
 
 
 

2009 Winter National Meeting 
San Francisco, CA 

 
ANNUITY DISCLOSURE (A) WORKING GROUP 

Saturday, December 5, 2009 
10:00 a.m. – 11:30 a.m. 

Continental 6–Ballroom Level 
 

ROLL CALL 
 

Susan E. Voss/Jim Mumford, Chair Iowa 
Steve Ostlund Alabama 
Joe Musgrove Arkansas 
Peg Brown/Paula Sisneros Colorado 
Mark Franklin/Mary Ellen Breault Connecticut 
Mary Beth Senkewicz Florida 
Marlyn Burch Kansas 
Robert Commodore/Paul Hanson Minnesota 
Tamara Kopp Missouri 
Gail Keren/Martin Schwartzman New York 
Michelle Brugh Ohio 
Betsy Jerome Utah 
Kim Shaul Wisconsin 

 
AGENDA 

 
  
  
1. Discuss Annuity Illustrations [Jim Mumford]  
  
2. Discuss Buyer’s Guides [Jim Mumford] 
 

 

3. Any Other Matters Brought Before the Working Group  
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Kelly Ireland 
Counsel, Insurance Regulation 
(202) 624-2387 t  (866) 953-4083 f 
kellyireland@acli.com 
 
 
December 2, 2009 
 
Deputy Commissioner Jim Mumford 
Iowa Division of Insurance 
330 Maple Street 
Des Moines, Iowa 50319-0065 
 
Dear Mr. Mumford: 
 
During the NAIC Fall National Meeting you asked ACLI to consider the comments received by the NAIC 
Annuity Disclosure (A) Working Group, from the Annuity Illustration Work Group of the American Academy 
of Actuaries’(“Academy”), and others, concerning the ACLI Proposed Annuity Illustration Guidelines and 
rework as needed. This letter and the attachments hereto, explain the changes we suggest should be 
made to both the proposed guidelines and the Working Group’s draft of revisions to the current Annuity 
Disclosure Model Regulation.  
 
We found the Academy’s suggested revisions to the guidelines very helpful and have amended the 
“General Rules” and “Illustrations Shall contain the Following Information” sections to reflect almost all 
of the suggested revisions by the Academy. You will note that we have reworked the guidelines into a 
draft “Appendix B – Illustration Guidelines for Fixed Deferred Annuities,” which could be appended to the 
Annuity Disclosure Model Regulation. The language in blue reflects additions/revisions suggested by the 
Academy, while the original language appears in black. New language we have added appears 
underlined in red. Comments along the side of the draft indicate deletions and in some case the 
rationale for deleting/moving certain language. The following comments further explain why a few of the 
Academy’s suggestions were not incorporated in the reworked guidelines: 
 

 The Academy had suggested that if a company chooses to market a product with an illustration, 
then an illustration must be used in all sales of that product. In follow-up emails with the 
Academy, it was explained that this was based on their feeling that if an illustration was good 
disclosure for one consumer it follows that it would be good for another. While we can 
understand the Academy’s concern and agree that all consumers must get the required 
minimum disclosure and buyer’s guide, an annuity illustration is not mandatory disclosure, it is a 
sales tool and as such, it should be up to the company, and the producer who is often closest to 
the consumer, to determine when an annuity illustration will be used in a proposal for a sale of a 
particular annuity. It is our feeling that the purpose of these guidelines is not to make annuity 
illustrations required disclosure, but to set standards to ensure that illustrations, when used, are 
understandable and do not mislead consumers. This purpose has been stated in a drafting note 
to the guidelines. 

 The Academy included language stating that “illustrated annuitization rates shall not be higher 
than current annuitization rates.” We have modified this to state that “illustrated annuitization 
rates shall not be higher than the annuitization rate in effect on the last business day of the 
previous year.” Some companies update their annuitization rates frequently, while others may 
set them annually. To require “current annuitization rates” as a cap would mean constant 
updating of this factor for a company that frequently updates. The illustration is not intended to 
lock in an annuitization rate, but to show possible future scenarios, with disclosure that values 
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may be different when they annuitize. As such we feel the company’s previous year-end 
annuitization rate is a reasonable cap.  

 The Academy had struck the requirement that the legal name of the annuity must include the 
basic type of annuity (e.g. “Single Premium Deferred Annuity,” “Modified Single Premium 
Deferred Annuity,” “Fixed Premium Deferred Annuity” or “Flexible Premium Deferred Annuity”). 
We have reinserted this requirement as we understand it to be of importance to regulators, as 
indicated in the Report on Iowa Project to Review Annuity Illustrations. 

  
We note that many of the Academy’s suggested revisions concerned the sample illustration included 
with the proposed guidelines. We would like to reiterate that the sample of a simple flexible premium 
fixed deferred annuity illustration was included in ACLI’s submission only to provide one example of an 
illustration which meets the requirements of the proposed guidelines. This was done at the request of 
the Working Group for discussion purposes only and was not intended to be a template for illustrations 
or form part of the guidelines. For this reason we have not included the sample in the reworked 
guidelines. 
 
In addition to the Academy’s comments, we reviewed comments submitted by Alabama, which stressed 
that the illustration should not duplicate the information in the buyer’s guide or other required 
disclosures. We agree and have addressed this by including such a statement in a drafting note to the 
guidelines, and by requiring that the illustration refer consumers to the required disclosure documents 
and buyer’s guide for more detailed information. The remaining comments by Alabama appear to focus 
on the creation of a standardized illustration ‘template’ as mandatory disclosure, and as stated above 
we feel this is outside of the scope of our proposed illustration guidelines. 
 
Finally, as well as a draft “Appendix B – Illustration Guidelines for Fixed Deferred Annuities,” we have 
attached a redlined version of the Working Group’s proposed draft of revisions to the current Annuity 
Disclosure Model, to show suggested language necessary to include illustration standards. You will note 
that we have also suggested that the buyer’s guides be grouped into one appendix “Appendix A.” In this 
way both Appendix A and Appendix B remain flexible, in that they can contain each of the buyer’s guides 
and illustration guidelines that may be developed.  
 
Thank you for the opportunity to provide these comments. We look forward to continuing to work with 
members of the Working Group. 
 
Sincerely, 
 

 
 
Kelly Ireland 
 
 
 
Attachment 1: ACLI Proposed Annuity Illustration Guidelines (Annuity Disclosure Model Appendix B) 
Attachment 2: ACLI Redlined Suggested Revisions to Annuity Disclosure Model Regulation 
 



Page 1 of 2 
 

© American Council of Life Insurers 
101 Constitution Avenue, NW, Washington, DC  20001-2133 
www.acli.com 

 
DRAFT 

 
APPENDIX B - ILLUSTRATION GUIDELINES FOR FIXED DEFERRED ANNUITIES 

 
Drafting Note: These guidelines are intended to set the standards for insurers preparing sales 
illustrations for specific prospective consumers of fixed deferred annuities.  Such illustrations should 
supplement the Buyers Guide and other required disclosures, rather than try to duplicate them.  The goal 
is to ensure that illustrations do not mislead annuity purchasers by making illustrations more 
understandable to consumers. 
 
GENERAL RULES 

• Illustrations shall not conflict with required disclosure. 
• The nonguaranteed illustrated values must be reflective of current conditions and must not 

include any assumed improvement of any underlying assumptions. 
• The crediting interest rate illustrated at any future duration shall reflect any expected reductions 

and shall not be greater than the current crediting interest rate unless the contract guarantees 
such greater rate at that duration. 

• The annuitization rate illustrated shall not be greater than the annuitization rate in effect on the 
last business day of the previous year (unless the contract guarantees are more favorable). 

• Illustrations based on nonguaranteed crediting interest rates and nonguaranteed annuitization 
rates shall contain equally prominent comparisons to guaranteed crediting interest rates and 
guaranteed annuitization rates. 

• Illustrations shall be concise and easy to read. 
• Specific terms (e.g., “withdrawal”) defined in the annuity contract shall be used consistently 

throughout the illustration. 
• The illustration shall not imply that the product is other than an annuity; nor should it utilize 

words such as “CD annuity,” “CD,” “savings account,” or other term that might imply the product 
is other than an annuity. 

• The legal name of the annuity must include the basic type of fixed deferred annuity (e.g. “Single 
Premium Deferred Annuity”, “Modified Single Premium Deferred Annuity”, “Fixed Premium 
Deferred Annuity” or “Flexible Premium Deferred Annuity”) 

• Market Value Adjustments (MVA’s) shall be called Market Value Adjustments throughout the 
 illustration. 
• Illustrations shall illustrate both upside and downside aspects of the product features. 
• Illustrations shall not illustrate benefits beyond the maximum annuitization age or date. 
• Annuitization benefits shall be based on contract values that reflect surrender charges or any 

other adjustments, if applicable. 
• Annuitization benefits shall show both annuitization rates and the dollar amounts of the income 
• payable. 
• Graphs are recommended as a supplement to add clarity and help describe the annuity product.  

 
ILLUSTRATIONS SHALL CONTAIN THE FOLLOWING INFORMATION: 
 

• The full corporate name of the issuer of the annuity and company contact information. 
• The legal name of the annuity, and the company product name, if different. 
• The annuitant and contract owner if different. 
• Guaranteed Cash Surrender Values (based upon all contract guarantees). 
• Current Cash Surrender Values (based upon currently crediting interest rates and other 

nonguaranteed policy elements). 
• Cash Value (current and minimum guaranteed rate). 
• Annuity Contract Value (current and minimum guaranteed rate). 

Comment [KI1]: The “Purpose: 
section has been incorporated into a 
drafting note. 

Deleted:  Such illustrations should 
disclose the benefits and risks of the 
annuity and provide information, that in 
addition to the Buyers Guide and other 
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Deleted: APPLICABILITY AND SCOPE¶
- The guidelines should be incorporated 
into the NAIC Annuity Disclosure Model 
Regulation by way¶
of an appendix similar to the Buyer’s 
Guide.¶
- If the company decides to market a 
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Exchanges Act (1933) will¶
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Deleted: current annuitization rate 

Deleted: the form number 



Page 2 of 2 
 
© American Council of Life Insurers 
101 Constitution Avenue, NW, Washington, DC  20001-2133 
www.acli.com 
 

• Death benefit, including the impact of any MVA and/or surrender charges. 
• Premium amounts assumed. 
• Bonus interest or similar features shall be described including any restrictions or limitations. 
• Surrender charge rates applicable to initial and subsequent premiums or contract values. 
• Information concerning the effect of premium taxes, if applicable. 
• The effect on the annuity of death occurring prior to commencement of annuity payments (e.g., 
• spousal continuation, required distributions, owner death vs. annuitant death). 
• The impact of partial withdrawals on contract values (both penalty free and those with penalties). 
• Information concerning the federal tax status of the contract and any penalties applicable on 

withdrawal of values from the contract. 
• MVA’s, if included, shall be described on the illustration. Suggested language: “When you make a 
• withdrawal the amount you receive may be increased or decreased by a Market Value 

Adjustment (MVA). If interest rates on which the MVA is based go up after you buy your annuity, 
 the MVA likely will decrease the amount you receive. If interest rates go down, the MVA will 
 likely increase the amount you receive.”. 
• The potential effect of MVA's on the cash value. It is suggested the illustrative effect of the MVA 

be shown under at least one up- and one down-scenario (may be done on a separate page). 
• Other optional benefits or features, if included, shall be described along with their additional 

cost, if any, to the policyholder (may be done on a separate page). 
• Minimum guarantees and MVA floors and ceilings, not generic examples which are higher. 
• The effect of early surrenders and any other conditions on the payment of bonuses. 
• A display of at least one of the guaranteed annuity payout benefits available (may be done on a 
 separate page). 
• For annuities sold as an IRA, qualified plan or in another arrangement subject to the required 

minimum distribution (RMD) requirements of the Internal Revenue Code , the effect of RMDs on 
the contract values. 

• For annuities with recurring surrender charge schedules, the nature of how those charges recur. 
• A statement to the effect that the values shown are not to be considered guarantees or 

estimates of amounts to be paid, and a reference to the required Disclosure Documents and 
Buyers Guide. Suggested language: “Values shown in this illustration should not be considered 
guarantees or estimates of amounts to be paid. Illustrated values show the company’s current 
interest crediting rates and current annuitization rates continuing unchanged. Actual values may 
be more or less favorable than those illustrated. Please refer to the Disclosure Documents and 
Buyer’s Guide provided with your Annuity Contract for more detailed information.”. 

• At a minimum, numeric values at the following durations: 
i) first 10 contract years OR surrender charge period if longer than 10 years. 
ii) every 10th contract year thereafter OR renewal surrender charge period if less than 10 
 years, but not beyond the later of 30 years or age 70. 
iii) required annuitization age or date. 

• A display of the guaranteed annuity payout benefits at the later of age 70 or 10 years after issue 
but in no case later than maximum annuitization age or date in the contract. The illustration 
could also display the annuity payout benefits based on currently available annuitization rates. 

 
Effective Date of Guidelines 
- These guidelines shall become effective [insert effective date] and shall apply to illustrations prepared 
on or after the effective date.  
 
Drafting Note: There should be a one year lag in effective date from date of adoption for insurers to 
implement systems changes for compliance. 
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Draft: 2/25/09 
Model 245 
 
The NAIC solicits comments on this draft on or before March 9, 2009. Underlining and overstrikes show the changes from 
the existing model. Comments should be sent by email to Jolie Matthews at jmatthew@naic.org.  
 
Underlining and overstrikes in red show the ACLI’s suggested revisions necessary to incorporate illustration guidelines into 
the Annuity Disclosure Model Regulation. 

 
ANNUITY DISCLOSURE MODEL REGULATION 

 
Table of Contents 
 
Section 1. Purpose 
Section 2. Authority 
Section 3. Applicability and Scope 
Section 4. Definitions 
Section 5. Standards for the Disclosure Document and Buyer’s Guide  
Section 6. Report to Contract Owners 
Section 7. Penalties 
Section 8  Separability 
Section 9. Effective Date 
Appendix A. Buyer’s Guides 
Appendix B. Illustration Guidelines 
 
Section 1. Purpose 
 
The purpose of this regulation is to provide standards for the disclosure of certain minimum and supplemental information about 
annuity contracts to protect consumers and foster consumer education. The regulation specifies the minimum information which 
must be disclosed and the method for disclosing it in connection with the sale of annuity contracts. The goal of this regulation is to 
ensure that purchasers of annuity contracts understand certain basic features of annuity contracts.  
 
Section 2. Authority 
 
This regulation is issued based upon the authority granted the commissioner under section [cite any enabling legislation and State 
law corresponding to section 4 of the NAIC Unfair Trade Practices Act]. 
 
Section 3. Applicability and Scope 
 
This regulation applies to all group and individual annuity contracts and certificates except: 

 
 
A. Immediate and deferred annuities that contain no nonguaranteed elements and have no surrender charges; 
 
B. (1) Annuities used to fund: 
 

(a) An employee pension plan which is covered by the Employee Retirement Income Security 
Act (ERISA); 

 
(b) A plan described by sections 401(a), 401(k) or 403(b) of the Internal Revenue Code, where 

the plan, for purposes of ERISA, is established or maintained by an employer,  
 

(c) A governmental or church plan defined in section 414 or a deferred compensation plan of a 
state or local government or a tax exempt organization under section 457 of the Internal 
Revenue Code; or  
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(d) A nonqualified deferred compensation arrangement established or maintained by an 
employer or plan sponsor.  

 
(2) Notwithstanding paragraph (1), the regulation shall apply to annuities used to fund a plan or 

arrangement that is funded solely by contributions an employee elects to make whether on a pre-tax or 
after-tax basis, and where the insurance company has been notified that plan participants may choose 
from among two (2) or more fixed annuity providers and there is a direct solicitation of an individual 
employee by a producer for the purchase of an annuity contract. As used in this subsection, direct 
solicitation shall not include any meeting held by a producer solely for the purpose of educating or 
enrolling employees in the plan or arrangement;  

 
C. Structured settlement annuities;  

 
D. [Charitable gift annuities; and] 

 
E. [Funding agreements].  

 
Drafting Note:  States that regulate charitable gift annuities should exempt them from the requirements of this regulation.  States 
that recognize or regulate funding agreements as annuities should exempt them from the requirements of this regulation.  
 
Section 4. Definitions 
 
For the purposes of this regulation: 

 
A. [“Charitable gift annuity” means a transfer of cash or other property by a donor to a charitable organization 

in return for an annuity payable over one or two lives, under which the actuarial value of the annuity is less 
than the value of the cash or other property transferred and the difference in value constitutes a charitable 
deduction for federal tax purposes, but does not include a charitable remainder trust or a charitable lead 
trust or other similar arrangement where the charitable organization does not issue an annuity and incur a 
financial obligation to guarantee annuity payments.] 

 
B. “Contract owner” means the owner named in the annuity contract or certificate holder in the case of a group 

annuity contract. 
 
C. “Determinable elements” means elements that are derived from processes or methods that are guaranteed at 

issue and not subject to company discretion, but where the values or amounts cannot be determined until some 
point after issue. These elements include the premiums, credited interest rates (including any bonus), benefits, 
values, non-interest based credits, charges or elements of formulas used to determine any of these. These 
elements may be described as guaranteed but not determined at issue. An element is considered determinable if 
it was calculated from underlying determinable elements only, or from both determinable and guaranteed 
elements. 

 
D. [“Funding agreement” means an agreement for an insurer to accept and accumulate funds and to make one 

or more payments at future dates in amounts that are not based on mortality or morbidity contingencies.] 
 

E. “Generic name” means a short title descriptive of the annuity contract being applied for or illustrated such as 
“single premium deferred annuity.” 

 
F. “Guaranteed elements” means the  premiums, credited interest rates (including any bonus), benefits, values, 

non-interest based credits, charges or elements of formulas used to determine any of these, that are guaranteed 
and determined at issue.  An element is considered guaranteed if all of the underlying elements that go into its 
calculation are guaranteed. 
 

G. “Illustration” means a presentation or depiction used in a proposal for the sale of an annuity that includes non-
guaranteed elements of an annuity over a period of years. 

 
H. “Non-guaranteed elements” means the premiums, credited interest rates (including any bonus), benefits, values, 

non-interest based credits, charges or elements of formulas used to determine any of these, that are subject to 
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company discretion and/or are not guaranteed at issue.  An element is considered non-guaranteed if any of the 
underlying non-guaranteed elements are used in its calculation. 

 
I. “Structured settlement annuity” means a “qualified funding asset” as defined in section 130(d) of the Internal 

Revenue Code or an annuity that would be a qualified funding asset under section 130(d) but for the fact that it 
is not owned by an assignee under a qualified assignment. 

 
Section 5. Standards for the Disclosure Document, Buyer’s Guide and Illustration 

 
A. (1) Where the application for an annuity contract is taken in a face-to-face meeting, the applicant shall 

at or before the time of application be given both the disclosure document described in subsection 
B and the applicable Buyer’s Guide contained in Appendix A, Appendix B or Appendix C. 

(2) Where the application for an annuity contract is taken by means other than in a face-to-face meeting, 
the applicant shall be sent both the disclosure document and the applicable Buyer’s Guide no later than 
five (5) business days after the completed application is received by the insurer. 
 
(a) With respect to an application received as a result of a direct solicitation through the mail: 
 

(i) Providing a Buyer’s Guide in a mailing inviting prospective applicants to apply for 
an annuity contract shall be deemed to satisfy the requirement that the Buyer’s 
Guide be provided no later than five (5) business days after receipt of the 
application. 

 
(ii) Providing a disclosure document in a mailing inviting a prospective applicant to 

apply for an annuity contract shall be deemed to satisfy the requirement that the 
disclosure document be provided no later than five (5) business days after receipt of 
the application. 

 
(b) With respect to an application received via the Internet: 
 

(i) Taking reasonable steps to make the Buyer’s Guide available for viewing and 
printing on the insurer’s website shall be deemed to satisfy the requirement that the 
Buyer’s Guide be provided no later than five (5) business day of receipt of the 
application. 

 
(ii) Taking reasonable steps to make the disclosure document available for viewing and 

printing on the insurer’s website shall be deemed to satisfy the requirement that the 
disclosure document be provided no later than five (5) business days after receipt of 
the application. 

(c) A solicitation for an annuity contract provided in other than a face-to-face meeting shall 
include a statement that the proposed applicant may contact the insurance department of the 
state for a free annuity Buyer’s Guide.  In lieu of the foregoing statement, an insurer may 
include a statement that the prospective applicant may contact the insurer for a free annuity 
Buyer’s Guide. 

(3) Where the Buyer’s Guide and disclosure document are not provided at or before the time of 
application, a free look period of no less than fifteen (15) days shall be provided for the applicant to 
return the annuity contract without penalty.  This free look shall run concurrently with any other free 
look provided under state law or regulation. 

(4) If an insurer or producer elects to use an illustration in the sale of an annuity, the illustration shall 
conform to the general rules and include the applicable information set forth in Appendix B.  
However, nothing in this regulation, requires an insurer or a producer to use an illustration in the sale 
of an annuity.  
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B. At a minimum, the following information shall be included in the disclosure document required to be provided 
under this regulation: 

 
(1) The generic name of the contract, the company product name, if different, and form number, and the 

fact that it is an annuity; 
 

(2) The insurer’s name and address; 
 
(3) A description of the contract and its benefits, emphasizing its long-term nature, including examples 

where appropriate: 
 

(a) The guaranteed, non-guaranteed and determinable elements of the contract, and their 
limitations, if any, and an explanation of how they operate; 

 
(b) An explanation of the initial crediting rate, specifying any bonus or introductory portion, the 

duration of the rate and the fact that rates may change from time to time and are not 
guaranteed; 

 
(c) Periodic income options both on a guaranteed and non-guaranteed basis; 
 
(d) Any value reductions caused by withdrawals from or surrender of the contract; 
 
(e) How values in the contract can be accessed; 
 
(f) The death benefit, if available and how it will be calculated; 
 
(g) A summary of the federal tax status of the contract and any penalties applicable on 

withdrawal of values from the contract; and 
 
(h) Impact of any rider, such as a long-term care rider. 

 
 (4) Specific dollar amount or percentage charges and fees shall be listed with an explanation of how they 

apply. 
 
 (5) Information about the current guaranteed rate for new contracts that contains a clear notice that the rate 

is subject to change. 
 

 C. Insurers shall define terms used in the disclosure statement in language that facilitates the understanding by a 
typical person within the segment of the public to which the disclosure statement is directed. 

 
D. Compliance with the Financial Industry Regulatory Authority (FINRA) Conduct Rules and Securities and 

Exchange Commission (SEC) prospectus requirements shall satisfy the requirements under this section for 
disclosure. However, nothing in the subsection shall limit the commissioner’s ability to enforce the provisions 
of this regulation or require the use of a FINRA-approved disclosure. 

 
Drafting Note: This subsection is intended to grant a safe harbor under this regulation for an annuity contract that is 
regulated by, and complies with, the FINRA Conduct Rules and the SEC prospectus requirements pertaining to disclosure.   
 
Section 6. Report to Contract Owners 
 
For annuities in the payout period with changes in non-guaranteed elements and for the accumulation period of a deferred annuity, 
the insurer shall provide each contract owner with a report, at least annually, on the status of the contract that contains at least the 
following information: 
 

A. The beginning and end date of the current report period; 
 
B. The accumulation and cash surrender value, if any, at the end of the previous report period and at the end of the 

current report period; 
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.  
 

C. The total amounts, if any, that have been credited, charged to the contract value or paid during the current report 
period; and 

 
D. The amount of outstanding loans, if any, as of the end of the current report period. 

 
Section 7. Penalties 
 
In addition to any other penalties provided by the laws of this State, an insurer or producer that violates a requirement of this 
regulation shall be guilty of a violation of section [cite state’s unfair trade practices act]. 
 
Section 8. Separability 
 
If any provision of this regulation or its application to any person or circumstance is for any reason held to be invalid by any court 
of law, the remainder of the regulation and its application to other persons or circumstances shall not be affected. 
 
Section 9. Effective Date 
 
This regulation shall become effective [insert effective date] and shall apply to contracts sold on or after the effective date. 
 

**** 
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ACLI DISCUSSION DRAFT OF PROPOSED ANNUITY ILLUSTRATION GUIDELINES v. 2 
 
 

PURPOSE 
- To provide guidelines for companies who wish to prepare pre-sale illustrations for specific 

prospective consumers of fixed deferred annuities.   
 

TIMING 
- There should be a one year effective date for companies to implement systems changes for 

compliance. 
 

APPLICABILITY AND SCOPE 
- The guidelines should be incorporated into NAIC Annuity Disclosure Model Regulation by way of an 

appendix similar to the Buyer’s Guide.  
- Annuity illustrations should be optional, not mandatory. 
- The same exceptions provided under the Disclosure Model would apply to illustrations. 
- Annuities required to be registered as securities under the Securities and Exchanges Act (1933) will 

be exempt. 
 

GENERAL RULES 
- Illustrations shall not conflict with required disclosure. 

Illustrations must contain a statement to the effect that they are not to be considered guarantees or 
estimates of amount to be paid and should reference the required disclosure and buyers guide (if any). 
Suggested language: “This illustration should not be considered a guarantee or estimate of amounts to 
be paid.  Actual results may be more or less favorable that what is illustrated.  Please refer to the 
Disclosure Documents and Buyer’s Guide provided with your Annuity Contract for more detailed 
information”. 

- The maximum rate that can be illustrated is the current/prevailing offered rate. 
- Illustrations based on nonguaranteed rates shall contain equally prominent comparisons to guaranteed 

rates (company minimum guaranteed rate). 
- Illustrations should be concise and the easy to read. 
- Specific terms (i.e. withdrawal) defined in the annuity contract should be used in the same way in the 

illustration. 
- The legal name of the annuity must use the basic types of fixed deferred annuities such as Single 

Premium Deferred Annuity, Modified Single Premium Deferred Annuity, Fixed Premium Deferred 
Annuity or Flexible Premium Deferred Annuity.  Indexed annuities must include the term “indexed” 
in the legal or marketing name.  

- The name of the annuity shall not refer to the annuity as a CD annuity. 
- Market Value Adjustments (MVA) must be called MVA’s.  
- MVA’s shall be described on the illustration.  Suggested language: “When you make a withdrawal 

the amount receive may be increased or decreased by a MVA. If interest rates went up after you 
bought your annuity, the MVA likely will decrease the amount you receive. If interest rates went 
down, the MVA will likely increase the amount you receive”. 

- The illustration shall show numeric values at the following durations at a minimum: 
1) first 10 contract years OR surrender charge period if longer than 10 years. 
2) every 10th contract year thereafter OR renewal surrender charge period if less than 10 
years. 
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      3) required annuitization date. 
- Illustrations shall not illustrate anything past the maximum annuitization age. 

  
 
ILLUSTRATIONS SHALL CONTAIN THE FOLLOWING INFORMATION 
- The issuer of the annuity. 
- The legal name of the annuity and the company product name, if different.  
- The annuitant and owner if different. 
- Cash Value (current and minimum guaranteed rate). 
- Annuity Contract Value (current and minimum guaranteed rate). 
- Death benefit (and impact of MVA and/or surrender charges).   
- Premium amount. 
- Additional premiums. 
- Surrender charges. 
- Interest crediting. 
- The effect of premium taxes, if applicable. 
- The effect of death occurring prior to commencement of annuity payments. 
- The impact of withdrawals on values (both penalty free and those with penalties). 
-  The potential effect of MVA's on the cash value. (May be done on a separate page). 
-  The cost and benefit of selected riders. (May be done on a separate page).  
-    Minimum guarantees and MVA floors, not generic examples which are higher. 
-  The effect of early surrenders and any other conditions on the payment of bonuses. 
-  For annuities sold as a qualified IRA, the effect of required minimum distributions on the contract 

values and tax situation.  
-    For renewable annuities, the perpetual nature of any charges. 
 

SAMPLE ILLUSTRATION 
 
- Attached is a sample of a simple flexible premium fixed deferred annuity illustration intended  to 

provide an example of an illustration which meets the requirements of the proposed guidelines.  This 
is not intended to be inclusive of all concepts that might be illustrated, for example, a company may 
wish to illustrate the effect of annuitization before death. 
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ABC Life Insurance Company 

Marketing Name 
Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 

 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 
 
 

Sex: Male Initial Premium Payment: $100,000.00 
Age: 54 Planned Annual Premium Payments: None 
Annuitant: (if different than owner) Tax Market: Nonqualified
Maximum Annuitization Age: 98 Withdrawals: Monthly Interest (to age 65)

 
 

Guarantee Period Options 1  Year 2 Years 3 Years 5 Years 7 Years 10 Years
  Allocation of Premium Payment:    100%   
Initial Guaranteed Interest Rates       
  First Year (reflects a first-year only 
  interest bonus credit of 0.75%): 

   4.15%   

  Remaining guarantee period:    3.40%   
  Minimum Guaranteed Rate on Renewal:    3.00%   

 
 

Illustrated Values Guaranteed Values Annuity 
Contract 

Anniversary
/Age 

Premium 
Payment 

Withdrawals 
Account 

Value/Death 
Benefit 

Cash 
Surrender 

Value 
Withdrawals 

Account 
Value/Death 

Benefit 

Cash 
Surrender 

Value 

 
      1  / 55          $100,000.00         $4,073.00          $100,000.00    $  92,000.00         $4,073.00         $100,000.00     $  92,000.00 
      2  / 56                       0.00         $3,348.00          $100,000.00    $  93,000.00         $3,348.00         $100,000.00     $  93,000.00    
      3  / 57                       0.00         $3,348.00          $100,000.00    $  94,000.00         $3,348.00         $100,000.00     $  94,000.00    
      4  / 58                       0.00         $3,348.00          $100,000.00    $  95,000.00         $3,348.00         $100,000.00     $  95,000.00    
      5  / 59                       0.00         $3,348.00          $100,000.00    $  96,000.00         $3,348.00         $100,000.00     $  96,000.00    
       
      6  / 60                       0.00         $3,348.00          $100,000.00    $  97,000.00         $2,960.00         $100,000.00     $  97,000.00    
      7  / 61                       0.00         $3,348.00          $100,000.00    $  98,000.00         $2,960.00         $100,000.00     $  98,000.00    
      8  / 62                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
      9  / 63                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
    10  / 64                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
     
    11  / 65                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
 
    16 / 70                        0.00                  0.00          $118,196.00    $118,196.00                  0.00         $115,927.00     $115,927.00 
    
    21 / 75                        0.00                  0.00          $139,703.00    $139,703.00                  0.00         $134,392.00     $134,392.00 
 



 
 

ABC Life Insurance Company 

Marketing Name 
Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 

 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 
     
 

  

Illustrated Values Guaranteed Values Annuity 
Contract 

Anniversary
/Age 

Premium 
Payment 

Withdrawals 
Account 

Value/Death 
Benefit 

Cash 
Surrender 

Value 
Withdrawals 

Account 
Value/Death 

Benefit 

Cash 
Surrender 

Value 

    26 / 80                        0.00                  0.00          $165,123.00    $165,123.00                  0.00         $155,797.00     $155,797.00 
    
    31 / 85                        0.00                  0.00          $195,169.00    $195,169.00                  0.00         $180,611.00     $180,611.00 
 
    36 / 90                        0.00                  0.00          $230,682.00    $230,682.00                  0.00         $209,378.00     $209,378.00 
 
    41 / 95                        0.00                  0.00          $272,657.00    $272,657.00                  0.00         $242,726.00     $242,726.00 
 
    44 / 98                        0.00                  0.00          $301,424.00    $301,424.00                  0.00         $265,234.00     $265,234.00 

 
 
This is an illustration not a contract 
 
Ages shown are based on the Annuitant at the time of issue. 
 
The Death Benefit is your Annuity Contract’s Guaranteed Account Value. 
 
Interest rates are declared by the insurance company.  Interest rates are shown with daily compounding.  Withdrawals, 
before the end of the Guarantee Period will lower the actual interest rate credited. 
 
During the Guarantee Period, the Initial Premium Payment is illustrated using Initial Guaranteed Interest Rate(s) shown, 
with an additional first-year only interest bonus credit of 0.75%.  On the Annuity Contract issue date, the interest rates 
will be guaranteed for the selected Guarantee Period.  After the initial Guarantee Period, a new renewal interest rate would 
be declared for the Guarantee Period illustrated.  The company’s current declared Initial Guaranteed Interest Rate (without 
the bonus) is used to calculate the Illustrated Values after renewal and the Minimum Guaranteed Interest Rate is used to 
calculate the Guaranteed Values.  Illustrated Values assume the company’s current Guaranteed Interest Rate applicable at 
renewal.  The actual renewal rates will very likely NOT be the same as the illustrated renewal rates.  
 
Cash Surrender Values shown on this illustration assume that the Market Value Adjustment (‘MVA’) at the time of 
Withdrawal was zero.  At the actual time of Withdrawal the Cash Surrender Value you receive may be increased or 
decreased by an MVA (if withdrawn before the end of a Guarantee Period).  If interest rates went up after you bought 
your annuity, the MVA will likely decrease the amount you receive.  If interest rates went down, the MVA will likely 
increase the amount you receive.  The MVA has no effect on the Death Benefit. 
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The Guaranteed Cash Surrender Values are based on a full Withdrawal and do not reflect premium tax.  
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ABC Life Insurance Company 

Marketing Name 
Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 

 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 
 
 
Free partial Withdrawals of up to 10% of your Account Value, less partial withdrawals since the last Annuity Contract 
Anniversary, may be made each year without Surrender Charges. Excess Withdrawals above this 10% level and full 
Withdrawals will be subject to Surrender Charges and a MVA (if applicable). Surrender Charges are applied on each  
Premium Payment and continue on this schedule even after the initial Guarantee Period has ended.  Surrender Charges 
reduce from 8% in year one to 0% in year 8: 
 
Surrender Charges:  8% 7% 6% 5% 4% 3% 2% 0% 
Premium Payment Year: 1 2 3 4 5 6 7 8+ 
 
All Withdrawals are processed on a first in first out basis, with the oldest Premium Payment withdrawn first. Withdrawals 
will also reduce the Death Benefit and Cash Surrender Value. The Cash Surrender Values reflect deduction of Surrender 
Charges as outlined above. 
 
This illustration should not be considered a guarantee or estimate of amounts to be paid.  Illustrated Values show 
the company’s current Guaranteed Interest Rates continuing unchanged.  This is not likely to occur and actual 
results may be more or less favorable than those shown. Please refer to the Disclosure Documents and Annuity 
Buyer’s Guide for more detailed information. 
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James Mumford, Chairperson 
Annuity Disclosure (A) Working Group 
National Association of Insurance Commissioners 
 
November 6, 2009  
 
Dear Mr. Mumford: 
 
The Annuity Illustration Work Group of the American Academy of Actuaries1’(“Academy”) 
Life Practice Council recommends two additional edits of our proposed revisions to the ACLI’s 
proposed Annuities Illustration Guidelines. 
 
Your Working Group raised a concern about future illustrated crediting rates.  To that end, a 
working group member asserted the current crediting rate could be illustrated in all years even if 
the product was designed to reduce this rate in the future.  In order to address this concern, we 
edited the third bullet in the General Rules section of the draft we submitted for the September 
NAIC Meeting.  This bullet now states (phrases in italics added):   
 

• The crediting interest rate illustrated at any future duration shall reflect any expected 
reductions in the crediting interest rate and shall not be greater than the current 
crediting interest rate unless the contract guarantees such greater rate at that 
duration. 

 
The first bullet of the “Illustrations Shall Contain the Following Information” section of the 
guidelines currently requires disclosure of the name of the company issuing the annuity.   Based 
upon the current model disclosure requirements, an illustration could be shown prior to the 
required disclosure materials.  As such we felt that illustration guideline should include a 
requirement to state not only the issuer of the annuity, but also the company contact information.   
 

• The full corporate name of the issuer of the annuity and company contact 
information.   

 
Sincerely, 
 
 
 
Linda Rodway, FSA, MAAA, Chair 
Annuity Illustration Work Group 
 
                                                 
1 The American Academy of Actuaries is a 16,000-member professional association whose mission is to serve the public on behalf of the U.S. 
actuarial profession. The Academy assists public policymakers on all levels by providing leadership, objective expertise, and actuarial advice on 
risk and financial security issues. The Academy also sets qualification, practice, and professionalism standards for actuaries in the United States. 
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James Mumford, Chairperson 
Annuity Disclosure (A) Working Group 
National Association of Insurance Commissioners 
 
September 14, 2009 
 
Dear Mr. Mumford: 
 
In June, the NAIC Annuity Disclosure (A) Working Group asked the Annuity Illustration Work Group 
of the American Academy of Actuaries1’(“Academy”)  Life Practice Council to continue to review, from 
an actuarial perspective, the draft of annuity illustration guidelines presented by the ACLI last March.  A 
redlined version is attached that reflects all of our proposed changes to date.  Note that we moved some 
items from one section to another; where there were otherwise no changes to the item, we did not redline 
such a move. 
 
Highlights of the new proposed changes include: 
1) Additional clarifications, especially with respect to MVAs. 
2) Warnings about potential tax penalties related to withdrawals. 
3) In the sample illustration: 

a) We moved the annuitization section to precede the cash value section since the purpose of an 
annuity is to provide income.  We also added sample numbers to this section. 

b) We stated in the column headings, rather than in footnotes, whether values were before or 
after any MVAs. 

c) We added a column to the cash value section to show the Minimum Guaranteed Cash 
Surrender Value after any Maximum MVA in an effort to provide additional information as to 
the possible downside effect of the MVA provision. 

 
One of the items included in the guideline’s General Rules section was a recommendation for the use of 
graphs as an aide in explaining to consumers certain product features, such as MVAs.  Therefore, we 
have also attached a sample graph showing the positive and negative effect that a fairly typical MVA 
feature could have on a contract’s cash surrender value under various interest scenarios.   
 
As was the situation last June, these guidelines still reflect fixed annuity products, excluding index-
linked annuities. 
 
Sincerely, 
 
Linda Rodway, FSA, MAAA, Chair 
Annuity Illustrations Work Group 

                                                 
1 The American Academy of Actuaries is a 16,000-member professional association whose mission is to serve the public on behalf of the U.S. actuarial 
profession. The Academy assists public policymakers on all levels by providing leadership, objective expertise, and actuarial advice on risk and financial 
security issues. The Academy also sets qualification, practice, and professionalism standards for actuaries in the United States. 
 



Page 1 of 7 
 

© American Council of Life Insurers 
101 Constitution Avenue, NW, Washington, DC  20001-2133 
www.acli.com 

 
 
 

ACLI DISCUSSION DRAFT OF PROPOSED ANNUITY ILLUSTRATION GUIDELINES v. 2 
(Fixed annuities only, excluding index-linked annuities) 

 
PURPOSE 

- To provide guidelines for companies preparing saleswho wish to prepare pre-sale illustrations for 
specific prospective consumers of fixed deferred annuities.  Such illustrations should disclose the 
benefits and risks of the annuity and provide sufficient information (in addition to the Buyers Guide 
and other required disclosures) for the consumer to make an informed decision about the purchase.  

 
TIMING 

- There should be a one year effective date for companies to implement systems changes for 
compliance. 

 
APPLICABILITY AND SCOPE 

- The guidelines should be incorporated into the NAIC Annuity Disclosure Model Regulation by way 
of an appendix similar to the Buyer’s Guide.  

- If the company decides to market a product (including riders) with an illustration, an illustration must 
be used for all sales of that product.  

-Annuity illustrations should be optional, not mandatory. 
- The same exceptions provided permitted under the Disclosure Model Regulation would will apply to 

illustrations. 
- Illustrations showing only fully guaranteed values will be exempt; i.e., annuities with a Market Value 

Adjustment provision are not exempt.  
- Annuities required to be registered as securities under the Securities and Exchanges Act (1933) will 

beare exempt. 
 

GENERAL RULES 
- Illustrations shall not conflict with required disclosure. 
- The nonguaranteed illustrated values must be reflective of current conditions and must not include 

any assumed improvement of any underlying assumptions.  
- The crediting interest rate illustrated at any future duration shall not be greater than the current 

crediting interest rate. 
- The annuitization rate illustrated shall not be greater than the current annuitization rate (unless the 

contract guarantees are more favorable).  
 

-The maximum rate that can be illustrated is the current/prevailing offered rate. 
- Illustrations based on nonguaranteed crediting interest rates and nonguaranteed annuitization rates 

shall contain equally prominent comparisons to guaranteed crediting interest rates and rates (company 
minimum guaranteed annuitization ratesrate). 

- Illustrations shallshould be concise and the easy to read. 
- Specific terms (i.e.g., “withdrawal”) defined in the annuity contract shallshould be used in the same 

wayconsistently throughout the illustration. 
- The illustration shall not imply that the product is other than an annuity; nor should it utilize words 

such as “CD annuity,” “CD,” “savings account,” or other term that might implyin the product is other 
than an annuityillustration. 

-The legal name of the annuity must use the basic types of fixed deferred annuities such as Single 
Premium Deferred Annuity, Modified Single Premium Deferred Annuity, Fixed Premium Deferred 
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Annuity or Flexible Premium Deferred Annuity.  Indexed annuities must include the term “indexed” 
in the legal or marketing name.  

-The name of the annuity shall not refer to the annuity as a CD annuity. 
- Market Value Adjustments (MVA) shallmust be called Market Value Adjustments throughout the 

illustrationMVA’s.  
-Graphs are recommended as a supplement to add clarity and help describe the annuity product.  Such 

graphs should  
 

- Illustrations shall not illustrate both upside and downside aspects of the product features.   
- Illustrations shall not illustrate benefits beyondanything past the maximum annuitization age or date. 
- Annuitization benefits shall be based on contract values that reflect surrender charges or any other 

adjustments, if applicable.  
- Annuitization benefits shall show both annuitization rates and the dollar amounts of the income 

payable. 
  
