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NAIC BUYERS GUIDE FOR DEFERRED ANNUITIES

If you are thinking about buying an annuity, it’s important that you understand how annuities work so you can make a decision that meets your financial goals. 

Deferred annuities are  long-term insurance contracts that can protect you against outliving your assets by providing guaranteed income. There are various types of deferred annuities available in the marketplace. The features and benefits provided by deferred annuities, and the fees, charges, and deductions you might incur will vary depending on the particular type of annuity. You should understand the terms of an annuity before you purchase it. If you surrender an annuity or take money out too early, you could pay surrender charges or the amount you receive could be subject to other fees, charges, and negative adjustments. In addition, you should know that amounts distributed from an annuity may be subject to income taxes and possible tax penalties. 

WHAT IS AN ANNUITY?

An annuity is a long-term contract between you and an insurance company that provides a means to accumulate retirement savings as well as to provide guaranteed income to you over time. Depending on the type of annuity you select, contract values and/or benefits will be based, in part, upon accumulated interest and/or market-based performance. Annuity features, costs, and guarantees vary by product. 

An annuity may be immediate or deferred. An immediate annuity begins paying regular income soon after you purchase it (usually within one year) while a deferred annuity typically is intended to provide income payments beginning at a later date. Under a deferred annuity, before income payments begin, there is an opportunity for the annuity’s cash value and benefits to grow based on market performance or accumulated interest. The accumulation period is often flexible and may last for a short period or many years.

Owners of deferred annuities may convert their account value into a regular income stream, to be paid over a fixed number of years or for life. The income stream is an insurance guarantee of the contract. You should carefully consider your income needs and the costs and benefits of the annuity features when deciding whether an annuity is right for you.

[bookmark: When_Annuities_Start_to_Make_Income_Paym][bookmark: _bookmark1]The most common types of deferred annuities include:
· Fixed/Multi-year guaranteed annuities (MYGAs)
· Fixed indexed annuities (FIAs)
· Registered index-linked annuities (RILAs)
· Variable annuities (VAs)

Each of the deferred annuity types listed above is described in this guide. Please note that there are other types of deferred annuities not described in this guide, including longevity annuities and contingent deferred annuities, which have their own unique features. Immediate annuities are also not described in this guide. You should discuss the different types of annuities with your annuity salesperson (the agent, producer, broker, or advisor).

DEFERRED ANNUITIES

Deferred annuities have an accumulation period and a payout period. During the accumulation period, your contract value changes based on numerous factors, such as the product type, how much money you contribute, product fees and charges, interest accumulated or investment performance, your annuity’s benefits, and your withdrawal activity. During the payout period, the contract value is  converted into a stream of guaranteed income based on the payout option you choose.

Some annuities offer a premium bonus to encourage long-term retention of the annuity. This is typically a lump sum the insurer adds when you buy the annuity or contribute additional money. It’s usually a set percentage of the amount you put into the annuity. The insurer usually credits this bonus to your account on day one, but you usually cannot withdraw it immediately. You may need to keep your money in the annuity for a defined period of years (also referred to as a “vesting period”) in order to keep the full bonus. In other words, you could lose the bonus if you take some or all of the money out of your annuity too early.

Annuities are not intended to be short-term contracts. You cannot necessarily access the money in your annuity as easily as the money in your bank account. One important reason is the possibility of surrender (or withdrawal) charges. Many annuities have a surrender charge period, which will typically last for several years after you purchase your annuity or contribute more money to your annuity. If you take out some or all of your money before the annuity’s surrender charge period ends, you will likely pay a surrender charge. These charges can significantly reduce the amount you receive Some annuities allow limited surrender charge-free withdrawals during the surrender charge period (for example, up to 10% or less of the account value each year). Even if surrender charges do not apply, partial withdrawals reduce the annuity’s cash value. This may lower future income payments, death benefits, living benefits, or other features tied to the account value. Surrenders are also generally subject to ordinary income tax.

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 some fees directly from your account, while others may come from underlying investments. Fees vary by product, so review the contract, disclosures, and illustrations carefully and ask your annuity salesperson to explain exactly what you’ll pay each year.

Please note that you may need to make choices about your annuity’s interest crediting and investment options, benefits, and features. It is important that you carefully review the contractual rights and terms available under the annuity with your annuity salesperson. 

