

4.8% 3.7% 4.4% 1.4% 5.8% 
8.0 3.9 7.1 2.4 9.5 
5.5 8.7 4.5 1.4 5.9 
6.7 3.0 10.4 1.2 11.6 

12.1 3.5 3.8 3.8 7.6 
15.3 9.8 9.4 5.8 15.2 
8.6 3.1 6.3 1.1 7.4 
6.7 2.9 5.0 1.5 6.5 

5.4% 4.7% 4.9% 1.6% 6.5% 

4.9% 5.8% 4.6% 1.5% 6.1% 

5.3% 4.9% 4.8% 1.6% 6.4% 

Variable 15PDAs 
(Number of Contracts, 269,12I; Cash Value in Force, $4,773,033,179) 

IRA 
IRA-SEP 
403(b) 
457 
401(k) 
Other Corporate 
Keogh (HR10) 
Other Qualified 

Total Qualified 

Nonqualified 

Total 

40.3% 31.0% 
3.2 1.7 

19.9 17.2 
0.1 0.i 
1.7 1.0 
0.8 1.3 
2.7 3.3 
1.9 2.0 

70.8% 57.6% 

29.2% 42.4% 

100.0% 100.0% 

+insufficient data 

4.2% 3.4% 3.4% 1.5% 4.9% 
6.0 3.3 4.5 1.5 6.0 
3.4 3.2 3.8 1.4 5.2 

+ + + + -~ 

13.9 6.5 7.2 6.0 13.2 
9.9 5.5 8.2 3.0 11.2 

10.6 3.5 4.8 2.4 7.2 
3.5 2.2 2.4 0.8 3.2 

4.6% 3.4% 3.8% 1.6% 5.4% 

3.1% 5.4% 3.1% 1.4% 4.5% 

4.2% 4.0% 3.5% 1.5% 5.0% 

100.0% l 100.0% 

4.5% 3.5% 3.9% 1.5% 5.4% 
6.8 3.5 5.5 1.9 7.4 
4.2 5.1 4.1 1.4 5.5 
9.0 3.3 10.8 1.3 12.1 

13.5 5.9 6.3 5.4 11.7 
13.5 8.4 9.0 4.9 13.9 
I0.0 3.3 5.4 1.9 7.3 
4.3 2.4 3.3 1.0 4.3 

5.0% 4.0% 4.3% 1.6% 5.9% 

3.7% 5.5% 3.5% 1.4% 4.9% 

4.7% 4.4% 4.0% 1.6% 5.6% 

Fixed FPDAs 
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Co SkOs~;D©£ ~ @F£%'°~z:s;F~£s';e; '~s;~%~cH<ss 

C o m p a n i e s  w e r e  abie  to :srovicic :!so metho{;  p r e m i u m s  are  col lected,  in 

o v e r  three-£our ths  (75%} o£ f l ex ib le  c o s t : a c t s .  M o s t  ( 54%)  o f  these  con t rac t s  

h a v e  n o n a u t o m a t i c  p r e m i u m s :  ene- thf  ~d ( } ! % )  are a u t o m a t i c  and  less  than  

5% are  c o l l e c t e d  th; :ough pa},:oi! cie£uction.  U n l i k e  Ere in su rance ,  w h e r e  

n o n p a y m e n t  of peTi~iUP, Cait 2esult in a lapse,  the m e t h o d  o f  c o l l e c t i n g  

p r e m i u m s  does  not  a p p e a r  to ] : a v e  a s ign i f i can t  i m p a c t  on  annu i ty  smTender  

ac t ivky .  Ko  pat tern  is }bund a m o n g  qua l i f i ed  p r o g r a m s  or  b e t w e e n  f ixed  and  

va r i ab l e  annui t ies .  Pay:oH dedtc t io~:  had  a s l igh t ly  h i g h e r  su r r ende r  rate  
" , ,  n o / ,  ano.  n o n a u t c m a t x c  ( 4 . 6 % ) .  i h_s  ( 5 . 7 % )  t h a n  a u c o m a s i c  w T t ~ i ; : a w a  -:- . . . .  ;, 

m a y  b e  d u e  to  e m p b y e e  t u r n c v c c .  

S u r r e n d e r  ac t iv i ty  o£ F P D A s  was  not  c . e a i y  as s ens i t i ve  as f ixed S P D A s  

to d i s t r ibu t ion  channe l  ( T a b e  34). Bu, ,  as w i th  f ixed  S P D A s ,  s t o c k b r o k e r -  

so ld  con t rac t s  had the h i g h e s t  ~urrende:: rates. F i x e d  paKia] w i t h d r a w a l  ra tes  

w e r e  h i g h e s t  a m o n g  ban <-so!d co x~acts,  where  i nd iv idua l s  m a y  h a v e  b e e n  

u s i n g  in te res t  !%ore t : .eh ann t  ky  con  :ac ts  for  i n c o m e  ra ther  tEan annu i t i z ing .  

T,I ~ k 2 24 

2 R l x  a S I / R R  N D K R  R ' , I I S  '."~ s q . . . . . .  :a .  * a . 1 k ~ /  ! ION Q~.] [..KNN]}I. 

' I 
Pcrccl: a,Sc [ Pulwcmaju I ( omrac t  

w j ,-(',s~, I Sur:cndcr i.~atc 
Disu buion Sys .... (c, nu ..... J .... i . . . .  i lu l l  ! Paltia[ 

I Cash Value  \Vithdrawa] Rate  
I 
[ Full Partial Total 

N x c d  i ?i).:,.s 

{Humber  o f  Cent  at!s .  29<,5{}:  C:Ixh 'vNuc i /  

Career agent 
Independent agent 
Stoc}broker 
Bank 
Direct respoxnse 
Other 
Totai 

58.35( 53.S% 
8.3 8.  
1.7 5.0 
3.3 4.  

24..0 ' 25.3 
,4-.5 3.t-; 

1 0 0 %  l ' ~ 

6. !% 
5.6 

, . . v  

5.3 % 

i:oJ co, $2,953.(]02,525) 

5.5% 5.2% 
2.8 5.g 
4.7 8.2 
8.9 4.9 
3.9 3.7 
4.0 0.3 
4.9% 4.8% 

1.7% 
1.7 
1.1 
t.5 
1.5 
1.1 
i.d% 

6.9% 
7.5 
9.3 
6.4 
5.2 
1.4 
6.4% 

", 4N d i e  i P D , \ s  

(NLlll~bc[" oJ (ON/['~ C{S, 2{)0. [ 2 ~ : (Li~]I ~, ~lhlC ]11 I OlCC, $4 ,773.033,179)  

Career agent 72.2% 
independent agent [ 5.6 
Stockbroker 3. ! 
B a n k  2.0 
Direct response i.9 
Other 5.3 
Total 

i 

4. ! 
i 

2~.7 1 5,0 
~i.S ] 5.4 
,-/ ~ 4 <  
2.2, ! 2. i 
2.S i 2.6 

3.6% 
6.4 
4.3 
2.1 
3.5 
2.8 

3.4% 
~,l.O 

3.6 
4.2 
1.8 
3.9 

I00.0% i i00.0% _ 4.2% 4.0% 3.5% 

1 . 5 %  
1.4. 
1.4 
0.6 
4.6 
1.2 
1.5% 

4.9% 
5.4 
5.0 
4.8 
6.4 
5.1 
5.0% 
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E. C a s h - F l o w  lV~easures  

Because many FPDA contract owners make multiple deposits, it is val- 
uable to understand the premium payment patterns of such contracts. Over 
one quarter (26.2%) of contract owners in the second and later contract years 
made deposits during both the current year of observation and the prior 
year. Contracts sold under qualified programs were more likely than non- 
qualified contracts to receive contributions from year to year. This was es- 
pecially true of the 403(b) market, where annuities often serve as the defined 
contribution pension plan. The percent of qualified contracts that received 
contributions in successive years declined over time. Nonqualified and IRA 
annuities had the lowest percentage, since these often receive one-time, 
rather than periodic, contributions (Table 35). 

Table 36 shows the ratio of contributions between successive years for 
contracts receiving contributions in both the current and prior year. Total 
contributions in the second contract year were nearly half (48.9%) of total 
contributions in the first contract year for contracts with contributions in 
both years. After the second year, this ratio was much closer to, and some- 
times exceeded, 100%. The main reason for the lower ratio in the second 
year is that many contracts had large single deposits in the first year, usually 
in the form of a rollover from another plan. These ratios and the percent of 
contracts that make successive payments were the highest and most consis- 
tent among 403(b) annuities, especially variable annuities. Usually, 403(b) 
annuities are purchased through the workplace with con~ributions deducted 
from salary. 

All plans had high initial contributions (Table 37). Nonqualified contracts 
had the highest initial contributions. After the first year, both IRA and non- 
qualified contracts generally had low average contributions compared with 
403(b) and other qualified contracts. 
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TABLE 35 

FPDAs: PERCENTAGE OF CONTRACTS WITH PREMIUMS IN BOT~I THE CURRENT AND PRIOR YEAR 

Qualified 

} Other Qualified Contract Y e a r  Nonquaiificd I RA 403/b) [ All 

A]I FPDAs 

2 
3 
4 
5 
6 
7 
8 
9 

10 
i i  
!2 
i3 
14 

A!i Years 

20,1% 
10,3 

8.5 
t0.6 
i0.6 
6.7 
9.9 

i i .8  
14.3 
i3.9 
12.7 

8.4 
6.5 

30.1% 
19.0 
i7.2 
i5.5 
i2.2 
9.4 

!0.2 
12.5 
!3.9 
!6.3 
i7.8 
20.2 
!9.5 

86.1% 
76.1 
65.8 
59.7 
58.8 
58,4 
55.0 
53.3 
50.0 
47.7 
45.0 
43.2 
29.1 

73.1% 
60.9 
52.7 
50.4 
4-7.8 
41.9 
36.3 
30.9 
34,3 
32.2 
30.3 
34.7 
21.6 

42.2% 
32.2 
26.0 
24.5 
21.2 
15.7 
14,8 
17.1 
18,9 
21.2 
23.8 
27,8 
19.6 

12.3% i i6.3% 66.8% 53.3% 26.2% 

Fixed FPDAs 

63.9% 
53.2 
45.8 
48.2 
46.9 
42,8 
29,9 
28.9 
34,6 
33.0 
33.3 
38.8 
23.2 

45.I% 

2 i9,2% 32.8% 8i.7% 
3 10.4 22.6 69.4 
4 8.2 20.9 57.3 
5 13.i i9.3 ,48.2 
6 19,5 I7.2 45~8 
7 !3.2 i4.3 44.7 
8 12.2 ! 3,7 42.0 
9 i7.9 13.9 41.9 

10 23.8 i,4-.4 37,3 
11 19.0 t7,6 38.9 
12 22.9 t9.9 36,7 
13 25.5 23.6 34.0 
14 17,5 21,2 31.2 

All Years 13,6% I8.5% 50.9% 

Variabie FPDAs 

36.0% 
27.5 
25.2 
25.3 
24.9 
20.0 
I6.7 
17,0 
17.3 
20.3 
23.4 
28.8 
24.1 

23.8% 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
!2 
!3 

Years 

20.5% 
10.2 

8.8 
8,5 
7.2 
4.8 
9,i 
8.i 
3.2 
7.2 
4.0 
1.3 

28.6% 
16.4 
i4.5 
i2.0 
8.4 
6.4 
6.5 
8,i 

1i.4 
9.1 
&8 
4.7 

86.9% 
78.3 
74,1 
76.3 
76.5 
74.3 
69.8 
70.0 
70.2 
59.4 
54.9 
53.4 

75.9% 
64.2 
56.0 
5!.4 
48.1 
41.6 
41.1 
34.4 

+ 

+ 
+ 

44.5% 
34.9 
26,6 
23.7 
18.7 
13.2 
t3.1 
17.2 
25.5 
24.7 
24.9 
26,3 

A!I 11.5% 13.8% 77.6% 57.8% 28.3% 

+insufficient da2a 
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TABLE 36 