 
ILLUSTRATIONS SHALL CONTAIN THE FOLLOWING INFORMATION: 

- The full corporate name of the issuer of the annuity. 
- The legal name of the annuity, the form number and the company product name, if different.  
- The annuitant and contract owner if different. 
- Guaranteed Cash Surrender Values (based upon all contract guarantees). 
- Current Cash Surrender Values (based upon currently crediting interest rates and other nonguaranteed 

policy elements). 
- Cash Value (current and minimum guaranteed rate). 
- Annuity Contract Value (current and minimum guaranteed rate). 
- Death benefit, including the (and impact of any MVA and/or surrender charges).   
- Premium amounts assumed. 
- Additional premiums. 
- Bonus interest or similar features shall be described including any restrictions or limitations. 
- Surrender charge rates applicable to initial and subsequent premiums or contract valuescharges. 
- Interest crediting. 
- The effect of premium taxes, if applicable. 
- The effect on the annuity of death occurring prior to commencement of annuity payments, e.g., 

spousal continuation, required distributions, owner death vs. annuitant death, etc. 
- The impact of partial withdrawals on contract values (both penalty free and those with penalties). 
- Warnings about possible tax penalties related to withdrawals. 
- MVA’s, if included, shall be described on the illustration.  Suggested language: “When you make a 

withdrawal the amount you receive may be increased or decreased by a Market Value Adjustment 
(MVA). If interest rates on which the MVA is based went go up after you bought buy your annuity, 
the MVA likely will decrease the amount you receive. If interest rates went go down, the MVA will 
likely increase the amount you receive.”. 

-  The potential effect of MVA's on the cash value. It is suggested the illustrative effect of the MVA be 
shown under at least one up- and one down-scenario (mMay be done on a separate page). 

- Other optional benefits or features, if included, shall be described along with their additional cost, if 
any, to the policyholder-  The cost and benefit of selected riders. (mMay be done on a separate 
page).  

-     Minimum guarantees and MVA floors and ceilings, not generic examples which are higher. 
-  The effect of early surrenders and any other conditions on the payment of bonuses. 
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- A display of at least one of the guaranteed annuity payout benefits available (may be done on a 
separate page). 

-  For annuities sold as a qualified IRA or similar situation, the effect of required minimum distributions 
(RMDs) on the contract values and potential tax situationconsiderations if RMDs are not made.  

 
- -    For renewable annuities with recurring surrender charge schedules, the perpetual nature of any  

how those charges recur. 
- Illustrations must contain aA statement to the effect that they values shown are not to be considered 

guarantees or estimates of amounts to be paid, and should a reference to the required disclosure 
Disclosure Documents and Buyers Guide (if any). Suggested language: “Values Shown in Tthis 
illustration should not be considered a guarantees or estimates of amounts to be paid.  Illustrated 
vValues show the company’s current interest crediting rates and current annuitization rates continuing 
unchanged.   Actual results values may be more or less favorable   
than what isthose illustrated.  Please refer to the Disclosure Documents and Buyer’s Guide provided 
with your Annuity Contract for more detailed information.”. 

-    The illustration showAt a minimum, numeric values at the following durations at a minimum: 
1) first 10 contract years OR surrender charge period if longer than 10 years. 
2) every 10th contract year thereafter OR renewal surrender charge period if less than 10 years, 
but not beyond the later of 30 years or age 70. 
3) required annuitization age or date. 

- A display of the guaranteed annuity payout benefits at the later of age 70 or 10 years after issue but in 
no case later than maximum annuitization age or date in the contract.  The illustration could also 
display the annuity payout benefits based on currently available annuitization rates. 
 

 
SAMPLE ILLUSTRATION 
 

- Attached is a sample of a simple flexible premium fixed deferred annuity illustration intended  to 
provide an example of an illustration which that meets the requirements of the proposed guidelines.  
This is not intended to be inclusive of all concepts that might be illustrated., for example, a company 
may wish to illustrate the effect of annuitization before death. 
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ABC Life Insurance Company 
Marketing Name 

Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 
 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 

 
 

Sex: Male Initial Premium Payment: $100,000.00 
Age at Issue: 54 Planned Annual Premium Payments: None 
Annuitant: (if different than owner) Tax MarketStatus: Nonqualified
Maximum Annuitization Age: 98 Withdrawals: Monthly Interest (to age 65)

 
 

Guarantee Period Options 1  Year 2 Years 3 Years 5 Years 7 Years 10 Years
  Allocation of Premium Payment:    100%   
Initial Guaranteed Interest Rates       
  First Year (reflects a first-year only 
  interest bonus credit of 0.75%): 

   4.15%   

  Remaining guarantee period:    3.40%   
  Minimum Guaranteed Rate on Renewal: 
Market Value Adjustment Period: 

   3.00% 
5 years 

  

 
 
 
 
 
Annuitization Options and Associated Income Values 
 
At annuitization, the periodic income amount will be determined by applying an income rate to the account value.  
Annuity options may include the following:  

• Periodic payments for a certain number of years 
• Periodic payments for annuitant’s life 
• Periodic payments for annuitant’s life with payments guaranteed for a certain number of years 
• Periodic payments for annuitant’s life with payments continuing for life of survivor annuitant  
 

Illustrated Annuity Option: Age 65, Life with payments guaranteed for 10-Year Period   
 Account Value Basis Purchase Rate/$1,000 Monthly Income 
Guaranteed $100,000 $5.00 $500.00 
Non-Guaranteed $100,000 $6.50 $650.00 
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Illustrated Values Guaranteed Values Annuity 
Contract 

Anniversary
/Age 

Premium 
Payment 

Withdrawals 
Account 

Value/Death 
Benefit 

Cash 
Surrender 

Value 
Withdrawals 

Account 
Value/Death 

Benefit 

Cash 
Surrender 

Value 

 
      1  / 55          $100,000.00         $4,073.00          $100,000.00    $  92,000.00         $4,073.00         $100,000.00     $  92,000.00 
      2  / 56                       0.00         $3,348.00          $100,000.00    $  93,000.00         $3,348.00         $100,000.00     $  93,000.00    
      3  / 57                       0.00         $3,348.00          $100,000.00    $  94,000.00         $3,348.00         $100,000.00     $  94,000.00    
      4  / 58                       0.00         $3,348.00          $100,000.00    $  95,000.00         $3,348.00         $100,000.00     $  95,000.00    
      5  / 59                       0.00         $3,348.00          $100,000.00    $  96,000.00         $3,348.00         $100,000.00     $  96,000.00    
       
      6  / 60                       0.00         $3,348.00          $100,000.00    $  97,000.00         $2,960.00         $100,000.00     $  97,000.00    
      7  / 61                       0.00         $3,348.00          $100,000.00    $  98,000.00         $2,960.00         $100,000.00     $  98,000.00    
      8  / 62                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
      9  / 63                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
    10  / 64                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
     
    11  / 65                       0.00         $3,348.00          $100,000.00    $100,000.00         $2,960.00         $100,000.00     $100,000.00    
 
    16 / 70                        0.00                  0.00          $118,196.00    $118,196.00                  0.00         $115,927.00     $115,927.00 
    
    21 / 75                        0.00                  0.00          $139,703.00    $139,703.00                  0.00         $134,392.00     $134,392.00 
 

 
 

ABC Life Insurance Company 
Marketing Name 

Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 
 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 

 
 

Illustrated Values before MVA Guaranteed Values before MVA Annuity 
Contract 

Anniversary/
Age 

Premium 
Payment 

Withdrawals Acct 
Value/ 
Death  

Benefit 

Cash 
Surrender 

Value 

Withdrawals Acct 
Value/ 
Death 
Benefit 

Cash 
Surrender 

Value 

Minimum 
Guaranteed  
Cash Surrender 
Values  
after maximum 
MVA * 

 

 
      1  / 55          $100,000         $4,073      $100,000    $  92,000      $4,073         $100,000     $  92,000            $88,253 
      2  / 56                       0            3,348       100,000        93,000        3,348           100,000         93,000       86,098 
      3  / 57                       0            3,348       100,000        94,000        3,348           100,000         94,000       84,424 
      4  / 58                       0            3,348       100,000        95,000        3,348           100,000         95,000       83,589 
      5  / 59                       0            3,348       100,000        96,000        3,348           100,000         96,000       96,000 
       

   6  / 60                       0            3,348       100,000        97,000        2,960           100,000         97,000       97,000 
      7  / 61                       0            3,348       100,000        98,000        2,960           100,000         98,000       98,000 
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      8  / 62                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
      9  / 63                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
    10  / 64                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
     
    11  / 65                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
 
    16 / 70                        0                   0       118,196      118,196                0           115,927       115,927  115,927 
    
    21 / 75                        0                   0       139,703      139,703                0           134,392       134,392  134,392 
     
 

  
    26 / 80                        0 .00                  0       .00          $165,123      .00    $165,123.00                  0           .00         $155,797       .00  
$155,797 155,797.00 
    
    31 / 85                        0 .00                  0       .00          $195,169      .00    $195,169.00                  0           .00         $180,611       .00  
$180,611 180,611.00 
 
    36 / 90                        0 .00                  0       .00          $230,682      .00    $230,682.00                  0           .00         $209,378       .00  
$209,378 209,378.00 
 
    41 / 95                        0 .00                  0       .00          $272,657      .00    $272,657.00                  0           .00         $242,726       .00  
$242,726 242,726.00 
 
    44 / 98                        0 .00                  0       .00          $301,424.00    $301,424      301,424.00                  0           .00         $265,234
.00     $265,234 265,234.00 

 
*Minimum Guaranteed Cash Surrender Value after maximum MVA is the Guaranteed Cash Surrender Value floor.   
 
This is an illustration not a contract 
 
Ages shown are based onmeasured from the Annuitants’ age at the time of issue. 
 
The Death Benefit upon the [owner]’s death is your Annuity Contract’s Guaranteed Account Value. 
 
Current crediting interestInterest rates are declared by the insurance company.  Interest rates are shown with daily 
compounding.  Partial withdrawalsWithdrawals, before the end of the Guarantee Period will lower the actual interest rate 
credited. 
 
During the Guarantee Period, values developed from the Initial Premium Payment are is illustrated using Initial 
Guaranteed Interest Rate(s) shown, with an additional first- year only interest bonus credit of 0.75%.  On the Annuity 
Contract issue date, the interest rates will be guaranteed for the selected Guarantee Period.  After the initial Guarantee 
Period, a new renewal interest rate would be declared for the Guarantee Period illustrated.  The company’s current 
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declared Initial Guaranteed Interest Rate (without the bonus) is used to calculate the Illustrated Values after renewal and 
the Minimum Guaranteed Interest Rate is used to calculate the Guaranteed Values.  Illustrated Values assume the 
company’s current Guaranteed Interest Rate applicable at renewal.  The actual renewal rates will very likely NOT be the 
same as the illustrated renewal rates.  
 
Cash Surrender Values shown on this illustration are before the assessment of assume that the Market Value Adjustment 
(‘MVA’), if any.  If) at the time of Withdrawal was zero.  At the actual withdrawal occurs before the end of a Guarantee 
Period,time of Withdrawal the Cash Surrender Value you receive may be increased or decreased by an MVA (if 
withdrawn before the end of a Guarantee Period).  If interest rates went upincrease after you bought buy your annuity or 
after the guaranteed interest rate for the selected period is set, the MVA will likely decrease the amount you receive.  If 
interest rates went downdecrease, the MVA will likely increase the amount you receive.  The MVA has no effect on the 
Death Benefit.  See page XX of this illustration for additional information concerning the MVA.  
 
The Guaranteed Cash Surrender Values are based on a full Withdrawal and do not reflect premium tax.  
 
 

ABC Life Insurance Company 
Marketing Name 

Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 
 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 

 
 
Free partial Withdrawals of up to 10% of your Account Value, less partial withdrawals since the last Annuity Contract 
Anniversary, may be made each year without Surrender Charges. Excess Withdrawals above this 10% level and full 
Withdrawals will be subject to Surrender Charges and an MVA (if applicable). Surrender Charges are applied on to each  
Premium Payment and continue on this scheduleaccording to the applicable schedule even after the initial Guarantee 
Period has ended.  Surrender Charges reduce from 8% in year one to 0% in year 8: 
 
Surrender Charges:    8% 7% 6% 5% 4% 3% 2% 0% 
Years Measured from Premium Payment Year: 1 2 3 4 5 6 7 8+ 
 
All Withdrawals are processed on a first in first out basis, with the oldest Premium Payment withdrawn first. Withdrawals 
will also reduce the Death Benefit and Cash Surrender Value. The Cash Surrender Values reflect the deduction of 
Surrender Charges as outlined above. 
 
 
 
 
 
This illustration should not be considered a guarantee or estimate of amounts to be paid.  Illustrated Values show 
the company’s current Guaranteed Interest Crediting Rates and current annuitization rates continuing 
unchanged.  This is not likely to occur and actual results may be more or less favorable than those shown. Please 
refer to the Disclosure Documents and Annuity Buyer’s Guide for more detailed information. 
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ACLI DISCUSSION DRAFT OF PROPOSED ANNUITY ILLUSTRATION GUIDELINES v. 2 
(Fixed annuities only, excluding index-linked annuities) 

 
PURPOSE 

- To provide guidelines for companies preparing sales illustrations for specific prospective consumers 
of fixed deferred annuities.  Such illustrations should disclose the benefits and risks of the annuity and 
provide sufficient information (in addition to the Buyers Guide and other required disclosures) for the 
consumer to make an informed decision about the purchase.  

 
TIMING 

- There should be a one year effective date for companies to implement systems changes for 
compliance. 

 
APPLICABILITY AND SCOPE 

- The guidelines should be incorporated into the NAIC Annuity Disclosure Model Regulation by way 
of an appendix similar to the Buyer’s Guide.  

- If the company decides to market a product (including riders) with an illustration, an illustration must 
be used for all sales of that product.  

- The same exceptions permitted under the Disclosure Model Regulation will apply to illustrations. 
- Illustrations showing only fully guaranteed values will be exempt; i.e., annuities with a Market Value 

Adjustment provision are not exempt.  
- Annuities required to be registered as securities under the Securities Exchange Act (1933) are exempt. 
 

GENERAL RULES 
- Illustrations shall not conflict with required disclosure. 
- The nonguaranteed illustrated values must be reflective of current conditions and must not include 

any assumed improvement of any underlying assumptions.  
- The crediting interest rate illustrated at any future duration shall not be greater than the current 

crediting interest rate. 
- The annuitization rate illustrated shall not be greater than the current annuitization rate (unless the 

contract guarantees are more favorable).  
- Illustrations based on nonguaranteed crediting interest rates and nonguaranteed annuitization rates 

shall contain equally prominent comparisons to guaranteed crediting interest rates and guaranteed 
annuitization rates. 

- Illustrations shall be concise and easy to read. 
- Specific terms (e.g., “withdrawal”) defined in the annuity contract shall be used consistently 

throughout the illustration. 
- The illustration shall not imply that the product is other than an annuity; nor should it utilize words 

such as “CD annuity,” “CD,” “savings account,” or other term that might imply the product is other 
than an annuity. 

- Market Value Adjustments (MVA) shall be called “Market Value Adjustments” throughout the 
illustration.  

- Graphs are recommended as a supplement to add clarity and help describe the annuity product.  Such 
graphs should illustrate both upside and downside aspects of the product features.   

- Illustrations shall not illustrate benefits beyond the maximum annuitization age or date. 
- Annuitization benefits shall be based on contract values that reflect surrender charges or any other 

adjustments, if applicable.  
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- Annuitization benefits shall show both annuitization rates and the dollar amounts of the income 
payable. 

  
 
ILLUSTRATIONS SHALL CONTAIN THE FOLLOWING INFORMATION: 

- The full corporate name of the issuer of the annuity. 
- The legal name of the annuity, the form number and the company product name, if different.  
- The annuitant and contract owner if different. 
- Guaranteed Cash Surrender Values (based upon all contract guarantees). 
- Current Cash Surrender Values (based upon currently crediting interest rates and other nonguaranteed 

policy elements). 
- Cash Value (current and minimum guaranteed rate). 
- Annuity Contract Value (current and minimum guaranteed rate). 
- Death benefit, including the impact of any MVA and/or surrender charges.   
- Premium amounts assumed. 
- Bonus interest or similar features shall be described including any restrictions or limitations. 
- Surrender charge rates applicable to initial and subsequent premiums or contract values. 
- The effect of premium taxes, if applicable. 
- The effect on the annuity of death occurring prior to commencement of annuity payments, e.g., 

spousal continuation, required distributions, owner death vs. annuitant death, etc. 
- The impact of partial withdrawals on contract values (both penalty free and those with penalties). 
- Warnings about possible tax penalties related to withdrawals. 
- MVA’s, if included, shall be described on the illustration.  Suggested language: “When you make a 

withdrawal the amount you receive may be increased or decreased by a Market Value Adjustment 
(MVA). If rates on which the MVA is based go up after you buy your annuity, the MVA likely will 
decrease the amount you receive. If interest rates go down, the MVA will likely increase the amount 
you receive.” 

-  The potential effect of MVA's on the cash value. It is suggested the illustrative effect of the MVA be 
shown under at least one up- and one down-scenario (may be done on a separate page). 

- Other optional benefits or features, if included, shall be described along with their additional cost, if 
any, to the policyholder (may be done on a separate page).  

-     Minimum guarantees and MVA floors and ceilings. 
-  The effect of surrenders and any other conditions on the payment of bonuses. 
- A display of at least one of the guaranteed annuity payout benefits available (may be done on a 

separate page). 
-  For annuities sold as a qualified IRA or similar situation, the effect of required minimum distributions 

(RMDs) on contract values and potential tax considerations if RMDs are not made.  
- For annuities with recurring surrender charge schedules, the nature of how those charges recur. 
- A statement to the effect that the values shown are not to be considered guarantees or estimates of 

amounts to be paid, and a reference to the required Disclosure Documents and Buyers Guide. 
Suggested language: “Values shown in this illustration should not be considered guarantees or 
estimates of amounts to be paid.  Illustrated values show the company’s current interest crediting 
rates and current annuitization rates continuing unchanged.   Actual values may be more or less 
favorable than those illustrated.  Please refer to the Disclosure Documents and Buyer’s Guide 
provided with your Annuity Contract for more detailed information.” 

-    At a minimum, numeric values at the following durations: 
1) first 10 contract years OR surrender charge period if longer than 10 years. 
2) every 10th contract year thereafter OR renewal surrender charge period if less than 10 years, 
but not beyond the later of 30 years or age 70. 
3) required annuitization age or date. 
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- A display of the guaranteed annuity payout benefits at the later of age 70 or 10 years after issue but in 
no case later than maximum annuitization age or date in the contract.  The illustration could also 
display the annuity payout benefits based on currently available annuitization rates. 
 

 
SAMPLE ILLUSTRATION 
 

- Attached is a sample of a simple flexible premium fixed deferred annuity illustration intended to 
provide an example of an illustration that meets the requirements of the proposed guidelines.  This is 
not intended to be inclusive of all concepts that might be illustrated. 
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ABC Life Insurance Company 
Marketing Name 

Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 
 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 

 
 

Sex: Male Initial Premium Payment: $100,000.00 
Age at Issue: 54 Planned Annual Premium Payments: None 
Annuitant: (if different than owner) Tax Status: Nonqualified
Maximum Annuitization Age: 98 Withdrawals: Monthly Interest (to age 65)

 
 

Guarantee Period Options 1  Year 2 Years 3 Years 5 Years 7 Years 10 Years
  Allocation of Premium Payment:    100%   
Initial Guaranteed Interest Rates       
  First Year (reflects a first-year only 
  interest bonus credit of 0.75%): 

   4.15%   

  Remaining guarantee period:    3.40%   
  Minimum Guaranteed Rate on Renewal: 
Market Value Adjustment Period: 

   3.00% 
5 years 

  

 
 
 
 
 
Annuitization Options and Associated Income Values 
 
At annuitization, the periodic income amount will be determined by applying an income rate to the account value.  
Annuity options may include the following:  

• Periodic payments for a certain number of years 
• Periodic payments for annuitant’s life 
• Periodic payments for annuitant’s life with payments guaranteed for a certain number of years 
• Periodic payments for annuitant’s life with payments continuing for life of survivor annuitant  
 

Illustrated Annuity Option: Age 65, Life with payments guaranteed for 10-Year Period   
 Account Value Basis Purchase Rate/$1,000 Monthly Income 
Guaranteed $100,000 $5.00 $500.00 
Non-Guaranteed $100,000 $6.50 $650,00 
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ABC Life Insurance Company 

Marketing Name 
Flexible Premium Fixed Deferred Annuity with a Market Value Adjustment (MVA) 

 An Illustration Prepared for John Doe by John Agent on mm/dd/yyyy 
 
 

Illustrated Values before MVA Guaranteed Values before MVA Annuity 
Contract 

Anniversary/
Age 

Premium 
Payment 

Withdrawals Acct 
Value/ 
Death  

Benefit 

Cash 
Surrender 

Value 

Withdrawals Acct 
Value/ 
Death 
Benefit 

Cash 
Surrender 

Value 

Minimum 
Guaranteed  
Cash Surrender 
Value  
after maximum 
MVA * 

 

 
      1  / 55          $100,000         $4,073      $100,000    $  92,000      $4,073         $100,000     $  92,000            $88,253 
      2  / 56                       0            3,348       100,000        93,000        3,348           100,000         93,000       86,098 
      3  / 57                       0            3,348       100,000        94,000        3,348           100,000         94,000       84,424 
      4  / 58                       0            3,348       100,000        95,000        3,348           100,000         95,000       83,589 
      5  / 59                       0            3,348       100,000        96,000        3,348           100,000         96,000       96,000 
       

   6  / 60                       0            3,348       100,000        97,000        2,960           100,000         97,000       97,000 
      7  / 61                       0            3,348       100,000        98,000        2,960           100,000         98,000       98,000 
      8  / 62                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
      9  / 63                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
    10  / 64                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
     
    11  / 65                       0            3,348       100,000      100,000        2,960           100,000       100,000     100,000 
 
    16 / 70                        0                   0       118,196      118,196                0           115,927       115,927  115,927 
    
    21 / 75                        0                   0       139,703      139,703                0           134,392       134,392  134,392 
  
    26 / 80                        0                   0       165,123      165,123                0           155,797       155,797 155,797 
    
    31 / 85                        0                   0       195,169      195,169                0           180,611       180,611 180,611 
 
    36 / 90                        0                   0       230,682      230,682                0           209,378       209,378 209,378 
 
    41 / 95                        0                   0       272,657      272,657                0           242,726       242,726 242,726 
 
    44 / 98                        0                   0       301,424      301,424                0           265,234       265,234 265,234 

 
*Minimum Guaranteed Cash Surrender Value after maximum MVA is the Guaranteed Cash Surrender Value floor. 
 
This is an illustration not a contract 
 
Ages shown are measured from the Annuitants age at issue. 
 
The Death Benefit upon the [owner]’s death is your Annuity Contract’s Account Value. 
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Current crediting interest rates are declared by the insurance company.  Interest rates are shown with daily compounding.  
Partial withdrawals, before the end of the Guarantee Period will lower the actual interest rate credited. 
 
During the Guarantee Period, values developed from the Initial Premium Payment are illustrated using Initial Guaranteed 
Interest Rate(s) shown, with an additional first year only interest bonus credit of 0.75%.  On the Annuity Contract issue 
date, the interest rates will be guaranteed for the selected Guarantee Period.  After the initial Guarantee Period, a new 
renewal interest rate would be declared for the Guarantee Period illustrated.  The company’s current declared Initial 
Guaranteed Interest Rate (without the bonus) is used to calculate the Illustrated Values after renewal and the Minimum 
Guaranteed Interest Rate is used to calculate the Guaranteed Values.  The actual renewal rates will very likely NOT be the 
same as the illustrated renewal rates.  
 
Cash Surrender Values shown on this illustration are before the assessment of the Market Value Adjustment (‘MVA’), if 
any.  If the actual withdrawal occurs before the end of a Guarantee Period, the Cash Surrender Value you receive may be 
increased or decreased by an MVA.  If interest rates increase after you buy your annuity or after the guaranteed interest 
rate for the selected period is set, the MVA will likely decrease the amount you receive.  If interest rates decrease, the 
MVA will likely increase the amount you receive.  The MVA has no effect on the Death Benefit.  See page XX of this 
illustration for additional information concerning the MVA.  
 
Free partial withdrawals of up to 10% of your Account Value, less partial withdrawals since the last Annuity Contract 
Anniversary, may be made each year without Surrender Charges. Excess Withdrawals above this 10% level and full 
Withdrawals will be subject to Surrender Charges and an MVA (if applicable). Surrender Charges are applied to each  
Premium Payment and continue according to the applicable schedule even after the initial Guarantee Period has ended.   
 
Surrender Charges:    8% 7% 6% 5% 4% 3% 2% 0% 
Years Measured from Premium Payment: 1 2 3 4 5 6 7 8+ 
 
All Withdrawals are processed on a first in, first out basis, with the oldest Premium Payment withdrawn first. Withdrawals 
will also reduce the Death Benefit and Cash Surrender Value. The Cash Surrender Values reflect the deduction of 
Surrender Charges as outlined above. 
 
 
 
 
 
This illustration should not be considered a guarantee or estimate of amounts to be paid.  Illustrated Values show 
the company’s current Interest Crediting Rates and current annuitization rates continuing unchanged.  This is not 
likely to occur and actual results may be more or less favorable than those shown. Please refer to the Disclosure 
Documents and Annuity Buyer’s Guide for more detailed information. 
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Sample Graph of MVA Adjusted
Cash Surrender Values (CSVs)

• Sample graph is based on assumptions in the 
illustration sample

• Company’s illustration graph should reflect:
– Actual MVA formula for at least first interest rate 

guarantee period
– Up and down scenarios for same interest rate 

increases/decreases
– Down scenario should also reflect both regulatory and 

contractual CSV floors
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Sample Graph Showing the Impact of
Interest Rate Changes on

MVA Adjusted Cash Surrender Values (CSVs)
Based on $100,000 single premium, a 5-year (60-month) guaranteed interest term, and 

monthly withdrawals of interest
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From: Ostlund, Steven  
Sent: Friday, September 18, 2009 2:53 PM 
To: Mumford, Jim 
Cc: Cook, Jennifer R.; Matthews, Jolie H.; Cande Olsen; lautzenheiser@aol.com; Turner, Robert; 
Dianna Pell 
Subject: Annuity Disclosure Illustrations 

Jim, in the interest of clarity of discussion at our meeting Monday, I wanted to provide some of 
my thoughts in writing.  I have copied members of the Academy committee and staff, so they 
might have time to respond. 
 
First I am very pleased by the efforts of the Academy committee, as I believe standard 
illustrations can greatly improve the disclosure process for annuity sales.  You know I have 
encouraged their use, and I suggested the Academy be consulted in their development.  I know 
the Academy has made great progress in dealing with several significant issues in an annuity 
illustration.  The task is not easy.  At this point, I believe the Academy would benefit from 
direction by our Working Group.   
 
The first issue I see for which we could provide direction is the duplication of information 
presented.  Since the illustration will be a part of the disclosure, I believe specific disclosure 
elements need not be repeated in the illustration.  The illustration should be required to 
disclose specific elements used in the illustration affecting the calculation, but should not repeat 
information required to be contained elsewhere in the disclosure.  The two elements of the 
disclosure should be considered as a single document, not stand alone documents.  This risks 
the consumer reading one, and not the other, i.e. looking at the illustration without reading the 
disclosure.  I do not believe this is likely to harm the consumer, because the illustration will be 
required to abide by the limitations in the disclosure.  The duplication of information is likely to 
be counter-productive, resulting in information overload, as the Working Group has noted 
previously in other efforts.  I believe this is a policy decision that should be made by the Working 
Group, which would then be communicated to the Academy.  The Academy is unlikely to 
assume such an approach independently, not being responsible for the content of the other 
portions of the disclosure.  In addition, without indicating the connection, the Academy, and 
member actuaries, are professionally bound to document the elements of their work product.  
Assurance needs to be provided the illustration will not be a standalone product. 
 
The second issue I see is the choice of scenarios being illustrated.  The current example provides 
information for a consumer who would choose to withdraw interest earnings until age 65, in my 
mind an unlikely scenario.  I think this example was chosen to demonstrate how scheduled free 
withdrawals would be illustrated.  I believe this “choice of scenarios” should be limited for 
companies providing illustrations.  If a company is going to provide illustrations, I believe they 
should be required to illustrate a relevant scenario reflective of current consumers’ 
misunderstandings.  I would initially propose that if a company provides illustrations, it provide 
at least two illustrations.  First, one to illustrate the situation when the consumer holds the 
contract to maturity as intended.  This illustration would be similar to the current example, 
deleting the two “Withdrawals” columns.  Second, one to illustrate how fast the consumer could 
cash out of their contract without penalty.  This illustration would be similar to the current 



example, deleting the three “Cash Surrender Value” columns, (including the last column).  Of 
course in most situations this “cash scenario” will be relatively short, 11 to 12 years under the 
10% free withdrawal provision, so each year should be illustrated. 
 
I believe these two illustrations provide the pertinent information most consumers might want.  
The company should then be allowed to provide additional illustrations if desired.  For example, 
the producer should be allowed to illustrate the specific strategy the consumer has agreed to 
pursue, for example withdrawing the interest earned as in the current example. 
 
The third issue concerns the role of the annuity.  If our intention is to focus the consumer’s 
attention on the retirement income generation, we should include a column displaying the 
monthly income available at each point in time.  If the consumer is not allowed to annuitize at 
any point in time, we could include an “asterisked” $0, while when annuitization is available, we 
should show the monthly income that could be generated.  This raises questions as to the 
annuity option to be shown, I would suggest the option generating the greatest income be used, 
presumably the Life option, with no guaranteed periods or death benefits (i.e. not joint and 
survivor).  The monthly income available can be added as a column, replacing those I suggested 
deleting earlier. 
 
Again I commend the Academy on their work,  without the initial template we would have 
difficulty seeing the possibilities.  I just believe our Working Group should build on their efforts 
and provide direction to them.  
 
Steven Ostlund  FSA, MAAA 
Actuary 
Alabama Department o surance f In
Phone: (334) 240-44 4 2
Fax: (334) 240-4409 
Email: Steven.Ostlund@insurance.alabama.gov 
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PO Box 1234, Anytown, State, 12345

Interest Rates Issue Date 1/1/2010

Guaranteed Interest Rates Rate From Until
5.00% 1/1/2010 1/1/2011
3.50% 1/1/2011 1/1/2014
3.00% 1/1/2014 Termination

Current Interest Rates Rate From Until
5.00% 1/1/2010 1/1/2011
4.00% 1/1/2011 1/1/2014
3.50% 1/1/2014 Termination

Surrender Charge rate: 8% 7% 6% 5% 4% 3% 2% 0%

ABC Life Insurance Company

Marketing Name
Single Premium Fixed Deferred Annuity

Years measured from 

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010

1 2 3 4 5 6 7 8+
 
Illustrated maximum monthly income based upon life only purchase rates with no refund or guarantee period.

Joe Agent
123 Main Street
Any town, Any state   99999
000‐111‐1111

Page 1 of 4

Premium Payment:

This illustration should not be considered a guarantee or estimate of amounts to be paid.  Illustrated Values show the company's current 
Interest Crediting Rates and current annuitization rates continuing unchanged.  This is not likely to occur and actual results may be more or less 
favorable than those shown.  Please refer to the Disclosure Documents and Annuity Buyer's Guide for more detailed information. 



PO Box 1234, Anytown, State, 12345

Illustration of 

No Planned Withdrawals

Date

Age at end 
of Contract 

Year
Premium 
Payment Withdrawal

Account 
Value/ Death 

Benefit
Monthly 
Income

Cash 
Surrender 
Value Withdrawal

Account 
Value/ 
Death 
Benefit

Monthly 
Income

Cash 
Surrender 
Value

1/1/2010 55                  100,000 0 105,000         368            97,000       0 105,000      368            97,000     
1/1/2011 56                  0 0 109,200         410            102,200    0 108,675      408            101,675  
1/1/2012 57                  0 0 113,568         454            107,568    0 112,479      450            106,479  
1/1/2013 58                  0 0 118,111         502            113,111    0 116,415      495            111,415  
1/1/2014 59                  0 0 122,835         553            118,835    0 120,490      542            116,490  

1/1/2015 60                  0 0 127,134         604            124,134    0 124,105      589            121,105  

Non Guaranteed Values Guaranteed Values

ABC Life Insurance Company

Marketing Name
Single Premium Fixed Deferred Annuity

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010

1/1/2015 60                  0 0 127,134         604            124,134    0 124,105      589            121,105  
1/1/2016 61                  0 0 131,584         658            129,584    0 127,828      639            125,828  
1/1/2017 62                  0 0 136,190         715            136,190    0 131,663      691            131,663  
1/1/2018 63                  0 0 140,956         775            140,956    0 135,612      746            135,612  
1/1/2019 64                  0 0 145,890         839            145,890    0 139,681      803            139,681  

1/1/2020 65                  0 0 150,996           906              150,996      0 143,871      863              143,871    

1/1/2025 70                  0 0 156,281           1,094           156,281      0 148,187      1,037           148,187    

1/1/2030 75                  0 0 161,750           1,294           161,750      0 152,633      1,221           152,633    

1/1/2035 80                  0 0 167,412           1,507           167,412      0 157,212      1,415           157,212    

1/1/2040 85                  0 0 173,271           1,733           173,271      0 161,928      1,619           161,928    

1/1/2045 90                  0 0 179,336           1,973           179,336      0 166,786      1,835           166,786    

1/1/2050 95                  0 0 185,612           2,227           185,612      0 171,790      2,061           171,790    

1/1/2053 98                  0 0 192,109           2,497           192,109      0 176,944      2,300           176,944    

This is an illustration not a contract.
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PO Box 1234, Anytown, State, 12345

Illustration of planned

Maximum Free Withdrawals

Date

Age at end 
of Contract 

Year
Premium 
Payment Withdrawal

Account 
Value/ Death 

Benefit
Monthly 
Income

Cash 
Surrender 
Value Withdrawal

Account 
Value/ 
Death 
Benefit

Monthly 
Income

Cash 
Surrender 
Value

1/1/2010 55                  100,000 10,000           94,500            331            86,500       10,000         94,500        331            86,500     
1/1/2011 56                  0 10,000           87,880            330            80,880       10,000         87,458        328            80,458     
1/1/2012 57 0 10,000 80,995 324 74,995 10,000 80,169 321 74,169

ABC Life Insurance Company

Marketing Name
Single Premium Fixed Deferred Annuity

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010

Non Guaranteed Values Guaranteed Values

1/1/2012 57                  0 10,000           80,995            324            74,995       10,000         80,169        321            74,169     
1/1/2013 58                  0 10,000           73,835            314            68,835       10,000         72,624        309            67,624     
1/1/2014 59                  0 10,000           66,388            299            62,388       10,000         64,816        292            60,816     
1/1/2015 60                  0 10,000           58,362            277            55,362       10,000         56,461        268            53,461     
1/1/2016 61                  0 10,000           50,055            250            48,055       10,000         47,855        239            45,855     
1/1/2017 62                  0 10,000           41,457            218            41,457       10,000         38,990        205            38,990     
1/1/2018 63                  0 10,000           32,558            179            32,558       10,000         29,860        164            29,860     
1/1/2019 64                  0 10,000           23,347            134            23,347       10,000         20,456        118            20,456     
1/1/2020 65                  0 10,000           13,814            83               13,814       10,000         10,769        65              10,769     
1/1/2021 66                  0 10,000           3,948              25               3,948         10,000         792              5                 792          
1/1/2022 67                  0 3,948             ‐                  ‐             ‐             792               ‐              ‐             ‐           

This is an illustration not a contract.
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PO Box 1234, Anytown, State, 12345

Illustration of

Interest Withdrawals until 65

Date

Age at end 
of Contract 

Year
Premium 
Payment Withdrawal

Account 
Value/ Death 

Benefit
Monthly 
Income

Cash 
Surrender 
Value Withdrawal

Account 
Value/ 
Death 
Benefit

Monthly 
Income

Cash 
Surrender 
Value

1/1/2010 55                  100,000 5,000             100,000         350            92,000       5,000           100,000      350            92,000     
1/1/2011 56                  0 4,000             100,000         375            93,000       3,500           100,000      375            93,000     
1/1/2012 57                  0 4,000             100,000         400            94,000       3,500           100,000      400            94,000     
1/1/2013 58                  0 4,000             100,000         425            95,000       3,500           100,000      425            95,000     
1/1/2014 59                  0 4,000             100,000         450            96,000       3,500           100,000      450            96,000     
1/1/2015 60                  0 3,500             100,000         475            97,000       3,000           100,000      475            97,000     
1/1/2016 61 0 3 500 100 000 500 98 000 3 000 100 000 500 98 000

ABC Life Insurance Company

Marketing Name
Single Premium Fixed Deferred Annuity

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010

Non Guaranteed Values Guaranteed Values

1/1/2016 61                  0 3,500             100,000         500            98,000       3,000           100,000      500            98,000     
1/1/2017 62                  0 3,500             100,000         525            100,000    3,000           100,000      525            100,000  
1/1/2018 63                  0 3,500             100,000         550            100,000    3,000           100,000      550            100,000  
1/1/2019 64                  0 3,500             100,000         575            100,000    3,000           100,000      575            100,000  
1/1/2020 65                  0 3,500             100,000         600            100,000    3,000           100,000      600            100,000  
1/1/2025 70                  0 0 103,500         725            103,500    0 103,000      721            103,000  
1/1/2030 75                  0 0 107,123         857            107,123    0 106,090      849            106,090  
1/1/2035 80                  0 0 110,872         998            110,872    0 109,273      983            109,273  
1/1/2040 85                  0 0 114,752         1,148         114,752    0 112,551      1,126         112,551  
1/1/2045 90                  0 0 118,769         1,306         118,769    0 115,927      1,275         115,927  
1/1/2050 95                  0 0 122,926         1,475         122,926    0 119,405      1,433         119,405  
1/1/2053 98                  0 0 127,228         1,654         127,228    0 122,987      1,599         122,987  

This is an illustration not a contract.
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GOVERNOR 

October 21, 2009 
 

To: Annuity Disclosure (A) Working Group 
 
re: Illustration Guidelines 
 
I previously stated my desire for certain changes to the illustration guidelines, (for ease of reference, I 
have copied the text as an appendix to this memo, while the original remains on NAIC website.  I have 
borrowed from the exhibits provided by the Academy of Actuaries to demonstrate what I would like to see. 
 
I suggest three changes.   
 

A) The first is elimination of redundant information on the illustration, presuming the illustration would 
be integrated into the Disclosure.  Beyond the redundant warnings and explanations, I would also 
suggest elimination of redundant customer information.  A contractholder will know his/her gender 
and age.  The “Disclosure” is to be specific to the contract under consideration, so no additional 
contract identifying information is necessary, i.e. a single premium deferred annuity cannot be 
illustrated with an indexed annuity disclosure.  If the customer is considering two annuities, two 
disclosures will be required, and each should have its own illustration.   
 
The attached illustration shows how much white space this generates on the example.  I have 
carried all the non-illustration material to the first page and eliminated most of it.  The front page 
now contains minimal contract and customer identification, as well as key variables used in the 
calculations.  We can consider other eliminations or necessary additions after interested parties 
offer comments.  
  

B) The second is inclusion of a “Liquidity” illustration in all Disclosures.  We are aware that one of 
the most frequent complaints we receive is the inability to reverse a purchase (buyer’s remorse) 
without incurring surrender charges.  I am suggesting that every illustration document include at 
least two scenarios, one presuming the contract is held to maturity, and a second presuming the 
maximum free withdrawals are made.  Additional illustrations can be provided, allowing the 
customer to see how any special plans can be attained.  
 
Recognizing we are only providing guidelines which would dictate required information, I did not 
follow through on my earlier suggestion of eliminating columns, such as the withdrawal column 
when no withdrawals are illustrated.  I suspect companies will want to develop consistent formats 
for ease of comprehension and we would be overstepping our regulatory responsibilities in 
dictating style.    
 
The attached illustration includes three scenarios.  The first is the standard “hold to maturity” 
scenario.  Second is the “Liquidity” scenario, in this case presuming free withdrawals are equal to 
10% of the initial premium.  Third is the scenario suggested by the ACLI showing interest only 
withdrawals for 10 years.   
 
I do want to note one stylistic point I believe we could reasonable require, (despite the last 
sentence in the paragraph above).  My personal experience is that I find illustrations using 
contract years are confusing.  I would suggest we include in our illustration requirements the use 

EQUAL OPPORTUNITY EMPLOYER 



of calendar dates and ages, both of which are familiar to the contract holder.  I suspect use of 
contract anniversaries dated from a time when computing capacity was not at current levels.   
 

C. Finally, I have inserted available income at each point as an alternative to a cash withdrawal.  As 
I previously stated, this is intended to emphasize the purpose of the annuity, the life time income.  
In my illustration, I have chosen the option generating the largest income, the life only option, and 
have used the Account Value to fund the purchase.  If a company has different rules, it would 
have to illustrate based upon those rules. 

 
I hope this “sample illustration” is able to drive discussion leading us to the best possible decision.  I 
see difficulties in some of my proposals, but wanted everyone to have an opportunity to see the 
possibilities in what I proposed in September.  I look forward to responses, not only from my fellow 
regulators on the committee, but also from interested parties, including the Academy, ACLI, and our 
funded consumer representatives. 
 
I have attached both the Excel version of the sample, and a PDF version. 
 
Thank you for the opportunity to hopefully move our discussion forward.    

 

EQUAL OPPORTUNITY EMPLOYER 



 

Appendix: 
 
Text of September 18 e-mail 
 

Jim, in the interest of clarity of discussion at our meeting Monday, I wanted to provide some of my thoughts in 
writing.  I have copied members of the Academy committee and staff, so they might have time to respond. 
 
First I am very pleased by the efforts of the Academy committee, as I believe standard illustrations can greatly 
improve the disclosure process for annuity sales.  You know I have encouraged their use, and I suggested the 
Academy be consulted in their development.  I know the Academy has made great progress in dealing with several 
significant issues in an annuity illustration.  The task is not easy.  At this point, I believe the Academy would benefit 
from direction by our Working Group.   
 
The first issue I see for which we could provide direction is the duplication of information presented.  Since the 
illustration will be a part of the disclosure, I believe specific disclosure elements need not be repeated in the 
illustration.  The illustration should be required to disclose specific elements used in the illustration affecting the 
calculation, but should not repeat information required to be contained elsewhere in the disclosure.  The two 
elements of the disclosure should be considered as a single document, not stand alone documents.  This risks the 
consumer reading one, and not the other, i.e. looking at the illustration without reading the disclosure.  I do not 
believe this is likely to harm the consumer, because the illustration will be required to abide by the limitations in the 
disclosure.  The duplication of information is likely to be counter-productive, resulting in information overload, as 
the Working Group has noted previously in other efforts.  I believe this is a policy decision that should be made by 
the Working Group, which would then be communicated to the Academy.  The Academy is unlikely to assume such 
an approach independently, not being responsible for the content of the other portions of the disclosure.  In addition, 
without indicating the connection, the Academy, and member actuaries, are professionally bound to document the 
elements of their work product.  Assurance needs to be provided the illustration will not be a standalone product. 
 
