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Chapter 7 
Earn a Guaranteed Return 

with a Guaranteed Income for Life 

Copyright The Wealth Preservation Institute-Do not use without written permission 

For many readers, this chapter may be the most important 

chapter of any book you’ve ever read. 

What you will learn in this chapter will truly amaze you.  

The possibilities that await you when it comes to growing your 

wealth in a guaranteed (accumulation value) wealth-building tool 

that will also provide for you a guaranteed income for life you can 

NEVER outlive will truly blow your mind. 

Let me ask you a few simple questions that will set up this 

chapter:  

1) What’s more important to you today when deciding how 

to grow your wealth?   

-Reaching for 8-10-12%+ growth where your money is 

100% at risk to stock market downturns and crashes? 

 OR 

-Earning a 7% guaranteed return (on accumulating 

assets)? 

2) In retirement, would you be happy if your accumulated 

assets could guarantee an income stream you could never outlive 

with the following schedule: 

5% if activated at age 60 

6% if activated at age 70 

7% if activated at age 80 

If you would be happy with a guaranteed return on your 

wealth coupled with a guaranteed income stream that you could 

never outlive, then you should proceed to read the rest of this 

chapter. 
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If you like the concept of placing 100% of your liquid 

wealth at risk in the stock market in an effort to generate returns 

that could be 8-10-12%+ or produce returns of -59% (like what 

happened in 2007-2009), then you do not need to read this chapter.  

 

HOW DO YOU RECEIVE A GUARANTEED 

RETURN COUPLED WITH A GUARANTEED 

INCOME FOR LIFE? 

The first question that needs to be answered is “what 

investment firm, bank, or other entity is going to give someone a 

guaranteed rate of return and a guaranteed income for life?” 

The answer is that life insurance companies offer products 

with such guarantees when a consumer purchases a particular type 

of annuity coupled with a Guaranteed Income for Life Benefit 

(GIB) “rider.” 

A rider is a contractual option that is added onto an 

insurance product to add one or more features/benefits to the base 

product.   

Therefore, in answer to the question used for the heading of 

this section of the book, the answer is that, in order to receive a 

guaranteed rate of return coupled with a guaranteed income for 

life, you need to buy an annuity from a life insurance company 

and then add to that product a GIB rider. 

HOW LONG HAVE GIB RIDERS BEEN AROUND? 

Surprisingly, GIBs (also known as GMIB in the securities 

industry) have been around for years.  Until recently, this rider was 

only available on a variable annuity (vs. a fixed indexed annuity).  

The reason you might not have heard of a GIB rider on an 

annuity is because few advisors sell them.    

Let me rephrase that; prior to the 2000-2002 stock market 

crash, few advisors sold GIB riders with annuity sales. After the 

stock market’s most recent crash in 2007-2009, many more 

advisors are selling annuities with GIB riders. 
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VARIABLE ANNUITIES VS. FIXED INDEXED 

ANNUITIES 

As I just indicated, until recently, you could only purchase 

a GIB rider on a variable annuity (VA).  However, in the last few 

years, fixed indexed annuities (FIAs) have started to offer a GIB 

rider; and that’s good for the American consumer.  Why?  Because 

the American consumer is clamoring for guaranteed income 

products, and they want to buy such products in a non-variable 

environment.  

This book is not a dissertation on the differences between 

VAs and FIAs and which GIB rider is better.   

I have already written a 33-page white paper on this 

subject for use in the financial services industry, and I can state 

with confidence that the GIB riders offered on most FIAs are far 

superior to those offered on VAs.  

If you already have been or in the future are approached by 

an advisor touting the virtues of VAs and GIB riders, you will need 

to be armed with the knowledge imparted to those who read my 

33-page white paper.  If you would like a copy of the white paper, 

you can do so by contacting your locally trusted advisor. 

For the remainder of this chapter, I will be using the 

assumption (based on mathematical facts) that GIB riders on FIAs 

are better than those offered on VAs; and, therefore, I will only be 

addressing  GIB riders in the context of a FIA. 

GIB RIDERS—GETTING STARTED 

Let me start with the basics for how you would go about 

obtaining a guaranteed income for life you can never outlive.   

You first have to choose to buy a FIA with an insurance 

company that offers a GIB rider on its products. 

When purchasing the annuity, you will decide if you would 

like to add to the annuity a GIB rider (I will discuss and illustrate 

the expenses of the rider in an upcoming section). You must add 

the rider at the time you purchase the FIA.  
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The FIA may be one with a bonus, a monthly cap, annual 

point-to-point cap, or other varying design features.  The GIB rider 

is an add on to a FIA so your variety of annuities that can be 

purchased with the rider is quite diverse. 

You pay your premiums to the insurance company which, 

in turn, funds the FIA just as it would any FIA.  

However, if you choose to add on a GIB rider, the 

accounting in a FIA is dramatically different than a FIA without 

the rider.  

ACCUMULATION ACCOUNT VALUE VS. ACTUAL 

ACCOUNT VALUE 

With any FIA, the annuity owner will have a cash account 

value (CAV) (the amount of money actually growing at market 

rates in the annuity every year) and a cash surrender value (CSV) 

(the amount of money an owner would walk away with if he/she 

surrendered the annuity and asked for all the available cash). I 

discussed the CAV and CSV in Chapter 5 on Annuities. 

When a GIB rider is added to a FIA, there is an additional 

accounting measure that must take place.  The insurance company 

must start an accounting for what I like to call the “accumulation 

account value” (AAV).    

The AAV is the amount that will increase at whatever the 

guarantee being offered by the insurance company happens to be at 

the time you buy the annuity with a GIB rider.  If you bought a 

FIA with a 7% “guaranteed” return, the guarantee is applied only 

towards the AAV NOT the CAV or CSV (see the following 

example for a better understanding of the distinction). 

The AAV is NOT a walk-away account value. It is 

ONLY used for calculation purposes when determining the 

guaranteed income for life payment. 

Let me use an example, and I think you’ll understand how 

the two different account values grow. In the following chart, you 

will see an AAV in the center column and the actual account value 

in the right-hand column (for this example, assume the actual 

account value is the CAV).  
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This example product has a 7% guaranteed rate of return 

every year on the AAV.  For the CAV, I assumed a random rate of 

return (which is what will happen in the real world).  

  

  Accumulation 

Account Value 

Cash Account 

Value 

Issue Age 55 $100,000  $100,000  

Year 1 Age 56 $107,000  $103,600  

Year 2 Age 57 $114,490  $107,329  

Year 3 Age 58 $122,504  $111,193  

Year 4 Age 59 $131,080  $115,196  

Year 5 Age 60 $140,255  $119,343  

Year 6 Age 61 $150,073  $123,639  

Year 7 Age 62 $160,578  $128,090  

Year 8 Age 63 $171,819  $132,702  

Year 9 Age 64 $183,846  $137,479  

Year 10 Age 65 $196,715  $142,428  

As you can see, the center column grows at 7% and is 

much higher than the actual account value in the right-hand 

column. While one of my favorite FIAs did grow on average more 

than 6% from 1998-2008 (which included two stock market 

crashes), I wanted to assume something less for this example.  

The previous example assumes NO surrender charge. I 

created this no surrender charge example so you could simply see 

the difference between the actual account value and the 

accumulation account value  

Now let me show you what it would look with the 

surrender charges. 
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  Accumulation Cash Account Cash Surrender 

  Account Value Value Value 

Issue Age 55 $100,000  $100,000  $90,000  

Year 1 Age 56 $107,000  $103,600  $94,276  

Year 2 Age 57 $114,490  $107,329  $98,743  

Year 3 Age 58 $122,504  $111,193  $103,409  

Year 4 Age 59 $131,080  $115,196  $108,284  

Year 5 Age 60 $140,255  $119,343  $113,376  

Year 6 Age 61 $150,073  $123,639  $118,693  

Year 7 Age 62 $160,578  $128,090  $124,247  

Year 8 Age 63 $171,819  $132,702  $130,048  

Year 9 Age 64 $183,846  $137,479  $136,104  

Year 10 Age 65 $196,715  $142,428  $142,428  

Remember that virtually all annuities have surrender 

charges.  In this example, if you wanted to surrender (get rid of) 

this annuity, you would receive what’s in the right-hand column.   