FPDAS: RATIO OF CURRENT PREMIUM TO PRIOR YEAR'S PREMIUM BY PLAN TYPE 
FOR CONTRACTS WITH PREMIUMS IN BOTH YEARS 

Qualified 

Contract Y e a r  Nonqualified IRA I 403(b) Other Qualified All 
i 

All FPDAs 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

Years 3+  

All Years 

54.4% 
88.6 
91.4 
98.8 
99.7 
75.2 

100.5 
86.0 

155.8 
63.0 
85.1 

42.9% 
87.6 
85.3 
92.9 
94.3 
92.7 
95.8 
98.2 
96.7 
86.6 
96.I 

49.9% 
96.3 
98.2 
97.0 
98.4 
95.0 
96.0 

100.6 
97.3 
95.6 
98.8 

48.4% 
81.5 
80.0 
90.3 
95.6 
90.0 
89.7 
91.0 

101.8 
78.7 
85.2 

48.9% 
91.0 
90.5 
94.8 
96.8 
91.3 
94.9 
97.1 
98.8 
88.5 
95.8 

90.8% 91.3% 97.0% 86.7% 92.9% 

63.6% 63.0% 75.5% 70.5% 69.1% 

Fixed FPDAs 

2 
3 
4 
5 
6 
7 
8 
9 

10 
l l  
12 

Years 3 + 

All Years 

52.8% 
101.0 
101.6 
102.6 
81.9 
91.7 

106.1 
94.2 

159.7 
58.2 
88.8 

98.1% 

70.6% 

39.6% 58.0% 
82.2 85.9 
87.8 94.2 
98.3 91.1 

103.1 96.0 
94.1 89.5 
96.0 92.7 
96.6 97.2 
99.3 94.6 
94.6 93.6 
99.4 98.0 

94.3% 92.2% 

71.3% 86.0% 

Variable FFPDAs 

36.5% 
71.1 
65.7 
83.8 
93.8 
82.4 
96.5 
86.0 

106.0 
77.7 
77.0 

81.7% 

45.2% 
84.3 
87.2 
92.7 
96.2 
88.6 
95.7 
94.0 

100.2 
90.4 
94.8 

91.0% 

68.1% 75.0% 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

Years 3 + 

All Years 

54.7% 
82.9 
86.5 
94.9 

117.1 
72.5 
97.9 
82.7 

+ 
+ 

44.3% 
91.7 
83.4 
87.3 
83.2 
91.0 
95.5 

104.3 
80.4 
55.1 

49.0% 
99.1 

101.2 
102.7 
100.7 
99.6 
98.4 

104.0 
99.6 
96.9 

53.1% 
86.3 
89.9 
95.1 
97.6 

103.1 
82.5 

117.4 
+ 
+ 

49.9% 
93.6 
92.7 
96.7 
97.5 
94.0 
93.9 

103.4 
95.8 
85.4 

86.8% 87.2% 100.0% 91.3% 94.4% 

61.5% 57.0% 72.i% 72.1% 66.5% 

+insufticient data 
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TABLE 37 

[TPDAs:  AVEIZAGE TOTAL ANNUAL CONTRIBUTIONS BY CONTRACT YEAR 

Contract Ycar 

Qua]ificd 

Nonquaiilicd IRA I 403(b) Other Qualified All 

All FPDAs 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

Tota] 
Years 2 

$28,847 
2,068 
i,067 

617 
589 
624 
488 
541 
3!4 
44.3 
4.76 
464 

815,937 
i,313 

769 
546 
469 
4.86 
372 
359 
440 
462 
488 
363 

$7,513 
2,892 

$16,i40 
3,491 

2,704 
1,983 
1,899 
1,952 
2,037 
1,724 
1,663 
1,564 
1,523 
1,502 

2,354 
1,962 
2,063 
2,270 
2,224 
2,090 
2,221 
2,06I 
!,304 
1,283 

$19,557 
2,022 
1,399 

936 
866 
855 
668 
577 
623 
652 
675 
688 

$ 8,953 $ 2,660 $3,099 $ 4,240 $ 4,336 
$ [,022 $ 593 82,251 S 2,358 $ 1,067 

]'ixed FPDAs 

I 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

Total 
Years 2+ 

$i8,522 
1~905 

91i 
467 
566 
695 
4.64. 
693 
277 
416 
308 
528 

$i0,363 
i,447 

831 
5(}4. 
5O2 
66i 
458 
395 
4O9 
456 
397 
373 

$8,213 
2,319 
i,997 
1,620 
1,502 
!,638 
1,627 
!,320 
i,350 
i,i35 
!~179 
1,138 

S14,842 
3,353 
2,260 
2,12! 
2,304 
3,431 
3,938 
2,364 
2,395 
2,158 
1,276 
1,245 

$12,785 
1,802 
1,127 

807 
821 

1,012 
798 
589 
563 
575 
520 
578 

$ 3,072 $ i,255 $],767 $ 3,333 $ 1,746 
$ 864 $ 58(1 $i,547 $ 2,441 $ 873 

Va:iablc ~:PDAs 

i 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

Total 
Years 2+ 

530,44-4 
2,135 
i~179 

/D3 

610 
595 
496 
4.85 
337 
48i 
74-i 
4-08 

~;17,957 
] ,229 

7i8 
582 
434. 
336 
3ii 
314 
555 
5O5 

1,055 
3ii 

$7,456 
3,000 
2,964. 
2,36i 
2,509 
2,427 
2,609 
2,3]8 
2,268 
2,466 
2,130 
2,108 

$16,456 
3,545 
2,400 
1,879 
1,927 
1,678 
1,344 
1,830 
1,837 
1,706 
1,472 
1,458 

$21,052 
2,118 
1,575 
1,047 

912 
730 
582 
564 
785 

1,031 
1,365 
1,054 

$I 1,537 ] S 4,175 $3,928 $ 4,776 $ 6,337 
$ 1,116 [- S 6i0 $2~710 $ 2,302 $ 1,255 



ANNUITY PERSISTENCY STUDY 601 

APPEND%X A 
DETAILED SURRENDER TABLES 

TABLE A-1 

SURRENDER RATES FOR FIXED SPDAS: INTEREST GUAIL.~NTEE PERIOD ONE YEAR OR LESS 
FOR YEAR SURRENDER CHARGES EXPIRED 

(NUMBER OF CONTRACTS: 7,680; CASH VALUE fN FORCE: $309,825,056) 

Percentage Percentage 
of of Cash 

Contracts Values 

All Contracts 100.0% 100.0% 

Type of Plan 
IRA 14.2% 15.4% 
403(5) 1.6 1.8 
Other qualified 5.9 9.9 
Nonqualified 78.3 73.0 

Attained Age 
Under 40 3.5% 2.0% 
40 to 49 8.3 7.7 
50 m 59 14.8 13.6 
60 to 64 15.2 15.8 
65 to 69 20.4 23.2 
70 and over 37.9 37.8 

Sex 
Male 54.9% 60.7% 
Female 45.1 39.3 

Accomlt Value 
Under $5,000 2.2% 0.2% 

5,000- 9,999 14.4 2.9 
10,000-19,999 29.6 10.9 
20,000-29,999 16.8 10.3 
30,000-49,999 16.7 15.8 
50,000 and over 20.3 60.0 

Distribution System 
Career agent 33.7% 25.2% 
Independent agent 9.2 9.2 
Stockbroker 27.4 38.4 
Bank 18.0 11.2 
Other 11.6 16.0 

+insufficient data. 

Contract 
Withdrawal Rate Cash Value Withdrawal Rate 

Full Partial Full Pmtial Total 

43.3% 7.5% 59.2% 1.7% 60.9% 

49.8% 12.8% 69.4% 1.9% 71.3% 
.q- + + + + 

56.1 + 70.6 + + 
41.5 6.6 55.6 1.4 57.0 

q- + + + + 

49.1% 3.2% 70.0% 0.8% 70.8% 
47.4 2.1 64.6 1.9 66.5 
49.7 6.9 66.9 1.7 68.6 
47.6 8.8 65.1 1.2 66.3 
41.5 10.8 54.6 2.1 56.7 

44.8% 7.4% 63.4% 1.8% 65.2% 
41.6 7.5 52.6 1.5 54.1 

+ + + + + 
36.3% 6.5% 35.0% 1.4% 36.4% 
35.6 5.6 35.4 1.1 36.5 
40.0 7.6 40.5 1.5 42.0 
46.1 9.1 46.4 1.6 48.0 
63.51 11.0 71.3 1.9 73.2 

5.3% 8.1% 5.7% 1.8% 7.5% 
38.0 6.5 50.9 2.2 53.1 
83.8 5.6 90.0 1.2 91.2 
28.4 8.6 37.2 2.0 39.2 
85.7 + 89.8 + + 
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TABLE A-2 

SURRENDER RATES FOR F~xl~r~ SPDAs: INTIiim!SI GUARANTEE PERIOD ONE YEAR OR LESS 
FOR SURREND:~R C21ARGES EXPIRED AT LEAST ONE YEAR EARLIER 

(NuJ~m>'.R OF CONN~ACTS: I ! ,6i8; CASl] VALUE IN FORC~: $332,830,482) 

All Contracts 

Type of Plan 
IRA 
403@) 
Other quali£ied 
Nonqualified 

Attained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Sex 
Maie 
Female 

Account Value 
Under $5,000 

5,000- 9,999 
10,000-19,999 
20,000 29,999 
30,000---4-9,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Stockbroker 
Bank 
Other 

Pcrcentge Pcrccmage 
o? o£ Cash 

Contnlcts Values 

100.0% i00.0% 

8.3% 
5.3 
2.7 

83.7 

2.2% 
6.1 

i3.4 
!3.2 
18.0 
4.7.2 

55.3% 
44.7 

3!.6 
20 2 
16.4 
13.2 

55.0% 
3.8 
3.0 

36.6 
1.7 

8.3% 
5.7 
3.3 

82.6 

i.5% 
4.6 

! i .4  
!3.2 
i8.1 
5i.2 

56.4% 
43.6 

0.7% 
3.2 

]6.5 
!7.2 
22.0 
40.4 

58.8% 
4.7 
<.6 

29.3 
2.7 

+insufIicient data. 

Contracl 
Withdrawal Rate 

Full ?artiai 

10A.% 8.8% 

15.0% 3. i% 
6~8 6.-1 

A ,0.~ 7.9 

q + 
11.5% 2.5% 
~0 1 3,0 
ilh 6.3 
!0.1 9.5 
9.8 11.6 

10.1% 8.3% 
i0.6 9.3 

i3.8% 4.!% 
i3.3 7.1 
9.3 7.3 
8.7 8.4- 
9.2 9.9 

!2.5 !5.5 

5.3% !0.8% 
14.8 6.8 
60.7 > 
!1.3 6.0 

k w 

Full 

1!.5% 

16.5% 
5.4 

+ 
11.! 

