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Annuities as a retirement tool - A buyer’s guide
Ram Kolluri CFP®%*

What are annuities?

In their simplest form, they are an arrangement between an insurance company (the issuer) and an individual (the
annuitant), where the issuer promises a stream of income based upon the annuitant’s life expectancy, principal in-
vested or accumulated in the policy, and the prevailing interest rates when the income stream begins.

Annuities can be purchased upon the life expectancy of an annuitant or as a joint policy with a spouse added to the
income stream calculation.

Annuities come in different flavors — such as strictly fixed income-based contracts or upon various financial indi-
ces such as stocks and bonds. The following are examples of such contracts:

e Immediate Annuity (SPIA) — The annuitant pays a lumpsum amount at the beginning of the contract and it
is annuitized into a fixed monthly income stream for a certain number of years or life.

e Deferred Annuity Contract — The annuitant may deposit multiple amounts of money during the accumula-
tion period and build the asset base in the contract until annuitization.

The issuer may offer an attractive interest rate that is credited to the principal base at the time of the pur-
chase (the introductory rate), often followed by a “minimum guaranteed” rate which is much lower than
the introductory rate. When the income distributions begin, the rate earned on the principal during the
accumulation phase substantially impacts them.

e Variable Annuity (VA) Contract — In this contract, the annuitant chooses to invest in various mutual funds
inside the policy (both bond and stock portfolios) with the hope of earning higher returns, while the issuer
offers downside protection to the principal during the periods of market volatility. These contracts typical-
ly do not offer a minimum guaranteed rate and the allowable interest credited to the principal is often

capped.

Issuers often quote separate (and attractive) rate on the contract that is only available when the annuitant
purchases the income stream from the company (annuitization). However, If the buyer chooses to surren-
der the policy for any reason and seeks the return of his principal, then only the capped interest is allowed
in the surrender value calculations.  Surrendering the VA policies may also involve substantial penalty
charges on the accumulated principal.

Retirement Planning:

Retirement planning typically starts when couples reach their early fifties. The probability of one of the spous-
es (Ex: male — age 50 and female — age 48) living well into their nineties is extremely high — particularly consid-
ering modern medical advances and healthier living habits such as exercising and no smoking.

The primary goal of retirement planning is to provide a steady, reliable, and inflation-adjusted income stream
that enables couples to maintain their lifestyle until the end of their lives.

US consumers lost approximately two — thirds of the purchasing power of their earnings and savings since the
early 1980s due to inflation. This inflationary impact is anticipated to continue for the foreseeable future due
to several macroeconomic forces that are presently at play in the United States and abroad.

History since the 1920s suggests that only equities as an asset class (such as the broad-based blue-chip stock
index like the S&P 500) can provide reliable and inflation-adjusted returns and income streams — particularly
when held for long periods (ten years or more) in a disciplined manner.

Bonds can be added to the investment mix to reduce the portfolio volatility — if desired, but at the cost of low-
ering the overall returns in the long — term.

Income distributions from retirement savings in equity funds often take the opposite of “dollar-cost averag-
ing” by withdrawing a fixed amount each month. Since retirement often lasts several decades, short-term mar-
ket fluctuations do not impact monthly distributions or the family’s long — term financial security.

Revolution in information technology since the 1980s has resulted in a dramatic reduction of expense ratios of
stock and bond index funds — far below the mutual fund choices that are offered in the variable annuities.

These ultra — cost index funds often boost total returns to the individuals in retirement, thus generate higher
inflation-adjusted income streams — provided retirees learn to ignore the short — term volatility in the financial
markets.
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What are the pros and Cons of annuities as a retirement tool?

Pros:

¢ Principal protection of retirement savings (depending upon the financial strength of the issuing company)
¢ DPsychological comfort from short — term fluctuations in the stock markets

¢ Tax-deferred growth until withdrawal
.

Steady and predictable monthly income — annuitant can choose options between joint and survivor pay-
ments — including income for life

¢ Ability to purchase policy riders such as inflation adjustment to the income

¢ Some market upside participation by investing in stock and bond funds inside the policy — without risking
the principal
¢ Protection of principal from lawsuits and creditors

¢ Unlike the certificates of deposit, money in annuities is illiquid for the duration of the surrender period
specified in the policy
¢ DPolicies often contain surrender charges — which usually decline over a period

¢ Payments fixed at the beginning of annuity income payments do not provide a hedge against inflation —
leading to the necessity of dipping into the principal of the retirement savings

¢ Annuity policies often contain multiple layers of fees for each rider added to the policy (such as inflation
adjustment to the income), and for the option of adding mutual funds (built-in expense ratios).

