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What Our Ratings Mean

Excellent. The company offers excellent financial security. It has maintained a conservative 
stance in its investment strategies, business operations and underwriting commitments. While 
the financial position of any company is subject to change, we believe that this company has the 
resources necessary to deal with severe economic conditions.

Good. The company offers good financial security and has the resources to deal with a variety 
of adverse economic conditions. It comfortably exceeds the minimum levels for all of our rating 
criteria, and is likely to remain healthy for the near future. However, in the event of a severe 
recession or major financial crisis, we feel that this assessment should be reviewed to make sure 
that the firm is still maintaining adequate financial strength.

Fair. The company offers fair financial security and is currently stable. But during an economic 
downturn or other financial pressures, we feel it may encounter difficulties in maintaining its 
financial stability.

Weak. The company currently demonstrates what, in our opinion, we consider to be significant 
weaknesses which could negatively impact policyholders. In an unfavorable economic 
environment, these weaknesses could be magnified.

Very Weak. The company currently demonstrates what we consider to be significant weaknesses 
and has also failed some of the basic tests that we use to identify fiscal stability. Therefore, even 
in a favorable economic environment, it is our opinion that policyholders could incur significant 
risks.

Failed. The company is deemed failed if it is either 1) under supervision of an insurance 
regulatory authority; 2) in the process of rehabilitation; 3) in the process of liquidation; or 4) 
voluntarily dissolved after disciplinary or other regulatory action by an insurance regulatory 
authority.

The plus sign is an indication that the company is in the upper third of the letter grade.

The minus sign is an indication that the company is in the lower third of the letter grade.

Unrated. The company is unrated for one or more of the following reasons: (1) total assets are 
less than $1 million; (2) premium income for the current year was less than $100,000; or (3) the 
company functions almost exclusively as a holding company rather than as an underwriter; or, 
(4) in our opinion, we do not have enough information to reliably issue a rating. For more information about this guide, other guides from Weiss Ratings, 

or online library subscriptions to Weiss Ratings, please visit Grey House 
Publishing at www.greyhouse.com or call (800) 562-2139.
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Weiss Ratings’ Mission Statement 

Weiss Ratings’ mission is to empower consumers, professionals, and institutions with high quality advisory 
information for selecting or monitoring a financial services company or financial investment. In doing so, 
Weiss Ratings will adhere to the highest ethical standards by maintaining our independent, unbiased 
outlook and approach to advising our customers. 

Terms and Conditions 

This document is prepared strictly for the confidential use of our customer(s). It has been provided to you at 
your specific request. It is not directed to, or intended for distribution to or use by, any person or entity who is a 
citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, 
publication, availability or use would be contrary to law or regulation or which would subject Weiss Ratings, 
LLC or its affiliates to any registration or licensing requirement within such jurisdiction. 

No part of the analysts’ compensation was, is, or will be, directly or indirectly, related to the specific 
recommendations or views expressed in this research report. 

This document is not intended for the direct or indirect solicitation of business. Weiss Ratings, LLC, and its 
affiliates disclaim any and all liability to any person or entity for any loss or damage caused, in whole or in 
part, by any error (negligent or otherwise) or other circumstances involved in, resulting from or relating to the 
procurement, compilation, analysis, interpretation, editing, transcribing, publishing and/or dissemination or 
transmittal of any information contained herein. 

Weiss Ratings, LLC has not taken any steps to ensure that the securities or investment vehicle referred to in this 
report are suitable for any particular investor. The investment or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you 
are in doubt about such investments or investment services. Nothing in this report constitutes investment, legal, 
accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your 
individual circumstances or otherwise constitutes a personal recommendation to you. 

The ratings and other opinions contained in this document must be construed solely as statements of opinion 
from Weiss Ratings, LLC, and not statements of fact. Each rating or opinion must be weighed solely as a factor 
in your choice of an institution and should not be construed as a recommendation to buy, sell or otherwise act 
with respect to the particular product or company involved. 

Past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, expressed or implied, is made regarding future performance. Information, opinions 
and estimates contained in this report reflect a judgment at its original date of publication and are subject to 
change without notice. Weiss Ratings, LLC offers a notification service for rating changes on companies you 
specify. For more information visit WeissRatings.com or call 1-877-934-7778. The price, value and income 
from any of the securities or financial instruments mentioned in this report can fall as well as rise. 

This document and the information contained herein is copyrighted by Weiss Ratings, LLC. Any copying, 
displaying, selling, distributing or otherwise delivering of this information or any part of this document to any 
other person or entity is prohibited without the express written consent of Weiss Ratings, LLC, with the 
exception of a reviewer or editor who may quote brief passages in connection with a review or a news story. 
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Weiss Ratings’ 
Consumer Guide to 
Variable Annuities 

In the rush to build up enough assets for retirement, consumers are faced with a dizzying array of 

investment choices. What’s more, the “correct choices” for someone else may be totally 

inappropriate for you. Consider the following factors that could impact your own investment 

decisions: 

 How much risk you’re willing to take

 Your age and the number of years you have until retirement

 Your income level and tax rate

 The financial needs of others who may depend on you

 Other investment alternatives available to you now

 Your accumulated assets and personal net worth

 How much income you feel you’ll need or want to receive during your retirement years

And when you consider the vast number of investment vehicles, each designed to address one or 

more of the above factors, the task of making a decision can become mind-boggling. At Weiss 

Ratings, we believe that the best decisions are informed decisions. Therefore, this guide is 

designed to help you fully understand the pluses and minuses of at least one of those investment 

vehicles: variable annuities. That way, you can decide for yourself whether or not an investment 

through variable annuities is right for you. 

Before Even Considering Variable Annuities … 

Most people recognize that, when planning for retirement, tax-deferment is a powerful investment 

strategy. The compounded growth of your investment is magnified when taxes are not deducted 

annually. And you are likely to be in a lower tax bracket during your retirement years, thus 

preserving still more of your nest egg. The hard part is figuring out which tax-deferred vehicle is 

best for you. What you may not know is that there are two tax-deferred investment vehicles that 

are almost always preferable to all of the rest.
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Company-Sponsored Retirement Plans 

Pre-tax investments in company-sponsored retirement plans (such as a 401k, 403b or 457) are one 

of the best ways to lower your present income taxes and accumulate retirement money. These 

plans often have company matching contributions up to a certain level, offering you free money in 

addition to the advantages of tax deferral. Furthermore, most companies nowadays give you 

investment choices, which by the way, are usually fairly similar to those available in a variable 

annuity. 

The only major drawback is that the government limits the amount of pre-tax dollars you can 

contribute. In addition, some individual plans may be unattractive if they are charging you too 

much in cost or imposing restrictions on your ability to get to your funds without first leaving the 

company. Generally speaking though, company-sponsored retirement plans present a superior 

investment opportunity. Therefore, in nearly all cases, before investing for retirement using a 

variable annuity, you should first contribute as much as you possibly can to any company- 

sponsored retirement plans available to you. 

IRAs 

After maximizing your contributions in work-sponsored retirement plans, the next best alternative 

is an Individual Retirement Account (IRA) – preferably at a discount broker that offers low yearly 

fees and low trade commissions. The costs associated with maintaining an IRA are very low 

(often free of annual fees for balances over $10,000) and many discount brokers offer a wide 

array of no-transfer-fee, no-load mutual funds and low commission levels when investing in 

stocks. 

Unfortunately, your annual tax-deductible contribution to a regular IRA (as well as your total 

annual contribution to a Roth IRA) is limited and becomes phased out at upper income levels. 

Nevertheless, use them as much as you can because they offer a great deal of investment 

flexibility at little or no cost. 

Now, after investing to the limit in company-sponsored retirement plans and your IRA, you are 

ready to consider variable annuities.
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Who Should Consider Variable Annuities? 

Investing in variable annuities is very similar to investing in a company-sponsored retirement plan 

or IRA. Variable annuities allow you to manage your funds as you choose by selecting the mutual 

fund investments that suit your personal risk tolerance and wealth-building needs. But there are a 

few significant differences you should be aware of: 

Difference #1. A major advantage: There are no limits on the amount of money you can 

contribute to a variable annuity. 

Difference #2. A major disadvantage: All money you contribute to a variable annuity is after 

taxes. 

Difference #3. Insurance: Variable annuities have an insurance component not found in other 

types of retirement investments. This can make the annuity more attractive if you need and want 

the insurance, but less attractive if you don’t. (More details on this aspect later.) 

Before Retirement 

A variable annuity may be a prudent investment once you have already contributed the maximum 

amounts allowed to your company-sponsored retirement plan and IRA. Even though your 

contributions to a variable annuity are after taxes, the annuity’s earnings will be allowed to grow 

tax free until you begin to make withdrawals. At this stage, it’s called a “deferred annuity” 

because any payments back to you are deferred until some point in the future. And should you die 

before retirement, the entire investment will be passed on to your designated beneficiary or your 

estate. 

After Retirement 

A variable annuity can also be an appropriate investment vehicle if you have reached retirement 

age and need to roll your savings out of a 401k or other company-sponsored retirement plan. You 

can move the funds into a variable annuity where they will retain their tax-deferred status while 

allowing you to begin using your retirement savings for your living expenses. This is called an 

“immediate annuity.” You pay in a lump sum, and you begin receiving a monthly stipend 

immediately. 
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Your immediate annuity can either be fixed or variable. The fixed variety guarantees you a fixed 

monthly payout amount for the remainder of your life. In contrast, in a variable annuity, your 

monthly stipend will be periodically adjusted based on the performance of your investments. 

Many investors opt for the variable annuity, even though the payout is not guaranteed, because 

stock market equity investments have historically outperformed all other investments. 

There’s no guarantee this will continue to be true in the future, however. Indeed, a long bear 

market could actually lower the income you receive from an immediate variable annuity. Thus, 

variable annuities offer the prospect of higher payouts in the underlying investments, provided 

they’re timed properly, while the guaranteed payouts in a fixed annuity stay at the same level for 

as long as you live. 



What Are Variable Annuities? 