The second issue I see is the choice of scenarios being illustrated.  The current example provides information for a 
consumer who would choose to withdraw interest earnings until age 65, in my mind an unlikely scenario.  I think 
this example was chosen to demonstrate how scheduled free withdrawals would be illustrated.  I believe this “choice 
of scenarios” should be limited for companies providing illustrations.  If a company is going to provide illustrations, 
I believe they should be required to illustrate a relevant scenario reflective of current consumers’ 
misunderstandings.  I would initially propose that if a company provides illustrations, it provide at least two 
illustrations.  First, one to illustrate the situation when the consumer holds the contract to maturity as intended.  This 
illustration would be similar to the current example, deleting the two “Withdrawals” columns.  Second, one to 
illustrate how fast the consumer could cash out of their contract without penalty.  This illustration would be similar 
to the current example, deleting the three “Cash Surrender Value” columns, (including the last column).  Of course 
in most situations this “cash scenario” will be relatively short, 11 to 12 years under the 10% free withdrawal 
provision, so each year should be illustrated. 
 
I believe these two illustrations provide the pertinent information most consumers might want.  The company should 
then be allowed to provide additional illustrations if desired.  For example, the producer should be allowed to 
illustrate the specific strategy the consumer has agreed to pursue, for example withdrawing the interest earned as in 
the current example. 
 
The third issue concerns the role of the annuity.  If our intention is to focus the consumer’s attention on the 
retirement income generation, we should include a column displaying the monthly income available at each point in 
time.  If the consumer is not allowed to annuitize at any point in time, we could include an “asterisked” $0, while 
when annuitization is available, we should show the monthly income that could be generated.  This raises questions 
as to the annuity option to be shown, I would suggest the option generating the greatest income be used, presumably 
the Life option, with no guaranteed periods or death benefits (i.e. not joint and survivor).  The monthly income 
available can be added as a column, replacing those I suggested deleting earlier. 
 
Again I commend the Academy on their work, without the initial template we would have difficulty seeing the 
possibilities.  I just believe our Working Group should build on their efforts and provide direction to them.  



PO Box 1234, Anytown, State, 12345

Interest Rates Issue Date 1/1/2010

Guaranteed Interest Rates Rate From Until
5.00% 1/1/2010 1/1/2011
3.50% 1/1/2011 1/1/2014
3.00% 1/1/2014 Termination

Current Interest Rates Rate From Until
5.00% 1/1/2010 1/1/2011
4.00% 1/1/2011 1/1/2014
3.50% 1/1/2014 Termination

Surrender Charge rate: 8% 7% 6% 5% 4% 3% 2% 0%

1 2 3 4 5 6 7 8+
 
Illustrated maximum monthly income based upon life only purchase rates with no refund or guarantee period.

Joe Agent
123 Main Street
Any town, Any state   99999
000-111-1111

Page 1 of 4

This illustration should not be considered a guarantee or estimate of amounts to be paid.  Illustrated Values show the company's current 
Interest Crediting Rates and current annuitization rates continuing unchanged.  This is not likely to occur and actual results may be more or less 
favorable than those shown.  Please refer to the Disclosure Documents and Annuity Buyer's Guide for more detailed information. 

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010

ABC Life Insurance Company

Marketing Name
Single Premium Fixed Deferred Annuity

Years measured from 
Premium Payment:



PO Box 1234, Anytown, State, 12345

Illustration of 

No Planned Withdrawals

Date

Age at end 
of Contract 

Year
Premium 
Payment Withdrawal

Account 
Value/ Death 

Benefit
Monthly 
Income

Cash 
Surrender 

Value Withdrawal

Account 
Value/ 
Death 

Benefit
Monthly 
Income

Cash 
Surrender 

Value

1/1/2010 55                 100,000 0 105,000         368            97,000      0 105,000     368           97,000     
1/1/2011 56                 0 0 109,200         410            102,200    0 108,675     408           101,675   
1/1/2012 57                 0 0 113,568         454            107,568    0 112,479     450           106,479   
1/1/2013 58                 0 0 118,111         502            113,111    0 116,415     495           111,415   
1/1/2014 59                 0 0 122,835         553            118,835    0 120,490     542           116,490   

1/1/2015 60                 0 0 127,134           604              124,134      0 124,105     589             121,105     
1/1/2016 61                 0 0 131,584         658            129,584    0 127,828     639           125,828   
1/1/2017 62                 0 0 136,190         715            136,190    0 131,663     691           131,663   
1/1/2018 63                 0 0 140,956         775            140,956    0 135,612     746           135,612   
1/1/2019 64                 0 0 145,890         839            145,890    0 139,681     803           139,681   

1/1/2020 65                 0 0 150,996           906              150,996      0 143,871     863             143,871     

1/1/2025 70                 0 0 156,281           1,094          156,281      0 148,187     1,037          148,187     

1/1/2030 75                 0 0 161,750           1,294          161,750      0 152,633     1,221          152,633     

1/1/2035 80                 0 0 167,412           1,507          167,412      0 157,212     1,415          157,212     

1/1/2040 85                 0 0 173,271           1,733          173,271      0 161,928     1,619          161,928     

1/1/2045 90                 0 0 179,336           1,973          179,336      0 166,786     1,835          166,786     

1/1/2050 95                 0 0 185,612           2,227          185,612      0 171,790     2,061          171,790     

1/1/2053 98                 0 0 192,109           2,497          192,109      0 176,944     2,300          176,944     

This is an illustration not a contract.

Non Guaranteed Values Guaranteed Values

ABC Life Insurance Company

Marketing Name
Single Premium Fixed Deferred Annuity

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010
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PO Box 1234, Anytown, State, 12345

Illustration of planned

Maximum Free Withdrawals

Date

Age at end 
of Contract 

Year
Premium 
Payment Withdrawal

Account 
Value/ Death 

Benefit
Monthly 
Income

Cash 
Surrender 

Value Withdrawal

Account 
Value/ 
Death 

Benefit
Monthly 
Income

Cash 
Surrender 

Value

1/1/2010 55                 100,000 10,000          94,500           331            86,500      10,000        94,500        331           86,500     
1/1/2011 56                 0 10,000          87,880           330            80,880      10,000        87,458        328           80,458     
1/1/2012 57                 0 10,000          80,995           324            74,995      10,000        80,169        321           74,169     
1/1/2013 58                 0 10,000          73,835           314            68,835      10,000        72,624        309           67,624     
1/1/2014 59                 0 10,000          66,388           299            62,388      10,000        64,816        292           60,816     
1/1/2015 60                 0 10,000          58,362           277            55,362      10,000        56,461        268           53,461     
1/1/2016 61                 0 10,000          50,055           250            48,055      10,000        47,855        239           45,855     
1/1/2017 62                 0 10,000          41,457           218            41,457      10,000        38,990        205           38,990     
1/1/2018 63                 0 10,000          32,558           179            32,558      10,000        29,860        164           29,860     
1/1/2019 64                 0 10,000          23,347           134            23,347      10,000        20,456        118           20,456     
1/1/2020 65                 0 10,000          13,814           83              13,814      10,000        10,769        65              10,769     
1/1/2021 66                 0 10,000          3,948             25              3,948        10,000        792             5                792           
1/1/2022 67                 0 3,948            -                 -             -             792              -             -            -            

This is an illustration not a contract.
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Marketing Name
Single Premium Fixed Deferred Annuity

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010

Non Guaranteed Values Guaranteed Values

ABC Life Insurance Company



PO Box 1234, Anytown, State, 12345

Illustration of

Interest Withdrawals until 65

Date

Age at end 
of Contract 

Year
Premium 
Payment Withdrawal

Account 
Value/ Death 

Benefit
Monthly 
Income

Cash 
Surrender 

Value Withdrawal

Account 
Value/ 
Death 

Benefit
Monthly 
Income

Cash 
Surrender 

Value

1/1/2010 55                 100,000 5,000            100,000         350            92,000      5,000           100,000     350           92,000     
1/1/2011 56                 0 4,000            100,000         375            93,000      3,500           100,000     375           93,000     
1/1/2012 57                 0 4,000            100,000         400            94,000      3,500           100,000     400           94,000     
1/1/2013 58                 0 4,000            100,000         425            95,000      3,500           100,000     425           95,000     
1/1/2014 59                 0 4,000            100,000         450            96,000      3,500           100,000     450           96,000     
1/1/2015 60                 0 3,500            100,000         475            97,000      3,000           100,000     475           97,000     
1/1/2016 61                 0 3,500            100,000         500            98,000      3,000           100,000     500           98,000     
1/1/2017 62                 0 3,500            100,000         525            100,000    3,000           100,000     525           100,000   
1/1/2018 63                 0 3,500            100,000         550            100,000    3,000           100,000     550           100,000   
1/1/2019 64                 0 3,500            100,000         575            100,000    3,000           100,000     575           100,000   
1/1/2020 65                 0 3,500            100,000         600            100,000    3,000           100,000     600           100,000   
1/1/2025 70                 0 0 103,500         725            103,500    0 103,000     721           103,000   
1/1/2030 75                 0 0 107,123         857            107,123    0 106,090     849           106,090   
1/1/2035 80                 0 0 110,872         998            110,872    0 109,273     983           109,273   
1/1/2040 85                 0 0 114,752         1,148        114,752    0 112,551     1,126        112,551   
1/1/2045 90                 0 0 118,769         1,306        118,769    0 115,927     1,275        115,927   
1/1/2050 95                 0 0 122,926         1,475        122,926    0 119,405     1,433        119,405   
1/1/2053 98                 0 0 127,228         1,654        127,228    0 122,987     1,599        122,987   

This is an illustration not a contract.
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Non Guaranteed Values Guaranteed Values

ABC Life Insurance Company

Marketing Name
Single Premium Fixed Deferred Annuity

An Illustration Prepared for John Doe by Joe Agent on 01/01/2010



Purchase Rates

Cur Rate Guar Rate

55             0.0035 0.0025
56             0.00375 0.00275
57             0.004 0.003
58             0.00425 0.00325
59             0.0045 0.0035
60             0.00475 0.00375
61             0.005 0.004
62             0.00525 0.00425
63             0.0055 0.0045
64             0.00575 0.00475
65             0.006 0.005
66             0.00625 0.00525
70             0.007 0.006
75             0.008 0.007
80             0.009 0.008
85             0.01 0.009
90             0.011 0.01
95             0.012 0.011
98             0.013 0.012



 
 
TO:  Jennifer Cook, NAIC 
 
FROM: Brenda J. Cude and Karrol Kitt, NAIC Consumer Representatives 
 
RE:  Draft Fixed Annuity Buyers Guide  
 
DATE:  November 5, 2009 
 
Thank you for the opportunity to continue to work to improve the Buyer’s Guides on 
annuities.  Attached is a Word file with recommended changes in the Fixed Annuity 
Buyers Guide; the charges are marked using track changes.  The changes in this Buyer’s 
Guide are intended to be consistent with those we submitted for the Fixed Indexed 
Annuity Buyer’s Guide in the sections that are the same in both Guides.  In the sections 
that are unique to the Fixed Annuity Buyer’s Guide, some of the changes are merely 
changes in wording to increase clarity and/or change the tense from passive to active.  
The sections unique to this Guide are quite short, so the only substantive question we 
have is whether information about riders should be added and, if so, which riders are 
applicable to fixed annuities.  We are also curious about whether premiums taxes on 
annuities are typical and how much they are. 

 
As before, we are attaching a document that might be more useful than a traditional table 
of contents for your consideration.   
 
We look forward to continuing to work with you on this project. 
 
Enclosures 

 



This might replace the traditional table of contents for the fixed annuities Buyer’s Guide.
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APPENDIX A—BUYER’S GUIDE TO FIXED DEFERRED ANNUITIES 
 
Drafting Note: The language of the Fixed Deferred Annuity Buyer’s Guide is limited to that contained in the following 
pages, or to language approved by the commissioner. Companies may purchase personalized brochures from the NAIC 
or may request permission to reproduce the Buyer’s Guide in their own type style and format. 
 
[The face page of the Fixed Deferred Annuity Buyer’s Guide shall read as follows:] 

 
Prepared by the National Association of Insurance Commissioners 

 
The National Association of Insurance Commissioners is an association of state insurance regulatory officials. This 
association helps the various insurance departments to coordinate insurance laws for the benefit of all consumers. 

 
This guide does not endorse any company or policy. 

 
Reprinted by. . . 

 
It’s important that you understand the differences among various annuities so you can choose the kind that best fits your 
needs. Annuities can be deferred or immediate but this Guide focuses on fixed deferred annuity contracts. It also briefly 
describes a specific type of fixed annuity called an indexed  annuity as well as variable and immediate annuities.  
 
This Guide isn’t meant to offer legal, financial or tax advice. You may want to consult independent advisors.  
 
This Guide includes questions you should ask the company or your agent (a producer, broker, advisor or any other person 
or entity selling you the annuity). Make sure you’re satisfied with the answers before you buy. If you don’t understand 
the answers, ask again, ask the company or ask your state insurance department. 
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A list of common terms used with annuities and what each means starts on page ___. You may refer to that list as you 
read this Guide, the disclosure and your contract. 
 
This Guide refers to a disclosure that you’ll receive with your annuity contract. The disclosure summarizes the terms of 
your contract and defines some of the words used in the contract. It explains how your annuity increases in value and 
what charges are taken from your contract. Your agent should go through the disclosure with you so you understand it. 
You also may receive an illustration that shows what the future value of an annuity might be for you. An annuity 
illustration is not a guarantee or even an estimate of future amounts the annuity will pay. 
 
This Guide provides information that applies to all annuities on pages __ to ___.  Information about fixed annuities 
begins on page ___. 
 

BASIC INFORMATION ABOUT ANNUITIES 
 
What Is an Annuity? 
 
An annuity is a contract with an insurance company.  You pay for the annuity (in a single payment or multiple payments) 
and the insurer promises to pay out money from the annuity to you in a series of payments. Only an annuity can pay an 
income that can be guaranteed to last as long as you live. In some annuities, you don’t receive income payments right 
away. 
 
An annuity is not a savings account. If you buy an annuity, it should be to reach long-term financial goals. 
 
All annuities have surrender charges (also known as withdrawal charges) which discourage you from taking money from 
your annuity or ending (surrendering) the contract before a certain point in time.  The number of years you’ll pay  
surrender charges when you take money from your annuity and the amount of each year’s surrender charges vary from 
one annuity to the next.  The charges are usually a percentage of the premiums you’ve paid or of the value of the account 
when you make the withdrawal.  The charges can be much more than the interest earned on the annuity in the first few 
years so it’s possible to lose not only the interest, but also some of your principal (the amount of the premiums you’ve 
paid) if you make a withdrawal or surrender the annuity. Every fixed annuity offers a way to access some of your money 
each year without paying surrender charges. You can find this specific information in the annuity contract and it’s 
summarized in the disclosure. 
 
What Are the Different Types of Annuities? 
 
This Guide explains major differences among annuities to help you understand how each might meet your needs.  
 
This Buyer’s Guide focuses on fixed deferred annuities. If you’re interested in a different type of annuity, ask your 
agent about that Buyer’s Guide. 
 
Annuities differ in several ways: 
 
• How many premiums you pay 
• When the company makes income payments to you 
• How the money in the annuity earns interest 
 
How Many Premiums You Pay: Single Premium or Multiple Premium Annuities 
 
You pay the insurance company only one payment for a single premium annuity. You make a series of payments for a 
multiple premium annuity; for one type of multiple premium annuity, a flexible premium annuity, you pay whenever you 
want, within set limits.  
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When the Company Makes Income Payments to You: Immediate or Deferred Annuities 
 
In an immediate annuity, income payments start no later than one year after you pay the premium. You usually pay for an 
immediate annuity with one payment. 
 
The income payments from a deferred annuity often start many years later. Deferred annuities have an accumulation 
period and a payment period. During the accumulation period, the money you put into the annuity, less any charges, 
earns interest. The earnings grow tax deferred as long as you leave them in the annuity. After the accumulation period 
ends, the payment period (or the annuitization period) begins; in the payment period; the company pays income to you or 
to someone you choose. 
 
If you take money out by making a withdrawal or surrendering your annuity, you’ll likely pay fees and may not get back 
all of the premiums you’ve paid.  The contract and the disclosure tell you how much you can take out without paying 
charges and when the charges no longer apply. 
 
How Money in an Annuity Earns Interest: Fixed, Variable and Indexed Annuities 
 
Fixed 
 
During the accumulation period of a fixed deferred annuity, your money earns interest at rates set by the insurance 
company or in a way spelled out in the annuity contract. The company guarantees the contract will earn no less than a 
minimum interest rate. During the payment period, the insurer sets the amount of each income payment to you when the 
payments start, and it won’t change. This Guide describes fixed deferred annuities. 
 
Fixed Indexed 
 
During the accumulation period of a fixed indexed deferred annuity, the return on your money depends on a market 
index. The index is a number that goes up and down as the market the index represents moves up and down. The 
company credits earnings to your annuity based on changes in the market index you select but guarantees the value of 
your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to put part of 
your premiums into a fixed account with a minimum guaranteed interest rate.  Generally, during the payment period 
of an indexed annuity, the amount of each income payment to you is fixed. If you want to consider an indexed deferred 
annuity, please ask for that Guide. 
 
Variable 
 
During the accumulation period of a variable deferred annuity, the insurance company puts your premiums into separate 
accounts. You choose the accounts based on how much risk you want to take. You may choose accounts with no 
guaranteed returns that are invested in bonds, money market funds or stocks or other equities. You also may have the 
option to put part of your premiums into a fixed account, with a minimum guaranteed interest rate. During the payment 
period of a variable annuity, the amount of each income payment to you may be fixed (set at the beginning) or variable 
(changing with the value of the separate accounts). If you want to consider a variable deferred annuity, please ask for that 
Guide. 
 
 
How Do I Decide Which Annuity Is Best for Me? 
 
Your agent should base a recommendation of an annuity on knowledge of your current financial situation, tax status, 
investment objectives and needs. It’s important that you discuss with your agent your total financial and life situation so 
you can decide whether an annuity is a good choice for you. The agent can better assess your situation if s/he knows 
certain information about you including your age, your financial situation (your current assets, annual income, tax status 
and how you plan to pay for the annuity) and your risk tolerance, investment experience and intended use of the annuity,  
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The agent will suggest annuities that are suitable for your situation.  If you aren’t comfortable with the agent’s 
suggestions, explain your concerns. It’s important that any annuity you choose be consistent with your financial situation, 
the long-term goals you hope to achieve with the annuity and the amount of risk that you’re willing to accept.  
 
Within each annuity, some values may be guaranteed while others aren’t.  For this and other reasons, the amount of risk 
you take when you buy an annuity depends on the type of annuity.  The types of annuities and the level of overall risk for 
each are:   
 

o Fixed Annuity   Least Risk 
o Fixed Indexed Annuity  Moderate Risk 
o Variable Annuity   Most Risk 

 
As you think about the risk involved with each annuity type, ask yourself: 
 

• Am I interested in a variable annuity with the potential for higher earnings that aren’t guaranteed and 
willing to risk losing the premiums I’ve paid? 

 
• Is the guaranteed interest rate of a fixed annuity more important to me, with little or no risk of losing 

my premiums, in exchange for less potential to earn interest? 
 
• Or, am I somewhere between these two extremes and willing to take more risk in exchange for the 

opportunity to earn a higher return with an indexed annuity? 
 

Some annuities have built-in features that may offset some of an annuity’s risks. You also may choose to add benefits 
known as riders to your annuity. Some riders offset some of the risks of owning certain annuities. Each rider usually 
increases the cost of the annuity.  
 
How Can I Access My Money? 
 
Each annuity offers more than one way to access your money: 1) by annuitizing the contract to receive income payments 
over time, 2) by taking the cash value of your annuity in a lump sum payment and surrendering your annuity, 3) by 
taking withdrawals from the cash value of your annuity and 4) as a death benefit paid to your beneficiaries if you die 
during the accumulation period.  
 
One of the most important benefits of deferred annuities is your ability to use the value built up during the accumulation 
period to receive multiple income payments.  This is known as “annuitizing.”  After you annuitize, you receive income 
payments for life.  Payments are usually monthly but you may choose to receive them less often.  The size of income 
payments is based on the accumulation value in your annuity and the benefit rate when income payments start.  The 
benefit rate usually depends on your age and sex as well as the annuity payment option you choose.  Payment options 
usually include payments that continue as long as you live, as long as you and your spouse live or for a set number of 
years.  Once you annuitize, you can’t change your mind and end the contract to receive a lump sum payment. 
 
There’s a table of guaranteed benefit rates in each annuity contract.  Current benefit rates are usually higher than 
guaranteed benefit rates.  A company can change the current benefit rates at any time, but the current benefit rates can 
never be less than the guaranteed benefit rates.  When you annuitize and begin to receive  income payments, the 
insurance company uses the benefit rate in effect at that time to figure the amount of your income payment. 
 
If you haven’t annuitized your contract, you may be able to take the cash value of your annuity as a lump sum payment 
and surrender or terminate the annuity. If a lump sum payment is a choice, ask when it would be available and how much 
the payment would be.  If it’s an option, think about whether a lump sum payment may be a better choice for you than 
annuitizing to receive payments over time. In some annuities, there’s no charge if you surrender your contract for a lump 
sum payment when the company’s current interest rate falls below a certain level. This may be called a bailout option. 
 
You can make withdrawals from the cash value of your annuity before income payments to you begin, but you may pay a 
fee (often surrender charges).  The contract and the disclosure tell you how much you can take out without paying  
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charges and when the charges no longer apply.  Most annuities let you withdraw a percentage of your annuity’s value 
annually (typically 10%) without paying a fee. You may lose interest earned on the amount you withdraw, and you may 
lose part of your principal. After you’ve owned an annuity for a certain length of time (typically 7 to 14 years), the 
surrender charge period may end and you can take money out without paying surrender charges. Many annuities let you 
withdraw part of the accumulation value without paying a surrender charge if certain events, such as nursing home 
confinement or terminal illness, occur. 
 
Annuities have stated maturity dates. When an annuity reaches its maturity date, the contract may automatically expire or 
renew. You usually have a short period of time, called a window, to decide if you want to renew or surrender the annuity. 
If you surrender during the window, you won’t have to pay surrender charges. If you renew, the surrender or withdrawal 
charges may start over. 
 
Some annuities have a Market Value Adjustment (MVA) feature. An MVA could increase or reduce your annuity’s 
value if you withdraw more than the penalty-free amount. In general, if interest rates are lower when you withdraw 
money than when the contract was issued, the MVA feature will increase your annuity’s value. If interest rates are higher 
when you make a withdrawal than when the annuity was issued, the MVA feature will reduce your annuity’s value. 
Every MVA calculation is different, however, so check your contract and disclosure for details. 
 
In some flexible premium annuities, there may be a new surrender charge period for each premium paid. This may be 
called a rolling surrender charge. 
 
Finally, if you die during the accumulation period, your beneficiaries will receive some or all of the money in your 
annuity. In some annuities, a charge reduces what your beneficiaries receive. Check your contract and disclosure. What if 
you die after your annuitize and begin to receive regular income payments? Your heirs may receive nothing from your 
annuity, unless you chose to receive payments that continue as long as your spouse lives. 
 
Will I Pay Income Tax on My Annuity? 
 
The discussion below about taxes and annuities is general.  Consult a professional tax advisor to discuss your individual 
tax situation.  
 
Under current federal law, annuities receive special tax treatment. Income tax on annuities is deferred, which means you 
aren’t taxed on the interest your money earns while it stays in the annuity. The interest isn’t tax free, however; you will 
pay taxes when you withdraw money. You also may have to pay a 10% tax penalty if you withdraw money before age 59 
1/2. Most states’ tax laws on annuities follow the federal law.  
 
You also can use annuities to fund traditional and Roth IRAs. If you buy an annuity to fund an IRA, you’ll receive a 
disclosure statement describing the tax treatment. You’re unlikely to gain any additional tax advantage by funding an 
IRA or a qualified retirement plan with an annuity, as an IRA and a qualified retirement plan both are tax deferred 
regardless of how they’re funded. 
 
What Is a “Free Look” Provision? 
 
Many states have laws which give you a set number of days to look at the annuity contract after you buy it. If you decide 
during that time that you don’t want the annuity, you can contact the insurance company, return the contract and get all of 
your money back. This is often referred to as a free look or right to return period. Your contract and disclosure should 
prominently state the free look period. Be sure to read your contract carefully during the free look period.  
 

FIXED DEFERRED ANNUITIES 
 
With this basic information about annuities in mind, this section describes the type of annuity you’re considering, 
the fixed deferred annuity. First, here’s a reminder about what a fixed annuity is. During the accumulation period of a 
fixed deferred annuity, your money earns interest at rates the insurance company sets or in a way spelled out in the 
annuity contract. The company guarantees the contract will earn no less than a minimum rate of interest. During the 
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payment period, the insurer sets the amount of each income payment to you when the payments start and it won’t change. 
While fixed immediate annuities may be available, this Guide describes fixed deferred annuities. 
  
 
How Are Interest Rates Set? 
 
During the accumulation period, your money earns interest. The insurance company sets the interest rates, 
which can change.  
 
Several different interest rates apply to most fixed deferred annuities.  
 
Look for the minimum guaranteed interest rate. This is the lowest rate your annuity can earn. This rate is stated in the 
contract.  
 
The interest you’ll earn on your annuity in any given time period is based on the current interest rate. If at any time 
the minimum guaranteed interest rate is higher than the current interest rate, then the company uses the guaranteed 
rate.   
 

• The current interest rate when you first buy your annuity is called the initial interest rate.  Ask how long 
the company promises to pay this initial interest rate. In many annuities, the company only pays the initial 
interest rate in the first year you own the annuity. When the rate changes, it may be lower. 

 
• Once the initial interest rate period ends, the company credits interest to your annuity based on the renewal 

interest rate. The disclosure tells how the company will set the renewal rate and how often it can change. 
The renewal interest rate may be lower than the initial interest rate.  

 
As an incentive to buy an annuity and to keep it, some companies promise a bonus interest rate. A bonus interest 
rate is higher than the current interest rate, but the company will only pay the bonus interest rate if you meet 
certain conditions. For example, if you take a lump sum payment when your annuity matures or take your money 
out of the annuity before it matures, you may lose the bonus interest rate. 
 
Multiple interest rates apply to multiple premium annuities. These contracts may apply different interest rates to each 
premium you pay. 
 
 
What Charges May Be Subtracted from My Annuity? 
 
Annuities have charges related to the cost of selling and management. The insurer may subtract these charges directly 
from the contract value or they may reduce the return on your annuity to cover these costs. See the disclosure and ask 
your agent or the company to describe the charges that apply to your annuity.  
 
Some examples of charges, fees and taxes are: 
 
• A contract fee is a flat dollar amount charged either once or annually. 
 
• A transaction fee is a charge for each premium payment or other transaction. 
 
• A percentage of premium charge is a charge deducted from each premium paid. The percentage may vary over 

time. 
 
• Some states charge a premium tax on annuities. The insurance company pays this tax to the state. The company 

may subtract the amount of the tax when you pay your premium, when you withdraw your contract value, when 
you start to receive income payments or when it pays a death benefit to your beneficiary. 
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Surrender Charges 
 
Surrender charges are usually a percentage of the premiums you’ve paid or of the value of the annuity contract when you 
make the withdrawal. You may pay this charge to take out or part of your money out at any time during your annuity’s 
accumulation period.  The contract and the disclosure tell you how much you can take out without paying a charge and if 
the charge no longer applies after you’ve had the annuity a while.   
 
Your annuity may have a limited withdrawal feature. This features let you make one or more withdrawals without a 
charge, up to a total percentage of your annuity’s accumulation value. If you make a larger withdrawal, you pay a 
withdrawal charge called a partial surrender charge.  You may lose any interest above the minimum guaranteed rate on 
the amount withdrawn, and you may lose part of your principal. 
 
For more information about surrender charges, review the How Can I Access My Money? section of this publication. 
 

HOW DO I KNOW IF A FIXED DEFERRED ANNUITY IS RIGHT FOR ME? 
 
The questions listed below may help you decide. You should think about what your goals are for the money you put into 
the annuity. You also need to think about how much risk you’re willing to take.  
 
These are the questions you should ask yourself. 
 
What long-term goal(s) do I hope to achieve if I buy an annuity? 
 
How comfortable am I with risk?  
 
How long can I leave my money in the annuity? 
 
Does the annuity let me get money when I need it? 

 
How much retirement income will I need in addition to what I will get elsewhere? 
 
After I buy the annuity, how much money do I need available to cover major expenses and emergencies? How much 
would I have for these expenses? 
 
If I had to surrender the annuity, am I comfortable with the minimum guaranteed surrender value on the contract? 
 
Am I comfortable with the length of time that I’ll pay surrender charges if I withdraw money from the annuity? 
 
How long can I leave my money in the annuity? 
 
How soon will I need income payments? How much retirement income will I need from the annuity in addition to what 
I’ll get elsewhere? 
 
Will I need income payments only for myself or for myself and someone else? 
 
If the annuity only earns the minimum guaranteed interest rate, will that be enough income to meet my needs? 
 
 
These are questions you should ask the agent or the insurance company. 
 
What parts of the annuity are guaranteed?  What parts aren’t? 
 
What is the guaranteed minimum interest rate? 
 
When is the earliest I can get money out of the annuity and how much can I get? 
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What is the initial interest rate and how long is it guaranteed? 
 
Does the initial rate include a bonus rate and how much is the bonus? 
 
If there’s a bonus, when is it credited and on what amount? 
 
Do I lose any bonus if I take a lump sum payment rather than annuitize my accumulation value? Are there other ways I 
could lose the bonus? 
 
What renewal rate is the company crediting on annuity contracts sold last year? 
 
How much can I withdraw without paying surrender charges or losing interest? 
 
Is this a single premium or multiple premium contract? 
 
Is there a Market Value Adjustment (MVA) feature in my annuity? 
 
How long is the free look or right to return period? 
 
How long is the contract term? 
 
How much are the withdrawal charges, surrender charges and other penalties? How long do they apply? 
 
What other charges may be deducted from my premium or contract value?  
 
How much will the total charges and fees be each year? 
 
If I take a lump sum payment and surrender the annuity, will the accumulated value or the way interest is credited change 
before I do this? 
 
What happens to the money in my annuity if I die? 

 
 

FINAL POINTS TO CONSIDER 
 
Before you decide to buy an annuity, you should review the contract. Terms and conditions of each annuity contract will 
vary. 
 
Ask yourself if, depending on your needs or age, an annuity and this type of annuity are right for you. Taking money out 
of an annuity may mean you’ll pay taxes and/or penalties. If you’re exchanging annuities, the new annuity may have new 
expenses you must pay directly or indirectly. Also, you may pay surrender charges on the old annuity. If you’re selling 
another asset, are there penalties associated with the sale? Will you have to pay taxes on the sale? 
 
An annuity is intended to be a long-term product. Generally, you should keep it long enough to avoid penalties. 
 
If you’re buying an annuity to fund an IRA or other tax-deferred retirement program, ask what the advantages are of this 
approach.  
 
When you receive your annuity contract, READ IT CAREFULLY!!  Also, read the disclosure the company provides. 
Ask the agent and company for an explanation of anything you don’t understand. Do this before any free look period 
ends. 
 
If you can’t get the answers you need from the agent or company, contact your state insurance department. 
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ANNUITY TERMS 
 
Accumulation Period:  The time when the money you put into the annuity, less any applicable charges, earns interest. 
 
Accumulation Value:  The sum of your premiums plus any interest credited less any charges deducted. 
 
Annuitize:  Converting the lump sum of the accumulation value of your annuity to a series of payments.   
 
Annuity:  A contract with an insurance company that pays income to you, usually over time. 
 
Bailout Option:  A feature in some annuities where there’s no charge if you surrender your contract when the company’s 
current interest rate falls below a certain level. 
 
Beneficiary:  A person who receives part or all of the money in the annuity if the annuitant dies.  May also be an 
organization such as a charity. 
 
Benefit Rate:  The rate used to determine the size of the income payments you’ll receive when the accumulation period 
ends. Varies by age, gender, and the payment option chosen.  
 
Bonus Interest Rate:  An interest rate that’s higher than the current interest rate and is credited to your accumulation value 
as an incentive for you to buy and keep an annuity. The company may only pay the bonus interest rate if you meet 
certain conditions, such as annuitizing the accumulated value or not taking money out.  
 
Contract Fee:   A flat dollar amount that’s charged either once at purchase or annually during the annuity. 
 
Current Interest Rate:  An interest rate the insurance company sets during the accumulation period; can never be less than 
the guaranteed interest rate. 
 
Death Benefit:  The annuity benefits paid to the beneficiary the contract owner or annuitant dies. 
 
Deferred Annuity:  An annuity where your money earns interest for a period of time before it’s converted into one 
or more payments back to you. 
 
Disclosure:  A document the insurance company is required to give you when it delivers the annuity contract; 
summarizes the annuity contract, specifies how interest is earned and how all charges are calculated and summarizes 
what happens if you take money out before it’s scheduled to be paid and how much money you’ll lose if you do 
this. 
 
Fixed Annuity:  An annuity where your money earns interest at rates set by the insurance company or in a way spelled out 
in the annuity contract.  The company guarantees that it will pay no less than a minimum rate of interest. 
 
Fixed Indexed Annuity: An annuity in which the return on your money depends on the market index you choose.  The 
company guarantees the value of your annuity won’t decrease as long as you don’t withdraw the money.   
 
Flexible Premium Contract:  A type of multiple premium annuity where, within set limits, you pay as much premium as 
you want, whenever you want. 
 
Free Look or Right to Return Period:  A set number of days to look at the annuity contract after you buy it and return the 
contract to get all of your money back. The number of days is set by state law. 
 
Immediate Annuity:  An annuity where income payments start no later than one year after you pay the premium. 
 
Initial Interest Rate:  The current interest rate when you buy your annuity.   
 
Limited Withdrawal:  A feature that lets you make one or more withdrawals up to a set amount without a charge.   
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Market Value Adjustment (MVA):  A feature in some annuities that adjusts the market value if you withdraw more than 
the penalty-free amount; the adjustment increases your annuity’s market value if interest rates are lower at time of 
withdrawal than when the contract was issued and decreases the market value if interest rates are higher. 
 
Maturity Date:  The date at the end of the accumulation period in a deferred annuity where you must decide to reinvest, 
withdraw or annuitize the proceeds.  Many guarantees in the contract are tied to this date. If you remove your money 
before this date you may lose money or receive less money than if you had left your money in. 
 
Minimum Guaranteed Interest Rate:  The lowest interest rate your annuity will earn.  
 
Multiple Interest Rates:  Different interest rates apply to each premium you pay; applies only to a flexible premium 
annuity. 
 
Multiple Premium Annuity:  A deferred annuity where a series of premium payments are made over a period of time.  
 
Partial Surrender Charge: A charge you pay if you take out part of the annuity contract’s value. (See Withdrawal 
Charge) 
 
Payment Period:  The time when the company pays income to you or to someone you choose.  
 
Percentage of Premium Charge:  A charge deducted from each premium you pay; may be lower after the contract has 
been in force for a certain number of years or after all total premiums paid have reached a certain amount. 
 
Premium Tax:  A tax on annuities that some states charge.   
 
Renewal Interest Rate:  The interest rate the company uses to credit interest to your annuity after the initial interest 
rate period ends.  
 
Required Minimum Distribution (RMD): A requirement that you withdraw funds from IRAs and qualified plans. For 
IRAs, you must begin to withdraw funds by April 1st of the year following the calendar year you reach age 701/2. For 
qualified plans, withdrawals must begin by April 1st of the year following the later of (a) the year you reach age 70 1/2 or 
(b) the year you retire. 
 
Rider:  A benefit added to an annuity contract; changes the annuity’s terms or conditions. 
 
Rolling Surrender or Withdrawal Charge:  A charge in a multiple premium annuity that may apply to each premium paid 
rather than to the entire accumulation value. 
 
Scheduled Premium Annuity:  A type of multiple premium annuity where the contract spells out your payments and how 
often you’ll make them. 
 
Single Premium Annuity:  An annuity bought with only one payment to the insurance company. 
 
Suitability Review:  A review by your agent to recommend the amount of risk you should take if you buy an annuity and 
if the product you’re buying is appropriate. 
 
Surrender: To take all of the money from an annuity and end the contract. 
 
Surrender Charges:  Charge paid if you take out part or all of the annuity value.   
 
Transaction Fee:  A charge to you for each premium payment or other transaction you make. 
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Variable Deferred Annuity:  An annuity where the insurance company puts your money into separate accounts 
invested in bonds, money market funds, stocks or other equities.  You choose the accounts and how much money is 
put in each . 
 
Window:  A short period of time to decide if you want to renew or surrender the annuity.  If you surrender during the 
window, you won’t pay surrender charges.  If you renew, the surrender or withdrawal charge period may start over. 
 
Withdrawal Charge:  A charge paid if you take out some of the annuity contract’s value.  (See Surrender Charge). 
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TO:  Jennifer Cook, NAIC 
 
FROM: Brenda J. Cude and Karrol Kitt, NAIC Consumer Representatives 
 
RE:  Draft Fixed Indexed Annuity Buyers Guide  
 
DATE:  October 22, 2009 
 
Thank you for the opportunity to continue to work to improve the buyer’s guide.  
Attached is a Word file with recommended changes marked using track changes.  Some 
of the changes in this version of the guide are merely changes in wording to increase 
clarity and/or change the tense from passive to active.  The more substantive comments 
are summarized below. There are a few questions which are noted as comments in the 
Word file itself.  
 
In addition, we are attaching a document that might be more useful than a traditional 
table of contents for your consideration.  It’s probably longer than it could be but for a 
document like this we would like to discuss whether it might be an option. 
 
A summary of the major issues and outstanding questions follows: 
 

1. How are we titling this buyer’s guide?  To be correct and consistent we 
recommend the words in the title be “Fixed Indexed Deferred Annuities.” 

 
2. In a few instances, we don’t think we’ve been consistent in the language that 

would differentiate between the annuity’s (or the contract’s) value.  Those are 
highlighted in pink. 

 
3. We’ve also been advised that the word “principal” is not strictly correct.  Those 

appearances are highlighted in green. 
 

4. The wording (p. 1), “There is, however, a brief description of two other types of 
deferred annuities, fixed and variable, as well as immediate annuities.” seems 
confusing when an indexed annuity is a type of fixed annuity.  We’ve suggested 
language that might be clearer.   

 
5. It seems more accurately to refer to surrender charges (and withdrawal charges) in 

the plural rather than as singular so those changes have been made throughout. 
 

6. We recommend that the section “How the Money in an Annuity Earns Interest: 
Fixed, Fixed Indexed and Variable Annuities” be reordered to discuss indexed 
annuities after fixed annuities since an indexed annuity is a type of fixed annuity. 

 



7. The section, “How Do I Decide Which Annuity Is Best for Me?,” should include the 
factors in the suitability standards that an agent is expected to consider to decide if 
an annuity is suitable.  Also appropriate in that section would be a statement that 
some elements of an annuity may be guaranteed while others are not guaranteed.  
This seems appropriate as a current disclosure requirement is “the guaranteed, non-
guaranteed and determinable elements of the contract.”  In this same section, the 
sentence “It’s important that any annuity you choose be consistent with the amount 
of risk that you’re willing to accept.” seems too narrow.  It implies that risk tolerance 
is the only consideration.  We have expanded it. 

 
8. In the section “How Can I Access My Money?” it’s not clearly stated that 

annuitizing removes the option to receive a lump sum payment. It’s also not clear 
what happens if you die to the money in an annuity during the annuitization 
period. We’ve added more information. 

 
9. To make the section “What Charges May Be Subtracted from My Annuity?” 

consistent with the disclosure requirements, we should add language about mortality 
and expense fees and investment advisory fees.  For the same reason, an additional 
reason clearly stating how charges for riders are assessed should be added.  We’ve 
added language about mortality and expense fees and riders but not investment 
advisory fees (because we don’t know what to say.) 

 
10. In the section “HOW DO I KNOW IF A FIXED INDEXED ANNUITY IS 

RIGHT FOR ME?” we recommend the addition of two questions to be more 
consistent with the disclosure requirements.  In the questions for the consumer to 
ask him/herself, we suggest adding, “What long-term goal(s) do I hope to achieve 
by buying an annuity?”  In the questions to ask the agent, we suggest adding, “What 
parts of the annuity are guaranteed?  What parts aren’t?” Both are key parts of the 
disclosure requirements that should be emphasized in the Buyer’s Guide for 
consistency. 
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APPENDIX A -- BUYER’S GUIDE TO FIXED INDEXED DEFERREDANNUITIES 
 
{Drafting Note:  The language of the Fixed Indexed Deferred Annuity Buyer’s Guide is limited to that contained in the 
following pages, or to language approved by the commissioner. Companies may purchase personalized brochures from 
the NAIC or may request permission to reproduce the Buyer’s Guide in their own type style and format.} 
 
[The face page of the Fixed Indexed Deferred Annuity Buyer’s Guide shall read as follows:] 
 
Prepared by the National Association of Insurance Commissioners 
 
The National Association of Insurance Commissioners is an association of state insurance regulatory officials. This 
association helps the various insurance departments to coordinate insurance laws for the benefit of all consumers. 
 

This guide does not endorse any company or policy. 
 

Reprinted by. . . 
 
It’s important that you understand the differences among various annuities so you can choose the kind that best fits your 
needs.  Annuities can be deferred or immediate but this Guide focuses on fixed indexed deferred annuity contracts.  An 
indexed annuity is one type of fixed annuities but there are others as well as variable annuities.  These are, briefly 
described, along with immediate annuities, in this Guide.   
 
This Guide isn’t meant to offer legal, financial or tax advice. You may want to consult independent advisors.  
 
This Guide includes questions you should ask the company, your agent (a producer, broker, advisor or any other person 
or entity selling you the annuity).  Make sure you’re satisfied with the answers before you buy.  If you don’t understand 
the answers, ask again, ask the company or ask your state insurance department. 
 