SOURCES OF INFORMATION

Contract: This is the legal document between you and the insurance company that sets the terms of the agreement. You will get this after you purchase the annuity, but you can ask your annuity salesperson to review a sample contract prior to submitting your application. 

Disclosure: You may receive material that describes the key features of your annuity, including what is guaranteed and what isn’t, and annuity fees and charges. 

[bookmark: _bookmark3]Illustration: You may receive a document that shows how your annuity’s features work based on hypothetical assumptions The hypothetical assumptions may include credited interest rates, index or investment performance, computations of index-based interest or other assumptions. Ask specifically which values shown in the illustration are guaranteed and which are hypothetical. Illustrations are not promises or guarantees of the performance of an annuity you may purchase. They can help you understand how your contract may work in certain scenarios, but they should not be expected to match actual future results.

WHAT YOU AND YOUR ANNUITY SALESPERSON MUST CONSIDER

Every state has laws or regulations requiring annuity salespersons to  act in a consumer’s best interest when recommending annuities. Annuity salespersons must use care and skill to recommend products that match the client’s finances, needs, and goals. Annuity salespersons must consider factors such as the consumer’s age, income, financial experience, need for access to cash, tolerance for risk, and tax status. 

If you are thinking of buying an annuity, you and your annuity salesperson should discuss questions similar to the following:
· How old are you, and when do you expect to retire?
· What is your current income, and can you afford your living costs?
· What is your overall financial situation, including debts and regular expenses?
· How familiar are you with financial products and investment risk?
· What are your financial goals, and how would this annuity help you reach them?
· How long do you plan to keep this annuity?
· What other savings, investments, or insurance coverage do you already have?
· Do you need access to this money in the near term, or can it remain invested?
· What is your risk tolerance, including your willingness to accept non-guaranteed elements in the annuity? 
· How does your tax situation affect whether tax deferral would benefit you?
· Where are the funds for this annuity coming from?
· Are you replacing another annuity, and if so, what benefits or guarantees might you lose?

It is important that a recommendation align with your personal circumstances, so make sure your annuity salesperson explains why the recommended annuity is in your best interest.

Insurance companies typically pay annuity salespersons’ commissions ranging from 1% to 10% of the purchase amounts, depending on the product. These commissions are paid by the insurer and are not deducted from your premium. If you ask, the annuity salesperson must provide you with an estimate of how much commission they will receive.

[bookmark: Revised_2013][bookmark: WHAT_IS_AN_ANNUITY?][bookmark: _bookmark0][bookmark: How_Deferred_Annuities_Are_Alike][bookmark: _bookmark2]FIXED/MULTI-YEAR GUARANTEED ANNUITIES

A fixed deferred annuity grows by accumulating interest at a rate set by the insurer. A fixed annuity (not a fixed indexed annuity) credits a guaranteed interest rate that is not tied to a market index. The insurer may declare a new rate of interest from time to time. However, for a certain type of fixed deferred annuity – called a multi-year guaranteed annuity (MYGA) – the declared interest rate is guaranteed not to change for at least one initial period, which is a specified number of years (two or more), sometimes referred to as the “guarantee term.” As such, MYGAs are often described as a more predictable, short, mid or long-term interest crediting type of deferred annuity . MYGAs may or may not permit renewal for additional guarantee terms. 

Fixed annuities guarantee that your money will earn at least a minimum interest rate. The insurer may credit a higher rate, but it guarantees only the minimum rate.

Ask about:
· What interest rate is guaranteed, for how long, and what is the minimum rate in the contract?
· How long is the surrender charge period, and what surrender charges apply if I need to take out more than the free withdrawal amount?
· Will a market value adjustment reflecting changes in prevailing market interest rates apply if I need to take out money before the end of a guarantee term? How would a negative adjustment impact my contract value?
· What happens at the end of a guarantee term? Will another guarantee term begin? Will the interest rate change? Will a new surrender charge period begin?

[bookmark: Fixed_Indexed_Annuities][bookmark: _bookmark7]FIXED INDEXED ANNUITIES

A fixed indexed annuity (FIA) is an insurance contract that credits interest based, in part, on the performance of a market index, such as the S&P 500, over a specified period of time (or index term). An FIA generally protects against any negative performance of the index. Index performance may be measured over the index term in different ways. For example, many FIAs measure index performance on either a point-to-point or averaging basis. 