Consumer Guide to VariableAnnuities 

Variable annuities were first introduced by insurance companies back in 1954. The idea was to 

create an alternative to the industry’s existing product offerings which, at the time, were all based 

on fixed contributions resulting in fixed payouts. The fixed annuities were very popular. But the 

insurance companies couldn’t help noticing the rising popularity of mutual funds. They wanted to 

compete with mutual funds by offering policyholders the potential for higher earnings. Variable 

annuities provided the answer. They maintained most of the attractive features of the traditional 

fixed annuity. Plus they allowed investors to choose from a range of mutual funds. 

How Variable Annuities Work 

When You Buy a Deferred Variable Annuity 

First, the insurance company invests your money into the mutual fund or funds you designate, 

recording a corresponding liability to you, the policyholder. Unlike money you invest in a fixed 

annuity or a whole life insurance policy, variable annuities are managed by an investment 

company using mutual fund “subaccounts” that are kept totally separate from the insurer’s other 

assets. Therefore, your funds are not subject to claims by its creditors should the company 

become insolvent. In that sense, a variable annuity is much safer than a fixed annuity or even a 

life insurance policy. The risk you take is primarily due to any risk in the mutual fund investments 

you choose. 

From that point forward, all income you earn is tax-deferred. You pay no income taxes on it until 

you begin making withdrawals at retirement. Furthermore, if you are unfortunate enough to suffer 

an early demise before retirement, the insurance company will pay your designated beneficiary or 

estate the net balance of your accumulated contributions (less withdrawals) plus any earnings. 

Unlike a term life or whole life insurance policy where you pay in a small amount to guarantee a 

large death benefit, the insurance aspect of variable annuities merely guarantees payout of the 

money that has been invested plus the accumulated gains. 

5 www.weissratings.com 
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There’s one more built-in cushion: Let’s say you invest most of your money in stock market 

funds and the market takes a tumble. Plus, let’s say you pass on before retirement and before the 

market recovers. Your designated beneficiary or estate is guaranteed to receive at least the net 

amount you paid into the annuity – with no deductions for the decline in the value of your 

investments. 

“Annuitizing” to Create an Immediate Annuity 

So far, we have equated your date of retirement with the date you start collecting your annuity – 

called “annuitizing.” But it doesn’t have to be at retirement. You can decide to annuitize 

whenever you want. Once you make that decision, the insurance company guarantees to send you 

periodic payments for the remainder of your life and, in some cases, beyond depending on the 

payout option you choose. Generally speaking, the payout options available to you are: 

 “Individual” – pays until your death

 “Joint and survivor” – pays until the death of both you and your spouse

 “Joint life” – pays until the death of you or your spouse, whichever comes first

In addition, each of these options also has sub-options which further define how long the benefits 

are paid. These include: 

 “Pure life” – pays for the remainder of your life, however long or short that may be, but

terminates with no residual value upon your death

 “Period certain” – pays for the remainder of your life or a pre-determined number of years,

whichever is longer

 “Refund” – pays for the remainder of your life, and guarantees the return of your net

contributions to your heirs if you die prematurely

We can’t tell you which payout option is best for you. It’s a complex decision based on your 

individual income needs and how important you feel it is to pass along an inheritance to your 

heirs. Consequently, we recommend you consult with an independent financial planner for a more 

complete explanation of the options available to you in order to determine the payout that will 

best suit your needs. 
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One word of warning: Once you annuitize an annuity, the investment is moved from the separate 

subaccount to the insurance company’s own pool of assets. So at that point, it does become 

critical that you monitor the financial stability of your insurer. If the company fails, it will 

certainly curtail your ability to get to your funds on a timely basis and may even impact the 

amount of money you receive. 

Illustration: The Power of Tax Deferment 

Let’s say you want to make a one-time investment of $20,000 and then see what happens under 

two scenarios – one utilizing the tax-deferred power of a variable annuity, and another using an 

ordinary taxable mutual fund where the owner receives and reinvests an annual distribution of 

earnings. For the purposes of this illustration, we’re going to assume you have a marginal tax rate 

of 22% and you earn an average annual net return of 4% on each investment. However, dividend 

distributions from the taxable mutual fund (excluding a money market mutual fund) are subject to 

a maximum 15% tax rate for taxpayers earning up to $492,300 ($553,850 for married persons 

filing jointly) per year effective January 1, 2023 in accordance with the Tax Cuts and Jobs Act of 

2017. Also, in order to simplify the illustration, we’ll assume there are no sales commissions, 

loads, or other annual fees for either type of investment vehicle. 

Investing in a 

Variable Annuity 

Investing in a 

Taxable Mutual Fund 
Initial After-Tax Contribution $20,000 $20,000 
x Annual Return x 4% x 4% 
First Year Earnings $800 $800 
x Marginal Tax Rate N/A x 15% 
Taxes Owed after First Year $0 $120 
Investment Value after One Year $20,800 $20,680 
Investment Value after Ten Years $29,605 $27,941 
Investment Value after Thirty Years $64,868 $54,531 

As you can see, the effect of compounding returns on the tax-deferred variable annuity really 

magnifies your investment growth. Now let’s look at what happens when you decide to draw 

down your accumulated investment from 30 years of saving over a fixed 15-year period during 

retirement. 
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Investing in a Investing in a 
Variable Annuity Taxable Mutual Fund 

Investment Value after Thirty Years $64,868 $54,531 
Annual Payout over 15 Years $5,834 $4,905 
Taxable Portion of Annual Payout $4,037 avg $1,269 
x Marginal Tax Rate x 22% x 15% 
Taxes Owed on Annual Payout $888 avg $190
Annual Payout after Taxes $4,946 $4,715 

Based on this example, you would receive $231 more per year during retirement over the 15-year 

payout period by investing through a variable annuity. 

One more big difference: With the annuity, the longer you live the more total benefits you get. 

Without the annuity, you run the risk of running out of money just because you’ve been fortunate 

enough to enjoy a long life. 

An Alternative to Annuitizing 

Here’s a commonly employed strategy which allows you to periodically receive a portion of your 

funds, while retaining your rights to the remainder of your net contributions and earnings. This 

strategy involves annually withdrawing only a portion of your funds after you have reached age 

59 ½, and not annuitizing the annuity. Most insurance companies permit you to withdraw up to 

10% of the value of your annuity annually without incurring a penalty. And once you reach age 

59 ½, there is no danger of an early withdrawal penalty from the IRS. 

Therefore, this strategy allows you to withdraw the same amount the insurance company would 

have paid you each year had you annuitized the annuity. However, the assets in the annuity 

remain yours to be passed on to your heirs and are not at risk in the event of the insurance 

company’s bankruptcy. 

The drawback to this strategy comes if you outlive your life expectancy and your withdrawals 

deplete the assets in your annuity. So if you’re healthy and anticipate this possibility, you would 

probably be better off annuitizing promptly and letting the insurance company accept the 

responsibility for making the payouts. 

8 www.weissratings.com
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More Advantages of Variable Annuities 

We’ve told you about the two main advantages: 1) the tax-deferred growth for building up your 

retirement nest egg, without sharing a portion of your earnings with Uncle Sam each year along 

the way, and 2) the ability to sock away as much as you want and use it to cover your retirement 

or pass it along to your heirs. 

Plus, consider these additional benefits that come with a variable annuity: 

Guaranteed Return of Funds at Death 

The insurance associated with deferred variable annuities provides that if you pass away before 

annuitizing, the insurance company will guarantee payment of the total value of your variable 

annuity or entire amount of your premiums paid in, if greater, to your designated beneficiary or 

estate. Furthermore, if your designated beneficiary is your spouse, many variable annuity 

contracts have a feature which allows the spouse to either maintain the variable annuity as is, or to 

roll it over into another variable annuity under his or her own name. 

The Potential for Investment Diversification 

Most variable annuities offer a variety of mutual funds to meet your individual investment goals 

and comfort-level with risk. Indeed, the best variable annuities will offer at least seven mutual 

funds to choose from, including: 

 an aggressive growth fund

 a growth fund or S&P 500 index fund

 a growth and income fund or balanced fund

 a small cap fund

 an international or global fund

 a bond fund

 a money market fund

Many also offer an emerging market fund, a high-yield bond fund and a value fund. The more 

fund choices, the greater flexibility in shaping your investment strategy and coordinating variable 

annuity investments with your investment in taxable accounts and company-sponsored plans. 

www.weissratings.com 9 
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Asset Protection: Your Savings Are More Secure from Lawsuits 

If someone sues you, it is much more difficult for them to recover money you keep in an annuity, 

either fixed or variable, because it is technically part of your insurance contract. 

If you like this feature and it’s important to you, it would be a good idea to consult with an 

attorney; your success in shielding a variable annuity investment from a lawsuit will depend 

largely on your individual circumstances. But there can be no doubt that an annuity offers greater 

potential for asset protection than other investments. 

Guaranteed Lifetime Withdrawal Benefits 

Guaranteed withdrawal benefits can come in a variety of ways, but the most common is the 

guaranteed lifetime withdrawal benefit which guarantees that a certain percentage can be 

withdrawn each year until you die. The amount that can be withdrawn is determined at the time 

you begin making withdrawals based on your age and the amount of the guaranteed withdrawal 

benefit value that has accumulated in your contract since its inception. 

The guaranteed withdrawal benefit value is the value that your account has grown by a guaranteed 

percentage rate each year regardless of the movements in the market. This is different than your 

account value which fluctuates with the performance of the underlying investments and is the 

amount that you would receive if you surrendered the policy. The beauty of the guaranteed 

lifetime withdrawal benefit is that it does not go down if the performance of the underlying 

investments goes down. 

Protection from Insurance Company Failure 

Your subaccounts in a deferred variable annuity are invested through a trustee, which legally 

protects you from a failure. Just a year or two ago, this may not have seemed to be a great 

advantage, because large company failures were rare. But in today’s uncertain environment, this 

can be very important. And in the early 1990s, many large annuity companies went under, 

trapping more than one million fixed annuity investors in a moratorium, with many forced to 

accept losses of up to 50 cents on the dollar. In contrast, variable annuity investors were safe and 

had immediate access to their money even if their company was in bankruptcy. 
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Disadvantages of Variable Annuities 

Market Risk 

The biggest potential disadvantage to variable annuities is the possibility of a decline in the 

market value of your investments. While the insurance company will guarantee the return of 

100% of your net contributions should you die prior to annuitizing, an overall long-term decline 

in the financial markets would effectively eliminate the principal advantage of tax-deferred 

growth. If there is no growth in the value of your investment, it really does not matter whether or 

not it is tax-deferred. A long-term down or flat market would also mean you incurred opportunity 

costs compared to the guaranteed growth available with a fixed annuity or other type of fixed- 

income investment. 

