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PRIMA-FIRST™ for Financial Advisers (Manual Input Version) 

Introduction to the role of Deferred Annuities in 401(k) portfolios 
 

Credit New York Times 

Deferred Annuities (DAs) can play an important role in a 401(k) portfolio. It’s easy to be intimidated by 

them and even though the language in a contract may look quite complicated, all Deferred Annuities 

follow a similar simple general set of rules. 

We will do 5 things to help you decide if a Deferred Annuity should be in a 401(k) plan: 

• Help you better understand and demonstrate Deferred Annuities 

• Show that all types of Deferred Annuities follow the same basic principles 

• Show they can be complicated, but only for those who need to price and administer them but 

not for financial advisers using PRIMA-FIRST™ 

• Introduce you to PRIMA-FIRST™ that will help you present them and also help you to better 

comply with Best Interest requirements 

• Using PRIMA-FIRST™, evaluate a 401k portfolio’s ability to maximize investment returns to 

help provide a good and adequate retirement income 
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This is a simple way to present deferred annuities by demonstrating that: 

• They often get an undeserved bad rap from critics in the media for being too complicated or not 

a good buy 

• They’re not that complicated  

• There’s a simple quantitative method for evaluating and comparing them, not only to other 

annuities, but also to other investments 

• The PRIMA-FIRST™ app not only implements this quantitative method, but also produces easy-

to-understand non-numeric evaluation charts using PRIMA™’s ‘In-the-red’, in-the-black’ 

color/shading scale 

401(k) PORTFOLIO EVALUATION USE “RED-to-BLANK” SCALE PARADIGM 

 

What is a Deferred Annuity? 

• It acts like a simple bank savings account 

• this bank account is called the “Accumulation Fund” or ‘the Account Value’  
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• It’s ‘bank account’ earns interest and has charges for fees and riders 

• It’s the cornerstone of the contract because its growth will directly or indirectly determine 

future income payments 

• The feature that separates one deferred annuity type from another, is simply how the 

interest credited to its ‘bank account’ is determined 

• They can all have similar death and income benefits, The most important of which, if present, 

is the Guaranteed Income rider 

All Deferred Annuities have an Accumulation Fund (also ‘Account Value’), that simply credits your 

contributions and adds interest and deducts charges and fees during the Accumulation Phase before 

(the period before electing a retirement income such as annuitization or stream of withdrawals).  

INTEREST CREDITING METHODS 

• FIXED: 

o Credited Rates are fixed at Issue and guaranteed for a certain number of years or for life 

• VARIABLE: 

o Credited Rates are based on an asset’s growth rates, less any fees and expenses, of 

monies invested in real Mutual Fund Sub-Account Assets. 

• INDEXED: 

o Unlike Variable there is no direct investment in the account’s assets. Instead, Credited 

Rates are ‘Derived’ from an asset’s growth rates using a formula that applies adjustments, 

such as spreads, caps, participation rates and floors to a sub-account’s growth in its index. 

 

INDEX TYPE PRODUCTS 

Unlike Variable, for all Index-Type products, no monies are invested in real assets. Note that the first 

two do not require registration with the SEC because their principal is protected and they don’t cross 

the line into securities as per SEC Rule 151A. 

• FIXED–INDEXED: 

o Credited Rates are derived by various methods that apply adjustments, such as spreads, 

caps, participation rates and zero floors to a sub-account’s growth in its index. 

• FIXED INDEX-LINKED (FILA): 

o Gains are accumulated but unlike other Indexed products they are all or part at risk and 

the fund will be reduced by any losses not to exceed all or part of its gains. 

• REGISTERED INDEX-LINKED (RILA): 

o Credited Rate types are:  

https://www.everycrsreport.com/reports/R40656.html
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▪ Buffer: The insurer absorbs the first portion of losses. For example, the first 10%. 

Policyholder takes any loss beyond that  

▪ Floor: It’s the opposite of Buffer where the Policyholder choses the maximum % 

they’re willing to lose, i.e., the Insurer absorbs any losses after that instead of 

before. So has a lower potential downside 

• CAPS, SPREADS and PARTICIPATION RATES: 

▪ Can apply to the upside in all Index types above. However, policyholder will get a 

better deal on constraints if they choose a larger downside i.e. smaller Buffer or 

higher Floor 

Examples: 

FIXED – where the Credited Interest is a fixed 3% per annum for a SPDA 

 

VARIABLE - Interest is based on a sub-account’s actual market growth (+ or -) less any fees 

 

FIXED-INDEXED - interest is derived, by a formula applied to the index’s growth 

 

If the participant dies during the Accumulation Phase, the Accumulation Fund’s balance (or a higher 

floor called the Minimum Guaranteed Death Benefit – MGDB) will be paid to the beneficiary. 

