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Comments from NAIC Consumer Representatives Brenda Cude, Bonnie Burns, and Dick Weber

NAIC Buyer’s Guide to Deferred Annuities

An annuity is a long-term contract with an insurance company. There are many types of annuities but they fall into two broad categories – immediate (you get income payments soon after buying the annuity) and deferred (the annuity account value increases tax deferred over time and you get income payments later)..

Why Might You Buy an Annuity?
· To provide a guaranteed lifetime income payments over time and a predictable cash flow. This is called annuitization and it helps people avoid outliving their savings. But only 5% of those who buy an annuity choose to annuitize it.
· To protect against market risks. Some annuities guarantee a minimum return for at least some period of time or guarantee that your annuity account won’t lose value.
· To postpone paying income taxes. You don’t pay income tax on the earnings from an annuity until you or your beneficiaries take out the funds are withdrawn.
· To help pay for long-term care. Some annuities today offer optional benefits called riders that can help you pay for long-term care expenses. Or you can use the income stream from an annuity to help with these expenses.
· To leave money to beneficiaries. Some annuities let you pass the remaining value in an annuity to beneficiaries upon at your death.
What Are the Disadvantages of an Annuity?
· There can be many fees and charges. All reduce the value of your annuity.
· You can’t take money from an annuity once you start to receive periodic payments. Typically, you’ll pay charges if you take more than 10% of your account value from a deferred annuity in the first five to ten years after you bought it. It can be hard to access the money in an annuity early.
· You’ll pay a 10% income tax penalty if you take money from your annuity before you are age 59 ½.
· The returns from the money in some annuities can be lower than market returns. and Yyour annuity couldan lose value.
The rest of this Buyer’s Guide will help you think through whether an annuity is a good choice for you.

What Is a Deferred Annuity?

[bookmark: When_Annuities_Start_to_Make_Income_Paym][bookmark: _bookmark1]An annuity may be immediate or deferred. You can annuitize an immediate annuity soon after you buy it and begin to receive income payments. You pay the premium only once for mostMany immediate annuities; these are called are single premium immediate annuities or SPIAs. 

You have to wait for a certain number of years or until you reach a certain age to annuitize a deferred annuity and start to receive income payments. This allows delay gives your money time to to grow before payments begin. 

Most annuity sales today involve deferred annuities. There are several types of deferred annuities:.

· Fixed guaranteed annuities 
· Fixed multi-year guaranteed annuities (MYGAs)
· Fixed indexed annuities (FIAs)
· Registered index-linked annuities (RILAs)
· Variable annuities

How Do Deferred Annuities Work?
Deferred annuities have an accumulation period and a payout period. During the accumulation period, your annuity value changes based on how much money you contribute put into the annuity and the product type. During the payout period, the annuity makes payments to you. In a deferred annuity, the payout period usually begins several years in the future. You typically can choose periodic payments that continue for a set period of time or for a lifetime.	Comment by Brenda Cude: Is the “payout period” defined by the contract or do I choose it?

Annuities are illiquid, meaning you usually can’t access the money as easily as you can with a bank account. The first several years after you buy a deferred annuity are called theMost annuities have a surrender period. Annuities are illiquid, meaning you usually can’t access the money as easily as you can with a bank account. If you take out some or all of your money before the annuity’s surrender period ends, you’ll likely pay a surrender (or withdrawal) charge. These charges can significantly reduce the amount you receivewithdraw. Some annuities allow you to make limited penalty-free withdrawals (for example, up to 10% or less of the account value each year) without paying a penalty. If you withdraw more than the limit, the insurer you may pay charge much highersurrender chargesfees. 	Comment by Brenda Cude: Add a sentence that there could be multiple surrender periods and what might trigger a new one? O delete the question to ask about multiple surrender periods.

Taking money from an annuity also reduces its cash value. A lower cash value can mean lower future income payments, death benefits, or other features tied to the account value.

Some annuities offer a premium bonus. This is a lump sum the insurer adds when you buy the annuity or contribute put more money in it. It’s usually a set percentage of the amount you put into the annuity. The insurer credits this bonus to your account on day one, but you usually can’t take it out immediately. You may have to keep the money in the annuity for 7 to 10 years to access the full bonus. Insurers use bonuses to encourage you to keep the annuity for the long term. 

