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Most people plan to retire from work, not life, so having adequate 
savings and income to live the life you want to lead means taking 
advantage of all the options available to you. Planning for your future, 
and that of your family, is one of the best things you can do for your 
security and peace of mind: studies show that one of the biggest 
fears people have is outliving their savings. Annuities can allow you 
to relax and focus on doing the things you want to do for as long as 
you possibly can.
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What are annuities?

At its simplest, a fi xed annuity is a premium that you give an insurance 
company that guarantees* you a steady stream of income for a specifi c 
period or the rest of your life. As part of a well thought out retirement 
plan annuities make an attractive addition to IRAs, 401(k)s, pensions, 
social security and other benefi ts.

*  Guarantees are dependent upon the claims-paying 
ability of the issuing insurance company.
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How do annuities work?

In general, annuities have two stages: The deferral 
stage is when you open an annuity with an insurance 
company and fund it either with a lump sum or 
periodic payments called premiums, and that money 
is allowed to accumulate over time. Stage two comes 
at conversion, when the insurance company begins 
making payments back to you from the accumulated 
value of your annuity – often called the annuitization 
or income stage.

This is an overly simplifi ed explanation, but clearly 
describes annuities at their most basic level. There 
are many variations to both stages that make 
diff erent types of annuities attractive to diff erent 
people (including one distinct version called an 
immediate annuity), but the fundamentals are 
the same.
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When considering what types of annuity contracts are right for you 
there are fi ve general categories of features that you will need to 
examine. They are: Accumulation, Type of Interest, Form of Payout, 
Tax Status and Premiums. Each has pros and cons depending on 
your specifi c requirements, and the following descriptions will give 
you a basic overview of what’s what. All of these options apply to 
the annuity descriptions on the following pages.the annuity descriptions on the following pages.
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▪  Accumulation refers to the amount of time your annuity has to grow.

  Immediate – little or no time – payouts start right away. Good for people who 
need an income stream now.

  Deferred – funds accrue for years or decades depending on your age. Good for 
those whose retirement is further away.

▪  Type of Interest means the interest rate that the money in the annuity earns.

  Fixed – a guaranteed1 minimum rate of interest ensures your annuity won’t lose 
value while it grows. Percentage of growth can also be fi xed.

  Indexed – interest is based upon the performance of the underly- ing equity index, 
such as the S&P 5002, and can vary greatly.

  Variable – the return changes according to the underlying investment, so the value 
of your annuity can go up or down.

▪  Form of Payout is the amount of time you receive payments from your annuity.

  Fixed Period – payments are made to you for a specifi c period of time.

  Lifetime – payments are made for the rest of your life; in fact, an annuity is 
insurance that can provide an income stream you cannot outlive.

1 Guarantees are dependent upon the claims-paying ability of the issuing insurance company.

2  “Standard & Poor’s®”, “S&P®”, “S&P 500®”, “Standard & Poor’s 500”, and “500” are 
trademarks of The McGraw-Hill Companies, Inc. and have been licensed for use by 
National Life Company. The product is not sponsored, endorsed, sold or promoted by S&P 
and S&P makes no representation regarding the advisability of investing in the product.
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▪  Tax Status refers to how distributions from your annuity will be taxed. 

  Qualifi ed – if an annuity is purchased with pre-tax or deductible dollars 
(such as a deductible IRA), it will grow tax-deferred. Distributions will be 
subject to income taxes.

  Non-Qualifi ed – provides an attractive alternative for those who do 
not participate in other retirement plans. Earnings grow tax deferred 
and aren’t taxed until withdrawn.

▪  Premiums are how you pay into or fund your annuity, and how often.

  Lump Sum – if you have a large amount, from an IRA rollover 
for instance, some annuities allow you to fund it up-front with 
one payment.

  Flexible Payments – a more common method of paying into your 
annuity, either on a fi xed schedule or as you wish.

