
The Pros and Cons of Buying Variable Annuities








Variable annuities are similar to mutual funds - so much so that many investors might wonder which is the best to consider.


When you purchase a variable annuity, you enter into a contract with an insurance company. 


You give the insurance company a sum of money, either in one payment or in smaller amounts over time. 


In exchange, the insurance company agrees to make payments back to you over time.


Ideally, the payments you receive will be greater than the payments you make - because the money you give the insurance company is invested in subaccounts that are investment portfolios that can own stocks and bonds, and will ideally grow in value, increasing your assets and payouts. 


Of course, investments in subaccounts can also decline in value, decreasing your payout. 


It’s called a variable annuity because the payment varies.


Variable annuity subaccounts are often modeled after retail mutual funds. 


Some even go by the same name as a mutual fund. 


But there are some important differences between a variable annuity and a mutual fund.


An advantage of variable annuities is tax deferral. 


You pay no taxes on dividends and capital gains until you cash out or receive a payment. 


That’s not the case with mutual funds.


A disadvantage of variable annuities is the fees, which give variable annuities a higher annual operating expense than that of mutual funds. 


In fact, investment fees paid to the manager of the underlying subaccount plus the insurance fees paid to the insurance company can drive annual costs above 2% a year. 


So is a variable annuity a better investment than a mutual fund? The answer depends on your individual financial circumstances.








