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Fixed Annuities

What is a fixed annuity?
Interest rate and principal guaranteed

A fixed annuity is an annuity wherein the issuer (usually an insurance company) guarantees both the interest rate paid on invested
dollars and the return of principal. The issuer guarantees that a minimum rate of interest will be paid on the annuity, but the actual
rate of interest credited to the annuity is typically higher than the guaranteed rate. All of the premium payments that you make to
the issuer will then compound (tax deferred) at least at this guaranteed rate of return, subject to the claims-paying ability of the
annuity issuer.

Distribution payouts are fixed

The second part of a fixed annuity that is "fixed" is the amount of benefit that will eventually be paid out to you during the
distribution period (provided you elect to annuitize the annuity). Once the distribution period begins and you select your settlement
option, the annuity distribution to you will be the same each month (or other time period that you select).

Offers a guaranteed minimum interest rate

The issuer of a fixed annuity guarantees that a minimum rate of interest will be paid for the life of the annuity. However, the
annuity issuer will usually pay a higher rate of interest than the minimum guaranteed rate. The annuity issuer will typically pay a
higher rate of interest on the annuity during the first year to induce people to purchase the annuity. The issuer will then usually
adjust the interest rate in the following years to correspond with the ups and downs of the interest rate environment. When interest
rates rise on other money market instruments or certificates of deposit, the annuity issuer will likewise increase or decrease the
interest rate it pays on the annuity. However, the issuer cannot pay less than the guaranteed minimum rate without being in
default.

Interest rates may be low on fixed annuities

Interest rates paid on fixed annuities are subject to the current interest rate environment. During periods of low interest rates
(some periods can go on for many years), the interest rates for an annuity can be low and remain low for quite some time. Low
interest rates could impact the potential growth of your annuity. However low the interest rate environment goes, the annuity
cannot pay less than its guaranteed minimum rate.

When should you buy a fixed annuity?
Want to save money tax deferred

A fixed annuity may be an excellent vehicle for individuals who want the benefits of tax-deferred earnings. The earnings on a fixed
annuity (as with other types of annuities) are not subject to income tax until they are distributed. Thus, your annuity premiums and
earnings may compound tax deferred for many years.

Example(s): John purchases a fixed annuity from an insurance company with a guaranteed interest rate of 4 percent. For the first
year, the insurance company pays interest of 6.5 percent on the annuity. John plans to hold this annuity for 20 years. All of the
interest that accrues on this annuity will be tax deferred. John will not have to pay any taxes on the interest until he begins to
withdraw money from the annuity. By that time, John may be in a lower income tax bracket. (This example is for illustration
purposes only and does not reflect a particular investment or product).

Want a guaranteed fixed rate of interest on investments

A fixed annuity may also be a good investment for an individual who is a conservative investor. Because the annuity issuer
promises to pay you a minimum rate of interest on the money invested in the annuity, there is little downside risk to a fixed
annuity. With a fixed annuity, you know right at the beginning the minimum rate of return you may earn on your fixed annuity.
Usually, the annuity issuer will pay a higher rate of interest than the minimum rate, but it will never pay less than the guaranteed

Page 2 of 7, see disclaimer on final page

scarlet-cak-financial-services



amount. A risk you run with a fixed annuity is if the issuer has financial problems and becomes insolvent. In this case, it may not
be able to continue to credit interest to your annuity or return the money you have invested in the annuity. Historically, there have
been very few defaults on annuity contracts by insurance companies and other annuity issuers. Therefore, if you have a
conservative investment outlook, buying a fixed annuity may be a good choice.

Caution: Guarantees are subject to the claims-paying ability of the annuity issuer.

Fixed annuity may be good supplement to qualified retirement plan

You may also want to purchase a fixed annuity if you would like to put more money toward your retirement than what you have
already contributed to your qualified retirement plans . If you are saving for your retirement, most financial advisors recommend
that you first contribute as much as possible to any qualified retirement plans for which you are eligible. Thus, if your employer
offers a 401 (k) or other type of qualified retirement plan, you should contribute the maximum amount to that plan. Unlike the
purchase of an annuity, contributions to a qualified retirement plan may be tax deductible. However, if you have contributed the
maximum amount to your qualified retirement plans and would still like to save more money for your retirement, then an annuity
may be an excellent way to invest money whereby the earnings will be tax deferred.

Annuities are investments for individuals with long investment time horizon

Annuities tend to be good investments only for individuals who are investing money for the long term. One of the tradeoffs to the
purchase of an annuity is that the insurance company will usually let you withdraw in the early years only a small percentage (10
percent, usually) of the money you have invested in the annuity without a penalty. If you want to withdraw more than this
percentage each year, the annuity issuer will typically charge you a surrender charge. The surrender charge in the early years of
the annuity may be as high as 5-10 percent of the amount you withdraw. The surrender penalty will then decline to zero after 5-10
years. (Basically, the annuity issuer does not want you to withdraw any of the invested money in the early years.) Furthermore,
any distributions made before the annuity starting date (i.e., cash withdrawals, dividends, etc.) under an annuity contract entered
into after August 13, 1982 will be taxable to the extent that the cash value of the contract exceeds the net investment in the
contract at the time of the distribution.