+ 
10.3% 
11.3 
14.5 
I1.5 
10.6 

11.9% 
!1.1 

t4.2% 
I3.4 
9.3 
8.7 
9.2 

14.8 

5.0% 
17.6 
62.6 
i0.6 

Cash Va!ue Withdrawa! Rate 

Partial I Total 

1.8% 13.3% 

3.5% 20.0% 
2.0 7.4 

+ I + 1.6 , i2.7 

+ -I- 
1.0% 11.3% 
0.6 11.9 
2.0 16.5 
1.7 13.2 
2.2 12.8 

t.8% 13.7% 
1.8 12.9 

1.0% 15.2% 
i .2 14.6 
1.2 10.5 
1.6 10.3 
i .5 10.7 
2.4. 17.2 

1.9% 6.9% 
] .4 19.0 

+ 
1.4. 12.0 

1 + + 
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TABLE A-3 

SURRENDER RATES FOR FIXED SPDAs: INTEREST GUARANTEE PERIOD ONE YEAR OR LESS 
FOR CONTRACTS WITH A SURRENDER CHARGE AND NO FREE FULL SURRENDER PROVISION 

(NUMBER OF CONTRACTS: 104,616; CASH VALUE IN FORCE: $3,327,746,955) 

All Contracts 

type of Plan 
IRA 
403(b) 
Other qualified 
Nonqualified 

Attained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Sex 
Male 
Felmale 

Account Value 
Under $5,000 

5,000- 9,999 
10,000-19,999 
20,000-29,999 
30,000-49,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Stockbroker 
Bank 
Direct response 
Other 

Contract Percentage Percentage 
of of Cash  Withdrawal Rate Cash Value Withdrawal Rate 

Contracts Values Full Partial Full Partial Total 

100.0% 100.0% 5.0% 8.8% 5.2% 1.3% 6.5% 

16.8% 16.0% 5.1% 11.7% 4.6% 2.3% 6.9% 
0.4 0.5 5.8 12.3 4.5 1.7 6.2 
0.7 1.2 10.!? 4.1 10.0 1.0 11.0 

82.1 82.3 4.9 8.2 5.3 1.2 6.5 

5.4% 3.5% 6.9% 4.6% 6.2% 1.5% 7.7% 
10.0 7.8 5.7 3.1 5.7 1.9 6.6 
18.6 17.8 4.4 3.7 5.3 1.1 6.4 
14.4 15.4 4.7 7.8 4.9 1.4 6.3 
17.3 18.3 4.6 8.9 4.6 1.4 6.0 
34.3 37.2 5.1 14.3 5.5 1.4 6.9 

49.3% 54.0% 5.1% 7.9% 5.3% 1.3% 6.6% 
50.7 46.0 4.9 9.7 5.2 1.4 6.6 

7.6% 0.6% 5.8% 4.9% 5.7% 0.9% 6.6% 
16.5 3.5 5.6 5.4 5.6 0.8 6.4 
27.6 12.2 4.6 7.5 4.4 0.9 5.3 
16.8 12.8 4.7 8.8 4.7 1.0 5.7 
13.7 16.2 5.i 11.3 5.2 1.2 6.4 
17.9 54.6 4.8 13.7 5.5 1.6 7.1 

12.8% 14.6% 4.3% 8.0% 4..6% 1.3% 5.9% 
14.7 18.9 3.3 6.8 3.6 1.3 4.9 
5.6 7.9 11.0 8.2 12.9 1.3 14.2 

50.1 40.3 5.1 I1.0 5.1 1.6 6.7 
7.4 8.3 1.8 2.5 1.6 0.5 2.1 
9.4 9.9 i 6.9 7.0 6.9 1.0 7.9 
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TABLE A-4 

SURRENDER RATES FOR FIXED SP~.,As: INTEREST ~.UARANTEE PERIOD ONE YEAR OR LESS 
FOR CONTRACTS WiTH A ~UI-ZRENDEiZ CHARGE AND A BAILOUT PROVISION 

(NL-Mr~I~I< o~ CoN-rRA('TS: 48,336; CAS~I VALUE iN FORCE: $l,502,447,542) 

All Contracts 

Type of Plan 
IRA 
403(b) 
Other quaiified 
Nonqualified 

Attained Age 
Under 4.0 
40 to 49 
50 to 59 
60 to 64 
65 ro 69 
70 and over 

Sex 
Male 
Female 

Accou~?t Value 
Under $5,000 

5,000 9,999 
10,000 19,999 
20,000-29,999 
30,000-49,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Stockbroker 
Bank 
Other 

+insuflicient data. 

Percentage 
of 

Comracis 

100.0% 

18.6% 
0.4 
8.0 

73.0 

4.2% 
8.5 

i7.0 
i4.7 
i7.6 
37.8 

48.2% 
5i.8 

! .5% 
i6.8 
33.6 
!6.9 
14. i 
17.'~ 

40.5% 
36.5 

3.9 
19.1 
0.0 

Percentage 
o? Cash 
Values 

I00.0% 

t7.7% 
0.5 

i0.0 
7!.7 

2.9% 
%7 

!6.7 
15.4 
!9.1 
38.2 

5!.9% 
48.i 

0.1% 
z.0 

15. i 
13.3 
17.2 
50.3 

3{L3% 
39.8 

4.9 
!7.0 
0.0 

Contract I 
Withdrawal Rate Cash Value Withdrawal Rate 

F::II Partial ~ ~  

5.I% 9.8% 1.5% 

6.094 ~,~.o, o ~  ,-oz 2.8% 9.1% 
÷ k + + 

5.8 7.7 6.8 !.5 
4..8 8.9 5.4- 1.2 

4.2% 4.7% 1.2% 
3.7 6.3 1.0 7.3 
4-.3 3.7 !.1 4.8 
9.3 2.6 1.6 4-.2 

12.5 3.4 1.9 5.3 

5.2% 
3.7 
3.0 
2.9 
3.0 
3.6 

5.3% 
4.9 

12.8% 
5.0 
4.7 
4.9 
5.3 
5.3 

14.2 3.6 

9.0% 6.2% 
!0.6 5.2 

2.5% 6.I% 
5.! 4.9 
8.2 4.7 

10.0 4.9 
i i .7 5.4 
6.7 6.3 

10.5% 4.8% 
"7 4 5.7 
~~ 6.3 

1~:i 7.4. 
+ + 

Partial Total 

7.2% 

1.6 

1.6% 
1.5 

2.7% 
0.9 
0.9 
1.0 
1.5 
1.9 

1.7% 
1.5 
1.7 
I "1 ~'_~ 

8.3 
6.6 

5.9% 

5.2 

7.8% 
6.7 

8.8% 
5.8 
5.6 
5.9 
6.9 
8.2 

6.5% 
7.2 
8.0 
8.7 

ql 
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TABLE A-5 

SURRENDER RATES FOR FIXED S P D A s :  INTEREST GUARANTEE PERIOD GREATER THAN 
ONE YEAR FOR CONTRACTS WITHOUT SURRENDER CHARGES 

(NUMBER OF CONTRACTS: 3,634; CASH VALUE IN FORCE: $149,001,122) 

All Contracts 

type of Plan 
Qualified 
Nonqualified 

Sex 
Male 
Female 

Account Vaiue 
Under $10,000 
10,000-19,999 
20,000-29,999 
30,000-49,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Stockbroker 
Bank 
Other 

+insufficient data. 

Percentage 
of 

Contracts 

100.0% 

14.9% 
85.1 

56,3% 
43,7 

10.4% 
27.1 
19.9 
19.1 
23.5 

19.4% 
3.5 

69.7% 
4.9 
2.6 

Percentage 
of Cash 
Values 

100.0% 

13.8% 
86.2 

57.2% 
42.8 

2.0% 
9.7 

12.0 
18.0 
58.3 

16.5% 
3.3 

74.9% 
3.2 
2.1 

Contract 
Withdrawal Rate 

Flfll Partial 

8.0% 8.3% 

11.6% 27.0% 
7.3 5.0 

8.0% 8.0% 
7.9 8.7 

8.5% 5.3% 
7,2 6.1 
8,4 8.8 
7,1 10.5 
8,9 10.1 

7,5% 6.4% 
.:- + 

7.8% 9.6% 
+ + 
+ + 

Cash Value Withdrawal Rate 

Full Partial Total 

8.5% 1.5% 10.0% 

15.1% 3.5% 18.6% 
7.5 1.2 8.7 

9.0% 1.4% 10.4% 
7.9 1.5 9.4 

7.2% 0.5% 7.7% 
7.2 1.3 8.5 
8.2 1.1 9.3 
6.8 1.4 8.2 
9.4 1.6 11.0 

8.0% 1.1% 9.1% 
+ + + 

7.9% 1.6% 9.5% 
+ + + 
+ + + 
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TABLE A-6 

SURRENDER RATES FOR FIXED S P D A s :  ~NTEREST (]UARANTEE PERIOD GREATER THAN 

ONE ~"EAR FOR CONTRACTS WiT~[ A SURRENDER CHARGE 
AND NO FREE FULL SURRENDER PROVISION 

(_NUMBER OF CONTRACTS: 24,921; CASh VALUE IN FORCE: $1,014,258,026) 

All Contracts 

Type of  Plan 
Qualified 
Nonqua]ified 

Attained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Sex 
Male 
Fema!e 

Account Vakm 
Under $5,000 

5,000 9,999 
10,000-19,999 
20,000-29,999 
30,00041-9,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Stockbroker 
Bank 
Other 

Pcrcentagc 
of 

Comracvs 

100.0% 

36.8% 
63.2 

8.8% 
13.9 
22.1 
i6.9 
i7.6 
20.7 

52.2% 
47.8 

i l .5% 
15.5 
22.8 
13.2 
13.9 
23.I 

76.8% 
4.6 
1.8 

i4.7 
2.2 

Percentage 
of Cash 
Values 

100.0% 

34. I% 
65.9 

4..9% 
i0.1 
2i.7 
18.0 
22. i 
23.2 

60.9% 
39.1 

0.8% 
2.7 
7.9 
8.0 

13.0 
67.6 

8i.6% 
5.2 
2.4 
9.6 
2.t 

Contract 
Withdraws Rate 

RdI Partial 

5.1% 4.7% 

6.5% 5.3% 
4.3 4-.3 

6.1% 1.7% 
6.2 i .4 
4.5 1.6 
4.9 3.6 
5.9 5.9 
4..3 11.10 

5.4% 4. 9 
4.8 5.~- 

5.6% 1.4% 
4.9 2.7 
4.7 d-.4 
5.2 5.7 

6 5A. 
517 6.8 

5.9% 3.3% 
! .6 4.8 
6.1 3.5 
2.7 11.7 
! .5 4.8 

Cash Value Wkhdrawal Rate 

Fu]l Partial Total 

6.2% 0.7% 6.9% 

7.3% 0.9% 8.2% 
5.6 0.5 6.1 

7.7% 0.4% 8. t% 
6.7 0.4- 7.1 
5.3 0.4 5.7 
6.! 0.8 6.9 
7.5 0.6 8.2 
5.5 1.i 6.6 

6.5% 0.7% 7.2% 
5.7 0.7 6.4 

5.7% 0.3% 6.0% 
5.1 0.5 5.6 
4.7 0.6 5.3 
5.2 0.7 5.9 
4.7 0.5 5.2 
6.8 0.7 7.5 

7.0% 0.6% 7.6% 
1.1 0.6 1.7 
6.i 0.7 6.8 
2.9 1.5 4.4 
2.7 0.7 3.4, 
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TABLE A-7 

SURRENDER RATES FOR FIXED SPDAs: INTEREST GUARANTEE PERIOD GREATER THAN 
ONE YEAR FOR CONTRACTS WITH A SURRENDER CHARGE AND A BAILOUT PROVISION 

(NUMBER OF CONTRACTS: 18,641; CASE VALUE IN FORCE: $777,464,921) 

All Contracts 

Type of Plan 
Qualified 28.1% 31.2% 
Nonqualified 71.9 68.8 

Attained Age 
Under 40 5.9% 4.8% 
40 to 49 10.1 8.2 
50 to 59 20.4 19.2 
60 to 64 16.5 t7.7 
65 to 69 19.9 21.9 
70 and over 27.2 28.1 

Sex 
Male 51.5% 58.4% 
Female 48.5 41.6 

Account Value 
Under $5,000 1.5% 0.1% 

5,000- 9,999 15.5 2.6 
10,000-19,999 25.3 8.4 
20,000-29,999 16.9 10.0 
30,000-49,999 15.9 14.6 
50,000 and over 24.9 64.3 

Distribution System 
Career agent 13.0% 11.5% 
Independent agent 63.6 67.0 
Stockbroker 15.7 16.3 
Bank 7.6 5.3 

+insufficient data. 