Boy Scouts – Be Prepared! 

Annuities need to be monitored on an on-going basis to optimize their cash returns. However, to 

monitor the DA, you’ll need a sophisticated analytical tool. Currently, PRIMA-FIRST™ is the only 

effective tool that’s available. 
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What follows will teach you how use PRIMA-FIRST™ to purchase and perform this monitoring and at 

any point in time, estimate returns for various elections, based on available options in the contract.  

Manual Input where product is not predefined 

This section covers PRIMA-FIRST™. the manual version of PRIMA-401k™. This will only be necessary if 

the product is not predefined. Your job will be to get a minimum subset of input data for the app from: 

the contract, recent statements and the Insurance Company. So, be prepared to do your investigative 

homework. Your Client’s future retirement is at stake, so investing some time initially, will result in 

major dividends. Be prepared to re-visit the app from time to time, especially when there are major 

changes to personal attributes or movements in the markets that immediately affect the value of the 

portfolio’s underlying assets.  

First, select the participant and click on the edit button to get the Main Menu below:  

 

The App’s 2 other main areas are: 

• Portfolios (Current & Workbench) 

• Results (Reports and Charts) 

PRIMA™ supports 2 separate portfolios – Current & Workbench 

• Current – is the current portfolio you wish to evaluate or change 

• Workbench – is the sandbox in which you can evaluate and compare possible alternative 

portfolios 

As shown below on the lower left: 
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Then, click on Current Portfolio then Select “1. Copy PRIMA’s default Portfolio” then click on ‘Save’ 

 

…… to get the default starter for the ‘Current’ portfolio consisting of 2 products 
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Next go to ‘Workbench” to get the portfolio below, consisting of various product boilerplates. This is 

your sandbox for testing. 

 

 

Let’s get started 

The default boilerplate line-items were pre-defined because they’re quite common and the goal is to 

later customize their data to handle your portfolio. However, you can choose from a wide variety of 

boilerplates. 
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We highly recommend this approach versus entering all the information from scratch.  So, let’s go 

through each of the four main areas in the order listed, starting with: 

The Current portfolio. 

Assumptions for All Portfolio Line-Items: 

Next, fill in information ranging from Taxes to Options for All Runs that’s common to all contracts in 

the portfolio. Here, we start with Taxes where it’s simply the rates for the Accumulation and 

Decumulation Phases. 

 

Estimated Longevity 

For longevity you have 4 choices: 

1. Enter the age that you expect the participant to live to 

2. Click on  that will bring you to a 3rd party app that will ask you longevity 

related questions and provide you with an estimate  

3. Use some other 3rd party app (there are several) 

4. Or enter 0 which will tell the system to do its own estimate 

If any Joint income options are available, then you’ll need to enter the longevity estimate for the 2nd 

person (usually a spouse).  

 

Next, Enter Contributions for both Employee and Employer – Introduction Summary 
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Next, Enter Contribution Dates
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Next click on Contribution Amounts, to get this page: 

 

After clicking on Enter Amounts, the user will get this page: 
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Next, Enter % Allocations to Product Types in the Portfolio 

 

Next, click on Retirement Goals button to enter estimated retirement expenditures ($3,000 a month) 

targeted to be covered by the 401(k) portfolio, and the participant’s credit parameters (during 

retirement). 
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Next, Select Single or Joint and various options for All Runs: 

 

Assumptions for an Individual Line-Item: 

The Portfolio 

Next, click on The Workbench’s Portfolio’s Contents  

This is the most important section and contains the description of the actual 401(k) portfolio to be 

projected and evaluated. This is our sandbox for testing various combinations of line-items to test for 

the best portfolio that will optimize future retirement income. 

To test the various combinations simply select the desired line-items by clicking on Include in Portfolio. 
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By clicking on the Edit button, the user can define and customize each row of the portfolio. 

Note also that each line-item has its own set of Audit reports (Evaluate). This allows the user to see 

where all the first-principles numbers used to produce the higher-level Evaluation reports came from. 