¢ When the policies are annuitized, the income payments end upon the death of the annuitant (or the surviv-
ing spouse) — thus leaving no assets to the heirs.

How is the income from annuities taxed?

When an annuity is purchased with after-tax savings, the growth of principal is tax-deferred until the income
stream starts, and then it is taxed as a portion of the monthly payment.

The taxation depends upon the split between the principal accumulated, the growth earned in the contract, and
the life expectancy of the annuitant at the time of issuance (called the exclusion ratio).

When an annuity is purchased in qualified retirement plans such as the 401 k, profit-sharing, or IRA, all in-
come is taxable at the time of the distribution.

If the heirs inherit an annuity policy with surrender value (before annuitization), they lose a tax benefit called
“stepped basis” at death. Then the gains are taxable at ordinary rates to the contingent beneficiaries.

Bottom line:

Annuities are legal policy contracts between an insurance company (the issuer) and the buyer (annuitant) which
are far more complex than they sound when pitched as “safe investments”.

Annuities are sold by invoking the subtle art of scaring investors of stock market fluctuations and by offering
“guaranteed principal and good returns”.

Often, the guaranteed income streams come with high costs embedded in the contracts.

Also, annuity policies are sold in several thousands of variations — needing an expert eye to read the fine print
to make any sense out of them.

The contracts, in general, are extremely difficult to read or to understand.

Investors are encouraged to read these contracts carefully (where possible) and to seek competent advice from
independent sources before buying into the policies.

Mr. Ram Kolluri is the founding Chairman of Global Wealth Management, LLC Prince-
ton, NJ (www.globalwealthlic.com) a federally registered investment advisory firm
(established in 1983) with clients across the nation. Ram is currently a member of the
TFAS advisory board and chairs its endowment committee.

Any questions related to this article or any other topics related to finances you
would like to see in Telugu Jyothi, please write to us at tjarticles@tfas.net. We
will answer them in the upcoming TJ
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Telugu Fine Arts Society

A 501 (c) Non Profit Org, Tax ID : 22-2534166, www.tfasnj.org

New Jersey
Virtual Celebrations

mz:.l

'* v% v R AR

-‘------

Date: Saturday, Jan 30th, 2021 « Time: 2:30 PM EST

COMPETITIONS

* Rangoli (Muggulu) ﬁhmmmm ~
* Posters/Collage SANKRANTHI GELEBRATIONS! wdeos
 Fancy Dress - {(30}o) 4559‘°“d5)

* Telugu Poem Recital
* Telugu Speakin s
\ ugu Sp g /‘i 3 _

La date to register :
For Competitions : Jan 22nd
Open Performances : Jan 25th

(6 S
p N OPEN PERFORMANCES )» :
. * Singing ° Dancing

R R Prizes for competitions
w T
ngeaalﬁ."d“y Dra For more detal_ls visit :
= A~ www.tfasnj.org
For additional information: N
Sreedevi Jagarlamudi  732-470-7055 Bindu Yalamanchili 908-240-3167 Usha Darisipudi 732-718-4184
Jyothi Gandi 732-208-9599 Anuradha Para 201-312-5335 Anuradha Dasari 908-907-1502
Srinivas Cheruvu 732-447-6686 Yasoda Dasika 908-304-3710 Ravi Annadanam 917-355-5503
Thevan Theivakumar Sponsors E X0 A ¥
: Execution Partner, CLFO Venkatapathy “VBob”Dhivakarababu
: 7 Pll;'orye :k(732)g:-3763. Ck!:!::(732)319-8758 Sr. Lending Officer - NMLS ID:581930
b ntheivakumar@ft.newyorklife.com 4122.01- :
R Firad 11FC e UARGE Lo N.!G 133-01-01, 339 Franklin Ave, Wyckoff, NJ 07481
379 Thornall S1, 8th floor, Edison, NJ 08837 M: 845 664 3095 y
Media Support : % SUNRISE TV :
O m o e
mana 0 NEWS 5 - TVASlA US l . BN TV 'Jag DIO

\
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2021 H035°08 3w FBos® vdsw