Percentage Percentage Contract 
of of Cash  Withdrawal Rate Cash Value Withdrawal Rate 

Contracts Values Full Partial Full Partial Total 

100.0% 100.0% 2.0% 6.9% 2.0% 1.1% 3.1% 

2.3% 11.5% 2.3% 2.0% 4.3% 
1.8 5.1 1.9 0.7 2.6 

3.8% 7.1% 2.8% 3.4% 6.2% 
1.8 2.7 1.7 1.0 2.7 
1.5 3.4 1.2 0.7 1.9 
1.4 5.9 1.2 0.8 2.0 
1.7 8.5 1.5 1.1 2.6 
1.6 10.6 2.1 1.3 3.4 

2.0% 7.1% 2.2% 1.3% 3.5% 
1.9 6.6 1.8 1.0 2.8 

+ + + + + 
1.8 4.0 1.9 0.6 2.5 
1.4 5.4 1.3 0.7 2.0 
1.9 5.7 1.9 0.7 1.6 
2.4 7.9 2.4 0.9 3.3 
2.1 10.3 2.1 1.3 3.4 

3.9% 21.1% 3.4% 4.0% 7.4% 
1.6 5.1 1,9 0.8 2.7 
1.5 3.5 1.7 0.6 2.3 
2.2 4.0 1,8 0.9 2.7 
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TABLE A-8 

SURRENDER RATES FOR FIXED S P D A s ;  INTEREST GUARANTEE PERIOD GREATER THAN 
ONE YEAR FOR CONTRACTS WiTII A SURRENDER CHARGE AND A WINDOW PROVISION 

(NUMBER O '? COXT[aACTS: 38,8(53; CAS4 VALUE IN FORCE: $I,470,765,494) 

AI! Contracts 

Type of Plan 
Qualified 
Nonquaiifled 

Attained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and ore7 

Sex 
Male 
Femaie 

Account Value 
Under $5,000 

5,O00 9,999 
10:000-19,999 
20,000-29,999 
30,0004-9,999 
50,000 and over 

Distribution System 
Career agent 
Stockbroker 
Bank 
Other 

+insuFficient data. 

Pc:ventagc 
of 

Contracls 

I00.0% 

20.3% 
79.7 

4.3% 
7.3 

16.1 
!7.7 
2i.6 
33.0 

52.6% 
47.4. 

0.6% 
15.6 
29.6 
17.0 
!5.i 
22.1 

3.9% 
51.2 

9.5 
35.3 

Percentage 
o ~ Cas]] 
Values 

100.0% 

22.3% 
77.7 

3.6% 
6.3 

i5.7 
t8.6 
2!.7 
34.0 

54.9% 
45.! 

0.0% 
2.9 

i0.9 
t l  , ~.*.0 
~q 

60.0 

3.4% 
56.4 
ij .3 
28.8 

Contract 
Withdrawal Rate Cash Value Withdrawal Rate 

Frill __] Partial Full ] Partial Total 

8.3% 5.9% 8.5% I 0.8% 9.3% 

8.3% I 9.9% 8.5% ] 1.4-% 9.9% 
8.3 4.9 8.5 0.7 9.2 

i0.7% 3.5% 
£0.3 2.4 
7.9 2.6 
7.2 5.0 
8.7 6.9 
8.1 8.5 

8.6% 5.5% 
8.0 6.4. 

- -i.- 
9.3 3.! 
8.i 4. I 
7.9 5.9 
7.9 7.6 
8.6 9.5 

3.5% 3.9% 
7.1 6.2 
~ 7.1 

i2.8 6.1 

9.8% 1.9% 
12.3 0.4 
9.4 0.5 
7.2 0.8 
8.5 0.9 
8.1 1.0 

8.6% 0,8% 
8.4 0,9 

!3 ÷ 9 0.5 
8. i 0.5 
7.9 0.6 
7.9 0.8 
8.8 1.0 

5.7% 1.5% 
7.9 0.7 
9.2 0.7 

13. i 1.2 

11.7% 
12.7 
9.9 
8.0 
9.4 
9.i 

9.4% 
9.3 

9.8 
8.6 
8.5 
8.7 
9.8 

7.2% 
8.6 
9.9 

I4.3 
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TABLE A-9 

SURRENDER RATES FOR SPVAs: CONTRAC.TS WITHOUT A SURRENDER CHARGE 

(NUMBER OF CONTRACTS: 5,067; Cash Value in Force: $187,929,584) 

afll Contracts 

Fype of Plan 
IRA 
403(b) 
Other qualified 
Nonqualified 

~tttained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

~ex 
Male 
Female 

~ccount Value 
Under $5,000 

5,000- 9,999 
10,000-19,999 
20,000-29,999 
30,000-49,999 
50,000 and over 

Distribution System 
Career agent 
Stockbroker 
Bank 

Percentage Percentage Contract 
of of C a s h  Withdrawal Rate Cash Value Withdrawal Rate 

Contracts VaIues Full PartiM Full Partial Total 

100.0% 100.0% 6.6% 6.3% 9.4% 1.5% 10.9% 

32.9% 
4.2 
4.3 

58.7 

9.1% 
17.7 
25.0 
15.6 
15.0 
17.7 

58.4% 
41.6 

12.0% 
15.4 
23.4 
14.5 
15.1 
19.5 

45.1% 
43.0 
11.9 

19.4% 6.3% 5.1% 7.5% 2.4% 9.9% 
6.0 -~ + + + + 
7.2 + + + + + 

67.4 6.4 6.8 8.7 1.3 10.0 

4.2% 7.2% 3.2% 11.6% 1.7% 13.3% 
10.6 6.0 2,2 5.1 0.8 5.9 
23.2 5.4 2,7 8.5 0.8 9.3 
18.0 6.6 6.1 9.0 1.8 10.8 
17.4 7.2 10.3 8.6 1.5 10.1 
26.6 8.[ 13.8 12.4 2.1 14.5 

64.7% 6.'7% 5.6% 10.9% 1.1% 12.0% 
35.3 6.:5 7.2 6.7 2.1 8.8 

1.0% 7.5% 1.5% 6.5% 0.6% 7.1% 
3.2 6.5 2.9 6.5 0.8 7.3 
9.4 5.6 5.7 5.5 0.9 6.4 
9.6 6.1 7.0 6.2 1.3 7.5 

15.6 5.9 7.9 5.8 1.0 6.8 
61.1 8.3 10.7 11.6 1.8 13.4 

41.8% 6.2% 7.5% 8.0% 2.0% 10.0% 
45.3 6.9 5.3 11.9 1.2 13.1 
13.0 7.1 4.9 5.1 0.9 6.0 

+insufficient data. 
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TA2LE A-iO 

SURRENDEP~ ~ATES FOR ? , ?V/ \ s :  CONTRACTS W[7[; A SURRENDER CHARGE 
(NUMBER OF CON iRACTS2 69,3 i4; C,,\SH VALU:: IN FOaCE: S2,204,162,293) 

All Contracts 

Type of Plan 
IRA 
403(b) 
Oti~er qua]ified 
Nonqualified 

Attained Age 
,Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Sex 
Male 
Female 

Account Value 
Under $5,000 

5,000- 9,999 
10,000-!9,999 
20,000-29,999 
30,000~!-9,999 
50,000 and over 

Distribution System 
Career agem 
Stockbroker 
Bank 

Pcrcca:agc ! Pcrccmagc 
of ! of (as}: 

(omracts ] V~l]t cs 

!00.0% [ 100.0% 

4 0 . 0 %  34.6% 
4.0 2.3 
5.0 2.9 

5i.0 5:~ ~ 

15.3% 6.4% 
20 . t  id.2 
24.4 24.9 
12.5 ]5 .8  
] I .d 15.3 
i6.2 23.4 

55.~% 6 i . i %  
44.2 38.9 

19.8% 1.3% 
13.7 3.0 
22.4 9.8 
i3.5 10.2 
12.3 !4.7 
i8.4 ,5i .0 

26.9% 23.8% 
54.7 58.i 
i8.5 ig.i  

--insui~{cient data. 

Coniract 
Withdrawal Rate 

--Full ~___~artml _ 

2.3% ?'.2% 

2.4% ?.5% 
3.5 3.9 

! .5' 

3.9% 2.2% 
52.5 2.5 
! .8  3.5 
',.9 9.8 
i.9 ]2.1 
i e ~7.7 

2.3% 7.2% 
2.3 7.2 

.4.2% ! .2% 
2.6 3.0 
2.0 5.3 
/.5 7.3 
1.6 I0.5 
i.5 i6.5 

3.5% 6.3% 
6 I 7.4- 

2.6 _ 7.7 

Cash Value Withdrawal Rate 

Full Partial Total 

1.8% 1.6% 3.4% 

i .9% 2.3% 4.2% 
1.2 1.0 2.2 
4.0 3.2 7.2 
!.6 1.1 2.7 

2.3% 1.5% 3.8% 
1.7 1.4 3.1 
1.2 1.0 2.2 
!.6 1.9 3.5 
1.9 1.9 3.8 
2.5 ! .8 4.3 

1.8% 1.6% 3.4% 
1.8 1.4 3.2 

3.5% 1.0% 4.5% 
2.6 O.7 3.3 
2.0 0.8 2.8 
1.5 0.9 2.4- 
I.o ~ 1.1 2.7 
!.8 1.9 3.7 

2.7% 2.2% 4.9% 
i.3 !.3 2.6 
2.4 1.5 3.9 
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TABLE A.- 11 

SURRENDER RATES FOR FIXED FPDAs: SURRENDER CHARGES BASED ON YEARS SINCE ISSUE 
FOR CONTRACTS WITHOUT A SURRENDER CHARGE 

(NUMBER OF CONTRACTS: 31,614; CAS~I VALUE IN FORCE: $609,856,241) 

All Contracts 

Type of Plan 
IRA 
403(b) 
Other qualified 
Nonqualified 

Attained Age 
Under 40 
40 to 49 
50 to 59 
60 1:o 64 
65 to 69 
70 and over 

Sex 
Male 
Female 

Account Value 
Under $5,000 

5,000- 9,999 
10,000-19,999 
20,000-29,999 
30,000-49,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Direct response 
Other 

Contract Percentage Percentage 
of of Cash  Withdrawal Rate Cash Value Withdrawal Rate 

Contracts Values Full Partial Full Partial Total 

100.0% 100.0% 6.7% 7.3% 6.3% 1.5% 7.8% 

62.7% 45.2% 6.5% 6.7% 6.1% 1.6% 7.7% 
23.0 36.5 6.5 11.1 5.6 1.5 7.1 

6.6 12.8 10.6 3.7 9.3 1.2 10.5 
7.6 5.5 5.4 2.8 4.6 1.6 6.2 

8.9% 4.6% 7.9% 6.1% 7.6% 1.9% 9.5% 
18.5 15.5 6.5 4.6 7.4 1.2 8.6 
21.0 25.1 5.7 3.3 6.0 0.8 6.8 
22.6 25.0 6.4 4.2 6.1 1.3 7.4 
21.5 22.2 6.1 6.3 5.2 1.6 6.8 

7.5 7.6 11.0 39.1 7.8 4.2 12.0 

53.4% 55.9% 7. I% 7.1% 7.0% 1.7% 8.7% 
46.6 44.1 6.3 7.4 5.3 1.2 6.5 

28.3% 3.7% Z1% 4.5% 7.6% 1.3% 8.9% 
17.4 6.6 7.1 9.0 7.0 2.0 9.0 
23.5 17.8 6.7 8.6 6.6 1.7 8.3 
13.6 17.2 6.3 7.1 6.3 1.2 7.5 
10.0 19.6 5.8 7.5 5.8 1.2 7.0 
7.2 35.0 6.0 9.6 6.1 1.6 7.7 

81.3% 83.1% 7.1% 7.8% 6.5% 1.4% 7.9% 
8.2 5.2 9.9 2.2 14.0 1.3 15.3 
3.4 6.0 3.1 4.6 2.8 2.7 5.5 
7.1 5.7 0.0 8.5 0.0 1.6 1.6 
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TABLE A-12 

S U R R E N D E R  7(ATES FOR ~7[XI{D ~'!?~32',$; SU RRE N D E R.  C ' H A R G E S  ~ A S E D  ON h ' E A R S  S I N C E  I S S U E  

7:OR CON-FRA:£TS Wt ' t I t  /,, S U R R E N D E R  CII,*RGLE 

(NuMB]DR OI; COt<TRACTS: i28,854.; C/\SII VALU> Ixr FORCE: $I,678,967,734) 

All Comtracts 

Type of Plan 
IRA 
403(b) 
Other qualified 
Nonqua!k, qed 

Attained Age 
Under 40 
40 to 4.9 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Sex 
Maie 
Female 

Accoumt Value 
Under S5,000 

5,000 9,999 
10,000--19,999 
20,000-29,999 
30,000~'19,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Bank 
Direct Respomse 
Other 

PoTccll{agc 

of 
Con{tar ~ 

~ c~o/ 1~,0.,,,o 

51 
~o2i 

]} ~,1c,2i1{ ::~:c 
of Clsl:  Cash Value Withdrawal Rate 

~ aIu.,s Total 

100.0% 5.4% 

56.9% 
]7.9 
10.8 
14.5 

20.6% i2.3% 
28.6 23.(7 
29.8 32.2 
I 1.2 !5.7 
6.0 ! 0.0 
3.7 6.8 

"70/ DO, / /o 

49.3 

42.0% 
20.6 
20.4 

8.0 
5.1 
3.8 

4-7.7% 
i0.6 

I 0 . 1 %  
37.2 

4.3 

59.2% 
4-0.8 

7,5~{i 
11.4 
22.5 
14.9 
i4.7 
29.0 

42.9% 
i 0.9 

0. i ?& 
42.3 

3.7 

+insu21icient data. 

