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Understanding Annuity Expenses

What is it?

For the most part, annuities will impose various administrative charges and fees. At first, the expense may seem minimal.
However, over time, the cumulative effect of the charges and fees can be substantial. These expenses typically arise when
dealing with variable annuities. However, fixed annuity contracts may also assess fees in the form of surrender charges.

Fixed annuities

Fixed annuities usually do not impose express charges and fees (except for surrender charges). Because there are fewer fees
involved with fixed annuities, it may seem that it is the cheaper alternative to the variable annuity. However, this may not always
be the case, because a fixed annuity will usually contain implicit charges that are reflected in the interest rates in the underlying
contract. These implicit charges arise when the insurance company sets the interest rate that it promises to pay at a lower rate
than the rate it expects to earn on its investments (sometimes, the difference is called the spread). This spread allows the
insurance company to make sure that it will recover its administrative costs.

Variable annuities
Annual maintenance charge

The annual maintenance charges for variable annuities may typically range from $0 to $100. These charges are usually deducted
from the various investment accounts in which the annuity holder has placed his or her funds.

Example(s): Mr. Smith purchases a variable annuity from ABC Insurance Company. Mr. Smith has placed 20 percent of his funds
in a money market fund and 80 percent of his funds in a growth fund. ABC has an annual maintenance charge of $50. Mr. Smith's
money market fund will be charged 20 percent or $10. Mr. Smith's growth fund will be charged 80 percent, or $40.

Tip: Some contracts will waive this charge when the annuity's value exceeds a certain amount (e.g., $25,000).
Investment management fees

Investment management fees pay for an investment management group that advises the insurance company on which
investments to buy and sell. Investment management fees for variable annuities may range from 0.25 percent to 0.75 percent.
While a variable annuity account can be charged a flat percentage rate, some variable annuity contracts will call for each type of
fund to incur a different percentage cost.

Example(s): Mr. Smith purchases a variable annuity from ABC Insurance Company. Mr. Smith's funds are within a money market
fund and a growth fund. ABC charges an investment management fee of 0.35 percent for the money market fund and 0.60
percent for the growth fund.

Mortality and expense risk charge (M & E charge)

The mortality and expense risk charge (M & E charge) is imposed by insurance companies to protect against risk associated with
the annuity contract (e.g., an annuitized contract paying out income longer than mortality tables projected the life expectancy of
the annuitant). Generally, the M & E charge ranges between 1 percent and 1.5 percent of the value of the variable annuity
account. The M & E charge is deducted proportionately from the variable accounts, similar to the annual maintenance charge
(discussed previously).

Transfer fee

Some variable annuities will charge a fee for the transfer of funds between investment accounts. These charges can range
anywhere between $0 and $15 per transfer. Some annuity contracts will allow a certain number of transfers per year without
charge, assessing a charge for any transfers over the permitted number.

Surrender charge
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Most annuity contracts will assess a charge for partial and full surrenders from the contract during a certain time period after the
annuity is purchased (usually 5 to 10 years). This charge is often referred to as the surrender charge and can have a wide range
that decreases over time. Depending on the annuity contract, the surrender charge percentage will be applied either to the full
amount surrendered or the portion of the withdrawal that exceeds the earnings of the contract. Some annuity contracts allow some
withdrawals without a surrender charge (e.g., 10 percent of the contract value or the contract earnings). The surrender charge is
intended to prevent annuity owners from moving funds in and out of the annuity and allows the insurance company to recoup its
losses if the contract does not remain in force for a lengthy time period.

Tip: Some annuity contracts will provide that there will be no surrender charge if the annuity holder dies or becomes disabled.

Tip: Keep in mind that if you surrender your annuity when you are under the age of 592, you may also be subject to the 10
percent penalty tax that applies to premature withdrawals.

Miscellaneous fees

Variable annuities might also levy charges for administrative expenses, such as record maintenance, accounting, and reporting. In
addition, a variable annuity may charge extra for certain guarantees to be written into the annuity contract. Finally, several states
levy a state premium tax on annuity premiums. The tax is generally a percentage of the gross premium paid and it is generally
deducted prior to the computation of sales charges. Some insurance companies choose to add the cost of the tax into the price of
the premium, rather than levy a direct tax.

Caution: Variable annuities are sold by prospectus. You should consider the investment objectives, risk, charges, and expenses
carefully before investing. The prospectus, which contains this and other information about the variable annuity, can be obtained
from the insurance company issuing the variable annuity or from your financial professional. You should read the prospectus
carefully before you invest.
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To schedule an appointment with Faye Sykes, click here .

Broadridge Investor Communication Solutions, Inc. prepared this material for use by Scarlet Oak
Financial Services.

Broadridge Investor Communication Solutions, Inc. does not provide investment, tax, legal, or
retirement advice or recommendations. The information presented here is not specific to any
individual's personal circumstances. To the extent that this material concerns tax matters, it is not
intended or written to be used, and cannot be used, by a taxpayer for the purpose of avoiding
penalties that may be imposed by law. Each taxpayer should seek independent advice from a tax
professional based on individual circumstances. Scarlet Oak Financial Services provides these
materials for general information and educational purposes based upon publicly available

information from sources believed to be reliable — we cannot assure the accuracy or completeness of
these materials. The information in these materials may change at any time and without notice.
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subject to review and/or disclosure to someone other than the recipient. We cannot accept requests Scarlet Oak Financial Services
for securities transactions or other similar instructions through e-mail. We cannot ensure the security Faye Sykes, CLTC, NSSA
of information e-mailed over the Internet, so you should be careful when transmitting confidential CEO & Independent Advisor
information such as account numbers and security holdings. If the reader of this message is not the 1117 Perimeter Center West
intended recipient or an employee or agent responsible for delivering this message to the intended .

recipient, you are hereby notified that any dissemination distribution or coping of this communication Suite W-212
is strictly prohibited. If you have received this communication in error, please notify us immediately Atlanta, GA 30338
by replying to this message and deleting it from your computer. Advisory Services offered through 800-871-1219
Capital Asset Advisory Services, LLC., a Registered Investment Advisor. fsykes@scarletoakfs.com
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