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Preface
With record low interest rates, there is virtually no
yield in savings accounts for anyone that is adverse to
market risk. Our seniors, retirees, and soon to be retired
are stressed to find safe ways to get interest income on
their savings.

Institutional buyers and hedge funds have long
been the sole beneficiaries of secondary market annuities
from factoring companies including “Get Cash Now” and
“J. G.Wentworth”, as well as others in this industry.

This niche market of secondary market annuities
is now available to individuals seeking safety and higher
yields for income planning. My book will provide insight
to help you with better retirement planning.

Steve Lance
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Lottery winners who had the good fortune to purchase
a winning lottery ticket have an option to take their winnings
in a lump sum and pay the taxes or they can elect the
option to take their winnings in annual payments. There
is a certain security in knowing that you will receive future
payments on your winnings so for income planning
purposes many winners opt for the annual payout. In
those cases the state would withhold taxes on the winnings
as a payment is made to the winner.
Plaintiffs in a personal injury suit obviously did not
have the good fortune of the lottery winner however in a
judgment awarded by the court, the plaintiff may receive
a lump sum compensation for their injuries. They may
also receive monthly payments as well as future lump
sum payments. Cost of living increases are often tacked
on as part of the settlement to insure that their compensation
is not eroded because of inflation.
In both instances the lottery winnings and the
court awarded judgments can create a guaranteed income
stream when payments are received over time. With a
present day valuation these payments are discounted for
a lump sum of cash to the current owner and sold to
individual investors.
For example:
Doris McKinley was injured in a car accident. In
her settlement against the defendants insurance company
she was awarded by the court $1250.00 per month for 10
years. Her settlement also included a 3% annual cost of
living increase. Her total compensation over 10 years
would be $171,958.32.
After receiving monthly payments for 2 years Doris
needed cash for some much needed home repairs. Doris
was willing to sell the last 5 years of her monthly payments
to raise the cash needed to fix her home. A settlement company

verifies the court awarded settlement and discounts the
future cash flow of those payments to determine the
amount that could be paid to Doris.
Once that amount is determined and agreed to by
all parties the legal process begins. A court date is
requested for a judge to approve the transfer to a new
buyer. The buyer may be a hedge fund, institutional buyer
or an investor who wants that income stream for their own
portfolio.

Chapter One

The term ”annuity”in the insurance industry describes
future payments or obligations to the owner by the insurance
company. This is the primary annuity market when a direct
sale is made between the insurance company and the
purchaser.
An existing income stream created by lottery winnings
taken over time, a court judgment for damages or even a
traditional annuity that is in payout to the current owner
can be packaged and sold to an investor. It is often
described as a secondary market annuity when it is discounted
for a lump sum of cash to the current owner and the right,
title and interest to the income stream is transferred to a
buyer.
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Definition of Terms
• All Amounts are expressed in U.S. Dollars
• Credit Rating refers to the credit rating of the
insurance company paying the Secondary
Market Annuity as determined by Standard &
Poor’s (S&P)
• Existing Annuitant refers to a person who sells
the payment rights to an annuity in return for a
present value, lump sum cash payment rights as
part of a structured settlement of his or her in
jury claim. This person may also be a lottery
prizewinner of the recipient of another kind of
annuity; e.g., lottery winner
• Secondary Market Annuity is the name given to
these types of investments: payments paid over
a fixed term by an insurance company arising
from a structured settlement, lottery prize-winning payment or another type of annuity.
• Present Value is the value on a given date of a
future payment or series of future payments,
discounted to reflect the time value of money
and other factors such as investment risks.
• Structured Settlement is a financial or insurance
arrangement in which an individual accepts
payments over a period of years to resolve a
legal claim that often involves a personal injury.
This type of payment plan is often in the form
of a structured annuity.
• Term refers to the length of time before all principal
and interest are paid.
• Factoring company also referred to as a Settlement
Company refers to companies engaged in the
business of processing the sale and purchase of
Secondary Market Annuities between sellers
and buyers.
• T-value refers to the software used by factoring
companies to calculate the effective yield to
investors on the purchase of every Secondary
Market Annuity.
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- What insurance companies or state lotteries
make the “guaranteed” payments on a secondary
market annuity? How are they rated?
Lotteries
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Many states have lotteries. The largest lotteries are
California, Texas, Florida, and New York. You can locate a
handbook for lottery winners on the state lottery’s website.
In it you will find the FAQ’s and guidelines for winners. Lottery
winners may assign their winnings to a 3rd party as outlined in the states handbook. California is a good example
of a state that permits such a transfer http://www.calottery.com/win/winners-handbook.
Winners may assign all, or any part, of their winnings
thus the term “secondary market annuity” was created by
the industry to define this transaction. The assignment
must comply with state guidelines and be approved by a
judge.
In the larger states lottery’s the payments are
“guaranteed”by the claims paying ability of the state’s lottery
system. Payments may be paid out of the state’s general
fund or in a separate fund for the lottery.You can view the
financials of the state’s lottery on their website.The lottery
should have a surplus in their fund to pay liabilities (winners)
before any money is paid to the state’s coffers for state
approved business.

Lotteries can provide a great service to meet the
state’s revenue needs and at the same provide the financial
strength to provide the guarantee of payments to lottery
winners or the 3rd party if those winnings were assigned.
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Some states may assign their obligations for lottery
winners to an insurance company. The insurance company
has the infrastructure to pay claimants and perhaps the state’s
lottery does not. If an insurance company has assumed the
liability to the state’s lottery winners then the obligation to
make the payments passes to the insurance company. The
state no longer has that obligation.
Here’s how it works: The state has an obligation to
pay $5 million to a winner over 20 years. The state
purchases an annuity from an A+ rated insurance company
for $4.5 million. It then becomes the insurance company’s
obligation to pay the lottery winner.
The claims paying ability of the insurance company
is what “guarantees” that the payments will be made.
All consumers should review the ratings of an
insurance company before buying life insurance, car
insurance, home owners insurance, a primary annuity or
a secondary market annuity.
The four major firms that rate insurance companies
are:
Fitch (www.fitchratings.com)
Moody’s (www.moodys.com)
Standard & Poor’s (www.standardpoors.com)
and
Weis (www.weisratings.com)
An online review of any insurance company will
disclose its rating by one or more of the rating agencies,
the amount of surplus the insurance company has in
reserve to pay claims, how their investment portfolio is
divided by percentages and any litigation or judgments.

that could impact its ability to pay claimants. Another
good indication of an insurance company’s solvency is
how many years it’s been in business.
Insurance Companies primarily own US Treasuries
and investment grade bonds in their portfolio. The interest
that is earned on the bonds is the underlying security for
the insurance company’s ability to provide guarantees to
its policyholders. Historically insurance company failures
have been rare because of their conservative bond portfolios.
Even rarer is the state guarantee funds don’t cover the policy
holder if there is an insurance company failure.
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Court Ordered Settlements.
Insurance companies also actively bid for payment
obligations to plaintiffs that are awarded a settlement by
the court. These settlements are called “structured
settlements” but not all insurance companies do this type
of business. The major companies that bid for court ordered
obligations or “structured settlements” are:
• Prudential
• Metropolitan Life
• Allstate
• Mutual of Omaha
• John Hancock
• Pacific Life
• New York Life
• Liberty Life / Liberty Mutual
Payment obligations that are awarded to plaintiffs
in a personal injury suit are purchased by these major
insurance companies. The insurance companies are
selected for their financial strength, high ratings, and their
claims paying ability to insure that the plaintiffs will
receive their payments.
A plaintiff often has the right to sell, transfer &
assign their payment rights to a 3rd party at any time after
they receive their settlement. They can sell all or any portion
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of their future payments. The transfer of their rights to
future payments by the insurance company however, must
be approved by the court and acknowledged by the
insurance company. The court may approve or deny the
transfer of payments based on whether or not it is in the
best interest of the individual awarded the settlement. If
approved by the court these sales cannot be reversed.
There cannot be a “do over.”