I 

I__£~_1 
j 4.3% 

4. ~B,'; 
& 5  
8.3 
c; q 

5.6% 
4.2 

4.7% 
3.9 

5.0% 
4.0 
3,7 
3.6 
3.4. 

4.8% [ 
-'!..8 

.v 

ColltF~!ct 
Withdrawa; Rate 

Par i', ] Full 

4 . 0 %  I 3.9% 

2.7% 3.9% 
8.8 3.6 
7.4- 6.0 
4.5 2.5 

4.2% 5.0% 
2.6 4.0 
1.9 3.3 
4.3 s 0  
6.9 i5  

26.2 4.5 

4.2% 4.3% 
3.9 3.3 

2.5% 4..8% 
3.8 4.0 
4.6 3.7 
5.2 3.5 
6.3 3.3 

13.7 4.1 

4.7% 4.!% 
2.6 4..7 

4 -  , + 

3.9 3.7 
1.9 0.0 

__1 
Partiai I 

1.5°,4 [ 

1.194 

i.1 

3.2% 
1.0 
0.8 
. . 4  
1.5 
2.7 

1 .7% 
1.0 

1.1% 
1.! 
!.0 
1.0 
L0 
2.5 

1 . 5 %  
1.7 

1.12 
0.8 r 

5.0% 
5.0 
9.8 
3.6 

8.2% 
5.0 
4.1 
5.4 
5.0 
7.2 

o/ o+O/o 
-/,'-.3 

5.9% 
5.1 
4.7 
4..5 
4.3 
6.6 

5.6% 
6.4. 

+ 
5.1 
0.8 
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TABLE A-13 

SURRENDER I~A.TES FOR VARIABLE FPDAs: SURRE?¢DER CHARGES BASED ON YEARS SINCE ISSUE 
FOR CONTRACTS WITHOUT A SURRENDER CHARGE 

(NUMBER OF CONTRACTS: 2,952; CASH VALUE IN FORCE: $103,305,817) 

All Contracts 

Type of Plan 
IRA 
403(b) 
Other qualified 
Nonqualified 

Attained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 and over 

Sex 
Male 
Female 

Account Value 
Under $5,000 

5,000- 9,999 
10,000-19,999 
20,000-29,999 
30,000-49,999 
50,000 and over 

Contract Percentage Percentage 
of of C a s h  Withdrawal Rate Cash Value Withdrawal Rate 

Contracts Values Full Partial Full Partial Total 

100.0% 100.0% 8.4% 0.5% 8.1% 0.1% 8.2% 

63.7% 
30.7 

1.2 
4.3 

9.6% 
27.4 
31.1 
14.3 
17.6 

52.6% 
47.4 

18.6% 
14.0 
21.9 
14.1 
12.9 
18.6 

49.1% 8.9% 0.3% 8.9% 0.1% 9.0% 
39.9 '7.4 0.8 6.3 0.1 6.4 

1.6 + + + + + 
9.3 + + + + + 

3.5% + + + + + 
18.9 8.9 0.3 8.8 0.1 8.9 
30.8 6.6 0.1 5.2 0.0 5.2 
18.2 9.2 0.5 7.8 0.1 7.9 
28.6 8.1 1.6 10.0 0.1 10.1 

62.9% 8.7% 0.7% 8.3% 0.1% 8.4% 
37.1 ~L0 0.3 7.7 0.1 7.8 

1.5% 8.2% 0.2% 9.4% 0.1% 9.5% 
3.0 9.4 0.3 9.9 0.2 10.1 
9.3 10.8 0.5 11.1 0.0 11.1 
9.9 8.4 0.5 8.5 0.3 8.8 

14.1 6.1 0.5 5.9 0.2 6.1 
62.3 6.4 0.9 7.9 0.0 7.9 

+insufficient data. 
Note: Distribution for this table was 100% career agent. 
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TABLE A-t4 

SURRENDLR RATES FOR VARiA'3LI£ F P D A s :  SURRENDI~R CHARGES BASED ON YEARS SINCE ISSUE 
F O R  Q~ONTi~ACI'S WITH A SURRENDER CHARGE 

(NL;\,;}~Ea OE CONTRACTS: 42,849; CASh VALUE LN FORCE: S629,769,178) 

All Contracts 

Type of P]an 
IRA 
403(b) 
Other quaiified 
Nonqaalified 

Attained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Sex 
Male 
Female 

Account Value 
Under S5,O00 

5,000- 9:999 
10,000-19,999 
20,000-29,999 
30,000-4.9,999 
50,000 artd over 

Distribution System 
Career agent 
Independent agent 

!>Cl-Cetlt age 

Co1!1?[!cIs 

-70~,<- 
5 i.8% 
14.2 
4.7 

29.3 

22.1% 
24.g 
24.4 
10.6 
g.5 
9.6 

q qo/ 

48.5 

5 ].7% 
15.1 
i4.8 
6.5 
5.6 
6.3 

( ' 7 0  0/ ~) , , • / o  

2. i 

l)ctcc::tagc ! 
of (ash ! 
Values I 

100.0% 

4.4..4% 
8.7 
7.5 

39.2 

8.5% 
]g.i 
25.0 
15.1 
14.7 
i7X5 

) . 3 7o 
38.5 

4.S% 
7.4. 

i4.[ 
10.7 
14.6 
4g.4 

95.4% 
4,6 

Cotltt-act I 
W thdmwal Rate I Cash Value Withdrawal Rate 

i: ull Partial [ Full Partial Total 

3.3% 2.5% i 3.0% 0.9% 4.1% 

3.2% 
J-9 
4.5 
i., 4 

5.0% 
3.8 
2.7 
2.5 
2.1 
1.3 

3.5% 
3.3 

3.6% 
3.,4. 
3,0 
2.6 
2.6 
2.6 

3.3% 
1.2 

2.2% 
0.8 
3.5 
3.5 

0.8% 
1.0 
1.0 
3.g 
4..9 

i0.2 

2.4% 
2.65 

2.2% 

~ 

4..8 
6.7 

2.5% 
0.0 

3.0% !.2% 4.2% 
3.3 0.4 3.7 
2.1 1.1 3.2 
3.0 0.7 3.7 

4.2% 0.5% 4.7% 
4..0 0.7 4..7 
3.3 0.6 3.9 
2.1 1.4 3.5 
2.6 1.1 3.7 
2.0 1.3 3.3 

3.5% 1.0% 4.5% 
2.1 0.9 3.0 

4.6% 6.7% 11.3% 
3.3 0.4 3.7 
3.0 0.5 3.5 
2.7 0.5 3.2 
2.6 0.6 3.2 
3.0 0.8° 3.8 

3.0% 1.0y5 4.0% 
1.6 0.0 1.6 
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TABLE A-15 

SURRENDER RATES FOR FIXED FPDAs: SURRENDER CHARGES BASED ON YEARS SINCE DEPOSIT 
(NUMBER OF CONTRACTS; 43,802; CASH VALUE IN FORCE: $662,215,678) 

Percentage Percentage Con~i'act 
of of Cash  Withdrawal Rate Cash Value Withdrawal Rale 

Contracts Values Full Partial Full Par~iaI Total 

All Contracts 100.0% 100.0% 7.3% 5.8% 6.0% 2.1% 8.1% 

Type of Plan 
IRA 43.4% 28.1% 7.0% 5.1% 5.5% 2.6% 8.1% 
403(b) 9.5 5.9 8.1 4.3 5.2 1.5 6.7 
Other qualified 5.8 4.9 18.8 2.8 11.0 4.3 15.3 
Nonqualified 41.2 61.1 5.8 7.2 5.9 1.7 7.6 

Attained Age 
Under 40 18.4% 6.4% 11.3% 3.4% 9.2% 3.4% 12.6% 
40 to 49 18.9 11.8 8.5 2.9 7.6 2.3 9.9 
50 to 59 22.1 20.4 6.5 2.9 5.5 1.3 6.8 
60 to 64 13.1 17.2 6.0 6.9 4.1 2.5 6.6 
65 to 69 13.3 19.9 4.8 9.4 5.9 2.1 8.0 
70 and over 14.1 24.3 5.3 12.1 6.2 2.1 8.3 

Sex 
Male 48.6% 53.3% 7.6% 5.8% 6.2% 2.2% 8.4% 
Female 51.4 46.7 7.0 5.7 5.8 1.9 7.7 

Account Value 
Under $5,000 44.0% 5.5% 9.0% 2.5% 9.2% 2.8% 12.0% 

5,000- 9,999 13.2 6.1 ~T.4 4.6 7.4 1.5 8.9 
10,000-19,999 21.2 18.3 5.7 6.5 5.8 1.4 7.2 
20,000-29,999 8.6 13.3 4.7 9.0 4.7 1.7 6.4 
30,000-49,999 5.9 14.6 4.8 12.0 4.7 2.0 6.7 
50,000 and over 7.0 42.4 6.4 15.6 6.3 2.6 8.9 

Distribution System 
Career agent 72.9% 54.4% "7.6% 5.3% 5.8% 2.7% 8.5% 
Independent agent 1.1 3.2 2.8 4.7 2.4 1.9 4.3 
Stockbroker 8.0 22.2 8.2 4.7 8.2 1.1 9.3 
Bank 14.8 18.1 5.8 9.0 4.9 1.5 6.4 
Other 3.2 2.0 5.9 5.3 2.6 1.4 4.0 
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TABLE A-!6 

SCRREND2R RATES FOR VAR!ABLE FPDAs: SURRENDER CHARGES 
BASED ON YEARS SINCE DEPOSIT 

(NUMBE~< O~: CONTRAC'['S: 183,739; CASI: VALUE IN FORCE: $3,261,612,439) 

A!I Contracts 

Type of" Plan 
IRA 
403(b) 
Other qualified 
Nonqualified 

Avtained Age 
Under 40 
40 to 49 
50 to 59 
60 to 64 
65 to 69 
70 and over 

Sex 
Maie 
Female 

Account Value 
Under $5,000 

5~000- 9,999 
10,000 19,999 
20,000-29,999 
30,000~9,999 
50,000 and over 

Distribution System 
Career agent 
Independent agent 
Stockbroker 
Bank 
Other 

Percentage 
of  

Contracts 

100.0% 

46.5% 
!6.0 
9.1 

28.5 

2! .6% 
26.0 
25.9 
1I.i 
8.5 
6.9 

43.2% 
16.0 
17.7 

8.3 
6.9 
7.9 

Perccz!zagc 
o~" Cash 
Values 

100.0% 

35.4% 
10.3 
9.3 

44.9 

9.3% 
20.2 
29. i 
1507 
i3.4 
!2.4 

60.9% 
39. i 

4.3% 
6.5 

!4.1 
i i.4 
i4.7 
49.0 

Contract 
Withdrawal Rate 

Full Partial 

4.0% 4.3% 

3.99; 3.88/0 
2.5 3.0 
9.9 4.1 
3.i 6.0 

5.4% 2.8% 
3.8 2.5 
3.2 2.6 

3.8 
3.5 I4.0 

4.3% 4.5% 
3.6 4.i 

4.7% 2.7% 
~f.2 3.5 

2.8 6.9 
~' I!.2 

62.8% 49. i % 3.7% 3.8% 
~ 9  22.3 m,. 5.8 6.6 

4..5 [2.6 5 ~ 4.3 
3 5  
3.9 2.3 2.? 