When you own a FIA, you do not directly invest in the market. Rather, using the index performance for an index term, the insurer applies an interest crediting methodology which may include cap rates, participation rates, spread rates, reset periods, or other formulaic features to determine your interest. As a result of these factors, the index-based interest credited to your contract value may not be equal to the index performance.

FIAs typically have a 0% interest rate floor, so your contract won’t lose value due to any negative performance of the index over the index term. FIAs may also have the potential to earn a higher interest rate than a fixed annuity. Product illustrations are based on assumptions that are likely not going match actual future results. The interest credited is based on the interest crediting methodology and the factors that apply. The factors may change but are subject to guarantees. To understand the interest that may be credited, read the contract carefully. 

Ask about:
· What part of the financial markets does the index track (e.g., U.S. equities)?
· How do index values change?
· How long are the index terms?
· How is index performance measured (e.g., point-to-point, averaging)?
· Are dividends or other distributions from an index’s component companies excluded from index performance?
· What interest crediting methodologies are used (e.g., cap rates)? How might these features limit gains?
· For how long are the rates associated with those interest crediting methodologies guaranteed not to change?
· What happens at the end of the index term? Does a new index term begin? Will the rates change?
· What is the surrender charge period, and what surrender charges apply if I withdraw more than the free amount?
· What assumptions are in the illustration? What is guaranteed versus hypothetical? How could my actual results differ?
· Is there any possibility of a market value adjustment? Under what circumstances would it apply? How would a negative adjustment impact my contract value?

Key terms for FIAs:
· Cap Rate: The maximum interest that may be credited for an index term.
Example: 5% cap rate AND index rises 10% → annuity earns 5%.
· Participation Rate: The portion of the index gain applied for an index term. 
Example: 50% participation rate AND index rises 8% → annuity earns 4%.
· Spread Rate: Amount deducted from the index gain before calculating interest.
Example: 2% spread rate AND index rises 6% → annuity earns 4%.
· Trigger Rate: Specified interest rate credited if the index rises.
Example: 3% trigger rate AND index rises  annuity earns 3%, even if the index rose more or less. Some annuities may apply a trigger rate if the index neither rises nor falls, or falls by only a certain amount.
· Index Term: The period over which index performance is measured (e.g., 1 year, multiple years).
· Annual Point-to-Point: Compares index start and end dates one year apart.
· Multi-Year Point-to-Point: Compares index start and end dates multiple years apart.
· Monthly or Daily Averaging: Uses multiple dates to calculate an average change in the index.
· Monthly Point-to-Point: Measures each month’s change in the index, potentially limited by a cap; at term end, all monthly changes are added.
Market Value Adjustment (MVA): An adjustment that may apply if you withdraw money before an index term or other specified period (like the surrender charge period) ends, which can result in increases or decreases in contract value based on changes in prevailing market interest rates. 
Remember: You are not investing directly in the market or any index fund. Interest is calculated based on the index and your annuity’s formulas.

REGISTERED INDEX-LINKED ANNUITIES (RILAS)

A registered index-linked annuity (RILA) blends features of fixed indexed and variable annuities.

When you own a RILA, your money does not go directly into the market. Instead, like an FIA, a RILA credits interest based, in part, on the performance of one or more market indexes over an index term and an index-linked crediting methodology. But unlike an FIA, when you own a RILA, the value of your account can go up or down based on index gains or losses. It’s the potential for gains or losses that makes RILAs also resemble variable annuities.

RILAs typically limit both positive and negative index performance that is credited to the contract at the end of the index period. Caps, participation rates, spreads, and trigger rates can limit how much of the index’s (or indices’) gains your annuity credits. Buffers, floors, or negative participation rates may limit how much loss you absorb at the end of an index term from any index losses. Importantly, a RILA’s loss protections are subject to their stated limits and generally apply only at the end of an index term. Because RILAs involve at least some downside risk, they may provide more growth potential and higher returns compared to FIAs.

RILAs, like other types of deferred annuities, may also have surrender charge periods. In addition to possible surrender charges, if you take money out before the end of an index term, an interim value adjustment will apply. A market value adjustment may also apply if you take money out before the end of an index term or prior to the end of the surrender charge period. These adjustments are not simply based on index performance, and a RILA’s loss protections usually do not apply. If a negative adjustment is applied to your annuity, your annuity loses value.

