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It’s not all that easy to differentiate fact from fiction 
these days—especially when it comes to a topic as 
complex as retirement planning. So, we aim to clarify 
and dispel seven common misconceptions surrounding 
annuities. That way, you’ll have the information to decide 
what’s right for you.
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First of all, what is an annuity?  
An annuity is long-term, tax-deferred* 
vehicle designed for retirement and is 
an insurance contract. Variable annuities 
and registered index-linked annuities 
involve investment risks and may lose 
value. Earnings are taxable as ordinary 
income when distributed. Individuals may 
be subject to a 10% additional tax for 
withdrawals before age 59½ unless an 
exception to the tax is met.
Annuities are contracts with insurance 
companies. They can provide valuable 
death benefits for legacy planning as 
well as guaranteed† income from add-on 
living benefits‡ regardless of how long you 
live. Modern unbundled annuities can be 
custom built, so you only pay for features 
and benefits that are important to you. 
This can help offset the cost and make 
them more worthwhile.

The benefits of an annuity

Tax deferral 3

Lifetime guaranteed income 3

Death benefit protection 3

Tax-free exchanges 3

Additionally, many annuity products are offered in advisory share class at a lower cost than traditional, 
commission-based products. Other annuity types—such as certain registered index-linked annuities—have 
no embedded fee structure.

* �Tax deferral offers no additional value if an IRA or a qualified plan, such as a 401(k), is used to fund an annuity and may be found at a lower cost in other investment products. It 
also may not be available if the annuity is owned by a legal entity such as a corporation or certain types of trusts.

† �Guarantees are backed by the claims-paying ability of the issuing insurance company and do not apply to the principal amount or investment performance of the separate account or 
its underlying investments.

‡ Add-on living benefits are available for an extra charge in addition to the ongoing fees and expenses of the variable annuity and may be subject to conditions and limitations.

Annuities are  
prohibitively expensive.

Although annuities could be considered 
more expensive than some investments, 
they offer unique benefits (such as  
living or death benefits) that can  
make them worthwhile.

The answer depends on you. Read the chart below and decide 
whether any or all of the benefits would work for your plan.

FACT #1

FICTION FACT

Are the benefits worth the price?
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Total annuity sales1
Qualified accounts, such as 401(k)s and IRAs, offer several 
benefits that can help investors grow their retirement 
income. From a tax perspective, these accounts not only 
offer the investors the ability to grow their money tax 
deferred, but investors can also make pre-tax or tax-
deductible contributions to qualified accounts. Additionally, 
because these plans are qualified, they offer the potential 
for employer contributions—adding to the investors’ 
income more quickly than if investors were the only 
contributors. So, why invest qualified assets in an annuity?
Annuities are not appropriate for these types of accounts 
if the only benefit of the product is tax deferral; nor are 
they intended for short-term investors.
As mentioned, there might be costs associated with 
annuities, but they could also offer guarantees or downside 
protection that an investor might not be able to access 
otherwise.
Annuities can offer guaranteed standard benefits as part of 
the contract, such as a death benefit. For investors looking 
for a way to provide for their heirs, an annuity death 
benefit could provide a legacy-planning opportunity.
Annuities might also offer living benefits for an additional 
cost—such as guaranteed minimum withdrawal benefits—
which can provide guaranteed income for life to the 
investor, no matter what happens in the market.*

* �The long-term advantage of the add-on benefits will vary with the terms of the add-on benefit, the investment performance of the variable investment options selected, and the 
length of time the annuity is owned. As a result, in some circumstances the cost of an add-on benefit may exceed the actual benefit paid. 

Annuities provide no 
additional value when 
held by a qualified 
plan or an IRA.

Annuities with living and/or death benefits 
could offer additional value in qualified 
accounts, such as an IRA, especially for 
investors seeking guaranteed income.