If there’s a problem at the high-level, this is where you’ll find its source so that you can address it by 

making changes at this level. 

So, let’s look at how the first line-item is defined: 

We do this by clicking on the Edit button for Variable then Product Definitions/Basics to get: 

 

From Provider 

Next, click Features to fill in the following: 
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Next, we’ll look at the very important Accumulation Fund 

Accumulation Fund 

 

Next expand the ‘+’ to get its submenu of ‘Subaccounts’ and ‘Account Value Deductions’ then click on 

‘Subaccounts’ to get the Guidelines for investment-type subaccount Asset-Class Mapping 

 

The Volatility column is the ‘Long-Term Expected Annualized Volatility’ of the security. If you are still 

unsure which Asset Class the fund falls into, then you can google it along with ‘Volatility’ or ‘Standard 

Deviation’ (i.e., the Standard Deviation of the fluctuations in its returns) and pick a class that best 

matches it. 
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A subaccount must map to one or more of the asset-classes above, so next, let’s go to Define Base 

Funds/Indexes 

To get: 

 

then click on Blend of for V-6, the only subaccount used in this instance 

 

V-6 maps to only one Asset-Class - Diversified Large Cap U.S. Equity @ 100% 
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Next Click on Account Value Deductions 

 

Then click on % of Subaccounts 

 

Here all subaccounts have the same Fee of 0.25%  

Next, click on “Income” then Annuitization to get: 
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All annuities have an annuitization option. Here you enter the Single and Joint Rates and some other 

info about its payments. 

After clicking on See/Change Details you can enter Single-Life Rate for Age 67, below: 

 

 

Next click on GIB then “Features”, to get: 
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Then click on ‘+’ to expand the submenu. Then click on ‘Guaranteed Income Benefit (GIB)’ then click 

on ‘Features’ to select this products GIB features as shown above. 

Next, Click on Charge Rates/Accumulation Phase 

 

Where rates are same for each subaccount. 

Next click on “Fund Crediting Rates” to enter the crediting rates for the GIB shadow fund whose 

crediting rates are a constant 5% for each year. 
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Next Click on Base Payout then Basis X 
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Here Funds for the GIB payments are based on the greatest of: Account Value, GIB Shadow Fund, Net 

Deposits, and the CPI Fund 

 

Next, Click on Payout Rates 

 

Next, Click on “Riders” 

However, no other Rider charges are defined so that’s the end of the Product Definitions.  
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Next, we’ll look at defining the Participant-Specific data. Combined with the above Product Definitions, 

this will allow you to define the instance of a participant’s data needed for evaluating a contract.  

So, collapse Product Definitions then click on 

From Participant: 

 

Then, click on Contract Basics: 

 

As it’s not in Payout, next, click on Balances and Values 
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Next, click on Accumulation Fund 

 

Next, expand ‘Accumulation Fund’ to enter current balances 

Subaccounts 



25 
 

25 
 

 

Next expand to enter the current balances for the subaccounts and the corresponding Shadow Funds, 

if any 

Variable Subaccounts 

 

 

Next, click on ‘Contributions’ to enter percentage allocations, if any needed  
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Contributions – Pro-Rata or Percentage Allocations 

 

Next click on Additional Fees 

Additional Fees 

 

Next, click on Percent of Account Value. There are none 
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There are none and that’s the end of all definitions needed for evaluation so we will proceed to how 

we can evaluate this line-item and the portfolio as a whole. 
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Running Evaluations 

 
PRIMA accommodates Evaluations and Audits at 2 Levels:   

1. Individual Line-Item 

2. Portfolio (all Line-Items combined) 

1.Individual Line-Item                                                   2. Portfolio (all Line-Items combined)

 

But, before we get to running evaluations, we will first need to set up our options for these runs. 

First, Select Single or Joint and various options for All Evaluation Runs 
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Evaluating an Individual Line-Item 

To conduct a Line-Item Evaluation, go to ‘Workbench/Contents’ to get its portfolio 

 

Let’s pick Variable, then simply click on its ‘Evaluate’ icon 
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You can pick which audit reports you wish to produce and the individual scenario you wish to audit  

Then simply click on 101 or 1,001 scenarios to start the evaluation that will produce the audit reports 

and charts 

When completed, click on ‘Continue’ then ‘Completed Results’ to get the Evaluations and its Audits 

Completed Results – Reports, Histograms and Charts 

 

Simply click on Reports or Charts to get the ITM (In-The-Moneyness) Reports, Charts and Histograms 
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Next, enter Parameters for “Adequacy of Projected Retirement Income” reports and charts 

 

Before we click on ‘Evaluate Portfolio’ we need to return to the portfolio to select which Line-Items to 

include in the run  

 

Next, select which line-items to include in the run where ‘Variable’ and ‘Investments’, are selected for 

inclusion in the Portfolio  run 



32 
 

32 
 

Then we allocate how the contributions should be split between ‘Investments’ (Mutual Fund) and 

‘Variable’. Here, it’s 60/40.  