Because RILAs are considered securities under the federal securities laws, they  have to be registered with the Securities and Exchange Commission, and a prospectus must be delivered to consumers. The prospectus includes detailed information about the RILA. Always review the prospectus for a RILA carefully.

Ask about:
· How do index values change?
· How is index performance measured?
· How is interest calculated? What are the crediting strategy rates and loss protections, and how long are they guaranteed?
· How much could I lose at the end of an index term or if I withdraw early?
· How will interim cash values be determined in case of surrender before the index term?
· How are gains limited?
· What fees and adjustments apply?
· What is guaranteed and for how long?
· Is there any possibility of an interim value adjustment and/or market value adjustment? Under what circumstances would either apply?

Key Terms for RILAs

In addition to the key terms for FIAs noted above, key terms for RILAs include:
· Buffer: The amount of a market drop for an index term you can absorb without losing annuity value.
Example: 10% buffer AND 5% market drop = no loss; 15% drop = 5% loss.
· Floor: The maximum loss you can take in an index term.
Example: 10% floor AND market drops 20%, your annuity drops 10%.
· Negative Participation Rate: The portion of a market loss for an index term applied to your annuity.
Example: 60% rate AND 10% market drop = 6% annuity drop.
· Caps / Participation / Spread: Limits on how much of index gains your annuity actually credits.
· Interim Value Adjustment (IVA) / Market Value Adjustment (MVA): Adjustments to the contract balance if you withdraw money before an index term or other specified period ends, which can result in increases or decreases in contract value. Loss protections normally do not apply.


VARIABLE ANNUITIES 

A variable annuity does not earn interest and does not guarantee a minimum interest rate. A variable annuity can offer a higher return potential compared to other types of annuities, but can also involve a higher risk of loss. For that reason, variable annuities are considered to be one of the riskier types of annuities.  

The value of a variable annuity depends on the performance of the investment portfolios you choose. These portfolio options are often called “subaccounts.” Most subaccounts have a designated underlying mutual fund, with its own investment objectives, strategies, and risks. Your annuity salesperson’s recommendation should match your tolerance for investment risk.

The value of your annuity can change daily with your selected subaccounts’ performance. If your subaccounts increase in value, your annuity may grow. If they decline, you could end up with less than you paid in, and any income or other benefit payments could be lower than expected. You bear all the risk of market losses. However, many variable annuities give you the option to choose additional guaranteed benefits during the accumulation period that provide a stated amount of limited protection against market losses in the specified circumstances. These benefits are generally offered for an additional fee.

Some variable annuities let you allocate part of your money to a fixed interest account, similar to a fixed deferred annuity. This portion earns a rate set by the insurer for a specified period.

Variable annuities, like other deferred annuities, may also have surrender charge periods during which surrender charges may apply. In addition, variable annuities typically have various ongoing fees and charges, such as mortality and expense risk charges, administrative charges, and charges for optional benefits. You also have to pay the fees and expenses of the underlying mutual funds for the subaccounts you select.

Insurers may offer different versions of a variable annuity, often called share classes, which can vary in annual fees and rules for withdrawals. Always read the prospectus carefully and ask your annuity salesperson to explain the differences.

Because variable annuities are considered securities under the federal securities laws, they typically are registered with the Securities and Exchange Commission, and a prospectus must be delivered to consumers. The prospectus includes detailed information about the annuity. Prospectuses for the underlying mutual funds will also be delivered or otherwise made available. Always review the prospectuses carefully.

Ask about:
· How do the subaccounts work, and what level of risk do they carry? Could I end up with less than I put in?
· What are the underlying mutual funds in which the subaccounts invest? What are their investment objectives, strategies, risks?
· What fees, charges, and expenses will I pay each year, and how might they affect my account’s growth?
· What guaranteed benefits does the variable annuity offer during the accumulation period and what are the fees for those elective benefits?
· Which parts of the annuity are guaranteed, and how do surrender charge periods, riders, or withdrawal rules affect access to my money?
· If I choose a fixed account option, what is the guaranteed rate, and how long will it apply?
· Are there different versions (share classes) of this annuity? How do they differ in fees and withdrawal rules?