FICTION FACT

FACT #2

1 LIMRA, U.S. Individual Annuity Yearbook, “2023 Year in Review,” 2024.

43%
Nonqualified

57%
Qualified
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On the surface, gains withdrawn from annuities are taxed as ordinary income with rates as much as 37% (excluding the 
3.8% Affordable Care Act tax).² But that’s not the whole story.
The United States has a progressive income tax system. In theory, that means the more income you make, the higher 
the tax rate you pay. However, our system actually blends all the rates as you move up the scale. For example, a 
married couple filing jointly and earning $96,951 to $206,700, falls into the 22% bracket but will pay between 7.79% and 
13.89% on their earnings.³
The blended rate depends on the couple’s actual income within the range. At the top of the range, the rate will be 
close to 13.89%. That’s far less than the 22% marginal rate. As shown in the chart below, a taxpayer’s effective ordinary 
income rate—the percentage income one actually pays in ordinary income tax—often is far less than their stated tax 
rate, and in some circumstances can be less than long-term capital gains rates.
Additionally, people are mindful of taxes, especially during their highest income-earning years, but could forget about 
the power of tax deferral. A variety of investments are taxed annually, and those annual taxes can reduce or impede the 
growth and income from that asset. Because annuities grow on a tax-deferred basis, they can provide greater growth 
opportunities over time by not being taxed each year. Taxes are paid on earnings when withdrawn, but those withdrawals 
could occur when the owner is earning less income and is in a lower tax bracket.

Please note that the tax rate for long-term capital gains is 0%, 15%, or 20%, depending on income.4

2 Internal Revenue Service, Rev. Proc. 2024-40, 2024.
3 Calculations were performed by Jackson and assume that the couple takes only the standard deduction.
4 Internal Revenue Service, Topic 409, “Capital Gains and Losses,” January 20, 2024.

Annuities are bad investments, 
because gains—when withdrawn—
are taxed at higher ordinary income 
tax rates than other investments.

The effective tax rates 
on ordinary income are 
seldom as high as you think, 
especially in retirement.

FICTION FACT

FACT #3

Ordinary income versus capital gains at certain income levels

Ordinary income rates

Gross income Marginal tax rate Effective tax rate Capital gains rate
$125,000 22% 8.74% 15.00%
$195,000 22% 13.40% 15.00%
$245,000 24% 15.22% 15.00%
$275,000 24% 16.18% 18.80%
$395,000 32% 18.56% 18.80%
$430,000 32% 19.10% 18.80%
$625,000 35%  23.58% 23.80%

Jackson calculated the information in the chart using data contained in IRS Rev. Proc. 2024-40 and IRS Topic No. 559 Net Investment Income Tax. Note 
that the tax rates depicted reflect the effective 2025 taxation rates for a married couple filing jointly, less the standard deduction, and do not include any 
additional credits or deductions. Capital gains rates reflect long-term capital gains rates plus the net investment income tax where applicable.
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Suppose that William, age 50, uses a portion of his assets to 
purchase a nonqualified deferred annuity for $1 million in 
anticipation of his retirement beginning at the age of 65. He 
needs an annual income stream of $50,000, adjusted for inflation 
annually (assuming 3%). He has named his daughter, Marie, as 
the sole beneficiary of his annuity. At retirement—assuming 
an 8% return—William’s annuity policy has grown to a value of 
$3,328,570. He takes inflation-adjusted withdrawals throughout 
his 20-year retirement while remaining invested in the market. 
The annuity continues to grow tax deferred and the annual 
distributions are taxable to William as ordinary income.
At William’s death at the age of 84, his annuity contract is 
worth $9,225,648 payable to Marie. If Marie takes a lump-sum 
distribution from the annuity—assuming an effective tax rate of 
35.94%—she would net $6,269,196 after taxes. If Marie doesn’t 
want to take the death benefit in a lump sum or over five years, 
she may keep her death benefit invested and continue the tax 
deferral through a nonqualified stretch.*, 5 Marie must take an 
annual required minimum distribution (RMD) that’s calculated 
over her life expectancy.
Although the RMDs would be taxable at ordinary income to Marie 
until she realizes all of the gains in the contract, the power of 
tax deferral has increased the total value of her inheritance. Had 
William chosen to use a taxable investment vehicle to meet his 
goals, he would have only left an inheritance of $4,984,312 for 
Marie. By using a tax-deferred vehicle, such as an annuity,  
William leaves an additional $4,241,336 legacy to Marie.†

* �The stretch option is only available for beneficiaries of nonqualified annuities and beneficiaries of qualified annuities who are able to stretch due to their status as eligible 
designated beneficiaries.