You’ll notice that in year ten the CAV and the CSV are 

exactly the same. That means that the surrender charge period is 

over after ten years. 

What you should also know is that, when you buy a FIA 

with a GIB rider, you can typically activate it 12 months after 

purchase and NOT have the surrender charge affect the guaranteed 

income benefit.  

MINI-SUMMARY 

When you buy a FIA with a GIB rider, your FIA will start 

with three account values. 

The accumulation account value is ONLY used to calculate 

the guaranteed income benefit (discussed in an upcoming section). 

If you want access to all of your cash, you will be given the 

cash surrender value which in my example is the same as the cash 

account value starting in year ten. 
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The cash account value is the actual account value as the 

money grows every year in the FIA and is the amount that would 

pass to your heirs at death. 

You can start your guaranteed income benefit while the 

FIA is still in the surrender charge period; doing so has NO effect 

on your GIB for life.  

ACCUMULATION PERIOD 

FIA products vary on the period of time each will allow 

money to grow at the guaranteed rate.  Most companies allow the 

money to grow in the accumulation account for no longer than 10 

years. 

Some companies allow 12-15 years and some 20.   

One company allows for accumulation up to age 90, but it 

is a bit of a hybrid product that I don’t care for; and so I will not 

discuss it in this book. 

Why is there a limit on the number of years most insurance 

companies will allow the guaranteed account to accumulate?  

Without getting too technical, it has to do with the cash 

reserves that the companies must set aside in order to guarantee the 

return. The longer the guaranteed accumulation period the more 

cash the insurance company has to set aside in a reserve account. 

When an insurance company does not plan properly and 

has to allocate too much money to its reserves to cover the 

guarantees of these products, it hurts the company’s ability to grow 

and its flexibility. Recently, a few companies sold so many FIAs 

with the GIB rider that one day the companies literally stopped 

taking in new clients and new money (almost unheard of in the 

insurance business). 

Therefore, while a FIA with a GIB rider is an absolutely 

unique and wonderfully protective wealth-building tool, if you are 

too young, you are not going to add the rider on to a FIA until you 

know with some certainty that you will activate the rider by the 

end of the accumulation period (which again, with most products is 

10 years). 
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As far as activation is concerned, as I stated, with most 

products you can activate the GIB rider 12 months after purchasing 

the annuity. When you reach the point where the GIB will no 

longer accumulate because you are over the number of years for 

the guarantee, you are not required to activate the rider.  You’d be 

crazy if you didn’t activate it because you will no longer be 

receiving a guaranteed roll up, but you do not have to activate the 

rider. 

WITHDRAWAL VS. ANNUITIZATION 

One of the unique features of a GIB for life rider with a 

FIA is that it does NOT require annuitization. An annuitant can 

activate an income stream for life; but if he/she needs a lump sum 

of money, the money in the actual account value will be available.  

Withdrawals will decrease future payment streams or will cause 

them to cease if all of the remaining actual account value is 

withdrawn. 

When you take a withdrawal from a FIA with a GIB rider, 

you are taking the withdrawal from the actual account value not 

the guaranteed accumulation account value. 

Let me give you an example of how taking a withdrawal 

can affect your income benefit. Assume you had $100,000 in your 

actual account value.  If you had a need for $50,000 and removed 

that from your FIA, if you were to start your GIB for life benefit, 

your income stream would be reduced by 50% (which almost 

seems too logical). 

The ability to withdraw money from a FIA after the GIB 

rider has been activated is very important because “in the old days” 

the only way to receive a guaranteed income for life was through 

the use of a Single Premium Immediate Annuity (SPIA). SPIAs 

have no cash value and, therefore, you’re stuck and have no access 

to the cash in the annuity. Also, most of the time with a FIA that 

has a GIB rider, the annuity owner’s heirs will receive more or 

even much more as a death benefit than with a SPIA.  
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CALCULATING THE GUARANTEED 

LIFETIME INCOME STREAM 

What a comforting and terrific concept to discuss.  A 

guaranteed lifetime income you can never outlive. How many 

Americans wished they had their money in a product like this prior 

to the recent -59% downturn in the stock market?  

The first thing you need to know is that different insurance 

companies have different ways they calculate the GIB. The basics 

of how the income is calculated are the same, but the amount of 

payments per company can vary. 

The second thing you need to know/remember is that the 

GIB is based off the guaranteed accumulation account value.  

How does the GIB for life payment work?   

Before I explain the math behind how a GIB rider works, 

let me state that it’s not the easiest thing in the world to calculate 

these numbers.  In fact, when you are trying to compare the 

different riders at multiple companies, it’s very difficult.   

Because of the difficulty of calculating the numbers, I paid 

programmers to create my own proprietary software application 

that allows me to calculate the GIB with virtually any GIB rider.   

It is my guess that many readers of this book will be 

curious as to how much income for life can be generated using a 

GIB rider.  As such and because my proprietary calculator itself is 

not too difficult to use, I have made the calculator available online 

for readers of my book to use on a trial basis.  To get access to my 

GIB calculator, contact your locally trusted advisor. 

How does the GIB for life payment work? It’s really quite 

simple. When you decide to activate the GIB for life, the insurance 

company takes the guaranteed accumulation account value (AAV) 

at that time and then pays you a percentage of income based on 

that account value for life.  

An example will crystallize how it works. 
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Assume you are 70 years old when you activate the GIB for 

life rider. Also assume that the guaranteed AAV is $500,000 at that 

time. Finally, assume that your FIA contract with the insurance 

carrier states that at age 70 you will be paid a guaranteed income 

benefit for life based on a rate of 6%. 

The math would look as follows: 

$500,000 x 6% = $30,000.  

Therefore, you would be paid an income benefit of $30,000 

every year until you died. If you died early, there will be an 

account balance that passes to your heirs (discussed in an 

upcoming section).  If you live until the ripe old age of 100+, the 

insurance company will keep on paying you.  

VARIOUS GIB PAYMENT SCHEDULES 

As I indicated, GIB rider terms offered by different 

companies in the marketplace may vary. 

Some companies use the following payment schedule: 

5% if the rider is activated before age 70 

            6% before age 80 

            7% before age 90 

 8% at age 90 and over 

Some companies use the following schedule: 

5% if the rider is activated before age 65 

 5.5% if activated at ages 65-69  

            6% if activated at ages 70-74 

            6.5% if activated at ages 75-79  

            7% if activated at ages 80-84  

 7.5% if activated at ages 85-89 

 8% at age 90 and over 
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The “fairest” payment schedule 

At least one company in the marketplace has a payment 

schedule that is calculated by taking the annuitant’s age at the time 

of activation and subtracting 10. It sounds simple enough. 

5% if the rider is activated at age 60 

 5.3% if activate at age 63  

           6.7% if activated at age 77 

 7.4% if activated at age 84 

 8% if activated at age 90 

The maximum income varies per company but ranges from 

7-8% typically.  

As you will see, there is a significant difference between 

the typical payment schedule and the fairest payment schedule.  

Example 1 

Let’s look at an example for a 79 year old with $500,000 in 

his FIA accumulation account with a GIB for life rider. With some 

products in the marketplace, the client is going to receive a GIB of 

6% a year for life. 

The income for this annuitant using a normal FIA with a 

GIB rider would be $30,000 a year ($500,000 x 6%). 