One of the real surprises about annuities is how simple they are to understand 
and purchase. Even with this basic grounding, to really understand the 
benefi ts of an annuity you need to speak with a fi nancial representative.
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What are the basic differences among annuities?

Everyone has diff erent plans and goals, and there is a wide range of 
annuities to choose from depending on your plans for retirement, 
your need for income, and your situation and requirements in general. 
Say you’ve decided that annuities are right for you – now take a look 
at these basic categories.

Immediate Annuities are just that – payouts begin almost 
immediately, but defi nitely within 12 months. Generally your 
premium is a single amount (such as a rollover from an 
IRA for instance) that provides you with 
a choice of lifetime income or income a choice of lifetime income or income 
for a specifi c period. Depending on 
the payment option you select there 
may also be a death benefi t which 
continues payments to your 
benefi ciary for a period 
of time.
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Deferred Annuities are for long-term investors and are available in 
diff erent styles with specifi c parameters. On the whole, they can be 
funded with a single amount or with fl exible premiums, payouts begin 
when you become eligible and you can generally choose from several 
options to convert your annuity. These vary, but often include taking 
payments as a lump sum, taking regular payments for a guaranteed 
period of time or even deferring the conversion and simply taking 
withdrawals as needed. Many also off er some access to your money 
each year without a charge. Overall deferred annuities are a good way 
to fund a retirement plan because they’re long-term and tax-deferred.

Fixed Deferred Annuities grow at a fi xed rate declared periodically by 
the insurer, making them a good supplement to other income sources. 
They can be good for anyone who wants predictability because they’re 
not subject to day-to-day fl uctuations in the investment markets, which 
makes them lower-risk.
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Indexed Annuities, unlike fi xed annuities for which the interest 
credit is fi xed and known in advance, indexed annuities credit 
interest based on changes in a major index such as the S&P 500. interest based on changes in a major index such as the S&P 500. 
Over the long-term, an indexed annuity off ers the potential for 
greater earnings than a fi xed annuity.

Variable Deferred Annuities off er the upside potential of the 
securities market. You can choose from a variety of equity sub-
accounts as well as fi xed income account options. A variable 
deferred annuity allows you to invest tax deferred and transfer 
money between diff erent types of investments without current 
tax liability. Unlike fi xed and indexed annuities, there are no 
guarantees with a variable annuity which may result in a 
loss of principal.
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A Comparison of AnnuitiesA Comparison of Annuities

Fixed Annuity Indexed Annuity Variable Annuity

Rate of 
Return –
How fast your 
money grows

Slower tax-deferred 
growth; fi xed interest 
rate known in advance.

More upside potential 
than fi xed annuities; 
interest rate not known 
in advance; potential 
for no interest credit 
in a given year.

More potential for 
tax-deferred growth 
with potential for loss.

Risk Factors Locked-in for one or 
more years; minimum 
guaranteed accumula-
tion rate.

Minimum guaranteed 
interest rate.

Risk associated with 
each sub-account.

Tax-deferral Yes Yes Yes

Who would 
benefi t

Good option for 
anyone who wants 
lower risk.

A good option for 
those who want more 
upside potential with a 
minimum guaranteed 
interest rate.

A good option for 
those who can assume 
a greater amount of risk 
in exchange for more 
upside potential.
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Feature 
Product

Guaranteed 
Income

Guaranteed 
Return Rate

Access to 
Money

Flexible 
Premiums

Lump Sum 
Contribution

Tax 
Deferred 
Earnings

Fixed Period 
Payments

Lump 
Sum

Fixed 
Annuity

Variable 
Annuity

Indexed 
Annuity

Guarantees are dependent upon the claims-paying ability of the issuing insurance company.

It is important to keep in mind that making the right choices now will have a direct bearing on your 
retirement in the future, and your quality of life. Whether or not you have other retirement plans or 
savings, annuities, along with a combination of riders, can provide the added comfort level that will 
help you feel more secure about having adequate income.