So to briefly recap, injury awarded plaintiffs are
often paid, over time, through annuities issued by major,
highly rated insurance companies. If the plaintiff’s needs
change they can petition the court to sell all or part of
their future payments. If granted by the court the plaintiff forfeits these future payments for a lump sum cash
payout today. These cannot be reversed.
These payments then, when approved by the court
and acknowledged by the insurance company are sold
to investors. We refer to these payment obligations as
“Secondary Market Annuities.”
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A+ Insurance Carriers are in this market. Usually
only the highest rated insurance companies issue the
annuities for lottery winners or personal injury cases.
State lotteries and personal injury attorney’s want only
the financial elite of the insurance industry to secure
the annuity obligations. You might say,“Failure to pay is
not an option.”
Moody’s, Fitch, Standard & Poor’s, and Weis rate
insurance companies on multiple criteria including their
investment portfolio and their claims paying ability. They
each have their own rating system that denotes the
strength and claims paying ability of the insurance
company. In most instances you can Google the insurance
company’s website and find their respective ratings or go
direct to the rating agency to locate a rating for the company.
Comdex www.comdex.com has its own rating system that
looks at all of the ratings of the other rating agencies, and
then scores the insurance companies on a 100 point scale,
100 being the strongest and most financially secure.
Purchasing a secondary market annuity that is
backed by one of these elite insurance companies should
give you peace of mind that you will receive all of the income
payments that you purchased, without interruption.
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-Lottery Winners and Personal Injury award
winners: Why are they selling?
Millions of American’s buy lottery tickets every day
and a few individuals become wealthy when lady luck
smiles upon them. New found wealth is difficult to manage.
Most lottery winners are broke within 5 years even after
substantial winnings. Those that elect to take their winnings
over 20 or 30 years may find that living within their means
is sometimes hard to do. Friends & family congratulate
you on your good fortune and then ask for some of the
winnings to help them in their time of financial crisis. It’s
hard to say “NO”. You buy a new car or truck, maybe a new
house and furniture and gift some to those who you wish
to help. You discover that you’ve spent this annual installment
and it will be another year before you receive the next
payment. You’ve maxed out the credit cards and you need
cash now. What’s a poor lottery winner to do?
Personal Injury cases are settled every day by
lawyers trying to get the best settlements for their clients.
Many receive lump sum settlements and or a combination
of lump sums and monthly or annual payments. Some
payments may be structured so the injured party receives
larger lump sums at specific times like turning 21 or 35 or
a lump sum every 5 years for life. There is no specific payout
structure but the lawyer tries to design a payout that is the
most appropriate for his clients future needs. The settlement
amount and payout structure for the plaintiff must be
approved by the court.This is therefore called a structured
settlement. Property and Casualty Insurance companies
issue annuities to the plaintiff to make the structured
settlement payments approved by the court. The plaintiff
as owner of the annuity is then referred to as
the annuitant.
The case is settled, the attorneys are paid and the
annuitant receives the current and future payments provided
by the insurance company and approved by the court.
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The Property and Casualty insurance company will make
the prescribed payments direct to the annuitant. The
court documents are recorded and the case is closed.
Both the Lottery Winner and the Personal Injury recipient
have the same challenges: managing their winnings.
When they find that their installment payments are not
enough to meet their current needs they look to convert
some of their future payments into cash today. They can
sell all or part of their future income stream to meet their
cash needs.

A lottery winner who wins $5 Million with payments
over 20 years can be inundated with requests to loan
money, invest money, or spend money on homes, cars,
jewelry, travel or any number of things to celebrate their good
fortune. How quickly we find that we’ve spent today’s
money & we need to tap into tomorrow’s money. Settlement
Companies will convert all or part of future income
streams for a lump sum. The annuitant can sell whatever
portion of their award or winnings they desire to sell but
it has to be approved by the court before they can sell.
There’s usually a hedge fund, institutional buyer or an
investor waiting to buy it.
Fixed rate income payments are annuities paid by
insurance companies or lottery winnings taken in installments.
When these income payments are offered for sale
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to investors thru a settlement company they are called
Secondary Market Annuities.
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- Hedge Funds & Institutional Buyers are buying
SMA’s. What do they know that we don’t?
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Hedge funds and institutional buyers want higher
yields and guaranteed payments. They want to protect
their principle from market risk and interest rate fluctuations.
They like A+ rated insurance companies backing
their investments.
This is the same criteria that make secondary market
annuities attractive for individual investors. When SMA
guaranteed yields from an A+ rated insurance company
are 1% to 2% or more above current market rates then
hedge funds, institutional buyers and an informed individual
investor will attempt to buy the limited supply. If you are
patient and work with a reputable brokerage that specializes
in SMA’s you’ll be able to add these fixed income annuities
to your personal portfolio.
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Factoring companies also called settlement companies
are in the business to convert future income streams into
lump sums to satisfy the needs of the lottery winner or personal
injury recipient. They advertise their services, call and do
direct mail to publicly listed recipients of injury settlements.
They send direct mail or call lottery winners who had
elected installment payments to see whether they had
sufficiently mismanaged their income streams and could
use a lump sum bailout to solve their cash needs. It seems
like it’s inevitable that a lump sum of cash will be needed
at some time in the future for our winners because managing
money is hard to do even with the help of financial advisors.
The conversion process of future income payments
to a lump sum is relatively simple. How much of your future
payments do you want to sell? How many payments do
you have and how many do you want to convert to a lump
sum? It doesn’t matter if these are monthly payments,
lump sums annually, or future lump sums. They can all be
priced and converted into a lump sum for the seller today.
Our lottery winner or personal injury recipient is the
owner of an income stream and can transfer that income
stream for a lump sum to a buyer. As the owner they have
the right to sell it.
The factoring company will make an offer to the
seller to purchase the income stream. For example if the
seller wants to sell 10 years of monthly payments of $500
per month that he receives from an insurance company
the factoring company will price this future income
stream and convert it to a lump sum today. They will factor
in a price for their services that includes court costs and
attorney fees and a profit for their company. When a lump
sum price is agreed to by the seller a purchase and sales
agreement is signed by the seller and the factoring company.
With a signed contract in hand between the seller

and the factoring company the process then moves to the
next step.
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The factoring company will verify the validity of
the sellers claim to the income stream that will be offered
for sale. This will include a letter to the state lottery or the
insurance company to acknowledge the claim is valid
and has not been previously assigned to another party. A
UCC1 search will determine if there are any liens against
the seller or if there are any court filings, divorce decrees
or any judgments against the seller that would cloud the
title of transfer of the asset. If this due diligence by the factoring
company proves all is in good order then a filing is made
for a hearing in court in the county with jurisdiction to
approve the transfer.

The Court Process
The sale of the income stream must be approved
by the court and deemed to be in the best interest of the
seller before the court will approve the transaction. The
seller has to show a need for the lump sum of cash that
they will receive in the sale. For example the seller may
need to buy a car to get to work, pay for a medical expense,
purchase a home or some other occasion that would benefit
the seller for the lump sum of cash. An attorney for the
factoring company usually represents the seller at the
court hearing. The attorney and the seller have gone over
a prehearing dialogue that should meet the merits of the
court to approve the transfer.

The attorney must file motions with the court to
hear the transfer request. They must also comply with
state laws regarding such transfers.The case is then placed
on the judge’s docket. Dates and times of the hearing are
set by the clerk of court. Usually hearings are scheduled
within 60 days of the formal request.
The seller is required to be present at most hearings.
The seller may have his own council or rely on the attorney
hired on behalf of the settlement company to make the
pleadings before the court.
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The judge can ask for additional information from
council and schedule a rehearing. This will delay the decision
of the court and try the patience of the investor as well as
the seller who is not going to receive his lump sum payment
as anticipated.
In most instances the court will approve the transfer
if it is deemed to be in the best interest of the seller and
the court has not heard an objection from the insurance
company.
If the case is denied, the settlement company may
evaluate the denial by the court and reapply at a later time
if there is a possibility of getting it approved. For the
investor, who was anticipating a closing of the case and
transfer of the asset it is a time of frustration. The investor
must now look for a new case to purchase that meets his
needs.
Lottery winners are less scrutinized by the court
than personal injury cases simply because of the circumstances
of the award. Usually there isn’t a formal hearing for lottery
winners who wish to transfer their income streams. Transfer
is permitted by the states rules and regulations governing
the lottery so there is no objection to the transfer. The
judge will review the documents requesting the transfer
for compliance. If the compensation for the seller of the
lottery winnings is within the guidelines of the court for
these type of transactions the transfer will be approved.
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Closing Book Documents
If the court approves the sale and transfer the factoring
company compiles all the documents from the vetting of
the case and the court documents into a Closing Book. It
is comprised of compliance documents, stipulations that
transfer ownership from buyer to seller, acknowledgement
and acceptance by the insurance company and court orders
approving the transaction. The factoring company’s attorney
reviews the Closing Book to insure everything is in good
order and forwards copies to all parties after the court has
approved the sale and transfer.
A Closing Book may contain some or all of the
documents listed below:
• Receivable Purchase Agreement
• Sale and Assignment Agreement
• Change of Beneficiary Designation
• Duplicate Annuity Policy or Benefits Letter or
Issuer Acknowledgement letter
• Certificate of Marital Status/Spousal, Divorce
Decree, or Property Settlement Agreement
• Court Order permitting the assignment of the
annuity payments and naming Buyer as
new Payee
• Statement of Independent Professional Advice or
Waiver, where applicable
• Satisfactory Results of Uniform Commercial
Code (UCC) (within 30 days of closing),
Judgments (within 90 days of closing, Lien
(within 90 days of closing, Bankruptcy (within 30
days of closing), and Evidence of Lien Resolution
as applicable
• Disclosure Statement
• Authorization Letter
• Existing Annuitant’s Identification
The factoring company usually advertises through
a network of financial advisers to place the case with an
investor. Most SMA’s are reserved by an investor before the
case goes to court. When this occurs the investor most
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often has put down a deposit – generally 10% - to reserve
the case. The investor’s name goes on the documents that
are presented to the judge. Upon acceptance of the Closing
Book the investor will complete the funding with the factoring
company for the purchase of the SMA.
Servicing Companies
In some instances the factoring company will go
through the court process even if an investor has not been
found to make the purchase. When this occurs the court
documents will reflect ownership to be in the name of the
factoring company, account number xxxx at Security Title
or Allied Servicing or some other servicing entity used by
the factoring company. When a buyer is found to purchase
the case the factoring company will give the buyer an
irrevocable assignment of that account number with the
servicing company. This can be a more expeditious
process as the case is already court approved and it can
be closed in short order. Many investors grow impatient
with the uncertainty of the court process so they opt for a
case that can be irrevocably assigned and servicing is prepaid by the factoring company. The servicing companies
are licensed, bonded, and insured to make the payments
to the investor. Additionally all years of servicing are prepaid by the factoring company.
The income stream and future lump sum payments
that the factoring company agrees to purchase from the
lottery winner or personal injury recipient are priced usually
with an above market yield to attract an investor. Most
secondary market annuities in the past have been sold to
institutional investors who wanted guaranteed yields and
guaranteed payments for their portfolio. These are the
same requirements for millions of conservative American
savers who typically buy certificate of deposits or have
money in money market accounts. Savers who don’t want
the risks of the stock market and can’t afford stock market
losses can now purchase secondary market annuities.
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- Buying an SMA
A recent client enthusiastically proclaimed at our
lunch meeting that he was ecstatic over purchasing a 15
year secondary market annuity with monthly payments
from Met Life with a yield of 5.5%. “Who wouldn’t want a
guaranteed rate of return and guaranteed monthly payments
from MET LIFE!”
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That sums up the sentiment of buyers of secondary
market annuities. Everyone is in search of a higher rate of
return and safety for their money. There are few places
available to savers that provide both high rates of return
and safety of principle. If you find an investment with a
higher rate of return you invariably take on more risk.
Seniors especially have been starving on the miniscule
returns from savings accounts, money market accounts
and CD’s. Many are dipping into their principle to meet
expenses while receiving little or no interest on their savings.
That process certainly fuels the fear of running out of
money in retirement.
Often seniors abandon their no risk mantra for
higher yield investments. A phoenix investment firm
called Mortgages LTD raised money from investors and
subsequently loaned the money to developers of commercial
and residential properties. Mortgages LTD had provided
above average returns to investors for years. Small savers
and retirees chasing an 8% or higher rate of return doled
out small amounts to invest but it usually represented a
large portion of their savings. When the housing market
crashed and Mortgages LTD filed for bankruptcy most all
investor’s money was lost.
My radio show broadcast often states emphatically
a message to listeners that building wealth is not only the
return on their money. It is the return of your money. What
good is it to get 8% - 12% yields, if at that end of the day you
can’t get your money back? A bankrupt Mortgages LTD
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made investors smile as dividends were being paid. That
certainly was not the case when the company became
insolvent.