Telugu Speaking Winners
Junior Category

First Prize Saatwika Chakkilam
Second Prize Puruhootika Nookala
Third Prize Saisrikar Polepalle
Sub-junior Category

|Consolation Prize |Sanvy Boddu

Telugu Poem Reciting Winners
Junior Category

First Prize Meghana Neelisetty
Second Prize Puruhootika Nookala
Third Prize Saatwika Chakkilam

Sub-junior Category
First Prize

Jaithasri Tirumalasetty
Second Prize Saanvi Boddu
Third Prize Amulya Boddu

§ X

Wty < :

P o
'ogkf;'e.\_sj,‘r

HELP FOUNDATION

MEALTH AND EDUCATION FOR LESS PRIVILEGED

We (Sankara Rao, as a Board of Trustee from 1984 to 87 and Madhavi Polepalle, as a volunteer)
havebeen associated with the TFAS since its inception in 1984, and also are proudly associated with
the TriMurthy Day since its inaugural event in 1987. It is our wish this tradition be continued in the
years to come. We are and will be very happy to sponsor the annual TriMurthy Day thru Polepalle
Foundation and HELP Foundation.org jointly. We want to thank TFAS for giving us this opportunity.
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Telugu Fine Arts Society

A 501 (c) Non Profit Org, Tax ID : 22-2534166, www.tfasnj.org

New Jersey

Sunday, September 13th at 11:00 AM EST

2

|
Meditation for Mental Health

by ISHA FOUNDATION

Learn Simple tools to create mental balance and
inner peace including Isha Kriya,
a Powerful meditative process for health, dynamism and wellbeing.

Staying Healthy during a pandemic and beyond

by
Sunita Kanumury, MD FACAAI

Please register for the event at our website www.tfasnj.org

For additional information:
Sreedevi Jagarlamudi  732-470-7055 Bindu Yalamanchili 908-240-3167 Usha Darisipudi 732-718-4184
Jyothi Gandi 732-208-9599 Anuradha Para 201-312-5335 Anuradha Dasari 908-907-1502
Srinivas Cheruvu 732-447-6686 Yasoda Dasika 908-304-3710 Ravi Annadanam 917-355-5503
4 Sponsors Media Supfort : R
E COLDWELL BANKER } REALTY . /&
Raymond E. Uman, Realtor manas”_ o -\’ TVASIA
&7 302 Route 202/206, Bedminster, NJ 07921 e TELUGULZ
' & Cell: 201-921-4395, Office:908-658-9000 "
p- Email : raymond.uman@cbmoves.com ¢ SUNRISE TV m \ : - \‘i i
\ i Xt Y,

o= — = — = — — C
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AITA CONSULTING SERVICES INC,

AI/ML/RPA | | ANALYTICS || IOT || CLOUD || INTEGRATION
NORTH BRUNSWICK NJ, WWW.AITACS.COM
732-658-5164 x400,HR@®AITACS.COM
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Interactive
Financial
webinar

December 13th

2:30 PM EST ““.j_

Find out...
® How to save on taxes? 7
e How to save towards college education costs?
@ Why you need life and disability insurance?
e How to save and invest for your retirement?

Ram Kolluri weacreter* - @ Why you need wills and estate planning?

Founder / Chairman
Global Wealth Management, LLC

(www.globalwealthilc.com) o Why women need to take a proactive rolein
managing their family savings and investments?

And have your other questions answered...
Please register for the event at our website www.tfasnj.org

r
Sreedevi Jagarlamudi 732-470-7055 Bindu Yalamanchili 908-240-3167 Usha Darisipudi 732-718-4184
Jyothi Gandi 732-208-9599 Anuradha Para 201-312-5335 Anuradha Dasari 908-907-1502
 Srinivas Cheruvu 732-447-6686 Yasoda Dasika 908-304-3710 Ravi Annadanam 917-355-5503
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COLLEGE FOR
FINANCIAL PLANNING®