What about with the fairer GIB payout? The example client 

would receive a GIB of 6.9% (79 (age) – 10 = 69 x .001 = 6.9%). 

The income for this annuitant using what I consider the FIA 

with the fairest GIB for life rider (6.9%) payment schedule would 

be $34,500 a year. With the better payment percentage, the 

annuitant receives $4,500 more income every year for life.  If the 

annuitant lived another 10 years, that’s an additional $45,000 of 

income.  
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DIFFERENT GUARANTEED RETURN 

PERCENTAGES 

Example 2 

This example will use the information from a previous 

example and will illustrate how important both the guaranteed rate 

of return on the accumulation account is and the guaranteed rate of 

return on the income benefit.  

There is a significant difference between a guaranteed 

accumulation value of 5% and 7%.  For example, if a client, age 

50, positioned $500,000 into the new FIA with a 7% guaranteed 

accumulation value, that value at age 70 would be $1,934,842.  

If the client used a FIA with a guaranteed accumulation 

value of 5%, that value would be 1,326,649. 

There is also a significant difference when an annuitant can 

receive an income benefit of 5.9% vs. 5%.  

If an example client is 69 when starting the GIB, using the 

more client friendly FIA, the GIB for life would be 5.9% x 

$1,934,842 (the accumulation value) = $114,155 every year until 

death.   

Using the typical or more standard income payment 

schedule which is a 5% income benefit ($1,943,842 x 5%), the 

annual payment for life would be $96,742.  

When I compare that to the typical payment schedule using 

a 5% guarantee on the accumulation account and a 5.9% GIB, look 

at the difference:  

5.9% x $1,326,649 = $78,272 every year until death. Using 

a 5% income benefit on the 5% guaranteed roll-up accumulation 

account, the payment each year would be $66,332. 

The difference is staggering.  The following chart brings all 

the previous numbers together. You’ll notice the biggest difference 

in annual payments is between a 7% guaranteed return with 5.9% 

payout and the 5% guaranteed return with 5% payout.  
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 5.9% Income 5% income 

7% Guaranteed Return 

(accumulation account) $114,155  $96,742  

5% Guaranteed Return 

(accumulation account) $78,272  $66,332  

Difference in income for a 15 

year payout for a 70 year old $538,245  $456,150  

The point with these example is not to confuse you (which 

some of you may be). The point is how vitally important it is to 

find the product with the highest guaranteed rate of return on 

the accumulation value as well as the highest guaranteed income 

rate of return.  

Finally, most FIAs also have a reset feature in them. If over 

a time frame (typically five years) the actual account value returns 

in a FIA are greater than the guaranteed rate of return on the 

accumulation account value, the accumulation account value will 

be reset to the higher value. 

WHEN IS A 7% GUARANTEED RATE OF RETURN 

BETTER THAN AN 8%?  

To further illustrate the problems consumers may have 

when picking a product, I want to explain a classic marketing 

technique that some companies employ in the sales process. 

If I asked you if you would rather have an 8% or 7% 

guaranteed rate of return on an accumulation value for a FIA, what 

would you say? Of course, you’d say 8%. 

When is a 7% guaranteed return better than an 8% 

guarantee? 

The simple answer is when the GIB from the 7% 

guaranteed return product is better than the 8% guaranteed return 

product. How can that be?  You may have guessed the two ways 

by what you’ve already read. 

1) The GIB rate of return for the 7% guaranteed return 

product (accumulation value) may be higher. For example, the 

income benefit may be 1% higher with the 7% product which, in 

turn, over a lifetime of the payments could overcome the fact that 
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the accumulation account upon which the GIB is based is lower 

than the 8% product.   

2) The accumulation period for the 7% guaranteed return 

product may be 5-10 years longer than that of the 8% guaranteed 

return product.  

Let’s look at an example where the roll-up period for one 

annuity is 10 years and one is 20 years. I’m also going to throw 

into the mix that the 7% product uses the fairer guaranteed income 

payment schedule. Assume the annuitant was 50 years old when 

he/she funding both annuities.   

Income Fairer Payment 

GIB w/ 7% 

Roll-up 

Typical 

Payment 

Income w/ 8% 

Roll-up 

at Age Schedule up to 20-years Schedule up to 10-years 

60 5% $9,835  5% $10,794  

64 5.40% $13,924  5% $10,794  

65 5.50% $15,174  5.50% $11,874  

69 5.90% $21,337  5.50% $11,874  

What do you notice about the previous chart? 

Look at the percentage used to generate the guaranteed 

income at the various ages. At age 60, both companies have a 5% 

income benefit. 

At age 64, the fairer FIA has a 5.4% income benefit and 

the other product still has a 5% income benefit.  

Therefore, unless the annuity owner activates his/her 

income stream right at age 60, the income from the FIA with the 

fairer payment schedule will be higher. 

Now let’s look at age 65 and 69.  There is a huge income 

difference in the two products.  Why?  

Because the 7% FIA in this example has a guaranteed 20-

year accumulation roll up. The 8% FIA has a 10-year 

accumulation roll up. In year 11, there is no guarantee of 8% 

(I’ve assumed the worst case scenario that could happen which is 

no growth due to a low account value over the first 10 years). 
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Is the previous example a manipulated one? Absolutely. I 

intentionally manipulated it to drive home the point that is vitally 

important that annuity owners understand how these products work 

so they are not taken in by flashy sales techniques.  With a good 

understanding of how these products work, potential annuity 

buyers can pick the one that best fits their situation.  

SUMMARY ON ROLL UP GUARANTEES AND 

VARIOUS INCOME-FOR-LIFE PERCENTAGES 

If I thoroughly confused you with all the numbers from the 

previous pages, let me explain in a simple summary what I’m 

trying to get across. 

Many companies that sell guaranteed income for life 

benefit riders have different terms. 

-Some companies have their products priced to be very 

aggressive with a high guaranteed rate of return on the 

accumulation account. 

-Some companies have their products priced so that, when 

you are in the payment phase of the product, the payment schedule 

is the “fairest.”  

-Some companies try to not have the best guaranteed 

income rate of return or the best income for life terms but have 

average terms for both aspects of the guarantee. 

Remember, there is only so much money to go around in 

these products. 

If one company has an 8% guaranteed rate of return, the 

chances are that the payment percentage may be lower than other 

products with a more spread out age bracket for when the income 

percentage increases. 

The opposite may be true if the guaranteed income terms 

are much more favorable than other products in the marketplace. 

What it really comes down to is “suitability.”  You need to 

find the best product that fits your needs.  

-Do you want to turn the income on after 12 months? 
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-Do you want to let the money grow at the guaranteed rate 

for as long as possible? 

-Or maybe you don’t know at the time you are funding the 

FIA and, therefore, you may choose to pick a product that has 

middle-of-the-road numbers for both the guaranteed income and 

the payout percentage. 

Do I realistically believe the average consumer can make 

this decision on his/her own?   

Actually, the answer is yes IF you were able to find all the 

quality products in the marketplace (which would be very 

difficult). 

Therefore, you’ll most likely be relying on an advisor for 

help. As you read in the Foreword, picking an advisor who knows 

what he/she is doing with this subject matter can be difficult. 

COST OF THE GIB RIDER 

It would be nice if the insurance companies added 

guaranteed benefit income riders (GIBs) for free with their 

annuities.  Unfortunately, that is not the case. 

Having said that, it is my understanding that some of the 

insurance companies that offer GIB riders price them at their 

“cost.”  By cost, I mean that the insurance company is not trying to 

make any money on the rider.  Instead, the company is offering the 

rider simply as an enticement for consumers to buy it. 

The GIB for life rider for FIAs varies per company. Some 

are as low as .40% a year and some go as high as .85% a year.  

