VARIABLE ANNUITIES

VARIABLE ANNUITY DEFINED

Below is a list of several variable annuity characteristics and considerations:
Tax Deferral

Riders

Expenses

Investment gains and dividends for
non-retirement accounts are not
taxable until withdrawn (even when
claimed as a death benefit by heirs).
These gains are taxed as ordinary
income at the time of the withdrawal.

These optional features can be
attached to a variable annuity
offering and add additional
benefits like guaranteed income,
death benefit provisions, or
account value protection, for a fee.

Creditor Protection

Carrier Strength

There are fees associated with all
variable annuities. These include
base contract fees like mortality,
expense and administrative
costs as well as fees for the
management of the underlying
investment options and for any
optional riders elected.

The federal government and each
state may provide varying levels of
creditor protection for assets held
inside variable annuity contracts.

The financial strength of the
insurance company backing
an annuity and any additional
features is important. Additional
considerations should be given to
a company’s history and direction.

Annuities can be complex, as details vary greatly between insurance companies.
It is important to discuss with your financial advisor how these products and the
applicable riders may benefit you.
A variable annuity (VA) is an insurance product
that represents a contract between an individual
and an insurance company. These annuities have
diverse features and may provide solutions to a
wide range of financial needs including income,
legacy planning, and premium protection.
There are two phases in the life of a VA. The first is
the accumulation phase which includes its funding,
tax deferral and fluctuating investment returns. The
second phase is distribution, which could be done
systematically via income withdrawals or in a lump
sum distribution at death.
There are no IRS limitations on contributions to
VA’s however insurance companies typically limit
deposits at $1,000,000 over the life of the contract.
Withdrawals by contract owners under the age of
59.5 may be subject to a 10% tax penalty.
VA’s typically require a longer investment
commitment. While income distributions and
Required Minimum Distributions (RMDs)
are available in most VA contracts, significant

withdrawals of 10% or more are often subject
to surrender penalties for periods ranging from
4-7 years. It is not recommended to invest ones
entire net-worth into a VA, nor any funds that
may be needed in the short term.
Funds deposited into a VA are invested in
subaccounts (similar to mutual funds). They
are subject to fluctuating returns and have no
guaranteed growth component. The selection
varies by insurance carrier and typically provides a
diverse selection of investment options including
stocks, bonds, and other asset classes.

Variable annuities are one of
the most frequently asked about
financial products and have
become a common solution for
many investors.
Source: Cerulli Associates, Inc.

GUARANTEED INCOME RIDERS
When thinking about all the things in life that one insures, most would include
their homes, cars, possessions and even their lives. However there is another
large asset that people often do not insure: Retirement.
An individual can attach an income rider to a variable annuity if they wish to receive
guaranteed lifetime income. The amount of guaranteed income is dependent on:

The amount of
money invested

How the annuity
investments perform

A guaranteed withdrawal
rate (often based on age)
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If the contract owner elects to postpone withdrawals until a later date, the insurance carrier
may provide additional crediting that could result in an enhancement to future income.
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Income Needs
Scenario A:

Scenario B:

Mr. & Mrs. Johnson (both age 66) have begun
withdrawing from their retirement portfolio
of index mutual funds. They want to protect
their standard of living throughout retirement
from potential market declines. A variable
annuity with a guaranteed income rider may
be appropriate for their goal.

Martha Anderson (age 76) owns several CDs
that have always produced enough income to
cover her basic needs. However, low interest
rates have negatively affected her income and
she is afraid she will need to begin withdrawals
from her principal at an unsustainable rate. A
variable annuity with an income rider may be a
solution to consider.

Scenario C:
Tim Jones (age 62) does not have a pension, but
he wants to receive “pension-like” monthly income
for the rest of his life, starting at age 70. Purchasing
a variable annuity and adding a guaranteed income
rider could be an appropriate solution.

Guaranteed income riders can
deliver a stream of income that
cannot be outlived.

DEATH BENEFIT RIDERS
Death benefit riders provide a guaranteed minimum value to a client’s
beneficiaries. Some enhancements to these values may include:
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Beneficiaries may receive the highest account
value that the annuity achieved on a contract
anniversary (from original date of purchase).
The initial investment amount may
be credited with an annual guaranteed
percentage increase.
At the annuity owner’s death, the
beneficiaries may receive a lump sum
increase in contract proceeds, often
based on leveraging portfolio gains
by a specified rate.

Death
Benefit:

Scenario:
Betty Wilson, age 68, is a widow who would like to leave her grandchildren a
legacy at her death. She might consider adding a death benefit rider to her variable
annuity to insure that the potential for poor investment performance will not
reduce the results of her legacy wishes.

PREMIUM PROTECTION RIDERS
A premium protection rider is an account value guarantee
that promises a return of the original investment (if no
withdrawals are taken) at the end of a specified time period.

This is used to protect a client’s portfolio from negative
investment performance, and allow them to “walk away”
with their initial deposit.
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These protections typically require a 10-year commitment.
Some riders allow clients to establish a new
“protected value” if the contract enters a new 10-year
commitment period.

Variable annuities are often used for income
purposes; however these other strategies may
provide needed financial security.

Premium
Protection:

Scenario:
Steven Smith, age 45, has a large IRA, and does not plan on taking
retirement income for many years. He is wary of future market
performance and would like to protect his IRA account balance from
further declines. He may want to discuss a variable annuity with a premium
protection rider with his financial advisor.

The principal value and rate of return in a variable annuity will fluctuate due to sub-account allocations and market conditions.
Therefore, at any point in time, the value of the annuity contract may be worth more or less than the owner’s actual investment in the contract.
Guarantees are based on the claims-paying ability of the issuing company. Not all characteristics described will be applicable to every situation or variable annuity.
Fees will vary based on features selected and carrier.
For more information about a variable annuity, including its product features, charges, and expenses, please read its prospectus.
Please consider the charges, risks, expenses, and investment objectives carefully before investing.
Any tax advice contained herein is of a general nature. Further, you should seek specific advice from your tax professional before pursuing any idea contemplated herein.
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