A KAPLAN COMPANY

2021 ANNUAL LIMITS RELATING TO FINANCIAL PLANNING

Compited by the faculty of the College for Financial Planning

RETIREMENT PLANS
Elective deferrats 403k}, 403{b), 457, and SARSEPs 519500 Monthly premium:
Catch-up contribution 56500 Pat Al o
Qefned contribution (S415{c)(A] 558,000 PartB* U850
Defined benefit (Sa15{o)1(4}) $230,000 R
SIMPLE plan 513,500
SIMPLE catch-up contribution $3.000 First 60 days—patient pays a deductible $1484
Next 30 —patient pays $3n
Maximum includible compensation 5290,000 N Py PECCR 2
Highly compensated employee Next &0 days (ifetime reserve days) patient pays per day s72
Lookback to 2020 5120,000 Skilled nursing benefits
Lookback to 2021 $130,000
First 20 days—gpatient -0
Key employee (top-heavy plan) >5185,000 ! pays per day
SEP participation limit 5650 Next 30 days—patient pays per day $185.50
IRA or Roth IRA contribution imit 56,000 OV IO S — RRNSEEE iy Doy iy AR ety
IRA or Roth IRA catch-up 51,000 PartB:
IRA deduction phaseout for active particpants Deductible $203
Single 566,000-576,000 Coinsurance 20%
Married filing jointly S$105,000-5125,000 2
Married filing separately 0-510.000 Part D {Prescription Standard Benefit Model):
Non-active participant mamied to active participant $198,000-5208,000 Deductible 5445
Roth IRA phaseout 15% coinsurance on next 4130
single $125,000-510,000 Cut-of-pocket (OCF] threshold $6,550
Marvied) fillng Jolntly $198,000-5205,000 Benefciary then pays comsurance amount for additional covered expenses.
S5 wage base S142,800
FICA tax ate—employee’ 7.65%
g SHSAB Hold Harmiless $88,000 or less ST6,000 or lesz
SECA tax rate—self-employed 153% $M8 50-not Hold Harmiess 588,000 or less SI6,000 or lesz
Eamings limitation: 520750 Sz S8&,001-5M.000 S176,001-5222,000
Below FRA ($1for 52) 513960 $297.00 su80 SLOOL-SBB000  $222,001-5276,000
Persons reaching FRA (51 for $3) $50,520 $386.0 $5120 SBB8,000-5165000  S276,000-5130,000
(Applies only to earmings for months prior to attaining FRA) 7520 $7070 SI65,001-5500,000  S330,008-5750,000
Social Security cost-of-living adjustment 13% #0450 STT0 ADOr SS0000. | Abave SIS0,000
Cxsrter of coverage 1470 YOU PAY PART D !wamnwndhww
Surcharge your 209 income was:
Maxmum benefit: worker retinng at FRA 5348 poyaps PO
Estimated average monthly benefit 556 . &
47320 $70.70 $88,001-5412,000
$304.50 $77.10 Above 5412,000
SOCIAL SECURITY FRA

wmm Year of Birth Wmm L The Part A premiam of $471 per month spplies to perscrs who have fewer than 30 uarters of coverage under
Socil Security. Fur those having 30-39 quarters, the Part A Prermium is S259 per month.

2. Beneficiees ot subject 1o the “hold harmiess® provision nchudes pencrs not recevirg Sacul Securty, thae
dn-dnmlfuuhnhhmddd'&ww’nhmhmpdbw
nd beneficianes who pay a1 e rates (Figure [}

3 The FICA tuz rate & comproed of two separste payroll tares: Evployer portion—6 10 for Old-Age, Survivon,
Survivors, and Disability Inuerce [OASD] and 145X for Hoagitl imumece (M. for sell emplopeds, the SECA B
QAOK for OASDI and 2.90% for H,