Cash Value Withdrawal Rate 

Full 

3.2% 

2.9% 
3.5 
5.3 
3.0 

3.6% 
3.0 
3.0 
3.3 
3.0 
4.0 

3.4% 
3.0 

5.1% 
4A 
3.5 
3.I 
2.8 
3.0 

2.6% 
4.0 
3.6 
4.2 
3.2 

1.5% 

1.6% 
1.0 
2.7 
1.3 

2.l% 
/.4 
0.9 
!.7 
1.7 
2.0 

i.6% 
1.3 

4.G~ 9.1% 
1.1 
1.I 
1.1 
1.2 
1.7 

1.6~ 4..2% 
1.4 
1.4 
0.6 
1.1 

Total 

4-.7% 

4.5% 
4.5 
8.0 
4.3 

5.7% 
4,4 
3.9 
5.0 
4.7 
6.0 

5.0% 
4.3 

5.2 
4.6 
4.2 
4.0 
4.7 

5.4 
5.0 
4.8 
4.3 
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APPENDIX B 
PARTICIPATING COMPANIES 

Arnica Life 
Connecticut General Life 
Connecticut Mutual Life 

Equitable Life of the United States 
FB Annuity (Michigan) 

First Colony Life 
General American Life 

Great Northern Insured Annuity (GNA) 
The Ham:ford 
Keyport Life 

Lafayette Life 
Lutheran Brotherhood 

Manufacturers Life 
MetLife 

Midland Life 
Minnesota Mutual Life 

Mutual Trust Life 
Nationwide Life 

Northwestern Mutual Life 
Phoenix Home Life Mutual 

Principal M'atual Life 
Providem Mutual Life of Philadelphia 

Prueo Life (Arizona) 
Pruco Life of  New Jersey 

Prudential of America 
Teachers Insurance and Annuity of America* 

USAA Life 
Woodmen Accident And Life 

* Nonqualified business only. 
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A2PEZNDZ/~2 C 
7iNSTRUCTIONS l~OR SUBMYTTTING DATA 

ZNSTRIICT]iQNS i:©R SUBiV1K, TT~NG D;mLC& ' tO "rH£ 1995 A2"qNuz~PZ 
PERSISTENCY STUDY J©]NTEY SPONSORED BY LEg/IRA AND THE 

SOC~ESO! ©~ ACT:UAPd~S 

The targeted date for submitting data. is March 3 I, 1996. Early submission 
of data is welcome, as k wii] heip us wkh ea iy  data preparation and system 
testing. We also realize some companies wit! be unable to meet this target 
date. Late submission of data is acceptable; howeve% data submission aRer 
May 3i, 1996 may be too late to be inc!uded in the analysis. Submit data 
to: 

Eric 7. Sondergeid 
industry 2erfo~:-aa:o~ce Resem-ch 
L[MRA intemationai 
300 Day Hill Road 
Windsor, CT 06095-476! 

If you have any questions, please ca]] Eric Sondergeld at @6@ 285-7754. 

~rpod¢ecgfos 

This document describes ti~e procedures for submitting data for the ] 995 
persistency a~ad cash-flow study of deferred annuities. This study wil] de- 
velop appropriate £ormuias for measuring deferred annuity persistency and 
cash flow; collect data required by the £ommias; a~:d identify and quantify 
factors affecting defenred annuity persistency and cash flow. 

L[MRA has been conducting persistency studies for many years and re- 
alizes @e importance of maintah~ing utmost confidentiality of data. LiMi.O~. 
and the Society of Actuaries assure yon that company data wilt not be 
published in any way that will a]low identification of individual companies. 
All company data wi]i be confidential unless o@erwise authorized by your 
company. 

±m~ed~scs~ss Go k%e~d,',s 

Submit data on all deferred e.nnuity products, include fixed and variable 
contracts, include single-premium a~d fiexibIe-premium products. 
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Include individually issued products, individual products marketed on a 
group basis, and group products marketed on an individual basis. Group 
products marketed on an individual basis feature a master group contract 
and trust agreement. The participants are issued certificates as evidence of 
participation and have the rights to full or partial surrender of cash values. 

Exclude employer-sponsored group annuity products and group annuities 
used to fired defined benefit and defined contribution plans. 

Contract Years o f  Observation 

Please provide data for contract years 1992 and 1993. Contract year 1992 
refers to experience of contracts between their 1992 and 1993 anniversaries 
and includes all contracts issued in 1992 and earlier. Contract year 1993 
refers to experience of contracts between their 1993 and 1994 anniversaries 
and includes all contracts issued in 1993 and earlier. If available, please also 
submit data for contract years 1990 and 1991 for variable and/or flexible- 
premium products. 

Descript ion o f  In format ion  to Be Submit ted  

The data requested for this study fall into two categories: 
1. Information describing the deferred annuity products your company 

includes in this study. 
2. Information at the individual contract level 

Section 1. Procedure  f o r  Submiit i~g Produc t  In,formation 

For each product your company includes in this study, whether or not the 
product is currently being sold, briefly describe the product features by com- 
pleting the form that follows. You may copy this form for different products, 
product versions, and distribution systems corresponding to the individual 
contract level data included in this surw~y. 

S E C T I O N  1 - -  FORM FOR SUBMITTING PRODUCT 
INFORMATION 

Completed by Title 
Company Date 
Phone number Fax number 

Please copy this form for additional products and product versions 
for which your company supplies contract level data. 

Add comments or attachments where necessary. 



620 T S A  i 9 9 5 - 9 6  R E P O R T S  

y 1 , .  Indica te  p~oo_uc~ names.  
P i : e d ~ e t  i P r o d u e t  H P r e d m e t  ] H  

Indica te  specific s i a s  codes  2c: each 2roduct  and  each vers ion  of a p roduc t  
for  ss.,,h~c~ you submlt  clata. 

i ! 
L 

Ao Gesse~4;/: 2P;~©z(>zcg 2";<i&ss:'.~<:,s4,sgeT©ss 
~ J:o@ae~ H :Product  ] H  

I. in  what  year  
was each prod-  
UOt  " " ~ 4 ~  i n t roc !~dCe £~ :  

'~2. in wha t  year  
w a s  e a c ~  ! p r o d -  

u c t  wi thdrawn?  
b E i l i  

t ive ly  soid  

=_2 ] 9 _ _  
e ~7 StW ac- 

i v e i y  sotd 

19__  
2 ~ Stiil ac- 

t ive ly  soid  
x , _ . - 

3a. M >,:aac yea~(s) 
was each Oroc:- 
uct  rev ised?  

3b. 2'-'" . . . . .  4,.- ~ lc!-i 2 , . . . . .  

# r ;  ~= ~ t ]2e --m,; 

sion. 

I 

13e. W a s  the revi-  l S i O ~ _  r , -  7 -  ~ • ~pp~Ieo_ ~o 
in-force con- 
tracts as we1] 
as new saies? 

iT No 
2 2 Yes 

SS No  
2 ~ Yes 

l ~ ) q o  

2 ~ Yes  
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4. Product type. Include market value :adjusted annuities (MVAs) as fixed, 
whether or not they are registered with the Securities and Exchange 
Commission. 

Product  I Product  II Product  HI  

11 [] Fixed 
12 [] Variable 
3 [] Combination 
i (variable annuity 
i 
I with at least one 
I fixed option) 

[] Fixed 
[] Variable 

Combination 
(variable annuity 
with a~: least one 
fixed option) 

1 ~ Fixed 
2 ~ Variable 
3 ~ Combination 

(variable annuity 
with at least one 
fixed option) 

5. What is the primary expectation for premium payments for each product 
(i.e., single-premium products are those where the expectation is for a 
single deposit, although products allowing additional deposits still ap- 
ply)? 

Product  I Product  II  Product  IH 

1 [] Single-premium ' ~ Single-premium 1 ~ Single-premium 
2 [] Flexible-premium 2 [] Flexible_we_ 2 [] Flexible-premium 

mium 

6. What is the annual comract fee subtracted from customer accounts? 

7. ]Does this product have a front-end toad? 

1 [ ] N o  
2 ~ Yes, specify _ _  

1 0  No 
2 [] Yes, specify _ _  1 2  ° No 

[] Yes, specify _ _  

B: F i x e d  Annu i t i e s  and  Combinat ion  Annui t i e s  ( x e d  
componeu t )  

Please answer the following questions for thoseproducts that you indicated 
as fixed annuities or combination annuities in question 4 above. For com- 
bination annuities, answer the following questions specific to the fixed op- 
tion(s) in these products. 
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8. %Jhat t ype  of f ixed  annu i ty  are  t he se  p r o d u c t s ?  

Prodeet gH 

[~ ~s B o o k  \ ,a iue  ~ rL u~.  ..... " ~ i .  VEIL[e  i _  L 

2 5~£ J-v!a~ket va]u,o ~":- j._ m~ )/£arket v a l u e  

?u.stec i ad jus t ed  
s L.~ u~ner  rd~scr~b, ~ :~ ~ ~i-i~.r (desc r ibe )  

g2 B o o k  v a l u e  

2 ~ Market value ad- 
justed 

3 _T O t h e r  (desc r ibe )  

9. r&~v¢ l ong  is the ini t ial  c~tn-e~ql c r ed i t ed  rate g u a r a n t e e d ?  I n c l u d e  w h e t h e r  

this periocl  is on a c a i e n d a r - y e a r  basis  or  a c o n t r a c t - y e a r  basis .  

[ ' t 
92. W h a t  is the  mh~h~wm ~uaran teed  c red i t ed  in teres t  rate  o f f e r e d  fo r  the  

ii£e o f  the  con t rac t?  

r T 
9b. T h e  t%iio,:,,'ing m e t h o d s  ar~ ,~<~d to c red i t  in te res t  to c u s t o m e r  accoun t s .  

P lease  r ead  each  mel.h.od care,Pfiiy ancJ d e t e r m i n e  w h i c h  m e t h o d  m o s t  

e b s e i > '  ,,.-7 ~ .~ , aes~r loe~ tLe m e t h o d  u s e d  w i t h  each  p roauc t .  E x p l a i n  w h e r e  

necessar ) ' .  

/ , ~ -  . . . . . . .  / o2- cen  a p p r o a c  :: N e w - m o n e y  rates are  a p p l i e d  to  n e w  

d e p o s i t s  r enewa]  rates  m'e app l i ed  to ex i s t ing  depos i t s .  G i v e  the  

n u m b e r  o1" yea: 's  af ter  v,,i~ich 21i ex i s t i ng  depos i t s  are  c o m b i n e d  fo r  

the pu rpose  oF d e t e r m i n i n g  r e n e w a l  rates.  

2. N e w - m o n % ,  :a~es are app i i ed  at tlhe b e g i n n i n g  o f  e a c h  guarantee 
pet ' iod.  The  s a m e  in te res t  :a.te is app ! i ed  to r e n e w i n g  in te res t  gua r -  

an tee  pe r i ods  as to n e w  d e p e e k s  for  the  s a m e  in te res t  guarantee 
!seriod. Mos~ . . . . . . . .  t,,s v z- s wi!1 ! i k e b  ~ .  . _ fai l  into this  ca tegory .  

3. ~' ~ '" 7-',1i " " /'O~CTO~m - ,~,_ ceoos>:s  earn tiPe s a m e  in te res t  rate  r ega rd l e s s  o f  
• ,a,,~c~a- i - ' h - e  ~ " "'-- . . . . . .  c~eposRs a~'c m~ci.e. 

~,-. : , cexec~ - .  ~ ~ races are  oo_s~a on an ex te rna l  index .  P l e a s e  spec -  

• "' " ;~ ~',~ " the  l i n e p r o ~ l d e a .  ~ ' i  me b d e x  and h o w  i~. ;s ~.s~._~ m ," ' 
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5. Other - Please explain in the line provided. 