A list of common terms used with annuities and what each means starts on page ___.  You may refer to that list as you 
read this Guide, the disclosure and your contract. 
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This Guide refers to the disclosure you’ll receive with your annuity contract.  The disclosure summarizes the terms of 
your contract and defines some of the words used in the contract.  It will explain how your annuity increases in value and 
what charges are taken from your contract.  Your agent should go through the disclosure with you so you understand it. 
 
This Guide provides information that applies to all annuities on pages ____ to ____. Information about fixed indexed 
deferred annuities begins on page ____. 
 

BASIC INFORMATION ABOUT ANNUITIES 
 
What Is an Annuity? 
 
An annuity is a contract with an insurance company. You pay for the annuity (in a single payment or multiple payments) 
and the insurer promises to pay out money from the annuity to you in a series of payments.  Only an annuity can pay an 
income that can be guaranteed to last as long as you live.  In some annuities, you don’t receive income payments right 
away. 
 
An annuity is not a savings account.  If you buy an annuity, it should be to reach long-term financial goals. 
 
All annuities have surrender charges (also known as withdrawal charges) which discourages you from taking money 
from your annuity or ending (surrendering) the contract before a certain point in time The number of years you’ll pay a 
surrender charge when you take money from your annuity and the amount of each year’s surrender charge vary from one 
annuity to the next. The charge is usually a percentage of the premiums you’ve paid or of the value of the account when 
you make the withdrawal. The charge can be much more than the interest earned on the annuity in the first few years so 
it’s possible to lose not only the interest, but also some of your principal (the amount of the premiums you’ve paid) if you 
make a withdrawal or surrender the annuity. Every indexed annuity offers you a way to access some of your money each 
year without paying a surrender charge. You can find this specific information in the annuity contract and it’s 
summarized in the disclosure. 
 
What Are the Different Types of Annuities? 
 
This Guide explains major differences among annuities to help you understand how each might meet your needs.  
 
This Buyer’s Guide focuses on fixed indexed deferred annuities.  If you’re interested in a different type of annuity, 
ask your agent about that buyer’s guide. 
 
Annuities differ in several ways: 
 
• How many premiums you pay 
• When the company makes income payments to you 
• How the money in the annuity earns interest 
 
How Many Premiums You Pay: Single Premium or Flexible Premium Annuities 
 
You pay the insurance company only one payment for a single premium annuity.  You make a series of payments for a 
multiple premium annuity; for one type of multiple premium annuity, a flexible premium annuity, you pay whenever you 
want, within set limits.   
 
When the Company Makes Income Payments to You: Immediate or Deferred Annuities 
 
In an immediate annuity, income payments start no later than one year after you pay the premium.  You usually pay for 
an immediate annuity with one premium. 
 
The income payments from a deferred annuity often start many years later.  Deferred annuities have an accumulation 
period and a payment period.  During the accumulation period, the money you put into the annuity, less any charges, 
earns interest.  The earnings grow tax deferred as long as you leave them in the annuity.  After the accumulation period 
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ends, the payment period (or the annuitization period) begins; in the payment period, the company pays income to you or 
to someone you choose. 
 
How the Money in an Annuity Earns Interest: Fixed, Fixed Indexed and Variable Annuities 
 
Fixed 
 
During the accumulation period of a fixed deferred annuity, your money earns interest at rates set by the insurance 
company or in a way spelled out in the annuity contract.  The company guarantees the contract will earn no less than a 
minimum rate of interest.  During the payment period, the amount of each income payment to you is set when the 
payments start and won’t change.  If you want to consider a fixed deferred annuity, please ask for that guide. 
 
Indexed 
 
During the accumulation period of a fixed indexed deferred annuity, the return on your money depends on a market 
index. The index is a number that goes up and down as the market the index represents moves up and down. The 
company credits earnings to your annuity based on changes in the market index you select but guarantees the value of 
your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to put part of 
your premiums into a fixed account with a minimum guaranteed interest rate.  Generally, during the payment period 
of an indexed annuity, the amount of each income payment to you is fixed. This Guide describes fixed indexed deferred 
annuities. 
 
Variable 
 
During the accumulation period of a variable deferred annuity, the insurance company puts your premiums into separate 
accounts.  You choose the accounts based on how much risk you want to take. You may choose accounts with no 
guaranteed returns that are invested in bonds, money market funds or stocks or other equities. You also may have the 
option to put part of your premiums into a fixed account, with a minimum guaranteed interest rate. During the payment 
period of a variable annuity, the amount of each income payment to you may be fixed (set at the beginning) or variable 
(changing with the value of the separate accounts).  If you want to consider a variable deferred annuity, please ask for that 
guide. 
 
 
How Do I Decide Which Annuity Is Best for Me? 
 
Your agent’s recommendation of an annuity should be based on his/her knowledge of your current financial situation, tax 
status, investment objectives and needs.  It’s important that you discuss with your agent your total financial and life 
situation, so you can decide whether an annuity is a good choice for you. The agent can better assess your situation if s/he 
knows certain information about you including your age, your financial situation (your current assets, annual income, tax 
status, and how you plan to pay for the annuity), and your risk tolerance, investment experience, and intended use of the 
annuity,  
 
The agent will suggest annuities that are suitable for your situation.  If you aren’t comfortable with the agent’s 
suggestions, explain your concerns. It’s important that any annuity you choose be consistent with your financial situation, 
the long term goals you hope to achieve with the annuity, and the amount of risk that you’re willing to accept. You 
should ask your agent for a disclosure that’s specific to the product you’re considering. 
 
Add information explaining that some elements of an annuity may be guaranteed while others may not be?  Annuity 
contracts may be broadly categorized by the amount of risk involved.  The types of annuities and the level of overall risk 
for each are: 
 

• Fixed Annuity Least Risk 
 

• Fixed Indexed Annuity Moderate Risk 
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• Variable Annuity Most Risk 
 

 
As you think about the risk involved with each annuity type, ask yourself: 
 

• Am I interested in a variable annuity with the potential for higher earnings that aren’t guaranteed and willing to 
risk losing the premiums I’ve paid? 
 

• Is the guaranteed interest rate of a fixed annuity more important to me, with little or no risk of losing my 
premiums, in exchange for less potential to earn interest? 
 

• Or, am I somewhere between these two extremes and willing to take more risk in exchange for the opportunity 
to earn a higher rate with an indexed annuity? 
 

 
You may choose to add benefits known as riders to your annuity. Some riders offset some of the risks of owning certain 
annuities.  There usually is an additional cost for riders. Also, some annuities have built-in features that may offset some 
of the risks of an annuity. 
 
How Can I Access My Money? 
 
Each annuity offers more than one way to access your money:  1) by annuitizing the contract to receive income payments 
over time, 2) by taking a lump sum payment and surrendering your annuity, 3) by taking withdrawals and 4) as a death 
benefit to your beneficiaries if you die during the accumulation period.  If you take money by making a withdrawal or 
surrendering your annuity, you’ll likely pay fees and may not get back all of the premiums you’ve paid.  The contract and 
the disclosure tell you how much you can take out without paying a charge and when the charges no longer apply. 
 
One of the most important benefits of deferred annuities is your ability to use the value built up during the accumulation 
period to receive multiple income payments.  After you annuitize, you receive income payments for life. Payments are 
usually made monthly but you may choose to receive them less often.  The size of the income payments is based on the 
accumulation value of your annuity and the benefit rate when income payments begin.  The benefit rate usually depends 
on your age and sex as well as the annuity payment option you choose.  Payment options usually include payments that 
continue as long as you live, as long as you and your spouse live or for a set number of years. Once you annuitize, you 
can’t change your mind and end the contract to receive a lump sum payment. 
 
There’s a table of guaranteed benefit rates in each annuity contract.  Most companies have current benefit rates which are 
greater than the guaranteed benefit rates.  A company can change the current benefit rates at any time, but the current 
benefit rates can never be less than the guaranteed benefit rates.  When income payments start, the insurance company 
uses the benefit rate in effect at that time to figure the amount of your income payment. 
 
If you haven’t annuitized your contract, nother option may be to take a lump sum payment from your annuity and 
surrender or terminate it. If a lump sum payment is a choice, ask when it would be available and how much the payment 
would be.  If it’s an option, think about whether a lump sum payment may be a better choice than payouts over time. In 
some annuities, there’s no charge if you surrender your contract when the company’s current interest rate falls below a 
certain level. This may be called a bailout option.  
 
You can make withdrawals from your annuity before income payments to you begin, but you may pay a fee (often called 
a surrender charge).  The contract and the disclosure tell you how much you can take out without paying a charge and 
when the charges no longer apply. Most annuities let you withdraw a percentage of your annuity’s value annually 
(typically 10%) without paying a fee.  You may lose any interest on the amount withdrawn, and you may lose part of 
your principal. After you’ve owned an annuity for a certain length of time (typically 7 to 14 years), the surrender charge 
period may end and you’ll be able to take money out without paying a surrender charge. Many annuities let you withdraw 
part of the accumulation value without paying a surrender charge if certain events, such as nursing home confinement or 
terminal illness, occur. 
 

Formatted: Highlight

Deleted: A



© 2008 National Association of Insurance Commissioners 5 

Annuities have stated maturity dates. When an annuity reaches its maturity date, the contract may automatically expire or 
renew. You’re usually given a short period of time, called a window, to decide if you want to renew or surrender the 
annuity. If you surrender during the window, you won’t have to pay surrender charges. If you renew, the surrender or 
withdrawal charges may start over.  
 
Some annuity contracts have a Market Value Adjustment (MVA) feature. An MVA could increase or reduce your 
annuity’s value if you withdraw more than the penalty-free amount. In general, if interest rates are lower at the time of 
withdrawal than at the time the contract was issued, the MVA feature will increase your annuity’s value.  If interest rates 
are higher at the time of withdrawal than at the time of issue, the MVA feature will reduce your annuity’s value. Every 
MVA calculation is different, however, so check your contract and disclosure for details. 
 
In some flexible premium annuities, a new surrender charge may apply to each premium paid. This may be called a 
rolling surrender charge.  
 
Finally, if you die during the accumulation period, your beneficiaries will receive some or all of the money in your 
annuity. In some annuities, there’s a charge that reduces what your beneficiaries receive.  Check your contract and 
disclosure. Add a sentence to describe what happens if you die after the annuitization period begins. 
 
Will I Pay Income Tax on My Annuity? 
 
Below is a general discussion about taxes and annuities.  You should consult a professional tax advisor to discuss your 
individual tax situation. 
 
Under current federal law, annuities receive special tax treatment. Income tax on annuities is deferred, which means you 
aren’t taxed on the interest your money earns while it stays in the annuity. The interest isn’t tax free, however, so you pay 
taxes when you withdraw money.  You also may have to pay a 10% tax penalty if you withdraw money before age 59 
1/2.  Most states’ tax laws on annuities follow the federal law. 
 
You also can use annuities to fund traditional and Roth IRAs. If you buy an annuity to fund an IRA, you’ll receive a 
disclosure statement describing the tax treatment. You’re unlikely to gain any tax advantage by funding an IRA or a 
qualified retirement plan with an annuity, as an IRA and a qualified retirement plan are both tax deferred regardless of 
how they’re funded. 
 
What Is a “Free Look” Provision? 
 
Many states have laws which give you a set number of days to look at the annuity contract after you buy it.  If you decide 
during that time that you don’t want the annuity, you can contact the company, return the contract and get all of your 
money back.  This is often referred to as a free look or right to return period.  The free look period should be prominently 
stated in your contract and disclosure.  Be sure to read your contract carefully during the free look period. 
 
 

FIXED INDEXED DEFERRED ANNUITIES 
 
With this basic information about annuities in mind, this section describes the type of annuity you’re considering, a 
fixed indexed deferred annuity. First, here’s a reminder about what a fixed indexed annuity is. During the 
accumulation period of a fixed indexed deferred annuity, the return on your money depends on the market index you 
choose. The index is a number that goes up and down as the market the index represents moves up and down. The value 
of any index varies from day to day and isn’t predictable. One of the equity indices most commonly used in indexed 
annuities is Standard & Poor’s 500 Composite Stock Price Index (the S&P 500)1. You aren’t directly invested in the 
market or the index. The company credits earnings to your annuity based on changes in the market index but guarantees 
the value of your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to 
put part of your premiums into a fixed account, with a minimum guaranteed interest rate.  Generally, during the 

                                                           
1 S&P 500 is a registered trademark of the McGraw-Hill Companies, Inc., used with permission. 
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payment period of an indexed annuity, the amount of each income payment to you is fixed. While immediate indexed 
annuities may be available, this Guide describes fixed indexed deferred annuities. 
 
How Are Indexed Annuities Different from Other Fixed Annuities? 
 
An indexed annuity is different from other fixed annuities. Other fixed annuities credit a fixed rate of interest, which the 
insurance company guarantees. Indexed annuities credit interest using a formula based on changes in the performance of 
an equity, bond or commodity index.  This formula determines how the interest, if any, is calculated and credited to your 
annuity’s value.  How much interest you get, and when you get it, depends on the features of your particular indexed 
annuity. 
 
However, an indexed annuity does offer a guarantee. The guarantee for an indexed annuity is that a declared minimum 
interest rate will be credited on part of your initial premium if you surrender the annuity or if the index your annuity is 
linked to performs poorly.  This guarantee is not credited annually. It’s important to note that if there’s a negative change 
in the index your annuity is linked to, your indexed annuity will be credited with 0% interest (not negative interest) for 
that particular index term. 
 
For example, some indexed annuities guarantee the minimum value of your annuity will never be less than 87.5% of the 
premiums you’ve paid, plus at least 3% interest (less any partial withdrawals). Even if you surrender your annuity, 
withdraw the full amount and pay surrender charges, you won’t receive less than the guaranteed minimum value. An 
indexed annuity with a minimum guaranteed surrender value of 87.5% of premiums credited with 3% interest would 
provide a return of 101.43% at the end of a six-year term [(87.5% x 1.03%) x 5)] and more for longer term periods. 
However, if you decided to surrender such an annuity before the fifth year, you would receive less than the premiums 
paid for the contract. 
 
Floor on Index-Linked Interest  
 
The floor is the minimum interest rate you’ll earn on an annuity.  All indexed annuities have a floor of at least 0%.  A 0% 
floor assures that even if the index decreases in value, the index-linked interest that you earn will be zero and not a 
negative adjustment to your annuity’s account value. 
 
 
What Indexed Annuity Contract Features Affect Interest Credited to My Annuity?  
 
The index used for crediting, the indexing method, the index term and the participation, cap and/or spread rates have the 
greatest effect on the amount of interest credited to an indexed annuity.  It’s important to understand the features and how 
they work together in an index-linked formula. 
 
The Index 
 
Indexed annuities credit interest using a formula based on changes in the performance of an equity, bond or 
commodity index. The index is an external benchmark. The annuity isn’t invested directly in the investment that’s 
the basis for the index. For example, if the annuity is linked to a stock fund you aren't buying shares of stock and 
dividends paid on stocks don't increase your annuity earnings. The company credits earnings to your annuity based 
on the index you select, but guarantees the value of your annuity won’t decrease because the index goes down. Note 
that the past performance of an index doesn’t indicate future results.  Some annuities may be linked to more than 
one index. 
 
Indexing Method 
 
The indexing method is the way the amount of positive change, if any, in the index is measured. Some of the most 
common indexing methods, which are explained more fully later on, include annual point-to-point, term end point and 
monthly and daily averaging. 
 
Index Term 
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The index term is the period over which index-linked interest is calculated; the interest is credited to your annuity at the 
end of a term.  Terms are generally from one to ten years, with one year being the most common.  Some annuities offer a 
single term while others offer multiple, consecutive terms because of multiple crediting strategy options. For flexible 
premium annuities, the payment of each premium may begin a new term for that premium. An annuity that credits index-
linked interest less often than annually may credit none of the index-linked interest, or only part of it, if you take out 
money before the end of the term. It’s important to understand how this will affect you if you’ll be making a full or partial 
withdrawal before the term ends.  
 
Participation Rate 
 
The participation rate determines how much of the increase in the index will be used to calculate index-linked interest.  
For example, if the calculated change in the index is 9% and the participation rate is 70%, the index-linked interest rate 
for your annuity will be 6.3% (9% x 70% = 6.3%). 
 
The company usually offers a participation rate for a specific period (from one year to the entire term). When that period 
is over, the company can set a new participation rate for the next period. Some annuities guarantee that the participation 
rate will never be lower than a set minimum or higher than a set maximum. It’s common for companies to offer 
participation rates of less than 100%, particularly when there’s no cap rate. 
 
 
Cap Rate 
 
Many annuities may put an upper limit, or cap, on the index-linked interest rate.  This is the maximum rate of interest the 
annuity will earn. In the example given above, if a contract had a 6% cap rate, then 6% would be credited, not 6.3%. 
Some annuities guarantee that the cap rate will never be lower than a set minimum or higher than a set maximum. It’s 
common for companies to use a cap rate, especially if the participation rate is 100%.  
 
Spread Rate 
 
In some annuities, the index-linked interest rate is computed by subtracting a specific percentage from any calculated 
change in the index. This spread rate, sometimes referred to as the “margin” or “asset fee,” might be instead of, or in 
addition to, a cap or participation rate. In the example given above, if the calculated change in the index is 9% and the 
spread rate is 2.25%, the credited rate would be 6.75% (9% - 2.25% = 6.75%). In this example, the company subtracts the 
percentage only if the change in the index is positive. 
 
Bonuses 
 
Some indexed annuities offer a bonus. The most common type of bonus is a premium bonus. This type of bonus 
immediately increases the value of the annuity and is usually credited as a percentage of the premiums paid into the 
contract.  In some annuities, there’s a separate charge for the premium bonus. This lets the insurance company keep the 
surrender charges lower, relative to other annuities with a bonus. However, if you withdraw more than your penalty-free 
amount on such an annuity, you may lose part of your premium bonus. This type of bonus is accessible to you if you 
decide to surrender your contract. 
 
Another type of bonus is a Guaranteed Lifetime Withdrawal Benefit (GLWB) bonus. A GLWB bonus is like a premium 
bonus in that it’s usually a percentage of the premiums paid into the contract. However, a GLWB bonus is different in 
that you can’t access the bonus if you surrender your annuity for cash. A GLWB bonus is credited to the benefit base 
value, not the accumulation value. For this reason, this type of bonus is only accessible if you take lifetime income 
payments through your GLWB.  
 
The last type of bonus available on some annuities is an annuitization bonus. This type of bonus is very similar to a 
GLWB bonus but is only accessible if you take lifetime income payments through annuitization. Many two-tiered 
annuities offer this type of bonus.  
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Although bonuses can help to boost to your annuity’s value, it’s important to understand how they work. In general, 
annuities with bonuses have higher surrender charges and the surrender charges apply longer than in annuities without 
bonuses. In addition, all things being equal, an annuity with a bonus has less potential for gains than a non-bonus annuity. 
Make sure you understand the terms and conditions of any bonuses you’re considering.  
 
What Are the Features and Trade-offs of Different Indexing Methods? 
 
Generally, indexed annuities offer preset combinations of features.  It’s important to understand how each works. 
 
Features Trade-Offs 

 
Annual Point-to-Point  
 
The value of the index is reviewed on each policy anniversary. 
The change in the index is measured in this way from one year 
to the next. Interest, if any, is credited to your annuity each 
year, subject to any participation, cap or spread rates. 
 
Since the interest earned is “locked in” annually and the index 
value is “reset” at the end of each year, future decreases in the 
index won’t affect the interest you’ve already earned.  
 

 
 
Only the beginning and end points are considered.  Since 
potential interest is credited annually, your annuity’s 
participation, cap and spread rates may change each year and 
generally will be lower than that of other indexing methods. 

Term End Point (also called Multi-Year Point to Point) 
 
The index-linked interest, if any, is based on the difference 
between the index value at the end of the index term and the 
index value at the start of the term. Index terms may range from 
3 to 10 years. Potential interest is added to your annuity at the 
end of the index term as opposed to each year, subject to any 
participation, cap or spread rates.  
 
 

 
 
Only the beginning and end points are considered.  Since 
interest isn’t credited until the term ends, you may not receive 
index-linked interest until the end of the term. There may be a 
lower spread rate or higher participation or cap rate than with 
some other indexing methods. Partial or full surrenders may not 
receive any index-linked interest if taken before the term ends. 
 

Monthly or Daily Averaging 
 
Index-linked interest, if any, is determined by recording the 
index’s value on specific dates (every month for monthly 
averaging, every day the market is open for daily averaging) 
and comparing the average of these values with the index value 
at the start of the term. Potential interest is added to your 
annuity at the end of the year, subject to any participation, cap 
or spread rates. 
 
 
 

 
 
In a steady-rising market, point-to-point methods may perform 
better. Since potential interest is credited annually, your 
annuity’s participation, cap and spread rates may change each 
year. Most products that use this indexing method lock in 
interest annually and reset the index value at the end of each 
year. This protects interest earned from being affected by future 
decreases.  Participation and cap rates may be higher (and any 
spread rates may be lower) than with other indexing methods. 
 

Monthly Point-to-Point 
 
Similar to monthly averaging, index-linked interest, if any, is 
determined by comparing the change in an index’s value from 
one monthly anniversary to the next monthly anniversary. Each 
month, positive changes are subject to the cap rate but negative 
changes are not. At the end of the term, the monthly changes 
are added and any positive index-linked interest is credited. If 
the sum is negative, zero interest is credited. 
 
 

 
 
Contracts with this design have a lower cap rate than other 
designs because the cap rate is applied monthly, although 
interest is credited at the end of the term. Monthly decreases in 
the index will reduce any interest credited at the end of the 
term. Since this indexing method considers downward 
movements of the index, annuities using this indexing method 
may earn higher index-linked interest than many other indexing 
methods in a steadily-rising market, due to cumulative increases 
in the index.  
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What Charges May Be Subtracted from My Annuity?  {Note from B. Cude: The group hasn’t written this section yet but it’s 
likely to be needed to make this buyer’s guide parallel to the others.  Thus, some information here may not apply to indexed annuities.} 
 
Annuities have charges related to the cost of selling and management. These charges may be subtracted directly from the 
contract value or they may be reflected in lower interest rates. See the disclosure and ask your agent or the company to 
describe the charges that apply to your annuity.  
 
Indexed annuities do not have up-front charges. There may be a charge based on the annuity’s accumulation value to 
cover the cost of a benefit rider. A few indexed annuities charge (based on the annuity’s accumulation value) to cover the 
cost of the crediting strategy rather than using a cap, participation or spread rates. See the disclosure and ask your agent or 
the company to describe the charges that apply to your annuity.  
 
Some examples of annuity charges, fees and taxes are: 
 
• A contract fee is a flat dollar amount charged either once or annually. 
 
• A transaction fee is a charge for each premium payment or other transaction. 
 
• A percentage of premium charge is a charge deducted from each premium paid. The percentage may vary over 

time. 
 
• Some states charge a premium tax on annuities. The insurance company pays this tax to the state. The company 

may subtract the amount of the tax when you pay your premium, when you withdraw your contract value, when 
you start to receive income payments or when it pays a death benefit to your beneficiary. 

 
• Add discussion of mortality and expense, investment advisory fees. 
 
Surrender Charges 
 
A surrender charge is usually a percentage of the premiums you’ve paid or of the value of the account when you make 
the withdrawal.  You may pay this charge to take all or part of your money out at any time during your annuity’s 
accumulation period.  The contract and the disclosure tell you how much you can take out without paying a charge and if 
the charge no longer applies after you’ve had the annuity a while. 
 
Your annuity may have a limited withdrawal feature. This feature lets you make one or more withdrawals without a 
charge, up to a total percentage of your annuity’s accumulation value. If you make a larger withdrawal, you pay a 
withdrawal charge called a partial surrender charge. You may lose any interest above the minimum guaranteed rate on 
the amount withdrawn, and you may lose part of your principal.  
 
For more information about surrender charges, review the How Can I Access My Money? section of this publication. 
  
 
What Optional Benefits Can I Choose? {Note from B. Cude: The group hasn’t written this section yet but it’s likely to be needed 
to make this buyer’s guide parallel to the others.  Thus, some information here may not apply to indexed annuities.} 
 
Insurance companies offer many optional benefits that you can add to your variable annuity by buying  riders.  Some 
commonly offered riders are described below.  Each rider will increase the cost of your annuity.  Ask your agent or the 
insurance company for the information you need to decide if a rider is worth the cost. 
 
A Guaranteed Minimum Death Benefit rider guarantees the minimum amount of the death benefit the insurer will 
pay your beneficiary if you die before the insurer starts to make monthly payments to you.  The insurer will make 
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this payment regardless of the return on the investments in your subaccounts.  For example, suppose you’ve paid 
$50,000 in premiums for a variable annuity and buy a rider that guarantees a death benefit that will be at least as 
much as the premiums you’ve paid.  If the investments in your subaccounts have done so poorly that the contract is 
only worth $10,000 after five years, the rider guarantees a death benefit of at least $50,000.  Some Guaranteed 
Minimum Death Benefit riders may also “step up” this guaranteed death benefit amount or add interest to it from 
time to time. 
 
Some annuity benefits are called as living benefits.  These benefits all provide some guarantee for the annuity owner 
– a guaranteed income from the annuity, guaranteed withdrawal amounts, and/or guaranteed protection of the 
premiums you’ve paid. There’s an additional cost for each rider – and the cost can be significant.  
 
A Guaranteed Minimum Income Benefit rider guarantees a minimum return on the investments in your subaccounts. 
Based on this return, you’re guaranteed a minimum income. You usually must buy this rider when you buy your 
annuity and must annuitize to use the rider. For example, this rider might guarantee that your monthly payment will 
never be less than 75% of your first payment.  If the first payment to you was $1,200, this rider guarantees that your 
monthly payment will never be less than $900, regardless of how the investments in your subaccounts do.  You 
couldn’t use this rider if you took the money from your annuity in a lump sum payment. And there may be a waiting 
period before you can use this rider to receive payments. 
 
A Guaranteed Minimum Accumulation Benefit rider guarantees that your annuity will be worth a minimum amount 
by a set date, even if the investments in your subaccounts do poorly.  For example, this rider might guarantee that 
your annuity will earn at least 8% a year by the end of ten years.  If at the end of ten years your annuity has only 
earned 4% a year, your insurer will add the difference. 
 
A Guaranteed Minimum Withdrawal Benefit rider guarantees a return of all of the premiums you’ve paid, regardless 
of how the investments in your subaccounts do. You must make annual withdrawals, with each limited to a certain 
percentage of the premiums you’ve paid. This rider does not return the premiums you’ve paid as a lump sum 
payment. How does it work? For example, suppose you pay $100,000 in premiums for a variable annuity and buy a 
rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw $6,000 (or 6% of the $100,000 
you’ve paid in premiums) annually without penalty even if the investments in your subaccounts have done so poorly 
that your annuity is only worth $70,000. The total amount of withdrawals is limited to the premiums you’ve paid or 
$100,000 in this example. 
 
A Guaranteed Lifetime Withdrawal Benefit rider protects you against losses in the investments in your subaccounts.  
It guarantees that you can withdraw a percentage of your original principal each year without penalty for life, 
regardless of how the investments in your subaccounts do. For example, suppose you pay $100,000 in premiums for 
a variable annuity and buy a rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw 
$6,000 (or 6% of your original $100,000 investment) annually without penalty even if your annuity’s account value 
goes to zero. The percentage you can withdraw is usually based on your age and your annuity’s benefit base value.  
 
What Are Two-Tiered Annuities? 
 
Most annuities are single-tiered; the annuity’s annuitizationvalue and cash values become closer together over time.  In a 
two-tiered annuity, the annuitization value and the cash value are two separate and independent values. These values are 
calculated separately and frequently become further apart over time in a two-tiered annuity. 
 
The cash value of a two-tier annuity is the amount that you can withdraw in cash. The cash value balance usually earns a 
minimal interest rate – one set by the insurer. The annuitization value is a notional account which can only be used to buy 
an immediate annuity from the insurer at a price the company sets (there’s a stated maximum price in the contract). 
Generally, on a two-tiered annuity only the annuitization value will be credited with any bonuses and index gain that you 
receive. Since most deferred annuities are surrendered rather than annuitized, it’s very important to understand that if you 
buy a two-tiered annuity, you cannot access the annuitization value directly as cash. If you withdraw money from the 
cash value, it will affect your annuitization value and, during the surrender charge period, surrender charges will apply.  
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HOW DO I KNOW IF A FIXED INDEXED ANNUITY IS RIGHT FOR ME? 
 
The questions listed below may help you decide. You should think about what your goals are for the money you put into 
the annuity. You also need to think about how much risk you’re willing to take.  
 
These are the questions you should ask yourself. 
 
What long-term goal(s) do I hope to achieve by buying an annuity? 
 
How comfortable am I with risk? 
 
After I buy the annuity, how much money do I need to have available to cover major expenses and emergencies? How 
much will I have for these expected expenses? 
 
If I had to surrender the annuity, am I comfortable with the minimum guaranteed surrender value on the contract? 
 
Am I comfortable with the length of time that I’ll pay surrender charges if I withdraw money from the annuity? 
 
How long can I leave my money in the annuity? 
 
Does the annuity let me get money when I need it? 
 
How soon will I need income payments? How much retirement income will I need in addition to what I’ll get elsewhere? 
 
Will I need income payments only for myself or for myself and someone else? 
 
If the annuity loses money, will I still have enough income to meet my needs? 
 
These are questions you should ask the agent or the insurance company. 
 
What parts of the annuity are guaranteed?  What parts aren’t? 
 
When is the earliest I can get money out of the annuity and how much can I get? 
 
To which index is the annuity linked? Do I have a choice? Will I have the option in the future to change the index the 
annuity is linked to ? 
 
What is the minimum guaranteed surrender value?  
 
When is the indexed interest credited?  
 
Does my annuity have an interest rate cap?  What is it and how long is it guaranteed?  Is there a minimum cap?  Is the cap 
in addition to, or instead of, a spread or participation rate? 
 
Does my contract have a participation rate?  What is it and how long is it guaranteed?  Is there a minimum participation 
rate?  Is the participation rate in addition to, or instead of, a spread or cap rate? 
 
Does my contract have a spread?  What is it and how long is it guaranteed?  Is there a maximum spread?  Is the spread in 
addition to, or instead of, a participation rate or cap rate? 
 
If there is a bonus, when it is credited and on what amount? 
 
Is there a recapture provision or vesting schedule which could cause me to lose my bonus? 
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Do I lose any bonus if I take a lump sum rather than annuitize my accumulation value?  Are there other ways I could lose 
the bonus? 
 
If I take a lump sum and surrender the annuity, will the accumulated value or the way interest is credited change before I 
do this? 
 
Is this a single premium or flexible premium contract? 
 
Is there a Market Value Adjustment (MVA) feature in my annuity? 
 
How long is the free look or right to return period? 
 
How long is the contract term? 
 
How much are the withdrawal charges, surrender charges and other penalties?  How long do they apply? 
 
How much can I withdraw without paying surrender charges or losing interest? 
 
What other charges may be deducted from my premium or contract value?  
 
How much will the total charges and fees be each year? 
 
What happens to the money in my annuity if I die? 
 
 

FINAL POINTS TO CONSIDER 
 
Before you decide to buy an annuity, you should review the contract. Terms and conditions of each annuity contract will 
vary. 
 
Ask yourself if, depending on your needs or age, and annuity and this type of annuity are right for you. Taking money out 
of an annuity may mean you’ll pay income taxes and/or penalties. If you’re exchanging an annuity, the new annuity may 
have new expenses you must pay directly or indirectly. Also, you may pay surrender charges on the old annuity. If you’re 
selling another asset, are there penalties associated with that sale? Will you have to pay taxes on the sale? 
 
An annuity is intended to be a long-term product. Generally, you should keep it long enough to avoid penalties. 
 
If you’re buying an annuity to fund an IRA or other tax-deferred retirement program, ask what the advantages are of this 
approach.  
 
When you receive your annuity contract, READ IT CAREFULLY!!  Also, read the disclosure the company provides. 
Ask the agent and company for an explanation of anything you don’t understand. Do this before any free look period 
ends. 
 
If you can’t get the answers you need from the agent or company, contact your state insurance department. 

 
 

ANNUITY TERMS 
 
Accumulation Period:  The time when the money you put into the annuity, less any applicable charges, earns interest. 
 
Accumulation Value:  The sum of your premiums plus any interest credited less any charges deducted. 
 
Annuitize:  Converting the lump sum of the accumulated value of your annuity to a series of payments.   
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Annuity:  A contract with an insurance company that pays income to you, usually over time. 
 
Bailout Option:  A feature in some annuities where there’s no charge if you surrender your contract when the company’s 
current interest rate falls below a certain level. 
 
Beneficiary:  A person who receives part or all of the money in the annuity if the annuitant dies.  May also be an 
organization such as a charity. 
 
Benefit Base Value:  A value on an annuity that features a Guaranteed Lifetime Withdrawal Benefit (GLWB); only used 
to calculate your lifetime income payments. The Benefit Base Value can’t be taken if you cash surrender the annuity. 
 
Benefit Rate:  The rate used to determine the size of the income payments you’ll receive when the accumulation period 
ends. Varies by age, gender, and the payment option chosen. 
 
Bonus Interest Rate:  An interest rate that’s higher than the current interest rate and is credited to your accumulation value 
as an incentive for you to buy an annuity and to keep it. The company may only pay the bonus interest rate if you 
meet certain conditions, such as annuitizing the accumulated value or not taking money out.  
 
Cap Rate:  The maximum interest rate that will be used to calculate the interest to credit on an indexed annuity.  
 
Contract Fee:   A flat dollar amount that’s charged either once at purchase or annually during the annuity. 
 
Crediting Strategy:  The method used to calculate your return on an indexed annuity; depends on the index used, the 
indexing method, the index term and the participation, cap and/or spread rates  
 
Death Benefit:  The annuity benefits paid to the beneficiary upon the death of the contract owner or annuitant. 
 
Deferred Annuity:  An annuity where your money earns interest for a period of time before it’s converted into a series of 
payments back to you. 
 
Disclosure:  A document the insurance company is required to give you when it delivers the annuity contract; 
summarizes the annuity contract and specifies how interest is earned and how all charges are calculated and summarizes 
what happens if you take money out before it’s scheduled to be paid and how much money you will lose if you do this. 
 
Dow Jones Euro Stoxx 50:  A market capitalization-weighted index of 50 blue-chip stocks from the countries that 
participate in the European Monetary Union. 
 
Fixed Annuity:  An annuity where your money earns interest at rates set by the insurance company or in a way spelled out 
in the annuity contract. The company guarantees that it will pay no less than a minimum rate of interest. 
 
Fixed Indexed Annuity: An annuity in which the return on your money depends on the market index you choose.  The 
company guarantees the value of your annuity won’t decrease as long as you don’t withdraw the money.   
 
Flexible Premium Contract:  A type of multiple premium annuity where, within set limits, you pay as much premium as 
you want, whenever you want. 
 
Free Look or Right to Return Period:  A set number of days to look at the annuity contract after you buy it and return the 
contract to get all of your money back. The number of days is set by state law. 
 
FTSE 100:  A market-weighted index of the 100 leading companies traded in Great Britain on the London Stock 
Exchange.  The full name is Financial Times-Stock Exchange 100 Share Index. 
 
Hang-Seng:  A market-weighted index of 33 stocks making up approximately 70% of the market value of all stocks 
traded on the Stock Exchange of Hong Kong. 
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Guaranteed Lifetime Withdrawal Benefit:  A fixed annuity contract feature that guarantees, at an additional cost, that an 
annuity owner can take annual withdrawals for life at a stated percentage, based on his/her age, even if the annuity’s 
account value goes to zero.   
 
Immediate Annuity:  An annuity where income payments start no later than one year after you pay the premium. 
 
 
Lehman Brothers Aggregate Bond Index:  An index of U.S. Treasury bonds and notes and government-agency bonds 
(excluding mortgage-backed securities). 
 
Limited Withdrawal:  A feature that lets you make one or more withdrawals up to a set amount without paying a charge.  
 
Market Value Adjustment (MVA): A feature in some annuities that adjusts the market value if you withdraw more than 
the penalty-free amount; the adjustment increases your annuity’s market value if interest rates are lower at time of 
withdrawal than when the contract was issued and decreases the market value if interest rates are higher. 

 
Maturity Date:  The date at the end of your accumulation period in a deferred annuity where you must decide to reinvest, 
withdraw or annuitize the proceeds.  Many guarantees in the contract are tied to this date. If you remove your money 
before this date you may lose money or receive less money than if you had left your money in. 
 
Minimum Guaranteed Surrender Value:  The lowest value you can receive from a cash surrender if the index on which 
interest crediting is based does poorly. 
 
NASDAQ:  National Association of Securities Dealers Automated Quotation.  The automated quotation system for the 
Over-the-Counter (OTC) market, showing current bid-ask prices for thousands of stocks.  
 
Nikkei 225:  A stock market index for the Tokyo Stock Exchange. 
 
Partial Surrender Charge: A charge paid if you take out part of the annuity value. (See Withdrawal Charge) 
 
Participation Rate:  Determines how much of the increase in the index will be used to calculate index-linked interest; 
may be used with a cap or a spread rate. 
 
Payment Period:  The time when the company pays income to you or to someone you choose.  
 
Percentage Of Premium Charge:  A charge deducted from each premium you pay; may be lower after the contract has 
been in force for a certain number of years or after all total premiums paid have reached a certain amount. 
 
Premium Tax:  A tax on annuities that some states charge.   
 
Required Minimum Distribution (RMD): IRAs and qualified plans have certain “required” distributions. For IRAs, you 
must begin to withdraw funds by April 1st of the year following the calendar year you reach age 701/2. For qualified 
plans, withdrawals must begin by April 1st of the year following the later of (a) the year you reach age 70 1/2 or (b) the 
year you retire. 
 
Rider:  A benefit added to an annuity contract; changes the annuity’s terms or conditions. 
 
Rolling Surrender or Withdrawal Charge:  A charge in a multiple premium annuity that may apply to each premium paid 
rather than to the entire accumulated value. 
 
S&P 500 Composite Index (S&P 500):  Market value index of stock market activity covering 500 leading stocks in the 
Standard & Poor’s Index. 
 
Single Premium Annuity:  An annuity bought with only one payment to the insurance company. 
 

Formatted: Highlight



© 2008 National Association of Insurance Commissioners 15 

Spread Rate (a.k.a. Asset Fee, Margin):  A percentage subtracted from any calculated change in the equity index; may 
also use a cap or participation rate.  
 
Suitability Review:  A review by your agent to recommend the amount of risk you should take if you buy an annuity and 
if the product you’re buying is appropriate. 
 
Surrender: To take all of the money from an annuity and terminate the contract. 
 
Surrender Charge:  A charge paid if you take out part or all of the annuity value.  
 
Two-Tiered Annuities.  An annuity with two separate and independent values, usually called the annuitization value and 
the cash value. These values are calculated separately and frequently become further apart over time; over time account 
value and cash value of a single-tier annuity become closer together. 
 
Variable Deferred Annuity:  An annuity where the insurance company puts your money into separate accounts. You 
decide how the company will invest the money in the accounts, depending on how much risk you want to take. 
 
Window:  A short period of time to decide if you want to renew or surrender the annuity. If you surrender during the 
window, you won’t have to pay surrender charges. If you renew, the surrender or withdrawal charges may start over. 
 
Withdrawal Charge:  A charge paid if you take out some of the annuity value.   
 



This might replace the traditional table of contents for the indexed annuities Buyer’s Guide.

The Big Concepts 

An annuity is an insurance product you can use 
it to receive income payments for life. It’s not a 
savings account. You should use annuities to 
reach long-term goals. 

There are many important differences among 
annuities. One is whether you pay for an 
annuity with one payment or multiple 
payments. 

To receive income payments for life from an 
annuity, you must annuitize. Once you do that, 
you can’t change your mind and take the value 
of your annuity in a lump sum payment. 

If you haven’t annuitized, you can make take 
money from your annuity by making 
withdrawals from your annuity value, ending 
your contract and taking a lump sum payment 
and/or leaving the value of your annuity to your 
beneficiaries. 

Although all annuities offer a way to withdraw 
at least some of your money without paying 
fees, you likely will pay surrender charges to 
take money from your annuity before you 
annuitize. 

You can choose an annuity that guarantees the 
rate at which the money in your annuity will 
grow (a fixed annuity). There’s more risk with 
other annuities (fixed indexed and variable 
annuities) that have few or no guarantees. 

The return on a fixed indexed annuity is based 
on changes in a market index you choose. If the 
index goes down, the value of your annuity 
won’t decrease as long as you don’t withdraw 
the money. 

To Learn More about Them: 

What Is an Annuity? Page ___ 

 

 

What Are the Different Types of Annuities? Page 
__ 

 

How Can I Access My Money? Page ___ 

 

 

 

 

 

 

Surrender Charges Page ___ 
 

 

 

How Money in an Annuity Earns Interest: Fixed, 
Fixed Indexed and Variable Annuities Page ___ 
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If the index goes up, your annuity’s value may 
go up. The increase in your annuity’s value may 
not be as much as the increase in the index. 
How much the value of your fixed indexed 
annuity increases when the index goes up 
depends on the index, the indexing method 
(including when the change in the index is 
measured), bonuses that increase the value of 
your annuity and the use of cap, participation 
and spread rates to reduce the interest credited 
to your annuity. 

You can choose (and pay extra for) riders that 
will add guarantees to your annuity. 

Other charges and fees also decrease the value 
of your annuity. 

Returns on annuities are tax deferred. You pay 
income tax on them when you take the money 
out. 

There are many questions you should ask 
yourself and the insurance agent or company. 
You and your agent (or company) should 
consider a number of factors to decide if an 
annuity is a good choice for you. 

There are many terms that are unique to 
annuities.
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APPENDIX A—BUYER’S GUIDE TO FIXED DEFERRED ANNUITIES 
 
Drafting Note: The language of the Fixed Deferred Annuity Buyer’s Guide is limited to that contained in the following 
pages, or to language approved by the commissioner. Companies may purchase personalized brochures from the NAIC 
or may request permission to reproduce the Buyer’s Guide in their own type style and format. 
 
[The face page of the Fixed Deferred Annuity Buyer’s Guide shall read as follows:] 

 
Prepared by the National Association of Insurance Commissioners 

 
The National Association of Insurance Commissioners is an association of state insurance regulatory officials. This 
association helps the various insurance departments to coordinate insurance laws for the benefit of all consumers. 