Fees, charges, and any negative adjustments reduce the value of your annuity and can limit how much your money grows. They cover the insurer’s costs to sell and manage the annuity and pay benefits. The insurer deducts takes some fees directly from your account, while they take others come from the underlying investments in your annuity. Fees vary by product, so review the annuity contract, disclosures, and illustrations carefully and ask the salesperson to explain exactly what you’ll pay and when.	Comment by Brenda Cude: Reality is that these are too difficult for most consumers to understand so why recommend this?

How Can I Use an Annuity to Protect Against Market Risks? Fixed Guaranteed and Multi-Year Guaranteed Annuities 

The value of one type of annuity, a fixed guaranteed annuity, grows by earning interest at a guaranteed rate the insurer sets. Fixed annuities guarantee that your money will earn at least a minimum interest rate, which isn’t tied to a market index. The rate is guaranteed for a set period of time. The insurer may credit a higher rate,The money in your annuity might grow at a higher rate but the insurerit guarantees only the minimum rate.	Comment by Brenda Cude: The term “credit” will be confusing. Could we say --
The money in your annuity might grow at a higher rate but the insurer guarantees only the minimum rate.

Another type of fixed annuity is a multi-year guaranteed annuityies (MYGAs). These annuities are often advertised as a predictable, short-, mid-, or long-term option with a guaranteed interest rate for a fixed set period of time. After the first guarantee period ends, the insurer will set a new rate and a new guaranteed period.	Comment by Brenda Cude: I don’t understand how these are different from a fixed guaranteed annuity. Does the added sentence help with that?

Ask:
· What interest rate is guaranteed and for how long? What is the minimum rate in the contract?	Comment by Brenda Cude: Is that different from the guaranteed rate?
· What happens after there isthere’s no longer a guaranteed interest rate? Will the rate change and how? 
· How long is the surrender period? How much money can I take from the annuity without paying a surrender charge?fee ? What penalties surrender charge will I have to pay if I take out more than the free withdrawal amount? 
· What might trigger a new surrender period?	Comment by Brenda Cude: Should we provide an example of what MIGHT trigger a new surrender period? If so, add it everywhere this question appears. Or if it’s not that important, delete the question.
· What is the cash surrender value?
· Is there a premium bonus? How long would I have to wait to receive the full bonus?
· What is the earliest I could annuitize?
· If I take money from my annuity, how will that influence my future income from the annuity?

Key Terms for Fixed Annuities

· Surrender period: A period of time when you may pay surrender charges to take money from your annuity.
· Surrender charge: A charge if you take more money from your annuity than the free withdrawal amount.
· Cash surrender value: The value of your annuity if you end it before payouts start.


What Is a Fixed Indexed Annuity?

A fixed indexed annuity (FIA) is an insurance contract that protects you’re the value of your annuity if the market goes down. It earns interest based on how well on  the performance of a market index, such as the S&P 500, performs in a certain period of time (usually 365 days). Fixed indexed annuities have a 0% floor, which means your annuity account won’t lose value if the market index goes down. Of course, your account value will be less if you take money out of your annuity or pay fees from your account. 

There are many different market indices. Ask your insurance agent to help you choose a market index that matches your financial goals. Annuity caps, participation rates, spreads, triggers, and reset periods can mean your annuity’s value won’t grow as much as the market index. 	Comment by Brenda Cude: WE know this is an insurance agent, but the reader won’t know that if we don’t use the word “insurance” before agent periodically.

It’s important to know that your funds aren’t directly invested in the market. The market index is just a way to measure the percentage increase in your account value for the current period.


Annuity caps, participation rates, spreads, and reset periods can mean your annuity’s value won’t grow as much as the market index. 

Fixed indexed annuities have a 0% floor, which means your annuity account won’t lose value if the market index goes down. Of course your account value will be less if you take money or owe fees. 

Many fixed indexed annuities have long (often 10 years or more) surrender periods. You’ll likely pay surrender charges if you take money from your annuity during the surrender period.

Annuities are often  and complex and difficult to understandterms. Your agent will show you an aAnnuity illustration, which iss are designed to help you understand how annuities work. Illustrations are based on assumptions that may not match actual results. Ask your agent to explain how The formulas used to determine how much interest to is credit added to your account (such as participation rates and cap rates) may change after the initial guarantee period. 