As you know, the account balance in a FIA cannot go 

backwards due to market declines.  However, it can go backwards 

if this rider is added and the FIA has a return of zero in any 

particular year (a return of zero happens when the S&P 500 has a 

negative return or if, by chance, the index actually returns zero).  

The fee for the GIB for life rider is taken out of the account 

value every year regardless of the returns.  
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HOW CAN INSURANCE COMPANIES 

AFFORD TO GIVE YOU A GUARANTEED 

RETURN AND A GUARANTEED PAYMENT FOR 

LIFE?  

This question has probably been in the back of your mind 

as you’ve been reading this chapter.  It had me scratching my head 

for a few minutes until I fully researched how these products are 

priced.  

Remember that with a FIA the product is already designed 

to never have its account value go backwards due to negative 

market rates of return.  Additionally, the gains are locked in 

annually.   

Therefore, unlike variable products that can literally lose 

59%+ of their value within a short time frame, an insurance 

company issuing a FIA does not.  

THE GIB PAYMENTS ARE COMING FROM YOUR 

OWN FIA ACCOUNT 

When the insurance company starts paying you a lifetime 

income stream, it is taking the money from your own FIA’s actual 

account value.  In essence, the insurance company is giving you 

back your own money. 

You may think that removing money from your actual 

account value will quickly reduce the account value; but 

remember, the actual account value will still grow in years when 

the measuring stock index is positive with those gains locking in 

(which reduces the speed at which the account value is 

diminished).  

Additionally, the insurance company has priced the product 

with the additional rider fee (.40%-.85%) annually to help make 

sure the product is profitable.  

Let’s look at the actual numbers from an example so you 

don’t have to take my word for it.  I’m going to use an example 

where the assumed rate of return is 5% annually on the actual 

account value and where a 60-yearold client waits until age 70 to 

start his/her income stream. 
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The upcoming chart is the largest chart in the book.  I’ve 

left it long (vs. only showing every five years) because I think it is 

very helpful when understanding how a GIB rider works. You’ll 

notice that the right hand column title is: ‘To heirs at death.”  I’ve 

discussed what will pass to the heirs upon death but not given you 

a visual.  

As I briefly alluded to before, in the “old days” one of the 

only ways to receive a guaranteed income benefit for life was to 

buy a Single Premium Immediate Annuity (SPIA). A SPIA is 

typically designed to pay for a set period (such as 10 years) or for 

someone’s lifetime. The kicker is that, if you live past ten years 

and die, your heirs usually get nothing. As you will see in the 

following chart, there is an account balance that will pass to the 

heirs into the 19
th

 year of payment.  

If the example client bought a SPIA for comparison sakes, 

it would have been purchased at age 70 due to the fact that that is 

when he would start an income-for-life payment. 

What you’ll also notice in the following chart is the fee for 

the GIB rider.  It will be painful to look at; but if you want to put it 

into perspective, if Mr. Smith had his money in a typical mutual 

fund that would give him NO downside protection in the market 

(let alone a 7% guaranteed return on an accumulation account), the 

average mutual fund expense would be 2-3 times that of the fee for 

the GIB rider.  

Also, with this example, I assumed the product purchased 

had a 5% bonus (which is why the beginning account balance is 

$525,000 when the initial premium is $500,000). 

And, finally, you’ll notice with a big smile on your face 

how, if you happen to live a long and happy life like this example 

client, the income-for-life payment continues for years after the 

actual account balance goes to zero.  
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  Start of Year Income     To heirs at  

Age Balance for Life Growth Fee Death 

60 $525,000  $0  $26,250  $2,756  $548,494  

61 $548,494  $0  $27,425  $2,880  $573,039  

62 $573,039  $0  $28,652  $3,008  $598,682  

63 $598,682  $0  $29,934  $3,143  $625,473  

64 $625,473  $0  $31,274  $3,284  $653,463  

65 $653,463  $0  $32,673  $3,431  $682,706  

66 $682,706  $0  $34,135  $3,584  $713,257  

67 $713,257  $0  $35,663  $3,745  $745,175  

68 $745,175  $0  $37,259  $3,912  $778,522  

69 $778,522  $0  $38,926  $4,087  $813,361  

70 $813,361  $61,965 $37,570  $3,945  $785,020  

71 $785,020  $61,965 $36,153  $3,796  $755,412  

72 $755,412  $61,965 $34,672  $3,641  $724,478  

73 $724,478  $61,965 $33,126  $3,478  $692,160  

74 $692,160  $61,965 $31,510  $3,309  $658,396  

75 $658,396  $61,965 $29,822  $3,131  $623,121  

76 $623,121  $61,965 $28,058  $2,946  $586,268  

77 $586,268  $61,965 $26,215  $2,753  $547,765  

78 $547,765  $61,965 $24,290  $2,550  $507,539  

79 $507,539  $61,965 $22,279  $2,339  $465,513  

80 $465,513  $61,965 $20,177  $2,119  $421,607  

81 $421,607  $61,965 $17,982  $1,888  $375,736  

82 $375,736  $61,965 $15,689  $1,647  $327,812  

83 $327,812  $61,965 $13,292  $1,396  $277,743  

84 $277,743  $61,965 $10,789  $1,133  $225,434  

85 $225,434  $61,965 $8,173  $858  $170,784  

86 $170,784  $61,965 $5,441  $571  $113,688  

87 $113,688  $61,965 $2,586  $272  $54,037  

88 $54,037  $61,965 $0  $0  $0  

89 $0  $61,965 $0  $0  $0  

90 $0  $61,965 $0  $0  $0  

95 $0  $61,965 $0  $0  $0  

100 $0  $61,965 $0  $0  $0  
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I personally do not think the fees outlined in the previous 

chart are outrageous at all. As I indicated, if you had your money 

in a typical mutual fund with an annual expense of 1.5% every 

year, the fee would be nearly three times what the GIB rider fee is 

for a FIA.  

In case you wondered, the total fees in the previous 39-year 

example to guarantee a rate of return (accumulation value) of 7% 

with a guaranteed income of $61,965 for the rest of your life you 

can never outlive are $75,000. 

If you had your money in an average mutual fund that 

offers you NO guaranteed return and NO guaranteed income for 

life (but does put 100% of your money at risk in the stock market 

every day), the fees over the life of the plan would be $226,804.   

For my money, I’d rather pay $75,000 in fees to have a 

guaranteed rate of return that is used to pay me a guaranteed 

income for life vs. a $226,804 fee to keep my money in mutual 

funds that places my money at risk to 59% market downturns like 

we saw at a period of time from 2007-2009. 

While you may not want to pay the fee, as I explain in the 

following section, I believe the decision to add a GIB rider to a 

FIA is not a very difficult decision to make if you are in the right 

age bracket to activate it by the end of the guaranteed 

accumulation period.  

DOES IT MAKE FINANCIAL SENSE TO ADD A GIB 

RIDER TO A FIA? 

This is a question not asked much in the insurance and 

financial services fields. The insurance companies definitely do not 

talk about it; and most agents do not have the ability to run the 

numbers to determine, given certain fact patterns, if adding a GIB 

rider makes sense.  

To determine if adding the rider makes sense, I need to 

walk through an example and illustrate when it will and when it 

won’t make sense. 

The main variable when determining if the GIB will make 

financial sense to add to a FIA is what rate the actual account value 

will grow at while the owner is still living. If the actual rate of 
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return in the FIA is high enough, then it will not make sense for 

someone to purchase the rider (from a pure financial point of 

view).  

Of course, we have no idea when we are going to die which 

is why people buy GIB riders (so they will NEVER run out of 

money no matter when they die). 

Having said that, I know that anytime a consumer thinks 

about an annual fee (mutual fund expense, money management 

fee, or GIB rider fee) that is charged every year, usually the 

consumer wants to know if it makes financial sense to pay the fee 

if “real-world” assumptions are used. 