Pick up the Wall Street Journal to read about the
latest company bankruptcy, fraud, or insider trading scam
where investors lost money and you’ll realize that it happens
more often than you think. The biggest ones like Enron,
Washington Mutual, Lehman Brothers, Bernie Maddoff,
Steven Cohen, Raj Rajaratnam, and others get the big
headlines but the small ones like Mortgages LTD attract
the small investors. The results are the same. Investors big
and small lost their money. And unfortunately the employees
of these big companies that had their 401k retirement
account invested in the company stock also lost money.
Again, it is not just the return on your money
It is the return of your money!
You should always ask yourself the question,“Will
I be able to get my money back?” If you don’t ask yourself
that question, or you just assume that you will get your
money back then you are deluding yourself. More dotcom
start- ups failed than succeeded yet investors chasing yield
and catching the golden ring for a successful IPO pumped
millions of dollars into dotcoms that had no earnings and
were illiquid because they weren’t publically traded. Did
anyone ask the question “Will I be able to get my money
back?” Probably not, but our capability to believe that the
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investment will be successful and the company has an
ingenious business model that will make us unbelievable
rich distorts our objectivity. The odds are against you. In
most cases you’re be better off going to Las Vegas.

I can save you a great deal of angst, frustration,
worry, self-doubt, and perhaps a marriage, home foreclosure,
and in some extreme cases keep you from committing suicide.
It all comes down to losing money because you took too
much risk and in many cases you failed to ask the question
“Will I be able to get my money back.”
Only insurance companies with superior ratings
are selected to make long term payment obligations to lottery
winners or in personal injury cases. Insurance companies
like Prudential, Met Life, Allstate, Metropolitan, Pacific Life
and others are chosen because of the claims paying ability,
their ratings, their conservative investment portfolio of
investment grade bonds and US Treasuries, and their status
as leaders in the insurance industry. Insurance companies
are publically regulated by each state. This adds another
layer of safety for the consumer.
It may not be sexy or exciting to make an investment
with an insurance company giving you a fixed rate of
return when you could be placing a bet on a dotcom
startup, real estate investment trust, land speculator, or
even some mutual funds but there’s almost 100% certainty
that you’ll get all of your money back with interest. There’s

a lot to be said about peace of mind and even more to be
said about avoiding investment risk pitfalls. Remember
the mantra “It’s not only the return on my money but more
importantly it’s the return of my money”. Amen.
Finding a case that meets your needs
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There are a large variety of cases that regularly
come on the market. But remember these are individual
cases with individual sellers. In other words there’s only
one case with a unique type of payout so making a decision
to purchase it should be a rather brief process. Evaluate
the insurance company. Evaluate the payments that are
being offered and the rate of return. If the offering meets
your needs then you should decide quickly to reserve the
case. If you hesitate someone else could reserve it and
your opportunity is lost.
The factoring company will prepare “An Intent to
Purchase Agreement”for your signature.This is your contract
to purchase the case offered by the factoring company. It
will list the buyer and the seller, the insurance company
or lottery making the payments, the effective yield and list
the payments that will be transferred. It will also state that
the sale and transfer is contingent on court approval and
the buyer’s approval of the transfer documents.
Here are some of the structured payouts that you
will find available for purchase:
Monthly payouts are the most popular
People can use their 401K or IRA accounts to purchase
secondary market annuities with above market yields and
receive scheduled income payments for retirement. Most
purchasers are approaching retirement and this is a prudent
option. Monthly payouts with some lump sums rolled in
are also popular.

The regular monthly payment is great for retirement
planning but then every 5 years or so there’s an additional
lump sum payout. It’s a little surge of good fortune that
you may have even forgotten and it arrives to pay for a
dream vacation or purchase a new car.
Lump Sum Only payout
Many investors are just looking for yield. They want
all of their money in a lump sum or several lump sums
over time and they don’t need a monthly income. Investors
look for this type of payout. The personal injury settlement
may have provided monthly income to the claimant and
some periodic lump sums. The settlement company can
structure the sale of just the lump sums or just the monthly
payments or a combination of both.
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Future monthly payments and/or future lump
sum payments
If retirement is a ways off or you are retired and you
want to provide income in the future for a child or grandchild secondary market annuities can be an ideal choice.
Some SMA’s begin payments in 10 or 15 years and may last
for an additional 10 or 15 years. That income stream may
be perfect for your future retirement plan or provide college
funding for a grandchild or a stable income for another
family member who can’t seem to manage their money.
Cost of Living Allowance (COLA)
Cost of Living increases are another attractive payout feature a personal injury attorney might try to include
in their client’s settlement. A 2% or 3% cost of living
increase is not unusual in a structured settlement so purchasing
power remains fairly constant and is not eroded over time
due to inflation.
When the owner elects to sell some or all of their
payments the COLA passes on to the new purchaser. The

COLA is calculated into the effective yield when you purchase
a secondary market annuity. But as the payment amount
that you receive increases you feel like you’re getting more
for your money.
Secondary market annuities are offered in countless variations. They provide liquidity for the seller and
an opportunity for the buyer to meet retirement goals and
income needs with fixed term payouts and fixed yields.
Life Contingency
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Some structured settlements may be payments for
the life of the injured party. The insurance company will
make payments to the annuitant as long as he or she is
alive. Payments will cease at their death. This creates another
challenge for the factoring company.
When the factoring company enters into a purchase
contract with an annuitant who wants to sell all or a portion
of their life contingent income stream they apply for a life
insurance policy. In the event that the annuitant dies the
life insurance will pay a death benefit. The death benefit
is collaterally assigned to the investor who purchases the
life contingent income stream. The amount of the death
benefit will equal the total investment less any money
received by the investor.
When there is life insurance issued on the life of
the annuitant and collaterally assigned to protect the
investor the payments are referred to as inured payments
or hedged. Usually these SMA’s pay a higher interest rate
because the income stream is not guaranteed. If the annuitant
dies the payments stop. If the investor has not received all
of the scheduled payments that were purchased the life
insurance pays the outstanding balance on the contract.
If the investor selected this SMA for income planning and
the annuitant died the investor would be paid off but then
they are back to the drawing board to select a new SMA
to replace the lost income. To make life contingent SMA’s

more attractive the effective yield is usually higher than
SMA’s with fixed rate guaranteed payments.
The life insurance premium is paid by the factoring
company when the policy is issued. This is a single premium
payment that covers the life of the policy. The investor
does not have to worry that future premium payments will
be due and go unpaid. The policy is paid in full. The
investor will be named on the collateral assignment issued
by the insurance company. This assignment will be part
of the closing book.
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The insurance company that issues the life insurance
policy on the annuitant is not the same insurance company
that has the obligation to make the annuity payments. For
example if Metlife is making the annuity payments the factoring
company will apply for life insurance with Transamerica
or some other A+ rated insurance company for the death
benefit.
Sample Illustration:
Investment: $133,418.60
Guaranteed Yield 5.13%
120 monthly payments of $1,250
from 8/15/2015 thru 7/16/2025
3% annual cost of living increase
Total Receive: $171,958.32
02-2055147 Guaranteed Payments
Compound Period: Monthly
Effective Annual Rate:
5.13%
CASH FLOW DATA
Event
Date
Purchase 7/16/2015
Payment 8/16/2015
% Change
# Per Level