Ask your agent to explainUnderstanding how a fixed indexed annuity works, especially after the first year requires reviewing the contract carefully. Although your annuity won’t lose value based on what happens in the market, its value may not grow as much as it would if your money were directly invested in the market.	Comment by Brenda Cude: Changed because it is unrealistic to expect that most consumers could read and understand the contract.

Ask:
· How is interest calculated? What are the caps, participation rates, spreads, and triggers and how long are they guaranteed?  How do those terms apply?  And what do they mean in plain language?
· How long is the surrender period? How much money can I take from the annuity without paying a surrender charge? What surrender charge will I have to pay if I take out more than the free withdrawal amount? 
· What might trigger a new surrender period?
· What is the cash surrender value?
· What is the earliest I could annuitize?
· What is the surrender period? What penalties apply if I withdraw more than the amount not subject to surrender fees?
· What assumptions were important to create the illustration? What is guaranteed versus hypothetical? How could my actual results be different?

Key Tterms specific tofor Ffixed Iindexed Aannuities:

· Cap Rate: The maximum interest credited for a term.	Comment by Brenda Cude: Could we use graphics to present this?
Example: 5% cap rate → index rises 10% → annuity earns 5%.
· Participation Rate: The portion of the index gain applied. 
Example: 50% participation rate → index rises 8% → annuity earns 4%.
· Spread Rate: Amount deducted from the index gain before calculating interest.
Example: 2% spread rate → index rises 6% → annuity earns 4%.
· Trigger Rate: Minimum interest credited added to your account’s value if the index goes up.	Comment by Brenda Cude: Is this correct? Or is it

The set rate that a market index must reach before interest is added to your annuity.

With a new example.
Example: 3% trigger rate → annuity earns 3% even if the index rose more or less.	Comment by Brenda Cude: This sounds more like a maximum than a minimum.
· Index Term: The period over which index the performance of the index is measured (e.g., 1 year, multiple years).
· Surrender Period: Time when you may pay surrender charges to take money from your annuity. early withdrawals may trigger penalties.	Comment by Brenda Cude: What is an “early” withdrawal?
· 
· Cash surrender value: The value of your annuity if you end it before payouts start.
· Annual Point-to-Point: Compares index start and end dates one year apart.	Comment by Brenda Cude: Do these have something to do with the resets mentioned earlier? It’s not at all clear why I would want to know about these.
· Multi-Year Point-to-Point: Compares index start and end dates over multiple years.
· Monthly or Daily Averaging: Uses multiple dates to calculate an average change in the index value.
· Monthly Point-to-Point: Measures each month’s changechange in the index value, limited by the cap; at term end, all monthly changes are added.	Comment by Brenda Cude: N what?

What Is a Registered Index-Linked Annuity (RILA)?

A registered index-linked annuity (RILA) blends features of fixed indexed and variable annuities.	Comment by Brenda Cude: I’m still debating where to mention RILAs – it is awkward here since we haven’t yet mentioned variable annuities.

In a RILA, your money isn’t directly invested in the market. Your annuity account’s value depends on how a market value performsindex does over a set period (often one year or several years). This period is called a term. But unlike a traditional fixed indexed annuity, the value of your annuity can go up or down. If the market index goes down, you could lose money and have less in your account than you put in. If the market index goes up, your account may earn interest – but probably not as much as the increase in the market index.. If it falls, you can lose money.

RILAs typically limit how much your account value can change when the market index changes: Caps, participation rates, spreads, and trigger rates can limit how much of the index’s gains areis credited to a RILAyour annuity. Buffers, floors, or negative participation rates limit how much your account value can drop when the market goes down. These protections generally apply only at the end of the term.	Comment by Brenda Cude: What does this mean? What is a term?

Like other annuities, RILAs have a surrender period and you owe surrender charges if you take money out during that period. In a RILA, Ifif you take money out before the end of an index term, an interim value adjustment or market value adjustment may also apply. These adjustments are not simply based on index performance, and downside limits usually do notdon’t apply. Losses can be greater than the stated buffer if you exit earlytake your money out early.	Comment by Brenda Cude: Is this correct?	Comment by Brenda Cude: I don’t know what any of this means.

