
I presented this predatory annuity sales case to the SEC during a lobbying visit with the Institute for the 

Fiduciary Standard.  We never got a universal fiduciary standard.  There’s too much money on the other 

side…. 



Charles Ryan, CFP® 

Atlantic Financial Planning 

1997 Annapolis Exchange, Suite 300 

Annapolis MD 21409 

 

April 5, 2018 

SEC Office of the Investor Advocate 

100 F Street, NE 

Washington, DC 20549 

Dear SEC Office of the Investor Advocate: 

Attached are excerpts from a case involving the transfer of a client’s total savings into four variable 

annuities.  The clients had no investment experience and believed that the advisor was working in 

their best interest.  They were misled by the sales presentation.  They signed a disclosure form 

which stated the product fees.  With nothing to compare them to, these fees meant little to them.   

They did not understand how these contracts worked.  Once I explained the workings to them, they 

wanted to get out of the contracts and were forced to pay a hefty surrender charge.  In the end, 

these contracts cost them 10% of their life savings.  It’s unlikely that these contracts would have 

been recommended if the law required the adviser to put the client’s best interest first. 

Sincerely, 

Charles Ryan, CFP® 



Summary 

• Wells Fargo convinced clients to put all savings including active 401ks into four variable 

annuities. The average weighted annual expense was 3.6%.   

• Clients believed that the annuities guaranteed 5%, etc., annual bonus or roll up which increases 

the income base (not the account they own) accrued to them on a dollar for dollar basis.  In fact, 

the income base is only used to calculate an annual guaranteed payment beginning at some 

later date (page 1). 

• They signed disclosures showing the contract fees (page 2).  However, they had no investment 

experience, little education (husband never completed high school) and had no idea what fee 

was reasonable or what the alternatives were. 

• The IRR of these payments where in the range of 1.4% to 3% if they lived to age 95 (pages 3 and 

4). 

• Husband stated that he thought Wells Fargo was acting in his best interest. 

• Once they fully understood what they had, they faced the option of continuing to pay 

$1000/month for a minimal guarantee or pay $20,000 in surrender fees. 

• One meeting with a Wells Fargo wealth advisor cost them 10% of their $370,000 in lifetime 

savings (18 months of contract fees plus the surrender charge). 

• This is one of many examples that I’ve come across.   
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Excerpt from analysis 

These contracts are expensive.  You are currently paying a total of $12,659 annually in fees (shown 

below).   The same $377,228 could be invested at Vanguard for 0.15% or $500 annually.  The Vanguard 

investments would not come with any form of guarantees.  

 

It's important to keep the following in mind:  in all of these contracts there are effectively two 

accounts: one that you own and can cash out and another that you do not own.  The account that you 

own is invested in mutual funds that follow the ups and downs of the market.  These accounts can 

lose value.  All of the contract expenses are deducted from this account.  So, even if the market is flat, 

your account value will decline by the expense charge.   

The account that you do not own is the account that increases annually by the guaranteed rates.  For 

example, the Lincoln “income base” increases at 5% annually.  Note on your contract that there are 

future projections for this income base.  You can’t cash this amount out.  You can only take annual 

withdrawals equal to 4% of that amount now or 4.5% if you begin withdrawals in ten years.  These 

percentages can be deceiving.  For example, the actual rate of return that these guaranteed 

withdrawals represent is only 2.6% if you were to start them at 71 and died at 95.  The 5% guaranteed 

return during the accumulation phase is effectively nullified by the low lifetime payment amounts. 

The majority of these fees are paying for guaranteed lifetime payments that you can begin at any time.  

To determine whether these guaranteed payments have value we first need to measure the rate of 

return needed to generate them.  These rates of return are shown in the graph below.  If you could find 

an investment yielding a higher return, that investment would create greater income than the contract 

provides.  

Think of the account value as your investment and the payments as your return on that investment.  For 

example, the Transamerica return line below intersects 0% at age 84.  At that point, the insurer has 

repaid your $100,000 premium.  At age 87, the rate of return is 1.2%.  You could have created the same 

payment stream by placing the premium in an FDIC insured online bank which is currently paying 1.2% 

interest.  At age 91, the return is equal to the 2.35% interest currently paid on ten year US Treasury 

bonds which you could buy from Treasury Direct without any fees, commissions or surrender charges. 

If you did want guaranteed income, you get more by purchasing a single premium immediate annuity 

(SPIA).   For example, a $100,000 premium paid today would buy you $9744 in annual income beginning 

in ten years.  Note that the SPIA return line is the highest in the graph. 

Amount Expense

Annual 

expense

Allianz 111,711$       3.30% 3,686$       

AXA 54,650$          3.51% 1,918$       

Transamerica 109,346$       4.10% 4,483$       

Lincoln 51,159$          3.55% 1,816$       

Fund Source 50,362$          1.50% 755$           

Total 377,228$       12,659$     
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The problem we have now have is that the surrender charges total $19,500 as shown below. 

 

 

Allianz $8,500

AXA $3,500

Transamerica $4,000

Lincoln $3,500

Total $19,500