In addition, should you decide to annuitize your investment and maintain it as an immediate 

variable annuity, a decline in the value of the underlying investments would result in a decline in 

the amount of your periodic payouts. So, with an immediate variable annuity, you get the prospect 

of increasing the payments you receive based on the market’s performance, but you also accept 

the risk of decreasing the payments as well. 

Requires Hands-on Investing 

With a variable annuity, you can’t just make your investment and forget about it. You need to 

monitor the financial markets and modify your mutual fund investment choices as conditions 

change. This requires certain financial skills plus a minimum amount of time and effort. If you are 

already investing through taxable mutual funds or directly in the stock market, there is no 

additional effort required. However, if you are not a hands-on investor and you neglect your 

variable annuity, you risk serious disappointment. 

You Are Paying for Insurance Too 

To guarantee the return of your principal, the insurance company is naturally going to charge you 

a premium. This insurance cost, in turn, dampens the overall return of the variable annuity. So if 

you feel you already have sufficient assets or life insurance to cover the needs of your loved ones, 

the additional insurance provided by a variable annuity may not be worth the dampened returns 

you will experience. 
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Tax Considerations 

Income Taxes on Withdrawals and Payouts 

Regardless of your age at the time of the withdrawal or payout, you will be required to pay 

regular income taxes (at your then-current tax rate) on the accumulated earnings portion of the 

amount you receive. 

Any withdrawals made prior to annuitizing the contract will be considered first to come from 

earnings, not principal. However, periodic distributions, that is distributions that are annuitized, 

are taxed differently as shown below. 

Furthermore, if you withdraw money prior to age 59 ½, the IRS is generally entitled to 10% of the 

earnings portion of the withdrawal as a penalty. So, if you are in the 22% marginal tax bracket, 

the government is going to take a total of 32% of the accumulated earnings portion of the 

withdrawal amount. In addition, state income tax and penalty will be owed depending on your 

state of residency. That can be a high price to pay in order to gain early access to your own 

savings. 

Separating Return of Principal from Accumulated Earnings 

Since you have already paid taxes on the principal that you originally contributed to the annuity, 

the government will not penalize you or tax you on that portion of your withdrawals or payouts. 

But you must not forget to deduct the amount of your principal when preparing your income 

taxes. 

How do you know what portion of a withdrawal or payout is accumulated earnings and what 

portion is after-tax principal? The IRS uses the following formula: 

Nontaxable return of principal = 

annual payment x (principal paid in ÷ total expected return) 

In this formula, the principal paid in equals the total amount you have contributed through a lump 

sum or periodic contributions. 
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For a deferred annuity, the total expected return is the current value of the entire annuity. When 

performing this calculation on an immediate annuity, the total expected return equals the annual 

payment guaranteed by the insurance company times your number of years of life expectancy 

remaining. Since life expectancies vary by individual, the IRS maintains a set of annuity tables for 

determining your life expectancy based on your current age. 

Example: Determining the Taxable Portion of a Payout 

Let’s walk through an example to clarify the calculation. Jane Smith is a 69-year-old woman who 

has contributed $100,000 to her annuity and is just starting to receive monthly payments. 

The IRS annuity tables show that she has a life expectancy of 17 years; and the insurance 

company calculates that she should receive $12,000 per year in monthly payments of $1,000 each. 

So her … 

Annual payment = $12,000 

Principal paid in = $100,000 

Total expected return = $204,000 ($12,000 annual payment x 17 year life expectancy) 

As a result, the … 

Nontaxable return of principal = $12,000 x ($100,000 ÷ $204,000) = $5,882.35 

Thus … 

Taxable return of earnings = $12,000 – $5,882.35 = $6,117.65 

In this example, Ms. Smith only owes income taxes on $6,117.65 of the $12,000 annual payment 

she receives from her annuity. The $5,882.35 is considered a return of her original after-tax 

contributions. And if Ms. Smith is fortunate enough to live a long and happy retirement past the 

age of 86, the insurance aspect of the policy guarantees that she will continue receiving her 

monthly payments for the rest of her life. From a tax standpoint, however, all of her original 

principal is returned to her over the course of her remaining 17 years of life expectancy. So any 

payments she receives after age 86 will be considered completely taxable income. 
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Estate Taxes 

If you pass on before annuitizing your annuity, the entire value of the annuity is included as a part 

of your taxable estate – unless you have designated your spouse as the beneficiary. If you die after 

annuitizing, the estate tax implications vary depending on the payout option you’ve selected. 

The simplest case is when you select a “pure life” payout. The annuity contract is essentially 

terminated and any remaining assets in the policy are forfeited to the insurance company. The 

estate gets nothing and pays nothing. 

In contrast, if you’re single and select a “period certain” payout, any unpaid funds remaining are 

included as a part of your estate and paid directly to your beneficiary. For example, if you select a 

“15-year certain” payout option and then pass away after only 12 years, the payout for the 

remaining 3 years is included in the estate’s value, but payable directly to the beneficiary. 

Variable Annuity Mutual Fund Subaccounts 

Mutual Fund Offerings 

In the past, most insurance companies had in-house investment companies to manage their mutual 

fund subaccounts. To remain competitive, however, most now offer a wide variety of funds 

managed by big, well-known mutual fund companies – Janus, Templeton, T. Rowe Price, 

Vanguard, Fidelity, and others. They do this by simply creating “clones” of their regular mutual 

funds and then dedicating the clones strictly for the variable annuities. These funds use almost the 

same portfolio allocations and are generally run by the same managers as the regular mutual 

funds. 

Even though the funds are clones, the performance is not identical however. Returns can be 

higher – or lower – depending on how closely the mutual fund manager is able to mimic the 

regular mutual fund’s investments. Generally, the difference over time is negligible. 

Evaluating Mutual Fund Performance 

We recommend you evaluate the mutual funds in two areas: (1) rate of return compared to funds 

with a similar investment make-up, and (2) costs imposed by the fund. 



Consumer Guide to VariableAnnuities 

Morningstar contains one-year, three-year, five-year, and 10-year performance figures as well as 

benchmarks based on the average performance for all similar-type funds. These benchmarks are 

especially helpful for evaluating a particular fund relative to its peers. Morningstar also publishes 

its own rating system evaluating the mutual fund subaccounts and ranks similar-type funds by 

performance over various time horizons. 

The average annual returns for variable annuity mutual funds for 2021 and the previous five and 

ten years is shown below. 

1-Year Average

Annual Return

5-Year Average

Annual Return

10-Year Average

Annual Return
Fund Type 2021 2017-2021 2012-2021 
Aggressive Growth Funds 14.39% 13.30% 11.59%
Growth Funds 19.13% 15.32% 13.44% 
Balanced Funds 15.25% 9.15% 8.53% 
Small Cap Funds 18.29% 12.33% 12.43% 
International Funds 7.45% 9.62% 7.56% 
Bond Funds -0.42% 2.98% 2.74% 
Money Market Funds -1.13% -0.42% -0.78%

Never forget, however, the all-important warning that past performance is no assurance of future 

results. After an unusually long bull market and a decade of low interest rates, the results of 

2008 demonstrate that it is more important than ever that you not rely too heavily on the past. 

Costs Compared to Taxable Mutual Funds 

The costs associated with variable annuities can be a definite drawback. Indeed, high-cost variable 

annuities take 12 to 13 years before they catch up to the after-tax returns you can get from an 

equivalent taxable fund. In other words, if your intention is to invest for short periods of time, 

you’d be better off investing directly in mutual funds and paying the taxes. 
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Fortunately, some variable annuities let you in with no up-front load and let you out with no 

surrender charge. Furthermore, they cut the break-even point when compared to taxable mutual 

funds down to a two- to six-year time horizon. These low-cost variable annuities are sold directly 

by mutual fund companies or by the insurance company themselves, so there’s no need to go 

through an insurance agent, unless you’re uncomfortable handling the paperwork by yourself. 

Switching Between Funds 

To make the most out of your annuity, you need the flexibility to switch among the seven 

investment options mentioned in the Evaluating Mutual Fund Performance section above – from 

an aggressive growth fund to a safe money market fund. 

Remember, the more fund choices, the greater the flexibility in targeting your investment strategy 

and coordinating with your investments in taxable accounts and company-sponsored retirement 

plans. 

Favor a variable annuity that allows you to transfer from one fund to another with the lowest cost 

and greatest speed – to respond readily to changing market conditions and changes in your 

personal situation. You should be able to call up the insurance company and give instructions to 

sell one fund and buy another, and get same day executions, just as you would with a regular 

mutual fund. 

Variable Annuity Costs 

As you can see, the best variable annuities will have low costs while giving you a wide variety of 

mutual funds to choose from. Getting a handle on the true costs though, is tricky. Generally 

speaking, variable annuity costs show up in four forms: 

 the mutual fund’s annual expenses (mostly going to the mutual fund manager)

 insurance expenses to cover the death benefit premiums and administration costs

 commission loads covering the sales cost

 an annual contract fee
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Mutual Fund Annual Expenses 

At first glance, a mutual fund annual expense may appear to be higher than that of a variable 

annuity and that's because many mutual funds already include a portion or all of the insurance 

expense. Variable annuities can have annual and insurance expenses shown separately calling for 

a careful review when determining the final cost. So, if you want to know the true amount of a 

mutual fund annual expense, simply check the one with the lowest annual expense ratio; on the 

other hand, in order to arrive at the final cost of a variable annuity, you must add all expense 

items together to see the total annual expense ratio. 

Fund Type 

Variable 

Annuities 

Taxable 

Mutual Funds 
Fund annual expense 1.00% 2.00%
Insurance 1.18% 0.00%
Total 2.18% 2.00%
Difference 0.18%

According to industry-wide figures, the average annual expense ratio for variable annuity fund 

subaccounts is 1%, compared to 2% on taxable mutual funds. But, after adding in all the other 

costs for insurance including administration and distribution, the average expense for variable 

annuities jumps to 2.18%. This is why the final cost of an investment must be examined very 

carefully to avoid any hidden or unexpected fees. 