5 �Based on Jackson’s interpretation of Internal Revenue Service, Private Letter Ruling 200151038, December 21, 2001, and HR1865, Division O, Section 1,“Setting Every Community 
Up for Retirement Enhancement Act of 2019,”January 3, 2019. Investors should take into consideration possible changes to tax laws, the impact of inflation, and other inherent 
risks when making decisions regarding distribution options.

Annuities are poor assets 
to pass on and/or inherit.

Inherited annuities could have 
certain tax advantages over other 
investments, which can help 
manage tax impact to beneficiaries.

FICTION FACT

FACT #4

Taxable versus tax-deferred inheritance

$9,225,648

$4,984,312

Taxable
account

Tax-deferred 
account

$9M

$10M

$8M

$7M

$6M

$5M

$4M

$3M

$2M

$1M

0

† This hypothetical example is for illustrative purposes only and is not 
representative of the past or future performance of any product. Past 
performance is no guarantee of future results. This example assumes an 
annual return of 8% and a tax rate of 20% during the accumulation and 
distribution phases. All calculations performed by Jackson.

An investor should consider his or her current and anticipated investment 
horizon and income tax bracket when making an investment decision, as 
the hypothetical example might not reflect these factors. The results do not 
reflect the impact of required minimum distributions (RMDs) nor are they 
based on a specific withdrawal percentage. Actual dividends and returns 
on investment could be greater or less than the results attained in the 
hypothetical calculations.



7

Today, the most commonly used financial-planning 
software incorporates annuities in the way they 
are most widely used in the marketplace—as both 
an investable asset and a lifetime income stream. 
Leveraging assets to help generate income, instead 
of trading assets for the sake of income, has the 
potential to increase the probability of success.
Annuities can potentially grow with markets over 
the long term while helping to address longevity risk 
(outliving one’s money), inflation risk (losing one’s 
purchasing power due to increased cost of goods 
in the future), and market risk (poor sequence of 
returns at retirement or just bad luck).
Probability of success is a frequency metric that looks 
at how many times, in randomized market scenarios, 
cash flow needs would be met. Simply put, if the cash 

flow need is $100,000 annually and the only resource 
is $99,999 in pension income, every trial would fail. 
Why? Because this metric only offers two outcomes: 
cash-flow needs are either met or not met, even if 
the magnitude of the failure could be considered 
negligible. In this purely hypothetical scenario, how 
many people would feel their needs have not been 
met, and that their retirement plan would fail? As 
a part of a comprehensive financial plan, annuities 
can help supplement income for essential living 
expenses while remaining invested in an allocation 
that provides opportunity for growth and for keeping 
pace with inflation, fees, and distributions. This 
combination of income and asset accumulation could 
lead to an increase in a plan’s probability of success.

A financial plan’s probability 
of success is negatively 
impacted when modeling 
an annuity.

When sized and structured properly, 
annuities can help investors achieve 
financial goals by shifting risk within 
their investment portfolio. 

FICTION FACT

FACT #5
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Tax deferral offers no additional value if an IRA or a qualified plan, such as a 401(k), is used to fund an annuity and may be found at a lower cost in other investment products. It 
also may not be available if the annuity is owned by a legal entity such as a corporation or certain types of trusts.
Jackson and its affiliates do not provide legal, tax, or estate-planning advice. For questions about a specific situation please consult a qualified advisor.
The content on this page is Jackson’s summarization of information from Internal Revenue Code (IRC) § 72(u).
The IRS issued a private letter ruling (PLR) holding that a non-grantor trust cannot use the IRC § 72(q) exceptions for (1) reaching age 59½, (2) disability, or (3) substantially equal 
periodic payment plan (SEPP) payments. The ruling recognized that a non-grantor trust may use the IRC § 72(q) exception for death. (See PLR 202031008.)

If a trust owns an annuity, 
then the annuity loses its 
tax-deferred treatment.

A trust-owned annuity 
can retain its tax-deferred 
treatment if the beneficial 
owner is a person.

