The Modern Annuity

Annuities have been around a long time. But the retirement
landscape is changing—traditional defined benefit pension
plans are going by the wayside in the private sector, and
people are living longer in retirement. More and more
retirees will be faced with having to convert retirement
savings into a retirement paycheck. In response to the
changing needs of retirees, the annuity concept has evolved.
It is worth taking a fresh look to see how today’s modern
annuities can play a role in your retirement income plan.
Today’s volatile markets only serve to underscore the
importance of protecting retirement nest eggs and the
income streams that individuals need to get from those nest

eggs.
First, how do the traditional annuities work?

An annuity is a contract between you and an insurance
company where you deposit a sum of money with the
insurance company, and in exchange, if you so choose,
annuity payments are paid to you on a regular basis and are
guaranteed for a set period of time or for life. Usually, the
money in annuities grows tax-deferred. There are a number
of options and features to explore, including fixed or
variable investment and payment options.

e Fixed annuities offer guaranteed rates of return and
safety of principal. This can give you a hedge against
market volatility. The downside is that, over time,
inflation may eat into the buying power of this fixed
amount.

e Variable annuities can provide you with access to a
variety of investment portfolios without a guaranteed
rate of return. There is potential for higher earnings
when market conditions are good, but lower earnings or
losses when the market is down, depending on
investment performance.

Additional options allow you to choose a payment start date
that is either immediate or deferred, and payments that are
payable to just yourself or to a beneficiary after you die.
Further, annuities traditionally have both death benefits,
which guarantee a value payable to a beneficiary, and living
benefits, which guarantee levels of accumulation and/or
income payments. The focus of this article is on living
income benefits.

With most traditional annuities, the individual has the option
to annuitize, at which point control (ownership) of his/her
assets is surrendered to the insurance company in exchange
for a guaranteed stream of payments. Historically, annuity
contract holders have been reluctant to annuitize, because
they do not want to cede control and ownership of their
money.

Now here’s what’s different about the new generation of
annuities.

Prudential and other retirement companies listened to their
customers, and responded with a new generation of
annuities. The result—a living benefit option for guaranteed
income for life without annuitization. In essence, individuals
can maintain access to their account values—while receiving
guaranteed lifetime income. (There are typically fees
associated with this option, so it is important to speak with a
financial professional to understand any applicable fees.)

Today’s modern annuities build on many of the features of
traditional annuities: they grow tax-deferred and offer
guaranteed income for life. Further, they allow individuals to
customize their retirement income to meet specific
retirement needs. Customization can be achieved through
the optional living benefits available. Some of the new and
more significant features of optional living benefits include:

e A measure of control and ownership of assets while
receiving guaranteed lifetime income.

e Ability to capture market upswings in your “Protected
Withdrawal Value”—used to determine income
payments—while helping to protect income from market
downturns. This may be particularly important during the
five years before and after retirement—which Prudential
refers to as The Retirement Red Zone®. (The Protected
Withdrawal Value is a separate value from the annuity’s
account value and is only available through guaranteed
withdrawals, not as cash or a lump sum.)

e Wide selection of investment portfolios to meet your risk
tolerance, whatever it may be. The guaranteed income
under the optional living benefit is protected regardless
of how portfolios are invested.
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The table below highlights key differences between
traditional variable annuities and the new generation of
variable annuities with guaranteed lifetime income benefits
—also known as a guaranteed minimum withdrawal benefit.
A key difference not addressed in the table is tax treatment.
Whether payments are received as a guaranteed minimum
withdrawal benefit or through traditional annuitization,
distributions of investment returns are taxed at ordinary
income tax rates. However, payments received from
guaranteed minimum withdrawal benefits are generally
considered to be distribution of taxable

investment earnings first, until all such gains have been paid
out, and then tax-free distributions of the original
investment. In contrast, payments received through tra-
ditional annuitization are generally considered to contain
proportional amounts of investment earnings and the return
of the original investment, the result being that taxes are
spread more evenly over the annuitization period.
Information on a variable annuity’s fees, expenses, tax
treatment, and surrender charges can be found in the
prospectus for that specific product.