Ask:
· How much money could I lose if I buy a RILA, especially if I takewithdraw earlythe money out before income payments begin?
· How does the RILA limit the gains that could be addedcredited to my account?
· What fees and adjustments apply? When do they apply?
· What adjustments apply? When do they apply?
· How long is the surrender period? How much money can I take from the annuity without paying a surrender charge? What surrender charge will I have to pay if I take out more than the free withdrawal amount? 
· Is there a market value adjustment if I take money from the annuity or end it before a set period of time?
· What might trigger a new surrender period?
· What is guaranteed and for how long?
· How do the caps, participation rates, spreads, and trigger rates work?
· Are there buffers, floors, or negative participation rates? How do those work?
· What market indices can I choose from? Which ones best match my willingness to take market risks?
· What is the earliest I could annuitize?

Key Terms for RILAs

· Prospectus: Because variable annuities and RILAs are considered securities and rather thannot just insurance products, they must be registered with the Securities and Exchange Commission (SEC) and accompanied byhave a prospectus. A prospectusIt includes detailed information about the insurance company, the underlying investment options (subaccounts) in variable annuities, fee structures (such as surrender charges and mortality risk fees), death benefits, and living benefits.	Comment by Brenda Cude: If RILAs have subaccounts, that should be explained above.	Comment by Brenda Cude: Never mentioned.
· Buffer: The amount of a market index drop that won’t reduce your annuity’s account value.
Example: 10% buffer → 5% market drop = no loss; 15% drop = 5% loss.
· Floor: The maximum decrease in your account’s value in a term.
Example: 10% floor → market drops 20%, your annuity’s account value drops 10%.
· Negative Participation Rate: The part of a market index loss that reducesapplied to your annuity account’s value.
Example: 60% negative participation rate → 10% market index drop = 6% annuity drop in your account’s value.
· Caps / Participation Rates / Spreads: Limits on how much of market index gains are added to your annuity’s account actually credits.
· Interim Value Adjustment (IVA) / Market Value Adjustment (MVA): Adjustments if you withdraw take money out of your annuity before a term ends; taking money out, which can increase or decrease your annuity’s account value. and may ignore Bbuffers and /floors may not limit your loss from these adjustments.	Comment by Brenda Cude: What is a term?

What Is aA Variable Annuity?

With a variable annuity, yYou choose from the investment optionsportfolios the insurance company offers in the annuity when you buy a variable annuity, one type of deferred annuity. The value ofamount in your annuity then depends on how the investment portfolios options you choose perform. The portfolios investment options are called subaccounts. Most subaccounts invest in mutual funds and carry varying levels of risk. Your agent can help you choose subaccounts that match your willingness to take market risk. You can also choose different investment options after you buy a variable annuity.

Variable annuities do notn’t guarantee a minimum interest rate. For that reason, many experts often consider them to be one of the riskier types of annuities. You could end up with less in your annuity than you put in.

The value of your annuity can change daily with the subaccounts’ performance. If your subaccounts increase in value, your annuity’s account value may grow. If they the subaccounts decrease in value, you could end up with less in your annuity than you paid in. That also means that any income or other benefit payments could be less than you expected. There are no guarantees in variable annuities.You bear all the risk of market losses.	Comment by Brenda Cude: Could we say instead, “There are no guarantees in variable annuities.”	Comment by Brenda Cude: What does this add?

Some variable annuities let you put part of your money in a fixed interest account, similar to a fixed deferred annuity. The money in this account earns a rate the insurer sets for a set defined period of time.	Comment by Brenda Cude: Guaranteed?

Insurers may offer different versions of a variable annuity, often called share classes. These different versions may have different annual fees and different rules for withdrawals. Always read the prospectus carefully and ask your agent to explain the differences.	Comment by Brenda Cude: Not realistic that most consumers can read and understand a prospectus.