FICTION FACT

Many people mistakenly believe that when a trust owns an annuity the tax-deferral benefit is automatically 
forfeited. Although the rules under Internal Revenue Code 72(u) do prohibit the tax-deferred treatment 
for some legal entities, that’s not the whole story. In fact, trust-owned annuities could be able to retain the 
benefit of tax deferral. Since 1986, IRS Private Letter Rulings have been used to clarify ambiguity about when 
an annuity owned by a trust may still receive tax-deferred treatment. Those rulings generally hinge on the 
beneficial owner concept.
In a nutshell, if the beneficial owner of the trust is a person, then the tax-deferred treatment of the annuity 
has generally stood. And it makes sense. Annuities are long-term vehicles designed for retirement, and 72(u) 
usually denies tax-deferred treatment for nonnatural beneficial owners. However, a trust can generally retain 
its tax-deferred treatment if the trust’s beneficial owner is a person.

FACT #6
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Many annuities provide a guaranteed minimum death benefit, usually the greater of contributions paid into the 
contract or the contract value at the owner’s death. For example, if an annuity owner contributed $200,000, 
never withdrew any money, and the annuity is only worth $150,000 at death, the beneficiary would receive the 
full $200,000. The value of this benefit cannot be overstated.
Another death benefit often uniquely available to annuity owners is the step-up. This feature—usually offered at 
an additional cost—locks in investment gains, if any, so annuity investors can enjoy the comfort of knowing that 
their beneficiaries will receive a stepped-up amount. Of course, if the contract value is greater than the death 
benefit at the time of death, then the beneficiaries will receive the contract value.

Add-on death benefits 
are not worth the money.

FICTION FACT

FACT #7

Add-on death benefits can help ensure 
your legacy by providing opportunities 
to increase the amount you leave to 
your beneficiaries.

The example above is hypothetical and for illustrative purposes only. Performance indicated is not meant to illustrate or predict the past or future 
performance of any product. This example assumes an initial premium of $200,000 and no withdrawals.

Contract value

Guaranteed minimum death benefits (hypothetical example)
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Before investing, investors should carefully consider the investment objectives, risks, charges, and expenses 
of the variable annuity and its underlying investment options. The current contract prospectus and 
underlying fund prospectuses provide this and other important information. Please contact your financial 
professional or the Company to obtain the prospectuses. Please read the prospectuses carefully before 
investing or sending money.

Jackson, its distributors, and their respective representatives do not provide tax, accounting, or legal advice. 
Any tax statements contained herein were not intended or written to be used and cannot be used for 
the purpose of avoiding U.S. federal, state, or local tax penalties. Tax laws are complicated and subject to 
change. Tax results may depend on each taxpayer’s individual set of facts and circumstances. You should rely 
on your own independent advisors as to any tax, accounting, or legal statements made herein.
Tax deferral offers no additional value if an IRA or a qualified plan, such as a 401(k), is used to fund an annuity and may be found at a lower cost in other investment 
products. It also may not be available if the annuity is owned by a legal entity such as a corporation or certain types of trusts. However, under IRC sections 72(t) for 
qualified plans and 72(q) for annuities, the 10% additional tax is not imposed on distributions that are part of a series of “substantially equal periodic payments.” 
Other restrictions and limitations may apply. Jackson will not be liable for any unfavorable tax consequences resulting from use of the option selected.

Annuities are long-term, tax-deferred vehicles designed for retirement and are insurance contracts.  Variable annuities and registered index-linked annuities involve 
investment risks and may lose value. Earnings are taxable as ordinary income when distributed. Individuals may be subject to a 10% additional tax for withdrawals 
before age 59½ unless an exception to the tax is met.

Jackson and its affiliates do not provide legal, tax, or estate-planning advice. For questions about a specific situation, please consult a qualified advisor. Jackson 
neither encourages nor condones unnecessary replacements or replacements that are not in the best interest of the customer. 

Annuities are issued by Jackson National Life Insurance Company (Home Office: Lansing, Michigan) and in New York by Jackson National Life Insurance Company 
of New York (Home Office: Purchase, New York). Variable annuities are distributed by Jackson National Life Distributors LLC, member FINRA. These products have 
limitations and restrictions. Jackson issues other annuities with similar features, benefits, limitations, and charges. Discuss these with your financial professional or 
contact Jackson for more information.

Guarantees are backed by the claims-paying ability of the issuing insurance company and do not apply to the principal amount or investment performance of the 
separate account or its underlying investments.

Products and features may be limited by state availability, and/or your selling firm’s policies and regulatory requirements (including standard of conduct rules).

To learn more about using an annuity in a financial plan, contact your financial 
professional or visit jackson.com today.
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