Side-by-Side Traditional vs. Modern Variable Annuity

Traditional Variable New Generation of
Annuities (with Variable Annuities
guaranteed lifetime (with Guanranteed
income through Lifetime Income
annuitization only) Benefits)
Provides for tax-deferred accumulation v \'
Has fees and surrender charges v v
Offers a variety of investment options and may v v
include asset allocation models
Addresses longevity risk v '
Provides guaranteed lifetime income without
annuitization through optional benefits, such as '
a guaranteed minimum withdrawal benefit
Provides flexibility once lifetime income has
begun (e.g., income can be stopped and v
started, and contract holders can access the
underlying assets)
Potentially provides downside protection from v
market risk (for lifetime income)
Offers potential to “lock-in” market gains for v
retirement income purposes
Passes any remaining account value to "
L e V(*) v
beneficiaries after lifetime income has begun

(*) This feature is available with some traditional variable annuities as well as with most of the
new generation of variable annuities with guaranteed lifetime income benefits.
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In effect, with a guaranteed lifetime income option, you’ll
never have to worry about outliving your income stream
regardless of how the market performs. Like traditional
annuities, you have income for life; annuities, you have a
measure of control over and access to the underlying
assets. (For example, you can withdraw an amount in
excess of the guaranteed income payments, but this will
reduce your future guaranteed income payments
proportionately.) This control allows you to potentially grow
your assets, access your money when needed, and possibly
leave money behind for your heirs.

What'’s right for you?

Annuities aren’t for everyone. There are many features
from which to choose. That’s why you should talk to your
trusted financial professional and tax professional to be
sure a variable annuity makes sense for your retirement
plan and to help you select the variable annuity and
optional features that are right for you.

Investors should consider the contract and the underlying
portfolios’” investment objectives, risks, charges and
expenses carefully before investing. This and other
important information is contained in the prospectus,
which can be obtained from your financial professional.
Please read the prospectus carefully before investing.

This material was prepared to support the promotion and
marketing of variable annuities available through
Prudential. Prudential, its affiliates, 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. Please consult your own independent advisor as
to any tax, accounting or legal statements made herein.

Your needs and the suitability of an annuity product should
be carefully considered before investing. When evaluating
your needs, please consider other variable annuities
available from Prudential Financial companies.

Annuity contracts contain exclusions, limitations, reductions
of benefits and terms for keeping them in force. Your
licensed financial professional can provide you with
complete details.

All guarantees, including optional benefits, are backed by the
claims-paying ability of the issuing company and do not apply
to the underlying investment options.

Variable annuities are appropriate for long-term investing
and designed for retirement purposes. Investment return and
principal value of an investment will fluctuate so that an
investor’s unit values, when redeemed, may be worth more
or less than their original cost. Withdrawals or surrenders
may be subject to contingent deferred sales charges (CDSC).
Withdrawals and distributions of taxable amounts are subject
to ordinary income tax and, if made prior to age 59 %, may be
subject to an additional 10% federal income tax penalty.
Withdrawals, for tax purposes, are deemed to be gains out
first. Withdrawals can reduce the living benefit, death benefit
and account value.

Variable annuities offered by Prudential Financial Companies
are available at an annual cost of 0.65% to 1.65% for
mortality, expense and administration fees, with an addi-
tional fee related to the professional investment options.

Optional living and death benefits may not be available in
every state and may not be elected in conjunction with
certain optional benefits. Optional benefits have certain
investment, holding period, liquidity and withdrawal
limitations and restrictions. The fees are in addition to fees
and charges associated with the basic annuity.

Variable annuities are issued by Pruco Life Insurance
Company (in New York, by Pruco Life Insurance Company of
New Jersey), Newark, NJ, or by Prudential Annuities Life
Assurance Corporation, Shelton, CT. Prudential Annuities
Distributors, Inc., Shelton, CT, distributes all. All are
Prudential Financial companies and each is solely responsible
for its own financial condition and contractual obligations.
Prudential Annuities is a business unit of Prudential Financial.

Prudential, Prudential Financial, Prudential Annuities, the
Rock logo and the Rock Prudential logo are registered service
marks of The Prudential Insurance Company of America and
its affiliates.
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