Finally, if you withdraw money before the age of 59'%, the tax code tacks a penalty of 10 percent onto the withdrawal. There are
some very limited exceptions to this early withdrawal penalty tax. Between the surrender charge, the potential income tax liability,
and the early withdrawal penalty tax, a substantial part of your investment may be eaten up if you make an early withdrawal from
the annuity. Thus, an annuity is usually a good investment only for people who can afford to keep their money in the annuity for a
period of 10-15 years and who will not begin withdrawals until after the age of 59'-.

What are the strengths of fixed annuities?
Earnings are tax deferred

Like other types of annuities, the earnings on the money you invest in a fixed annuity are tax deferred until you begin withdrawing
the money from the annuity. Thus, the interest that the annuity issuer pays on the annuity will accumulate tax free until
withdrawals are made or the distribution period begins. Over a long period of time, money that grows tax free can accumulate
faster than investments that are taxed each year. This can make an annuity more attractive than other traditional investment
vehicles.

Issuer must pay guaranteed fixed rate of interest

Another benefit to a fixed annuity is that the annuity issuer (usually an insurance company) must pay a minimum fixed rate of
interest on the annuity. With a fixed annuity, you will know before you purchase the annuity what the minimum rate of return will
be. The annuity issuer typically pays a higher rate of interest than the minimum guaranteed rate but promises never to pay less
than this minimum rate.

Can provide income for life

One of the unique features to a fixed annuity (as well as to other types of annuities) is that you can choose a stream of income
that you cannot outlive, though choosing this option would result in lower periodic payments. If you elect to receive the annuity
payout over your entire lifetime, the annuity issuer must make the annuity payments to you for as long as you live. For instance, if
you begin receiving the annuity payments when you are 65 and you live until 100 years of age, then the issuer must make the
payments to you for the entire 35 years. In a sense, an annuity can offer you protection against living too long. With other types of
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savings and investment vehicles, there is no guarantee that the money will last for as long as you live.

No limit on the amount you can invest in the annuity

Unlike qualified retirement plans such as a 401(k), or an IRA, there is no limit on how much you can invest in a fixed annuity. With
most qualified retirement plans, there are limits on how much you can contribute each year. With a fixed annuity, though, you can
contribute unlimited amounts of money to the annuity.

Have choice of distribution payouts

Another strength to a fixed annuity is that you have a choice of payout plans once the distribution period begins. You can elect to
withdraw only the earnings on the annuity and leave the principal intact. You can withdraw all of the funds in the annuity in one
lump sum. You can also elect to annuitize the annuity and receive payments over your entire remaining lifetime or over a specific
period of time (five years, for example). If you select a fixed annuity payout (annuitization), then you will receive a series of fixed
payments. In other words, you will know the amount of each payment when the distribution phase begins.

Caution: Withdrawals, including annuitization, may subject the payments to income tax. Some withdrawals may also be subject to
surrender charges which can reduce the amount of the withdrawal.

Annuities typically not subject to probate

Another advantage to annuities is that if you die before the annuity distribution period begins, the proceeds in the annuity will go
directly to the named beneficiary or beneficiaries and not be subject to probate. Because of the time delays and costs potentially
involved in probate, it generally is advantageous not to have your assets pass to your heirs through probate.

What are the tradeoffs to fixed annuities?
Fixed rate of return may not keep up with inflation

One of the tradeoffs to purchasing a fixed annuity is that the fixed rate of return may not be sufficient to keep up with inflation. If
the annuity issuer pays an interest rate that does not outpace the inflation rate over the life of the annuity, then, in real dollars, the
investment will lose money.

High fees

Another disadvantage to a fixed annuity is the surrender charges and management fees you have to pay to the issuer. If you
withdraw your money from the annuity in the early years, you may have to pay high "back-end" surrender charges to the annuity
issuer. Furthermore, there is an implicit annual management fee that is built into the interest rate. In other words, the annuity
issuer pays you a lower interest rate than might otherwise be available. The difference represents its fee for managing the annuity.
The issuer may also charge an annual contract fee on the annuity.

Early withdrawal penalties

Another tradeoff to a fixed annuity is that there is a 10 percent penalty tax that generally applies to withdrawals from a fixed
annuity prior to the age of 592 (there are a few limited exceptions to the imposition of this penalty). With certain other types of
tax-free investments (such as municipal bonds), there are no penalties if you pull your money out before a certain age.