Example 1:  Assume the example client, Mr. Smith, is 60 

years old and has $500,000 in an IRA as his main asset that he 

needs to use to pay his expenses until death.   

He is considering a FIA because of the protective features 

of the product, but he wonders if the expense of the rider makes 

sense.  Mr. Smith does not intend to start his GIB for 10 years; and 

the product he is looking at has a 5% bonus, a 7% guaranteed rate 

of return, and would pay him a 6% income benefit at age 70.  

Further assume the GIB rider fee is .5% a year. 

If the actual (not guaranteed) average rate of return in the 

FIA is 5% a year, when would the actual account value go to 

zero?   

FYI, the guaranteed income stream every year for life for 

Mr. Smith at age 70 would be $61,965. 

With the .5% GIB rider expense, the actual account value 

in the FIA would go to zero at age 88. 

Without the .5% GIB rider expense, the actual account 

value would go to zero at age 91. 

What if the returns in the actual account value only 

averaged a return of 4% a year?  

With the .5% GIB rider expense, the actual account value 

in the FIA would go to zero at age 84. 
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Without the .5% GIB rider expense, the actual account 

value would go to zero at age 86. 

Conclusion for Example 1:  If Mr. Smith has “reasonable” 

returns in his FIA and dies when he’s supposed to from an 

actuarial point of view (age 85), he doesn’t need the GIB rider.  

However, if I were giving advice to Mr. Smith, would I 

recommend as his advisor that he buy the GIB rider?  Absolutely.  

We are living longer than ever these days; and for the 

minor cost of the rider, he can guarantee that he will NEVER run 

out of money no matter how long he lives. I would feel terrible if I 

gave him any other kind of advice if he actually lived until age 88+ 

and ran out of money (at a time when his expenses could be very 

high due to medical costs). 

Example 2: Assume the same as Example 1, except Mr. 

Smith is now 69 years old and he is planning on starting his 

income payments when he turns 70. 

Assume the returns in the actual account value averaged a 

return of 5% a year?  

With the .5% GIB rider expense, the actual account value 

in the FIA would go to zero at age 97. 

Without the .5% GIB rider expense, the actual account 

value would go to zero at age 100. 

From this example, you might think that I would not 

recommend the GIB rider because without the fee the FIA would 

not run out of money until age 100. Right?  The answer is maybe. I 

would still be inclined to recommend the rider.  Why? 

Let’s look at what would happen if Mr. Smith did not earn 

“average” returns in the FIA. 

Let me first assume that the FIA only generates a return of 

3% a year in the actual account value. The actual account value 

would run out of money at age 90. 

The bottom line is we have no idea what the stock market 

will return over the next 10-20-30+ year, and we have no idea how 

long we will live.   
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I fundamentally don’t have a problem with someone rolling 

the dice on when they will run out of money; I just don’t want to 

be the advisor giving the advice. 

TIME FRAME TO ACTIVATE THE GIB RIDER 

As briefly stated earlier, a GIB rider on most FIAs can 

usually be activated anytime after owning the annuity for 12 

months. However, the annuitant for most FIAs must be age 60 or 

older to activate it.   

ENHANCED INCOME BENEFIT 

Some FIAs will provide an increased income benefit that 

acts like a long-term care benefit (LTC).   

LTC insurance policies typically activate and pay benefits 

when you can’t perform two of your six ADLs (Activities of Daily 

Living: eating, bathing, dressing, toileting, transferring (walking), 

and continence). 

 The best enhanced benefit I know of in the marketplace 

adds 3% to the guaranteed income stream. Therefore, if an 

annuitant is 70 years old, the normal income stream would 

typically be 6%.  If the annuitant can’t perform two of six ADLs, 

that income stream would be increased to 9%. The maximum I’ve 

seen in the marketplace is an enhanced income payment with an 

11% annual payout. 

This enhanced benefit on some FIAs is FREE.  

SIMPLE INTEREST VS. COMPOUNDING 

INTEREST 

There are some products on the market that guarantee you a 

rate of return on the accumulation account but instead pay the 

guarantee using a simple interest rate, not one that compounds. 

Some see this tactic as a bit of a marketing ploy (which I 

suppose it can be). Obviously, if a company is paying based on a 

simple rate of return, the return can be higher. Therefore, you’ll see 

simple-interest products advertised at higher or even much higher 

guaranteed rates of return. You might even respond to one of these 

ads only to find out that the rate is, in fact, a simple one and not 

compound. 



Earn a Guaranteed Return with a Guaranteed Income For life 

______________________________________________________ 

 194 

Does that mean there is no place for a simple interest rate- 

of-return product? Not necessarily. Look at the following numbers.  

The numbers in the right column are growing at an 8% simple rate 

of return, and the center column is growing at a 7% compounding 

rate.  

For someone who is going to start the income stream in the 

first few years, a simple rate-of-return product might make sense.  

 

    Year End Year End 

    Balance Balance 

Year Age 7% compound 8% Simple 

1 60 $115,560  $116,640  

2 61 $123,649  $125,280  

3 62 $132,305  $133,920  

4 63 $141,566  $142,560  

5 64 $151,476  $151,200  

6 65 $162,079  $159,840  

7 66 $173,424  $168,480  

8 67 $185,564  $177,120  

9 68 $198,554  $185,760  

10 69 $212,452  $194,400  

 

Do be careful to read the fine print. Some of the simple 

interest/higher rate-of-return products have a not-so-favorable 

payment schedule. Remember, there are two important factors 

when choosing the right FIA with a GIB rider: 1) The guaranteed 

rate of return (and how long the guarantee lasts) and 2) the income 

percentage.   

HELPFUL QUESTIONS AND ANSWERS 

Question—If you choose to surrender a FIA with a GIB 

rider, can you walk away with the guaranteed account value? 

Answer—No. If you surrender the FIA, you will receive 

the actual account value that grows at market rates (whatever that 

happens to be minus fees and surrender charges). 
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Question—When can you activate the GIB rider to start 

paying you a lifetime income stream you can never outlive? 

Answer—With most products, you can activate the income 

benefit 12 months after purchase. 

Question—Can you receive more money from the 

guaranteed income benefit if the FIA increases in value during the 

payout phase? 

Answer—Yes. While it’s not too likely, if there is a period 

of very positive years in the measuring stock index, the guaranteed 

income benefit could increase (see the next section on a unique 

increasing income GIB rider where the income will definitely 

increase over time).  

Question—Do you have to "annuitize" the FIA in order to 

receive the guaranteed income benefit?  

Answer—No. If you want to take distributions from the 

FIA, you still have access to the account value (although taking 

withdrawals will lower the guaranteed income benefit going 

forward). 

Question—What is the extra cost for the GIB “rider”?   

Answer—It depends on the company, but the going rate 

seems to be between .4% (.004) and .85% (.0085) of the actual 

account value. This fee is taken out every year.  

Question—Do GIB riders make sense with a FIA that 

already guarantees you will never lose money when the market 

goes down and where most FIAs lock in investment returns on an 

annual basis?   

Answer—This is a tough one. Many people who are frugal 

or cheap will not like the idea of paying the GIB rider fee.  IF the 

S&P 500 index has “average” returns AND you die within a few 

years of when you are supposed to from an actuarial standpoint, 

then the rider is not needed (from a pure mathematical point of 

view). 

The rub is the “IF” and the “AND.”  Because we don’t 

know when we are going to die, it’s very difficult for me to not 

recommend the GIB rider for most people. I’m much more 
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concerned about someone running out of money at age 85-88+ 

when a change in quality of life could mean the end of life than I 

am in the fact that a few dollars in extra fees were paid every year 

to have the rider (especially since the rider fee is typically ⅓ to ½ 

of what the typical annual mutual fund expense is). 