Method 
Product I 

Product II 

Product III 

9c. Do these products have higher interest rates for "large" contracts (i.e., 
rates are banded)? 

Product  I Product  II Product  t l I  
n 

1 O N o  
2 [] Yes, higher rate 

on larger deposits 
(describe) _ _  

3 [] Yes, higher rate 
on larger account 
values (describe) 

4 ~ Yes, other (de- 
scribe) 

O No 
2 C3 Yes, higher rate 

on larger deposits 
(describe) _ _  

Yes, higher rate 
on larger account 
values (describe) 

C3 Yes, other (de- 
scribe) 

[] No 
[] Yes, higher rate 

on larger deposits 
(describe) _ _  

[] Yes, higher rate 
on larger account 
values (describe) 

O Yes, other (de- 
scribe) 
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9d. is  an init ial  bonus  interest  :_-ate app l ied  to these p roduc ts?  

, E7 Yes  2 ~ -Yes 2 G Yes ]2 
i f  yes,  I%~., ~, ~ ~e~, . i Ifyes,  
a. W h a t  is the size of!a .  WBat is the size o f ia .  Wha t  is the size o f  

the bonus?  % tlne bony.s? .% j the bonus?  % 
I 

b. ~-~o'-ve iong is the b .  How iong is the b. H o w  Iong is the 
bonus  in~-ere~~ ef u bonus  interest  e l -  bonus  interest  e l -  

l ~ ~ "  0 o ; .  , ?  , ~ecc~ve, receive, [~ective? 
_ _  years  _ _  years  _ _  years  

!0.  Does  the ~ . . . .  ~roe.ucc have a contract  pe rs i s t ency  bonus?  

~ N o  
2 ~ Yes,  '- ~- ~'~ "~ 

c red i ted  rate a , ~  

_ _  3,ears 
3 5 Yes,  other  (de- 

scribe)  

r=~ No  

~'. Ves,  s t epped-up  
credi ted  rate after  
_ _  yea~:'s 

scr ibe '  

N o  

gJ Yes,  s t epped-up  
credi ted  rate after  
_ _  years  
Yes,  o ther  (de-  
scribe)  

Please  answer  tlqe fo l lowing  q~:estions for those  produc ts  that  you  ind ica ted  
as var iab le  annui t ies  and combina t ion  annui t ies  in quest ion 4. 

11. H o w  m a n y  fund choices  a~'e there  trader these products?  
Prod~¢'~ ~[ P r o d ~ e t  H P r e d i c t  1It[ 

i2.  Do  these  produc ts  have a fixed, account?  

~ N o  ~ 0 JO  to q u e s -  

t i o n  !3)  
2 f3 Yes 

k,J,~ ques-  ~ No  (Go to ques-  
t ion 1 ~oy 2 t ion 13) 

if; Yes ~ Yes  

Descr ibe  how this f ixed account  - " 4 Vv 0 rKs. 
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Are there any transfer restrictions with this fixed account? 
Product  I Product  II Product  III  

1 [ ]  No 11 [] No [] No 
2 [] Yes ( e x p l a i n ~ _ ~ .  ~ 0 Yes (explain) _ _  [] Yes (explain) _ _  

13. Describe the death benefits available under t h e ~ r o d u c t s .  

D. Flex ib le-premium produc t s .  

Please answer the following question for those products you indicated as 
flexible-premium in question 5. 

14. Is this product sold on a payroll deduction basis? 
Product  I Product  II  Product  IIli 

1 [] No / [] No 
2 [] Yes, some sales 2 3 El Yes, some sales 
3 [] Yes, all sales [] Yes, all sales 

N °  
2 [] Yes, some sales 

Yes, all sales 

E. Surrender  Charges 

15. What type of  surrender charge is used? 
Product  I Prod~ct  II Product  IH 

[] None 
2 [] Based on years 

since contract is- 
sued 

3 [] Based on years 
since deposit 

4 [3 Other (describe) _ 

i [] None 
2 [] Based on years 

since contract is- 
sued 

3 O Based on years 
since deposit 

4 [] Other (describe) _ 

O None 
[] Based on years 

since contract is- 
sued 

O Based on years 
since deposit 

[] Other (describe) _ 
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l d. Winat is the s~rrender charge schedule? 
P r e d u e t  ~ Producer K Pr~d~aet H ]  

Year Percent 
_ _ %  

Year  Percent 
_ _ . %  

Year  Percent 
% 

!7. Are p~,_,~,no.~.;,~+~'-,~'~'~,.e withdrawals  available under these products? 

2 

j r~ NO i ~ - -  No ~ < N o  
2 ~S Yes (aescrme) _ _  ~ Y e s  (describe) _ _  ~ Yes (describe) _ _  

18. 3escr ibe  free ' ~ ' ~ ~ook and guaranteec ~_ return o f  principal provisions under  
these products. 

i9. ~ o  ccmse oroducts have bailout provisions? 

~27 No ~ ~ No 
2 ~ Yes 12 ~ Yes 

yes, i f  yes, 
a. What  is the level a. What  is the level 

o f  the bailout? _ _ ]  o f  the bailout? _ _  

!~gC: No 
: S Yes 

i f  yes, 
la. What  is the ]eve] 
i o f  the baKout? _ _  
I 

b. £;escnbe how the s .  Describe how the 
orovision w o r k s . - - I  ~srovision w o r k s . _  

f I 

b. Describe how the 
provision works.  _ 
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F. Dis t r ibu t ion  a n d  Compensa t io~  

20. Indicate the pr imary distribution system used to distribute these prod- 
ucts. 

Product  I Product  II Product II[ 

1 [] Career agent 
12 ~3 Independent agent 

(include PPGA 
and brokerage) 

i 3 [ ]  S t o c k b r o k e r s  
1 
L4 ~ Banks 
i [] Direct response 

[] Other (describe) _ 

Career agent 
[] Independent agent 

(include PPGA 
and brokerage) 

[] Stockbrokers 
Banks 

[] Direct response 
[] Other (describe) _ 

Career agent 
independent agent 
(include PPGA 
and brokerage) 
Stockbrokers 
Banks 

[] Direct response 
[] Other (describe) _ 

21. Indicate other distribution systems used to distribute these products. 
"Check all that apply.) 

Career agent 
[] Independent agent 

(include PPGA and 
brokerage) 

O Stockbrokers 
CI Banks 
O Direct response 
[] Other (describe) __ 

Career agent 
Independent agent 
(include PPGA and 
brokerage) 
Stockbrokers 

O Banks 
Direct response 

O Other (describe) __ 

Career agent 
Independent agent 
(include PPGA and 
brokerage) 
Stockbrokers 

CI Banks 
Direct response 
Other (describe) __ 
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22. W h m  are the commissio:~ schedules (excluding even' ides) for these 
products for tile pr imary distribution system (as specified in question 20 
above)? ~" -~ " ~opn~n~s>, . . . . . .  cannot ~ s u m r n a i z e d  m the format  
below (i.e., commiss ions  vary by sfze of deposit  or age of annuitan0~ 
please provide this in lbrmadon on a separate sheet. 

Prod¢~e¢ ~f R rod~e t  N ? r o d ~ e t  H~ 

Pe~i~nt Percent 

Year(s) Prom. A s s e t s Y e a r ( s ]  
.% % 

I 
Pe 7cent Percent i Percent Percent 

o~ ~ ~,~ of of 
PFem. Assets Y e a r ( s ) P r o m .  Assets 

23. Are there chargebaeks o f  commiss ions  fbr contracts that lapse in the 
first contract year? 

! i ~ N o  <%: No ~ No 
2 m v~  s (describe) _ _  g~ Yes (desc ' ibe)  _ _  ~ N Yes ,(describe), k _ 5  : ~ 

24. Does the producer  receive a persistency bo;qus? 

2 ~ Y e s  ( d e s c r i b e }  ~ ~ Y c s  . . . . .  :~ ' <c~esc~.e~ _ _  17 Yes (describe) _ _  

25. ~s there anything else flint you wo<]d like to add about your company% 
annuky products? 



ANNUITY PERSISTENCY STUDY 629 

26. In addition to information collected in this section and at the contract 
level, what else might impact the persistency of your company's annuity 
contracts? 

SECTION 2 - -  PROCEDURES FOR SUBMITTING CONTRACT 
LEVEL INFOI~MATION 

The information at the individual contract level will be submitted on a 
seriatim basis for a random sample of contracts from your company's in- 
force business for a given contract year of observation. The sample should 
be drawn from '~Number of contracts in force" at the beginning ef  the 
contract  year (i.e., on each contract's anniversary), including any new con- 
tracts sold during that year. It should include both contracts that remain in 
force until their next contract anniversaries and contracts that are surren- 
dered. Use the table below to determine the appropriate number of contracts 
to submit. The number of  contracts in force includes all products and product 
versions and the minimum sample size to submit should be based on all 
products and product versions combinedu 

Number of 
Contracts in force 
Less than 50,000 

50,000-100,000 

100,000-500,000 

500,000-1,000,000 

More than 1,000,000 

Sample size to submit 
10,000 contracts, or entire in force if less than 

10,000 
10,000 + 15% of number of  contracts over 

50,000 
17,500 + 10% of number of  contracts over 

100,000 
57,500 + 75% of  number of contracts over 

500,000 
95,000 
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The following criteria will be used -for selecting a contract: 

Include oniy those contracts with a particuiar ordinal position in the 
master file such as every 10th contract. The ordinal position your com- 
pany uses will depend on the number of contracts your company has in 
force. Choose an ordinal position that will yield an appropriate sample 
size for your company. 

The ordinal position is determined by dividing the number of  contracts in 
force by the approximate sample size, and rounding to the nearest integer. 
For example, if  your company had i57,500 contracts in force during 1992, 
please submit data for 22,500 contracts by choosing every 7th contract from 
the 1992 master n~e.~' Ho~veve.< ~/,.JO~J~ ~ ~ a co~fracls  a~wded' " by 23,250 equats  
6.774. Rom~di~g ~f;o ~o 7 5~e;~ ~etermb~es t/TaI ~ 22,500 com'rac t s - -157 ,700  
divided by 7--sho~dd c~cma//>, be s~bmitted. I f  your company had 1,383,750 
contracts in force dnring i993, submit data for 92,250 contracts, by choosing 
every 15th contract ;:ore the 1993 master file. The data submitted for each 
contract year should be a random sample of  contracts; no attempt should be 
made to include the same contracts in each eomract year ' s  data submission. 
The information collected for each contract includes: 

© Company code 
o Plan code 
© Contract year of  observation 
o Contract number  
© Month contract was issued 
© Day of  month issued 
o Calendar year issued 
e Type of plan 
© Account value at beginning of 

contract year 
o Percentage of beginning account 

value in fixed funds 
© Account value at end of contract 

year 
o Ten'nination code 
o Type of  full surrender 
e Month contract surrendered 
© Day of  montln contract sun-on- 

doted 

o Calendar year contract surren- 
dered 

© Account value at time of  full sur- 
render 

o Percentage of  account value at 
time of  full surrender in fixed 
funds 

© Partial withdrawals 
o Systematic withdrawals 
G Doliar amount of  su~ender 

charge collected on surrender or 
withdrawal 

© Theoretical surrender charge at 
beginning of  contract year annui- 
tant 's  year of birth 

o Sex of  annuitant 
© State of  residence ,of owner at be- 

ginning of  contract year 
o Zip code 
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® Distribution system used 
• Interest guarantee period in effect 

at the start of  the contract year 
(or end of  the previous year) 

• Weighted average credited inter- 
est rate at beginning of  contract 
year (or end of  prior year) 

® Weighted average credited inter- 
est rate at end of  contract year or 
at time of  surrender, i f  contract 
fully surrendered. 