-

ESTATE AND GIFT TAX

4. Adecemed spouse’ umsed credit amount s portable 1o 4 suvving spouase.

Annual gift tax exclusion 515,000

Estate and gift tax basic exclusion S1.700,000

s e | NN
Generation skipping exemption 511,700,000

Maxumum estate tax rate * 40%

CALL - 800.2379990 | CLICK - WWW.CFFP.EDU

—
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STANDARD MILEAGE RATES HEALTH SAVINGS ACCOUNT

Business use 58¢ per mile Minimum Deductible Amount
Charitable use [not indexed) W< per mile Single 51400
Medical use 20¢ per mile Famuly 52,800
Maximum Cut-of-Pocket Amount
Single 57,000
Family 514,000
PBGC maximum monthly benefit (at age 65) 56.034.09 HSA Statutory Contribution Maximum
LTC per chem limit 00 Single 53,600
LTC premium as medical expence limitation Family 57,200
Age 40 or under 50 Catch-up contributions (age 55 or older) £1,000
Age 41-50 5850
Age 5160 51600
Age 61-70 94520 EE bonds for education—exclusion phassout
Age 71 or older 35640 Single $83,200-5938,200
Qualified Trnsportation Fringes [monthly) Mamied filing jointly $124,300-5154,800
Commuter highway vehicle/transit pass $270 Coverdell Education Savings Account (52,000 limit) phaseout
oxslified parking 5270 single $95,000-5110,000
Qualifed Longevity Annuity Contract Max $135,000 Married filing jointly $190,000-5220,000
Health Care Flexible Spending Account Max S2; Lifetime Learning Credit—20% of qualified expenses up to 510.000
single $59,000-560,000
LTCG RATES BASED ON TAXABLE INCOME Marmied filing jontly 5719,000-5139,000
Filing Status American Opportunity tax credit—maxmum of $2.500
single Up to 540,400 $40,401-5445,850 over $445,850 100% up to 52,000 of qualified expenses
Head of household Wtos54100  S54)01-5473750 over 5473750 35:; on next 52,000—phaszout . .
2 % i single $80,000-590,000
x: :‘:‘3’““" - ‘pmfwm faoﬁovjowoo m:‘:‘m Married filing jointly $160,000-5180,000
filing separately Wpto 310400  540401-5250,800 over $250,800 Education loan deduction (52,500) phaseout
Estates and trusts up to 52700 $2708-513,250 over SB.250 unmarried $70,000-535.000
2021 TAX RATE SCHEDULES Married filing jontly $140,000-5170,000
Standard deduction
Single 312,550
%0 59,950 - —- 10% of taxable income ————— Married filing jontly 525000
9950 40525 5995 2% 59950 Head of household $18,300
40,525 86375 4,664 2% 40525 Married filing separately 12550
i S N e N Kiddhe tax limited standard deduction 51300
164,925 209425 32603 2% 14925
200425 523,600 47,843 35% 209425 Incividual eligible to be claimed as dependent—greater of 51100 or eamed
523.400 R 157,804 7% 523,600 income plus $350, not to exceed full standard deduction of 512.550.
Eidrty orbin adchtional edkction
] 514,200 0% of tuxahie income Single 1700
M,200 54200 SL20 2%
54,200 86,350 6220 2% Siiiad 31330
86350 %4900 13293 2% 86350 S
164,900 209,400 3245 2% 164,900 Maximum election 51050000
209400 523,600 46385 35% 209400 Phaseout begins 52,620,000
523,600 -- 156,355 37% 523,600 Adoption credit (nonrefundabie)
MARRD INDIVIS mdswviv' ¥ SPOLISES fLING OINT RETURNS Maxiemum $14440
] ————————— 10% of taxahle income —————
500 £.050 1990 % 19900 Phaseout 5216,660-5256,660
51050 750 9328 23 51050 Medicare Contribution tax and additional Medicare tax
72750 329,850 29502 24% 72750 single 200,000
329850 418,850 67,206 2% 329350 H2ad of household $200,000
413,850 623,300 95,686 35% 418350 Married filing jointly 5250,000
623300 - 163,994 7% 628.300
Chid tax crede
0 59950 ——————— 0% of taxable income ———— Dependent under age 7 2,
9950 40,525 5995 2% 59950 Other dependents S
40,525 86375 4,664 2% 40525 Phaseout (550 for every 51,000 over]
86375 164525 u7sl 24% 86375 Single $200,000
164,925 209425 33,603 % 164925 Mamied filing jointly 5100,000
209425 350 47843 5% 209425
31450 - 84497 TR 314150 ALTERNATIVE E - Phaseout
R e | 26% up to $199.900 of AMT baze
S0 $2,650 —_— 0% of tuxuhle income —————— 28% over $199.900 of AMT base
2650 9550 5265 24% 52650 R ——
9550 5,050 197 35% 9,550 e ’“f- 'lE Fp[_ e
13,050 - M6 kT 12,050

CALL - 800.237.9990

CLICK - WWW.CFFP.EDU
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Contact me about

a career that can
better your financial
future while helping
others with theirs.

Thevan Theivakumar
Executive Partner
CLF®

Phone: (732)744-3763
Cell: (732) 319-8758
ntheivakuma@ft.newyorklife.com

New York Life Insurance Company
379 Thornall Street

8th Floor

Edison, NJ 08837

v B BEST SSHLO) &
¥ DIVERSITY 51 PLACES TO WORK
2 LEADER E Bty = 125
. K 100 CORVORATR BOUALITY IND6 X

To learn more about our awards and recognition visit: www.newyorklife.com

SMRULE94783 |Exp, 9/50/2018] ECE MF/DIV/ISO

Insure. Prepare. Retire. Be good at life. m
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