Front-End Loads 

The front-end load is the commission you pay out of your investment contribution. It goes to 

cover sales costs, especially the fee paid to the salesperson who sells you the policy. For example, 

when you buy a variable annuity with a 4% front-end load, $4 of every $100 you put into the 

policy goes to the sales costs, with only $96 actually credited to your account. 
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That’s why we recommend only no-load annuities where there is no up-front reduction in your 

principal. You do pay a slightly higher cost built into the mutual fund expense or insurance 

expense, which comes out of your earnings over time. But since every penny that you invest gets 

credited to your account, all your funds start working for you immediately. Good news: Over 97% 

of the variable annuities sold today have no front-end loads. 

Surrender Charges 

Another major charge that you should look out for is at the back-end surrender charges. Although 

they can take many forms, most surrender charges are designed to discourage you from making 

withdrawals during the first few years after you purchase an annuity. The typical charge starts at 

7% in the first year, declining 1% annually over the course of the first seven years of the policy. 

This means that if you make a withdrawal or cancel the policy in the first year, the insurance 

company will keep 7% of your total investment. In the second year, the charge drops to 6%, and 

so on until it reaches 0% after seven years. Some annuity issuers have altered their surrender 

charges so that they do not decline to 0%, but only decline to 1-3%, a setback for unaware 

consumers. Moreover, for many policies each time you contribute new money into your policy, 

this “seven-year clock” starts afresh for the newly invested portion. 

Some variable annuities also carry “rolling surrender charges,” meaning that even your 

investment gains, as they accrue to your account, are subject to the terms of the surrender charge! 

Under these contracts, a certain amount of the value of your policy will always be subject to a 

surrender charge no matter what. The only way to get out of this trap is to annuitize the policy. 

Ideally, the best kind of variable annuity to own is one without any surrender charges. This may 

be somewhat difficult to find on your own. But in a moment, we’ll give you the names of some 

no-load, no-surrender-charge policies on the market today. 

Annual Contract Fee 

Most variable annuities assess an annual contract fee of $25 to $35. This flat rate fee guarantees 

the issuing insurance company that it will receive an annual stream of revenue regardless of the 

size or performance of your personal variable annuity. Unfortunately, there is very little you can 
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do to avoid this charge. Still, it’s not a factor you can ignore when comparing variable annuities 

with one another and with other types of investments. 

Bottom Line 

It definitely pays to shop around and compare variable annuities based on their costs and 

performance. But when comparing costs, remember that you must factor in the insurance costs 

and loads associated with the annuity to get the full picture. 

Don’t Ignore the Stability of the Insurer 

Even though you may buy an annuity through your broker, bank or mutual fund company, 

variable annuities are issued solely by insurance companies. This means that the safety of the 

insurer cannot be ignored. 

Also, keep in mind that a financially troubled insurance company may be looking for ways to cut 

corners. Oftentimes, this could mean a decline in the quality of service it provides you. While this 

risk is not necessarily financial in nature, it is real – and it can result in some frustrating 

experiences for you. 

Regardless of whether you are considering a variable or other type of annuity, the best and safest 

practice is to stick with annuities issued by financially sound insurers. That way you will not have 

to worry about the safety of your investment or the consequences of the company’s failure. After 

all, there are plenty of good, financially strong insurance companies issuing attractive annuities. 

So, why take a chance with a weak insurer? It just doesn’t make sense. 

Weiss Ratings offers a number of services designed to inform investors and professionals alike 

about the financial condition of an insurer. 

For more information on these and other products offered by Weiss Ratings, visit 

www.weissratings.com. 
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Are Variable Annuities Right For You? 

Now that you are familiar with how variable annuities work, including their inherent advantages, 

disadvantages, tax considerations, and mutual fund considerations, you are in a much better 

position to determine whether or not they’re right for you. Keep in mind though, it is usually a 

good idea to consult a professional such as a Certified Financial Planner before making any major 

moves in retirement planning. 

You Should Consider Variable Annuities If: 

1. You can make a long-term financial commitment for retirement, and you are confident
that you won’t need access to your money before you retire.

2. You have already fully funded any company-sponsored retirement plans or IRAs for
which you are eligible.

3. You can take full advantage of tax-deferred growth of your investments. This is
especially appropriate if you are in – or entering – a high marginal tax bracket and are at
least six years away from retirement.

4. You need to shelter your savings from potential lawsuits and make it less accessible to
the courts.

5. You feel up to making your own investment decisions, or alternatively, you have a
financial advisor you can rely on.

6. You have already established a source of liquid assets that you could tap in case of an
emergency. Remember, it will be costly if you ever need to withdraw money from an
annuity before retirement.

You Will Probably Want To Avoid Variable Annuities If: 

1. You have not yet fully funded any company-sponsored retirement plans or IRAs
available to you.

2. The ups-and-downs of the stock market make you nervous and you are averse to the
risks associated with mutual fund investing.

3. You know little or nothing about mutual fund investing and are not interested in
learning.

4. There is a good chance you will need the money before retirement for living expenses,
emergencies, long-term care or other investment opportunities you may want to pursue.
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Ten Steps in Evaluating a Variable Annuity Policy 

Once you decide that investing in variable annuities is the correct choice for you, you should 

follow these steps before buying: 

1. Shop around. There are so many variable annuity products on the market today that it
pays to take the time you need to find the one that best suits your needs.

2. Avoid all variable annuities that charge a front-end load. The up-front cost just cannot
be justified.

3. Favor annuities with no or low back-end loads (surrender charges) unless guaranteed
withdrawal benefits are one of your requirements. Most, although not all, variable
annuities with guaranteed withdrawal benefits charge a surrender fee for a certain
number of years.

4. Focus first on those insurance companies with a Weiss Safety Rating of A (excellent) or
B (good). Since the variable annuity will be maintained as a “separate account,” you
may also decide to consider companies with a C (fair) rating, although you will want to
periodically monitor them more closely.

5. Avoid variable annuities that do not offer a choice of at least seven mutual fund
subaccounts – an aggressive growth fund; a growth fund or S&P 500 index fund; a
growth and income fund or balanced fund; a small cap fund; an international or global
fund; a bond fund; and a money market fund.

6. Compare the performance of the funds available through the variable annuity to the
averages for those types of funds. You should look for variable annuities with funds that
have achieved at least average performance for the last one-year, three-year, and five- 
year time horizons. It is a good idea to look at long-term results to get a sense of how
well the subaccounts have performed over time.

7. Compare the variable annuities’ total expense costs. (Total expense = mutual fund
annual expense + insurance expense). Look for variable annuities that have total
expenses at or below the industry average of 2.18%.

8. Make sure the variable annuity allows you to switch between the mutual fund
subaccounts by telephone, preferably at no additional cost.

9. Favor a variable annuity policy that gives you the right to withdraw up to 10% of your
money annually with no surrender charge or other penalty. You may never take
advantage of this feature, but it is good to have in case of emergency.

10. Look for variable annuities offering a periodic step-up of the insurance amount as the
value of the mutual fund subaccount grows through the years.
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Excellent Variable Annuities on the Market Today 

Here we present two lists of best annuities recognizing that investors may have different priorities. 

The first list of variable annuities meets virtually all of the criteria on the previous page with a 

heavy focus on keeping expenses down. They have no front-end load, below-average costs, a 

wide selection of mutual fund subaccounts with good performance, and are issued by insurance 

companies rated A (excellent) or B (good) by Weiss Ratings. 

When considering these annuities, be sure to make comparisons based on the funds’ total cost 

(insurance cost + annual expense), the availability via an IRA account or group retirement plan, 

and any other features that might meet your specific needs. 

The Best Low-Cost Variable Annuities 
Name of Variable Annuity 
Name of Insurer 

Front-End 
Load 

Surrender Charge/ 
Years Applies 

Number of 
Funds 

Number of 
Strong Funds 

Weiss Safety 
Rating 

 Level Advantage Advisory 
Lincoln National Life Insurance Co 

None None 15 13 B

 Level Advantage Advisory Class 
Lincoln National Life Insurance Co 

None None 15 10 B

 ChoicePlus Assurance I-Share 
Lincoln National Life Insurance Co 

None None 107 59 B

 Jackson Retirement Investment Annuity
Jackson Natl Life Insurance Co 

None None 110 78 B

 Perspective Advisory II 
Jackson Natl Life Insurance Co 

None None 116 85 B

 Jackson Private Wealth 
Jackson Natl Life Insurance Co 

None None 113 87 B

 Pacific Advisory 
Pacific Life Insurance Co 

None None 112 86 A

 Portfolio Director Freedom Advisor
The Variable Annuity Life Insurance Co 

None None 36 27 B
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The second list of variable annuities contains those with some type of guaranteed withdrawal 

benefit. We feel it is important to find good annuities with this feature because contract holders 

receiving guaranteed withdrawal benefits were insulated from the drastic decline in the stock 

market during 2008 and early 2009. Some investors may find such a benefit a worthwhile trade 

off for the additional fees it may add. These additional fees include surrender charges and internal 

fees specific to the guarantee; however, the annuities in this list have total expenses at or below 

the industry average for all annuities. 

Again, when considering these annuities, be sure to make comparisons based on the funds’ total 

cost (insurance cost + annual expense), the availability via an IRA account or group retirement 

plan, the type of withdrawal benefit that suits your goals, and any other features that might meet 

your specific needs. 

The Best Variable Annuities 
With Guaranteed Withdrawal Benefits 

Name of Variable Annuity 
Name of Insurer 

Front-End 
Load 

Surrender Charge/ 
Years Applies 

Number of 
Funds 

Number of 
Strong Funds 

Weiss Safety 
Rating 

 Pacific Odyssey
Pacific Life Insurance Co 

None None 95 77 A-

 Smart Foundation Advisory 
Penn Mutual Life Insurance Co 

None 

3% 

3 years 29 23 B 

 TA Variable Annuity I 
Transamerica Life Insurance Co 

None None 72 53 B

 Perspective Advisory 
Jackson National Life Insurance Co 

None 

2% 

3 years 145 89 B 

 Perspective Advisory II 
Jackson National Life Insurance Co 

None None 150 90 B
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The Worst Variable Annuities on the Market Today 

The following variable annuities possessed one or more drawbacks which made them unattractive 

investment options at the time of this publication. This includes week fund choice, surrender 

charges and underperforming funds. 