RECEIVE AN INCREASING INCOME 

PAYMENT FROM YOUR GIB RIDER 

I have one simple question to ask you: Are you interested 

in the maximum amount of income over time from your GIB 

rider, or are you equally concerned about what will pass (the 

account value of your FIA) to your heirs at death. 

If your main concern or goal is to receive the maximum 

amount of income over time from your FIA GIB rider, then there 

is a unique product design in the market that should accomplish 

this goal. 

The following information will not only explain how this 

unique GIB rider works, but the illustrations will be more “real 

world” because I’ll be using a variable return in the FIA vs. a static 

level annual rate of return. 

Payment options 

So far I have only explained a guaranteed income for life 

benefit in terms of a level payment.  An explanation of a level 

income benefit would be as follows—The income benefit will pay 

an annuity owner per the following schedule (level payment): 60-

69 = 5%, 70-79 = 6%, 80-89 = 7%, 90+ = 8%.  

As I previously discussed, the level options vary per 

company and per product. 

There is an annual reset with a level income rider; but like 

most income riders in the industry, it’s realistically only going to 

increase the income if the returns on the actual account value 1-2-3 

years following the rider being activated are higher than the 

guaranteed rate of return.  For this reason, the income benefit for 

this rider is considered a “level” income benefit. 
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Increasing income—As will be explained, a handful of 

products in the marketplace have what is known as an increasing 

income rider.  

The unique part of this rider is that the income can 

increase in any year there is a positive return on the actual 

account value in the FIA.   

For example, if the S&P 500 index as calculated in the 

account value of the product returned 5%, the income benefit 

would be increased by 5%. 

 Once the income has been increased due to a positive 

return on the actual account value, the new higher income payment 

will never go backwards and will continue to increase every 

year the actual account value increases. 

NO FREE LUNCH 

Remember, there is only so much money to go around in a 

FIA product that also has a GIB rider. 

Logically speaking, if the FIA GIB is designed to increase 

the income every year the actual account value increases, the 

company has to have the product financially designed to still make 

a profit. 

This unique increasing income design has three features to 

it that should allow the insurance company to still make a profit on 

the product: 

1) The guaranteed accumulation account is only guaranteed 

to grow at 4% (vs. 6-8% like most of the other products in the 

marketplace). 

Let me add to the definition of the guarantee. The insurance 

company will guarantee the annuity owner 4% every year OR 

whatever the actual account value is credited each year 

(whichever is higher).  

Therefore, if the actual account value is credited with 10% 

during the accumulation period, 10% would be credited to the 

guaranteed accumulation account value, not 4%.   
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The 4% guaranteed product has an annual reset with the 

guarantee and, therefore, is designed to credit any higher crediting 

amount to the guaranteed account every single year.  

Most other products in the market will not credit a higher 

amount to the guaranteed account unless over a period of years 

(usually 5) the returns in the actual account exceed the guaranteed 

return (which is not likely to happen). 

2) The income stream is based on the least beneficial 

payment schedule in the market. I explained earlier that one 

product in the market ratchets up income payments by one tenth of 

a percent every year and is calculated by taking the annuitant’s age 

and subtracting 10.   

Therefore, if an annuitant is 69 years old, with the annual 

ratchet GIB rider, the income benefit would be 5.9%  

With the increasing income product discussed in this 

section of the book, the income benefit for a 69 year old would be 

based on a 5% rate (from ages 60-69 the income benefit is 5%). 

With the product designed to hedge some of the risk, it is 

priced so that the companies offering this unique and powerful 

rider should be able to continue to make a profit selling it. 

Also keep in mind that, when the insurance company pays 

you more with an increasing income rider, it’s simply accelerating 

the amount of money being removed from your actual account 

value.   

As you will see in an upcoming example, the amount of 

money that will pass to the heirs when you die may be slightly or 

even significantly less than with an increasing income rider (which 

makes sense since the insurance company is paying you back more 

of your own money sooner). 

LET’S LOOK AT THE NUMBERS 

Trying to learn what an increasing income rider is and how 

it works from written material is difficult. However, I feel 

confident that when you go over the following examples you will 

fully understand this unique rider and why it may be just the one 

for you if your goal is to generate the maximum amount of 

guaranteed income over your lifetime. 
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The guaranteed accumulation account 

The first issue that needs to be understood is how the 4% 

guaranteed return differs from the classic level guarantee. 

What you need to remember is that the guarantee is the 

highest of 4% or whatever the return is on the actual account value 

every year.   

The column on the right in the following chart is the 

amount credited to the actual account value every year. You’ll see 

three years out of ten when the actual account value is credited 

with 0%. That means the S&P 500 index as calculated for the 

actual account value returned 0% on the nose or what would be 

more likely is that each of the three 0% years represent years when 

the S&P 500 had a negative rate of return (because FIAs do not 

partake in the downside of the market, the crediting rate in down 

years is 0%). 

The second-to-right-hand column is the actual account 

balance. 

The column in the middle that says “Return with 4% in 

zero years” is what is being credited to the guaranteed account 

value.  In years when the return on the actual account is less than 

4%, the return in the guaranteed account defaults to the minimum 

which is 4%. 

The third column from the left is the guaranteed account 

value as it is credited with this unique crediting method.  

This example is for a 60 year old who funded the FIA in 

year one with $500,000 in a product that has a 5% premium bonus. 
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    Year End Return w/4% Year End Hypothetical 

Year Age Balance in zero years Balance Return 

1 60 $546,000  4% $522,900  0% 

2 61 $595,140  9% $567,681  9% 

3 62 $642,751  8% $610,643  8% 

4 63 $668,461  4% $608,201  0% 

5 64 $715,254  7% $648,172  7% 

6 65 $772,474  8% $697,225  8% 

7 66 $818,822  6% $736,103  6% 

8 67 $851,575  4% $733,158  0% 

9 68 $928,217  9% $795,946  9% 

10 69 $1,002,474  8% $856,183  8% 

      
6.7% 

average   

5.5% 

average 

One interesting thing to note about the actual account value 

is that, in years when the return is 0%, the account value goes 

down. That’s because with this product, when you add the 

guaranteed return/income for life rider, there is a .04% fee that is 

charged every year. 

What you’ll notice from the above chart is that the 

guaranteed account after 10 years has an average rate of return of 

6.7%. That is less than the guarantee that most other companies 

offer with level income payment riders (you can find 7-8% with 

several companies). 

The actual account value grew at what I would call a fairly 

average real-world return (5.5% over 10 years). 

The conclusion from this example is that it is likely that, if 

you purchased a FIA with an increasing income rider, you 

probably would end up with a higher guaranteed accumulation 

value than with several other level income rider products in the 

marketplace. 

Is that a reason NOT to buy an increasing income rider 

FIA?  I have not given you enough information to make that 

decision yet. 
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GUARANTEED INCOME FOR LIFE 

I will now discuss what happens and how this product 

works when you choose to activate the increasing guaranteed 

income for life rider (which can be activated 12 months after 

purchasing the annuity).  

When you get into the income phase, this is the only 

product that has an increasing income option with the possibility 

to increase the income annually. Again, most products in the 

marketplace have a level-income option.  

Starting income—When you decide to activate the 

guaranteed income rider, it is based on the value in your 

“accumulation” account (just like level-income products).  

In my previous example, the accumulation account value at 

age 70 was $1,002,474 (the actual account value was $856,183). 

Then depending on your age, the company will start your income 

stream using a certain income percentage. For the product I am 

illustrating, the starting income stream schedule looks as follows:  

5% from ages 60-70, 5.5% from ages 70-79, and 6% from ages 80-

90. 

Therefore, if the example client activated the income 

stream at age 70 (year 11 of the contract), the income would start 

out at $1,002,474 x 5.5% = $55,136. 

