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A study on the improvement of variable annuities
for consumer protection
: disclosure and back-end loading

In Korea, the first variable annuity (VA) product was introduced in
2002. Since then, the VA products have gained popularity and their
sales have grown at a rapid rate. In spite of VA’s rapid growth, fewer
consumers understand how a VA works, its benefits and risks, and
what its commitments are under a VA contract. In April 2012, a
comsumer group released a report arguing that the rates of return on
investment for most VA products are lower than the inflation rate.
Right after the announcement, the insurance industry became the
target of widespread criticism for its practices, characterized by
misleading advertising, mis-selling, excessive fees and charges, and
inadequate disclosures. It seems definitely time for insurers to change
their practices drastically to earn consumer’s trust.

This report aims to suggest recommendations to enhance VA
policyholder protection. We focus on improving the disclosures and
fee structure of VA products. The disclosure of VA should be
improved to ensure that customers can make their choices on an
informed basis. Before purchasing a VA contract, consumers should
understand that variable annuities are designed to be long-term
investments, to meet retirement and other long-range goals. Variable
annuities are not suitable for meeting short-term goals because
substantial taxes and insurance company charges may apply if
consumers withdraw their money early. To inform consumers about

this essential characteristics of VA, the disclosure should include



readable information on the rate of return on investment, fees and
expenses, and benefits and risks of each product. In particular, we
suggest that posted return on investment should be calculated as a
percentage increase over the initial purchase payment, not over the
initial value of accumulation. Certainly, it should be fully explained to
the customer in the selling process that suggested return does not
contain benefits of VA.

Life insurance companies should design alternative charges and
enhance guarantee function and set a target market suitable for VA.
Firstly, regarding sales charge structure, all VAs are designed by front
end charges while back end charges are not provided. Reflecting that
charges are the main components determining the level of consumer
satisfaction, insurance companies should consider the provision of
alternative structures. Comparing with front end charges, we show
how back end charges impact to return and surrender value, resulting
high investible amount and return in the early years. However, due to
the presence of trade-offs, the results may change depending on
various factors such as persistent period, premium payment type,
investment return, and etc.. Therefore, we suggest providing back end
loading products in terms of expanding consumer choices and
increasing consumer utility.

Secondly, to cope with the low interest rates and an ageing
population, VA should be able to provide guaranteed lifetime
withdrawal benefit. This feature, known as longevity risk
management, offers comparative advantage compared to competing
products such as program withdrawal.

Lastly, in order to increase consumer welfare insurance companies



set sales targets, accumulating assets to generate retirement income.
And then it is necessary to establish appropriate sales channels to the

target markets.
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A 2006 2007 2008 2009 2010 FAHIS
15~19 20,305 26,036 31,380 37,705 45,538 1.9
20~24 44,628 60,199 76,145 85,381 98,087 6.0
25~29 97,700 146,538 198,887 228,763 240,765 16.2
30~34 150,290 208,325 259,467 298,560 332,288 30.1
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75+ - 4 13 35 78 -
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~50,000 1,416 1,671 1,756 1,884 2,072 99.8

~100,000 1,200 1,714 2,011 2,551 3,173 100.0

100,000~ 275 357 437 595 796 100.0
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& A AR 20E $0.5%p MS(FEATAE 7.0%2 A, FATY
£ 0.0%= 32 Al F3Y AHFF ot A 3F AAE Hlalshe
A

O HeEF SR A= AT thiH] 6%~0%(1hHE o= 3

SEEALQH| I}

EApg2] Eo] 0.5%p A3l 7|5 714 div] D sfo| Ha| EAHES S
HE AP} SRE 4 gl AR @71 0.1 YOAAE 14,08 Y

vs, 14.19F $)~12. 19+ F(Q02}FAE 413,09 ¢ vs. 425,17+ 9) =04,
O FEA4=0]E0] 0.5%p dFalH o] B g| =EARE O] =2 A H] | 7l= 0.1
Tk AAAFAE 14.09F ¥ vs, 13.99F €)~11.39F € Q0AFA = 413.07F A
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(B2 H 1-1) VA=2M-SXAH| S7KEH, SY2
Tl w9