The Worst Variable Annuities 
Name of Variable Annuity 
Name of Insurer 

Front-End 
Load 

Surrender 
Charge/ Years 

Applies 

Number of 
Funds 

Number of 
Strong Funds 

Weiss Safety 
Rating 

 Direction VA (4-yr) 
Ameritas Life Insurance Corp 

None 
8% 

4 years 
2 2 B

 American Legacy TD Income 8 
Lincoln National Life Insurance 

None 
7% 

5 years 
6 0 B

 Security Benefit NEA Valuebuilder L 
Security Benefit Life Insurance

None 
7% 

4 years 
6 0 B

 TA Retirement Income Plus 
Transamerica Life Insurance Co 

None 
8% 

7 years 
6 0 B

Note: The above list is intended to provide a sample of those variable annuities that contain one 

or more unattractive features. Exclusion from this list does not mean that a particular variable 

annuity is a good investment choice. Likewise, some of the insurance companies listed above 

offer several additional variable annuity policies which may be worthy of consideration. Policies 

are listed in alphabetical order. 

Data Source: Weiss Ratings and Morningstar. 
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A Excellent. The company offers excellent financial security. It has maintained a 
conservative stance in its investment strategies, business operations and underwriting 
commitments. While the financial position of any company is subject to change, we believe 
that this company has the resources necessary to deal with severe economic conditions. 

B Good. The company offers good financial security and has the resources to deal with a 
variety of adverse economic conditions. It comfortably exceeds the minimum levels for all 
of our rating criteria, and is likely to remain healthy for the near future. However, in the 
event of a severe recession or major financial crisis, we feel that this assessment should be 
reviewed to make sure that the firm is still maintaining adequate financial strength. 

C Fair. The company offers fair financial security and is currently stable. But during an 
economic downturn or other financial pressures, we feel it may encounter difficulties in 
maintaining its financial stability. 

D Weak. The company currently demonstrates what, in our opinion, we consider to be 
significant weaknesses which could negatively impact policyholders. In an unfavorable 
economic environment, these weaknesses could be magnified. 

E Very Weak. The company currently demonstrates what we consider to be significant 
weaknesses and has also failed some of the basic tests that we use to identify fiscal 
stability. Therefore, even in a favorable economic environment, it is our 
opinion that policyholders could incur significant risks. 

F Failed. The company is deemed failed if it is either 1) under supervision of an insurance 
regulatory authority; 2) in the process of rehabilitation; 3) in the process of liquidation; or 
4) voluntarily dissolved after disciplinary or other regulatory action by an insurance
regulatory authority.

+ The plus sign is an indication that the company is in the upper third of the letter grade.

– The minus sign is an indication that the company is in the lower third of the letter grade.

U Unrated. The company is unrated for one or more of the following reasons: (1) total assets
are less than $1 million; (2) premium income for the current year was less than $100,000; 
or (3) the company functions almost exclusively as a holding company rather than as an 
underwriter; or, (4) in our opinion, we do not have enough information to reliably issue a 
rating. 
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Once You Choose a Variable Annuity 

Manage Your Money Wisely 

Do your homework when evaluating your mutual fund choices and diversify your asset allocations 

among several funds with the best track record. You certainly do not want to purchase a variable 

annuity with the anticipation of significant investment growth and then select mutual funds that 

cannot deliver. And yet, many people buy a variable annuity policy and then leave their assets 

entirely invested in money market funds. Get the most out of your investment by being proactive 

in evaluating your investment choices. 

Most investment advisors recommend coordinating variable annuity investments with all other 

investments you hold. Younger investors are usually advised to stake more in the stock market 

while retired investors should usually follow a more conservative asset allocation. You may want 

to consult a professional, such as a Certified Financial Planner, to help determine the asset 

allocation that is right for you. 

Stay abreast of the financial stability of your insurance company. We recommend that you 

maintain your variable annuity and other policies with A (excellent) and B (good) rated 

companies whenever possible. You can monitor the safety of your insurer by looking up ratings 

for free at www.weissratings.com. Also, many public libraries carry Weiss Ratings’ Guide to Life 

and Annuity Insurers, a quarterly publication containing ratings for almost every insurance 

company in the nation. 

In the event that your company’s rating drops to a C (fair), do not rush out immediately and 

transfer your investment to another insurer. Instead, look at the whole picture, including the 

returns and costs associated with the annuity issued by the insurer, before considering a change. If 

the company moves into one of the “weak” categories (Weiss Safety Rating of D or E), however, 

you should seriously consider making a change. 
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Exchanging an Existing Variable Annuity for a Better One 

If you happen to stumble upon a variable annuity that is more attractive than the one you already 

own, or if your current variable annuity’s returns and/or costs take a turn for the worse, you may 

want to consider moving your investment. Here’s how: 

First, make sure the switch is worth it given whatever surrender charges you will incur. If the 

back-end load is significant but on a declining scale, you may want to delay the change to avoid 

or reduce the surrender charge. 

Second, contact the insurance company you want to switch to and ask them to provide you with 

the necessary forms for a 1035 tax-free exchange. 

Then, simply fill out the necessary forms and return them to the insurer issuing the new variable 

annuity policy. They will take care of the rest, including the actual transfer of your money to the 

new policy. 
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Variable annuities are certainly not the only vehicles available to you for use in your retirement 

planning. So do not allow yourself to be swayed by a salesperson’s pitch directing you to one type 

of investment over another. Instead, decide for yourself what product best suits your needs and 

then use the salesperson as a resource to help you find the best deal for you. Here are some of the 

alternative, and yet similar, investment choices along with the relative advantages and 

disadvantages of each compared to variable annuities. You may want to consult your accountant 

or Certified Financial Planner if you have questions beyond the scope of what’s addressed here. 

401(k) Plans 

If your company offers a 401(k) plan and you are eligible to participate, it is certainly worth 

investigating. A 401(k) plan allows you to make an elective pre-tax contribution of up to 100% of 

your annual salary (up to $22,500 for 2023 and if age 50 or older, you can add $7,500 for a total 

of $30,000) into an investment account for retirement. In addition, many employers offer 

matching contributions up to a certain level as an inducement to participate in the plan. This 

amounts to free money just for participating, and is over and above the elective employee limits. 

Your contributions (and your employer’s matching contributions) will grow tax free. When you 

withdraw them, however, you will have to pay taxes on the entire amount of the withdrawal. And 

if you make a withdrawal prior to reaching age 59 ½, you may also have to pay a 10% penalty to 

the IRS. Plus, most employers impose an additional restriction on the portion they contribute to 

your 401(k) by subjecting you to a vesting period; if you leave the company before a certain 

number of years, a portion of these matching contributions will be withheld. 

Like variable annuities, most plans offer an array of mutual funds to choose from and allow you 

to switch monies from one fund to another at no cost. Since your employer selects the manager 

for the 401(k) plan, however, you have no say over the quality of the funds available to you in 

terms of their performance and costs. 
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Advantages vs. Variable Annuities 

Advantage #1. Your contributions to a 401(k) plan are before taxes (whereas contributions to a 

variable annuity are after taxes). Thus, the 401(k) plan gives you a tax break in the current year – 

a feature which is not available through a variable annuity. 

Advantage #2. Company-matching contributions. Not all 401(k) plans offer this, but you should 

certainly take advantage of this attractive feature if it is available to you. 

Advantage #3. Most 401(k) plans offer a loan feature, giving you quick access to cash with no 

pre-qualifying conditions and no IRS penalties. Variable annuities do not offer this type of 

temporary access to your money. 

Disadvantages vs. Variable Annuities 

Disadvantage #1. The government limits the amount of pre-tax dollars you can contribute to 

these plans. Therefore, if your retirement goals require investing more than the yearly maximum 

($22,500 for 2023; plus the applicable catch-up contribution for anyone age 50 or older), you may 

need to supplement these with other investments. 

Disadvantage #2. Some individual plans may be unattractive compared to variable annuities if 

they incur extraordinarily high costs or they impose severe restrictions on your ability to get to 

your funds without first leaving the company. Every plan is different. So you will need to weigh 

your own employer’s plan against your other investment options. 

Disadvantage #3. Your investment choices are limited to the funds your employer has selected. 
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Example 

Let’s assume John Smith is employed by ABC Manufacturing Company, where he is paid an 

annual salary of $50,000. And let’s compare two scenarios: one where he annually contributes 

15% of his pre-tax salary to a company-sponsored 401(k) plan; and the other where he takes the 

same amount, pays taxes on it, and then invests it through a variable annuity. For the purposes of 

this example, assume that the net rate of return for each of these two investment vehicles is the 

same at a conservative 4%, and Mr. Smith is in the 22% marginal tax bracket. 

Investing in a 

401(k) Plan 

Investing in a 

Variable Annuity 
Annual Salary $50,000 $50,000 
x Contribution Percentage x 15% x 15% 
Annual Contribution Amount $7,500 $7,500
x Marginal Tax Rate N/A x 22% 
Taxes Owed $0 $1,650 
Annual Contribution Amount after Taxes $7,500 $5,850 
x Annual Return x 4% x 4% 
Investment Value after One Year $7,800 $6,084 
Investment Value after Ten Years $93,648 $73,045 
Investment Value after Thirty Years $437,463 $341,221 

As you can see, your investment will grow much faster when you can fund it with pre-tax dollars 

through a company-sponsored 401(k) plan. And if your employer offers matching contributions, 

the results are magnified even further. Now, let’s assume Mr. Smith has reached retirement and 

decides to convert his investment from 30 years of savings into an immediate annuity with a fixed 

15-year payout.

401(k) Plan 

Investment 
Variable Annuity 

Investment 
Investment Value after Thirty Years $437,463 
Annual Payout over 15 Years $39,346 
Taxable Portion of Annual Payout $39,346 
x Marginal Tax Rate x 22% 
Taxes Owed on Annual Payout $8,656 
Annual Payout after Taxes $30,690 

33 

$341,221 

$30,690 

$14,905 

x 22% 

$3,279 

$27,411 
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Based on this conservative example, Mr. Smith would receive $3,279 more per year during 

retirement by investing through a 401(k) plan than he would by investing through a variable 

annuity. And if you assume a more aggressive 7% annual return, this differential widens to 

$10,043 per year. These results are magnified even further for individuals in higher tax brackets. 