® Premium payments in first con- 
tract year 

e Current year premiums collected- 
total 

6 Prior year premiums collected- 
total 

e Cumulative premiums collected 
since date o f  issue at beginning 
of  contract year 

® Method o f  premium collection 
e Death benefit at beginning of  

contract year 

tape or diskette with one of  the Please submit the contract level data on 
following specifications: 

Speeftfieation 1 (Regular Tape) 
® Tape is 9 track 
® Tape has a density of  6250 BPI 
® The recording mode is ASCII 
® Character type data only 

NO block numbering 
NO multi-punch data 
NO binary data 
NO packed-decimal data 
NO floating-point data 

® Records should be fixed length and blocked with 10 records per block 
® Label should be Standard IBM label ,(please use the label ANN95 or 

similar label) 

Include with the tape a printout of  the first block and last block o f  records 
in the file. 

Specification 2 (Cartridge Tape) 
• Tape is 18 track 
• Tape has a normal density of  38,000 BPI 
• Cartridge tape is compatible with 3480 drives, or may be written on an 

IBM 3480/3490 drive with Improved Data Recording Capability 
(IDRC) with an effective density of  76,000 BPI. 
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o Character type data only 
NO block numbering 
NO mu!ti-~nunch data 
NO binary data 
NO packed-decimal data 
NO floating-point data 

o Records should be fixed length with block sizes less than 65,532 
c Label should b~ Standard iBfvf label "~ tp~ease use the label ANN95 or 

similar label) 

Include with the tape a printout o f  the first block and last block of  records 
in the file. 

Si~eeificatien 3 (Diskette) 
I f  you pref%r submitting data on diskettQ you may  submit data on MS- 
DOS 5:/~-inch or 3~/2-inch diskettes using high or low density. Please use 
standard ASCii  Format; do not send data in spreadsheet, database, or word 
processing i~nTm[s. 

if" you submit data for more than one contract year of  observation, you 
may include all the data on one tape or diskette, and in one file. 

Label the outside o£ the tape or diskette with the Following information: 

!995 Annuity Persistency Study 
~ I O  L t r  . . . . . . . . . . .  ~ , ~:~R~dty s name 
~Wol~ --~e serial ~umber of tape) 

The  record  iaye~t  aKd da ta  dese~dpt~e~ns f~ar tape-st~pplied e r  disket~e- 
sul~piied eemtract  level da ta  follows° 

Please use the Following record layout and coding instructions. ]f  any data 
item is not aw.ilable, leave the field blank. Leading zeroes may  be used. For 
dollar amounts, do not include dollar signs, commas,  decimal points, or 
c e n t s .  

P©s[tior: Da ta  ~t~-e~n C©£in Z i~st~c~etions 
1-4 Company Code L I M P ~  wi]I provide you with a code 

randomly se]ected for the purpose of  
this study. 
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5-11 Plan Code* 

12-13 Contract Year of  Ob- 
servation 

14-33 Contract Number  

34-35 Month Contract Was 
Issued 

36-37 Day of  Month Issued 
38-39 Calendar Year Issued 
40-41 Type o f  Plan 

I f  data are submitted for more than 
one product (or more than one version 
of  a product), include some way of  
identifying the different products. The 
plan codes used should match with 
plan codes provided in Section 1. 
Leading zeroes may  be used for nu- 
meric codes and leading blanks may 
be used for alpha codes. 
Specify the last two digits o f  the Con- 
tract Year these data pertain to. For 
example, Contract Year  1992 includes 
contracts between their 1992 and 1993 
anniversaries. The Contract Year  of  
Observation for these contracts would 
be 92. 
I f  this number  is alphanumeric, in- 
clude alphabetic codes. 
01-12 for January through December  

01-31 for 1st through 31s t  
Last two digits o f  year 
01 - -  IRA 
02 - -  IRA rollover from a qualified 
pension plan 
03 - -  IRA-SEP 
04 t - -  403(b) - -  501(c)(3) organiza- 
tions only 
05 - -  403(b) - -  other 
06 - -  457 
07  - -  401  (k) 
08 ---  Other Corporate 
09 - -  Keogh (HR10) 
10 ---  Other qualified 
11 ---  Nonqualified 

* Plan codes in these records must correspond to ':he plan codes in the information submittted in 
Section I on products. 

t Use '04' for type of plan for 403(b) annuity contracts sold to employees of 501(c)(3) organi- 
zations. If  data at this level of detail are not available, use '05' for all 403(b) business. 
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4-2-5 t 

52-54- 

55-64 

65 

66 

Acco~ant 'Value at Be-  
g inn ing  ~,- . . . . . .  ~i b O B  hrac:~ 

Percent  of Beg{nning 
Accoun t  Value  in 
F ixed  '-" ~ kh~ SS 

/~CCOtln t  V a [ u e  a t  :~-n 2Zing 

Termina t ion  Code  

Tyoe  of Full  Su,_~ren- 
d.eT /.:.c ~ • • via i e r R n 2 l a t l o n  

Code  = 3) 

67-68 Ivionth Contract  ~ u  "~ "-- 
rendered  

0, " 7 ~  ~,-zu Day  o f  Month  Con-  
t r a c t  ~u.~ ~ ei3Qereo~ 

'~ ~ S '~  i1 71-72 ~a~en~mr Year  ,be ~- 
tract  Sur rendered  

Repor t  account  va lue  before  sur render  
charges  as o f  the contract  ann iversa ry  
co : r e spond ing  to the contract  yea r  o f  
observat ion .  Round  amounts  to the 
neares t  dollar .  
For  combina t ion  contracts ,  repor t  the 
percen t  o f  the A c c oun t  Value  at Be-  
~n~.~ns .... bon .~act  Yea r  inves ted  in 
f ixed subaccounts .  Round  amounts  to 
the neares t  WhOle percent .  Leave  
b lank for f ixed contracts  and true var i -  
able  contracts.  
Rope1% account  va lue  before  sur render  
e~_~r~eb as o f  the contract  ann iversa ry  
co r respond ing  to the yea r  after  the 
Contract  Year  o f  Observa t ion .  Round  
anqounts to the neares t  dollar .  
0 = Contract  in force at end o f  con- 
h-act yea r  
i = Contract  transften'ed to annui ty  
payout  status 
2 = Contract  no longer  in force for  

reason  o£ death  or  d i s ab i l ky  
3:: = Contrac t  ~S ly  sur rendered  
@ = Funds  sent direct  to cus tomer  
i = Funds  sent  to third pa r ty  (e.g., 

t e l !over  or 1035 exchange)  
2 = U n k n o w n  
0 1 - i 2  ;or  7anuary through December .  
Leave  field b t a @  i f  contract  not  fu i ly  
surrendered.  
0 !-31 for i st th rough  31st. Leave  f ield 
b lank  i f  contract  not  surrendered.  
Last  two digits  o f  year.  Leave  f ield 
b lank  i f  contract  not  surrendered.  

:: Contracts that do not renew at the end o£ their interest guarantee period (fixed annuities only) 
are considered sun'enders. 
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73-82 

83-85 

86-95 

96-105 

106-115 

116-t25 

126-127 

128 
129-130 

131-135 

Account Value at 
Time of Full Surren- 
der 

Percent of Account 
Value at Time of  Full 
Surrender in Fixed 
Funds 

Partial Withdrawals 

Systematic Withdraw- 
als 

Dollar Amount of 
Surrender Charge 
Collected on Surren- 
der or Withdrawal 

Theoretical Surrender 
Charge at Beginning 
of Contract Year 

Annuitant's Year of  
Birth 
Sex of Annuitant 
State of Residence of 
Owner at Beginning 
of Contract Year 
Postal Code/Zip Code 

Report account value before surrender 
charges at time of full surrender. 
Round amounts to the nearest dollar. 
Leave field blank if contract not sur- 
rendered. 
For variable contracts, report the per- 
cent of the Account Value at Time of 
Full Surrender invested in fixed subac- 
counts. Round amounts to the nearest 
whole percent. Leave blank for fixed 
contracts. 
Total amount of partial withdrawals 
made during the year. Report amounts 
before reductions for surrender 
charges, if any. Round to nearest dol- 
lar. 
Total amount of Partial Withdrawals 
above that were part of  a systematic 
withdrawal program. Round to nearest 
dollar. 
Include actual fees as well as dollar 
amounts resulting from percent of pre- 
mium or account value surrender 
charges on both partial and full sur- 
renders during the current contract 
year of observation. Round to nearest 
dollar. Code field as 0 for contracts 
without partial or full surrenders dur- 
ing the year. 
Dollar amount of  surrender penalty if 
contract had been surrendered at the 
beginning of the contract year of ob- 
servation. Round to nearest dollar. 
Last two digits of year. 

F for female; M for male 
Use standard state abbreviation codes 
(e.g., NY for New York) 
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!oo 

137-i38 

!39-i43 

Distribution System 
Used 

Interest Guarantee Pc- 
Sod in eZ%ct at the 
Start o£ Ln~ 'Contract 
Year (or end of  the 
previous ~,ear) 

\) £y' o-in -~N A v e r a g e  

Credited ~interes. Rate 
at Beginning of Con- 
trac: ":gear (or End of  
Prio:" Year) 

= Career agent 
2 = h~dependent agent (including 

PPGA and brokerage) 
3 = Stockbroker 
~. = Bank 
5 = Direct response 
<~ = Other 

The guarantee period that was chosen 
7_, iqe ~ ~ . . . .  " and in effect at ,J}, ~o_~ a~L owner 
;in~ oegmmng of  the contract year. For 
exampie, a three-year guarantee period 
would be reported as 3. Do ~et re- 
oort  the ]ength of  time remaining in 
the guarantee period, but report the 
length of  time for the entire guarantee 
period. 
0 :v~-~  ~r~n~e~o- * ~ period is less than one 
year 
i = Guarantee oeriod is one year 
2 = Guarantee period is two years 

Jumantee period is three years, 
etc. 
Credhed interest rate on nonborrowed 
' Z  o S x -  ~ unus in e-Sge~'t a~ the beginning of the 
contract year of  ~ - '- or oose~ vt.Llon the end 
o£ the orior contract year. This num- 
be; is the weighted average credited 
interest rate using the accumulated 
values as the weights. For example, if  
an account had an accumulated value 
of  $ I0 , i56  earning 6.00% and $ 3 , 2 9 8  

eo~-~;'~o- 7.25%, the weighted average 
:'ate is (10,156 x 6.00% + 3,298 X 
7.25%) / (!v,~o6 + s,z_,8) or 6.3!%. 
Report as a percent to the nearest hun- 
credth of  a percent (xx.xx). Include 
decimal point but do not include per- 
cent sign. 
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144-148 

149-156 

157-164 

165-172 

173-180 

181 

182-191 

Weighted Average 
Credited Interest Rate 
at End of  Contract 
Year or at Time of  
Surrender, i f  Contract 
Fully Surrendered. 

Premium Payments In 
First Contract Year 

Current Year Premi- 
ums Collected - Total 

Prior Year Premiums 
Collected - Total 

Cumulative Premiums 
Collected Since Date 
of  Issue at Beginning 
of  Contract Year 

Method of  Premium 
Collection 

Death Benefit at Be- 
ginning o f  Contract 
Year 

Credited interest rate on nonborrowed 
funds in effect at the end of  the con- 
tract year of  observation. If  contract 
fully surrendered during the contract 
year of  observation, provide the 
weighted average credited interest rate 
at time of  full surrender. See previous 
data field for an example o f  this cal- 
culation. Report as a percent to the 
nearest hundredth of  a percent (xx.xx). 
Include decimal point but do not in- 
clude percent sign. 
Total amour~ of  premiums received 
during the first year the contract was 
in force. Round to nearest dollar. 
Report the total amount of  premiums 
collected during the current contract 
year of  observation. Round to nearest 
dolIar. 
Report the total amount of  premiums 
collected during the prior contract 
year of  observation. Report as zero for 
new issues during the current contract 
year. Round to nearest dollar. Leave 
blank if  unknown. 
Report total premiums collected from 
the date of  issue to the beginning o f  
the current contract year of  observa- 
tion. Report as zero for new issues 
during the current contract year. 
Round to nearest dollar. 
1 = Payroll deduction 
2 = Withdrawal from bank account 

(e.g., check-o-matic, PAC, etc.) 
3 = Other (i.e., nonautomatic) 
Enter the amount that would have 
been received by the beneficiary had 
the annuitant died on the contract an- 
niversary. Round to the nearest dollar. 
Leave blank if  unknown. 