 
This guide does not endorse any company or policy. 

 
Reprinted by. . . 

 
It’s important that you understand the differences among various annuities so you can choose the kind that best fits your 
needs. Annuities can be deferred or immediate but this Guide focuses on fixed deferred annuity contracts. There is, 
however, a brief description of two other types of deferred annuities, indexed and variable, as well as immediate 
annuities.  
 
This Guide isn’t meant to offer legal, financial or tax advice. You may want to consult independent advisors.  
 
This Guide includes questions you should ask the company or your agent (a producer, broker, advisor or any other person 
or entity selling you the annuity). Make sure you’re satisfied with the answers before you buy. If you don’t understand 
the answers, ask again, ask the company or ask your state insurance department. 
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A list of common terms used with annuities and what each means starts on page ___. You may refer to that list as you 
read this Guide, the disclosure and your contract. 
 
This Guide refers to a disclosure you’ll receive with your annuity contract. The disclosure summarizes the terms of your 
contract and defines some of the words used in the contract. It will explain how your annuity increases in value and what 
charges are taken from your contract. Your agent should go through the disclosure with you so you understand it. 
 
This Guide provides information that applies to all annuities on pages __ to ___.  Information about fixed annuities 
begins on page ___. 
 

BASIC INFORMATION ABOUT ANNUITIES 
 
What Is an Annuity? 
 
An annuity is a contract with an insurance company.  You pay for the annuity (in a single payment or multiple payments) 
and the insurer promises to pay out money from the annuity to you in a series of payments. Only an annuity can pay an 
income that can be guaranteed to last as long as you live. In some annuities, you don’t receive income payments right 
away. 
 
An annuity is not a savings account. If you buy an annuity, it should be to reach long-term financial goals. 
 
All annuities have a surrender charge (also known as a withdrawal charge) which discourages you from taking money 
from your annuity or ending (surrendering) the contract before a certain point in time.  The number of years you’ll pay a 
surrender charge when you take money from your annuity and the amount of each year’s surrender charge vary from one 
annuity to the next.  The charge is usually a percentage of the premiums you’ve paid or of the value of the account when 
you make the withdrawal.  The charge can be much more than the interest earned on the annuity in the first few years so 
it’s possible to lose not only the interest, but also some of your principal (the amount of the premiums you’ve paid) if you 
make a withdrawal or surrender the annuity. Every fixed annuity offers you a way to access some of your money each 
year without paying a surrender charge. You can find this specific information in the annuity contract and it’s 
summarized in the disclosure. 
 
What Are the Different Types of Annuities? 
 
This Guide explains major differences among annuities to help you understand how each might meet your needs.  
 
This Buyer’s Guide focuses on fixed deferred annuities. If you’re interested in a different type of annuity, ask your 
agent about that buyer’s guide. 
 
Annuities differ in several ways: 
 
• How many premiums you pay 
• When the company makes income payments to you 
• How the money in the annuity earns interest 
 
How Many Premiums You Pay: Single Premium or Multiple Premium Annuities 
 
You pay the insurance company only one payment for a single premium annuity. You make a series of payments for a 
multiple premium annuity; for one type of multiple premium annuity, a flexible premium annuity, you pay whenever you 
want, within set limits.  
 
When the Company Makes Income Payments to You: Immediate or Deferred Annuities 
 
In an immediate annuity, income payments start no later than one year after you pay the premium. You usually pay for an 
immediate annuity with one payment. 
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The income payments from a deferred annuity often start many years later. Deferred annuities have an accumulation 
period and a payment period. During the accumulation period, the money you put into the annuity, less any charges, 
earns interest. The earnings grow tax deferred as long as you leave them in the annuity. After the accumulation period 
ends, the payment period (or the annuitization period) begins; in the payment period; the company pays income to you or 
to someone you choose. 
 
How the Money in an Annuity Earns Interest: Fixed, Variable and Indexed Annuities 
 
Fixed 
 
During the accumulation period of a fixed deferred annuity, your money earns interest at rates set by the insurance 
company or in a way spelled out in the annuity contract. The company guarantees the contract will earn no less than a 
minimum rate of interest. During the payment period, the amount of each income payment to you is set when the 
payments start and won’t change. This Guide describes fixed deferred annuities. 
 
Variable 
 
During the accumulation period of a variable deferred annuity, the insurance company puts your premiums into separate 
accounts. You choose the accounts, depending on how much risk you want to take. You may choose accounts with no 
guaranteed returns that are invested in bonds, money market funds or stocks or other equities. You also may have the 
option to put part of your premiums into a fixed account, with a minimum guaranteed interest rate. During the payment 
period of a variable annuity, the amount of each income payment to you may be fixed (set at the beginning) or variable 
(changing with the value of the separate accounts). If you want to consider a variable deferred annuity, please ask for that 
guide. 
 
Indexed 
 
During the accumulation period of an indexed deferred annuity, the return on your money depends on a market index. 
The index is a number that goes up and down as the market the index represents moves up and down. The company 
credits earnings to your annuity based on changes in the market index you select but guarantees the value of your annuity 
won’t decrease as long as you don’t withdraw the money. You also may have the option to put part of your premiums 
into a fixed account with a minimum guaranteed interest rate.  Generally, during the payment period of an indexed 
annuity, the amount of each income payment to you is fixed. If you want to consider an indexed deferred annuity, please 
ask for that guide. 
 
How Do I Decide Which Annuity Is Best for Me? 
 
Your agent’s recommendation of an annuity should be based on his/her knowledge of your current financial situation, tax 
status, investment objectives and needs. It’s important that you discuss with your agent your total financial and life 
situation so you can decide whether an annuity is a good choice for you. You should ask your agent for a disclosure that’s 
specific to the product you’re considering.  
 
The agent will suggest annuities that are suitable for your situation.  If you aren’t comfortable with the agent’s 
suggestions, explain your concerns. It’s important that any annuity you choose be consistent with the amount of risk that 
you’re willing to accept.  
 
Annuity contracts may be broadly categorized by the amount of risk involved.  The types of annuities and the level of 
overall risk for each are:   
 

o Fixed Annuity   Least Risk 
o Fixed Indexed Annuity  Moderate Risk 
o Variable Annuity  Most Risk 

 
As you think about the risk involved with each annuity type, ask yourself: 
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• Am I interested in a variable annuity with the potential for higher earnings that aren’t guaranteed and 
willing to risk losing the premiums I’ve paid? 

 
• Is the guaranteed interest rate of a fixed annuity more important to me, with little or no risk of losing 

my premiums, in exchange for less potential to earn interest? 
 
• Or, am I somewhere between these two extremes and willing to take more risk in exchange for the 

opportunity to earn a higher return with an indexed annuity? 
 

You may choose to add benefits known as riders to your annuity. Some riders offset some of the risks of owning certain 
annuities. There usually is an additional cost for riders. Also, some annuities have built-in features that may offset some 
of the risks of an annuity. 
 
How Can I Access My Money? 
 
Each annuity offers more than one way to access your money: 1) by annuitizing the contract to receive income payments 
over time, 2) by taking a lump sum payment and surrendering your annuity, 3) by taking withdrawals and 4) as a death 
benefit paid to your beneficiaries if you die during the accumulation period. If you take money by making a withdrawal 
or surrendering your annuity, you’ll likely pay fees and may not get back all of the premiums you’ve paid.  The contract 
and the disclosure tell you how much you can take out without paying a charge and when the charges no longer apply. 
 
One of the most important benefits of deferred annuities is your ability to use the value built up during the accumulation 
period to receive multiple income payments.  After you annuitize, you receive income payments for life.  Payments are 
usually made monthly but you may choose to receive them less often.  The size of income payments is based on the 
accumulation value in your annuity and the benefit rate when income payments start.  The benefit rate usually depends 
on your age and sex as well as the annuity payment option you choose.  Payment options usually include payments that 
continue as long as you live, as long as you and your spouse live or for a set number of years.  
 
There’s a table of guaranteed benefit rates in each annuity contract.  Some companies have current benefit rates which are 
greater than the guaranteed benefit rates.  A company can change the current benefit rates at any time, but the current 
benefit rates can never be less than the guaranteed benefit rates.  When income payments start, the insurance company 
uses the benefit rate in effect at that time to figure the amount of your income payment. 
 
Another option may be to take a lump sum payment from your annuity and surrender or terminate it. If a lump sum 
payment is a choice, ask when it would be available and how much the payment would be.  If it’s an option, think about 
whether a lump sum payment may be a better choice for you for you than payments over time. In some annuities, there’s 
no charge if you surrender your contract when the company’s current interest rate falls below a certain level. This may be 
called a bailout option. 
 
You can make withdrawals from your annuity before income payments begin, but you may pay a fee (often a surrender 
charge).  The contract and the disclosure tell you how much you can take out without paying a charge and when the 
charges no longer apply.  Most annuities let you withdraw a percentage of your annuity’s value annually (typically 10%) 
without paying a fee. You may lose any interest on the amount withdrawn, and you may lose part of your principal. After 
you’ve owned an annuity for a certain length of time (typically 7 to 14 years), the surrender charge period may end and 
you’ll be able to take money out without paying a surrender charge. Many annuities let you withdraw part of the 
accumulation value without paying a surrender charge if certain events, such as nursing home confinement or terminal 
illness, occur. 
 
Annuities have stated maturity dates. When an annuity reaches its maturity date, the contract may automatically expire or 
renew. You’re usually given a short period of time, called a window, to decide if you want to renew or surrender the 
annuity. If you surrender during the window, you won’t have to pay surrender charges. If you renew, the surrender or 
withdrawal charges may start over. 
 
Some annuities have a Market Value Adjustment (MVA) feature. An MVA could increase or reduce your annuity’s 
value if you withdraw more than the penalty-free amount. In general, if interest rates are lower at the time of withdrawal 
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than at the time the contract was issued, your annuity’s value will be increased. If interest rates are higher at the time of 
withdrawal than at the time of issue, your annuity’s value will be reduced. Every MVA calculation is different, however, 
so check your contract and disclosure for details. 
 
In some flexible premium annuities, a new surrender charge may apply to each premium paid. This may be called a 
rolling surrender charge. 
 
Finally, if you die during the accumulation period, your beneficiaries will receive some or all of the money in your 
annuity. In some annuities, there’s a charge that reduces what your beneficiaries receive. Check your contract and 
disclosure. 
 
Will I Pay Income Tax on My Annuity? 
 
Below is a general discussion about taxes and annuities.  You should consult a professional tax advisor about your 
individual tax situation.  
 
Under current federal law, annuities receive special tax treatment. Income tax on annuities is deferred, which means you 
aren’t taxed on the interest your money earns while it stays in the annuity. The interest isn’t tax free, however; you will 
pay taxes when you withdraw money. You also may have to pay a 10% tax penalty if you withdraw money before age 59 
1/2. Most states’ tax laws on annuities follow the federal law.  
 
You also can use annuities to fund traditional and Roth IRAs. If you buy an annuity to fund an IRA, you’ll receive a 
disclosure statement describing the tax treatment. You’re unlikely to gain any additional tax advantage by funding an 
IRA or a qualified retirement plan with an annuity, as an IRA and a qualified retirement plan both are tax deferred 
regardless of how they’re funded. 
 
What Is a “Free Look” Provision? 
 
Many states have laws which give you a set number of days to look at the annuity contract after you buy it. If you decide 
during that time that you don’t want the annuity, you can contact the insurance company, return the contract and get all of 
your money back. This is often referred to as a free look or right to return period. The free look period should be 
prominently stated in your contract and disclosure. Be sure to read your contract carefully during the free look period.  
 

FIXED DEFERRED ANNUITIES 
 
With this basic information about annuities in mind, this section describes the type of annuity you’re considering, 
the fixed deferred annuity. First, here’s a reminder about what a fixed annuity is. During the accumulation period of a 
fixed deferred annuity, your money earns interest at rates set by the insurance company or in a way spelled out in the 
annuity contract. The company guarantees the contract will earn no less than a minimum rate of interest. During the 
payment period, the amount of each income payment to you is set when the payments start and won’t change. While 
fixed immediate annuities may be available, this Guide describes fixed deferred annuities. 
  
 
How Are Interest Rates Set? 
 
During the accumulation period, your money earns interest. Several different interest rates apply to most fixed 
deferred annuities. The insurance company sets the interest rates, which can change.  
 
Minimum Guaranteed Rate 
 
Look for the minimum guaranteed interest rate. This is the lowest rate your annuity can earn. This rate is stated in the 
contract.  
 
Current Interest Rate 
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Interest on your annuity is credited based on the current interest rate. If at any time the minimum guaranteed 
interest rate is higher than the current interest rate, then the company uses the guaranteed rate.   
 

• The current interest rate when you first buy your annuity is called the initial interest rate.  Ask how long 
the company promises to pay this initial interest rate; in many annuities, the initial interest rate only applies 
to the first year you own the annuity. When the rate changes, it may be lower. 

 
• Once the initial interest rate period ends, the company credits interest to your annuity based on the renewal 

interest rate. The disclosure tells how the company will set the renewal rate and how often it can change. 
The renewal interest rate may be lower than the initial interest rate.  

 
Bonus Interest Rate 
 
As an incentive to buy an annuity and to keep it, some companies promise a bonus interest rate. A bonus interest 
rate is higher than the current interest rate, but the company will only use the bonus interest rate if you meet 
certain conditions. For example, if you take a lump sum at maturity or take your money out early, you may lose the 
bonus interest rate. 
 
Multiple Interest Rates 
 
Multiple interest rates apply to flexible premium annuities. These contracts may apply different interest rates to each 
premium you pay. 
 
 
What Charges May Be Subtracted from My Annuity? 
 
Annuities have charges related to the cost of selling and management. These charges may be subtracted directly from the 
contract value or they may be reflected in lower interest rates. See the disclosure and ask your agent or the company to 
describe the charges that apply to your annuity. Some examples of charges, fees and taxes are: 
 
• A contract fee is a flat dollar amount charged either once or annually. 
 
• A transaction fee is a charge for each premium payment or other transaction. 
 
• A percentage of premium charge is a charge deducted from each premium paid. The percentage may vary over 

time. 
 
• Some states charge a premium tax on annuities. The insurance company pays this tax to the state. The company 

may subtract the amount of the tax when you pay your premium, when you withdraw your contract value, when 
you start to receive income payments or when it pays a death benefit to your beneficiary. 

 
Surrender Charges 
 
You may take out all or part of the money in your annuity at any time during the accumulation period but you’ll likely 
pay a surrender charge.  The contract and the disclosure tell you how much you can take out without paying a charge and 
if the charge no longer applies after you’ve had the annuity a while.  For more information about surrender charges, 
review the How Can I Access My Money? section of this publication. 
 

HOW DO I KNOW IF A FIXED DEFERRED ANNUITY IS RIGHT FOR ME? 
 
The questions listed below may help you decide. You should think about what your goals are for the money you put into 
the annuity. You also need to think about how much risk you’re willing to take.  
 
These are the questions you should ask yourself. 
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How comfortable am I with risk?  
 
How long can I leave my money in the annuity? 
 
Does the annuity let me get money when I need it? 

 
How much retirement income will I need in addition to what I will get elsewhere? 
 
After I buy the annuity, how much money do I need to have available to cover major expenses and emergencies? How 
much would I have for these expected expenses? 
 
Will I need income payments only for myself or for myself and someone else? 
 
How soon will I need income payments? How much retirement income will I need in addition to what I’ll get elsewhere? 
 
If the annuity only earns the minimum guaranteed interest rate, will that be enough income to meet my needs? 
 
Am I comfortable with the length of time that I’ll pay surrender charges if I withdraw money from the annuity? 
 
These are questions you should ask the agent or the insurance company. 
 
Is this a single premium or flexible premium contract? 
 
What is the guaranteed minimum interest rate? 
 
What is the initial interest rate and how long is it guaranteed? 
 
Does the initial rate include a bonus rate and how much is the bonus? 
 
If there’s a bonus, when is it credited and on what amount? 
 
Do I lose any bonus if I take a lump sum rather than annuitize my accumulation value? Are there other ways I could lose 
the bonus? 
 
What renewal rate is the company crediting on annuity contracts sold last year? 
 
How much are the withdrawal charges, surrender charges and other penalties? How long do they apply? 
 
When is the earliest I can get money out of the annuity and how much can I get? 
 
How much can I withdraw without paying surrender charges or losing interest? 
 
Is there a Market Value Adjustment (MVA) feature in my annuity? 
 
What other charges may be deducted from my premium or contract value?  
 
If I take a lump sum and surrender the annuity, will the accumulated value or the way interest is credited change before I 
do this? 
 
What happens to the money in my annuity if I die? 

 
How long is the free look or right to return period? 
 

FINAL POINTS TO CONSIDER 
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Before you decide to buy an annuity, you should review the contract. Terms and conditions of each annuity contract will 
vary. 
 
Ask yourself if, depending on your needs or age, an annuity and this type of annuity are right for you. Taking money out 
of an annuity may mean you’ll pay taxes and/or penalties. If you’re exchanging annuities, the new annuity may have new 
expenses you must pay directly or indirectly. Also, you may pay surrender charges on the old annuity. If you’re selling 
another asset, are there penalties associated with the sale? Will you have to pay taxes on the sale? 
 
Annuities are intended to be a long-term product. Generally, you should keep it long enough to avoid penalties. 
 
If you’re buying an annuity to fund an IRA or other tax-deferred retirement program, ask what the advantages are of this 
approach.  
 
When you receive your annuity contract, READ IT CAREFULLY!!  Also, read the disclosure the company provides. 
Ask the agent and company for an explanation of anything you don’t understand. Do this before any free look period 
ends. 
 
If you can’t get the answers you need from the agent or company, contact your state insurance department. 
 

ANNUITY TERMS 
 
Accumulation Period:  The time when the money you put into the annuity, less any applicable charges, earns interest. 
 
Accumulation Value:  The sum of your premiums plus any interest credited less any charges deducted. 
 
Annuitize:  Converting the lump sum of the accumulated value of your annuity to a series of payments.   
 
Annuity:  A contract with an insurance company that pays income to you, usually over time. 
 
Bailout Option:  A feature in some annuities where there’s no charge if you surrender your contract when the company’s 
current interest rate falls below a certain level. 
 
Beneficiary:  A person who receives part or all of the money in the annuity if the annuitant dies.  May also be an 
organization such as a charity. 
 
Benefit Rate:  The rate used to determine the size of the income payments you’ll receive when the accumulation period 
ends. Varies by age, gender, and the payment option chosen.  
 
Bonus Interest Rate:  An interest rate that’s higher than the current interest rate and is credited to your accumulation value 
as an incentive for you to buy an annuity and to keep it. The company may only pay the bonus interest rate if you 
meet certain conditions, such as annuitizing the accumulated value or not taking money out.  
 
Contract Fee:   A flat dollar amount that’s charged either once at purchase or annually during the annuity. 
 
Current Interest Rate:  An interest rate set by the company during the accumulation period; can never be less than the 
guaranteed interest rate. 
 
Death Benefit:  The annuity benefits paid to the beneficiary upon the death of the contract owner or annuitant. 
 
Deferred Annuity:  An annuity where your money earns interest for a period of time before it’s converted into one 
or more payments back to you. 
 
Disclosure:  A document the insurance company is required to give you when it delivers the annuity contract; 
summarizes the annuity contract, specifies how interest is earned and how all charges are calculated and summarizes 
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what happens if you take money out before it’s scheduled to be paid and how much money you’ll lose if you do 
this. 
 
Fixed Annuity:  An annuity where your money earns interest at rates set by the insurance company or in a way spelled out 
in the annuity contract.  The company guarantees that it will pay no less than a minimum rate of interest. 
 
Fixed Indexed Annuity: An annuity in which the return on your money depends on the market index you choose.  The 
company guarantees the value of your annuity won’t decrease as long as you don’t withdraw the money.   
 
Flexible Premium Contract:  A type of multiple premium annuity where, within set limits, you pay as much premium as 
you want, whenever you want. 
 
Free Look or Right to Return Period:  A set number of days to look at the annuity contract after you buy it and return the 
contract to get all of your money back. The number of days is set by state law. 
 
Immediate Annuity:  An annuity where income payments start no later than one year after you pay the premium. 
 
Initial Interest Rate:  The current interest rate when you buy your annuity.   
 
Limited Withdrawal:  A feature that lets you make one or more withdrawals up to a set amount without a charge.   
 
Market Value Adjustment (MVA):  A feature in some annuities that adjusts the market value if you withdraw more than 
the penalty-free amount; the adjustment increases your annuity’s market value if interest rates are lower at time of 
withdrawal than when the contract was issued and decreases the market value if interest rates are higher. 
 
Maturity Date:  The date at the end of your accumulation period in a deferred annuity where you must decide to reinvest, 
withdraw or annuitize the proceeds.  Many guarantees in the contract are tied to this date. If you remove your money 
before this date you may lose money or receive less money than if you had left your money in. 
 
Minimum Guaranteed Interest Rate:  The lowest interest rate your annuity will earn.  
 
Multiple Interest Rates:  Different interest rates apply to each premium you pay; applies only to a flexible premium 
annuity. 
 
Multiple Premium Annuity:  A deferred annuity where a series of premium payments are made over a period of time.  
 
Partial Surrender Charge: A charge paid if you take out part of the annuity value. (See Withdrawal Charge) 
 
Payment Period:  The time when the company pays income to you or to someone you choose.  
 
Percentage Of Premium Charge:  A charge deducted from each premium you pay; may be lower after the contract has 
been in force for a certain number of years or after all total premiums paid have reached a certain amount. 
 
Premium Tax:  A tax on annuities that some states charge.   
 
Renewal Interest Rate:  The interest rate the company uses to credit interest to your annuity after the initial interest 
rate period ends.  
 
Required Minimum Distribution (RMD): IRAs and qualified plans have certain “required” distributions. For IRAs, you 
must begin to withdraw funds by April 1st of the year following the calendar year you reach age 701/2. For qualified 
plans, withdrawals must begin by April 1st of the year following the later of (a) the year you reach age 70 1/2 or (b) the 
year you retire. 
 
Rider:  A benefit added to an annuity contract; changes the annuity’s terms or conditions. 
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Rolling Surrender or Withdrawal Charge:  A charge in a multiple premium annuity that may apply to each premium paid 
rather than to the entire accumulated value. 
 
Scheduled Premium Annuity:  A type of multiple premium annuity where the contract spells out your payments and how 
often you’ll make them. 
 
Single Premium Annuity:  An annuity bought with only one payment to the insurance company. 
 
Suitability Review:  A review by your agent to recommend the amount of risk you should take if you buy an annuity and 
if the product you’re buying is appropriate. 
 
Surrender: To take all of the money from an annuity and terminate the contract. 
 
Surrender Charge:  A charge paid if you take out part or all of the annuity value.   
 
Transaction Fee:  A charge to you for each premium payment or other transaction you make. 
 
Variable Deferred Annuity:  An annuity where the insurance company puts your money into separate accounts.  
You decide how the company will invest the money in the accounts, depending on how much risk you want to take. 
 
Window:  A short period of time to decide if you want to renew or surrender the annuity.  If you surrender during the 
window, you won’t have to pay surrender charges.  If you renew, the surrender or withdrawal charges may start over. 
 
Withdrawal Charge:  A charge paid if you take out some of the annuity value.  (See Surrender Charge). 



 
Draft: 7/15/08 
Revisions to Appendix A in Model 245 
Edits by K Kitt and B. Cude  9/16/09 
Comments should be sent by email to Jennifer Cook at jcook@naic.org by October 23, 2009.   
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APPENDIX A -- BUYER’S GUIDE TO FIXED INDEXED ANNUITIES 
 
Drafting Note:  The language of the Fixed Indexed Annuity Buyer’s Guide is limited to that contained in the following 
pages, or to language approved by the commissioner. Companies may purchase personalized brochures from the NAIC 
or may request permission to reproduce the Buyer’s Guide in their own type style and format. 
 
[The face page of the Fixed Indexed Annuity Buyer’s Guide shall read as follows:] 
 
Prepared by the National Association of Insurance Commissioners 
 
The National Association of Insurance Commissioners is an association of state insurance regulatory officials. This 
association helps the various insurance departments to coordinate insurance laws for the benefit of all consumers. 
 

This guide does not endorse any company or policy. 
 

Reprinted by. . . 
 
It’s important that you understand the differences among various annuities so you can choose the kind that best fits your 
needs.  Annuities can be deferred or immediate but this Guide focuses on fixed indexed deferred annuity contracts.  There 
is, however, a brief description of two other types of deferred annuities, fixed and variable, as well as immediate 
annuities.   
 
This Guide isn’t meant to offer legal, financial or tax advice. You may want to consult independent advisors.  
 
This Guide includes questions you should ask the company, your agent (a producer, broker, advisor or any other person 
or entity selling you the annuity).  Make sure you’re satisfied with the answers before you buy.  If you don’t understand 
the answers, ask again, ask the company or ask your state insurance department. 
 
A list of common terms used with annuities and what each means starts on page ___.  You may refer to that list as you 
read this Guide, the disclosure and your contract. 
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This Guide refers to the disclosure you’ll receive with your annuity contract.  The disclosure summarizes the terms of 
your contract and defines some of the words used in the contract.  It will explain how your annuity increases in value and 
what charges are taken from your contract.  Your agent should go through the disclosure with you so you understand it. 
 
This Guide provides information that applies to all annuities on pages ____ to ____. Information about fixed indexed 
annuities begins on page ____. 
 

BASIC INFORMATION ABOUT ANNUITIES 
 
What Is an Annuity? 
 
An annuity is a contract with an insurance company. You pay for the annuity (in a single payment or multiple payments) 
and the insurer promises to pay out money from the annuity to you in a series payments.  Only an annuity can pay an 
income that can be guaranteed to last as long as you live.  In some annuities, you don’t receive income payments right 
away. 
 
An annuity is not a savings account.  If you buy an annuity, it should be to reach long-term financial goals. 
 
All annuities have a surrender charge (also known as a withdrawal charge) which discourages you from taking money 
from your annuity or ending (surrendering) the contract before a certain point in time The number of years you’ll pay a 
surrender charge when you take money from your annuity and the amount of each year’s surrender charge vary from one 
annuity to the next. The charge is usually a percentage of the premiums you’ve paid or of the value of the account when 
you make the withdrawal. The charge can be much more than the interest earned on the annuity in the first few years so 
it’s possible to lose not only the interest, but also some of your principal (the amount of the premiums you’ve paid) if you 
make a withdrawal or surrender the annuity. Every indexed annuity offers you a way to access some of your money each 
year without paying a surrender charge. You can find this specific information in the annuity contract and it’s 
summarized in the disclosure. 
 
What Are the Different Types of Annuities? 
 
This Guide explains major differences among annuities to help you understand how each might meet your needs.  
 
This Buyer’s Guide focuses on fixed indexed deferred annuities.  If you’re interested in a different type of annuity, 
ask your agent about that buyer’s guide. 
 
Annuities differ in several ways: 
 
• How many premiums you pay 
• When the company makes income payments to you 
• How the money in the annuity earns interest 
 
How Many Premiums You Pay: Single Premium or Flexible Premium Annuities 
 
You pay the insurance company only one payment for a single premium annuity.  You make a series of payments for a 
multiple premium annuity; for one type of multiple premium annuity, a flexible premium annuity, you pay whenever you 
want, within set limits.   
 
When the Company Makes Income Payments to You: Immediate or Deferred Annuities 
 
In an immediate annuity, income payments start no later than one year after you pay the premium.  You usually pay for 
an immediate annuity with one premium. 
 
The income payments from a deferred annuity often start many years later.  Deferred annuities have an accumulation 
period and a payment period.  During the accumulation period, the money you put into the annuity, less any charges, 
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earns interest.  The earnings grow tax deferred as long as you leave them in the annuity.  After the accumulation period 
ends, the payment period (or the annuitization period) begins; in the payment period, the company pays income to you or 
to someone you choose. 
 
How the Money in an Annuity Earns Interest: Fixed, Variable, and Indexed Annuities 
 
Fixed 
 
During the accumulation period of a fixed deferred annuity, your money earns interest at rates set by the insurance 
company or in a way spelled out in the annuity contract.  The company guarantees the contract will earn no less than a 
minimum rate of interest.  During the payment period, the amount of each income payment to you is set when the 
payments start and won’t change.  If you want to consider a fixed deferred annuity, please ask for that guide. 
 
Variable 
 
During the accumulation period of a variable deferred annuity, the insurance company puts your premiums into separate 
accounts.  You choose the accounts depending on how much risk you want to take. You may choose accounts with no 
guaranteed returns that are invested in bonds, money market funds or stocks or other equities. You also may have the 
option to put part of your premiums into a fixed account, with a minimum guaranteed interest rate. During the payment 
period of a variable annuity, the amount of each income payment to you may be fixed (set at the beginning) or variable 
(changing with the value of the separate accounts).  If you want to consider a variable deferred annuity, please ask for that 
guide. 
 
Indexed 
 
During the accumulation period of a fixed indexed deferred annuity, the return on your money depends on a market 
index. The index is a number that goes up and down as the market the index represents moves up and down. The 
company credits earnings to your annuity based on changes in the market index you select but guarantees the value of 
your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to put part of 
your premiums into a fixed account with a minimum guaranteed interest rate.  Generally, during the payment period 
of an indexed annuity, the amount of each income payment to you is fixed. This Guide describes fixed indexed deferred 
annuities. 
 
How Do I Decide Which Annuity Is Best for Me? 
 
Your agent’s recommendation of an annuity should be based on his/her knowledge of your current financial situation, tax 
status, investment objectives and needs.  It’s important that you discuss with your agent your total financial and life 
situation, so you can decide whether an annuity is a good choice for you. You should ask your agent for a disclosure 
that’s specific to the product you’re considering.  
 
The agent will suggest annuities that are suitable for your situation.  If you aren’t comfortable with the agent’s 
suggestions, explain your concerns. It’s important that any annuity you choose be consistent with the amount of risk that 
you’re willing to accept.  
 
Annuity contracts may be broadly categorized by the amount of risk involved.  The types of annuities and the level of 
overall risk for each are: 
 

• Fixed Annuity Least Risk 
 

• Fixed Indexed Annuity Moderate Risk 
 

• Variable Annuity Most Risk 
 

 
As you think about the risk involved with each annuity type, ask yourself: 
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• Am I interested in a variable annuity with the potential for higher earnings that aren’t guaranteed and willing to 

risk losing the premiums I’ve paid? 
 

• Is the guaranteed interest rate of a fixed annuity more important to me, with little or no risk of losing my 
premiums, in exchange for less potential to earn interest? 
 

• Or, am I somewhere between these two extremes and willing to take more risk in exchange for the opportunity 
to earn a higher rate with an indexed annuity? 
 

 
You may choose to add benefits known as riders to your annuity. Some riders offset some of the risks of owning certain 
annuities.  There usually is an additional cost for riders. Also, some annuities have built-in features that may offset some 
of the risks of an annuity. 
 
How Can I Access My Money? 
 
Each annuity offers more than one way to access your money:  1) by annuitizing the contract to receive income payments 
over time, 2) by taking a lump sum payment and surrendering your annuity, 3) by taking withdrawals and 4) as a death 
benefit to your beneficiaries if you die during the accumulation period.  If you take money by making a withdrawal or 
surrendering your annuity, you’ll likely pay fees and may not get back all of the premiums you’ve paid.  The contract and 
the disclosure tell you how much you can take out without paying a charge and when the charges no longer apply. 
 
One of the most important benefits of deferred annuities is your ability to use the value built up during the accumulation 
period to receive multiple income payments.  After you annuitize, you receive income payments for life. Payments are 
usually made monthly but you may choose to receive them less often.  The size of the income payments is based on the 
accumulation value of your annuity and the benefit rate when income payments begin.  The benefit rate usually depends 
on your age and sex as well as the annuity payment option you choose.  Payment options usually include payments that 
continue as long as you live, as long as you and your spouse live or for a set number of years. 
 
There’s a table of guaranteed benefit rates in each annuity contract.  Most companies have current benefit rates which are 
greater than the guaranteed benefit rates.  A company can change the current benefit rates at any time, but the current 
benefit rates can never be less than the guaranteed benefit rates.  When income payments start, the insurance company 
uses the benefit rate in effect at that time to figure the amount of your income payment. 
 
Another option may be to take a lump sum payment from your annuity and surrender or terminate it. If a lump sum 
payment is a choice, ask when it would be available and how much the payment would be.  If it’s an option, think about 
whether a lump sum payment may be a better choice than payouts over time. In some annuities, there’s no charge if you 
surrender your contract when the company’s current interest rate falls below a certain level. This may be called a bailout 
option.  
 
You can make withdrawals from your annuity before income payments begin, but you may pay a fee (often a surrender 
charge).  The contract and the disclosure tell you how much you can take out without paying a charge and when the 
charges no longer apply. Most annuities let you withdraw a percentage of your annuity’s value annually (typically 10%) 
without paying a fee.  You may lose any interest on the amount withdrawn, and you may lose part of your principal. After 
you’ve owned an annuity for a certain length of time (typically 7 to 14 years), the surrender charge period may end and 
you’ll be able to take money out without paying a surrender charge. Many annuities let you withdraw part of the 
accumulation value without paying a surrender charge if certain events, such as nursing home confinement or terminal 
illness, occur. 
 
Annuities have stated maturity dates. When an annuity reaches its maturity date, the contract may automatically expire or 
renew. You’re usually given a short period of time, called a window, to decide if you want to renew or surrender the 
annuity. If you surrender during the window, you won’t have to pay surrender charges. If you renew, the surrender or 
withdrawal charges may start over.  
 

© 2008 National Association of Insurance Commissioners 4 



Some annuity contracts have a Market Value Adjustment (MVA) feature. An MVA could increase or reduce your 
annuity’s value if you withdraw more than the penalty-free amount. In general, if interest rates are lower at the time of 
withdrawal than at the time the contract was issued, your annuity’s value will be increased.  If interest rates are higher at 
the time of withdrawal than at the time of issue, your annuity’s value will be reduced. Every MVA calculation is 
different, however, so check your contract and disclosure for details. 
 
In some flexible premium annuities, a new surrender charge may apply to each premium paid. This may be called a 
rolling surrender charge.  
 
Finally, if you die during the accumulation period, your beneficiaries will receive some or all of the money in your 
annuity. In some annuities, there’s a charge that reduces what your beneficiaries receive.  Check your contract and 
disclosure. 
 
Will I Pay Income Tax on My Annuity? 
 
Below is a general discussion about taxes and annuities.  You should consult a professional tax advisor to discuss your 
individual tax situation. 
 
Under current federal law, annuities receive special tax treatment. Income tax on annuities is deferred, which means you 
aren’t taxed on the interest your money earns while it stays in the annuity. The interest isn’t tax free, however, so you pay 
taxes when you withdraw money.  You also may have to pay a 10% tax penalty if you withdraw money before age 59 
1/2.  Most states’ tax laws on annuities follow the federal law. 
 
You also can use annuities to fund traditional and Roth IRAs. If you buy an annuity to fund an IRA, you’ll receive a 
disclosure statement describing the tax treatment. You’re unlikely to gain any tax advantage by funding an IRA or a 
qualified retirement plan with an annuity, as an IRA and a qualified retirement plan are both tax deferred regardless of 
how they’re funded. 
 
What Is a “Free Look” Provision? 
 
Many states have laws which give you a set number of days to look at the annuity contract after you buy it.  If you decide 
during that time that you don’t want the annuity, you can contact the company, return the contract and get all of your 
money back.  This is often referred to as a free look or right to return period.  The free look period should be prominently 
stated in your contract and disclosure.  Be sure to read your contract carefully during the free look period. 
 
 

FIXED INDEXED DEFERRED ANNUITIES 
 
With this basic information about annuities in mind, this section describes the type of annuity you’re considering, a 
fixed indexed deferred annuity. First, here’s a reminder about what a fixed indexed annuity is. During the 
accumulation period of an indexed deferred annuity, the return on your money depends on the market index you choose. 
The index is a number that goes up and down as the market the index represents moves up and down. The value of any 
index varies from day to day and isn’t predictable. One of the equity indices most commonly used in indexed 
annuities is Standard & Poor’s 500 Composite Stock Price Index (the S&P 500)1. You aren’t directly invested in the 
market or the index. The company credits earnings to your annuity based on changes in the market index but guarantees 
the value of your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to 
put part of your premiums into a fixed account, with a minimum guaranteed interest rate.  Generally, during the 
payment period of an indexed annuity, the amount of each income payment to you is fixed. While immediate indexed 
annuities may be available, this Guide describes fixed indexed deferred annuities. 
 
How Are Indexed Annuities Different from Other Fixed Annuities? 
 

                                                           
1 S&P 500 is a registered trademark of the McGraw-Hill Companies, Inc., used with permission. 

© 2008 National Association of Insurance Commissioners 5 



An indexed annuity is different from other fixed annuities. Other fixed annuities credit a fixed rate of interest, which the 
insurance company guarantees. Indexed annuities credit interest using a formula based on changes in the performance of 
an equity, bond or commodity index.  This formula determines how the interest, if any, is calculated and credited to your 
annuity’s value.  How much interest you get, and when you get it, depends on the features of your particular indexed 
annuity. 
 
However, an indexed annuity does offer a guarantee. The guarantee for an indexed annuity is that a declared minimum 
interest rate will be credited on part of your initial premium if you surrender the annuity or if the index your annuity is 
linked to performs poorly.  This guarantee is not credited annually. It’s important to note that if there’s a negative change 
in the index your annuity is linked to, your indexed annuity will be credited with 0% interest (not negative interest) for 
that particular index term. 
 
For example, some indexed annuities guarantee the minimum value of your annuity will never be less than 87.5% of the 
premiums you’ve paid, plus at least 3% interest (less any partial withdrawals). Even if you surrender your annuity, 
withdraw the full amount and pay surrender charges, you won’t receive less than the guaranteed minimum value. An 
indexed annuity with a minimum guaranteed surrender value of 87.5% of premiums credited with 3% interest would 
provide a return of 101.43% at the end of a six-year term [(87.5% x 1.03%) x 5)] and more for longer term periods. 
However, if you decided to surrender such an annuity before the fifth year, you would receive less than the premiums 
paid for the contract. 
 
Floor on Index-Linked Interest  
 
The floor is the minimum interest rate you’ll earn on an annuity.  All indexed annuities have a floor of at least 0%.  A 0% 
floor assures that even if the index decreases in value, the index-linked interest that you earn will be zero and not a 
negative adjustment to your annuity’s account value. 
 
 
What Indexed Annuity Contract Features Affect Interest Credited to My Annuity?  
 
The index used for crediting, the indexing method, the index term and the participation, cap and/or spread rates have the 
greatest effect on the amount of interest credited to an indexed annuity.  It’s important to understand the features and how 
they work together in an index-linked formula. 
 
The Index 
 
Indexed annuities credit interest using a formula based on changes in the performance of an equity, bond or 
commodity index. The index is an external benchmark. The annuity isn’t invested directly in the investment that’s 
the basis for the index. For example, if the annuity is linked to a stock fund you aren't buying shares of stock and 
dividends paid on stocks don't increase your annuity earnings. The company credits earnings to your annuity based 
on the index you select, but guarantees the value of your annuity won’t decrease because the index goes down. Note 
that the past performance of an index doesn’t indicate future results.  Some annuities may be linked to more than 
one index. 
 
Indexing Method 
 
The indexing method is the way the amount of positive change, if any, in the index is measured. Some of the most 
common indexing methods, which are explained more fully later on, include annual point-to-point, term end point and 
monthly and daily averaging. 
 
Index Term 
 
The index term is the period over which index-linked interest is calculated; the interest is credited to your annuity at the 
end of a term.  Terms are generally from one to ten years, with one year being the most common.  Some annuities offer a 
single term while others offer multiple, consecutive terms because of multiple crediting strategy options. For flexible 
premium annuities, the payment of each premium may begin a new term for that premium. An annuity that credits index-
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linked interest less often than annually may credit none of the index-linked interest, or only part of it, if you take out 
money before the end of the term. It’s important to understand how this will affect you if you’ll be making a full or partial 
withdrawal before the term ends.  
 
Participation Rate 
 
The participation rate determines how much of the increase in the index will be used to calculate index-linked interest.  
For example, if the calculated change in the index is 9% and the participation rate is 70%, the index-linked interest rate 
for your annuity will be 6.3% (9% x 70% = 6.3%). 
 
The company usually offers a participation rate for a specific period (from one year to the entire term). When that period 
is over, the company can set a new participation rate for the next period. Some annuities guarantee that the participation 
rate will never be lower than a set minimum or higher than a set maximum. It’s common for companies to offer 
participation rates of less than 100%, particularly when there’s no cap rate. 
 
 
Cap Rate 
 
Many annuities may put an upper limit, or cap, on the index-linked interest rate.  This is the maximum rate of interest the 
annuity will earn. In the example given above, if a contract had a 6% cap rate, then 6% would be credited, not 6.3%. 
Some annuities guarantee that the cap rate will never be lower than a set minimum or higher than a set maximum. It’s 
common for companies to use a cap rate, especially if the participation rate is 100%.  
 
Spread Rate 
 
In some annuities, the index-linked interest rate is computed by subtracting a specific percentage from any calculated 
change in the index. This spread rate, sometimes referred to as the “margin” or “asset fee,” might be instead of, or in 
addition to, a cap or participation rate. In the example given above, if the calculated change in the index is 9% and the 
spread rate is 2.25%, the credited rate would be 6.75% (9% - 2.25% = 6.75%). In this example, the company subtracts the 
percentage only if the change in the index is positive. 
 
Bonuses 
 
Some indexed annuities offer a bonus. The most common type of bonus is a premium bonus. This type of bonus 
immediately increases the value of the annuity and is usually credited as a percentage of the premiums paid into the 
contract.  In some annuities, there’s a separate charge for the premium bonus. This lets the insurance company keep the 
surrender charges lower, relative to other annuities with a bonus. However, if you withdraw more than your penalty-free 
amount on such an annuity, you may lose part of your premium bonus. This type of bonus is accessible to you if you 
decide to surrender your contract. 
 
Another type of bonus is a Guaranteed Lifetime Withdrawal Benefit (GLWB) bonus. A GLWB bonus is like a premium 
bonus in that it’s usually a percentage of the premiums paid into the contract. However, a GLWB bonus is different in 
that you can’t access the bonus if you surrender your annuity for cash. A GLWB bonus is credited to the benefit base 
value, not the accumulation value. For this reason, this type of bonus is only accessible if you take lifetime income 
payments through your GLWB.  
 