Amount Number Period End Date
133,418.60
1
1,250.00
120
Monthly 7/16/2025
3.00%
12

AMORTIZATION SCHEDULE - Normal Amortization
#
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1
2
3
4
5

Date
Purchase
8/16/2015
9/16/2015
10/16/2015
11/16/2015
12/16/2015

Payment
7/16/2015
1,250.00
1,250.00
1,250.00
1,250.00
1,250.00

Interest/Principal
556.85
553.95
551.05
548.13
545.2

693.15
696.05
698.95
701.87
704.87

2015 Totals

6,250.00

2,755.18

6
7
8
9
10
11
12
13
14
15
16
17

1,250.00
1,250.00
1,250.00
1,250.00
1,250.00
1,250.00
1,250.00
1,287.50
1,287.50
1,287.50
1,287.50
1,287.50

542.26
539.31
536.34
533.36
530.37
527.37
524.35
521.32
518.12
514.91
511.69
508.45

2016 Totals

15,187.50

6,307.85

18
19
20
21
22
23
24
25
26
27
28
29

1,287.50
1,287.50
1,287.50
1,287.50
1,287.50
1,287.50
1,287.50
1,326.13
1,326.13
1,326.13
1,326.13
1,326.13

505.2
501.93
498.66
495.36
492.06
488.74
485.4
482.06
478.53
475
471.44
467.88

15,643.15

5,842.26

1/16/2016
2/16/2016
3/16/2016
4/16/2016
5/16/2016
6/16/2016
7/16/2016
8/16/2016
9/16/2016
10/16/2016
11/16/2016
12/16/2016

1/16/2017
2/16/2017
3/16/2017
4/16/2017
5/16/2017
6/16/2017
7/16/2017
8/16/2017
9/16/2017
10/16/2017
11/16/2017
12/16/2017

2017 Totals

707.74
710.69
713.66
716.64
719.63
722.63
725.65
766.18
769.38
772.59
775.81
779.05

782.30
785.57
788.84
792.14
795.44
798.76
802.10
844.07
847.60
851.13
854.69
858.25

Balance
133,418.60
132,725.45
132,029.40
131,330.45
130,628.58
129,923.78
3,494.82
129,216.04
128,505.35
127,791.69
127,075.05
126,355.42
125,632.79
124,907.14
124,140.96
123,371.58
122,598.99
121,823.18
121,044.13
8,879.65
120,261.83
119,476.26
118,687.42
117,895.28
117,099.84
116,301.08
115,498.98
114,654.91
113,807.31
112,956.18
112,101.49
111,243.24
9,800.89
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30
31
32
33
34
35
36
37
38
39
40
41

1/16/2018
2/16/2018
3/16/2018
4/16/2018
5/16/2018
6/16/2018
7/16/2018
8/16/2018
9/16/2018
10/16/2018
11/16/2018
12/16/2018

1,326.13
1,326.13
1,326.13
1,326.13
1,326.13
1,326.13
1,326.13
1,365.91
1,365.91
1,365.91
1,365.91
1,365.91

464.29
460.7
457.08
453.46
449.82
446.16
442.49
438.8
434.93
431.04
427.14
423.22

2018 Totals

16,112.46

5,329.13

10,783.33

42
43
44
45
46
47
48
49
50
51
52
53

1,365.91
1,365.91
1,365.91
1,365.91
1,365.91
1,365.91
1,365.91
1,406.89
1,406.89
1,406.89
1,406.89
1,406.89

419.29
415.34
411.37
407.39
403.38
399.37
395.33
391.28
387.04
382.79
378.51
374.22

99,513.29
98,562.72
97,608.18
96,649.66
95,687.13
94,720.59
93,750.01
92,734.40
91,714.55
90,690.45
89,662.07
88,629.40

2019 Totals

16,595.82

4,765.31

11,830.51

54
55
56
57
58
59
60
61
62
63
64
65

1,406.89
1,406.89
1,406.89
1,406.89
1,406.89
1,406.89
1,406.89
1,449.09
1,449.09
1,449.09
1,449.09
1,449.09

369.91
365.58
361.24
356.87
352.49
348.09
343.67
339.23
334.6
329.95
325.28
320.59

87,592.42
86,551.11
85,505.46
84,455.44
83,401.04
82,342.24
81,279.02
80,169.16
79,054.67
77,935.53
76,811.72
75,683.22

17,093.68

4,147.50

1/16/2019
2/16/2019
3/16/2019
4/16/2019
5/16/2019
6/16/2019
7/16/2019
8/16/2019
9/16/2019
10/16/2019
11/16/2019
12/16/2019

1/16/2020
2/16/2020
3/16/2020
4/16/2020
5/16/2020
6/16/2020
7/16/2020
8/16/2020
9/16/2020
10/16/2020
11/16/2020
12/16/2020

2020 Totals

861.84
865.43
869.05
872.67
876.31
879.97
883.64
927.11
930.98
934.87
938.77
942.69

946.62
950.57
954.54
958.52
962.53
966.54
970.58
1,015.61
1,019.85
1,024.10
1,028.38
1,032.67

1,036.98
1,041.31
1,045.65
1,050.02
1,054.40
1,058.80
1,063.22
1,109.86
1,114.49
1,119.14
1,123.81
1,128.50

110,381.40
109,515.97
108,646.92
107,774.25
106,897.94
106,017.97
105,134.33
104,207.22
103,276.24
102,341.37
101,402.60
100,459.91

12,946.18
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66
67
68
69
70
71
72
73
74
75
76
77

1/16/2021
2/16/2021
3/16/2021
4/16/2021
5/16/2021
6/16/2021
7/16/2021
8/16/2021
9/16/2021
10/16/2021
11/16/2021
12/16/2021

1,449.09
1,449.09
1,449.09
1,449.09
1,449.09
1,449.09
1,449.09
1,492.57
1,492.57
1,492.57
1,492.57
1,492.57

315.88
311.15
306.4
301.63
296.84
292.03
287.2
282.35
277.3
272.23
267.14
262.02

2021 Totals

17,606.48

3,472.17

14,134.31

78
79
80
81
82
83
84
85
86
87
88
89

1,492.57
1,492.57
1,492.57
1,492.57
1,492.57
1,492.57
1,492.57
1,537.34
1,537.34
1,537.34
1,537.34
1,537.34

256.89
251.73
246.55
241.35
236.13
230.88
225.62
220.33
214.83
209.31
203.77
198.2

60,313.23
59,072.39
57,826.37
56,575.15
55,318.71
54,057.02
52,790.07
51,473.06
50,150.55
48,822.52
47,488.95
46,149.81

2022 Totals

18,134.69

2,735.59

15,399.10

90
91
92
93
94
95
96
97
98
99
100
101

1,537.34
1,537.34
1,537.34
1,537.34
1,537.34
1,537.34
1,537.34
1,583.46
1,583.46
1,583.46
1,583.46
1,583.46

192.61
187
181.37
175.71
170.02
164.32
158.59
152.83
146.86
140.87
134.84
128.8

44,805.08
43,454.74
42,098.77
40,737.14
39,369.82
37,996.80
36,618.05
35,187.42
33,750.82
32,308.23
30,859.61
29,404.95

18,678.68

1,933.82

1/16/2022
2/16/2022
3/16/2022
4/16/2022
5/16/2022
6/16/2022
7/16/2022
8/16/2022
9/16/2022
10/16/2022
11/16/2022
12/16/2022

1/16/2023
2/16/2023
3/16/2023
4/16/2023
5/16/2023
6/16/2023
7/16/2023
8/16/2023
9/16/2023
10/16/2023
11/16/2023
12/16/2023

2023 Totals

1,133.21
1,137.94
1,142.69
1,147.46
1,152.25
1,157.06
1,161.89
1,210.22
1,215.27
1,220.34
1,225.43
1,230.55

1,235.68
1,240.84
1,246.02
1,251.22
1,256.44
1,261.69
1,266.95
1,317.01
1,322.51
1,328.03
1,333.57
1,339.14