Who Should Consider 401(k) Plans? 

Everyone who has this investment option available to them should seriously consider saving for 

retirement through a 401(k) or similar company-sponsored retirement plan. If your company does 

not offer one, speak with your Human Resources Manager and suggest they start a plan 

immediately. It’s a shame not to take advantage of the tax savings the IRS has made available to 

you and your company. 

Regular IRAs 

Individual Retirement Accounts are available through a number of sources including most banks 

and brokerage firms. Those IRAs offered by discount brokers provide you with the most 

investment flexibility and are generally free of any annual fees if your IRA balance is more than 

$10,000. Furthermore, many discount brokers offer a wide array of no-transfer-fee, no-load 

mutual funds and low commission levels when investing directly in stocks. 

The IRS limits your annual IRA contribution to a maximum of $6,500 per person for 2023 (age 

50 and older can add $1,000 to the limit for a total of $7,500). If you are not participating in a 

retirement plan at work, the entire amount of this contribution is tax-deductible, meaning you do 

not owe taxes on that money in the current tax year. However, if you are in a work-sponsored 

retirement plan, then the tax-deductibility of your contribution begins to phase out for 2023 when 

your modified adjusted gross income (MAGI) exceeds $73,000 per year ($116,000 per year for a 

couple). If only one spouse is covered by a retirement plan at work, you can deduct up to $6,500 

($7,500 for 2023 if age 50 or older) in an IRA for the uncovered spouse, if MAGI is under 

$218,000 (phased out completely at $228,000). 
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As in other retirement vehicles, your contributions will grow tax free until you withdraw them, at 

which time you will be required to pay taxes on the entire amount of the withdrawal (excluding 

any amounts for which you have already paid taxes). And if you make a withdrawal prior to 

reaching age 59 ½, you may also owe a 10% penalty to the IRS. 

You can make penalty-free withdrawals from your IRA to pay for your education costs or the 

education of your children or grandchildren. You may also withdraw up to $10,000 from an IRA 

to purchase a first home for yourself, your children or your grandchildren without incurring any 

penalties. You will still owe taxes on these early withdrawals, but the IRS will waive the 10% 

penalty. 

Generally, the IRS requires that you begin making at least minimum withdrawals from your IRA 

by the time you reach age 70 ½. 

Advantages vs. Variable Annuities 

Advantage #l. Regular IRA contributions are before taxes. As you will see in the next example, 

the benefits of this can be substantial. 

Advantage #2. There are no insurance expenses weighing down the performance of your 

investment with an IRA. 

Disadvantage vs. Variable Annuities 

The government limits the amount of pre-tax dollars you can contribute for 2023 to an IRA to 

$6,500 per person ($7,500 if age 50 or older) or $13,000 per couple ($15,000 if both age 50 or 

older) per year or less depending on your income level. You may need to supplement these 

savings with other investments in order to have sufficient income during retirement. 
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Example 

Let’s assume that over a 30-year period of time, Patty Jones saves $5,000 per year toward her 

retirement under two scenarios: one where she makes pre-tax contributions to a regular IRA; and 

the other where she takes the same amount, pays taxes on it, and then invests it through a variable 

annuity. For the purposes of this example, assume that the net rate of return for each of these two 

investment vehicles is the same at a conservative 4%, and Ms. Jones is in the 22% marginal tax 

bracket. 

Investing in a 

Regular IRA 

Investing in a 

Variable Annuity 
Annual Contribution $5,000 $5,000
x Marginal Tax Rate N/A x 22% 
Taxes Owed $0 $1,100 
Annual Contribution Amount after Taxes $5,000 $3,900 
x Annual Return x 4% x 4% 
Investment Value after One Year $5,200 $4,056 
Investment Value after Ten Years $62,432 $48,697 
Investment Value after Thirty Years $291,642 $227,481 

As you can see, your investment will grow much faster when you can fund it with pre-tax dollars 

through a regular IRA. Now, let’s assume Ms. Jones has reached retirement and decides to 

convert her investment from 30 years of savings into an immediate annuity with a fixed 15-year 

payout. 

IRA 

Investment 

Variable Annuity 

Investment 
Investment Value after Thirty Years $291,642 $227,481 
Annual Payout over 15 Years $26,231 $20,460 
Taxable Portion of Annual Payout $26,231 $9,937 
x Marginal Tax Rate x 22% x 22% 
Taxes Owed on Annual Payout $5,770 $2,186 
Annual Payout after Taxes $20,461 $18,274 

Based on this example, Ms. Jones would receive $2,187 more per year during retirement by 

investing through a regular IRA than she would by investing through a variable annuity. This 

result is magnified even further for individuals in higher tax brackets. 
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Who Should Consider Regular IRAs? 

As with a 401(k), everyone whose annual income level permits them to take full advantage of a 

pre-tax IRA contribution should consider doing so. 

Roth IRAs 

The Roth IRA was first enacted in 1997, and modified with expanded limits through passage of 

the Taxpayer Relief Act of 2001. At first glance, the Roth IRA appears to be similar to a regular 

IRA. 

 You are limited to an annual contribution for 2023 of $6,500 per individual ($7,500 if age

50 or older), which is phased out at upper income levels (see below). Similar to a regular

IRA, the annual contribution is limited to taxable earned income.

 The method of investing and investment options through a bank or discount broker are the

same.

 You owe no taxes on your annual earnings in either IRA.

In reality, however, the Roth IRA has several key features which make it much more attractive 

than a regular IRA, or a variable annuity for that matter. 

First and foremost, you fund a Roth IRA with after-tax dollars, and in turn, owe no taxes on your 

withdrawals. Thus, you forfeit any tax advantages in the current year, but more than make up for 

it by avoiding taxes on your principal and earnings when you withdraw them. 

Second, after five years, the IRS permits you to withdraw any amounts that you have contributed 

to a Roth IRA – tax-free and penalty free – under certain circumstances. For instance, a young 

couple could contribute to a Roth IRA over several years and then withdraw the entire amount of 

their contributions to fund the purchase of a house, while leaving their accumulated earnings in 

the account to continue growing tax free. 

Third, the modified adjusted gross income (MAGI) levels used for determining your ability to 

make a Roth IRA contribution are different from MAGI levels used for Regular IRA 

contributions. Individuals making less than $138,000 can contribute up to a full $6,500 for 2023 
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($7,500 if age 50 or older), which is phased out completely at $153,000 annual income. The same 

goes for couples making less than a combined $218,000 (phased out completely at $228,000). For 

a married individual filing a separate return who is an active participant in an employer-sponsored 

retirement plan, the phase-out range is from $0 to $10,000 annual income. 

One other consideration: Unlike a regular IRA, the Roth IRA does not require you to make 

minimum withdrawals when you reach age 70 ½. There are no required withdrawals associated 

with this investment, and you can pass it on to your heirs completely income tax free (the amount 

will still be added to your taxable estate for estate tax purposes). 

Advantages vs. Variable Annuities 

The prospect of tax-free withdrawals and payouts represents a significant advantage for Roth 

IRAs over variable annuities. Both investments are funded with after-tax dollars so there is no 

advantage there, but the tax-free payouts in later years can make a big difference in the amount of 

money you will actually receive. 

Disadvantage vs. Variable Annuities 

The only drawback to a Roth IRA is that the government limits the amount of your 2023 

contribution to $6,500 ($7,500 if age 50 or older) per person, and $13,000 per couple ($15,000 if 

both age 50 or older) per year or less depending on your income level. Therefore, you may need 

to supplement these savings with other investments in order to have a sufficient income during 

retirement. 

Example 

Let’s assume that over a 30-year period of time, Tom Johnson saves $5,000 per year toward his 

retirement under two scenarios: one where he makes after-tax contributions to a Roth IRA; and 

the other where he contributes the same amount through a variable annuity. We’ll also assume 

that the net rate of return for each of the two investment vehicles is 4% and Mr. Johnson is in the 

22% marginal tax bracket. 
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Investing in a 
Roth IRA 

Investing in a 
Variable Annuity 

Annual Contribution $5,000 $5,000
x Marginal Tax Rate x 22% x 22% 
Taxes Owed $1,100 $1,100 
Annual Contribution Amount after Taxes $3,900 $3,900 
x Annual Return x 4% x 4% 
Investment Value after One Year $4,056 $4,056 
Investment Value after Ten Years $48,697 $48,697 
Investment Value after Thirty Years $227,481 $227,481 

As you can see, the value of your investment remains the same regardless of whether you use a 

Roth IRA or a variable annuity because they are both funded with after-tax dollars and you pay no 

taxes on either’s annual earnings. Now, let’s assume Mr. Johnson has reached retirement and 

decides to receive his investment from 30 years of savings over a fixed 15-year payout period. 

Roth IRA 

Investment 

Variable Annuity 

Investment 
Investment Value after Thirty Years $227,481 $227,481 
Annual Payout over 15 Years $20,460 $20,460 
Taxable Portion of Annual Payout $0 $9,937 
x Marginal Tax Rate N/A x 22% 
Taxes Owed on Annual Payout $0 $2,186 
Annual Payout after Taxes $20,460 $18,274 

Based on this example, Mr. Johnson would receive $2,186 more per year during retirement by 

investing through a Roth IRA than he would by investing through a variable annuity. This result 

is magnified even further for individuals in higher tax brackets during retirement. 

Who Should Consider Roth IRAs? 

Clearly everyone whose annual income level permits it should consider contributing to a Roth 

IRA. Even though you will likely want to supplement your IRA savings with some other form of 

retirement savings, you should still take advantage of this opportunity. 
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Indexed Annuities 

At first glance, indexed annuities (also called equity indexed annuities) appear to provide 

investors with the best of all worlds. These investments are set to appreciate at the same rate as a 

stock index, usually the S&P 500 index, over the term of your policy so you can enjoy the upside 

potential of investing in stocks. And should the stock market turn bearish during your policy term, 

they eliminate the downside potential of a loss by guaranteeing a minimum annual return, usually 

3%. 

Sound too good to be true? Well, in most instances, it is. Here’s why: 

First, your returns on an indexed annuity will never equal the returns you would get from owning 

an S&P 500 index mutual fund. Reason: Although the annuity provides you with the S&P 500’s 

price appreciation (historically averaging about 7.5% per year), it does not include the index’s 

dividend returns (which have averaged about 3%). So whereas an investment in an S&P 500 

index fund has historically provided investors with an average total return of about 10.5% 

annually, an indexed annuity would only have given you about 7.5%. 

