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When evaluating variable annuity contracts, investors often seek clarity on
the types of guarantees these products offer. Among the key features that
distinguish various annuities are guarantees related to mortality and
expenses. Understanding these guarantees helps investors make informed
decisions aligned with their financial goals and risk tolerance. This article
explores the details of the morality guarantee and expense guarantees within
variable annuity contracts, explaining their significance, how they function,
and what investors should consider.

Understanding Variable Annuity Contracts
Variable annuities are insurance products designed to provide income during
retirement, with investment options that fluctuate based on market
performance. Unlike fixed annuities, which offer guaranteed returns, variable
annuities involve investment risk, but they can also include guarantees to
mitigate certain risks. These guarantees can help protect investors against
specific adverse outcomes, providing a measure of certainty in an otherwise
volatile investment.

Key Guarantees in Variable Annuity Contracts
While not all variable annuities include guarantees, many feature some form
of protection to appeal to risk-averse investors. The two primary guarantees
discussed here are:

Morality Guarantee1.

Expense Guarantee2.

Let’s delve into each of these guarantees to understand their roles,
benefits, and limitations.



I. Morality Guarantee

Definition and Purpose
The morality guarantee is a contractual promise made by the insurance company
to ensure that the annuity's death benefit will at least equal the amount of
the initial investment or premiums paid, regardless of the investment's
performance. Essentially, it guarantees that beneficiaries will receive a
minimum value upon the annuitant’s death, offering peace of mind to investors
worried about market downturns.

How It Works
- The guarantee is typically applicable during a specified period, often the
first few years after purchase (the “guarantee period”).
- If the investments underperform, resulting in a value lower than the
original premiums paid, the insurance company compensates the difference.
- The company absorbs the investment risk during this period, providing a
safety net for the investor.

Benefits of the Morality Guarantee
- Protection Against Market Downturns: Investors are assured their
beneficiaries will receive at least the original investment, even if the
investments decline.
- Enhanced Security: Particularly attractive to conservative investors or
those nearing retirement, who prioritize capital preservation.
- Peace of Mind: The guarantee alleviates concerns about market volatility
eroding the value of the investment.

Limitations and Considerations
- Cost: The morality guarantee is often included at an additional cost or
embedded within the annuity’s fee structure.
- Limited Duration: Usually only available for a certain period; after which,
the guarantee may expire or be replaced with other guarantees.
- Not a Full Guarantee of Investment Performance: It only protects the
initial premiums, not the account's current value or future income streams.

II. Expense Guarantee

Definition and Purpose
An expense guarantee in a variable annuity ensures that certain costs
associated with the contract are covered or capped by the insurer. These



guarantees help manage the ongoing costs, making the annuity more predictable
for the investor.

Types of Expense Guarantees
Expense guarantees can take various forms, including:

Guaranteed Expense Ratios: Fixing the percentage of assets used for
administrative or management fees.

Fee Cancellation or Cap: The insurer agrees to absorb or cap certain
fees, such as mortality and expense (M&E) charges.

Rider Guarantees: Specific riders that guarantee certain expense-related
costs are covered regardless of market performance.

How Expense Guarantees Benefit Investors
- Predictable Costs: Investors can better plan their retirement income
knowing the maximum expenses they will incur.
- Protection Against Rising Fees: Ensures that administrative or management
fees do not unexpectedly increase and erode investment returns.
- Enhanced Value: Some guarantees may include waivers of certain fees if
specific conditions are met.

Limitations and Considerations
- Additional Costs: These guarantees may come with additional charges or
higher premiums.
- Limited Scope: Not all expenses are covered; some costs, such as fund
management fees, may still be borne by the investor.
- Complexity: The specific terms of expense guarantees can be complex and
require careful review.

Additional Guarantees in Variable Annuities
While the morality and expense guarantees are prominent, other guarantees can
also be included, such as:
- GMWB (Guaranteed Minimum Withdrawal Benefit): Assures a minimum income
stream regardless of investment performance.
- GMIB (Guaranteed Minimum Income Benefit): Guarantees a minimum lifetime
income.
- Death Benefits: Ensures beneficiaries receive a specified amount upon the
annuitant’s death.



Factors to Consider When Evaluating Guarantees
Before purchasing a variable annuity with guarantees, investors should
evaluate:

Cost and Fees: Understand the additional charges associated with1.
guarantees.