1,344.73
1,350.34
1,355.97
1,361.63
1,367.32
1,373.02
1,378.75
1,430.63
1,436.60
1,442.59
1,448.62
1,454.66

74,550.01
73,412.07
72,269.38
71,121.92
69,969.67
68,812.61
67,650.72
66,440.50
65,225.23
64,004.89
62,779.46
61,548.91

16,744.86
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102
103
104
105
106
107
108
109
110
111
112
113

1/16/2024
2/16/2024
3/16/2024
4/16/2024
5/16/2024
6/16/2024
7/16/2024
8/16/2024
9/16/2024
10/16/2024
11/16/2024
12/16/2024

1,583.46
1,583.46
1,583.46
1,583.46
1,583.46
1,583.46
1,583.46
1,630.97
1,630.97
1,630.97
1,630.97
1,630.97

122.73
116.63
110.51
104.36
98.19
91.99
85.76
79.51
73.04
66.53
60.01
53.45

2024 Totals

19,239.07

1,062.71

114
115
116
117
118
119
120

1,630.97
1,630.97
1,630.97
1,630.97
1,630.97
1,630.97
1,630.97

46.86
40.25
33.61
26.95
20.25
13.53
6.75

2025 Totals

11,416.79

188.2

Grand Totals

Payment
171,958.32

Interest
38,539.72

1/16/2025
2/16/2025
3/16/2025
4/16/2025
5/16/2025
6/16/2025
7/16/2025

1,460.73
1,466.83
1,472.95
1,479.10
1,485.27
1,491.47
1,497.70
1,551.46
1,557.93
1,564.44
1,570.96
1,577.52

27,944.22
26,477.39
25,004.44
23,525.34
22,040.07
20,548.60
19,050.90
17,499.44
15,941.51
14,377.07
12,806.11
11,228.59
18,176.36

1,584.11
1,590.72
1,597.36
1,604.02
1,610.72
1,617.44
1,624.22

9,644.48
8,053.76
6,456.40
4,852.38
3,241.66
1,624.22
-011,228.59

Principal
133,418.60

Last interest amount decreased by 0.03 due to rounding.

If the previous illustration was life contingent and
the seller died on January 10, 2021 the balance paid to the
investor would be $75,683.22. This amount paid as a lump
sum appears in the“balance”column after the last payment
was paid on 12/16/2020.
Grand Totals show the total payments of principal
and interest.
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Life Contingent SMA’s often pay a little higher interest
rate than one’s that are not life contingent. The reason is
simple. If you purchase an SMA with guaranteed payments
for 20 years you know that you’ll receive 20 years of payments.
That’s what you want for your portfolio.
If you purchase an SMA that is life contingent and
the owner dies after 10 years you receive a lump sum payment
from the death benefit on the life policy. You then have to
go shopping to purchase another SMA that provides the
income that you were originally seeking.
Gap Insurance
Most life insurance policies have a two-year
contestability provision that says that “if the insured
commits suicide” then no death benefit will be paid. In
the unlikely event that the annuitant takes their own life
after they’ve sold their life contingent annuity the investor
loses not only the income stream that he’s purchased but
also his total investment.
The settlement company will often purchase Gap
Insurance from a company like Lloyds of London. If the
annuitant does commit suicide the life insurance policy
will pay the investor the outstanding balance at time of
death.
What happens if the annuitant is not insurable?
Occasionally the annuitant will be uninsurable.

The income stream can still be sold. It will be offered for
sale to investors but un-hedged meaning without life insurance
to pay the investor if the annuitant dies. It will be life contingent
without life insurance. The effective yield will be
considerably higher because of the inherent risk that the
annuitant will die before the investor receives any or all
of their money.
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Institutional buyers also invest in un-hedged SMA’s.
They can purchase a large portfolio of un-hedged secondary
market annuities with a high yield. Statistically most will
pay out and be profitable. A few un-hedged SMA’s will not
be profitable because of an early death of the annuitant
but the average will provide an above market effective
yield for the institutional buyer.

An un-hedged SMA is not appropriate for someone
who is doing income planning and we do not recommend
their purchase.
Will I receive a 1099 on this investment interest?
If you purchase a secondary market annuity you
will receive payments that will be both principle and interest.
You are making an investment in an income stream at a
fixed rate of return. You will receive an amortization
schedule for your investment. It will be your obligation to

report your earned interest on your personal tax return. In
most cases the insurance company will not send you a
1099 if the secondary market annuity that you purchased
was from a personal injury case.
A structured settlement is not a taxable event in a
personal injury case. The plaintiff won a judgment for an
injury and the income from that judgment is not taxable.
Most insurance companies that are in the structured
settlement business do not change the status of the annuity
and issue 1099’s if the original annuitant transfers his rights
to an investor. Nor will the insurance company do tax
withholdings on an investor purchased SMA.
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State Lotteries however are required by law to withhold 25% for federal income taxes and some states also
withhold for state taxes. Lottery winnings are fully taxable
to whoever is receiving the payments. 1099’s are issued to
the recipient of the payments.
An investor most often does not live in the state
where the state lottery board is withholding for taxes. If
you do not live in the state and the state withholds for state
taxes you would need to request a refund on those withholdings. You would also receive a federal refund if your
tax obligation did not meet the amount of withholdings
made on the lottery payments.
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Qualified Funds: Self-directed IRA and a Custodian.

- Qualified Funds: Self-directed IRA and a Custodian.
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You can use IRA or 401k money to purchase a
secondary market annuity. This pre-tax money or commonly
called “Qualified” money because it’s in a tax sheltered
retirement account must be transferred to a custodian that
will purchase the SMA on your behalf. Most brokerage
firms or banks will not act as a custodian for this transaction.
Brokerage firms and banks only act as a custodian for
products, funds or services which they offer.
Settlement companies use independent trusts or
trust firms as custodians for pre-tax money to facilitate the
sale of secondary market annuities. These custodians
charge a fee for maintaining the account and transaction
fees to distribute funds to the account owner. You can
expect to pay $250 to $400 per year to maintain an account
with a custodian as well as pay $8 - $10 per transaction
fee. Custodians are only required when the buyer is using
pre-tax money. If you did not use a custodian and you
purchased a secondary market annuity with pre-tax
money it would create a taxable event on 100% of the purchase
price. That’s not a particularly good investment strategy.
Post-tax money commonly called non-qualified
money are funds that are outside of an IRS tax qualified
retirement plan.You’ve already paid tax on these funds so
you can use them to purchase a secondary market annuity
in your own name. You do not need a custodian. You can
receive the payments direct from the insurance company
and claim the earned interest on your annual tax return.
The portion of the payment that is return of your invested
principle is not taxable.

Chapter Eight

Chapter Eight

Closing the Transaction

- Closing the Transaction
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The sale of future payments from a personal injury
recipient or a lottery winner must be approved by the
court. The court reviews the documents prepared by the
settlement company attorney to complete the transaction
as well as the suitability of the transaction. Is the sale of
the future payments in the best interest of the seller? Is the
seller receiving a fair and reasonable price for the future
payments? Has the insurance company agreed to transfer
the future income payments from the current recipient to
the new purchaser? Are the necessary state compliance
documents prepared and in good order?
The settlement company hires an attorney in the
state where the recipient resides to prepare the closing
documents and petition the court to set a date for the
hearing. Some states are expedient and set hearing dates
without delay and some states as in a recent case in New
York took several months to hear a case. At the conclusion
of the court process the investor will have court approved
documents attesting to the validity of the sale.
Settlement companies may look for a purchaser of
the income stream before a hearing date is set. They
would rather have an investor willing to close the transaction
in advance if possible. Settlement companies often have
a line of credit to take ownership of the income streams
themselves if required. If they do not have an investor at
the time of the closing the settlement company will “warehouse” the annuity with their line of credit. Title is then in
the settlement company’s name and they can transfer the
rights, title and interest to an investor in the future. They
prefer however to have an investor pool of financial planners
with clients who are interested in the high yields and
guaranteed income streams of secondary market annuities.
The vast majority of the cases heard by the court
are approved at a single hearing. Some cases require a
second hearing if the court finds that there is a suitability
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issue for the seller or compliance issue with the documentation or additional information needed for the court to
approve the case. Some cases do not get approved but
this is the exception. Sellers must provide legitimate reasons
for requesting the sale and show how the sale is in their
best interest. Some sellers have failed to meet this requirement.
Since the court wants to honor the wishes of the seller if
possible a future hearing date might be set so as to more
clearly state.
The closing documents are recorded and copies
are made for the seller, the insurance company, and the
buyer. The case then proceeds to funding whereby the
seller upon satisfactory review of the closing book will
wire the balance of the funds to the settlement company.
The buyer is effectively the new owner of the income
stream that was approved by the court and accepted by
all parties.
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Getting your payments: Check or electronic funds transfer
(EFT)
If you use qualified money the insurance company
will make the payments to your custodian. The custodian
then will distribute funds to you upon request. When you
receive funds from the custodian it is a distribution from
your retirement account and will constitute a taxable
event. As long as the funds remain with the custodian they
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are not taxable. Only when you take a distribution do the
funds become taxable. The custodian can wire funds, mail
a check, or EFT the money into your account.
Most insurance companies still mail paper checks.
The companies earn interest on the “float” while the check
is in the mail or waits to be deposited by the recipient.
Although making bank deposits are easier with the use of
online banking or ATM machines it is still a time required
process. Having the payments direct deposited into your
account is certainly easier. If you were purchasing a
secondary market annuity with 120 or more monthly payments
and you didn’t want to face that ongoing exercise of
depositing checks there is an alternative. You could use
a title company. This is similar to the fiduciary relationship
of the trust custodian for pre-tax qualified money but
much less expensive. For about $45 per year a title company will receive the checks from the insurance company,
deposit the checks in the trust account and then EFT
funds direct to your bank.
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Case Studies