The frequency with which your interest is credited is another potential pitfall. Indexed annuities 

that only credit your earnings at the end of the policy term are at a serious disadvantage. Even if 

the stock market has a couple of great years in the early part of your policy term, those returns 

could be completely wiped out in the latter years of this type of policy, leaving you to rely on the 

3% guaranteed minimum return for nominal investment appreciation. In other words, most 

policies do not give you a minimum return based on the greater of 3% or the performance of the 

S&P 500 each year. Instead, you receive a return based on the greater of 3% compounded 

annually or the long-term performance of the S&P 500. This leaves you very vulnerable to an 

untimely cyclical stock market downturn. 

Another downfall is that the guaranteed minimum return is not paid on your full investment. 

Regulators require that the guaranteed minimum rate be paid on either 87.5% or 90% (depending 

on the state the annuity is sold in) of the original principal. Therefore, in reality you are getting 

even less than the stated minimum guaranteed return. On an initial investment of $100,000, a 3% 
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guaranteed minimum return would be paid on either $87,500 or $90,000, which would be $2,625 

or $2,700, respectively, rather than the $3,000 you might expect. 

Finally, your investment safety with an indexed annuity is far more dependent on the financial 

stability of the underwriting insurance company. Unlike a variable annuity, your funds are pooled 

with the assets of the insurer. If the insurance company should fail during the term of your policy, 

your funds could be subject to a moratorium on withdrawals. 

You would think that your investment is going into an S&P 500 index fund. In reality, the insurer 

typically invests about 70% of your money in bonds and 20% in call options on the S&P 500 

index, with the balance going toward acquisition costs, administrative costs, and insurance 

company profits. If interest rates drop and the stock market stagnates or declines, the insurance 

company will be saddled with a loss. Unless it has a good capital cushion or good revenues from 

other sources, it could be hard-pressed to pay you what it promised. 

If you already own an indexed annuity, be sure to consult the issuing company’s Safety Rating so 

you will know the risks you are taking with this type of investment. 

Advantages vs. Variable Annuities 

The most obvious advantage is the guaranteed minimum annual return. This safety net is one that 

many people find attractive. In recent years, companies have started offering guaranteed minimum 

accumulation benefit riders on their variable annuity policies, which guarantees that the contract 

value will be at least equal to a certain minimum percentage (usually 100%) of the amount 

invested after a specified number of years regardless of the underlying investment performance. 

Disadvantages vs. Variable Annuities 

Disadvantage #1. Your returns will always be lower than a comparable investment through a 

variable annuity because you miss out on the dividends. 

Disadvantage #2. An indexed annuity effectively limits your choice of mutual funds to one: a 

stock index fund. Therefore, you cannot diversify your investment and make changes to your 

asset allocation like you can with a variable annuity. 
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Disadvantage #3. The value of your investment in an indexed annuity is subject to the financial 

health of the issuing insurance company. Therefore, if the insurer goes bankrupt, you could 

experience a loss. 

Let’s compare the net effect of Sheila Turner’s $20,000 one-time investment in an indexed 

annuity to that of a variable annuity that is fully invested in an S&P 500 index fund. Assume the 

term of her investment is 30 years, and she is lucky enough to see the average annual price 

appreciation of the S&P 500 go up by a steady 7.5% with a dividend payout enhancing that return 

by an additional 3% per year. 

Investing in an 

Indexed Annuity 

Investing in a 

Variable Annuity 
Initial After-Tax Contribution $20,000 $20,000 
x Annual Total Return x 7.5% x (7.5 + 3.0)% 
First Year Earnings $1,500 $2,100 
Investment Value after One Year $21,500 $22,100 
Investment Value after Ten Years $41,221 $54,282 
Investment Value after Thirty Years $175,099 $399,851 

As you can see, the additional 3% dividend yield available through the variable annuity S&P 500 

index mutual fund provides Ms. Turner with an extra $224,752 at the end of 30 years. Moreover, 

if the market starts to tumble during this period, Ms. Turner has the flexibility to shift her fund 

allocations, thereby potentially increasing this difference even further. 

Who Should Consider Indexed Annuities? 

You should only consider investing through an indexed annuity if you want the potential of stock 

market returns but are afraid of a market decline and lack the time or ability to actively manage 

your investment. Bear in mind that you will not experience the full returns of other investors who 

are using S&P 500 index mutual funds, but you are guaranteed at least a small return on your 

investment regardless of what the stock market does. Just be sure you stick with an insurer that 

has a strong Weiss Safety Rating. 



Consumer Guide to VariableAnnuities 

Fixed Annuities 

The oldest and most conservative type of annuity is the fixed annuity. Under this type of 

investment, you contribute your after-tax dollars to the pooled accounts of an insurance company, 

and the insurer invests the money primarily in bonds, guaranteeing you a minimum annual return 

on your investment of 3% to 5% before deducting expenses. In their sales pitches, most insurance 

companies will show you illustrations assuming annual returns of 7% to 10%. But the reality is 

they have historically averaged a mediocre 3% to 6% after expenses. 

Just as with variable annuities, fixed annuities provide the opportunity for tax-deferred investment 

growth, with taxes due on the earnings portion of your investment once you convert it into an 

immediate annuity. Unlike variable annuities, however, your investment dollars are not held in 

separate subaccounts, segregated from the rest of the insurance company’s assets. So if you do 

buy a fixed annuity, keep a watchful eye on the financial health of the insurance company by 

periodically monitoring its Safety Rating. 

Fixed immediate annuities provide you with a fixed payout which stays the same until you die or 

the end of the annuity’s term depending on the payout option you choose. On the other hand, the 

payout from a variable immediate annuity will fluctuate depending on the growth you experience 

in your underlying mutual fund investments. This means that the purchasing power of your 

monthly income from a fixed annuity will decline over the years due to inflation, while the 

prospect of higher returns in a variable annuity has the potential to help you maintain your 

purchasing power if you are willing to accept the added risk. 

Advantages vs. Variable Annuities 

Fixed annuities are extremely low risk in that you are not directly affected by market fluctuations, 

as compared to variable annuities which can be risky depending on the underlying mutual funds 

you select. Their guaranteed minimum annual returns give you peace of mind. You know that, 

provided you’re with a strong insurer, your deferred investment is going to grow year-in and year- 

out. And if you do not have an interest in actively managing your own investments, fixed 

annuities have a definite advantage. 
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Disadvantages vs. Variable Annuities 

Disadvantage #l. Your annual returns are extremely limited. Historically speaking, fixed 

annuities have typically yielded about 2% to 6% annually compared to 11% for stock mutual 

funds. 

Disadvantage #2. The safety of your investment is ultimately dependent on the financial health of 

your insurance company. 

Example 

The only real difference that can be illustrated by comparing a fixed annuity to a variable annuity 

is the difference in growth based on the expected performance of one versus the other. Aside from 

this, the tax implications are exactly the same for either type of investment. 

Let’s assume that Bill Reilly invests $20,000 under two scenarios: one using a fixed annuity 

returning 2.0%, and the other using a variable annuity returning 4%. 

Investing in a 

Fixed Annuity 

Investing in a 

Variable Annuity 
Initial After-Tax Contribution $20,000 $20,000 
x Annual Total Return x 2% x 4% 
First Year Earnings $400 $800 
Investment Value after One Year $20,400 $20,800 
Investment Value after Ten Years $24,380 $29,604 
Investment Value after Thirty Years $36,227 $64,868 

As you can see, the 2% yield differential between the two investments would provide Mr. Reilly 

with an extra $28,641 at the end of 30 years. And if you rework the example based on an 11% 

annual return which more closely approximates the stock market’s long-term historical 

performance, this differential widens to a whopping $421,619 at the end of 30 years. Keep in 

mind that the assumptions in this analysis are based on historical results which may not 

necessarily be indicative of future performance. 
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The drastic decline in the stock market during 2008 and early 2009 demonstrates the possibility of 

wide fluctuations in annual results. In a year such as 2008 when the S&P 500 Index was down 

37%, the guaranteed rate of a fixed annuity looks pretty good. This, of course, is just one year in a 

long-term investment. 

Who Should Consider Fixed Annuities? 

Fixed annuities are most appropriate for people who have very little investment experience and do 

not want to assume responsibility for managing their investments. A deferred fixed annuity is a 

good means of steadily building a tax-deferred nest egg with very little risk (other than the risk of 

an insurance company failure). And an immediate fixed annuity can provide a good deal of 

comfort during retirement, knowing that you will receive a fixed amount every month, guaranteed 

for the rest of your life. 

Variable Life Insurance 

A variable life insurance policy is a combination of (a) regular whole life insurance, and (b) a 

stock market investment. These policies let you buy the life insurance you need while investing 

the cash value of your policy, tax-deferred, in the stock market in the hope of achieving higher 

growth than is normally offered through a whole life insurance policy. You get the potential for 

higher returns plus a fully paid policy. But you also assume a degree of market risk. 

Just as with a whole life insurance policy, you make periodic fixed premium payments to cover 

the current cost of the insurance and to build up your cash value. Once your cash value is 

sufficient to cover the insurance costs for the remainder of your actuarial expected life span, you 

stop making premium payments and the annual insurance costs get deducted from your cash 

value. Also, you can borrow against the cash value of a variable life policy at the interest rate 

stated in your policy contract. 

Like a variable annuity, variable life gives you the ability to invest the cash value of your policy 

in the various mutual fund subaccounts offered by the insurance company. Assuming you are able 

to invest wisely, this will allow you to grow your cash value more quickly so that your insurance 

policy can be paid up sooner. You can usually switch your investment between funds with a 
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phone call (typically limited to 12 free trades per year); and because you are using subaccounts, 

the cash value of your policy is not at risk in the event of a failure. The life insurance portion, 

however, is at risk in a failure. 

But remember: A variable life policy is a life insurance policy – not a retirement savings vehicle 

like annuities. Therefore, the overall costs are going to be higher in order to pay for the insurance 

coverage you have purchased. 

Advantages vs. Variable Annuities 

Advantage #1. You get a life insurance policy. If this is what you want, it’s an advantage. 