Again, the unique part of this rider is that the income can 

increase in any year there is a positive return in the annuity.  

For example, if the S&P 500 index as calculated in this product 

returned 8%, the income benefit would be increased by 8%.  

Using the example, the income for year two would be the 

same as year one because the actual return in year one in the 

annuity equaled 0%.  

In year two, however, the actual return in the product was 

9%. Therefore, the income for the third year payment would 

increase as follows: $55,136 x 9% = $4,962 (creating a new 

income of = $60,098). 
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Let me illustrate the power of a guaranteed increasing 

income rider by extrapolating out my example until age 90. I will 

take the 10-year hypothetical returns from earlier (0%, 9%, 8%, 

0%, 7%, 8%, 6%, 0%, 9%, 8%) and roll them for the second 10-

year window. Therefore, in year 11, the return will be zero; in year 

12, the return will be 9% and so on. 

  Guaranteed Actual Index   Guaranteed 

Age Income Rate of Return Age Income 

70 $55,136 0% 80 $93,594 

71 $55,136 9% 81 $93,594 

72 $60,098 8% 82 $102,018 

73 $64,906 0% 83 $110,179 

74 $64,906 7% 84 $110,179 

75 $69,450 8% 85 $117,892 

76 $75,006 6% 86 $127,323 

77 $79,506 0% 87 $134,963 

78 $79,506 9% 88 $134,963 

79 $86,661 8% 89 $147,109 

The guaranteed income numbers you’ll see in the following 

chart will truly be stunning. Do remember that this is an example 

and based on the actual returns in your annuity. The income 

payments could be higher or lower depending on those returns.  

-The total income from the first 10 years = $690,311. 

-The total income from the second 10 years = $1,171,814. 

-The total income for the 20-year period = $1,862,125. 

The payments keep going even after your account value 

goes to zero 

The question I’ve asked and answered a few times in this 

chapter is how can an insurance company afford to offer this 

product? Remember, the main reason is because the insurance 

company is giving you back your own money when making the 

guaranteed income payments.  
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In the above example, the $55,136 payment from year one 

is taken out of your actual account value. If in the annuity the 

actual returns in the early years are equal to or greater than the 

income payment percentage, then the actual account value will not 

decrease or will slowly decrease.  I will illustrate how this works 

using the numbers from my example (see the chart). 

In the following chart, the second column on the left is the 

beginning actual account balance for the year, and the column on 

the far right is the year-end actual account value. 

Remember, the actual account is what can be taken out of 

the annuity through withdrawals (in year 11 of the annuity there 

would be no surrender charge).  

I’ve put into the chart the guaranteed income payment 

using my 10-year rolling hypothetical return.  You will also see the 

actual returns in the annuity based on those hypothetical returns 

(the actual account value is still growing even though income 

payments are being made).  

What you’ll notice is that the actual account value goes to 

zero prior to the example client turning age 86.  If the client dies 

prior to age 86, his/her heirs will receive the account value in the 

right-hand column (which is dramatically different than single-

premium annuity products that typically would pass less or 

significantly less to the heirs upon an annuitant’s death). 

 

 The main reason people buy this product is so they will 

know that if they live a long life they will NEVER run out of 

income.  It’s very comforting; and as you should surmise from the 

numbers, the income payments are very strong.  
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  Beginning  Guaranteed  Actual Ending Actual 

Age Acct. Balance Income Payment Returns Acct. Balance 

70 $856,183  $55,136  $0  $797,843  

71 $797,843  $55,136  $66,844  $806,312  

72 $806,312  $60,098  $59,697  $802,687  

73 $802,687  $64,906  $0  $734,830  

74 $734,830  $64,906  $46,895  $713,951  

75 $713,951  $69,450  $51,560  $693,277  

76 $693,277  $75,006  $37,096  $652,746  

77 $652,746  $79,506  $0  $570,948  

78 $570,948  $79,506  $44,230  $533,529  

79 $533,529  $86,661  $35,749  $480,686  

80 $480,686  $93,594  $0  $385,543  

81 $385,543  $93,594  $26,275  $316,951  

82 $316,951  $102,018  $17,195  $231,200  

83 $231,200  $110,179  $0  $120,536  

84 $120,536  $110,179  $725  $11,038  

85 $11,038  $117,892  $0  $0  

86 $0  $127,323  $0  $0  

87 $0  $134,963  $0  $0  

88 $0  $134,963  $0  $0  

89 $0  $147,109  $0  $0  

If the example client lives past 89, the income payments 

will continue to be paid (and will increase in any year the index 

return is positive in the product).  I chose to stop the chart at age 89 

simply for brevity purposes. 
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The previous two charts simply illustrate in a different 

manner the increasing income (first chart) and the amount of 

money that will pass to the heirs upon death (second chart). 

COMPARING AN INCREASING INCOME RIDER 

TO A TYPICAL LEVEL RETURN/INCOME RIDER  

I think the best way to help determine if an increasing 

income rider FIA can be a viable tool is to compare it to one of the 

better level return/level income products. 

Comparison 1:  

The following comparison will be what I consider to be 

fairly real world.   

I’d like you to keep two key points in mind when looking at 

this comparison: 

1) I assumed what I think is a reasonable rate of return over 

the 10 accumulation years (prior to starting the income for life 

payment) for the above example (a 5.5% average annual rate of 

return). 

2) I used the same ten-year rolling return in the income 

phase for both products (which is driving the increased payment in 

positive years for the increasing income product):  

0%, 9%, 8%, 0%, 7%, 8%, 6%, 0%, 9%, and 8%. 
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  GIB  GIB  

Age Increasing Income Level income 

70 $55,136  $61,965  

71 $55,136  $61,965  

72 $60,098  $61,965  

73 $64,906  $61,965  

74 $64,906  $61,965  

75 $69,450  $61,965  

76 $75,006  $61,965  

77 $79,506  $61,965  

78 $79,506  $61,965  

79 $86,661  $61,965  

80 $93,594  $61,965  

81 $93,594  $61,965  

82 $102,018  $61,965  

83 $110,179  $61,965  

84 $110,179  $61,965  

85 $117,892  $61,965  

86 $127,323  $61,965  

87 $134,963  $61,965  

88 $134,963  $61,965  

89 $147,109  $61,965  

Total Income $1,862,125  $1,239,300  

The difference in income over time is staggering. The 

increasing income product generated $622,825 more income than 

the level income product. 

In the previous example, there was no comparison between 

how much income would be received with the level income and 

increasing income product. The increasing income product 

produced significantly more income. 

Using the previous example, you need to also keep in mind 

that the actual account value that will pass to the annuity owner’s 

beneficiaries at death will be decreased on an increasing basis as 

the income payments increase.   
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With the increasing income product, the actual account 

value went to zero in this example when the annuitant turned age 

85. 

With the level income product, the actual account value 

went to zero when the annuitant turned age 90. 

Therefore, as I indicated earlier, the increasing income 

product is designed for maximum income and will most likely pass 

less or much less money to your heirs upon death. 

Comparison 2:  

What if the returns in the actual account value in an 

increasing and level income FIA are lower than what I’ve assumed 

in the previous comparison?  

As you will see, lower returns significantly hurt the 

increasing income product. Because the guaranteed return inside 

the accumulation account is 4% or whatever the measuring stock 

index returns (if higher), the beginning balance used to determine 

the starting point for the guaranteed income payments will be 

lower for the increasing income product.  Let’s see how this, along 

with a lower average rate of return over the payout phase, affects 

the income stream. 

I will use the following returns for the 10-year roll up 

period from the example client’s age 60-69: 0%, 6%, 5%, 0%, 5%, 

6%, 3%, 0%, 5%, and 0%. The average over the 10-year period is 

3%.  I will roll the same hypothetical return starting again for ages 

70-79, and 80-89. 