Case Studies
Case Study #1 –
Doctor sells practice and wants retirement income
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At age 55 a local physician wanted to sell her practice
& travel. She approached a financial planner who suggested
secondary market annuities as a way to get above market
rates of return and payments guaranteed by insurance
companies like Met Life, NY Life and Prudential.
The retiring doctor was looking for $10,000 per
month with income lasting 20-25 years. Over 4-5 months
we were able to ladder 5 different SMA’s with immediate
income payouts that approximated the doctors income
needs. Effective yields were in the range of 5%- 5.5% and
two of the SMA’s had annual cost of living increases that
would give the doctor more income in the future. The doctor
invested about $1 million. Ownership of the SMA’s was titled
in the doctors living trust. In the event of doctor’s death the
living trust would continue to receive the payments as outlined in the court order. The living trust then would distribute
funds to any beneficiary named in the trust.
Case Study #2 –
Brother’s invest in their future
Getting your payments:
Check or electronic funds transfer (EFT)
A financial advisor in Ohio had two sons. One was
37 and stationed in Honolulu with the US Navy. The other
son age 41 was working for a fortune 500 firm in Chicago.
Both sons had about $60,000 in savings. Dad recommended
that with current volatility in the stock market and his
conservative Ohio savings perspective that both sons
should consider a secondary market annuity.
Dad had sold traditional fixed annuities and life insurance
for A+ rated insurance companies for over 25 years. A

secondary market annuity with some of those same companies
with an above market effective yield was a great income
strategy for his sons as they approached retirement.
Yields on SMA’s can be in the 6.0% - 7.0% range
when the income payments are deferred for 10 years or
longer. Both sons were able to secure an SMA with payments starting in about 20 years with effective yields of
6.5%
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Case Study #3 –
Grandpa funds college for his 2 granddaughters
Parents and grandfather of 8 months old Melanie
and 4 year old Charlotte are contributing money to a 529
college plan for the girls.Grandpa Dave had purchased several
secondary market annuities to give him a supplement income
stream to his pension and social security. He bought one
SMA with guaranteed payments by Allstate and another by
Metlife.
A new SMA became available from Genworth Life
and Annuity Company. A $42,000 investment would generate
184 monthly payments of $300 per month with an effective
yield of 5%. Payments would start in 60 days.
A tax free investment strategy used by many financial
advisors is the purchase of life insurance. Some recommend
whole life insurance policies that pay dividends to build
cash value. But with the advent of universal life and fixed
indexed universal life more financial advisors turn to those
products for enhanced growth potential. Stock brokers still
promote variable life insurance but conservative investors
are shying away from the higher risks & rewards.
Grandpa Dave decided on a fixed indexed universal
life policy for each of the girls. Cost of insurance is very low
because of the girls ages and preferred health class rating.
The 15 years of payments from the Genworth SMA would
put $150 per month into each girls life insurance policy.The

cash value on each girl’s life insurance policy would grow
to about $40,000 when the last payment was made from
Genworth. Grandpa Dave had converted his $42,000
investment into life insurance coverage and cash values
that could be used for college or a down payment on a 1st
home for the girls or even their future retirement income
needs. All distributions made on a tax free basis when
taken as loans against the policies cash value.
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Grandpa Dave set his granddaughters on firm financial
footing and provided a legacy for himself.

Case Study #4 Jack at age 1 lost his mom to cancer. Dad helps plan for
Jack’s future.
Jack has been receiving social security payments
for the past 7 years because he lost his mom to cancer
shortly after he was born. The money has been going into a
trust account for Jack with the money managed by his father.
Jack’s mom had life insurance so his college will be
paid for and any of Jack’s living expenses are covered. The
social security payments have just been accumulating in a
savings account earning virtually no interest. Jack’s dad is
very conservative and won’t venture into the stock market
because of the risk. He was also looking for an above yield
with virtually no risk.
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The solution for Jack’s dad was a secondary market
annuity with a life contingency. The SMA would make 240
monthly payments to Jack of $1000 per month beginning
in 25 years.The effective yield was 7%.The payments were
guaranteed by Metlife. The total payout to Jack is $240,000
and the cost to purchase the SMA was a meager $38,000
tapped from his savings account at the bank that earns
virtually no interest.
Life contingency means that there is a life insurance
policy issued on the life on the current annuity owner. If
they die before all payments are paid by Metlife to Jack then
a life insurance policy issued by another insurance company
will pay Jack any outstanding balance in a lump sum.
Jack’s effective yield is still going to be 7% whether he has
started to receive payments or whether he’s not received
his first payment. It’s like having a belt and suspenders on
the investment. He has double protection on his money.
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Advisory Services for Lottery Winners, Personal Injury
Recipients or investors in Secondary Market Annuities.

- Advisory Services for Lottery Winners, Personal Injury
Recipients or investors in Secondary Market Annuities.
Whether you wish to sell your annuity or you wish
to purchase an annuity in the secondary market it is advisable
to have knowledgeable counsel. Check the credentials
and the experience of the firm before you begin.

C h a p t e r Te n

Most states require an independent investment advisor
consult with someone who is considering the sale of their
settlement. The advisors role is to fully inform the seller
on the financial aspects of the sale of their income stream.
It will then be the seller’s decision to go forward with the
sale or not.The independent investment advisor provides
an added level of protection for the seller.
If you are investing in a secondary market annuity
become familiar with the documents in the closing book.
These are the documents that transfer ownership to you.
Read and understand the intent to purchase and funding
requirements to close your transaction. An experienced
firm will keep you informed of the court process and provide
full disclosure throughout the transaction.
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Best Way to Take Retirement Income
Financial planners usually advise clients who are
approaching retirement to put a larger percentage of their
portfolio into fixed income investments and reduce the
risk and investment in equities. For a good rule of thumb
simply subtract your age from a 100. If you’re 60 years old
consider placing 60% in conservative fixed income investments
while the remaining 40% might remain in mutual funds or
other investment to potentially capture a higher yield.
Draw funds from your portfolio at a conservative rate of
4% - 5% and your money should last until you take your
last breath.
In a perfect world that calculation is a workable
strategy however since the dotcom implosion in 2001 and
the financial crash of 2009 that decimated millions of
American savings and retirement funds it is quite apparent
that we don’t live in a perfect world. If you were anywhere
near retirement or you were in retirement during those
catastrophic financial events I’m sure you had many sleepless
nights if the financial advice that you received was to “stay
the course”. Many investors just got out of the market and
tried to save what they had left.
The question is how do you protect yourself from
the calamity of the stock market and take retirement income
with confidence?
I can give you the quick answer for those sitting on
the edge of their seats in anticipation of hearing a cosmic
revelation: No market risk investments! Now that wasn’t
so difficult. It’s really not an investment at all it’s a savings
program.
People that are approaching retirement or in retirement
should be in a savings program to protect from those
catastrophic events. Insurance companies have weathered
the financial storm with their conservative investments
strategies and provide solutions to consumers looking for
safety.
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Insurance companies have offered fixed annuities
as the backbone of retirement plans for years. They
weren’t particularly sexy but they provided a fixed rate of
return and a guarantee that you would get all of your
money back with interest. Now there’s a good investment
concept!
Yesterday at our regular Saturday men’s club golf
outing Peter approached me with a stock tip. He asked
me if I knew anything about Iraqi Drachma currency. He
knew that I was a financial planner and co-hosted the Ask
Mr. Annuity Radio show. I told him that I didn’t know anything about the Iraqi currency. He said that he has coffee
with his neighbor who is pretty sharp on investments and
he said the currency has to go up in value. Peter should
buy now! I told Peter to buy only what he could afford to
lose. It’s more important to get a return of your money
than the return on your money. So I asked Peter, ”How do
you actually buy Iraqi Dinar’s anyway?” He said there’s a
company out of Las Vegas that purchases the currency for
you. You must pay with a cashier’s check. As I teed up my
ball to hit off of the first tee I thought to myself. If there
was ever a message from above about the riskiness of an
investment it was that the company selling the investment
was from the gambling capital of the world and you must
pay with a cashier’s check!
It’s easy for me to get off track with so called
“investment stories”. There seems to be an endless supply
of stories and an endless number of victims who lost
money on “investment opportunities”.
With a savings program that gives you a guaranteed
rate of return you simply adjust your percentage of distribution
and it’s easy to calculate the big question: How long will
my money last? For example if you have a 3% guaranteed
rate of return and you withdraw 7% your money will last
23 years. If you start your withdrawals at age 65 then your
money will run out at age 88. You can adjust your
withdrawal percentage down if you want to extend the
life of your income stream.
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The dilemma has always been the investment
doesn’t guarantee the rate of return. The investor wants
to earn more, maximize his return and in the process he
exposes himself to market risk. Since 2001 retirees and
savers alike have looked for guaranteed returns to avoid
the market crashes in 2001 and 2009. If you lose 50% of
your money with a market “Correction” and you’re still
withdrawing 5% or 6% per year in retirement you’ll run out
of money before you know it. To avoid the stress of the ordeal
and the uncertainty of when the market is going to correct
again insurance companies have some guaranteed programs
that will help you withdraw your money safely, without
risk to market fluctuations, and with the income for life
feature provide income that you and your spouse cannot
outlive.
Secondary Market Annuities provide that fixed rate
of return and fixed term payout that can be used for
retirement income planning. But traditional annuities can
be coupled with SMA’s to provide additional liquidity as
well as other living benefits. We’ll explore those annuities
and benefits.
Fixed Indexed Annuities
In 1996 insurance companies began to offer a new
hybrid annuity. This annuity provides a guaranteed rate of
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return. It also gives you an opportunity to share in market
gains without the risk of market losses. This was a totally
new concept. Millions of Americans who were risk adverse
began to move money from variable annuities and mutual
funds. But unfortunately many more stayed with market
investments during the two twin market crashes of 2001 &
2009.When the pressure of double digit losses became too
intense they sold, many at the bottom of the market. Some
never recovered.
If you don’t get smarter as you get older you just
get older. We’ve become more cautious from our past
experiences with market losses and subsequently fixed
Indexed annuities have had record sales.
Fixed indexed annuities are simply fixed annuities
that give you an opportunity to earn enhanced interest
credit if a market index like the S & P 500 or Dow Jones
Industrial Average shows positive gains. Your money is
never directly invested in the market. The insurance company
buys in US Treasuries and investment grade bonds to ensure
that you will not only get a return on your money but a
return of your money. All insurance companies must provide
a minimum interest rate guarantee.
The insurance company also buys call options on
the market index. If the market index is positive then you
are rewarded with a portion of the interest gained from
the call options. If the market is negative then no interest is
credited but your principle and previously credited interest
is protected.
Tax Deferred Growth is one of the features of a
traditional annuity. There is great power for wealth accumulation
using tax deferral. You don’t have to pay taxes on your
money until you start taking income.
Ladder Strategy Using Annuities
You can use the commonly used ladder strategy to
“ladder” income using annuities. Your retirement savings

