
Annuity Basics

Annuities were developed by life insurance companies to provide individuals with income during their
retirement. However, they date back to the Roman Empire. The name is derived from the Latin word 
annua, meaning stipend. While annuities existed in America in some form even before the formation
of the United States, the product gained widespread popularity during the Great Depression of the
1930s, when pension plans viewed insurance companies as more stable than other financial
institutions.

Qualified vs. Nonqualified Annuities

Annuities can be either qualified or nonqualified.

Qualified annuities provide tax-advantaged, tax-deferred benefits similar to those offered by
traditional 401(k) plans, 403(b) plans, or IRAs. As such, the contribution, withdrawal, and tax rules
that apply to other tax-advantaged retirement plans also apply to qualified annuities. Earnings in a
qualified annuity are tax-deferred until payments from the issuer are received. This tax deferral is one
of the product’s most attractive features. Over time, investments in a qualified annuity can grow
substantially larger than if the same funds were invested in a taxable investment. However,
withdrawals before the age of 59 1/2 incur a 10 percent penalty on the taxable portion, and all
distributions are taxed at ordinary income rates.

Nonqualified annuities differ in that contributions are not tax deductible. Taxes are paid only on
earnings when they are distributed, while the return of basis remains tax free.

The Four Parties in an Annuity Contract

An annuity contract involves four parties: the issuer, the owner, the annuitant, and the beneficiary.

Issuer: The company that writes the annuity contract, typically an insurance company.
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Owner: The individual or entity that purchases the contract from the issuer.
Annuitant: The individual whose life determines the timing and amount of distributable benefits.
Beneficiary: The person who receives a death benefit if the annuitant dies.

Two Distinct Phases of an Annuity

An annuity has two distinct phases: the accumulation (investment) phase and the distribution phase.

During the accumulation phase, the owner contributes money to the annuity. Choosing this option
means the annuity is deferred, as opposed to an immediate annuity where distributions start
immediately. Annuities can be funded with a lump sum, known as a single-premium annuity, or
through periodic investments over time.

During the distribution phase, the owner receives payments as outlined in the contract. There are two
options for receiving distributions:

1. Lump sum withdrawal: The owner withdraws some or all the money in the contract at once.
2. Guaranteed income (annuitization): The owner elects to receive a guaranteed income stream

for either the annuitant’s entire lifetime or a specified period. These guarantees depend on the
claims-paying ability of the issuing insurance company, making the insurer’s financial position
an important consideration.

The election for distribution typically occurs several years after purchasing a deferred annuity.
Additionally, payments can be structured to cover both the annuitant’s life and the lifetime of another
person—a structure known as a joint and survivor annuity.

How Are Annuity Payments Determined?

The amount the owner receives for each annuity payment depends on several factors and is
ultimately determined by the issuer. Key considerations include:

Account value—How much money is in the annuity
Credit method—Whether earnings are credited on a fixed or variable basis
Age at annuitization—The older the annuitant at the start of distributions, the higher the
payment amount
Distribution period—The length of time over which payments will be made

When is an Annuity Appropriate?

Annuities can be excellent tools when used properly, but they are not right for everyone.

Because contributions to nonqualified annuities are not tax-deductible, it is typically advisable to fund
other tax-advantaged retirement plans first. However, a nonqualified annuity can be a strong option if
you have already maximized your contributions to available retirement plans. There is no limit on how
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much can be invested in a nonqualified annuity, and funds within the contract grow tax-deferred until
distribution.

Annuities are long-term investment vehicles. Withdrawals before age 59 1/2 typically incur early
withdrawal penalties, and distributions within the first few years may also be subject to surrender
charges imposed by the issuer. If you are confident you will not need the funds until at least age 59
1/2, an annuity may be worth considering as part of a disciplined retirement savings strategy. If your
needs are shorter term, other options may be more suitable.
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Important Disclosure
This content is provided for informational purposes only, and does not constitute an offer, solicitation, 
or recommendation to sell or an offer to buy securities, investment products, or investment advisory 
services. Data contained herein from third-party providers is obtained from what are considered 
reliable sources. However, its accuracy, completeness, or reliability cannot be guaranteed. Nothing 
contained herein constitutes financial, legal, tax, or other advice. Consult your tax and legal 
professional for details on your situation. Investment advisory services offered 
by CapFinancial Partners, LLC (“CAPTRUST” or “CAPTRUST Financial Advisors”), an investment 
advisor registered under The Investment Advisers Act of 1940.

Legal Notice

This material is intended to be informational only and does not constitute legal, accounting, or tax
advice. Please consult the appropriate legal, accounting, or tax advisor if you require such advice.
The opinions expressed in this report are subject to change without notice. This material has been
prepared or is distributed solely for informational purposes. It may not apply to all investors or all
situations and is not a solicitation or an offer to buy any security or instrument or to participate in any
trading strategy. The information and statistics in this report are from sources believed to be reliable
but are not guaranteed by CAPTRUST Financial Advisors to be accurate or complete. All publication
rights reserved. None of the material in this publication may be reproduced in any form without the
express written permission of CAPTRUST: 919.870.6822.
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