o | Sm | SlleIcHE Sxiolg Z4}(510 |12 =)
6.5%A) | 65%(B) | 7.0%C) | 60%D) | B-A c-A | DA
1 28.8 14.0 14.1 13.9 -14.9 -14.9 -14.9
2 56.5 29.3 29.4 29.3 -27.2 -27.2 -27.2
3 83.2 46.1 46.1 46.0 -37.1 -37.0 -37.2
4 108.8 64.1 64.3 B39 | 447 | 445 | 449
5 133.5 83.3 83.7 83.0 -50.1 -49.8 -50.4
6 157.1 103.8 104.3 103.3 -53.3 -52.8 -53.8
7 179.9 1255 126.2 1247 | s45 | 37| 552
8 198.0 148.2 149.2 147.2 -49.8 -48.8 -50.8
9 215.4 171.9 173.3 170.6 -43.4 -42.0 -44.8
0 | 2321 196.7 198.6 1950 | 353 | 35| 371
11 240.7 214.4 216.8 2121 -26.3 -23.9 -28.6
12 248.9 233.3 236.4 230.4 -15.6 -12.6 -18.5
13 256.9 253.8 257.6 250.2 -3.1 0.7 -6.7
14 264.5 275.4 280.0 271.0 10.9 15.5 6.5
15 | 2719 208,2 303.7 202.9 26.3 3.9 | 210
16 273.9 321.0 327.6 3147 47.1 53.7 40.8
17 275.8 343.8 351.6 336.5 68.0 75.8 060.7
18 277.6 366.6 375.8 358.1 89.0 98.1 80.4
19 279.4 389.9 400.4 380.0 110.4 121.0 100.6
20 281.1 413.0 425.1 401.8 131.9 144.0 120.6

1) YRR 208 Y.
2) A2 thu] SABA A2k 7P,
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(82 08 1-2) fIZ=2A-SXAIEH|
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60 -

UM FHARRIY] BE A EARelE

CERIRESS]

O TARRol O] 0.5%p A%3HE ALYH] Brbs
AFAE 4219 ¥ vs, 42.39F )~42.69F Y202} =

T ) Sk

13 14 15 16 17 18 19 20 Zat7|zt

712 714 Hi\) 0.27t

839.2%7F ¢ vs, 881.8

0wk, FAl4=el g o] 0,5up stetsld FHAFE BolS S HmT 4 3
L =AAGH] @7 0.20F FAAAE 42,19 A vs, 41,97 9)~30 41t

AQ0XA & 839,25+ Y vs, 799,84 &) Lro}A],



EE 5 1-2) UH=EM-SMAIRIH| SITHYAE, S
(&91: w9

o | mm | SolmEuE mRoE Zrfstol=al=—415)
65%A) | e5up) | 7060 | 60%D) | BA | A | DA
1 300.0 421 423 41.9 -257.9 -257.7 -258.1
2 | 31 84.3 84.9 8§37 | 2638 | 2632 | -2644
3 394.3 126.3 127.5 125.2 -268.0 -266.8 -269.1
4 438.8 168.4 170.4 166.4 -270.4 -208.4 -272.3
5 481.5 210.5 213.5 207.6 -271.0 -268.0 -273.9
6 522.6 252.4 256.6 248.3 -270.2 -266.0 2742
7 562.1 2942 299.7 288.9 -267.9 -262.4 -273.2
8 600.1 336.1 343 4 3292 -264.0 -256.7 -270.9
9 636.6 378.2 387.2 369.6 -258.4 -249.4 -267.1
10 671.8 419.6 430.7 409.1 -252.1 -241.0 -262.6
11 672.8 461.7 475.0 449 4 2111 -197.8 223 4
12 673.8 503.7 519.4 488.7 -170.1 -154.4 -185.0
13 674.7 545.5 563.8 528.3 -129.2 -110.9 -146.4
14 675.6 587.0 608.3 567.2 -88.6 -67.3 -108.4
15 676.5 628.7 652.9 0605.7 -47.8 -23.6 -70.7
16 677.3 670.5 697.9 644.8 -6.8 20.6 -32.5
17 678.1 712.3 743.2 683.4 34.2 65.1 5.3
18 678.9 753.8 788.7 721.8 75.0 109.8 43.0
19 679.6 796.3 834.8 760.3 116.7 155.2 80.7
20 680.3 839.2 881.8 799.8 158.8 201.4 119.5

=Z. 0]
T =2
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0.5%p &

T
i

- =g =——SXroE0SHYs — A

2. 9XXe| =&

W D sto| B EAES AEg A o] ShFE-S EARolE0] 0.5%p A
B1H 0,4%p(1AFA = 92.6% vs, 93,1%)~10, 7%pROXAE 161,2% vs, 171,9%)
ol
O FAFE0] 0.5%p shshH sfA|AFe] ShgE2 0.4%p(1AFA e 92.6%

vs. 92.2%)~9.8%p(20AFA L= 161.2% vs. 151.4%) S12+%t.