 

Now, we’re ready to run the evaluation, so next, we click on Evaluate Portfolio to generate results for 

the ITM Metric by clicking on 101 or 1,001 scenarios 

 

When completed, click on Continue then Completed Results 

The two evaluation metrics produced by the app are: 

• ITM %: A positive ITM occurs when returns, net of fees, outperform inflation 

• AIM %: Measures a portfolio’s ability to cover its allotment of expected retirement expenditures 
 

Formulas 
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➢ ITM % = 100 * ((PV Income/ (Acct. Value + PV Future Contributions)) – 1) 

➢ AIM % = 100 * (PV Ending Balance/PV retirement expenditures) where Ending Balance is the 

balance @ death, of all projected income less target retirement expenditures 

Both metrics are discounted use projected CPI rates. 

Risk - Reward 

For any evaluation, participants should make their choice based on their answers to these questions: 

 

• Which metric is more important to them: ITM or AIM? 

• Are they more attracted by the upside? 

• Are they more concerned by the downside? 

• How much of the negative slice of the pie are they willing to tolerate? 

• How much of the positive slice of the pie is needed to attract them? 

• Is the income-base, used to determine if income payments are adequately protected? 

• Is retirement income adequately protected? 

• If important to them, does the portfolio have adequate liquidity and/or Death Benefits? 

Customizing the Basic Boilerplate Contract 

Now that you can see how PRIMA-FIRST™ works with its boilerplate contracts, you have a good 

starting point for customizing the sample contracts so that you can make the necessary changes to 

reflect the options and features of your contracts. So, let’s look at what you will need to do if you have 

a reasonably vanilla policy. If it’s not vanilla, we’ll still go ahead with it but update it later for the more 

unusual stuff and treat this as a first approximation. 

It's recommended that you divide your work into 3 main tasks (cycle) in the following order: 

1. Enter additional Contract Data and Rules 

2. Get Results and Inspect the reports 

3. Correct any input errors and repeat the cycle until it’s correct  

 

1.Enter your Contract’s Data and Rules 

Your contract will have different attributes from the PRIMA-FIRST™ default boilerplate contract and 

most likely will be in the following areas: 

• Account Value Sub-Account Balances and Classifications 

• Account Value Charges and Fees 

• Rider Charges 
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• GIB Fund 

So, let’s look at how you would go about updating the data for these categories so that we can 

transform the existing boilerplate contract into one that best defines your contract. 

A. Account Value Sub-Account Balances and Classifications 

If you don’t have a breakdown of these balances, as of the evaluation date, then you’ll need to contact 

the Insurance company to get them. 

The NAIC and American Academy of Actuaries have provided 10 Asset Classifications for use by 

Insurance companies and it’s these classifications that are used in the app. However, each Insurance 

Company will probably be using the labels used by the separate Mutual Funds. However, for Statutory 

purposes they are required to re-classify them in this manner, so they should be able to provide you 

with this information.  

So, let’s get some initial results and see if they are consistent with your contract definitions. Keep doing 

this until you’re satisfied that the results for the entered Economic Scenario are consistent with what’s 

in your contract. 

2. Get Line-Item Results and Inspect the Reports for the Variable Contract 

Projected Account for All subaccounts  
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Projected Contributions (Accumulation Phase) 

 

Projected Guaranteed Income Fund (GIB) 
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Index of Reports 

 

 

3. Correct any input errors and repeat the cycle until correct  

So, before we can move on, we must correct any errors and omissions in your inputs of the current 

Contract Data and Rules by thoroughly checking the common errors listed in the following categories. 