are divided into 4 annuities; not proportionately but in
amounts designed to return to you in 15 years the full
amount of the initial savings. You’re projected to have
100% of what you started with plus 15 years of income.
The first rung of the ladder is an immediate annuity that
provides fixed income over the first 5 years.
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The second rung is a fixed indexed annuity that
grows tax deferred for 5 years and then pays out fixed income
for 5 years.
The third rung is a fixed indexed annuity that grows
tax deferred for 10 years and then pays out fixed income for
5 years.

The fourth rung of the ladder is a fixed indexed annuity
that has grown tax deferred for 15 years. Using a conservative rate of growth and the protection of principle feature
this fixed indexed annuity has grown back to your original
retirement savings amount plus you’ve received 15 years
of income.
Our parents retired using the mandate to “never
invade the principle”. They lived off of the interest of their
savings. But the interest was fully taxable. With the ladder
strategy you are receiving part interest and part return of
principle so you are taxed less.

Never Outliving Your Money?
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Insurance companies give you a retirement option
to purchase an annuity and then annuitize it for a guaranteed
lifetime payout. You could even include a spouse to receive
the lifetime payout as well.
Often it was guaranteed for life or 10 years
whichever was longer. But if you died after 10 years the
balance of the account was retained by the insurance
company. Annuitization is still an option for an annuity
with an insurance company but the new income riders
are my preferred method of taking income.
An Income rider is an optional benefit for a fee on
a fixed indexed annuity. The fee is usually around 1% of
the account balance. The insurance company will give
you an illustration before you even take out the policy. The
illustration will have your deposit, plus the growth in the
income account and finally what your monthly payout
will be at some point in the future.
Your account balance will continue to earn interest
while you are taking income however unlike annuitization
the balance remaining in your account when you die goes
to your beneficiary. You will receive lifetime income so
even if you live long enough to deplete the account balance
your lifetime income will continue.
Income Doubles if needed for Long-Term Care
Many new fixed indexed annuities are addressing
seniors concerns about long term care. The Optional Income
Riders on fixed indexed annuities may include a feature
that doubles your income in retirement if you can’t perform
2 of 6 activities of daily living. If you were receiving $2000
per month from your fixed indexed annuity and you become
cognitively impaired or were unable to perform 2 of the 6
ADL’s then your income would double to $4000 per
month. This benefit is usually guaranteed to continue for

5 years but will vary by insurance company. After 5 years
your payment would revert back to the original $2000 per
month if still living.
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Activities of Daily Living include:
• Bathing- ability to wash oneself
• Dressing- the ability to put on and remove
all clothing
• Eating- the ability to feed oneself

• Transferring – The ability to move from
bed to chair
• Continence – maintain control of bowel and
bladder
• Toileting – the ability to travel to and from the
bathroom
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Appendix:
The Emerging Use of Secondary Market Annuities and the
Structured Settlement Profession
Contributed By Mark Wahlstrom
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The decade long battle against secondary markets
and structured settlement liquidity
There has been a long running tug and pull
between the primary market structured settlement profession
and what has emerged to be called the secondary market
or providers of liquidity represented by factoring and cash
flow purchasing firms.In the early days in which the secondary
purchasing market was small, fragmented and only
occasionally purchased the cash flow of a structured settlement
beneficiary, there was little organized opposition by the
life insurance companies or NSSTA* ( National Structured
Settlement Trade Association ) to the practice. In fact they
even allowed one of the early pioneers in the industry,
Settlement Capital, Dallas, TX, to be a member of the
organization in recognition of the role they played in
assisting beneficiaries who were struggling to obtain
liquidity on structured settlements that no longer fit their
financial or planning situation.
However, as the market for secondary cash flows
expanded in the mid 1990’s we saw a decision by NSSTA
and its legal counsel to work actively to squash the liquidity
market under the guise of it potentially causing Congress
to pull or revise the provision in the IRC section 104 and
IRC Section 130 in which all payments from a structured
settlement are paid to the beneficiary income tax free.
While there may have been some intellectual or legal
reasoning behind it, the association made it their single
largest priority from a lobbying and tax planning standpoint and worked actively to discourage its member life
companies, assignment companies and settlement brokers
from encouraging any claimant from exercising their right
to sell or transfer payments to another party.
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These battles were fought on both the national
level and state level and resulted in the secondary & liquidity
market companies forming their own trade association,
NASP, the National Association of Settlement Purchasers,
to advocate for the rights of structured settlement beneficiaries
to sell their payments in an orderly and productive manner.
Without going into the entire legislative and lobbying history,
this resulted in model legislation presented as a compromise
between the two associations entitled the Structured
Settlement Protection Act and of which at the publication
of this book 47 states currently have one enacted on their
state books.These laws spell out the rights of those looking
to sell, transfer and otherwise give up the right to some or
all of their payments and when coupled with a new section
of the IRC 5831 which clearly provides the tax law basis
allowing for the transfer of payments from one party to
the next, you have for the first time a strong legal and tax
law foundation that gives an orderly process to the rights
of those who transfer as well as to those who purchase
those transfers.
You would think this would be the end of the battle
between the primary structured settlement profession and
the settlement purchasers, but you would be mistaken as
NSSTA has for reasons only known to its legal counsel and
leadership continued for years to discourage the process
of allowing annuitants to sell their payment streams
despite evidence that only 8% to 10% of all annuitants
might ever actually use that option at any point in the time
their contract was paying out. The impact of this continued
resistance is that most if not all structured settlement
experts continue to actively avoid having anything to do
with the secondary market, either through counseling
current beneficiaries on the best way to transfer payments
and solve their financial issues, or as this book is making
clear, to use the secondary annuity products to fund other
cash flows or investments.This lack of support by the primary
markets and primary structured settlement brokers,
coupled with a great deal of misinformation, has had the
effect of causing confusion regarding what can be done

with these financial instruments and what the actual
risk, if any, might be to those who advocate their use in
a settlement planning scenario.