Ask:
· What subaccounts can I choose from? Which ones best match my willingness to take market risks?
· How do the subaccounts work? How risky are they? 
· Is a fixed account option offered? If so, how much can I put in that account? What is the guaranteed rate? For how long is that rate guaranteed?
· Could I end up with less than I put in the annuity?
· What fees, charges, and costs will I pay each year? How might these affect the growth in my account’s valuegrowth?
· Which parts of the annuity are guaranteed? 
· How do surrender periods, riders, or withdrawal rules affect access to my money?	Comment by Brenda Cude: I don’t recall this ever being mentioned earlier. If the riders are mostly long-term care related, perhaps delete it here.
· How long is the surrender period? How much money can I take from the annuity without paying a surrender charge? What surrender charge will I have to pay if I take out more than the free withdrawal amount? 
· What might trigger a new surrender period?
· What is the cash surrender value?
· If I choose a fixed account option, what is the guaranteed rate? How long is the rate guaranteed?
· Are there different versions (share classes) of this annuity? How are their fees and withdrawal rules different?	Comment by Brenda Cude: Add a question about when I can annuitize and what changes after I do?	Comment by Brenda Cude: Add key terms section including subaccounts.

How Do Annuities Provide a Guaranteed Lifetime Income?

When you are ready to annuitize (or receive regular payments from your annuity, the insurance company willExperts review your current age, average life expectancy based on your age, and current interest ratesyour annuity’s earnings to quoteestimate the income the annuity can pay you over your lifetime or the payout period you chose. The contract defines when you can annuitize (or start to receive income payments). 

What Sources of Information Can Help Me Understand My Annuity?

While all of the sources of information listed below can be helpful, they may also be difficult to understand. Ask your agent to explain anything that isn’t clear to you. Be cautious about information you find online or using an Artificial Intelligence tool. It may or may not be accurate for your annuity.

Contract: This is the legal document between you and the insurance company that sets the terms of the agreement. You’ll get this after you buy the annuity, but your agent can give you  get a sample contract before you buy. You may also be able to find a sample contract on the insurance company’s website or from your agent. An annuity contract can be difficult to read and understand.	Comment by Brenda Cude: Is it true that I can get it on the company website? Or would I have to contact the company to request it?

Disclosure: An annuity disclosure describes the key features of your annuity, including what is and isn’t guaranteed and what isn’t, and the annuity’s fees and charges. The agent must give you the disclosure no later than when you get the annuity contract.

[bookmark: _bookmark3]Illustration: An illustration shows how your annuity’s features might work affect your account’s value based on certain assumptions. Illustrations are not promises or guarantees. They often rely on projections ofed interest rates and, index performance, or other assumptions about events that may never occur. Ask specifically which values are guaranteed and which are hypothetical.	Comment by Brenda Cude: What about fixed annuities? Are there illustrations for fixed annuities and wouldn’t those show guarantees?

Add Prospectus?

What Should I and My Insurance Agent Consider Before I Buy an Annuity?	Comment by Brenda Cude: Added “insurance” to make it clear this is an insurance agent.

Regulators require agents to recommend annuities only when they are suitable and in your best interest. Best interest standards require agents to put the consumer’s interests first. Agents must use care and skill to recommend products that match the client’s finances, needs, and goals. Agents must consider factors such as the consumer’s age, income, financial experience, need for access to cash, tolerance for risk, and tax status. 
When Before recommending an annuity, your agent is required to act in your best interest and consider your individual circumstances. 

Your agent should ask:	Comment by Brenda Cude: I understand there may be reluctance to accept my additions because agents aren’t “required” to ask about them.
· Why are you interested in buying an annuity?
· What are your financial goals?, and Hhow would this annuity help you reach them? What other assets do you have to reach your goals?
· How old are you, and when do you expect to retire?
· What is your current income? Can you afford this annuity comfortably?
· What is your overall financial situation, including debts and regular expenses?
· How much do you know about financial products and investment risk?
· How long do you plan to keep this annuity? Are there reasons you might need the money sooner than you expect?
· What other savings, investments, or insurance coverage do you already have?
· When do you think you’ll need access to this money?
· Are you willing and able to take onHow much market risk are you comfortable taking?
· How Wwill postponing paying income taxes deferral benefit you? How?
· Where is the money to buy this annuity coming from?
· Are you replacing another annuity, and if so, what benefits or guarantees might you lose?

If you don’t think a recommendation lines up with your personal circumstances, ask questions. Ask the agent to explain why they think  the recommended annuity is in your best interest.