[bookmark: WHAT_OTHER_INFORMATION_SHOULD_YOU_CONSID][bookmark: _bookmark8][bookmark: How_Annuities_Make_Payments]HOW ANNUITY PAYMENTS ARE MADE

[bookmark: Annuitize:_At_some_future_time,_you_can_]Annuitize: At some future time, you can choose to annuitize your annuity and start to receive guaranteed income payments. Ordinarily, different payout options are made available, typically providing for either lifetime payments, payments for a guaranteed number of years, or a combination of both. Each payment will be a fixed dollar amount, unless you own a variable annuity, in which case you may be permitted to elect variable payments that fluctuate based on market performance. After payments begin, you may not be permitted to make any other withdrawals from the annuity. Also, you usually can’t change the amount of your payments. You can also choose to provide benefits to one or more survivors depending on the payout option you choose.

[bookmark: Full_Withdrawal:_You_can_withdraw_the_ca]Full Withdrawal: You can withdraw 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. If you withdraw your annuity’s cash surrender value, your annuity is terminated. Once that happens, you can’t start or continue to receive regular income payments from the annuity.

[bookmark: Partial_Withdrawal:_You_may_be_able_to_w]Partial Withdrawal: You may be able to withdraw some of the money from the annuity’s cash surrender value without ending the annuity. You’ll likely pay a charge to do this if it’s during the surrender charge period, although 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. 

[bookmark: Living_Benefits_for_Fixed_Annuities:_Som]Guaranteed Living Benefits: Some annuities offer one or more guaranteed living benefits that you can elect, 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, provided that you satisfy certain conditions (e.g., avoid taking “excess” withdrawals and adhere to investment restrictions). 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. 

Death Benefits: Deferred annuities include a death benefit, which will become payable if you (or possibly the designated annuitant) die during the accumulation period. The death benefit will be paid to your survivors (called beneficiaries), either in one payment or multiple payments over time. An annuity’s standard death benefit is often equal to the account value. However, many annuities offer death benefit guarantees – such as return of premium death benefits or enhanced death benefits – that may provide for a minimum death benefit or a death benefit in excess of the account value. Optional or enhanced death benefits may have an additional fee.  

If you (or the annuitant) die after you begin to receive income payments (annuitize), your chosen survivors may not receive anything upon your death unless: 1) your annuity guarantees to pay out at least as much as you paid into the annuity, or 2) you chose a payout option that continues to make payments after your death. 


TAXATION

The tax treatment of amounts held in an annuity will depend on a number of factors, including the source of the funds used to purchase the annuity (e.g., rollovers from qualified plans, contributions to a traditional IRA on a pre- or post-tax basis, Roth amounts, or tax non-qualified funds). Amounts distributed from an annuity generally may be taxable, but the tax implications of taking a distribution from an annuity will depend upon the source of funds used to purchase the annuity and whether you meet an exception to the premature distribution penalty tax rules. Consult with your tax professional for more information.

[bookmark: Questions_You_Should_Ask][bookmark: _bookmark13]QUESTIONS YOU SHOULD ASK
· How will this annuity help me meet my overall financial objectives, my income objectives and time horizons?
· Do I understand the potential risks and rewards of this annuity, how they may differ between fixed, fixed indexed, variable, or RILA products? Am I comfortable with the risks/reward balance?
· Will I use the annuity for a long-term goal, such as retirement? If so, what is my risk tolerance for benefits that fluctuate based upon market conditions?
· What features or benefits make this annuity appropriate for me?
· Does my annuity offer a guaranteed minimum interest rate or other guarantees? If so, what are they?
· If the annuity includes optional guaranteed benefits, do I understand how they work, their costs, and any limitations?
· Am I taking full advantage of tax-deferred opportunities, such as 401(k)s, 403(b)s, and IRAs?
· Do I understand all fees, charges, and adjustments, and how they may reduce the value of my annuity over time?
· What withdrawal limits exist each year and during the surrender charge period, and what penalties apply if I exceed them?
· 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?
· What benefits will my beneficiaries receive when I die?

[bookmark: If_you_don’t_know_the_answers_or_have_ot][bookmark: When_You_Receive_Your_Annuity_Contract][bookmark: _bookmark14]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 annuity salesperson 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 provides, and ask your annuity salesperson 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 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 longer want the annuity, you can contact the insurance company to return the contract. Depending on the state and product, you’ll either receive a full refund of your purchase price or your current account value.