Annuities not good short-term investments

Because of the substantial early surrender charges, the tax treatment of early withdrawals, and the penalty tax on withdrawals
before the age of 59'%, annuities are good investments only for people who can invest money for the long term. Annuities may not
be good short-term investments or good investments for people who cannot tie up their money for a long period of time.

Fixed annuity only as secure as issuing company

Unlike a certificate of deposit issued by a bank or a savings account at a bank, there is no federal guarantee for the repayment of
an annuity's principal and interest. You have to rely solely on the financial strength of the issuing company. If the annuity issuer
runs into financial difficulty, it may not be able to fully repay the principal and interest that it has promised to you. Over the past 20
years, there have been a few instances of insurance companies defaulting on the payment of interest and principal on annuities
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that they have issued. For this reason, you should carefully analyze the financial strength of any company from which you buy a
fixed annuity. It may be worthwhile to research the financial ratings of the various annuity issuers.

What are the tax implications of fixed annuities?
Accumulated earnings are tax deferred

A fixed annuity's earnings accumulate tax deferred. This tax deferral can be a big advantage for a fixed annuity versus other
taxable fixed income investments, such as taxable bonds, certificates of deposit, savings accounts, and money market mutual
funds. There is tax-deferred compounding of the money you invest in a fixed annuity. Earnings on your original investment
compound tax deferred as well. Also, earnings on the interest then compound tax deferred. This tax-deferred compounding can
result in greater overall accumulated funds than you would receive with a taxable investment.

Annuity payments partially a tax-free return of capital and partially taxable income

If you elect to annuitize your annuity when the distribution phase begins, then part of each payment you receive is treated as a
tax-free return of capital, and part of each payment must be included in your gross taxable income. There is a ratio (called an
exclusion ratio) that must be calculated to determine what part of the payment is subject to income tax and what part is not
taxable. You first must calculate the amount you have invested in the annuity. Then, based on your estimated life span (taken
from government tables), you must calculate how much the annuity will pay out to you over your whole life. You divide the amount
you have invested in the annuity by the estimated total payout. This ratio is the amount of each payment that you may exclude
from your taxable income. (Most annuity issuers will help you to calculate this exclusion ratio.) The remainder of each payment
must then be included in your taxable income.

Caution: If the annuity starting date is after December 31, 1986, then the exclusion ratio applies only to payments until the
investment in the annuity has been completely recovered. After this point, the entire annuity payment must be included in your
gross taxable income.

Example(s): John invests $100,000 in a fixed annuity contract. Based on his actuarial life span when he begins receiving annuity
payments, John expects to receive $200,000 from the annuity over the course of his lifetime. John's exclusion ratio is 50 percent.
If John receives $1,000 per month as an annuity payment, he could exclude $500 of this monthly payment from his taxable
income and he would have to include $500 in his taxable income. Once John has recovered his $100,000 investment in the
annuity (after 200 payments), the entire $1,000 monthly payment must be included in his taxable income.

Value of annuity contract may be included in your estate

The value of a commercial annuity will be included in your gross estate if (1) any beneficiary receives an annuity or other payment
by reason of surviving you under any agreement, and (2) under that same agreement, you received or had the right to receive an
annuity or payment (either alone or with someone else) for your life, for any period not ascertainable without reference to your
death, or for any period that does not in fact end before your death.

Because only annuities where someone receives a payment by reason of surviving you are included in your gross estate, an
annuity that expires at your death (such as a single-life annuity) will not be included in your gross estate. However, any payments
from your annuity that you received during your life that you still own at your death (that you didn't transfer or consume) will be
included in your gross estate.

The two requirements (payment to a surviving beneficiary and your own right to payments) may be met if you die before the
annuity payments have begun or if you die after you have received payments. In either case, the amount included in your gross
estate will be the value of the annuity as of the date of your death.

Example(s): John is 50 years old and had purchased an annuity five years ago. The annuity is scheduled to begin paying benefits
to John when he reaches 65, but John dies when he's 60. The annuity has a value of $75,000 at the time John dies. This $75,000
must be included in John's gross taxable estate, even if the annuity is payable to a beneficiary other than John's estate (e.g., one
of his children).

Example(s): Now assume John has reached the age where the annuitization of the annuity he purchased 20 years ago is
scheduled to begin. John selects the straight life settlement option whereby he will receive $2,000 per month for the rest of his life.
John dies two years later. Because the payments stop at John's death, there is nothing to include in his taxable estate. However,
if John had selected a joint and survivor settlement option whereby the annuity payments would be paid out over the lives of both
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John and his spouse, then the value of the payments to John's spouse would have to be included in John's estate at his death.
Taxation of annuities is very complicated

Both the income and estate taxation of fixed annuities are extremely complicated.
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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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