The last type of bonus available on some annuities is an annuitization bonus. This type of bonus is very similar to a 
GLWB bonus but is only accessible if you take lifetime income payments through annuitization. Many two-tiered 
annuities offer this type of bonus.  
 
Although bonuses can help to boost to your annuity’s value, it’s important to understand how they work. In general, 
annuities with bonuses have higher surrender charges and the surrender charges apply longer than in annuities without 
bonuses. In addition, all things being equal, an annuity with a bonus has less potential for gains than a non-bonus annuity. 
Make sure you understand the terms and conditions of any bonuses you’re considering.  
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What Are the Features and Trade-offs of Different Indexing Methods? 
 
Generally, indexed annuities offer preset combinations of features.  It’s important to understand how each works. 
 
Features Trade-Offs 

 
Annual Point-to-Point  
 
The value of the index is reviewed on each policy anniversary. 
The change in the index is measured in this way from one year 
to the next. Interest, if any, is credited to your annuity each 
year, subject to any participation, cap or spread rates. 
 
Since the interest earned is “locked in” annually and the index 
value is “reset” at the end of each year, future decreases in the 
index won’t affect the interest you’ve already earned.  
 

 
 
Only the beginning and end points are considered.  Since 
potential interest is credited annually, your annuity’s 
participation, cap and spread rates may change each year and 
generally will be lower than that of other indexing methods. 

Term End Point (also called Multi-Year Point to Point) 
 
The index-linked interest, if any, is based on the difference 
between the index value at the end of the index term and the 
index value at the start of the term. Index terms may range from 
3 to 10 years. Potential interest is added to your annuity at the 
end of the index term as opposed to each year, subject to any 
participation, cap or spread rates.  
 
 

 
 
Only the beginning and end points are considered.  Since 
interest isn’t credited until the term ends, you may not receive 
index-linked interest until the end of the term. There may be a 
lower spread rate or higher participation or cap rate than with 
some other indexing methods. Partial or full surrenders may not 
receive any index-linked interest if taken before the term ends. 
 

Monthly or Daily Averaging 
 
Index-linked interest, if any, is determined by recording the 
index’s value on specific dates (every month for monthly 
averaging, every day the market is open for daily averaging) 
and comparing the average of these values with the index value 
at the start of the term. Potential interest is added to your 
annuity at the end of the year, subject to any participation, cap 
or spread rates. 
 
 
 

 
 
In a steady-rising market, point-to-point methods may perform 
better. Since potential interest is credited annually, your 
annuity’s participation, cap and spread rates may change each 
year. Most products that use this indexing method lock in 
interest annually and reset the index value at the end of each 
year. This protects interest earned from being affected by future 
decreases.  Participation and cap rates may be higher (and any 
spread rates may be lower) than with other indexing methods. 
 

Monthly Point-to-Point 
 
Similar to monthly averaging, index-linked interest, if any, is 
determined by comparing the change in an index’s value from 
one monthly anniversary to the next monthly anniversary. Each 
month, positive changes are subject to the cap rate but negative 
changes are not. At the end of the term, the monthly changes 
are added and any positive index-linked interest is credited. If 
the sum is negative, zero interest is credited. 
 
 

 
 
Contracts with this design have a lower cap rate than other 
designs because the cap rate is applied monthly, although 
interest is credited at the end of the term. Monthly decreases in 
the index will reduce any interest credited at the end of the 
term. Since this indexing method considers downward 
movements of the index, annuities using this indexing method 
may earn higher index-linked interest than many other indexing 
methods in a steadily-rising market, due to cumulative increases 
in the index.  
 
 

  
  

© 2008 National Association of Insurance Commissioners 8 



What Charges May Be Subtracted from My Annuity?  {Note from B. Cude: The group hasn’t written this section yet but it’s 
likely to be needed to make this buyer’s guide parallel to the others.  Thus, some information here may not apply to indexed annuities.} 
 
Annuities have charges related to the cost of selling and management. These charges may be subtracted directly from the 
contract value or they may be reflected in lower interest rates. See the disclosure and ask your agent or the company to 
describe the charges that apply to your annuity.  
 
Indexed annuities do not have up-front charges. There may be a charge based on the annuity’s accumulation value to 
cover the cost of a benefit rider. A few indexed annuities charge (based on the annuity’s accumulation value) to cover the 
cost of the crediting strategy rather than using a cap, participation or spread rates. See the disclosure and ask your agent or 
the company to describe the charges that apply to your annuity.  
 
Some examples of annuity charges, fees and taxes are: 
 
• A contract fee is a flat dollar amount charged either once or annually. 
 
• A transaction fee is a charge for each premium payment or other transaction. 
 
• A percentage of premium charge is a charge deducted from each premium paid. The percentage may vary over 

time. 
 
• Some states charge a premium tax on annuities. The insurance company pays this tax to the state. The company 

may subtract the amount of the tax when you pay your premium, when you withdraw your contract value, when 
you start to receive income payments or when it pays a death benefit to your beneficiary. 

 
Surrender Charges 
 
A surrender charge is usually a percentage of the premiums you’ve paid or of the value of the account when you make 
the withdrawal.  You may pay this charge to take all or part of your money out at any time during your annuity’s 
accumulation period.  The contract and the disclosure tell you how much you can take out without paying a charge and if 
the charge no longer applies after you’ve had the annuity a while. 
 
Your annuity may have a limited withdrawal feature. This feature lets you make one or more withdrawals without a 
charge, up to a total percentage of your annuity’s accumulation value. If you make a larger withdrawal, you pay a 
withdrawal charge called a partial surrender charge. You may lose any interest above the minimum guaranteed rate on 
the amount withdrawn, and you may lose part of your principal.  
 
For more information about surrender charges, review the How Can I Access My Money? section of this publication. 
  
 
What Optional Benefits Can I Choose? {Note from B. Cude: The group hasn’t written this section yet but it’s likely to be needed 
to make this buyer’s guide parallel to the others.  Thus, some information here may not apply to indexed annuities.} 
 
Insurance companies offer many optional benefits that you can add to your variable annuity by buying  riders.  Some 
commonly offered riders are described below.  Each rider will increase the cost of your annuity.  Ask your agent or the 
insurance company for the information you need to decide if a rider is worth the cost. 
 
A Guaranteed Minimum Death Benefit rider guarantees the minimum amount of the death benefit the insurer will 
pay your beneficiary if you die before the insurer starts to make monthly payments to you.  The insurer will make 
this payment regardless of the return on the investments in your subaccounts.  For example, suppose you’ve paid 
$50,000 in premiums for a variable annuity and buy a rider that guarantees a death benefit that will be at least as 
much as the premiums you’ve paid.  If the investments in your subaccounts have done so poorly that the contract is 
only worth $10,000 after five years, the rider guarantees a death benefit of at least $50,000.  Some Guaranteed 
Minimum Death Benefit riders may also “step up” this guaranteed death benefit amount or add interest to it from 
time to time. 
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Some annuity benefits are called as living benefits.  These benefits all provide some guarantee for the annuity owner 
– a guaranteed income from the annuity, guaranteed withdrawal amounts, and/or guaranteed protection of the 
premiums you’ve paid. There’s an additional cost for each rider – and the cost can be significant.  
 
A Guaranteed Minimum Income Benefit rider guarantees a minimum return on the investments in your subaccounts. 
Based on this return, you’re guaranteed a minimum income. You usually must buy this rider when you buy your 
annuity and must annuitize to use the rider. For example, this rider might guarantee that your monthly payment will 
never be less than 75% of your first payment.  If the first payment to you was $1,200, this rider guarantees that your 
monthly payment will never be less than $900, regardless of how the investments in your subaccounts do.  You 
couldn’t use this rider if you took the money from your annuity in a lump sum payment. And there may be a waiting 
period before you can use this rider to receive payments. 
 
A Guaranteed Minimum Accumulation Benefit rider guarantees that your annuity will be worth a minimum amount 
by a set date, even if the investments in your subaccounts do poorly.  For example, this rider might guarantee that 
your annuity will earn at least 8% a year by the end of ten years.  If at the end of ten years your annuity has only 
earned 4% a year, your insurer will add the difference. 
 
A Guaranteed Minimum Withdrawal Benefit rider guarantees a return of all of the premiums you’ve paid, regardless 
of how the investments in your subaccounts do. You must make annual withdrawals, with each limited to a certain 
percentage of the premiums you’ve paid. This rider does not return the premiums you’ve paid as a lump sum 
payment. How does it work? For example, suppose you pay $100,000 in premiums for a variable annuity and buy a 
rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw $6,000 (or 6% of the $100,000 
you’ve paid in premiums) annually without penalty even if the investments in your subaccounts have done so poorly 
that your annuity is only worth $70,000. The total amount of withdrawals is limited to the premiums you’ve paid or 
$100,000 in this example. 
 
A Guaranteed Lifetime Withdrawal Benefit rider protects you against losses in the investments in your subaccounts.  
It guarantees that you can withdraw a percentage of your original principal each year without penalty for life, 
regardless of how the investments in your subaccounts do. For example, suppose you pay $100,000 in premiums for 
a variable annuity and buy a rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw 
$6,000 (or 6% of your original $100,000 investment) annually without penalty even if your annuity’s account value 
goes to zero. The percentage you can withdraw is usually based on your age and your annuity’s benefit base value.  
 
What Are Two-Tiered Annuities? 
 
Most annuities are single-tiered; the annuity’s account value and cash values become closer together over time.  In a two-
tiered annuity, the annuitization value and the cash value are two separate and independent values. These values are 
calculated separately and frequently become further apart over time in a two-tiered annuity. 
 
The cash value of a two-tier annuity is the amount that you can withdraw in cash. The cash value balance usually earns a 
minimal interest rate – one set by the insurer. The annuitization value is a notional account which can only be used to buy 
an immediate annuity from the insurer at a price the company sets (there’s a stated maximum price in the contract). 
Generally, on a two-tiered annuity only the annuitization value will be credited with any bonuses and index gain that you 
receive. Since most deferred annuities are surrendered rather than annuitized, it’s very important to understand that if you 
buy a two-tiered annuity, you cannot access the annuitization value directly as cash. If you withdraw money from the 
cash value, it will affect your annuitization value and, during the surrender charge period, surrender charges will apply.  
  
 

HOW DO I KNOW IF A FIXED INDEXED ANNUITY IS RIGHT FOR ME? 
 
The questions listed below may help you decide. You should think about what your goals are for the money you put into 
the annuity. You also need to think about how much risk you’re willing to take.  
 
These are the questions you should ask yourself. 
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How comfortable am I with risk? 
 
After I buy the annuity, how much money do I need to have available to cover major expenses and emergencies? How 
much will I have for these expected expenses? 
 
If I had to surrender the annuity, am I comfortable with the minimum guaranteed surrender value on the contract? 
 
Am I comfortable with the length of time that I’ll pay surrender charges if I withdraw money from the annuity? 
 
How long can I leave my money in the annuity? 
 
Does the annuity let me get money when I need it? 
 
How soon will I need income payments? How much retirement income will I need in addition to what I’ll get elsewhere? 
 
Will I need income payments only for myself or for myself and someone else? 
 
If the annuity loses money, will I still have enough income to meet my needs? 
 
These are questions you should ask the agent or the insurance company. 
 
When is the earliest I can get money out of the annuity and how much can I get? 
 
To which index is the annuity linked? Do I have a choice? Will I have the option in the future to change the index the 
annuity is linked to ? 
 
What is the minimum guaranteed surrender value?  
 
When is the indexed interest credited?  
 
Does my annuity have an interest rate cap?  What is it and how long is it guaranteed?  Is there a minimum cap?  Is the cap 
in addition to, or instead of, a spread or participation rate? 
 
Does my contract have a participation rate?  What is it and how long is it guaranteed?  Is there a minimum participation 
rate?  Is the participation rate in addition to, or instead of, a spread or cap rate? 
 
Does my contract have a spread?  What is it and how long is it guaranteed?  Is there a maximum spread?  Is the spread in 
addition to, or instead of, a participation rate or cap rate? 
 
If there is a bonus, when it is credited and on what amount? 
 
Is there a recapture provision or vesting schedule which could cause me to lose my bonus? 
 
Do I lose any bonus if I take a lump sum rather than annuitize my accumulation value?  Are there other ways I could lose 
the bonus? 
 
If I take a lump sum and surrender the annuity, will the accumulated value or the way interest is credited change before I 
do this? 
 
Is this a single premium or flexible premium contract? 
 
Is there a Market Value Adjustment (MVA) feature in my annuity? 
 
How long is the free look or right to return period? 
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How long is the contract term? 
 
How much are the withdrawal charges, surrender charges and other penalties?  How long do they apply? 
 
How much can I withdraw without paying surrender charges or losing interest? 
 
What other charges may be deducted from my premium or contract value?  
 
How much will the total charges and fees be each year? 
 
What happens to the money in my annuity if I die? 
 
 

FINAL POINTS TO CONSIDER 
 
Before you decide to buy an annuity, you should review the contract. Terms and conditions of each annuity contract will 
vary. 
 
Ask yourself if, depending on your needs or age, and annuity and this type of annuity are right for you. Taking money out 
of an annuity may mean you’ll pay income taxes and/or penalties. If you’re exchanging an annuity, the new annuity may 
have new expenses you must pay directly or indirectly. Also, you may pay surrender charges on the old annuity. If you’re 
selling another asset, are there penalties associated with that sale? Will you have to pay taxes on the sale? 
 
An annuity is intended to be a long-term product. Generally, you should keep it long enough to avoid penalties. 
 
If you’re buying an annuity to fund an IRA or other tax-deferred retirement program, ask what the advantages are of this 
approach.  
 
When you receive your annuity contract, READ IT CAREFULLY!!  Also, read the disclosure the company provides. 
Ask the agent and company for an explanation of anything you don’t understand. Do this before any free look period 
ends. 
 
If you can’t get the answers you need from the agent or company, contact your state insurance department. 

 
 

ANNUITY TERMS 
 
Accumulation Period:  The time when the money you put into the annuity, less any applicable charges, earns interest. 
 
Accumulation Value:  The sum of your premiums plus any interest credited less any charges deducted. 
 
Annuitize:  Converting the lump sum of the accumulated value of your annuity to a series of payments.   
 
Annuity:  A contract with an insurance company that pays income to you, usually over time. 
 
Bailout Option:  A feature in some annuities where there’s no charge if you surrender your contract when the company’s 
current interest rate falls below a certain level. 
 
Beneficiary:  A person who receives part or all of the money in the annuity if the annuitant dies.  May also be an 
organization such as a charity. 
 
Benefit Base Value:  A value on an annuity that features a Guaranteed Lifetime Withdrawal Benefit (GLWB); only used 
to calculate your lifetime income payments. The Benefit Base Value can’t be taken if you cash surrender the annuity. 
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Benefit Rate:  The rate used to determine the size of the income payments you’ll receive when the accumulation period 
ends. Varies by age, gender, and the payment option chosen. 
 
Bonus Interest Rate:  An interest rate that’s higher than the current interest rate and is credited to your accumulation value 
as an incentive for you to buy an annuity and to keep it. The company may only pay the bonus interest rate if you 
meet certain conditions, such as annuitizing the accumulated value or not taking money out.  
 
Cap Rate:  The maximum interest rate that will be used to calculate the interest to credit on an indexed annuity.  
 
Contract Fee:   A flat dollar amount that’s charged either once at purchase or annually during the annuity. 
 
Crediting Strategy:  The method used to calculate your return on an indexed annuity; depends on the index used, the 
indexing method, the index term and the participation, cap and/or spread rates  
 
Death Benefit:  The annuity benefits paid to the beneficiary upon the death of the contract owner or annuitant. 
 
Deferred Annuity:  An annuity where your money earns interest for a period of time before it’s converted into a series of 
payments back to you. 
 
Disclosure:  A document the insurance company is required to give you when it delivers the annuity contract; 
summarizes the annuity contract and specifies how interest is earned and how all charges are calculated and summarizes 
what happens if you take money out before it’s scheduled to be paid and how much money you will lose if you do this. 
 
Dow Jones Euro Stoxx 50:  A market capitalization-weighted index of 50 blue-chip stocks from the countries that 
participate in the European Monetary Union. 
 
Fixed Annuity:  An annuity where your money earns interest at rates set by the insurance company or in a way spelled out 
in the annuity contract. The company guarantees that it will pay no less than a minimum rate of interest. 
 
Fixed Indexed Annuity: An annuity in which the return on your money depends on the market index you choose.  The 
company guarantees the value of your annuity won’t decrease as long as you don’t withdraw the money.   
 
Flexible Premium Contract:  A type of multiple premium annuity where, within set limits, you pay as much premium as 
you want, whenever you want. 
 
Free Look or Right to Return Period:  A set number of days to look at the annuity contract after you buy it and return the 
contract to get all of your money back. The number of days is set by state law. 
 
FTSE 100:  A market-weighted index of the 100 leading companies traded in Great Britain on the London Stock 
Exchange.  The full name is Financial Times-Stock Exchange 100 Share Index. 
 
Hang-Seng:  A market-weighted index of 33 stocks making up approximately 70% of the market value of all stocks 
traded on the Stock Exchange of Hong Kong. 
 
Guaranteed Lifetime Withdrawal Benefit:  A fixed annuity contract feature that guarantees, at an additional cost, that an 
annuity owner can take annual withdrawals for life at a stated percentage, based on his/her age, even if the annuity’s 
account value goes to zero.   
 
Immediate Annuity:  An annuity where income payments start no later than one year after you pay the premium. 
 
 
Lehman Brothers Aggregate Bond Index:  An index of U.S. Treasury bonds and notes and government-agency bonds 
(excluding mortgage-backed securities). 
 
Limited Withdrawal:  A feature that lets you make one or more withdrawals up to a set amount without paying a charge.  
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Market Value Adjustment (MVA): A feature in some annuities that adjusts the market value if you withdraw more than 
the penalty-free amount; the adjustment increases your annuity’s market value if interest rates are lower at time of 
withdrawal than when the contract was issued and decreases the market value if interest rates are higher. 

 
Maturity Date:  The date at the end of your accumulation period in a deferred annuity where you must decide to reinvest, 
withdraw or annuitize the proceeds.  Many guarantees in the contract are tied to this date. If you remove your money 
before this date you may lose money or receive less money than if you had left your money in. 
 
Minimum Guaranteed Surrender Value:  The lowest value you can receive from a cash surrender if the index on which 
interest crediting is based does poorly. 
 
NASDAQ:  National Association of Securities Dealers Automated Quotation.  The automated quotation system for the 
Over-the-Counter (OTC) market, showing current bid-ask prices for thousands of stocks.  
 
Nikkei 225:  A stock market index for the Tokyo Stock Exchange. 
 
Partial Surrender Charge: A charge paid if you take out part of the annuity value. (See Withdrawal Charge) 
 
Participation Rate:  Determines how much of the increase in the index will be used to calculate index-linked interest; 
may be used with a cap or a spread rate. 
 
Payment Period:  The time when the company pays income to you or to someone you choose.  
 
Percentage Of Premium Charge:  A charge deducted from each premium you pay; may be lower after the contract has 
been in force for a certain number of years or after all total premiums paid have reached a certain amount. 
 
Premium Tax:  A tax on annuities that some states charge.   
 
Required Minimum Distribution (RMD): IRAs and qualified plans have certain “required” distributions. For IRAs, you 
must begin to withdraw funds by April 1st of the year following the calendar year you reach age 701/2. For qualified 
plans, withdrawals must begin by April 1st of the year following the later of (a) the year you reach age 70 1/2 or (b) the 
year you retire. 
 
Rider:  A benefit added to an annuity contract; changes the annuity’s terms or conditions. 
 
Rolling Surrender or Withdrawal Charge:  A charge in a multiple premium annuity that may apply to each premium paid 
rather than to the entire accumulated value. 
 
S&P 500 Composite Index (S&P 500):  Market value index of stock market activity covering 500 leading stocks in the 
Standard & Poor’s Index. 
 
Single Premium Annuity:  An annuity bought with only one payment to the insurance company. 
 
Spread Rate (a.k.a. Asset Fee, Margin):  A percentage subtracted from any calculated change in the equity index; may 
also use a cap or participation rate.  
 
Suitability Review:  A review by your agent to recommend the amount of risk you should take if you buy an annuity and 
if the product you’re buying is appropriate. 
 
Surrender: To take all of the money from an annuity and terminate the contract. 
 
Surrender Charge:  A charge paid if you take out part or all of the annuity value.  
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Two-Tiered Annuities.  An annuity with two separate and independent values, usually called the annuitization value and 
the cash value. These values are calculated separately and frequently become further apart over time; over time account 
value and cash value of a single-tier annuity become closer together. 
 
Variable Deferred Annuity:  An annuity where the insurance company puts your money into separate accounts. You 
decide how the company will invest the money in the accounts, depending on how much risk you want to take. 
 
Window:  A short period of time to decide if you want to renew or surrender the annuity. If you surrender during the 
window, you won’t have to pay surrender charges. If you renew, the surrender or withdrawal charges may start over. 
 
Withdrawal Charge:  A charge paid if you take out some of the annuity value.   
 



 
Draft: 10/10/08SLO BC edits 10.19.2008; BC and KK edits 09.09.2009 
Revisions to Appendix A in Model 245 
Comments should be sent by email to Jennifer Cook at jcook@naic.org by November 23, 2009.   
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APPENDIX A—BUYER’S GUIDE TO VARIABLE DEFERRED ANNUITIES 
 
Drafting Note: The language of the Variable Deferred Annuity Buyer’s Guide is limited to that contained in the 
following pages, or to language approved by the commissioner. Companies may purchase personalized brochures from 
the NAIC or may request permission to reproduce the Buyer’s Guide in their own type style and format. 
 
[The face page of the Variable Deferred Annuity Buyer’s Guide shall read as follows:] 

 
Prepared by the National Association of Insurance Commissioners 

 
The National Association of Insurance Commissioners is an association of state insurance regulatory officials. This 
association helps the various insurance departments to coordinate insurance laws for the benefit of all consumers. 

 
This guide does not endorse any company or policy. 

 
Reprinted by. . . 

 
It’s important that you understand the differences among various annuities so you can choose the kind that best fits your 
needs. Annuities can be deferred or immediate but this Guide focuses on variable deferred annuity contracts. There is, 
however, a brief description of two other types of deferred annuities, fixed and fixed indexed, as well as immediate 
annuities.  
 
This Guide isn’t meant to offer legal, financial or tax advice. You may want to consult independent advisors.  
 
This Guide includes questions you should ask the company or your agent (a producer, broker, advisor or any other person 
or entity selling you the annuity). Make sure you’re satisfied with the answers before you buy. If you don’t understand 
the answers, ask again, ask the company or ask your state insurance department. 
 
A list of common terms used with annuities and what each means starts on page ____. You may refer to that list as you 
read this Guide, the disclosure and your contract. 
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This Guide refers to the disclosure you’ll receive with your annuity contract. The disclosure summarizes the terms of 
your contract and defines some of the words used in the contract. It will explain how your annuity increases in value and 
what charges are taken from your contract. Your agent should go through the disclosure with you so you understand it. 
 
This Guide provides information that applies to all annuities on pages ___ to ____. Information about variable annuities 
begins on page ____. 
 

INFORMATION RELEVANT TO ALL ANNUITIES 
What Is an Annuity? 
 
An annuity is a contract with an insurance company. You pay for the annuity (in a single payment or multiple payments) 
and the insurer promises to pay out money from the annuity to you in a series of payments. Only an annuity can pay an 
income that can be guaranteed to last as long as you live. In some annuities, you don’t receive income payments right 
away. 
 
An annuity is not a savings account. If you buy an annuity, it should be to reach long-term financial goals.  
 
All annuities have a surrender charge (also known as a withdrawal charge) which discourages you from taking money 
from your annuity or ending (surrendering) the contract before a certain point in time. The number of years you’ll pay a 
surrender charge when you take money from your annuity and the amount of each year’s surrender charge vary from one 
annuity to the next. The charge is usually a percentage of the premiums you’ve paid or of the value of the account when 
you make the withdrawal.  The charge can be much more than the interest earned on the annuity in the first few years so 
it’s possible to lose not only the interest, but also some of your principal (the amount of the premium you’ve paid) if you 
make a withdrawal or surrender the annuity.  You can find this specific information in the annuity contract and it’s 
summarized in the disclosure. 
 
What Are the Different Types of Annuities? 
 
This Guide explains major differences among annuities to help you understand how each might meet your needs.  
 
This Buyer’s Guide focuses on variable deferred annuities.  If you’re interested in a different type of annuity, ask your 
agent about that buyer’s guide. 
 
Annuities differ in several ways: 
 
• How many premiums you pay 
• When the company makes income payments to you 
• How the money in the annuity earns interest 
 
How Many Premiums You Pay: Single Premium or Multiple Premium Annuities 
 
You pay the insurance company only one payment for a single premium annuity. You make a series of payments for a 
multiple premium annuity; for one type of multiple premium annuity,  a flexible premium annuity, you pay whenever you 
want, within set limits. 
 
When the Company Makes Income Payments to You: Immediate or Deferred Annuities 
 
In an immediate annuity, income payments start no later than one year after you pay the premium. You usually pay for an 
immediate annuity with one payment. 
 
The income payments from a deferred annuity often start many years later. Deferred annuities have an accumulation 
period and a payment period. During the accumulation period, the money you put into the annuity, less any charges, 
earns interest. The earnings grow tax deferred as long as you leave them in the annuity. After the accumulation period 
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ends, the payment period (or the annuitization period) begins; in the payment period; the company pays income to you or 
to someone you choose. 
 
How the Money in an Annuity Earns Interest: Fixed, Variable, and Fixed Indexed Annuities 
 
Fixed 
 
During the accumulation period of a fixed deferred annuity, your money earns interest at rates set by the insurance 
company or in a way spelled out in the annuity contract. The company guarantees the contract will earn no less than a 
minimum rate of interest. During the payment period, the amount of each income payment to you is set when the 
payments start and won’t change. If you want to consider a fixed deferred annuity, please ask for that guide.  
 
Variable 
 
During the accumulation period of a variable deferred annuity, the insurance company puts your premiums into 
separate accounts.   You choose the accounts, depending on how much risk you want to take. You may choose 
accounts with no guaranteed returns that are invested in bonds, money market funds or stocks or other equities.  
You also may have the option to put part of your premiums into a fixed account, with a minimum guaranteed 
interest rate.  During the payment period of a variable annuity, the amount of each income payment to you may be 
fixed (set at the beginning) or variable (changing with the value of the separate accounts).  This Guide describes 
variable deferred annuities. 
 
Indexed 
 
During the accumulation period of a fixed indexed deferred annuity, the return on your money depends on a market 
index.  The index is a number that goes up and down as the market the index represents moves up and down. The 
company credits earnings to your annuity based on changes in the market index you select but guarantees the value of 
your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to put part of 
your premiums into a fixed account, with a minimum guaranteed interest rate.  Generally, during the payment period 
of an indexed annuity,  the amount of each income payment to you is fixed. If you want to consider a fixed indexed 
deferred annuity, please ask for that guide. 
 
How Do I Decide Which Annuity Is Best for Me? 
 
Your agent’s recommendation of an annuity should be based on his/her knowledge of your current financial situation, tax 
status, investment objectives and needs. It’s important that you discuss with your agent your total financial and life 
situation so you can decide whether an annuity is a good choice for you. You should ask the agent for a disclosure that’s 
specific to the product you’re considering. 
 
The agent will suggest annuities that are suitable for your situation.  If you aren’t comfortable with the agent’s 
suggestions, explain your concerns. It’s important that any annuity you choose be consistent with the amount of risk 
you’ll willing to accept.  
 
Annuity contracts may be broadly categorized by the amount of risk involved.  The types of annuities and the level of 
overall risk for each are:   
 

o Fixed Annuity   Least Risk 
o Fixed Indexed Annuity  Moderate Risk 
o Variable Annuity  Most Risk 

 
As you think about the risk involved with each annuity type, ask yourself: 
 

• As I interested in a variable annuity with the potential for higher earnings that aren’t guaranteed and 
willing to risk losing the premiums I’ve paid? 
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• Is the guaranteed interest rate of a fixed annuity more important to me, with little or no risk of losing 
my premiums, in exchange for less potential to earn interests? 

 
 

• Or, am I somewhere between these two extremes and willing to take more risk in exchange for the 
opportunity to earn a higher return with an indexed annuity. 

 
You may choose to add features known as riders to your annuity. Some riders offset some of the risks of owning certain 
annuities. There usually is an additional cost for riders. Also, some annuities have built-in features that offset some of the 
risks of an annuity. 
 
How Can I Access My Money? 
 
Each annuity offers more than one way to access your money: 1) by annuitizing the contract to receive income payments 
over time, 2) by taking a lump sum payment and surrendering your annuity, 3) by taking withdrawals and 4) as a death 
benefit paid to your beneficiaries if you die during the accumulation period. If you take money by making a withdrawal 
or surrendering your annuity, you’ll likely pay fees and may not get back all of the premiums you’ve paid.  The contract 
and the disclosure tell you how much you can take out without paying a charge and when the charges no longer apply. 
 
One of the most important benefits of deferred annuities is your ability to use the value built up during the accumulation 
period to receive multiple income payments. After you annuitize, you receive income payments for life. Payments are 
usually made monthly but you may choose to receive them less often.  The size of income payments is based on the 
accumulation value in your annuity and the benefit rate when income payments start.  The benefit rate usually depends 
on your age and sex as well as the annuity payment option you choose.  Payment options usually include payments that 
continue as long as you live, as long as you and your spouse live or for a set number of years.  
 
There’s a table of guaranteed benefit rates in each annuity contract.  Some companies have current benefit rates which are 
greater than the guaranteed benefit rates.  A company can change the current benefit rates at any time, but the current 
benefit rates can never be less than the guaranteed benefit rates.  When income payments start, the insurance company 
uses the benefit rate in effect at that time to figure the amount of your income payment. 
 
Another option may be to take a lump sum payment from your annuity and surrender or terminate it. If a lump sum 
payment is a choice, ask when it would be available and how much the payment would be.  If it’s an option, think about 
whether a lump sum payment may be a better choice for you than payments over time. In some annuities, there’s no 
charge if you surrender your contract when the company’s current interest rate falls below a certain level. This may be 
called a bailout option. 
 
You can make withdrawals from your annuity before income payments begin, but you may pay a fee (often a surrender 
charge).  The contract and the disclosure tell you how much you can take out without paying a charge and when the 
charges no longer apply.  Most annuities let you withdraw a percentage of your annuity’s value annually (typically 10%) 
without paying a fee. You may lose any interest on the amount withdrawn, and you may lose part of your principal. After 
you’ve owned an annuity for a certain length of time (typically 7 to 14 years), the surrender charge period may end and 
you’ll be able to take money out without paying a surrender charge. Many annuities let you withdraw part of the 
accumulation value without paying a surrender charge if certain events, such as nursing home confinement or terminal 
illness, occur. 
 
Annuities have stated maturity dates. When an annuity reaches its maturity date, the contract may automatically expire or 
renew. You’re usually given a short period of time, called a window, to decide if you want to renew or surrender the 
annuity. If you surrender during the window, you won’t have to pay surrender charges. If you renew, the surrender or 
withdrawal charges may start over. 
 
Some annuities have a Market Value Adjustment (MVA) feature. An MVA could increase or reduce your annuity’s 
value if you withdraw more than the penalty-free amount. In general, if interest rates are lower at the time of withdrawal 
than at the time the contract was issued, your annuity’s value will be increased. If interest rates are higher at the time of 
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withdrawal than at the time of issue, your annuity’s value will be reduced. Every MVA calculation is different, however, 
so check your contract and disclosure for details. 
 
In some flexible premium annuities, a new surrender charge may apply to each premium paid. This may be called a 
rolling surrender charge. 
 
Finally, if you die during the accumulation period, your beneficiaries will receive some or all of the money in your 
annuity. In some annuities, there’s a charge that reduces what your beneficiaries receive. Check your contract and 
disclosure. 
 
Will I Pay Income Tax on My Annuity? 
 
Below is a general discussion about taxes and annuities.  You should consult a professional tax advisor about your 
individual tax situation.  
 
Under current federal law, annuities receive special tax treatment. Income tax on annuities is deferred, which means you 
aren’t taxed on the interest your money earns while it stays in the annuity. The interest isn’t tax free, however; you will 
pay taxes when you withdraw money. You also may have to pay a 10% tax penalty if you withdraw money before age 59 
1/2. Most states’ tax laws on annuities follow the federal law.  
 
You also can use annuities to fund traditional and Roth IRAs. If you buy an annuity to fund an IRA, you’ll receive a 
disclosure statement describing the tax treatment. You’re unlikely to gain any additional tax advantage by funding an 
IRA or a qualified retirement plan with an annuity, as an IRA and a qualified retirement plan both are tax deferred 
regardless of how they’re funded. 
 
What Is a “Free Look” Provision? 
 
Many states have laws which give you a set number of days to look at the annuity contract after you buy it. If you decide 
during that time that you don’t want the annuity, you can contact the insurance company, return the contract and get all of 
your money back. This is often referred to as a free look or right to return period. The free look period should be 
prominently stated in your contract and disclosure. Be sure to read your contract carefully during the free look period.  
 

VARIABLE DEFERRED ANNUITIES 

 
With this basic information about annuities in mind, this section describes the type of annuity you’re considering, a 
variable deferred annuity.  First, here’s a reminder about what a variable annuity is.  During the accumulation period 
of a variable deferred annuity, the insurance company puts your premiums into separate subaccounts.  You choose 
the subaccounts, depending on how much risk you want to take.  Usually you have several options, including 
subaccounts invested in stocks, money market funds, bonds as well as a fixed interest account.  There’s no 
guarantee that you’ll earn any return on your investment and there’s a risk that you’ll lose money.  Because you’re 
taking this risk, variable annuities are securities registered with the Securities and Exchange Commission (SEC).  
The person selling a variable annuity must be a licensed life insurance agent, be registered as a broker/dealer and be 
a Financial Industry Regulatory Authority (FINRA) member.  FINRA, the SEC, State Insurance Departments and 
state securities regulators all regulate variable annuity sales. 
 
The next sections review the potential for income, the likely expenses and some features of variable deferred 
annuities. 
 
How Does a Variable Annuity Earn a Return? 
 
When you buy a variable annuity, you’ll be asked to choose where your premiums will be invested.  Your choices 
will include subaccounts invested in stocks, bonds, mutual funds, and money market funds.  The return on your 
annuity will depend on the performance of the investments in your subaccounts.  There’s no guarantee that you’ll 
earn any return on the investments in your subaccounts, and you could lose your money.  Caps or spreads also may 
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limit the amount of interest you earn from the investments in your subaccounts.  For example, a cap or spread could 
mean that if an investment in your subaccount earns 10%, your subaccount value will grow by less than 10%.  You 
usually can choose to put some of your premiums into a fixed account that pays a guaranteed minimum amount or 
rate of interest.  If you’d be more comfortable with an annuity that guarantees a minimum return on all of the funds 
in your annuity, ask about a fixed deferred annuity. Fixed and indexed deferred annuities have less risk than 
variable annuities and protect your principal. 
 
Bonuses  
 
Some variable annuities pay bonuses.  The most common type of bonus is a premium bonus.  This type of bonus 
immediately increases the value of the annuity and usually is credited as a percentage of the premiums paid into the 
contract. In some annuities, there’s a separate charge for a premium bonus. In other annuities, the Mortality and 
Expense charge is higher to cover the cost of the bonus. 
 
Although bonuses can help to boost your annuity’s value, it’s important to understand how they work. In general, 
annuities with bonuses have higher and longer surrender charges or a higher Mortality and Expense charge.  
 
What Charges May Be Subtracted From My Annuity? 
 
Insurers charge for the cost of selling and managing annuities. They may subtract these charges directly from your 
annuity’s value or they may reduce the return on the money in your annuity. These charges can vary greatly among 
insurance companies. The prospectus describes the charges.  Your agent or the insurance company may give you other 
disclosures that also should explain these charges.  Ask your agent or the company to tell you which charges apply to 
your annuity and how much they’ll be.  
 
Some variable annuities are "front loaded" -- you’re charged most of the costs in the beginning. Other variable annuities 
are "back loaded" -- you’re charged most of the costs sometime later.  Other insurers spread the charges out over the life 
of the annuity.  
 
There are several types of annuity charges, fees and taxes. Each reduces the value of your annuity. See the disclosure and 
ask your agent or the company to describe the charges that apply to your annuity. Some examples of charges, fees and 
taxes are: 
 
• A contract fee is a flat dollar amount charged either once or annually. 
 
• A transaction fee is a charge for each premium payment or other transaction. 
 
• A percentage of premium charge is a charge deducted from your annuity’s value for each premium paid. The 

percentage may vary over time. 
 
• Some states charge a premium tax on annuities. The insurance company pays this tax to the state. The company 

may subtract the amount of the tax when you pay your premium, when you withdraw your contract value, when 
you start to receive income payments or when it pays a death benefit to your beneficiary. 

 
• Some insurers may charge administrative fees to cover record keeping and other administrative expenses.  This 

fee may be a flat account maintenance fee (for example, $30 a year) or a percent of your account value (for 
example, 0.15% a year). 

 
• A Mortality and Risk Charge is a certain percent of your account value, typically between 1.0% and 2.5% a 

year.  This charge pays the insurance company for the insurance risks it takes under the annuity contract.  Profit 
from the mortality and expense risk charge is sometimes used to pay the insurer's costs to sell the variable 
annuity. 

 
Surrender Charges 
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A surrender charge is usually a percentage of the premiums you’ve paid or of the value of the account when you make 
the withdrawal.  You may pay this charge to take all or part of your money out at any time during your annuity’s 
accumulation period.  The contract and the disclosure tell you how much you can take out without paying a charge and if 
the charge no longer applies after you’ve had the annuity a while. 
 
Your annuity may have a limited withdrawal feature. This feature lets you make one or more withdrawals without a 
charge, up to a total percentage of your annuity’s accumulation value. If you make a larger withdrawal, you pay a 
withdrawal charge called a partial surrender charge. You may lose any interest above the minimum guaranteed rate on 
the amount withdrawn, and you may lose part of your principal.  
 
For more information about surrender charges, review the How Can I Access My Money? section of this publication. 
 
Underlying Fund Expenses 
 
All mutual funds charge a management fee; some charge other fees. If you subaccounts are invested in mutual funds, 
these fees will reduce your annuity’s value.  
 
Fees and Charges for Other Features 
 
Some variable annuities offer special features, such as an increased death benefit, and charge you more if you choose 
them.  There may be other charges -- for example, to transfer part of your account from one investment option to another. 
Ask the agent or insurance company to tell you about all of the annuity’s charges and fees. . 
 
Is a Variable Annuity a Mutual Fund? 
 
A variable annuity is not a mutual fund.  Both are types of investments but there are important differences. 
 

• An annuity guarantees income payments for life.  While you or an advisor may be able to set up sales of 
your mutual fund shares over time to provide a steady income, a mutual fund can’t guarantee that payments 
will last as long as you live.  Only an annuity can do that. 

 
• Annuities are designed to prepare for retirement.   It can be expensive to take money from your annuity.  If 

you need money from your annuity before age 59 ½, you’ll likely pay a tax penalty.  Most variable 
annuities also charge a fee to take money from the annuity in the early years.  This fee (often called a 
surrender charge) may go down over time and may not apply at all after you’ve owned the annuity for a 
while.  You may or may not pay a fee when you sell shares in a mutual fund.  You can get money from 
your mutual funds at any age without a tax penalty, unless the mutual fund is in another type of retirement 
plan such as an IRA or a 401(k).   

 
• A variable annuity may have a death benefit that guarantees that your beneficiary will get at least a certain 

amount if you die before the insurer begins to make payouts to you.  This guarantee would protect your 
beneficiaries if the investments in your subaccounts haven’t done well.  There’s no such guarantee in 
mutual fund. 

 
• Variable annuities are tax deferred.  You don’t pay income taxes on earnings until you receive money from 

the annuity.  You pay income taxes on the earnings from mutual funds every year, unless the mutual fund 
is in a tax-advantaged plan such as an IRA or a 401(k) plan. 

 
• When you take money from a variable annuity, you pay tax on the part that’s considered an investment 

gain.  You pay at your ordinary income tax rate, which may be much higher than the long-term capital 
gains tax rate.  Earnings on mutual funds are taxed at the lower capital gains tax rate.    
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• If there’s still money in your variable annuity when you die, your beneficiaries will owe all of the income 
taxes that you’ve deferred.  However, if you have money in mutual funds when you die, your beneficiaries 
won’t owe income taxes on the gains from your mutual funds. 

 
• Variable annuity fees usually are higher than mutual fund fees.  
 
• Variable annuities can provide optional benefits through riders that a mutual fund can’t offer. 
 
 

What Optional Benefits Can I Choose? 
 
Insurance companies offer many optional benefits that you can add to your variable annuity by buying  riders.  Some 
commonly offered riders are described below.  Each rider will increase the cost of your annuity.  Ask your agent or the 
insurance company for the information you need to decide if a rider is worth the cost. 
 
A Guaranteed Minimum Death Benefit rider guarantees the minimum amount of the death benefit the insurer will 
pay your beneficiary if you die before the insurer starts to make monthly payments to you.  The insurer will make 
this payment regardless of the return on the investments in your subaccounts.  For example, suppose you’ve paid 
$50,000 in premiums for a variable annuity and buy a rider that guarantees a death benefit that will be at least as 
much as the premiums you’ve paid.  If the investments in your subaccounts have done so poorly that the contract is 
only worth $10,000 after five years, the rider guarantees a death benefit of at least $50,000.  Some Guaranteed 
Minimum Death Benefit riders may also “step up” this guaranteed death benefit amount or add interest to it from 
time to time. 
 
Some annuity benefits are called as living benefits.  These benefits all provide some guarantee for the annuity owner 
– a guaranteed income from the annuity, guaranteed withdrawal amounts, and/or guaranteed protection of the 
premiums you’ve paid. There’s an additional cost for each rider – and the cost can be significant.  
 