Insurance companies typically pay agents commissions ranging from 1% to 10% of the contract value, depending on the product. The insurer pays the commission directly to the agent. They Commissions aren’t taken from the money you pay to buy the annuity. If you ask, the agent must estimate how much commission they’ll receive.
[bookmark: Revised_2013][bookmark: WHAT_IS_AN_ANNUITY?][bookmark: _bookmark0][bookmark: How_Deferred_Annuities_Are_Alike][bookmark: _bookmark2][bookmark: WHAT_OTHER_INFORMATION_SHOULD_YOU_CONSID][bookmark: _bookmark8]
[bookmark: How_Annuities_Make_Payments]How Could I Use an Annuity to Pay for Long-Term Care?

You could annuitize your annuity and use the income payments for your long-term care (LTC). Or, if your annuity has a cash surrender value, you might be able to end the annuity and use the cash surrender value to pay for your long-term care.

Some annuities offer optional benefits called riders that can be added to your annuity to help you pay for long-term care (LTC) expenses. These benefits usually come at an added cost. 



What these riders can do:

· Long-Term Care Benefits: With this type of rider, you can take money from your annuity if you need meet certain conditions and need long-term care, either in a facility or at home.
· Accelerated Payments: This rider lets you annuitize and get income payments early before the payout period if you meet certain health conditions.

Riders may have
· Coverage Limits: Riders may cover a specific amount per day or per year for long-term care, or a pay a certain percentage of your annuity’s value.
· Eligibility Requirements: An annuity rider may have certain eligibility requirements you must meet before paying benefits for care in a facility or at home.

Ask:
· How does this LTC rider work? What has to happen beforeso I can use the benefit?
· How often are the benefits paid? Monthly? Annually? A lump sum amount?
· How much will the rider pay for my care? A percentage of my annuity? A specific dollar amount based on the value of my annuity?
· Will benefits be paid if I need care in an assisted living facility?
· How much extra does the rider cost? Is it a one-time cost or a time-limited cost or an ongoing cost?
· Can the amount of my benefit for long-term care ever go down or increase over time?
· How does using this rider affect my annuity’sthe growth in my annuity’s account value?
· Are there limits on how much I can receive or how long payments can last?
· What conditions do I need to meet or what documentation do I need to have to access the rider benefits?
· If I don’t need long-term care, does the rider provide any other benefits or return of value?

Important note: LTC riders are not the same as long-term care insurance. They are tied to your annuity and may reduce your account value if you use them. Always review the annuity contract and rider disclosure carefully before you make a decision.

How Can I Take Money F From My Annuity? 

[bookmark: Annuitize:_At_some_future_time,_you_can_]Annuitize: You can choose to receive guaranteedWhen you annuitize, you choose to receive fixed income payments for life or a period of time you choose when you bought the annuity. After payments begin, you can’t make take any other withdrawals money from the annuity. You also usually can’t usually change the amount of your payments. If you die before the payment period ends, your survivors may not receive any payments, depending on the payout option you chose when you bought the annuityose. Check your contract to learn how long you have to wait before you can annuitize.	Comment by Brenda Cude: True? And if it’s also true that you choose the payout option when you buy the annuity, then shouldn’t these things be mentioned as decisions to make earlier in this guide?

[bookmark: Full_Withdrawal:_You_can_withdraw_the_ca]Full Withdrawal: You canA full withdrawal means you take withdraw all of the cash surrender value of the annuity in a lump sum payment and end your annuity. You’ll likely pay a charge to do this if it’s during the surrender charge period. Once you take all of the money from your annuity, you can’t receive any regular income payments. And you’ll pay ordinary income tax on any gains (amounts greater than you put into the annuity) when you take the money out.	Comment by Brenda Cude: A term never mentioned.

[bookmark: Partial_Withdrawal:_You_may_be_able_to_w]Partial Withdrawal: You may be able toA partial withdrawal means you take some of the money from the annuity’s cash surrender value. You may be able to do this without ending the annuity. Most annuities with surrender charges let you take out a certain amount (usually up to 10%) each year without paying surrender charges on that amount. Check your contract and disclosure (or prospectus for a variable annuity). Consider the income tax liability before you make a withdrawal.