Advantage #2. You can borrow against the cash value in your policy, which can come in handy 

in times of emergency. 

Disadvantages vs. Variable Annuities 

Disadvantage #1. Since you are paying for a life insurance policy, your costs will be higher; and 

your net returns, lower. If you don’t need life insurance, this is a disadvantage. 

Disadvantage #2. You have to stick to a fixed premium contribution schedule; whereas with a 

variable annuity, you can invest as much as you like, whenever you like. 

Who Should Consider Variable Life Insurance? 

If you (a) need life insurance and (b) are willing to accept the added responsibility and risk of 

stock market investing, a variable life insurance policy might be right for you. However, if you 

already have a variable life policy and you are no longer in need of insurance, you may want to 

consider converting the cash value of your policy into a variable annuity. Contact your insurance 

agent and inquire about a tax-free 1035 exchange. He or she will be able to help you from there. 

Variable Universal Life Insurance 

This is basically the same as variable life insurance with one key difference: A variable universal 

life policy allows you to vary the amount of your annual premium contribution or suspend it 

altogether, if you choose. As a result, the cash value and amount of insurance coverage will 
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fluctuate, depending on the adequacy of your premium payments. 

Other than that, a variable universal life policy and variable life policy are essentially the same. 

Both allow you to invest the cash value of your policy in a selection of mutual fund subaccounts, 

where it will grow tax-free. And both allow you to borrow against the accumulated cash value in 

your policy. Thus a variable universal life policy has the same advantages and disadvantages 

versus a variable annuity as a variable life policy would. 

Who Should Consider Variable Universal Life? 

If you (a) need life insurance, (b) are willing to accept the risk of the stock market investing, but 

(c) are unwilling to commit to a fixed annual premium payment, you should consider a variable

universal life policy. As with a variable life policy, if you already have a variable universal life

policy and you no longer need the insurance, consider converting the cash value of your policy

into a variable annuity.

Summary 

Don’t consider purchasing a variable annuity until you first take advantage of company-sponsored 

retirement plans and IRAs. Then, if you need additional investments in order to save enough 

money for retirement, take a look at the tax-deferred choices available to you. 

Depending on your level of stock market expertise and risk tolerance, you may find variable 

annuities to be just the thing. And if the concept of variable annuity investing sounds attractive 

but you lack the time or inclination to get personally involved, you may want to consider hiring a 

financial planner or money manager to handle things for you. 

If variable annuities sound too risky, a fixed annuity or indexed annuity will probably suit you 

better. Just don’t forget to periodically monitor the financial safety of the issuing insurance 

company. Otherwise, you’re taking unnecessary chances with your retirement nest egg. 

Whatever you do, always shop around and compare one investment to another. There’s absolutely 

no reason to incur high costs or suffer with poor returns when there are plenty of good alternatives 

out there. 
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401(k) Plan A company-sponsored retirement savings plan that allows participants 
to make pre-tax contributions up to 100% of their annual salary or a 
maximum of $22,500 in 2023 ($30,000 if age 50 or older). These 
contributions grow tax-deferred until they are paid out, at which time 
the participant owes taxes on the amounts received. 

After-Tax 
Contribution 

A contribution made to fund an investment which has no tax benefit in 
the year in which the contribution is made. 

Annuitize To convert a deferred annuity into an immediate annuity and select a 
payout option whereby you will receive periodic payments. See also 
“Deferred Annuity” and “Immediate Annuity.” 

Annuity An investment in the form of an insurance company policy where after- 
tax dollars are contributed, but any subsequent earnings are tax- 
deferred. See also “Deferred Annuity” and “Immediate Annuity.” 

Deferred Annuity Any annuity that is in the build-up stage where you are making 
contributions but are not receiving regular payments. This applies to 
any type of annuity including a fixed annuity, variable annuity, or 
indexed annuity. See also “Immediate Annuity.” 

Fixed Annuity An annuity whose rate of return is based on the performance achieved 
by the issuing company’s bond investments. This type of annuity also 
offers a minimum guaranteed annual growth rate. 

Front-End Load A charge paid by the investor that is deducted from his or her 
investment value at the time the investment is funded. This charge is 
typically assessed to cover commissions paid to the person selling the 
investment. Not all investments levy a front-end load. 

Indexed Annuity An annuity whose rate of return is based on the price appreciation of the 
S&P 500 stock index, without dividends. This type of annuity also 
offers a minimum guaranteed annual growth rate. Also called Equity- 
Indexed Annuity. 

Immediate Annuity Any annuity that is in the payout stage where you are receiving periodic 
payments over the course of the remainder of your life or some 
predefined period. 
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Insurance Cost That portion of an annuity or life insurance policy’s costs that cover the 
actuarial risk of the policy to the insurance company. 

IRA Individual Retirement Account. A retirement savings vehicle usually 
funded with pre-tax contributions that allows an investment to grow tax 
deferred. See also “Roth IRA.” 

Marginal Tax Rate The rate at which a person is taxed on each incremental dollar of 
income. In other words, the amount of income taxes owed on the last 
dollar earned. 

Mutual Fund An investment owned by a group of investors who have pooled their 
monies. A mutual fund’s prospectus defines the investment strategy it is 
obligated to follow, along with any other special provisions for loads, 
expenses or other fees. 

Mutual Fund Annual 
Expenses 

Mutual Fund 
Subaccount 

No-Load, No 
Surrender Charge 

The expenses paid by a mutual fund to cover the mutual fund 
manager’s compensation and other administrative costs. 

Mutual funds that are kept in the policy owner’s name instead of being 
pooled (see also “Pooled Accounts”). These investments are not 
considered part of the assets of the managing company so that if the 
company were to fail, the mutual fund subaccounts would not be at risk 
of loss. However, they would be frozen for a period of time until the 
bankruptcy judge assigned another company to take over the 
obligations of the failed company. Variable annuities, variable life, and 
variable universal life policies are all examples of policies offering 
mutual fund subaccounts. 

A feature noted by investments that do not charge you a fee upon 
initiating or withdrawing the investment. 

Pooled Accounts The situation wherein an insurance company takes the premiums paid 
in by a group of policy owners onto its books and creates a large pool 
of assets which it then invests and manages. The pooled assets are 
considered assets of the insurance company such that if the insurer were 
to fail, the policy owners would be at risk of loss of the value in their 
investments. Insurance policies using pooled accounts include whole 
life policies, universal life policies, fixed annuities, and indexed 
annuities. 

Pre-Tax 
Contributions 

Contributions made to fund an investment where the amount of the 
contribution is not counted as income in the current tax year. 
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Principal The actual amount contributed into an investment, not including any 
monies earned from the investment itself. 

Roth IRA Introduced in tax year 1998 and modified in 2001, this type of IRA is 
funded with after-tax contributions, allowing the investor to withdraw 
tax-free principal and earnings at a later date. 

S&P 500 Index A barometer of the stock market based on the 500 largest publicly 
traded firms in terms of market capitalization. Since it is impractical for 
an individual investor to own such a large and diverse group of equities, 
some mutual funds attempt to mimic the stocks included in this index to 
achieve comparable performance. 

Subaccount See “Mutual Fund Subaccount.” 

Surrender Charge A charge or load paid by the investor that is deducted from his or her 
investment value at the time the investment is withdrawn. This charge 
is typically used as a deterrent to making early withdrawals and is thus 
usually phased out within the first few years after the investment has 
been funded. Not all investments levy a surrender charge. 

Tax-Deferred The situation wherein the income and/or capital gains from an 
investment are not subject to income taxes in the year earned, but may 
be subject to income taxes at a later date. 

Tax-Free The situation wherein no taxes are owed on the investment or its 
earnings. 

Variable Annuity An annuity that permits the policy owner to invest in a selection of 
mutual funds through separate mutual fund subaccounts. 

Variable Life A life insurance policy where the policy owner pays fixed premium 
amounts to the insurance company and is permitted to invest the cash 
value of the policy in a selection of mutual funds through separate 
mutual fund subaccounts. 

Variable Universal 
Life 

A life insurance policy where the policy owner can vary the premium 
amounts paid to the insurance company and is permitted to invest the 
cash value of the policy in a selection of mutual funds through separate 
mutual fund subaccounts. 

Whole Life A life insurance policy where the policy owner pays fixed premium 
amounts into a pooled account managed by the insurance company. 
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What Our Ratings Mean

Excellent. The company offers excellent financial security. It has maintained a conservative 
stance in its investment strategies, business operations and underwriting commitments. While 
the financial position of any company is subject to change, we believe that this company has the 
resources necessary to deal with severe economic conditions.

Good. The company offers good financial security and has the resources to deal with a variety 
of adverse economic conditions. It comfortably exceeds the minimum levels for all of our rating 
criteria, and is likely to remain healthy for the near future. However, in the event of a severe 
recession or major financial crisis, we feel that this assessment should be reviewed to make sure 
that the firm is still maintaining adequate financial strength.

Fair. The company offers fair financial security and is currently stable. But during an economic 
downturn or other financial pressures, we feel it may encounter difficulties in maintaining its 
financial stability.

Weak. The company currently demonstrates what, in our opinion, we consider to be significant 
weaknesses which could negatively impact policyholders. In an unfavorable economic 
environment, these weaknesses could be magnified.

Very Weak. The company currently demonstrates what we consider to be significant weaknesses 
and has also failed some of the basic tests that we use to identify fiscal stability. Therefore, even 
in a favorable economic environment, it is our opinion that policyholders could incur significant 
risks.

Failed. The company is deemed failed if it is either 1) under supervision of an insurance 
regulatory authority; 2) in the process of rehabilitation; 3) in the process of liquidation; or 4) 
voluntarily dissolved after disciplinary or other regulatory action by an insurance regulatory 
authority.

The plus sign is an indication that the company is in the upper third of the letter grade.

The minus sign is an indication that the company is in the lower third of the letter grade.

Unrated. The company is unrated for one or more of the following reasons: (1) total assets are 
less than $1 million; (2) premium income for the current year was less than $100,000; or (3) the 
company functions almost exclusively as a holding company rather than as an underwriter; or, 
(4) in our opinion, we do not have enough information to reliably issue a rating. For more information about this guide, other guides from Weiss Ratings, 

or online library subscriptions to Weiss Ratings, please visit Grey House 
Publishing at www.greyhouse.com or call (800) 562-2139.
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