A Guaranteed Minimum Income Benefit rider guarantees a minimum return on the investments in your subaccounts. 
Based on this return, you’re guaranteed a minimum income. You usually must buy this rider when you buy your 
annuity and must annuitize to use the rider. For example, this rider might guarantee that your monthly payment will 
never be less than 75% of your first payment.  If the first payment to you was $1,200, this rider guarantees that your 
monthly payment will never be less than $900, regardless of how the investments in your subaccounts do.  You 
couldn’t use this rider if you took the money from your annuity in a lump sum payment. And there may be a waiting 
period before you can use this rider to receive payments. 
 
A Guaranteed Minimum Accumulation Benefit rider guarantees that your annuity will be worth a minimum amount 
by a set date, even if the investments in your subaccounts do poorly.  For example, this rider might guarantee that 
your annuity will earn at least 8% a year by the end of ten years.  If at the end of ten years your annuity has only 
earned 4% a year, your insurer will add the difference. 
 
A Guaranteed Minimum Withdrawal Benefit rider guarantees a return of all of the premiums you’ve paid, regardless 
of how the investments in your subaccounts do. You must make annual withdrawals, with each limited to a certain 
percentage of the premiums you’ve paid. This rider does not return the premiums you’ve paid as a lump sum 
payment. How does it work? For example, suppose you pay $100,000 in premiums for a variable annuity and buy a 
rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw $6,000 (or 6% of the $100,000 
you’ve paid in premiums) annually without penalty even if the investments in your subaccounts have done so poorly 
that your annuity is only worth $70,000. The total amount of withdrawals is limited to the premiums you’ve paid or 
$100,000 in this example. 
 
A Guaranteed Lifetime Withdrawal Benefit rider protects you against losses in the investments in your subaccounts.  
It guarantees that you can withdraw a percentage of your original principal each year without penalty for life, 
regardless of how the investments in your subaccounts do. For example, suppose you pay $100,000 in premiums for 
a variable annuity and buy a rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw 
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$6,000 (or 6% of your original $100,000 investment) annually without penalty even if your annuity’s account value 
goes to zero. The percentage you can withdraw is usually based on your age and your annuity’s benefit base value.   
 

HOW DO I KNOW IF A VARIABLE ANNUITY IS RIGHT FOR ME? 
 
The questions listed below may help you decide. You should think about what your goals are for the money you put into 
the annuity. You also need to think about how much risk you’re willing to take.  
 
These are the questions you should ask yourself. 
 
How comfortable am I with risk? 
 
How long can I leave my money in the annuity? 
 
Does the annuity let me get money when I need it? 

 
How much retirement income will I need in addition to what I will get elsewhere? How soon will I need income 
payments? 
 
After I buy the annuity, how much money do I need to have available to cover major expenses and emergencies? How 
much will I have for these expected expenses? 
 
Will I need income payments only for myself or for myself and someone else? 
 
If the annuity loses money, will I still have enough income to meet my needs? 
 
Am I comfortable with the length of time that I’ll pay surrender charges if I withdraw money from the annuity? 
 
These are questions you should ask the agent or the insurance company. 
 
Is this a single premium or multiple premium contract? 

 
What are my investment options in the variable annuity? 

 
Am I restricted in my option choices? 
 
How much are the withdrawal charges, surrender charges and other penalties? How long do they apply? 
 
When is the earliest I can get money out of the annuity and how much can I get? 
 
How much can I withdraw without paying surrender charges or losing interest? 
 
Do I lose any bonus if I take a lump sum rather than annuitize my account value? Are there other ways I could lose the 
bonus? 
 
Is there a Market Value Adjustment (MVA) feature in my annuity? 
 
What other charges may be deducted from my premium or contract value?  
 
How much will the total charges and fees be each year? 
 
If I take a lump sum or surrender the annuity, will the accumulated value or the way interest is credited change before I 
do this? 
 
What happens to the money in my annuity if I die? 
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How long is the free look or right to return period? 
 

FINAL POINTS TO CONSIDER 
 
Before you decide to buy an annuity, you should review the contract. Terms and conditions of each annuity contract will 
vary. 
 
Ask yourself if, depending on your needs or age, an annuity and this type of annuity are right for you. Taking money out 
of an annuity may mean you’ll pay taxes and/or penalties. If you’re exchanging annuities, the new annuity may have new 
expenses you must pay directly or indirectly. Also, you may pay surrender charges on the old annuity. If you’re selling 
another asset, are there penalties associated with the sale? Will you have to pay taxes on the sale? 
 
An annuity is intended to be a long-term product. Generally, you should keep it long enough to avoid penalties. 
 
If you’re buying an annuity to fund an IRA or other tax-deferred retirement program, ask what the advantages are to this 
approach. 
 
When you receive your annuity contract, READ IT CAREFULLY!!  Also, read the disclosure the company provides. 
Ask the agent and company for an explanation of anything you don’t understand. Do this before any free look period 
ends. 
 
If you can’t get the answers you need from the agent or company, contact your state insurance department. 

 
ANNUITY TERMS 

 
Accumulation Period:  The time when the money you put into the annuity, less any applicable charges, earns interest. 
 
Accumulation Value:  The sum of your premiums plus any interest credited less any charges deducted. 
 
Annuitize:  Converting from the lump sum of the accumulated value of your annuity to a series of payments.   
 
Annuity:  A contract with an insurance company that pays income to you, usually over time. 
 
Bailout Option:  A feature in some annuities where there’s no charge if you surrender your contract when the company’s 
current interest rate falls below a certain level. 
 
Beneficiary:  A person who receives part or all of the money in the annuity if the annuitant dies.  May also be an 
organization such as a charity. 
 
Benefit Base Value:  A value on an annuity that features a Guaranteed Lifetime Withdrawal Benefit (GLWB); only used 
to calculate your lifetime income payments. The Benefit Base Value can’t be taken if you cash surrender the annuity. 
 
Benefit Rate:  The rate used to determine the size of the income payments you’ll receive when the accumulation period 
ends. Varies by age, gender, and the payment option chosen.  
 
Bonus Interest Rate:  An interest rate that’s higher than the current interest rate and is credited to your accumulation value 
as an incentive for you to buy an annuity and to keep it. The company may only pay the bonus interest rate if you 
meet certain conditions, such as annuitizing the accumulated value or not taking money out.  
 
Contract Fee:   A flat dollar amount that’s charged either once at purchase or annually during the annuity. 
 
Current Interest Rate:  An interest rate set by the company during the accumulation period; can never be less than the 
guaranteed interest rate. 
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Death Benefit:  The annuity benefits paid to the beneficiary upon the death of the contract owner or annuitant. 
 
Deferred Annuity:  An annuity where your money earns interest for a period of time before it’s converted into one 
or more payments back to you. 
 
Disclosure:  A document the insurance company is required to give you when it delivers the annuity contract; 
summarizes the annuity contract, specifies how interest is earned and how all charges are calculated and summarizes 
what happens if you take money out before it’s scheduled to be paid and how much money you’ll lose if you do 
this. 
 
Fixed Annuity:  An annuity where your money earns interest at rates set by the insurance company or in a way spelled out 
in the annuity contract.  The company guarantees that it will pay no less than a minimum rate of interest. 
 
Fixed Indexed Annuity: An annuity in which the return on your money depends on the market index you choose.  The 
company guarantees the value of your annuity won’t decrease as long as you don’t withdraw the money.   
 
Flexible Premium Contract:  A type of multiple premium annuity where, within set limits, you pay as much premium as 
you want, whenever you want. 
 
Free Look or Right to Return Period:  A set number of days to look at the annuity contract after you buy it and return the 
contract to get all of your money back. The number of days is set by state law. 
 
Guaranteed Lifetime Withdrawal Benefit:  A fixed annuity contract feature that guarantees, at an additional cost, that an 
annuity owner can take annual withdrawals for life at a stated percentage, based on his/her age, even if the annuity’s 
account value goes to zero.   
 
Immediate Annuity:  An annuity where income payments start no later than one year after you pay the premium. 
 
Limited Withdrawal:  A feature that lets you make one or more withdrawals up to a set amount without a charge. 
 
Market Value Adjustment (MVA): A feature in some annuities that adjusts the market value if you withdraw more than 
the penalty-free amount; the adjustment increases your annuity’s market value if interest rates are lower at time of 
withdrawal than when the contract was issued and decreases the market value if interest rates are higher. 
 
Maturity Date:  The date at the end of your accumulation period in a deferred annuity where you must decide to reinvest, 
withdraw or annuitize the proceeds.  Many guarantees in the contract are tied to this date. If you remove your money 
before this date you may lose money or receive less money than if you had left your money in. 
 
Multiple Premium Annuity:  A deferred annuity where a series of premium payments are made over a period of time.  
 
Partial Surrender Charge: A charge paid if you take out part of the annuity value. (See Withdrawal Charge) 
 
Payment Period:  The time when the company pays income to you or to someone you choose.  
 
Percentage Of Premium Charge:  A charge deducted from each premium you pay; may be lower after the contract has 
been in force for a certain number of years or after all total premiums paid have reached a certain amount. 
 
Premium Tax:  A tax on annuities that some states charge.   
 
Required Minimum Distribution (RMD): IRAs and qualified plans have certain “required” distributions. For IRAs, you 
must begin to withdraw funds by April 1st of the year following the calendar year you reach age 701/2. For qualified 
plans, withdrawals must begin by April 1st of the year following the later of (a) the year you reach age 70 1/2 or (b) the 
year you retire. 
 
Rider:  A benefit added to an annuity contract; changes the annuity’s terms or conditions. 
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Rolling Surrender or Withdrawal Charge:  A charge in a multiple premium annuity that may apply to each premium paid 
rather than to the entire accumulated value. 
 
Scheduled Premium Annuity:  A type of multiple premium annuity where the contract spells out your payments and how 
often you’ll make them. 
 
Single Premium Annuity:  An annuity bought with only one payment to the insurance company. 
 
Suitability Review:  A review by your agent to recommend the amount of risk you should take if you buy an annuity and 
if the product you’re buying is appropriate. 
 
Surrender: To take all of the money from an annuity and terminate the contract. 
 
Surrender Charge:  A charge paid if you take out part or all of the annuity value.   
 
Transaction Fee:  A charge to you for each premium payment or other transaction you make. 
 
Variable Deferred Annuity:  An annuity where the insurance company puts your money into separate accounts.  
You decide how the company will invest the money in the accounts, depending on how much risk you want to take. 
 
Window:  A short period of time to decide if you want to renew or surrender the annuity.  If you surrender during the 
window, you won’t have to pay surrender charges.  If you renew, the surrender or withdrawal charges may start over. 
 
Withdrawal Charge:  A charge paid if you take out some of the annuity value.   
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APPENDIX A—BUYER’S GUIDE TO VARIABLE DEFERRED ANNUITIES 
 
Drafting Note: The language of the Variable Deferred Annuity Buyer’s Guide is limited to that contained in the 
following pages, or to language approved by the commissioner. Companies may purchase personalized brochures from 
the NAIC or may request permission to reproduce the Buyer’s Guide in their own type style and format. 
 
[The face page of the Variable Deferred Annuity Buyer’s Guide shall read as follows:] 

 
Prepared by the National Association of Insurance Commissioners 

 
The National Association of Insurance Commissioners is an association of state insurance regulatory officials. This 
association helps the various insurance departments to coordinate insurance laws for the benefit of all consumers. 

 
This guide does not endorse any company or policy. 

 
Reprinted by. . . 

 
It’s important that you understand the differences among various annuities so you can choose the kind that best fits your 
needs. Annuities can be deferred or immediate but this Guide focuses on variable deferred annuity contracts. There is, 
however, aIt also  briefly describesption of two othera specific types of fixeddeferred annuity called an ies, fixed and 
fixed indexed annuity and, as well as  immediate annuities.  
 
This Guide isn’t meant to offer legal, financial or tax advice. You may want to consult independent advisors.  
 
This Guide includes questions you should ask the company or your agent (a producer, broker, advisor or any other person 
or entity selling you the annuity). Make sure you’re satisfied with the answers before you buy. If you don’t understand 
the answers, ask again, ask the company or ask your state insurance department. 
 
A list of common terms used with annuities and what each means starts on page ____. You may refer to that list as you 
read this Guide, the disclosure and your contract. 
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This Guide refers to the disclosure that you’ll receive with your annuity contract. The disclosure summarizes the terms of 
your contract and defines some of the words used in the contract. It will explains how your annuity increases in value and 
what charges are taken from your contract. Your agent should go through the disclosure with you so you understand it. 
You also may receive an illustration that shows what the future value of an annuity might be for you. An annuity 
illistruation is not a guarantee or even an estimate of future amounts the annuity will pay. 
 
This Guide provides information that applies to all annuities on pages ___ to ____. Information about variable annuities 
begins on page ____. 
 

INFORMATION RELEVANT TO ALL ANNUITIES 
What Is an Annuity? 
 
An annuity is a contract with an insurance company. You pay for the annuity (in a single payment or multiple payments) 
and the insurer promises to pay out money from the annuity to you in a series of payments. Only an annuity can pay an 
income that can be guaranteed to last as long as you live. In some annuities, you don’t receive income payments right 
away. 
 
An annuity is not a savings account. If you buy an annuity, it should be to reach long-term financial goals.  
 
All annuities have a surrender charges (also known as a withdrawal charges) which discourages you from taking money 
from your annuity or ending (surrendering) the contract before a certain point in time. The number of years you’ll pay a 
surrender charges when you take money from your annuity and the amount of each year’s surrender charges vary from 
one annuity to the next. The charges areis usually a percentage of the premiums you’ve paid or of the value of the 
account when you make the withdrawal.  The charges can be much more than the interest earned on the annuity in the 
first few years so it’s possible to lose not only the interest, but also some of your principal (the amount of the premium 
you’ve paid) if you make a withdrawal or surrender the annuity.  You can find this specific information in the annuity 
contract and it’s summarized in the disclosure. 
 
What Are the Different Types of Annuities? 
 
This Guide explains major differences among annuities to help you understand how each might meet your needs.  
 
This Buyer’s Guide focuses on variable deferred annuities.  If you’re interested in a different type of annuity, ask your 
agent about that Bbuyer’s Gguide. 
 
Annuities differ in several ways: 
 
• How many premiums you pay 
• When the company makes income payments to you 
• How the money in the annuity earns interest 
 
How Many Premiums You Pay: Single Premium or Multiple Premium Annuities 
 
You pay the insurance company only one payment for a single premium annuity. You make a series of payments for a 
multiple premium annuity; for one type of multiple premium annuity,  a flexible premium annuity, you pay whenever you 
want, within set limits. 
 
When the Company Makes Income Payments to You: Immediate or Deferred Annuities 
 
In an immediate annuity, income payments start no later than one year after you pay the premium. You usually pay for an 
immediate annuity with one payment. 
 
The income payments from a deferred annuity often start many years later. Deferred annuities have an accumulation 
period and a payment period. During the accumulation period, the money you put into the annuity, less any charges, 
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earns interest. The earnings grow tax deferred as long as you leave them in the annuity. After the accumulation period 
ends, the payment period (or the annuitization period) begins; in the payment period; the company pays income to you or 
to someone you choose. 
 
If you take money out by making a withdrawal or surrendering your annuity, you’ll likely pay fees and may not get back 
all of the premiums you’ve paid. The contract and disclosure tell you how much you can take out without paying charges 
and when the charges no longer apply. 
 
How the Money in an Annuity Earns Interest: Fixed, Variable, and Fixed Indexed Annuities 
 
Fixed 
 
During the accumulation period of a fixed deferred annuity, your money earns interest at rates set by the insurance 
company or in a way spelled out in the annuity contract. The company guarantees the contract will earn no less than a 
minimum rate of interest. During the payment period, the insurer sets the amount of each income payment to you is set 
when the payments start and it won’t change. If you want to consider a fixed deferred annuity, please ask for that 
Gguide.  
 
Fixed Indexed 
 
During the accumulation period of a fixed indexed deferred annuity, the return on your money depends on a market 
index.  The index is a number that goes up and down as the market the index represents moves up and down. The 
company credits earnings to your annuity based on changes in the market index you select but guarantees the value of 
your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to put part of 
your premiums into a fixed account, with a minimum guaranteed interest rate.  Generally, during the payment period 
of an indexed annuity,  the amount of each income payment to you is fixed. If you want to consider a fixed indexed 
deferred annuity, please ask for that Guide. 
 
Variable 
 
During the accumulation period of a variable deferred annuity, the insurance company puts your premiums into 
separate accounts.   You choose the accounts, depending based on how much risk you want to take. You may 
choose accounts with no guaranteed returns that are invested in bonds, money market funds or stocks or other 
equities.  You also may have the option to put part of your premiums into a fixed account, with a minimum 
guaranteed interest rate.  During the payment period of a variable annuity, the amount of each income payment to 
you may be fixed (set at the beginning) or variable (changing with the value of the separate accounts).  This Guide 
describes variable deferred annuities. 
 
Indexed 
 
During the accumulation period of a fixed indexed deferred annuity, the return on your money depends on a market 
index.  The index is a number that goes up and down as the market the index represents moves up and down. The 
company credits earnings to your annuity based on changes in the market index you select but guarantees the value of 
your annuity won’t decrease as long as you don’t withdraw the money. You also may have the option to put part of 
your premiums into a fixed account, with a minimum guaranteed interest rate.  Generally, during the payment period 
of an indexed annuity,  the amount of each income payment to you is fixed. If you want to consider a fixed indexed 
deferred annuity, please ask for that guide. 
 
How Do I Decide Which Annuity Is Best for Me? 
 
Your agent should base a’s recommendation of an annuity should be based on his/her knowledge of your current 
financial situation, tax status, investment objectives and needs. It’s important that you discuss with your agent your total 
financial and life situation so you can decide whether an annuity is a good choice for you. The agent can better assess 
your situation if s/he knows certain information about you including your age, your financial situation (your current 
assets, annual information, tax status and how you plan to pay for the annuity) and your risk tolerance, investment 
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experience and intended use of the annuity. You should ask the agent for a disclosure that’s specific to the product you’re 
considering. 
 
The agent will suggest annuities that are suitable for your situation.  If you aren’t comfortable with the agent’s 
suggestions, explain your concerns. It’s important that any annuity you choose be consistent with your financial situation, 
the long-term goals you hope to achieve with the annuity and the amount of risk you’ll willing to accept.  
 
Within each annuity, some values may be guaranteed while others aren’t. For this and other reasons, the amount of risk 
you take when you buy an annuity depends on the type of annuity. Annuity contracts may be broadly categorized by the 
amount of risk involved.  The types of annuities and the level of overall risk for each are:   
 

o Fixed Annuity   Least Risk 
o Fixed Indexed Annuity  Moderate Risk 
o Variable Annuity  Most Risk 

 
As you think about the risk involved with each annuity type, ask yourself: 
 

• As I interested in a variable annuity with the potential for higher earnings that aren’t guaranteed and 
willing to risk losing the premiums I’ve paid? 

 
• Is the guaranteed interest rate of a fixed annuity more important to me, with little or no risk of losing 

my premiums, in exchange for less potential to earn interests? 
 

 
• Or, am I somewhere between these two extremes and willing to take more risk in exchange for the 

opportunity to earn a higher return with an indexed annuity. 
 

Some annuities have built-in features that may offset some of an annuity’s risks. You also may choose to add features 
benefits known as riders to your annuity. Some riders offset some of the risks of owning certain annuities. There Each 
rider usually is an additionalincreases the cost of the annuityfor riders. Also, some annuities have built-in features that 
offset some of the risks of an annuity. 
 
How Can I Access My Money? 
 
Each annuity offers more than one way to access your money: 1) by annuitizing the contract to receive income payments 
over time, 2) by taking the cash value of your annuity in a lump sum payment and surrendering your annuity, 3) by 
taking withdrawals from the cash value of your annuity and 4) as a death benefit paid to your beneficiaries if you die 
during the accumulation period. If you take money by making a withdrawal or surrendering your annuity, you’ll likely 
pay fees and may not get back all of the premiums you’ve paid.  The contract and the disclosure tell you how much you 
can take out without paying a charge and when the charges no longer apply. 
 
One of the most important benefits of deferred annuities is your ability to use the value built up during the accumulation 
period to receive multiple income payments. This is known as “annuitizing.” After you annuitize, you receive income 
payments for life. Payments are usually made monthly but you may choose to receive them less often.  The size of 
income payments is based on the accumulation value in your annuity and the benefit rate when income payments start.  
The benefit rate usually depends on your age and sex as well as the annuity payment option you choose.  Payment 
options usually include payments that continue as long as you live, as long as you and your spouse live or for a set 
number of years. Once you annuitize, you can’t change your mind and end the contract to receive a lump sum payment. 
 
There’s a table of guaranteed benefit rates in each annuity contract.  Some companies have cCurrent benefit rates which 
are greater usually higher than the guaranteed benefit rates.  A company can change the current benefit rates at any time, 
but the current benefit rates can never be less than the guaranteed benefit rates.  When you annuitize and begin to receive 
income payments start, the insurance company uses the benefit rate in effect at that time to figure the amount of your 
income payment. 
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If you haven’t annuitized your contract, you Another option may be to take the cash value of your annuity as a lump sum 
payment from your annuity and surrender or terminate the annuityit. If a lump sum payment is a choice, ask when it 
would be available and how much the payment would be.  If it’s an option, think about whether a lump sum payment 
may be a better choice for you than payments annuitizing to receive payments over time. In some annuities, there’s no 
charge if you surrender your contract for a lump sum payment when the company’s current interest rate falls below a 
certain level. This may be called a bailout option. 
 
You can make withdrawals from the cash value of your annuity before income payments to you begin, but you may pay a 
fee (often a surrender charge).  The contract and the disclosure tell you how much you can take out without paying a 
charge and when the charges no longer apply.  Most annuities let you withdraw a percentage of your annuity’s value 
annually (typically 10%) without paying a fee. You may lose any interest earned on the amount you withdrawn, and you 
may lose part of your principal. After you’ve owned an annuity for a certain length of time (typically 7 to 14 years), the 
surrender charge period may end and you can’ll be able to take money out without paying a surrender charge. Many 
annuities let you withdraw part of the accumulation value without paying a surrender charge if certain events, such as 
nursing home confinement or terminal illness, occur. 
 
Annuities have stated maturity dates. When an annuity reaches its maturity date, the contract may automatically expire or 
renew. You’re usually havegiven a short period of time, called a window, to decide if you want to renew or surrender the 
annuity. If you surrender during the window, you won’t have to pay surrender charges. If you renew, the surrender or 
withdrawal charges may start over. 
 
Some annuities have a Market Value Adjustment (MVA) feature. An MVA could increase or reduce your annuity’s 
value if you withdraw more than the penalty-free amount. In general, if interest rates are lower when you withdraw 
money at the time of withdrawal than at the timewhen the contract was issued, the MVA feature will increase your 
annuity’s value will be increased. If interest rates are higher at the time ofwhen you make a withdrawal than when the 
annuity wasat the time of issued, the MVA feature will reduce your annuity’s value will be reduced. Every MVA 
calculation is different, however, so check your contract and disclosure for details. 
 
In some flexible premium annuities, a new surrender charge may apply to each premium paid. This may be called a 
rolling surrender charge. 
 
Finally, if you die during the accumulation period, your beneficiaries will receive some or all of the money in your 
annuity. In some annuities, there’s a charge that reduces what your beneficiaries receive. Check your contract and 
disclosure. What if you die after you annuitize and begin to receive regular income payments? Your heirs may receive 
nothing from your annuity, unless you chose to receive payments that continue as long as your spouse lives. 
 
Will I Pay Income Tax on My Annuity? 
 
Below is a generalThe discussion below about taxes and annuities is general.  You should cConsult a professional tax 
advisor to discussabout your individual tax situation.  
 
Under current federal law, annuities receive special tax treatment. Income tax on annuities is deferred, which means you 
aren’t taxed on the interest your money earns while it stays in the annuity. The interest isn’t tax free, however; you will 
pay taxes when you withdraw money. You also may have to pay a 10% tax penalty if you withdraw money before age 59 
1/2. Most states’ tax laws on annuities follow the federal law.  
 
You also can use annuities to fund traditional and Roth IRAs. If you buy an annuity to fund an IRA, you’ll receive a 
disclosure statement describing the tax treatment. You’re unlikely to gain any additional tax advantage by funding an 
IRA or a qualified retirement plan with an annuity, as an IRA and a qualified retirement plan both are tax deferred 
regardless of how they’re funded. 
 
What Is a “Free Look” Provision? 
 
Many states have laws which give you a set number of days to look at the annuity contract after you buy it. If you decide 
during that time that you don’t want the annuity, you can contact the insurance company, return the contract and get all of 
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your money back. This is often referred to as a free look or right to return period. The free look period should be 
prominently stated in yYour contract and disclosure should prominently state the free look period. Be sure to read your 
contract carefully during the free look period.  
 

VARIABLE DEFERRED ANNUITIES 
 
With this basic information about annuities in mind, this section describes the type of annuity you’re considering, a 
variable deferred annuity.  First, here’s a reminder about what a variable annuity is.  During the accumulation period 
of a variable deferred annuity, the insurance company puts your premiums into separate subaccounts.  You choose 
the subaccounts, depending on how much risk you want to take.  Usually you have several options, including 
subaccounts invested in stocks, money market funds and, bonds as well as a fixed interest account.  There’s no 
guarantee that you’ll earn any return on your investment and there’s a risk that you’ll lose money.  Because you’re 
taking this risk, variable annuities are securities registered with the Securities and Exchange Commission (SEC).  
The person selling a variable annuity must be a licensed life insurance agent, be registered as a broker/dealer and be 
a Financial Industry Regulatory Authority (FINRA) member.  FINRA, the SEC, State Insurance Departments and 
state securities regulators all regulate variable annuity sales. 
 
The next sections review the potential for income, the likely expenses and some features of variable deferred 
annuities. 
 
How Does a Variable Annuity Earn a Return? 
 
When you buy a variable annuity, you’ll be asked to choose where your premiums will be invested.  Your choices 
will include subaccounts invested in stocks, bonds, mutual funds, and money market funds.  The return on your 
annuity will depend on the performance of the investments in your subaccounts.  There’s no guarantee that you’ll 
earn any return on the investments in your subaccounts, and you could lose your money.  Caps or spreads also may 
limit the amount of interest you earn from the investments in your subaccounts.  For example, a cap or spread could 
mean that if an investment in your subaccount earns 10%, your subaccount value will grow by less than 10%.  You 
usually can choose to put some of your premiums into a fixed account that pays a guaranteed minimum amount or 
rate of interest.  If you’d be more comfortable with an annuity that guarantees a minimum return on all of the funds 
in your annuity, ask about a fixed deferred annuity. Fixed and indexed deferred annuities have less risk than 
variable annuities and protect your principal. 
 
Bonuses  
 
Some variable annuities pay bonuses.  The most common type of bonus is a premium bonus.  This type of bonus 
immediately increases the value of the annuity and usually is credited as a percentage of the premiums paid into the 
contract. In some annuities, there’s a separate charge for a premium bonus. In other annuities, the Mortality and 
Expense charge is higher to cover the cost of the bonus. 
 
Although bonuses can help to boost your annuity’s value, it’s important to understand how they work. In general, 
annuities with bonuses have higher and longer surrender charges or a higher Mortality and Expense charge.  
 
What Charges May Be Subtracted From My Annuity? 
 
Insurers charge for the cost of selling and managing annuities. They may subtract these charges directly from your 
annuity’s value or they may reduce the return on the money in your annuity. These charges can vary greatly among 
insurance companies. The prospectus describes the charges.  Your agent or the insurance company may give you other 
disclosures that also should explain these charges.  Ask your agent or the company to tell you which charges apply to 
your annuity and how much they’ll be.  
 
Some variable annuities are "front loaded" -- you’re charged most of the costs in the beginning. Other variable annuities 
are "back loaded" -- you’re charged most of the costs sometime later.  Other insurers spread the charges out over the life 
of the annuity.  
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There are several types of annuity charges, fees and taxes. Each reduces the value of your annuity. See the disclosure and 
ask your agent or the company to describe the charges that apply to your annuity. Some examples of charges, fees and 
taxes are: 
 
• A contract fee is a flat dollar amount charged either once or annually. 
 
• A transaction fee is a charge for each premium payment or other transaction. 
 
• A percentage of premium charge is a charge deducted from your annuity’s value for each premium paid. The 

percentage may vary over time. 
 
• Some states charge a premium tax on annuities. The insurance company pays this tax to the state. The company 

may subtract the amount of the tax when you pay your premium, when you withdraw your contract value, when 
you start to receive income payments or when it pays a death benefit to your beneficiary. 

 
• Some insurers may charge administrative fees to cover record keeping and other administrative expenses.  This 

fee may be a flat account maintenance fee (for example, $30 a year) or a percent of your account value (for 
example, 0.15% a year). 

 
• A Mortality and Risk Charge is a certain percent of your account value, typically between 1.0% and 2.5% a 

year.  This charge pays the insurance company for the insurance risks it takes under the annuity contract.  Profit 
from the mortality and expense risk charge is sometimes used to pay the insurer's costs to sell the variable 
annuity. 

 
Surrender Charges 
 
A surrender charge is usually a percentage of the premiums you’ve paid or of the value of the account when you make 
the withdrawal.  You may pay this charge to take all or part of your money out at any time during your annuity’s 
accumulation period.  The contract and the disclosure tell you how much you can take out without paying a charge and if 
the charge no longer applies after you’ve had the annuity a while. 
 
Your annuity may have a limited withdrawal feature. This feature lets you make one or more withdrawals without a 
charge, up to a total percentage of your annuity’s accumulation value. If you make a larger withdrawal, you pay a 
withdrawal charge called a partial surrender charge. You may lose any interest above the minimum guaranteed rate on 
the amount withdrawn, and you may lose part of your principal.  
 
For more information about surrender charges, review the How Can I Access My Money? section of this publication. 
 
Underlying Fund Expenses 
 
All mutual funds charge a management fee; some charge other fees. If you subaccounts are invested in mutual funds, 
these fees will reduce your annuity’s value.  
 
Fees and Charges for Other Features 
 
Some variable annuities offer special features, such as an increased death benefit, and charge you more if you choose 
them.  There may be other charges -- for example, to transfer part of your account from one investment option to another. 
Ask the agent or insurance company to tell you about all of the annuity’s charges and fees. . 
 
Is a Variable Annuity a Mutual Fund? 
 
A variable annuity is not a mutual fund.  Both are types of investments but there are important differences. 
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• An annuity guarantees income payments for life.  While you or an advisor may be able to set up sales of 
your mutual fund shares over time to provide a steady income, a mutual fund can’t guarantee that 
payments will last as long as you live.  Only an annuity can do that. 

 
• Annuities are designed to prepare for retirement.   It can be expensive to take money from your annuity.  If 

you need money from your annuity before age 59 ½, you’ll likely pay a tax penalty.  Most variable 
annuities also charge a fee to take money from the annuity in the early years.  This fee (often called a 
surrender charge) may go down over time and may not apply at all after you’ve owned the annuity for a 
while.  You may or may not pay a fee when you sell shares in a mutual fund.  You can get money from 
your mutual funds at any age without a tax penalty, unless the mutual fund is in another type of retirement 
plan such as an IRA or a 401(k).   

 
• A variable annuity may have a death benefit that guarantees that your beneficiary will get at least a certain 

amount if you die before the insurer begins to make paymentsouts to you.  This guarantee would protect 
your beneficiaries if the investments in your subaccounts haven’t done well.  There’s no such guarantee in 
mutual funds. 

 
• Variable annuities are tax deferred.  You don’t pay income taxes on earnings until you receive money from 

the annuity.  You pay income taxes on the earnings from mutual funds every year, unless the mutual fund 
is in a tax-advantaged plan such as an IRA or a 401(k) plan. 

 
• When you take money from a variable annuity, you pay tax on the part that’s considered an investment 

gain.  You pay at your ordinary income tax rate, which may be much higher than the long-term capital 
gains tax rate.  Earnings on mutual funds are taxed at the lower capital gains tax rate.    

 
• If there’s still money in your variable annuity when you die, your beneficiaries will owe all of the income 

taxes that you’ve deferred.  However, if you have money in mutual funds when you die, your beneficiaries 
won’t owe income taxes on the gains from your mutual funds. 

 
• Variable annuity fees usually are higher than mutual fund fees.  
 
• Variable annuities can provide optional benefits through riders that a mutual fund can’t offer. 
 
 

What Optional Benefits Can I Choose? 
 
Insurance companies offer many optional benefits that you can add to your variable annuity by buying  riders.  Some 
commonly offered riders are described below.  Each rider will increase the cost of your annuity.  Ask your agent or the 
insurance company for the information you need to decide if a rider is worth the cost. 
 
A Guaranteed Minimum Death Benefit rider guarantees the minimum amount of the death benefit the insurer will 
pay your beneficiary if you die before the insurer starts to make monthly payments to you.  The insurer will make 
this payment regardless of the return on the investments in your subaccounts.  For example, suppose you’ve paid 
$50,000 in premiums for a variable annuity and buy a rider that guarantees a death benefit that will be at least as 
much as the premiums you’ve paid.  If the investments in your subaccounts have done so poorly that the contract is 
only worth $10,000 after five years, the rider guarantees a death benefit of at least $50,000.  Some Guaranteed 
Minimum Death Benefit riders may also “step up” this guaranteed death benefit amount or add interest to it from 
time to time. 
 
Some annuity benefits are called as living benefits.  These benefits all provide some guarantee for the annuity owner 
– a guaranteed income from the annuity, guaranteed withdrawal amounts, and/or guaranteed protection of the 
premiums you’ve paid. There’s an additional cost for each rider – and the cost can be significant.  
 
A Guaranteed Minimum Income Benefit rider guarantees a minimum return on the investments in your subaccounts. 
Based on this return, you’re guaranteed a minimum income. You usually must buy this rider when you buy your 



© 2008 National Association of Insurance Commissioners 9 

annuity and must annuitize to use the rider. For example, this rider might guarantee that your monthly payment will 
never be less than 75% of your first payment.  If the first payment to you was $1,200, this rider guarantees that your 
monthly payment will never be less than $900, regardless of how the investments in your subaccounts do.  You 
couldn’t use this rider if you took the money from your annuity in a lump sum payment. And there may be a waiting 
period before you can use this rider to receive payments. 
 
A Guaranteed Minimum Accumulation Benefit rider guarantees that your annuity will be worth a minimum amount 
by a set date, even if the investments in your subaccounts do poorly.  For example, this rider might guarantee that 
your annuity will earn at least 8% a year by the end of ten years.  If at the end of ten years your annuity has only 
earned 4% a year, your insurer will add the difference. 
 
A Guaranteed Minimum Withdrawal Benefit rider guarantees a return of all of the premiums you’ve paid, regardless 
of how the investments in your subaccounts do. You must make annual withdrawals, with each limited to a certain 
percentage of the premiums you’ve paid. This rider does not return the premiums you’ve paid as a lump sum 
payment. How does it work? For example, suppose you pay $100,000 in premiums for a variable annuity and buy a 
rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw $6,000 (or 6% of the $100,000 
you’ve paid in premiums) annually without penalty even if the investments in your subaccounts have done so 
poorly that your annuity is only worth $70,000. The total amount of withdrawals is limited to the premiums you’ve 
paid or $100,000 in this example. 
 
A Guaranteed Lifetime Withdrawal Benefit rider protects you against losses in the investments in your subaccounts.  
It guarantees that you can withdraw a percentage of your original principal each year without penalty for life, 
regardless of how the investments in your subaccounts do. For example, suppose you pay $100,000 in premiums for 
a variable annuity and buy a rider that guarantees a 6% withdrawal rate. The rider guarantees you can withdraw 
$6,000 (or 6% of your original $100,000 investment) annually without penalty even if your annuity’s account value 
goes to zero. The percentage you can withdraw is usually based on your age and your annuity’s benefit base value.   
 

HOW DO I KNOW IF A VARIABLE ANNUITY IS RIGHT FOR ME? 
 
The questions listed below may help you decide. You should think about what your goals are for the money you put into 
the annuity. You also need to think about how much risk you’re willing to take.  
 
These are the questions you should ask yourself. 
 
How comfortable am I with risk? 
 
How long can I leave my money in the annuity? 
 
Does the annuity let me get money when I need it? 

 
How much retirement income will I need in addition to what I will get elsewhere? How soon will I need income 
payments? 
 
After I buy the annuity, how much money do I need to have available to cover major expenses and emergencies? How 
much will I have for these expected expenses? 
 
Will I need income payments only for myself or for myself and someone else? 
 
If the annuity loses money, will I still have enough income to meet my needs? 
 
Am I comfortable with the length of time that I’ll pay surrender charges if I withdraw money from the annuity? 
 
These are questions you should ask the agent or the insurance company. 
 
Is this a single premium or multiple premium contract? 
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What are my investment options in the variable annuity? 

 
Am I restricted in my option choices? 
 
How much are the withdrawal charges, surrender charges and other penalties? How long do they apply? 
 
When is the earliest I can get money out of the annuity and how much can I get? 
 
How much can I withdraw without paying surrender charges or losing interest? 
 
Do I lose any bonus if I take a lump sum rather than annuitize my account value? Are there other ways I could lose the 
bonus? 
 
Is there a Market Value Adjustment (MVA) feature in my annuity? 
 
What other charges may be deducted from my premium or contract value?  
 
How much will the total charges and fees be each year? 
 
If I take a lump sum or surrender the annuity, will the accumulated value or the way interest is credited change before I 
do this? 
 
What happens to the money in my annuity if I die? 

 
How long is the free look or right to return period? 
 

FINAL POINTS TO CONSIDER 
 
Before you decide to buy an annuity, you should review the contract. Terms and conditions of each annuity contract will 
vary. 
 
Ask yourself if, depending on your needs or age, an annuity and this type of annuity are right for you. Taking money out 
of an annuity may mean you’ll pay taxes and/or penalties. If you’re exchanging annuities, the new annuity may have new 
expenses you must pay directly or indirectly. Also, you may pay surrender charges on the old annuity. If you’re selling 
another asset, are there penalties associated with the sale? Will you have to pay taxes on the sale? 
 
An annuity is intended to be a long-term product. Generally, you should keep it long enough to avoid penalties. 
 
If you’re buying an annuity to fund an IRA or other tax-deferred retirement program, ask what the advantages are to this 
approach. 
 
When you receive your annuity contract, READ IT CAREFULLY!!  Also, read the disclosure the company provides. 
Ask the agent and company for an explanation of anything you don’t understand. Do this before any free look period 
ends. 
 
If you can’t get the answers you need from the agent or company, contact your state insurance department. 

 
ANNUITY TERMS 

 
Accumulation Period:  The time when the money you put into the annuity, less any applicable charges, earns interest. 
 
Accumulation Value:  The sum of your premiums plus any interest credited less any charges deducted. 
 
Annuitize:  Converting from the lump sum of the accumulationed value of your annuity to a series of payments.   
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Annuity:  A contract with an insurance company that pays income to you, usually over time. 
 
Bailout Option:  A feature in some annuities where there’s no charge if you surrender your contract when the company’s 
current interest rate falls below a certain level. 
 
Beneficiary:  A person who receives part or all of the money in the annuity if the annuitant dies.  May also be an 
organization such as a charity. 
 
Benefit Base Value:  A value on an annuity that features a Guaranteed Lifetime Withdrawal Benefit (GLWB); only used 
to calculate your lifetime income payments. The Benefit Base Value can’t be taken if you cash surrender the annuity. 
 
Benefit Rate:  The rate used to determine the size of the income payments you’ll receive when the accumulation period 
ends. Varies by age, gender, and the payment option chosen.  
 
Bonus Interest Rate:  An interest rate that’s higher than the current interest rate and is credited to your accumulation value 
as an incentive for you to buy an annuity and to keep an annuityit. The company may only pay the bonus interest 
rate if you meet certain conditions, such as annuitizing the accumulated value or not taking money out.  
 
Contract Fee:   A flat dollar amount that’s charged either once at purchase or annually during the annuity. 
 
Current Interest Rate:  An interest rate set by the company during the accumulation period; can never be less than the 
guaranteed interest rate. 
 
Death Benefit:  The annuity benefits paid to the beneficiary if upon the death of the contract owner or annuitant dies. 
 
Deferred Annuity:  An annuity where your money earns interest for a period of time before it’s converted into one 
or more payments back to you. 
 
Disclosure:  A document the insurance company is required to give you when it delivers the annuity contract; 
summarizes the annuity contract, specifies how interest is earned and how all charges are calculated and summarizes 
what happens if you take money out before it’s scheduled to be paid and how much money you’ll lose if you do 
this. 
 
Fixed Annuity:  An annuity where your money earns interest at rates set by the insurance company or in a way spelled out 
in the annuity contract.  The company guarantees that it will pay no less than a minimum rate of interest. 
 
Fixed Indexed Annuity: An annuity in which the return on your money depends on the market index you choose.  The 
company guarantees the value of your annuity won’t decrease as long as you don’t withdraw the money.   
 
Flexible Premium Contract:  A type of multiple premium annuity where, within set limits, you pay as much premium as 
you want, whenever you want. 
 
Free Look or Right to Return Period:  A set number of days to look at the annuity contract after you buy it and return the 
contract to get all of your money back. The number of days is set by state law. 
 
Guaranteed Lifetime Withdrawal Benefit:  A fixed annuity contract feature that guarantees, at an additional cost, that an 
annuity owner can take annual withdrawals for life at a stated percentage, based on his/her age, even if the annuity’s 
account value goes to zero.   
 
Immediate Annuity:  An annuity where income payments start no later than one year after you pay the premium. 
 
Limited Withdrawal:  A feature that lets you make one or more withdrawals up to a set amount without a charge. 
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Market Value Adjustment (MVA): A feature in some annuities that adjusts the market value if you withdraw more than 
the penalty-free amount; the adjustment increases your annuity’s market value if interest rates are lower at time of 
withdrawal than when the contract was issued and decreases the market value if interest rates are higher. 
 
Maturity Date:  The date at the end of your the accumulation period in a deferred annuity where you must decide to 
reinvest, withdraw or annuitize the proceeds.  Many guarantees in the contract are tied to this date. If you remove your 
money before this date you may lose money or receive less money than if you had left your money in. 
 
Multiple Premium Annuity:  A deferred annuity where a series of premium payments are made over a period of time.  
 
Partial Surrender Charge: A charge paid if you take out part of the annuity value. (See Withdrawal Charge) 
 
Payment Period:  The time when the company pays income to you or to someone you choose.  
 
Percentage Of Premium Charge:  A charge deducted from each premium you pay; may be lower after the contract has 
been in force for a certain number of years or after all total premiums paid have reached a certain amount. 
 