Let’s look at the numbers.  I think you’ll find the difference 

very interesting.  In the following chart, I have listed the income 

from the previous 5.5% average return example, the new 3% 

return assumption, and the level income payment. 

The level income payments are the same regardless of the 

actual returns (remember, income from the 7% guaranteed return 

with level income product typically will not vary over time). 
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  GIB Inc. Income  GIB Inc. Income  GIB  

Age 5.5% ave. return 3% ave. return Level income 

70 $55,136  $45,695 $61,965  

71 $55,136  $45,695 $61,965  

72 $60,098  $48,437 $61,965  

73 $64,906  $50,858 $61,965  

74 $64,906  $50,858 $61,965  

75 $69,450  $53,401 $61,965  

76 $75,006  $56,606 $61,965  

77 $79,506  $58,304 $61,965  

78 $79,506  $58,304 $61,965  

79 $86,661  $61,219 $61,965  

80 $93,594  $61,219 $61,965  

81 $93,594  $61,219 $61,965  

82 $102,018  $64,892 $61,965  

83 $110,179  $68,137 $61,965  

84 $110,179  $68,137 $61,965  

85 $117,892  $71,543 $61,965  

86 $127,323  $75,836 $61,965  

87 $134,963  $78,111 $61,965  

88 $134,963  $78,111 $61,965  

89 $147,109  $82,017 $61,965  

Total 

Income $1,862,125  $1,238,599 $1,239,300  

What will jump out at you is the fact that, even with the 

increasing income product only returning 3% in the actual account 

value (which is very conservative), the total income from the 

increasing income rider is still virtually identical to the level 

income product ($1,238,599 vs. $1,239,300).   

Comparison 3: 

This is the comparison that will probably intrigue most 

readers. This is the “what if” comparison if the measuring stock 

index does very well over the years of the example. 
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For this last comparison, I’ll assume an average rate of 

return of 7% in the FIA.  While 5%-6% annual is realistic, in a 

good market run, a FIA could average 7% (especially a monthly 

cap product).  The 10-year rolling return will be as follows (both 

during the accumulation period and the income period): 10%, 5%, 

12%, 0%, 8%, 12%, 8%, 0%, 10%, and 5%.  

  Inc. Income  Inc. Income  Inc. Income  GIB  

Age 

5.5% ave. 

return 

3% ave. 

return 

7% ave. 

return 

Level 

income 

70 $55,136  $45,695 $60,959 $61,965  

71 $55,136  $45,695 $67,055 $61,965  

72 $60,098  $48,437 $70,407 $61,965  

73 $64,906  $50,858 $78,856 $61,965  

74 $64,906  $50,858 $78,856 $61,965  

75 $69,450  $53,401 $85,165 $61,965  

76 $75,006  $56,606 $95,385 $61,965  

77 $79,506  $58,304 $103,015 $61,965  

78 $79,506  $58,304 $103,015 $61,965  

79 $86,661  $61,219 $113,317 $61,965  

80 $93,594  $61,219 $118,983 $61,965  

81 $93,594  $61,219 $130,881 $61,965  

82 $102,018  $64,892 $137,425 $61,965  

83 $110,179  $68,137 $153,916 $61,965  

84 $110,179  $68,137 $153,916 $61,965  

85 $117,892  $71,543 $166,229 $61,965  

86 $127,323  $75,836 $186,177 $61,965  

87 $134,963  $78,111 $201,071 $61,965  

88 $134,963  $78,111 $201,071 $61,965  

89 $147,109  $82,017 $221,178 $61,965  

Total 

Income $1,862,125  $1,238,599 $2,526,877 $1,239,300  

Using what I would consider the high end of what the 

potential returns could be in the increasing income FIA product, 

look at the difference in income as compared to the level income 

product: $1,287,577 ($2,526,877 vs. $1,239,300).  
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SUMMARY AND CONCLUSIONS FROM THE 

COMPARISON EXAMPLES 

If you literally want a “guaranteed income for life,” you 

should buy a FIA with a level return/level income rider.  

With a level return/level income product you know exactly 

what your income benefit will be when you activate the rider.  In 

my previous comparisons, that amount is $61,965.   

While that income amount could increase if the measuring 

index has a really good run over a period of years, the vast 

majority of the time, your income once started will remain level 

until you die.  

If you want a product that over time should pay you either 

more income with what I would call average returns in the 

measuring stock index over time, you should buy an increasing 

income rider FIA. 

The caveats to the above statements are as follows:   

1) If your goal is a guaranteed income but also that of 

passing wealth to your heirs through the actual account value at 

your death, then an increasing income product may not be the one. 

Because the increasing income payments can be significantly more 

over time than a level income payment, your actual account value 

with the increasing income product may go to zero much quicker 

than a level income product. 

2) If you plan on waiting more than 10 years before 

activating the income rider, you may not want to use an increasing 

income product because the maximum guarantee roll up rate is ten 

years. If you want to wait until 12-15+ years before activating 

income, using a level income product that allows for a guaranteed 

roll up rate over a longer time span may work out better for you. 

3) If you plan on funding a FIA with a guaranteed income 

rider and activating the income 12 months after funding or even 

within a few years of funding, the numbers strongly indicate that 

using an increasing income FIA will provide you significantly 

more income over your life expectancy. 
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SUMMARY ON GUARANTEED INCOME BENEFIT 

RIDERS ON FIXED INDEXED ANNUITIES 

If your head is spinning with all the numbers I’ve thrown at 

you in this chapter, don’t worry. The bottom line with GIB riders 

on FIAs is very simple to understand. 

The benefits to a FIA with a GIB rider are as follows: 

1) Your money will never go backwards when the stock 

market declines. 

2) You will be given a guaranteed rate of return of 

between 4-8% on an accumulation account inside the product. 

3) You will be given a guaranteed income for life you can 

never outlive (which is based on the guaranteed accumulation 

account value when activated). 

The income stream at a minimum with most level income 

products will be paid based on the following rates of return: 

5% at ages 60-69 

 6% at ages 70-79 

 7% at ages 80-89 

 8% at ages 90+  

4) You have access to the money in your FIA at all times 

(subject to the typical surrender charges). 

5) When you die, the account value will pass to your 

beneficiaries. 

6) The guaranteed rate of return can roll up for 15+ years 

with certain products. 

7) With some products, your guaranteed income for life can 

increase by 3% if you can’t perform 2 of your 6 ADLs (a free 

quasi long-term care benefit). 

It’s really that simple. If you like the bullet points above, 

you are a candidate to grow your wealth with a FIA that has a GIB 

benefit rider. 

 

 



Earn a Guaranteed Return with a Guaranteed Income For life 

______________________________________________________ 

 212 

Maximum income 

If you would like to buy a product that has a good 

likelihood to pay you the maximum amount of income, you should 

purchase an increasing income rider product.   

Fees 

The fees for GIB riders typically range from .4% a year to 

.85% a year (which is significantly less than a typical mutual 

fund). 

YOU ARE NOT A CANDIDATE TO USE A GIB 

RIDER 

If you answer yes to the following questions, you are not a 

candidate to grow wealth with a GIB rider: 

1) You do not mind risking all of your money in the stock 

market (and subjecting it to 59% downturns/crashes as we’ve seen 

during 2007-2009). 

2) You are not interested in guaranteeing that you will have 

a specific annual income every year in retirement that you can 

never outlive. 

3) You have more than 15 years to wait before needing 

income from your retirement funds.  

QUESTIONS 

While I hope I’ve done a good job with my explanation of 

how GIB riders work within the context of a FIA, I’m sure that 

many readers will have questions.   

If you have questions, please feel free to contact your 

locally trusted advisor.  

 