A. Account Value Sub-Account Balances and Classifications 

a. Incorrect Balances 

b. Incorrect Classifications 

B. Account Value Fees 

a. Incorrect Fees 

b. Double Dipping i.e., including rider charges with Fees and vice-versa 

c. Fees change from year to year but are entered as constant 

C. Rider Charges 

D. GIB Fund 

a. Incorrect Crediting Rates 

b. Rates may change from year to year 

c. Incorrect Starting Balance 

d. Incorrect Rules for step-ups or lock-ins 

e. Compound vs Simple Interest Crediting 
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Also note below: 

Guaranteed Income Benefit (GIB) 

Basis: 

If the Guaranteed Income Rider payments can be based on a separate Shadow Fund floor, then you 

will need to enter its crediting rates. 

GIB (Shadow)Fund  

Enter Crediting Rates 

 

 

Get Results and Inspect Reports 

Now let’s get the results.  

However, the speed with which you will get results is a function of the number of scenarios. So, at the 

early stages we would recommend that you do the initial testing with 101 scenarios. In general, the 

patterns for 101 scenarios should be similar to the 1,001 but the absolute numbers will be less 

accurate. But this will allow you to get to your answer more quickly. Rapid testing of the strategies and 

explore ‘What-Ifs ’at 101 scenarios will speed up the process before you move on to 1,001. 

After you have got a good feel for things at the lower number of scenarios, you will want to get the 

final most accurate results using 1,001 scenarios and base your decisions on that level.   
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So, get some results 

 

Inspect & Verify the Results from 1st Principles by Scenario or Percentile 

There’s a lot of calculations going on, not to mention times thousands of Scenarios. However, the app 

is not a black box. Every single number, in every single Scenario, that the app produces can be 

inspected, and their calculations can be derived from first principles for audit purposes. 

Inspection Window 
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The two Main Areas of Inspection are MACRO and MICRO. The MACRO is the sum of the MICROs and 

detailed inspection is mainly at the MICRO Level for a targeted Percentile’s Scenario or an entered 

Scenario. 

 

1. MACRO - Multi-Scenario Summaries Level 

a. Evaluation of the Annuity as of Today 

b. Important High-Level Statistics 

c. ITM Distributions by Percentiles 

2. MICRO - The Single Scenario Level 

a. Single Accumulation Phase  

i. Account Value Projections 

1. By Total 

2. By Type (Fixed and/or Variable) 

3. By Sub-Account (10 Possible Classifications) 

ii. Shadow Funds 

1. Guaranteed Income Fund 

2. Net Deposits 

3. Minimum Guaranteed Death Benefits 

b. Income Phase (for Targeted Retirement Age) 

i. Income Streams 

1. Single Life Income Path followed by a lump-sum Death Benefit 

2. Joint Life Income Path followed by a lump-sum Death Benefit 
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Index of Reports produced: 

 

There are many ways to arrive at an answer but for any individual the answer is a function of their 

goals combined with the optimized utilization of available features and options in the contract. 

It all comes out in the wash 

At this point be prepared to spend some time reviewing what the contract allows you to do. For 

example, does the contract allow for a liberal transfer of funds between different investments. Do you 

have a Guaranteed Income Rider or Minimum Guaranteed Benefits?  

Are you only concerned about payments you receive when you are alive?  

Do you have a target age range for retirement? What is your risk appetite?  

In other words, there’s no one answer that fits everyone, as the returns on your investment must take 

all these factors into consideration and then crunch the numbers to come up with your individualized 

answer.  

Presenting Deferred Annuities – A Game-Changing Epiphany for Financial Advisors 
 

Background 

Historically, Deferred Annuities have experienced a lot of bad press. You’ll often see a comparison 

between a Mutual Fund with low fees versus a Variable Deferred Annuity (VDA) with higher charges, 

demonstrating how much more money an investor would have made with a low-fee Mutual Fund. This 
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is often demonstrated with a cherry-picked scenario that will always favor the Mutual Fund. However, 

a scenario where the markets perform poorly and where a DA’s guaranteed income comes into play 

might provide a less rosy picture. 

Nevertheless, this is not a fair comparison, because they’re not “Apples and Apples”, and hindsight is 

20-20. Until now, there was nothing available to enable an FA to produce and present an accurate 

rebuttal. In our stochastic contract evaluations, using PRIMA-FIRST™’s metrics, that are based on 

future estimated contract performance, some DAs ranked higher than low-fee Mutual Funds, even 

though the DA’s charges were higher. That’s mainly because PRIMA-FIRST™ bases its DA evaluations on 

each participant’s unique personal parameters and risk-appetites. In addition, it allows the user to test 

and compare many variations in order to optimize the contract’s returns. 