[bookmark: Living_Benefits_for_Fixed_Annuities:_Som]Living Benefits for Fixed Annuities: Some fixed annuities, especially fixed indexed annuities, offer a guaranteed living benefits rider, usually at an extra cost. A common type is called a guaranteed lifetime withdrawal benefit that guarantees to make income payments you can’t outlive. While you get payments, the money still in your annuity continues to earn interest. You can choose to stop and restart the payments or you might be able to take extra money from your annuity in addition to the income payments. Even if the payments reduce the annuity’s value to zero at some point, you’ll continue to get payments for the rest of your life. If you die while receiving payments, your survivors may get some or all of the money left in your annuity.	Comment by Brenda Cude: Never available with variable annuities?	Comment by Brenda Cude: What does this mean? You might be able to take a partial withdrawal from the annuity and still get payments?	Comment by Brenda Cude: How likely is this?

How Are Annuities Taxed?

Federal law allows lets you to postpone payingdefer income taxes on annuity earnings. That means you aren’t taxed on any interest or investment returns while your money is in the annuity. This isn’t the same as tax-free. You’ll pay ordinary income tax when you take a withdrawal, receive an income stream, or receive each annuity payment. When you die, your survivors will typically owe income taxes on any death benefit they receive from an gains greater than what they paid into the annuity. In some states, you also may owe state income tax.

There are other ways to save that offer tax advantages, including Individual Retirement Accounts (IRAs), Roth IRAs, and employer-based savings plans such as 401(k)s and 403(b)s. You can buy an annuity to fund an IRA, but you also can fund your IRA in other ways and get the same tax advantages. When you take a withdraw moneyal or receive income payments from your annuity, you’ll pay ordinary income tax on all of the money you receive (not just the interest or the investment return). You also may have to pay a 10% tax penalty if you withdraw money before you’re age 59½. The same rules apply to other tax-advantaged savings, including IRAs and 401(k)s.

[bookmark: Questions_You_Should_Ask][bookmark: _bookmark13]QUESTIONS YOU SHOULD ASKWhat Questions Should I Ask Before I Buy an Annuity?

· Am I buying this annuity because I want a guaranteed future income stream? If not, why am I buying this annuity?
· Do I understand the risks of this annuity, including how they may differ differences between fixed, fixed indexed, variable, or RILAthe different types of annuities products? Am I comfortable with those risks?
· How will this annuity help me meet my overall financial objectives and time horizons? How else could I meet these goals?
· Will I use theIf I am using this annuity for a long-term goal, such as income after retirement? If so, what is my backup plan if the income from the annuity is less than I expected?
· What features or benefits, other than tax deferral, make this annuity appropriate right for me?
· Does my annuity offer a guaranteed minimum interest rate or other guarantees? If so, what are they?
· If the annuity includes optional riders, do I understand how they work, their costs, and any limitations?
· Am I taking full advantage of other tax-deferred opportunities, such as 401(k)s, 403(b)s, and IRAs, before I buying this annuity?
· Do I understand all fees, charges, and adjustments, and how they may reduce the value of my annuity over time?
· Do I know wWhat the withdrawal limits exist are each year? Do I know the withdrawal limits and during the surrender period?, Do I know wand what penalties apply there will be if I take out more than the limitexceed them?
· Do I know how withdrawals from the annuity would affect my income payments?
· Do I intend to keep my money in the annuity long enough to avoid paying surrender charges?
· Have I consulted a tax advisor and considered how buying this annuity will affect my tax liability, including withdrawals and eventual income payments?
· How do I make sureDo I know if my chosen beneficiaries can will receiveaccess the annuity account’s valueany remaining payments if I die? Do I know what they would have to do?

[bookmark: If_you_don’t_know_the_answers_or_have_ot][bookmark: When_You_Receive_Your_Annuity_Contract][bookmark: _bookmark14]What Should I Do When I Get My Annuity Contract? WHEN YOU RECEIVE YOUR ANNUITY CONTRACT

When you receive your annuity contract, review it carefully. Make sure it matches your understanding and any promises or statements your agent made. Check the annuity type, fees, guarantees, riders, and any options you selected. Also, read the disclosure, or prospectus, and any other materials the insurance company gives you.provides, Annuities are complex, so aand ask your agent to explain anything you don’t understand.

In many states, you have a set number of days (usually 10 to 30) to change your mind after receiving you get the contract. This period is the free look or right-to-return period. Your contract should clearly state your free look period. If you decide during that time that you no longerdon’t want the annuity, you can contact the insurance company to return the contract. Depending on the state and product, you’ll either receive get a full refund of your purchase pricewhat you paid for the annuity or itsyour current account value.