Annuities are long-term products designed for retirement purposes. Early 
withdrawals may be subject to a deferred sales charge and if taken prior to withdrawals may be subject to a deferred sales charge and if taken prior to 
age 59½  , a 10% federal penalty may apply. Money distributed from the 
annuity will be taxed as ordinary income in the year the money is received. annuity will be taxed as ordinary income in the year the money is received. 
Annuities may be subject to additional fees and expenses to which other 
tax-qualifi ed plan funding vehicles may not be subject. Generally, annuities 
contain mortality and expense charges, account fees, investment manage-
ment fees, and administrative fees. However, annuities provide features 
and benefi ts such as lifetime income payments and death benefi ts 
which may be valuable to you. The guarantees of annuity contracts are 
contingent on the claims-paying ability of the issuing insurance company.
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Generating Income from your Deferred Annuity

When it comes time to take income from your deferred annuity, you will 
have many options available to meet your needs:

 ▪  You can convert your annuity into a stream of income 
which can then be paid over a fi xed period or for your lifetime.

 ▪  You can take withdrawals of varying amounts when you 
need the income.

 ▪  You can elect a guaranteed income distribution and still 
have access to your deferred annuity value if additional 
withdrawals are needed.

Your agent can guide you through all the issues and income options 
available, and explain the features and benefi ts of each so that you can 
make the right choice to meet your specifi c needs and objectives.

Are annuities right for you?

For anyone who wants a higher level of fi nancial freedom after 
retirement or as you get older, fi xed annuities can off er the added 
security of an additional source of income along with some pretty 
compelling features that make them worth serious consideration 
alongside any other retirement plan.
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National Life Group is a diversifi ed family of fi nancial service companies that has 
successfully forged a strong identity as a product innovator off ering personalized 
service. Companies in the group off er a comprehensive portfolio of life insurance, 
annuity and investment products to help individuals, families and businesses 
pursue their fi nancial goals.

National Life Group, a Fortune 1000 company, serves more than 870,000 customers. 
With a combined 2010 revenue of $1.7 billion and net income of $122 million, 
National Life Group employs roughly 900 employees, with most located at its 
home offi  ce in Montpelier, Vermont. Group companies also maintain offi  ces in 
Dallas, New York, San Francisco and Philadelphia.

The Group is made up of its fl agship company, National Life Insurance Company, 
founded in Montpelier, Vermont in 1848; Life Insurance Company of the Southwest, 
chartered in 1955 and based in Addison, Texas, and Sentinel Investments, Equity Services, 
Inc. and National Retirement Plan Advisors, all based in Montpelier.



National Life Group® is a trade name of National Life Insurance Company, Montpelier, VT, Life Insurance 
Company of the Southwest, Addison, TX and their affi  liates. Each company of National Life Group is solely 
responsible for its own fi nancial condition and contractual obligations. Life Insurance Company of the 
Southwest is not an authorized insurer in New York and does not conduct insurance business in New York.

Variable contracts are underwritten by National Life Insurance Company and distributed by Equity Services, Inc., 
Registered Broker/Dealer Affi  liate of National Life Insurance Company, One National Life Drive, Montpelier, 
Vermont 05604. (800)344-7437.

Variable contracts are sold by prospectus. For more complete information, please request a prospectus from your 
registered representative. Please read it and consider carefully a Fund’s objectives, risks, charges and expenses before 
you invest or send money. The prospectus contains this and other information about the investment company.

Guarantees are dependent upon the claims-paying ability of the insurer and do not protect the value of the 
variable product portfolios, which may fl uctuate. Variable contract holders are subject to investment risks, 
including the possible loss of principal invested.

This infomation is not intended as tax or legal advice. Please consult with your Attorney or Accountant prior 
to acting upon any of the information contained in this brochure.

800-732-8939 | www.NationalLifeGroup.com
Centralized Mailing Address: One National Life Drive, Montpelier, VT 05604