(B2 ® 1-3) UH=EAM-iX|X}e

(&) 7+ )

NREERE SI0HE|EAE EXOlE ZilGtol=2|=—M%)

= | 6.5%A) 6.5%(B) 7.0%(C) 6.0%(D) B-A C-A D-A
1 57.3 92.6 93.1 92,2 35.3 35.8 34.9
2 79.9 95.6 96.3 94,9 15,7 16.4 15.1
3 88.0 98.3 99.2 97.4 9.7 10.6 8.8
4 94.6 101.5 102.7 100.3 6.9 8.1 5.7
5 98.3 104.1 105.6 102.6 5.7 7.2 43
6 102.1 107.1 109.0 105.3 5.0 6.9 3.2
7 106.1 110.8 112.9 108.7 4.7 6.9 2.6
8 108.5 112.7 115.2 110.3 41 6.6 1.7
9 112.0 115.4 118.3 112.7 3.4 6.3 0.7
10 114.9 117.5 120.8 114.4 2.6 5.9 0.5
11 118.0 120.3 124.0 116.9 2.4 6.1 1.1
12 121.9 123.2 127.3 119.3 1.4 5.4 2.5
13 125.5 126.5 131.1 1222 1.0 5.6 3.4
14 129.6 129.7 134.7 125.0 0.1 5.1 4.6
15 133.8 132.9 138.5 127.7 -1.0 47 6.2
16 139.3 137.7 144,0 131.6 -1.7 4.7 7.7
17 146.0 143.0 150.4 136.2 2.9 4.4 9.8
18 152.8 148.8 157.3 141.0 4.0 45 -11.8
19 160.4 154.8 164.4 146.0 5.5 4.1 -14.4
20 167.8 161.2 171.9 151 .4 6.6 41 -16.4

F ) EgREER 200 Y
2) A div] S| AFA A 7S
(B2 O3 1-4) YUA=2M-SliXXe SEE(EH, 3¢

%
40 -

20 -

-20 -

15 16 TP 4S9 20 B1t7[Zt
- -

SR} § 0.5% o2t



m AP T 20124

WA FANES ML F F= AT APte] FFE A4 FAso
£ 4% 1 shetol uet WEF
0 EAp5ol o] 0.5%p ALahE 71 714 thH] BFES 0,41l

97.0% vs, 97.4%)~21, 7%p(20X} A & 220.0% vs, 241,7%) =o}-4]
O FEApolEo]l 0.5%p dteEstH SEES 0.5%p(IAAE 97.0% vs.
96.5%)~19.5%p(20X}A & 220.0% vs, 200,5%) Wro}Al.

o

(B2 B 1-4) DPERA-siRiRel SFHUA, S
(a9l: % )

o | MEAE o0 |H2|EAE EXRIE ZAxKSH0 |22 | =—4F)

= | 6.5%A) | 6.5%B) 7.0%(C) 6.0%(D) B-A C-A D-A
1 98.8 97.0 97.4 96.5 1.8 1.4 2.3
2 102.6 102.0 103.0 101.1 0.6 0.4 -15
3 106.3 107.1 108.6 105.6 0.8 2.3 0.7
4 110.3 112.5 114.7 110.5 2.2 43 0.1
5 114.7 118.2 121.0 115.5 3.5 6.4 0.8
6 119.1 124.2 127.8 120.8 5.1 8.7 1.7
7 123.6 130.4 134.7 126.2 6.7 11.1 2.6
8 128.3 136.8 142.1 131.8 8.5 13.7 3.5
9 133.3 142.1 148.3 136.3 8.9 15.0 3.0
10 138.5 147.5 154.6 140.7 9.0 16.1 2.3
11 144.9 153.3 161.4 145.6 8.4 16.5 0.8
12 151.9 159.3 168.6 150.7 7.4 16.7 -1.2
13 159.0 165.8 176.3 156.1 6.8 17.2 2.9
14 166.5 172.4 184.1 161.5 5.9 17.6 5.0
15 175.2 179.5 192.7 167.5 4.3 17.4 7.8
16 184.2 187.1 201.8 173.7 2.9 17.5 -10.5
17 192.2 194.5 2107 179.7 2.2 18,5 12,5
18 202.4 202.6 220.6 186.4 0.3 18.2 -16.0
19 211.6 210.7 230.4 192.9 0.9 18.8 -18.7
20 2225 220.0 2417 200.5 2.5 19.2 -22.0
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-20 -

FAt=91E 0.5%p ot

A 98.5% vs. 99.0%)~10,7%p(202}F¢1 =

OFRLY] 420E-2 0.5%p(12k
161.2% vs, 171,9%) 7§ A1,
O TR &0 0.5%p Steteld FA24e] 420152 0.4%p(12HA %= 98.5%

vs. 98,1%)~9.8%p (20X} &= 161.2% vs. 151.4%) &}ek3t,
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BHE ¥ [-5) DUZEN-QX[XIQ| 4olE5(E