PRIMA-FIRST™, a Toolbox for Financial Advisors 

A web-based tool, designed to assist Financial Advisors (FAs) in the evaluation, monitoring and 

presentation of DAs and Investments. 

Using PRIMA-FIRST™ 

The Principals of InjAnnuity Inc. have been developing and selling Life and Annuity Actuarial Reserve 

Valuation Software Systems to major Life Insurance companies, since 1990. 

PRIMA-FIRST™ is a radical departure from these prior developments, in that, instead of focusing on an 

Insurance Company’s point of view, it does so from the participant’s point of view.  

In doing so, it takes advantage of the participant’ superior personal knowledge of their current health, 

expected longevity, goals, preferences, tax-bracket and risk-appetites; information that is generally 

unavailable to the Insurance Company. Combined with stochastically generated future economic 

conditions. PRIMA-FIRST™ takes all these parameters into consideration, to arrive at an accurate 

evaluation of a potential or existing DA contracts. 

The importance of a participant’s personal parameters has resulted in the creation of a new set of 

methods and paradigms, and, in addition, has required the use of stochastic methods to implement 

them correctly. The results are often quite unexpected and generally contain positive evaluation 

outcomes. 

The app provides a user-friendly front-end where the FA can define a DA contract and its features, and 

model other important information about both the contract and the participant. Then, on demand, the 

app will perform numerous calculations and return key statistics and meaningful metrics to the user.  

The icing-on-the-cake is the numerous reports and charts that PRIMA-FIRST™ V2.1 now provides, on 

demand, that demonstrate, from first principles, how the statistics and metrics were calculated. This 
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provides a high level of confidence in the results for the FA and often reveals new advice opportunities 

for them. 

We believe PRIMA-FIRST™ will be instrumental in triggering a whole new approach to how VDAs are 

presented and how existing ones can be monitored and evaluated properly. 

PRIMA-FIRST™’s IMPORTANT OVERARCHING PRINCIPLE 

Insurance Company’s Point of View 

An Insurance Company is required by law, to set up a liability, called a Reserve, to meet its obligations 

under each of its Annuity contracts  

CARVM (Commissioner’s Annuity Reserve Valuation Method) 

CARVM is a worst-case Reserving Method. It requires Insurance Companies to evaluate reserves on a 

policy by policy seriatim basis and to hold a reserve for each contract that covers those actions that a 

policyholder would take, that would result in the maximum returns for the policyholder.  

Many actuaries observed that this was not realistic because it was very unlikely that a policyholder 

would have enough knowledge to know what their best-case actions would be. In fact, the actual 

pricing of the product would assume that this was definitely not the case, as bad policyholder decisions 

were priced into their assumptions.  

However, it does present an interesting question. Wouldn’t the policyholder like to know what 

actions they could take to maximize their returns? 

More recently, new Reserve requirements called PBR (Principle-Based Reserving), are requiring 

Insurance Companies to calculate reserves stochastically. This means that they must perform their 

reserve calculations in thousands of future possible Economic Scenarios. PRIMA-FIRST™ utilizes the 

new stochastic approach in its calculations, something that was never available to FA’s in the past.  

What is the Value of a Policy in today’s dollars? 

Insurance contracts and the real world are much more complicated than the very simple example 

described earlier. However, it does highlight PRIMA-FIRST™’s overarching principle which is stated 

below: 

IN ANY PROJECTED ECONOMIC SCENARIO, THE VALUE OF A CONTRACT, IN TODAY’S DOLLARS, 

EQUALS THE PRESENT VALUE OF ALL ITS FUTURE NET CASH FLOWS, DISCOUNTED USING A STREAM 

OF PROJECTED INFLATION RATES  

Is based on the unique policyholder’s attributes 

IN ADDITION, THE VALUE IS GREATLY INFLUENCED BY THE POLICYHOLDER’S RETIREMENT GOALS, 

TAX BRACKET, TAX QUALFIED STATUS, ESTIMATED LONGEVITY AND LEGACY PREFERENCES 
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Important Observation 

This means that, even when investors are the same age and gender, the evaluation and rating of the 

very same contract may be significantly different for each, due to their unique personal attributes, 

goals, and personal attributes. 

So, how does PRIMA-FIRST™ calculate a DA’s value for each type of participant? 