Premium Tax:  A tax on annuities that some states charge.   
 
Required Minimum Distribution (RMD): A requirement that you withdraw frund from IRAs and qualified plans have 
certain “required” distributions. For IRAs, you must begin to withdraw funds by April 1st of the year following the 
calendar year you reach age 701/2. For qualified plans, withdrawals must begin by April 1st of the year following the 
later of (a) the year you reach age 70 1/2 or (b) the year you retire. 
 
Rider:  A benefit added to an annuity contract; changes the annuity’s terms or conditions. 
 
Rolling Surrender or Withdrawal Charge:  A charge in a multiple premium annuity that may apply to each premium paid 
rather than to the entire accumulated value. 
 
Scheduled Premium Annuity:  A type of multiple premium annuity where the contract spells out your payments and how 
often you’ll make them. 
 
Single Premium Annuity:  An annuity bought with only one payment to the insurance company. 
 
Suitability Review:  A review by your agent to recommend the amount of risk you should take if you buy an annuity and 
if the product you’re buying is appropriate. 
 
Surrender: To take all of the money from an annuity and terminate the contract. 
 
Surrender Charge:  A charge paid if you take out part or all of the annuity value.   
 
Transaction Fee:  A charge to you for each premium payment or other transaction you make. 
 
Variable Deferred Annuity:  An annuity where the insurance company puts your money into separate accounts 
invested in bonds, money market funds, stocks or other equities.  You decide how the company will invest the 
money inchoose the accounts and how much money is put in each, depending on how much risk you want to take. 
 
Window:  A short period of time to decide if you want to renew or surrender the annuity.  If you surrender during the 
window, you won’t have to pay surrender charges.  If you renew, the surrender or withdrawal charge periodss may start 
over. 
 
Withdrawal Charge:  A charge paid if you take out some of the annuity contract’s value.   
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The Big Concepts 

An annuity is an insurance product you can use 
to receive income payments for life. It’s not a 
savings account. You should use annuities to 
reach long‐term goals. 

There are many important differences among 
annuities. One is whether you pay for an 
annuity with one payment or multiple 
payments. 

To receive income payments for life from an 
annuity, you must annuitize. Once you do that, 
you can’t change your mind and take the value 
of your annuity in a lump sum payment. 

If you haven’t annuitized, you can take money 
from your annuity by making withdrawals from 
your annuity value, ending your contract and 
taking a lump sum payment and/or leaving the 
value of your annuity to your beneficiaries. 

Although all annuities offer a way to withdraw 
at least some of your money without paying 
fees, you likely will pay surrender charges to 
take money from your annuity before you 
annuitize. 

Returns on variable annuities are tax deferred. 
You pay income tax on the returns when you 
take the money out of the annuity.  

You can choose an annuity that guarantees the 
rate at which the money in your annuity will 
grow (a fixed annuity). There’s more risk with 
other annuities (fixed indexed and variable 
annuities) that have few or no guarantees. 
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The Big Concepts 

Variable annuity returns are based on the 
earnings in subaccounts set up at the time of 
each premium payment.  These subaccounts 
can be stock funds, bond funds, money market 
funds or fixed interest accounts. Some variable 
annuities pay bonuses. 

Variable annuities have multiple charges and 
fees set by the contract.  It’s important to 
understand each of these charges. 

A variable annuity is NOT a mutual fund.  The 
two differ in many ways. 

You can add optional benefits, generally called 
riders to a variable annuity for an extra cost. It’s 
important to understand these benefits and 
decide if each has a value in your overall 
annuity plan.  

There are many questions you should ask 
yourself and the insurance agent or company. 
You and your agent (or company) should 
consider a number of factors to decide if an 
annuity is a good choice for you. 

There are many terms that are unique to 
annuities.
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Fixed Annuities  

Least Risk  

Indexed Annuities  Moderate Risk 
Variable Annuities Most Risk



[The face page of the Indexed Annuity Buyer’s Guide shall 
read as follows:]  

Prepared by the National Association of 
Insurance Commissioners  

The National Association of Insurance Commissioners is 
an association of state insurance regulatory officials. This 
association helps the various insurance departments to 
coordinate insurance laws for the benefit of all 
consumers.  

This guide does not endorse any company or policy.  

Reprinted by. . .  

It is important that you understand the differences among 
various annuities so you can choose the kind that best fits 
your needs. Annuities can be deferred or immediate, but 
this Guide will focus on deferred indexed annuity contracts 
specifically. There is, however, a brief description of other 
types of fixed and variable annuities. This Guide is not 
meant to offer legal, financial or tax advice. You may want 
to consult independent advisors and/or agents. This Guide 
includes questions you should ask yourself, your agent or 
the company. Make sure you are satisfied with the answers 
before you buy. If you do not understand the answers, ask 
again, ask the company or ask your state insurance 
department.  

We have included a list of common terms used with annuities and 
what each means. You may refer to that list as you read this Guide, 
the disclosure and your contract.  

Comment [KOB1]: We appreciate the additional 
focus on indexed annuities.  However, NAFA is 
concerned that the distinction being made in this 
paragraph implies that indexed are between fixed 
and variable.  Understanding you are hedging your 
bets with the outcome of 151A but still the language 
here does more to confuse the consumer than clarify.  
Also, in the, as we believe, likely outcome Rule 
151A repealed they will remain fixed annuities and 
the customer should be helped to make that 
connection.  Again, we do recognize you need to 
“hedge” for either outcome and it is in that spirit 
may we’d like to make sure the fixed description is a 
part of this IA guide when 151A is repealed.  
Therefore, we suggest language that says "other 
types of fixed and variable annuities" which allows 
for the FIA to remain unique but not imply it is not a 
fixed if it remains one or that it is a variable if Rule 
151A prevails.  .   
  

Comment [KOB2]: Since you use the term 
agents throughout but you don’t reference them 
here. 



This Guide refers to the disclosure you are receiving with your 
annuity contract. The disclosure summarizes the terms of your 
contract and defines some of the words used in the contract. It will 
explain how your annuity increases in value and what charges are 
taken from your contract. Make sure your agent goes through the 
disclosure with you so you understand it.  

WHAT IS AN ANNUITY?  

An annuity is a contract in which a consumer deposits a sum of 
money, and an insurance company makes a series of income payments 
at regular intervals in return. Only an annuity can pay an income that 
can be guaranteed to last as long as you live. In some annuities, you 
can receive income payments right away.  

Although you can earn interest on an annuity, it is not a savings 
account. If you buy an annuity, it should be to reach long-term 
financial goals.  

All annuities have a surrender charge, which discourages the 
consumer from ending the contract before the end of the surrender 
charge term. The length of time that you will pay a surrender charge 
and amount of each year’s surrender charge varies from one annuity 
to the next. Every indexed annuity offers you the option to access 
some of your money each year without paying a surrender charge. 
However, if you withdraw more than the penalty-free amount during 
the surrender charge period, you may pay a surrender charge (also 
known as a withdrawal charge). The charge is usually a percentage of 
the premiums you have paid or of the value of the account when you 
make the withdrawal. The charge can be much more than the interest 
earned on the annuity in the first  

Comment [KOB3]: This gives much more 
direction and control to the consumer. 



few years, so it is possible to lose not only the interest, but also some of 
your principal (the amount of you r original premium) if you make a 
withdrawal or surrender your annuity. You can find the specific ways 
these charges work in the annuity contract and they are summarized 
in the disclosure.  

WHAT ARE THE DIFFERENT KINDS OF ANNUITIES?  

This Guide explains major differences in annuities to help you 
understand how each might meet your needs.  

This Buyer’s Guide focuses on indexed annuities. If you are 
interested in a different type of annuity, ask your agent about that 
buyer’s guide.  

Annuities differ in several ways:  

How many premiums you pay. When the company makes income 
payments to you. How the money in the annuity earns interest.  

1. How Many Premiums You Pay: Single Premium or Flexible 
Premium Annuities You pay the insurance company only one 
payment for a single premium annuity. You can make a series of 
payments for a flexible premium annuity and, within set limits, you 
pay whenever you want.  

2. When the Company Makes Income Payments to You: Immediate or 
Deferred Annuities  
 



In an immediate annuity, income payments start no later than one 
year after you pay the premium. You usually pay for an immediate 
annuity with one payment.  

The income payments from a deferred annuity may often start many 
years later or not at all. Deferred annuities have an accumulation 
period and a payout period if you choose to receive income during 
your lifetime. During the accumulation period, the money you put into 
the annuity earns interest. The earnings grow tax-deferred as long as 
you leave them in the annuity. After If you chose to receive payouts, 
the accumulation period ends and the payout period (or the 
annuitization period) begins. During the payout period, the company 
pays income to you or to someone you choose.    

3. How the Money in an Annuity Earns Interest: Fixed, 
Variable, and Indexed Annuities  

Fixed  

During the accumulation period of a fixed annuity, your money earns 
interest at declared rates set by the insurance company or in a way 
spelled out in the annuity contract. The company guarantees the 
contract will earn no less than a minimum rate of interest. During the 
payout period, the amount of each income payment to you is set once 
the payments start and will not change. If you do not want to consider 
an indexed annuity, please ask for the fixed annuity guide.  

Variable  

During the accumulation period of a variable annuity, the insurance 
company puts your premiums into separate accounts. You decide how 
the company will allocate those premiums, depending on how much 
risk you want to take. You may put parts of your premium into a 
combination of bonds, stocks, or other equity accounts, with no 

Comment [KOB4]: This is an important 
feature of FAs and FIAs that the income option is 
there but doesn’t need to be triggered unless you 
want it.   
 



minimum guaranteed interest. You also may choose a fixed account, 
which may have a minimum guaranteed interest rate. During the 
payout period of a variable annuity, the amount of each income 
payment to you may be fixed (set at the beginning) or variable 
(changing with the value of the payments in the separate accounts). If 
you want to consider a variable deferred annuity, please ask for that 
guideIndexed  

An indexed annuity is a type of fixed annuity where the return on 
interest (return implies a security and that confuses the consumer or 
sets false expectations.  You use it below and should be here for 
consistency) your money depends on how you choose to allocate the 
premium payments. Indexed annuity crediting strategies earn 
interest based on the performance of an index, such as the Standard 
and Poor’s 500 (S&P 500)

1
. Usually, you can also choose an option 

with a fixed interest rate, similar to a fixed annuity product. This 
Guide describes indexed annuities.  

HOW DO I DECIDE WHICH ANNUITY IS BEST FOR ME?  

Your agent’s recommendation of an annuity should be based on 
his/her knowledge of your current financial situation, tax status, 
objectives and needs. It is important that you discuss with your agent 
your total financial and life situation, so you can decide whether an 
annuity is a good choice for you. You should ask your agent for a 
disclosure that is specific to the product you are considering.  If we 
require this in the disclosure model why do we need the product 
training element in the Suitability Draft? The agent will suggest 
annuities that are suitable for your situation. If you feel that you have 
a different risk tolerance, and alternative buyer’s guide may be more  

Comment [KOB5]: If we require this in 
Disclosure Model why is the Training element 
needed in the draft Suitability Model? 



suitable for you. An important decision is the amount of risk that you 
are comfortable with.  
Annuity contracts may be broadly categorized by the amount and 
type of risk you are able and willing to assume. The types of annuities 
and level of overall risk the different type of risk they involve are 
listed below. 

Fixed Annuities  Least Risk 
Indexed Annuities Moderate Risk 
Variable Anniuties Most Risk 

• VARIABLE ANNUITIES –Is the potential for higher earnings 
that are not guaranteed more important to me and am I willing 
to risk losing the premiums I have paid and any interest 
earnings?  

• NON-INDEXED FIXED ANNUITIES - Am I interested in a 
declared interest rate that is guaranteed for a certain period aas 
well as a minimum guaranteed rate, with little or no risk of losing 
my premiums, in exchange for less potential to earn higher 
interest?  

• INDEXED ANNUITIES - Am I somewhere between these two 
and willing to accept a lower minimum interest guarantee with 
little or no risk of losing my premiums in exchange for the 
opportunity to earn a higher interest rate?  

You may choose to add benefits known as riders to your annuity. 
Some riders offset some of the risks of owning certain annuities. There 
usually is an additional cost for these riders. Some annuities have 
built-in features that offset some of the annuity’s risks as well.  

HOW CAN I ACCESS MY MONEY?  

Comment [KOB6]: NAFA believes that the use 
of the term risk here – for the first time – with no 
description of what it means or how it is applied is 
confusing and misleading.  Since the securities 
industry has appropriated the term to discuss risk to 
your money when the underlying security or mutual 
fund has losses, it is the commonly accepted and 
understood use of the term.  We agree with the 
three “questions” approach and they better frame 
the concept then just talking about three levels of 
risk without clarifying upfront the differences 
between market and interest rate risk.   



Each annuity offers more than one way to access your money: 1) as 
income payments over time, 2) as withdrawals, 3) by surrendering 
your annuity and 4) as a death benefit to your beneficiaries if you die 
during the accumulation period. If you take money by making a 
withdrawal or surrending your annuity, you will likely pay fees and 
may not get back all of the premiums you have paid. The contract 
and the disclosure tell you how much you can take out without 
paying a charge and when the charges no longer apply.  

One of the most important benefits of deferred annuities is your 
ability to use the value built-up during the accumulation period to 
receive a lump sum payment, or multiple income payments during the 
payout (or annuitization) period. Income payments are usually made 
monthly but you may choose to receive them less often. The size of the 
income payments are based on the accumulated value of your annuity 
and the benefit rate when income payments begin. The benefit rate 
usually depends on your age and sex, as well as the annuity payment 
option you choose. For example, you might choose payments that 
continue as long as you live, as long as you and your spouse live or for 
a set number of years.  Another important benefit is that you are NOT 
REQUIRED to choose a payout option, you simply leave the annuity 
in the accumulation period until you die.  NOTE:  if you live longer 
than the MATURITY DATE of the annuity you will either have to 
request an extension of the date or select a payout option.  

There is a table of guaranteed benefit rates in each annuity contract. 
Some companies have current benefit rate, which exceeds the 
guaranteed benfit rates. The company can change the current benefit 
rates at any time, but the current benefit rates can never be less than 
the guaranteed benefit rates. When income payments start, the 
insurance company uses the benefit rate in effect at that time to figure 
the amount of your income payment.  



Companies may offer a choice of income payment options; you choose 
the option. If a lump sum payment is a choice, ask when it would be 
available and how choosing that option affects the payout. If this is an 
option, think about whether a lump sum payout may be a better 
choice than payouts over time.  

You can take money out of your annuity before income payments 
begin, but you may pay a fee.  Most indexed annuities let you 
withdraw a percentage of your annuity’s value annually (typically 
10%) without paying a surrender charge. If you make a larger 
withdrawal or take out all of your money, you pay a surrender 
charge. You may lose any interest on the amount withdrawn, and you 
may lose part of your principal. After you have owned an indexed 
annuity for a certain length of time (typically 7 – 14 years), the 
surrender charge period may end and you will be able to take money 
out without paying a surrender charge. Many annuities let you 
withdraw part of the accumulation value without paying a surrender 
charge if certain events such as nursing home confinement or 
terminal illness occur.  

Annuities have stated maturity dates. When the maturity date is 
reached, the contract may automatically expire and you must take a 
payout of the annuity or renew. You are usually given a short period 
of time, called a window, to decide if you want to renew or take the 
payout from surrender the annuity. If you take the payout surrender 
during the window, you will not have to pay surrender charges. If you 
renew, the (sometimes but not in most?) surrender or withdrawal 
charges may start over.  

In some annuities, there is no charge if you surrender your contract 
when the company’s current interest rate falls below a certain level. 
This may be called a bail-out option.  



In some flexible premium annuities, a new surrender charge may 
apply to each premium paid. This may be called a rolling surrender 
charge.  

Lastly, an annuity will pay a death benefit to your designated 
beneficiary, if you die during the accumulation period. In some 
annuities, there is a charge that will reduce what your beneficiaries 
receive if you die. Check your contract or disclosure. Some annuity 
contracts have a market value adjustment (MVA) feature. A market 
value adjustment could increase or reduce your annuity’s value if you 
withdraw more than the penalty-free amount. In general, if interest 
rates are lower at the time of withdrawal than at the time the contract 
was issued, your annuity’s value will be increased. If interest rates are 
higher at the time of withdrawal than at the time of issue, your 
annuity’s value will be reduced. Every MVA calculation is different, 
however; check your contract or disclosure for details.  

Some annuities offer a benefit called a Guaranteed Lifetime 
Withdrawal Benefit (GLWB). This feature guarantees an annuity 
owner the option to take annual withdrawals for his/her lifetime at a 
stated percentage, based on his/her age. These withdrawals can 
provide guaranteed income you cannot outlive, similar to 
annuitization. However, this benefit is an alternative to annuitization 
on fixed annuity contracts. A GLWB is similar to annuitization, but 
provides more flexibility for income options. However, while you can 
annuitize your annuity at no cost to you, most annuity contracts 
charge a percentage of your annuity’s value annually for a GLWB 
benefit. Carefully consider how long you think you will live, as well as 
the costs of benefits when considering a GLWB.  



With a GLWB, you tell the insurance company when you want your 
income payments to begin. The income that you receive is usually 
based on your age, and is a percentage of your annuity’s benefit base 
value. The benefit base value is only used to calculate your lifetime 
income payments, and cannot be taken if you surrender the contract. 
You still have the option to receive penalty-free withdrawals if you 
have a GLWB.  

Indexed annuities do not have up-front charges. There may be a 
charge based on the annuity’s accumulation value to cover the cost of 
a benefit rider. A few indexed annuities have a charge based on the 
annuity’s accumulation value to cover the cost of the premium 
allocation (in lieu of the use of a cap, participation or spread rates). 
See the disclosure and ask your agent or the company to describe the 
charges that apply to your annuity.  

WILL I PAY INCOME TAX ON MY ANNUITY?  

Below is a general discussion about taxes and annuities. You should 
consult a professional tax advisor to discuss your individual tax 
situation.  

Under current federal law, annuities receive special tax treatment. 
Income tax on annuities is deferred, which means you are not taxed 
on the interest your money earns while it stays in the annuity. The 
interest is not tax free, however; you will pay taxes when you 
withdraw money. You also may have to pay a 10% tax penalty if you 
withdraw money before age 59 ½. Most states’ tax laws on annuities 
follow the federal law.  



You also can use annuities to fund traditional and Roth IRAs. If you 
buy an annuity to fund an IRA, you will receive a disclosure statement 
describing the tax treatment. You’re unlikely to gain any additional 
tax advantage by funding an IRA or a qualified retirement plan with 
an annuity, as an IRA and a qualified retirement plan are both tax 
deferred regardless of how they are funded.  

WHAT IS A “FREE LOOK” PROVISION?  

Many states have laws which give you a set number of days to look at 
the annuity contract after you buy it. If you decide during that time 
that you do not want the annuity, you can contact the insurance 
company, return the contract, and get all your money back. This is 
often referred to as a free look or right to return period. The free 
look period should be prominently stated in your contract and 
disclosure. Be sure to read your contract carefully during the free 
look period.  

With this basic information about annuities in mind, the following is 
specific information about the type of annuity you are considering, 
the indexed annuity.  

WHAT ARE INDEXED ANNUITIES?  

An indexed annuity is a fixed annuity that earns interest based on 
the positive and negative changes of an index based on equities, 
bonds or a commodity. When you buy an indexed annuity, you are 
not directly in stocks or the index. Your annuity is an insurance 
contract; the insurance company merely calculates interest on your 
annuity based on changes in an index’s growth. One of the most 
common equity indices used to calculate this interest is Standard & 
Poor’s 500 Composite Stock Price Index (the S&P 500)

1
. The value of 

any index varies from day to day and is not predictable.  



While immediate indexed annuities may be available, this 
Buyer’s Guide will focus on deferred indexed annuities. HOW 
ARE INDEXED ANNUITIES DIFFERENT FROM OTHER 
FIXED ANNUITIES?  

An indexed annuity is different from other fixed annuities because of 
the way it credits interest to your annuity’s value. Other fixed 
annuities credit a fixed rate of interest, which is declared by the 
insurance company. Indexed annuities credit interest using a formula 
based on changes in the performance of an equity, bond or commody 
index. This formula determines how the interest, if any, is calculated 
and credited. How much interest you get, and when you get it, 
depends on the features of your particular indexed annuity.  

Your indexed annuity, like other fixed annuities, offers a guarantee. 
This guarantee is different from the minimum guarantee on a fixed 
annuity, however. A fixed annuity guarantees a specific declared 
minimum interest rate annually. An indexed annuity, on the other 
hand, guarantees that a declared minimum interest rate will be 
credited on part of your initial premium, if you surrender the 
annuity or if the index your annuity is linked to performs poorly. 
This guarantee is not credited annually. It is important to note that if 
there is a decline in the index your annuity is linked to, your indexed 
annuity will not receive a similar negative interest adjustment.  

1
 S&P 500 is a registered trademark of the McGraw-Hill Companies, Inc., used with permission.  



It will be credited with 0% interest (not negative interest) for that 
particular index term. However, most if not all indexed annuities 
guarantee the GREATER OF this declared minimum rate of 
interest or your current account value. 

For example, some contracts guarantee the minimum value will never 
be less than 87.5 percent of the premiums paid, plus at least 3% 
interest (less any partial withdrawals). This means that even if you 
surrender your annuity, withdraw the full amount and pay surrender 
charges, you will not receive less than the GREATER OF the 
guaranteed minimum value or your current account value les the 
surrender charges.  

SPECIFIC EXAMPLES An indexed annuity with a minimum 
guaranteed surrender value of 87.5% of premiums credited with 3% 
interest would provide a return of 101.43% at the end of a six-year 
term [(87.5 x 1.03%) x 5)] and more for longer term periods. 
However, if you decided to surrender such an annuity before the fifth 
year, you would receive the minimum guaranteed amount or the 
current account value minus the surrender charge WHICHEVER IS 
GREATER.  But it is important to remember that if your annuity 
received no credited interest from the index, you will receive less than 
the premiums paid for the contract.  

Floor on Index-Linked Interest  

The floor is the minimum interest rate you will earn on an annuity. 
All indexed annuities have a floor of at least 0%. A 0% floor 
assures that even if the index decreases in value, the index-linked 
interest that you earn will be zero, and not a negative adjustment.  



WHAT INDEXED ANNUITY CONTRACT FEATURES AFFECT 
THE INTEREST CREDITED TO MY ANNUITY?  

The features that have the greatest effect on the amount of interest 
credited to an indexed annuity are the index used for crediting, the 
indexing method and anycap, spread and/or participation rates. It is 
important to understand the features and how they work together. 
The following describes some indexed annuity features that affect 
the index-linked formula.  

Index  

Indexed annuities credit interest using a formula based on changes in 
the performance of an equity, bond or commodity index. The index is 
an external benchmark which is used to calculate the amount of excess 
interest credited to the annuity.  
The annuity does not participate directly in any stock or bond ment. 
For example, if the annuity is linked to a stock fund you are not 
buying shares of stock. Dividends paid on the stocks on which the 
index is based do not increase your annuity earnings. The company 
credits earnings to your annuity based on the index you select, but 
guarantees the value of your annuity will not decrease because the 
index goes down. Note that past performance of an index does not 
indicate future results. Some annuities may be linked to more than 
one index and you are asked to allocate your premium to your choice 
of index(ices).  

Indexing Method  

The indexing method means the way the amount of positive 
change, if any, in the index is measured. Some of the most 
common indexing methods, which are explained more fully later 
on, include annual point-to-point, monthly point-to-point, term 
end point and monthly and daily averaging.  



Index Term  

The index term is the period over which index-linked interest is 
calculated; the interest is credited to your annuity at the end of a 
term. Terms are generally from one to twelve years, with one year 
being the most common. Some annuities offer a single term while 
others offer multiple, consecutive terms because of multiple crediting 
strategy options. For flexible premium annuities, the payment of each 
premium may begin a new term for that premium. Some annuities 
that credit index-linked interest less frequently than on an annual 
basis credit none of the index-linked interest, or only part of it, if you 
take out money before the end of the term. It is important to take this 
feature into consideration if you will be making a full or partial 
withdrawal before the product term ends.  

Participation Rate The participation rate determines how much of the 
increase in the index will be used to calculate index-linked interest. 
For example, if the calculated change in the index is 9% and the 
participation rate is 70%, the index-linked interest rate for your 
annuity will be 6.3% (9% x 70% = 6.3%). The company usually offers 
a participation rate for a specific period (from one year to the entire 
product term). When that period is over, the company can set a new 
participation rate for the next period. Many annuities guarantee that 
the participation rate will never be lower than a specified minimum or 
higher than a specified maximum. It is common for companies to offer 
participation rates of less than 100%, particularly when there is no 
cap rate.  



Cap Rate  

Many annuities may put an upper limit, or cap, on the index-linked 
interest rate. This is the maximum rate of interest the annuity will 
earn. In the example given above, if the contract has a 6% cap rate, 
then 6% would be credited, not 6.3%. Many annuities guarantee that 
the cap rate will never be lower than a specified minimum or higher 
than a specified maximum. It is common for companies to use a cap 
rate, especially if the participation rate is 100%.  

Spread Rate  

In some annuities, the index-linked interest rate is computed by 
subtracting a specific percentage from any calculated change in the 
index. This spread rate, sometimes referred to as the “margin” or 
“asset fee,” might be instead of, or in addition to, a cap or 
participation rate. In the example given above, if the calculated 
change in the index is 9%, your annuity might specify that 2.25% will 
be subtracted from the rate to determine the interest rate credited. In 
this example, the credited rate would be 6.75% (9% - 2.25% = 
6.75%). In this example, the company subtracts the percentage only if 
the change in the index is positive.  

Bonuses  

Many indexed annuities offer a bonus. The most common type of 
bonus is a premium bonus. This type of bonus immediately increases 
the value of the annuity, and is usually credited as a percentage of 
the premiums paid into the contract. Some premium bonuses use a 
vesting schedule or recapture charge on the bonus. This lets the 
insurance company keep the surrender charges lower, relative to 
other bonus annuities. However, if you withdraw more than your 
penalty-free amount on such an annuity, you may lose part of your 
premium bonus. This type of bonus would be included in your cash 



surrender value.  

Another type of bonus is a Guaranteed Lifetime Withdrawal Benefit 
(GLWB) bonus. A GLWB bonus is like a premium bonus in that it is 
usually a percentage of the premiums paid into the contract. 
However, a GLWB bonus is different in that you cannot access the 
bonus if you surrender your annuity for cash. A GLWB bonus is 
credited to the benefit base value, not the accumulation value. For 
this reason, this type of bonus is only available if you take lifetime 
income payments through your GLWB. The last type of bonus 
available on some annuities is an annuitization bonus. This type of 
bonus is very similar to a GLWB bonus, but is only accessible if you 
take lifetime income payments through annuitization. Many two-
tiered annuities offer this type of bonus.  

Although bonuses can help to boost to your annuity’s value, it is 
important to understand how they work. In general, annuities with 
bonuses have higher surrender charges and surrender charges apply 
longer than annuities without bonuses. In addition, all things being 
equal, an annuity with a bonus has less potential for gains than a non-
bonus annuity. Make certain you understand the terms and conditions 
of any bonuses you are considering.  
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WHAT ARE SOME FEATURES AND TRADE-OFFS OF 
DIFFERENT INDEXING METHODS?  

Generally, indexed annuities offer preset combinations of features. 
Try to understand what you get.  

Features  

Annual Point-to-Point  

The value of the index is 
reviewed on each policy 
anniversary. The change in the 
index is measured in this way 
from one year to the next. 
Interest, if any, is credited to 
your annuity each year, 
subject to any participation, 
cap or spread rates.  

Since the interest earned is 
“locked in” annually and the 
index value is “reset” at the end 
of each year, future decreases in 
the index will not affect the 
interest you have already 
earned.  

Term End Point (also 
called Multi-Year Point to 
Point)  

The index-linked interest, if any, 
Trade-Offs  

Only the beginning and end 
points are considered. Since 
potential interest is credited 
annually, your annuity’s 
participation, cap and spread 
rates may change each year and 
generally will be lower than that 
of other indexing methods.  

Only the beginning and end   
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is based on the difference 
between the index value at the 
end of the index term and the 
index value at the start of the 
term. Index terms may range 
from 3 to 12 years. Potential 
interest is added to your 
annuity at the end of the index 
term as opposed to each year, 
subject to any participation, 
cap or spread rates.  

Monthly or Daily Averaging  

Index-linked interest, if any, is 
determined by recording the 
index’s value on specific dates 
(every month for monthly 
averaging, every day the 
market is open for daily 
averaging) and comparing the 
average of these values with the 
index value at the start of the 
term. Potential interest is added 
to your annuity at the end of the 
year, subject to any 
participation, cap or spread 
rates.  
points are considered. Since 
interest is not credited until the 

term ends, you may not receive 
index-linked interest until the 
end of the term. There may be 
a lower spread rate or higher 
participation or cap rate than 
with some other indexing 
methods. Partial or full 
surrenders may not receive any 
index-linked interest if taken 
before the term ends.  

In a steady-rising market, 
pointto-point methods may 
perform better. Since potential 
interest is credited annually, 
your annuity’s participation, 
cap and spread rates may 
change each year. Most 
products that use this indexing 
method lock in interest annually 
and reset the index value at the 
end of each year. This protects 
interest earned from being 
affected by future decreases. 
Participation and cap rates may 
be higher (and any spread rates 
may be lower) than with other 
indexing methods.  



Monthly Point-to-Point  

Similar to monthly averaging, 
index-linked interest, if any, is 
determined by comparing the 
change in an index’s value from 
one monthly anniversary to the 
next monthly anniversary. Each 
month, positive changes are 
subject to the cap rate but 
negative changes are not. At the 
end of the term, the monthly 
changes are added and any 
positive index-linked interest is 
credited. If the sum is negative, 
zero interest is credited.  
Contracts with this design have 
a lower cap rate than other 

designs because the cap rate is 
applied monthly, although 
interest is credited at the end of 
the term. Monthly decreases in 
the index will reduce any interest 
credited at the end of the term. 
Since this indexing method 
considers downward movements 
of the index, annuities using this 
indexing method may earn 
higher index-linked interest than 
many other indexing methods in 
a steadily-rising market, due to 
cumulative increases in the 
index.  



WHAT QUESTIONS SHOULD ASK MYSELF ABOUT 
ANNUITIES?  

How comfortable am I with market risk – risk that I may lose my 
premium and credited interest if the market falls - and interest rate 
risk – risk that I may not a declared rate of interest?  

After I buy the annuity, how much money do I need to have available 
to cover major expenses and emergencies? How much will I have?  

If I had to surrender the annuity, am I comfortable with the 
minimum guaranteed surrender value on the contract? This is 
why the greater of discussion is so important in making this 
determination.  

Am I comfortable with the length of time that I will pay 
surrender charges if I withdraw money from the annuity?  

How long can I leave my money in the annuity until I need it?  

How soon will I need income payments? How much retirement 
income will I need in addition to what I will get elsewhere?  

Will I need income payments only for myself or for myself and 
someone else?  

WHAT QUESTIONS SHOULD I ASK MY AGENT OR THE 
COMPANY?  

When is the earliest I can get money out of the annuity, and how 
much can I get?  

Do I have the option to change how the money in the annuity is 
allocated on the contract anniversary?  



What is my minimum guaranteed surrender value?  

When is the indexed interest credited?  

Does my annuity have an interest rate cap? What is it, and how long is 
it guaranteed? Is there a minimum cap? Is the cap in addition to, or 
instead of, a spread or participation rate?  

Does my contract have a participation rate? What is it, and how 
long is it guaranteed? Is there a minimum participation rate? Is the 
participation rate in addition to, or instead of, a spread or cap 
rate?  

Does my contract have a spread? What is it, and how long is it 
guaranteed? Is there a maximum spread? Is the spread in addition 
to, or instead of, a participation rate or cap rate?  

If there is a bonus, when it is credited and on what amount?  

Is there a recapture provision or vesting schedule which could cause 
me to lose my bonus?  

Do I lose any bonus if I take a lump sum rather than annuitize my 
accumulation value?  

If I want to take a lump sum or surrender the annuity, will the 
accumulated value or the way interest is credited change before I do 
this? Is this a single premium or flexible premium contract?  

Is there a market value adjustment (MVA) provision in my 
annuity?  



How long is the free look or right to return period?  

How long is the contract term?  

How much are the withdrawal charges, and how long do they last?  

How much can I withdraw without paying surrender charges or losing 
interest?  

What charges may be deducted from my contract value?  

What happens to my money if I die?  

Remember to read your annuity contract carefully when you 
receive it. Ask your agent or insurance company to explain 
anything you do not understand. If you have a specific complaint 
or cannot get answers you need from the agent or company, 
contact your state insurance department.  

HOW DO I KNOW IF AN INDEXED ANNUITY IS RIGHT FOR 
ME?  

The questions listed below may help you decide. You should think 
about what your goals are for the money you put into the annuity. 
You also need to think about how much risk you are willing to take 
with the money.  

FINAL POINTS TO CONSIDER Before you decide to buy an indexed 
annuity, you should review the contract. Terms and conditions of each 
annuity contract will vary.  



Ask yourself if, depending on your needs or age, this annuity is right 
for you. Taking money out of an annuity may mean you will pay taxes. 
If you exchange an annuity, the new annuity may have new expenses 
you must pay directly or indirectly. Compare this to what you are 
currently paying and any new benefits or features of the new annuity.  
Also, you may pay surrender charges on the old annuity. If you are 
selling another asset, are there penalties associated with the sale? Will 
you have to pay taxes on the sale?  

An annuity is intended to be a long-term product. You should 
generally keep it long enough to avoid penalties.  

When you receive your annuity contract, READ IT CAREFULLY!! 
Also, read the disclosure the company provides. Ask the agent and 
company for an explanation of anything you do not understand. Do 
this before any your free look period ends.  

If you cannot get the answers you need from the agent or 
company, contact your state insurance department.  



ANNUITY TERMS  

Accumulation Period: The time when the money you put into the 
annuity earns interest.  

Accumulation Value: The sum of your premiums plus any interest 
credited. This is the one part of your “greater of” value in 
determining the miniumum guarantee amount. 

Annuitize: Converting the lump sum of the accumulated value of your 
annuity to a series of payments. At maturity of a deferred annuity, 
you generally may withdraw the money, renew the annuity, or 
annuitize the proceeds into the series of payments.  

Annuity: A contract with an insurance company that makes a series of 
income payments at regular intervals.  

Bail-Out Option: A feature found in some annuities where there is 
no charge if you surrender your contract when the company’s 
renewal interest rate falls below a certain level.  

Beneficiary: The person who receives part or all of the money in the 
annuity if the annuitant dies. The beneficiary also could be an 
organization such as a charity.  

Benefit Base Value: A value on an annuity that features a 
Guaranteed Lifetime Withdrawal Benefit (GLWB), which is only 
used to calculate your lifetime income payments. The Benefit Bae 
Value cannot be taken if you cash surrender the annuity.  



Benefit Rate: The rate used to determine the size of the income 
payments you will receive when the accumulation period ends. Varies 
by age, gender, and the payment option chosen. Bonus: A feature 
credited to some annuities to increase their value to the consumer. Not 
all bonuses are credited up-front nor available if you surrender your 
annuity.  

Cap Rate: The maximum interest rate that will be used in the 
crediting calculation on an indexed annuity. Note that indexed 
crediting methods may also use a participation rate or a spread rate.  

Crediting Strategy: The indexed annuity crediting selection that 
determines the potential indexed interest. Crediting strategies may 
vary from one to eight years in length and may be based on the 
performance of a number of different equity, bond or commodity 
indices. How an index is measured varies from one crediting 
strategy to another and is always limited through a participation, 
cap or spread rate.  

Death Benefit: The annuity benefits paid to the beneficiary upon 
the death of the contract owner or annuitant.  

Deferred Annuity: An annuity where your money earns interest for a 
period of time before it is converted into a series of payments back to 
you.  

Disclosure: A document that the insurance company is required to 
give you when it delivers the annuity contract. It summarizes the 
annuity contract and specifies how interest is earned and how all 
charges are calculated. It also summarizes  



what happens if you take money out before it is scheduled to be paid 
and how much money you will lose if you do this.  

Dow Jones Euro Stoxx 50: A market capitalization-weighted index of 
50 blue-chip stocks from the countries that participate in the 
European Monetary Union.  

Fixed Annuity: An annuity where your money earns interest at rates 
set by the insurance company or in a way spelled out in the annuity 
contract. The company guarantees that it will pay no less than a 
minimum rate of interest.  

Flexible Premium Contract: A type of multiple premium annuity 
where, within set limits, you pay premiums as often as you would 
like .  

Free Look or Right to Return Period: A set number of days where you 
can review the annuity contract after you buy it, and even return the 
contract to receive your money back. The number of days is set by 
state law.  

FTSE 100: A market-weighted index of the 100 leading companies 
traded in Great Britain on the London Stock Exchange. The full 
name is Financial Times-Stock Exchange 100 Share Index.  

Hang-Seng: A market-weighted index of 33 stocks making up 
approximately 70% of the market value of all stocks traded on the 
Stock Exchange of Hong Kong.  

Guaranteed Lifetime Withdrawal Benefit: A fixed annuity contract 
feature that guarantees an annuity owner the ability to take annual 
withdrawals for their lifetime at a stated percentage, based on his/her 
age, even if the annuity’s account value goes to zero. This benefit is an 
alternative to annuitization on fixed annuity contracts.  



Immediate Annuity: An annuity where income payments start no 
later than one year after you pay the premium.  

Indexed Annuity: An annuity in which the return on your money 
depends on the crediting method you choose. The company guarantees 
the value of your annuity will not decrease if the index on which the 
crediting method is based goes down. However if you surrender early, 
you may receive less than the premiums you paid.  

Lehman Brothers Aggregate Bond Index: An index of U.S. 
Treasury bonds and notes and government-agency bonds 
(excluding mortgage-backed securities).  

Limited Withdrawal Feature: An annuity contract provision that 
give the owner the right to withdraw part of the annuity’s 
accumulation value (typically 10%) during the accumulation period, 
without paying a withdrawal/surrender charge.  

Market Value Adjustment (MVA) - Feature that is often attached to 
deferred annuities which could increase or decrease the accumulation 
value of an annuity only if more than the penalty-free amount is 
withdrawn or the contract is surrendered during the surrender charge 
period. In general, if interest rates are lower at the time of withdrawal 
than at the time the contract was issued, the accumulation value will 
be increased (market value adjusted). If interest rates are higher at 
the time of withdrawal than at the time of issue, the accumulation 
value will be reduced.  



Maturity Date: The latest date on a deferred annuity that you can 
decide whether to re, withdraw or annuitize the proceeds from the 
annuity.  

Minimum Guarantee Surrender Value: The lowest value you can 
receive from a cash surrender before your surrender charge period 
ends.if the index on which interest crediting is based does poorly.  

NASDAQ: National Association of Securities Dealers Automated 
Quotation. The automated quotation system for the Over-the-Counter 
(OTC) market, showing current bid-ask prices for thousands of 
stocks.  

Nikkei 225: A stock market index for the Tokyo Stock 
Exchange.  

Participation Rate: The percentage of positive index movement that 
will be used in the crediting calculation on an indexed annuity. May 
be used with a cap or a spread rate.  

Payout Period: The time when the company pays income to you or 
to someone you choose. This follows the accumulation period. Also 
known as annuitization period.  

Principal: The total amount the contract owner has ed in an 
annuity, not including interest earned.  

Required Minimum Distribution (RMD) - IRA’s and qualified plans 
both have certain “required” distributions. For IRA’s, you must 
begin to withdraw funds by April 1st of the year following the 
calendar year you attain age 70 ½. For qualified plans, withdrawals 
must begin by April 1st of the year following the later of, (a) the year 
you reach age 70½, or (b) the year you retire.  



Rider: A benefit added to an annuity contract that changes the 
annuity’s terms or conditions.  

Rolling Surrender or Withdrawal Charge: A charge in a flexilble-
premium annuity which may apply a new surrender charge to each 
premium paid, rather than to the entire accumulated value. 

Add a definition of market risk and interest-rate risk.  

S&P 500 Composite Index (S&P 500): Market value index of stock 
market activity covering 500 leading stocks.  

Single Premium Annuity: An annuity purchased with only one 
payment to the insurance company.  

Spread Rate (a.k.a. Asset Fee, Margin): A percentage that is 
subtracted from the interest credted on an indexed annuity. A 
percentage subtracted from any calculated change in the equity index. 
May also use a cap or participation rate. Also known as Asset Fee or 
Margin.  

Suitability Review: A review by your agent to recommend the amount 
of risk you should take if you buy an annuity, and if the product you 
are buying is appropriate.  

Surrender Charge: A charge applied if you take out all of the 
annuity value and surrender, or terminate, the annuity. A 
surrender charge also may be applied if you withdraw part of the 
annuity’s value.  



Two-Tiered Annuities. Unlike a single tier annuity, which has one 
account value and a cash value related to it through a surrender 
charge, a two tier annuity has two separate and independent values, 
usually called the annuitization value and the cash value. These 
values are calculated separately and frequently become further 
apart over time rather than closer together as the account value and 
cash value of a single tier annuity do.  

The cash value balance of a two tier annuity is the amount that can be 
withdrawn in cash. The cash value balance will generally receive a 
minimal interest rate set by the insurer. The annuitization value is a 
notional account which can only be used to purchase an immediate 
annuity from the issuing company at a price set by the company 
(subject to a stated maximum price). Generally, only the annuitization 
value will be credited with any bonuses and index gain that you 
receive on a two-tiered annuity. Since most deferred annuities are 
surrendered rather than annuitized, it is very important that a 
purchaser of a two-tiered annuity understand that the annuitization 
value cannot be accessed directly as cash. If you withdraw money 
from the cash value, there will be a proportional affect on your 
annuitization value. Like other forms of fixed annuities, during the 
surrender charge period, surrender charges will apply.  

Variable Annuity: An annuity where the insurance company puts 
your money into separate accounts (we need to explain this as it 
means nothing to most consumers e.g., where the market risk is born 
by the annuity owner not the company)that are expected to grow, but 
also may lose money. You decide how the company will the money, 
depending on how much risk you want to take.  



Window: A short period of time to decide if you want to renew or 
surrender the annuity. If you surrender during the window, you will 
not have to pay surrender charges. If you renew, the surrender or 
withdrawal charges may start over.  
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