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Over three years ago, while reviewing new annuity product fi lings, I came across one that caught my eye. The 
income rider on the product allowed clients to receive an increase in income even though their principal balance was 
decreasing. 

This raises a couple of interesting questions. Would you choose to receive the same monthly income check for 
the rest of your life? Or, would you rather receive a lower monthly income payment now with the potential for your 
monthly check to increase each year?  

For a better understanding on how this income rider works, here’s an example.

A client age 75 has $100,000 in annuity premium. He wants to turn on lifetime income payments under the terms of 
the annuity income rider immediately. He selects the single life payout option. According to the rider, the client, age 
75, is eligible to receive a 5.5% guaranteed lifetime income withdrawal payment which equals $5,500. 

Based on the interest percentage that is calculated on the underlying annuity, the client’s income payments can 
increase annually. In this hypothetical example, the fi xed indexed annuity was issued on March 6, 1990 with a 
6.25% annual cap. In the following year, the client’s payment increases by 6.25% and is locked-in. This practice 
continues each year. The payment will increase by the index rate and remain at that amount until the index rate 
is determined for the following year. As shown in the chart, when the index rate is “zero”, the income payment will 
continue at the same amount as the prior year and does not suffer a negative effect. As you can also see from the 
chart, the client’s payments continue and even increase even when the accumulation value has been depleted.  In 
fact, the annuitant’s income payment stream will continue until he dies. 

In this example, the client has not annuitized the policy. If he decides to stop his payments at a later date or if he 
dies, the residual accumulation value will remain in the annuity for the client’s use or his benefi ciary’s use.

In the chart, positive interest years have been highlighted in blue and the years the accumulation value is “zero” 
have been highlighted in yellow.

See next page for chart. 

In my last article, I explained traditional annuity withdrawal options when using an income 
rider. In this article, I will explain about a unique income rider that allows clients to receive 
increasing income on a decreasing asset.

Anatomy of a Fixed Annuity Income Rider
Part 5: A Unique Income Rider
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Here’s a quick recap:

1) Initial income payments are slightly lower.
2) Income payments have the opportunity to increase annually (even though the annuity’s accumulation value is 
    decreasing).
3) Payment amounts are locked-in each year.
4) Payments not only continue but can also increase even when the accumulated value is “zero”.

So, the next time you discuss annuities with your client, ask them two questions. Would you choose to receive the 
same monthly income check for the rest of your life? Or, would you rather receive a lower monthly income payment 
now with the potential for your monthly check to increase each year?  

Note: When explaining annuities to your clients, it is important to always discuss the primary benefi ts annuities 
provide fi rst. These benefi ts include tax-deferral, a guaranteed minimum interest rate, safety of principal, and the 
possibility of avoiding probate. Once the benefi ts of the underlying annuity have been clearly defi ned, you can 
discuss optional income riders and their benefi ts. 

In Part 6 of this series, we’ll delve deeper into income rider options.  If you would like to receive a carrier-approved 
consumer tool to demonstrate this concept, please contact us at Brokers International, Ltd. at 800.362.1097.

This article is not intended to give tax or legal advice and is for general educational purposes only.  This article is for agent use only.  
Features and/or Riders may not be available in all states or with all insurance carriers and may vary from state to state.  Please check the 
product/rider disclosures and policy for actual terms and conditions.  You are encouraged to seek independent legal and/or professional 
advice depending on your client’s individual circumstances.
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