=0
, S OHA

tz r)

(99):  9)

SlO|H2|EAE FXRAUE

ZxH510]=2|=—M%)

| MEA=
2| 65%A) | 65%B) | 7.0%C) | 6.0%D) B-A C-A D-A
1 91.9 98.5 99.0 98.1 6.7 7.1 6.2
2 94,2 100.6 101.3 99.9 6.4 7.1 5.7
3 96.3 102.4 103.4 101.4 6.1 7.1 5.2
4 98.7 104.6 105.9 103.4 5.9 7.2 4.7
5 100.6 106.2 107.7 104.7 5.6 7.1 4.1
6 103.0 108.2 110.1 106.4 5.2 7.1 3.4
7 105.9 110.8 1129 108.7 4.9 7.1 2.8
8 108.4 112.7 115.2 110.3 43 0.8 1.8
111.9 115.4 118.3 1127 3.6 6.5 0.8
10 114.5 117.5 120.8 114.4 3.0 0.3 -0.1
11 118.0 120.3 124.0 116.9 2.4 6.1 -1.1
12 121.4 123.2 127.3 119.3 1.8 5.9 2.1
13 125.4 126.5 131.1 122.2 1.1 5.7 -3.3
14 129.2 129.7 134.7 125.0 0.4 5.5 4.3
15 133.2 132.9 1385 127.7 0.3 5.3 5.5
16 138.9 137.7 144.0 131.6 1.3 5.1 7.3
17 145.4 143.0 150.4 136.2 2.4 49 9.3
18 152.6 148.8 157.3 141.0 -3.8 4.7 -11.6
19 159.8 154.8 164.4 146.0 -5.0 4.6 -13.9
20 167.4 161.2 171.9 151.4 -6.3 4.4 -16.1

2 AR 209 4
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(B2 2 1-6) UL=2A-RXIXIe] SAS(LAL, SLL)
(@l: w9

e MEA=E SlO[HE|EME EXUE ZRKSI0 =22 | =—MF)
= | 6.5%A) | 65%B) 7.0%(C) 6.0%(D) B-A C-A D-A
1 98.8 104.3 104.8 103.8 5.5 6.0 5.0
2 102.6 108.6 109.6 107.6 5.9 7.0 4.9
3 106.3 1127 114.3 111.1 6.4 8.0 4.8
4 110.3 117.2 119.4 115.1 6.9 9.1 4.7
5 114.7 121.9 124.8 119.1 7.2 10.1 4.4
6 119.1 126.8 130.4 123.3 7.7 11.3 4.2
7 123.6 131.7 136.1 127.5 8.0 12.4 3.8
8 128.3 136.8 142.1 131.8 8.5 13.7 3.5
9 133.3 1421 148.3 136.3 8.9 15.0 3.0
10 138.5 147.5 154.6 140.7 9.0 16.1 2.3
11 144.9 153.3 161.4 145.6 8.4 16.5 0.8
12 151.9 159.3 168.6 150.7 7.4 16.7 -1.2
13 159.0 165.8 176.3 156.1 6.8 17.2 -2.9
14 166.5 172.4 184.1 161.5 5.9 17.6 -5.0
15 175.2 179.5 192.7 167.5 4.3 17.4 7.8
16 184.2 187.1 201.8 173.7 2.9 17.5 -10.5
17 192.2 194.5 210.7 179.7 2.2 18.5 -12.5
18 202.4 202.6 220.6 186.4 0.3 18.2 -16.0
19 211.6 210.7 230.4 192.9 -0.9 18.8 -18.7
20 2225 220.0 2417 200.5 2.5 19.2 -22.0
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American ) Lincoln North
= Equity A e National Life American
_ Litetime Income I_ip(_:oln
Eof Income Income Edge Protector] Living Income Pay
= Benefit Rider Plus Withdrawal IncomeSM
Benefit Advantage
Secure Lincoln
Income
Bonus Select Plus Index New ®
Opportunities Directions
Gold, & .
Retirement Income Plus, S'er1es, Charter 14
Gold Select Secure Lincoln »
Bonus Index OptiChoice™
) Outlook Series
WA el =4 =4 =4
0.20%
0.60% _ =9 6%
(2 796) 0.75% 0.65% 0.4% ( 0_?5% )
(4% 8%)
27} 7V 27} 7V 7V
CdEgEs | OEER | OMEYEER | VE9YEER | VHERR
+HUA) +H U2 +H U2 (TEQIE+ +HUA
(TERIE (FERIE (FEE 3 2] FA) (FEE
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AYaT T4 6%
| 122060 6% 7)) = 1017}
s 100% 8%
7Ps 7P 27t 27t 7Fs
Sal
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