PRIMA-FIRST™ establishes ground rules for the DAs. 

The Participant 

 PRIMA-FIRST™ asks for their: 

1. Retirement Goals 

2. Legacy Goals 

3. Investment Strategy (e.g., which subaccounts to invest in) 

4. Tax brackets 

5. Estimated Longevity 

Based on the above PRIMA-FIRST™ performs the following calculations: 

Projects Each DA subaccount 

1. According to its rules and mechanics 

2. Stochastically i.e., for up to 1,001 randomly generated, separate and independent 

economic scenarios 

Metrics 

1. Generates a calibrated set of 1,001 random Economic Scenarios 

2. In each Scenario, records Income paths  

3. For each Scenario, calculates the ratio of the Present Value of the DA’s future Income 

streams divided by the Account Value + PV of contributions, then subtract 1.0. Next iit 

multiplies it by 100 to get the percentage. 

a. This percentage is the ‘In-The -Moneyness’” (ITM) 

b. Present Value discounting uses the projected future inflation rates 

4. Ranks each of the 1,001 Scenarios by its ITM and AIM and sorts by Rank, from lowest to 

highest. 

a. Divides them into 99 Percentile bins (1 thru 99), bins 1 thru 99 have 10 scenarios 

each 
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b. Uses the half-way Economic Scenario (i.e., the median, which is the one ranked 501) 

at the 50th Percentile for PRIMA-FIRST™’s standard Metric  

Important operating principles 

Principle 1 – Participant POV 

The value of any given contract is not absolute and is a function of what choices the participant makes 

in the contract, based upon the contract provisions and their personal attributes. 

PRIMA-FIRST™ is therefore, organized around the point-of-view of the participant. In general, the 

participant knows their current health and financial status, goals, tax bracket, risk-appetite etc. They 

must use this knowledge in order to take full advantage of the software in determining their optimum 

strategy. 

Principle 2 – Cash Only  

PRIMA-FIRST™ is only interested in the net effect on the participant’s (future) pocketbook.  Therefore, 

it looks solely at future positive and negative net cash events. If it’s not a cash event, it’s ignored in 

determining the numerator part of its metrics. 

The future cash events PRIMA-FIRST™ projects, in each scenario, are: 

1. Contributions 

2. Distributions 

3. Retirement age Annuity elections and their Payment streams 

4. Retirement age Guaranteed Withdrawal streams 

5. Death Benefits 

6. Taxes 

7. Tax Penalties 

8. Tax Rebates 

To be sure, there are plenty of other possible events.  But they matter only if they affect the amount 

and/or timing of the above cash events. 

Principle 3 – Discounting 

Interest discounts (PVs) are based on inflation.  

Principle 4 – ITM Formula 
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In each Scenario, the ITM is equal to the PV of all future Net Cash divided by the current Account Value 

+ PV of contributions, minus 1.0. The ITM percentage is equal to this number times 100. 

Principle 5 – AIM Formula 

In each Scenario, the AIM is equal to the PV of all future Net Cash divided by the PV of future 

Expenditures, minus 1.0. The AIM percentage is equal to this number times 100. 

Principle 6 – Benefits Exclusions 

Allow the participant to exclude certain Benefits they are not interested in. For example, if the 

participant is only interested in the cash they will receive while they are alive, then they would exclude 

Death Benefits in the projections. 

Summary 

(1) Great care must be exercised in determining the evaluation of any DA contract both as a stand-

alone and when comparing it to other Contracts. 

(2) Many different combinations of strategies are possible, so it’s very important to check out as 

many as you can, to see which one produces the highest rating. 

(3) Look for windfalls that might be in the contract due to errors on the part of the Insurance 

company. It only takes one outlier in say a singular Joint Payout rate for ages M67/F65 combo to 

cause the windfall. That’s why it’s important to run the projections. If it’s there, it will stick out 

from the rest. 

(4) Every contract evaluation is unique, as it’s based on the many different attributes of the 

participant. 

(5) An existing contract must be monitored over time because: 

a. Economic conditions will change 

b. Personal attributes will change 

c. Goals can change 

d. Risk Appetite can change 

e. All of these potential changes will affect optimum participant strategies and therefore the 

evaluation of the DA at every point in the future 

f. A DA contract is not static. It’s a dynamic investment and must be monitored on an on-

going basis, a very desirable feature that is support by PRIMA™ 