Duration of Guarantees: Know how long guarantees are effective.2.

Underlying Investment Options: Ensure that the investment choices align3.
with risk tolerance.

Financial Strength of the Insurer: Verify the insurer’s ability to4.
fulfill guarantees.

Overall Suitability: Assess whether guarantees align with overall5.
retirement planning goals.

Conclusion
Variable annuity contracts can contain a variety of guarantees designed to
provide investors with security and peace of mind. The morality guarantee
offers protection against market declines by ensuring beneficiaries receive
at least the initial premiums paid, while expense guarantees help investors
manage and predict ongoing costs associated with the contract. Understanding
these guarantees, their benefits, and limitations is crucial for making
informed investment decisions.

Investors should carefully review the terms of any guarantee, consider the
associated costs, and evaluate how these features fit within their broader
retirement strategy. Consulting with a financial advisor can also provide
personalized insights into whether a variable annuity with such guarantees is
appropriate for individual financial goals and risk appetite.

Frequently Asked Questions

What guarantees are typically included in Variable
Annuity Contracts?
Variable Annuity Contracts often contain guarantees such as a Morality
Guarantee, which ensures a minimum death benefit, and expense guarantees that
cover certain administrative or management costs.



Does a Variable Annuity Contract provide a Morality
Guarantee?
Yes, a Morality Guarantee is commonly included, ensuring beneficiaries
receive a minimum death benefit regardless of investment performance.

Are expense guarantees a feature of Variable Annuity
Contracts?
Expense guarantees can be part of Variable Annuity Contracts, providing
assurances regarding certain fees or costs associated with the contract.

Which types of guarantees are important in assessing
the safety of a Variable Annuity Contract?
Key guarantees include the Morality Guarantee, which protects beneficiaries,
and expense guarantees, which help manage contractual costs.

Can Variable Annuity Contracts contain multiple
guarantees such as Morality and Expense guarantees?
Yes, many Variable Annuity Contracts include multiple guarantees like
Morality Guarantees and expense-related guarantees to offer additional
security and predictability for investors.

Additional Resources
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When exploring the complex landscape of variable annuity contracts, one of
the most common questions investors and financial professionals ask is: what
guarantees do these contracts offer? Specifically, understanding whether
variable annuities include guarantees related to morality or expenses is
crucial for making informed investment decisions. Variable annuities are
flexible financial instruments designed to provide income streams, tax-
deferred growth, and a measure of protection against market downturns, but
the guarantees embedded within them vary significantly. This article offers a
comprehensive analysis of the types of guarantees present in variable annuity
contracts, focusing on the concepts of morality guarantees and expense
guarantees, their definitions, functions, and implications for policyholders.

---

Understanding Variable Annuity Contracts

Before diving into the guarantees, it’s important to understand what a



variable annuity is. A variable annuity is a contract between an investor and
an insurance company, where the investor makes either a lump sum payment or a
series of payments. In return, the insurer invests these funds in a selection
of investment options, such as mutual funds, and provides periodic payments
to the investor, often during retirement.

Unlike fixed annuities, the returns on variable annuities are not guaranteed
and fluctuate with the performance of the underlying investments. To mitigate
the risks associated with market volatility, many variable annuities include
certain guarantees—promises from the insurer to protect the policyholder’s
financial interests under specific circumstances.

---

What Are Guarantees in Variable Annuities?

Guarantees in variable annuity contracts are contractual promises made by the
insurance company that protect against certain risks faced by the
policyholder. These guarantees can relate to:

- The minimum value of the investment (e.g., death benefit guarantee)
- Income guarantees during retirement
- Protection against market downturns
- Cost and expense protections

It is critical to distinguish between guarantees that protect the
policyholder’s principal or income streams and those that relate to the
insurer's obligations concerning policy management and fees.

---

I. Morality Guarantee

Definition

The term "morality guarantee" is not a standard or widely recognized term
within insurance or financial planning literature. However, in the context of
insurance guarantees, it may be interpreted as a guarantee related to the
insurer’s moral or ethical obligations—essentially, the insurer’s commitment
to honoring its contractual promises and maintaining solvency to fulfill its
obligations.