Why does the settlement trade association fight so hard
against liquidity on structured settlements?
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As discussed in the prior section, there continues
to be a battle between the primary market association,
NSSTA and the secondary market association, NASP as to
the rights of claimants and annuitants to sell or transfer
their payments in return for a lump sum.You would think
that model legislation for each state plus additions to the
IRC would be sufficient to end this ongoing battle however
as noted, it continues on despite the fact that the secondary
markets are now firmly established and have a large body
of case law behind them.
While many, including myself, have speculated as
to the true nature of the concern being one that is
entrenched in the need of the national trade association
needing a disaster scenario to lobby against, and as such
raise money to fund their lobby, I believe there are serious
people in the primary markets who do believe that “too
much”liquidity raises the questions in the minds of Congress
as to why the tax exemption for payments is needed at all
if everyone seems so anxious to sell their payment rights.
The answer to this is that for over 30 years IRC Sections
104 and 130 have been in the code and have supported
what is now a firmly entrenched process by which badly
injured, impaired, widowed and orphaned claimants are
able to obtain tax free income for life in a way that insures
their money will not run out and cannot be outlived in
most instances. Structured settlements and the government
policy behind them are based on rock solid principals,
have worked for decades and by almost every measure
are revenue neutral to the US Treasury and as such would
be one of the least likely programs to be swept aside in a

tax reform scenario. However, the concern that this
COULD happen is real on that side of the argument so the
boogie man of the secondary market is trotted out annually so as to keep the lobbying for the exemption in place
and the association viable in Washington DC.
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The unfortunate fallout of this concern is that
needless fears and misinformation of the process continues
to be circulated by members of the association who feel
that all requests for liquidity are wrong and that claimants
should never factor, sell or transfer their payment rights
under any circumstance.Further,the association will typically
remove any member’s rights if they actively participate in
the secondary market transfer process or as is now occurring,
using secondary market annuity products to fund alternative
investment,savings and settlement planning vehicles.Planners
and purchasers of these secondary annuities need to be
aware of the thought process behind the negative press
on secondary annuities, that most of the lobbying is
directed by the primary markets and that the concerns
being raised are a replay of the same battles fought 20
years ago regarding the right to transfer payments back
then.
Misinformation and just generally lazy intellectual
thinking, as well as pressure by a trade association on its
members has kept the primary market experts largely out
of this rapidly expanding market. However that is slowly
changing as a number of innovators in settlement planning
partner with secondary market brokers and providers to
use them in new funding programs.
The emergence of secondary market annuities as a funding
source for settlement planners
Since 2012 there has been several secondary market
brokers and providers who have begun to partner with settlement planners to use these bundled cash flows to finance
guaranteed income programs in several innovative ways.
The first is using them inside of a trust as a guaranteed
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cash flow stream for settlement trusts, special needs trusts,
Medicare set aside trusts and other programs where safe,
highly secure guaranteed cash flow is valued. Since the
spread during most of this time frame on the yield between
a “Standard primary market” annuity and a “Secondary
Market” annuity of similar durations can often be between
25% to 40% more on the secondary annuity, you can see
the obvious attraction in using them to fund programs
where cash flow is of greater value than tax free cash flow
provided by the primary market contract.
The second option is using them as a supplement
to a primary tax free structured settlement planning option.
This is where you would pair up the secondary market to
fund short to medium term certain payments such as caregiver expenses, home mortgage costs, rehab treatments or
other deductible medical expenses. The thinking is using
taxable income from the higher yielding secondary market
cash flow to pay for items which have the ability to be
generally deducted from taxes as an expense. Then the
remainder of a settlement is used to purchase a primary
tax free structured settlement for lifetime income, college
payments and other lump sums in which there is likely to
be no tax deductible offset, or which would allow the injury
victim to obtain a substandard underwriting status due to
impaired life expectancy and receive an enhance yield as
a result, something not possible in purchasing of secondary
markets.
The third option we are seeing is their use when
paired with a fixed index annuity with the funds again
split between the two strategic objectives. In this case the
secondary cash flow is again used for immediate and
intermediate cash flow needs and to fund those costs and
living expenses which require the highest possible current
cash flow and yield. The balance is typically invested in a
fixed index annuity and allowed to accumulate to a future
date when the secondary market annuity either expires or
is no longer sufficient to cover the claimants costs, at
which time this floating rate tax deferred annuity is con-

verted into an income to address the next stage of the
claimant's life and deal with their planning needs as well.
These are the three most common scenarios in
which secondary market annuity products are used in a
settlement planning model, but it is anticipated as more
product become available that there will be expanded
use of the product in non-qualified annuity programs such
as taxable damage settlements, structured legal fees or
even structured sales of capital assets.
Issues settlement planners and brokers face in promoting
the use of secondary market annuities
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The primary issues faced by settlement planners
and others looking to promote the use of secondary market
annuity contracts are typically those tied to the relative
newness of the concept, compliance and E&O coverage
issues, as well as the misinformation campaign discussed
in the prior sections.
Compliance and E&O coverage for the risk of errors,
omissions, process mistakes and suitability for the client
you are selling to is probably the single largest area of concern
for the professional looking to expand their use of secondary
market annuity products. At the time of this publication I
am unaware of any professional liability contract that
explicitly covers the agent, broker or professional marketing
secondary market products to their clients. As such you
will typically see a great deal of hold harmless or qualified
investor type language in just about any marketing, sale or
purchase agreement involving these when dealing with a
settlement professional. Hold harmless language and
qualified investor limits are of course no guarantee to any
agent, broker or expert that there will not be issues with
the client at some future point in time so it is essential that
there be a very careful documented understanding by the
client as to whether or not this activity is covered under
your professional liability coverage.
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Additionally, many advisors, settlement planners
and brokers work with or through general agents, RIA’s,
IMO’s and structured settlement marketing organizations
that each has their own unique compliance and approved
product lists that producers can market to their clients.
Each organization has its own areas and operations which
may or may not be supervised or under the control of the
SEC, FINRA, state insurance commissions or state securities
regulators, with all of the attendant rules and regulations
related to being licensed to sell insurance, annuities,
investments, registered products or provide investment
advice. Each broker and agent needs to determine with
their associated business partners and business entity
what if any supervisory jurisdiction applies to their use of
these products in any of the planning scenarios I have outlined in this chapter. This is a constantly evolving area of
law and regulation and the broker and agent MUST be
constantly vigilant to make sure they are approved to sell
these products both by their organization but also by the
agencies which supervise the business activities of those
firms.
In summary disclosure and suitability standards
must be exceptionally high for a new product such as this
and it is essential that the planner carefully explain to the
client what level of supervision and compliance is provided
by your firm as to the integrity of the deal you are presenting
to them. It is for their safety and wellbeing as well as your
own.Given that the secondary market annuity world currently
falls into a gray area of non-regulatory supervision it is prudent
of any adviser to treat the transaction in the same fashion
& using the same standards of suitability and compliance
they would exercise in any other financial transaction.
What risk planners need to understand in marketing
secondary annuities
The primary risk for settlement planners and primary
market brokers in the use of secondary market annuities
revolves primarily around the unclear regulatory and supervisory

environment created by this new brand of funding agreements.While it is clear these are not “products” in the traditional
planning and marketing sense we associate with that term
and that they are funding agreements and private transactions
between parties,it still is entirely possible that confusing sales or
marketing literature can trip up even the most careful
planners.
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Further, the selection of who you use as your broker
in a secondary market arrangement is also vitally important
as the level of experience in handling transfers & transactions
varies greatly from firm to firm. It is highly recommended
by the authors that any broker, planner or expert engage
or have access to an attorney who is an expert in the area
of cash flow transfers and is thoroughly familiar with the
laws in each state as well as the legal transfer process by
which the right to receive payments is documents upon
execution of the deal. If I were to provide any one caution
it is that brokers and planners have solid counsel to vet
deals and transactions so as to insure the proper chain of
custody of the payments, necessary documents, records
and court orders to insure that all payment rights are as
represented by the broker BEFORE closing any deal.
This might strike some as an unnecessary expense
or potentially a deal killer for some clients but it is the advice
of this author that until there is a standardize market and
process that all deals be reviewed and cleared by independent
counsel so as to avoid any issues down the road which
might delay, impede or eliminate payment streams for a
client. Experienced counsel in this area can be obtained
by contacting NASP or looking online for firms with
expertise in annuity transfer law or cash flow transfer
transactions.
The future of secondary markets in the structured
settlement and settlement planning professions
The future of secondary market annuities in the
structured settlement and settlement planning professions
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is still to be determined as much of the current objections
to the process are subject to considerable misinformation
by the primary market trade association and its lobbying
arm. However, in the current low interest rate environment
where there is an almost unlimited desire by pension funds,
retirees,injury victims and others for secure,stable,guaranteed
cash flows at higher than market yields, the demand for
these cash flow programs will continue uninterrupted absent
a regulatory or market issue that restricts their sales and
use.
The biggest threats at the moment to the sale and
use of secondary market products continues to be the hostility
of the primary markets toward their use as a competing or
complementary planning tool as well as the downward
pressure on yields brought on by the large number of buyers
looking to secure these cash flows. These combined factors
can bring about greater regulatory scrutiny in one case
and also sharply lower yields on the limited supply of
inventory in the other. There is little the planner can do
about either risk at the moment, so the best course of
action is educate yourself on the process, work with an
experienced broker, have access to a lawyer that can vet
transactions and document your sale process as carefully
and completely as you would any other transaction.
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