Clarification and Context

- In practice, the closest concept akin to a "morality guarantee" is the
insurer’s creditworthiness and the regulatory safeguards that ensure the
company can meet its contractual obligations.
- Guarantees of this nature are not explicit contractual guarantees but are
instead backed by insurance regulation, capital reserves, and the insurer’s
financial strength ratings.
- Regulatory oversight, like state guaranty associations, ensures that even



if an insurer becomes insolvent, policyholders are protected up to certain
limits.

Is it a Guarantee?

- While there is no explicit "morality guarantee" in typical variable annuity
contracts, the faith and trust in the insurer’s ability to honor promises is
foundational.
- Rating agencies (e.g., A.M. Best, Moody’s) assess insurer stability,
providing policyholders with an indirect guarantee of the insurer’s moral and
financial integrity.

Conclusion

The concept of a morality guarantee is more philosophical or regulatory than
contractual. It underscores the importance of choosing insurers with strong
financial ratings and regulatory oversight to ensure promises are kept.
Therefore, in the context of guarantees explicitly stated within a variable
annuity, "morality guarantee" is generally not a formal feature but an
implied assurance tied to the insurer’s financial health.

---

II. Expense Guarantee

Definition

An expense guarantee refers to provisions within some variable annuity
contracts that limit or cap the fees and expenses charged to policyholders.
While most variable annuities charge management fees, administrative fees,
and other charges, expense guarantees aim to protect the policyholder from
unexpected or excessive costs.

Types of Expense Guarantees

Expense guarantees in variable annuities can take various forms, including:

- Guaranteed maximum expense ratios: A cap on the total fees that can be
charged annually.
- Fee waivers: The insurer agrees to waive certain fees under specific
circumstances, such as market downturns or policyholder age.
- No-lapse guarantees with fee protections: Ensuring that certain fees or
charges do not erode the policy’s value to the point of lapse.

Common Features and Examples

- Fee Caps: Some contracts specify the maximum percentage of assets that can
be charged annually for management and administrative fees.
- Fee Waivers During Market Losses: To prevent erosion of benefits during
poor market performance, some contracts include provisions where fees are
reduced or waived if certain conditions are met.



- Guaranteed Expense Reductions: Certain riders or features may guarantee
that expenses won’t increase beyond a specific limit.

Why Are Expense Guarantees Important?

- Protection for Policyholders: They help ensure that policyholders are not
overburdened by escalating fees, especially during volatile markets.
- Transparency and Predictability: Expense guarantees provide clarity about
the maximum costs involved, aiding in financial planning.
- Competitive Advantage: Insurers that offer expense guarantees can
differentiate their products in a crowded marketplace.

Limitations and Considerations

- Cost of Guarantees: Providing expense guarantees often comes at an
additional cost, which may be reflected in higher premiums or reduced
benefits elsewhere.
- Complexity: These guarantees can add layers of complexity to the contract,
requiring careful review and understanding.
- Not Universal: Many variable annuities do not include expense guarantees;
instead, they outline the fee structure clearly but do not guarantee against
fee increases.

---

Summary of Guarantees in Variable Annuities

| Type of Guarantee | Description | Typical Presence in Contracts |
|-----------------------------------|----------------------------------------
-----------------------------|-----------------------------------------------
---------------|
| Morality Guarantee | Assurance of insurer’s ethical obligation to honor
commitments | Not explicitly guaranteed; relies on insurer’s financial
strength and regulation |
| Expense Guarantee | Cap or protection against excessive or rising fees |
Present in some contracts via fee caps, waivers, or riders |

---

Final Thoughts

Understanding the guarantees embedded within variable annuity contracts is
vital for making informed decisions. While the term "morality guarantee" is
not a standard contractual feature, the insurer’s financial strength and
regulatory protections serve as a moral assurance that promises will be
honored. Conversely, expense guarantees are more tangible features that help
shield policyholders from unpredictable or excessive costs, offering a layer
of financial security and transparency.

When evaluating a variable annuity, always scrutinize the contract details,
particularly the specific guarantees offered, their limitations, and the



insurer’s overall stability. Consulting with a qualified financial advisor
can help interpret these guarantees within the broader context of your
retirement goals and risk tolerance.

---

Disclaimer: This article is for informational purposes only and should not be
construed as financial advice. Always review specific policy documents and
consult with a licensed financial professional before making investment
decisions.
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