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ANNUITIES 101

What Are Annuities? 
With a constantly evolving economy and many 
changes in life, it can be difficult to predict what’s 
in store for the future. That’s why it’s important you 
are financially prepared to face retirement income 
challenges and demands with confidence by 
planning for the unexpected.

With life expectancy on the rise, the need to save 
and plan for your retirement income is becoming 
more important. Don’t assume you’re going to work 
forever. Take action now to create a sound retirement 
income strategy. Don’t let the unknown keep you 
from taking control of your retirement.

Annuities can play an important role in retirement 
income, but it’s important to understand your 
options before making any decisions—particularly 
around defined benefit pensions, health care costs 
and Social Security.

The retirement landscape has likely drastically 
changed since you started planning. To decide if 
annuities should be part of your retirement  
income strategy, seek the guidance of an  
insurance professional.  

Annuities are financial tools commonly found in a 
variety of retirement income planning strategies. 
Simply, an annuity is a contract between you and the 
insurance company. Annuities are usually purchased 
by either providing a single, up-front payment or 

multiple payments over time. Similarly, when you 
receive money from an annuity in the form of a 
payout, it can either be paid in one lump sum or in 
multiple payments over time.

Annuities are often purchased as an income 
distribution vehicle for retirement, which means 
they can be one of the top sources of income 
during retirement years. Helping to add to their 
popularity, annuities grow tax-deferred over time, 
meaning you pay no tax on your initial premium 
and/or the growth it has accumulated, until 
you begin receiving payouts. Additionally, some 
annuities include provisions to pass the remaining 
value to your beneficiaries, so if you pass away 

before you start receiving payouts, your 
beneficiary would receive a payment 
specified by your annuity contract.

1 https://www.ebri.org/pdf/surveys/rcs/2015/ 

RCS15.FS-3.Preps.pdf

Nearly half of all Americans 
between the ages of 57 and 63 are 

at risk of not having enough  
saved to pay for retirement.1 
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What Types of Annuities 
Are Available? 
There are two types of annuities: fixed and variable. 
In this guide, we will be discussing the 
differences, distinctions and benefits 
of fixed annuities, including traditional 
fixed and fixed indexed annuities.

Traditional fixed annuities 
provide the purchaser, 
by contract, a minimum 
interest rate to enable 
growth over time.

Both fixed and fixed indexed 
annuities are regulated by your 
state’s insurance commissioner and 
are sold by licensed agents.

Fixed Annuities

A fixed annuity allows you to turn a lump sum of 
money (your premium) into a stream of income. 
Fixed annuities guarantee you two things: a “fixed” 
interest rate that is applied to your premium and a 
minimum payment for a set period of time.

You can purchase a fixed annuity from an insurance 
company with one lump sum, or, with some 
flexible premium annuities, a series of payments. 
You will have multiple options to elect from when 
choosing the frequency and duration of your income 
payments. The specific terms of your fixed annuity 
will be outlined in the contract you choose based on 
your needs and objectives, but the important thing 
to remember is fixed annuities give you a guaranteed 
minimum interest rate. Once you start collecting 
your annuity income, the amount of your check is 
guaranteed regardless of external factors such as 
stock market fluctuation.

One main benefit of a fixed annuity is the guarantee 
of your premium (the sum of money you put into 
the annuity). In today’s economy, many people don’t 
want to lose any of the money they’ve worked so 
hard to save.

Another potential benefit is the guarantee of a 
steady income stream, if elected. Unlike investments, 
when you purchase a fixed annuity, there’s no 

uncertainty about how much 
you’ll be able to receive 
when you want to start 
taking income. You can even 
choose to turn your lump 
sum value into a series of 
payments for the rest of 
your life.

Fixed annuities are typically 
recommended to conservative 

consumers. With that said, 
some people may find them too 

conservative. If you’d rather take a more aggressive 
approach and go for higher possible returns, you 
may want to consider other types of annuities, such 
as a variable annuity.

Remember, when determining the amount of 
money you want to place in an annuity, make 
sure you will not need to withdraw it during the 
contract period because of early withdrawal 
penalties. Because fixed annuities are typically 
considered conservative products, expected returns 
can be lower than with other more aggressive 
retirement products. However, a fixed annuity can 
be one of the best ways to save for retirement 
with guarantees on the value of your money and a 
steady income in retirement.

Types of  
Annuities

Variable

Deferred

Fixed

Immediate

Fixed  
Indexed Fixed
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Fixed Indexed Annuities

Fixed indexed annuities (FIAs) are a type of fixed 
annuity. As with all fixed annuities, fixed indexed 
annuities guarantee a minimum interest rate and 
provide an income for a set time period or the rest of 
your life. However, the fixed indexed annuity varies 
from the traditional fixed annuity in how interest is 
calculated and credited to the contract. Fixed indexed 
annuities offer the potential to earn more than the 
minimum guaranteed interest rate.

Interest credits in fixed indexed annuities are linked 
to an external index. An index measures how well 
the stock market, or part of the market, performs. The 
interest credited on your annuity will be determined 
by the calculation method used in the fixed indexed 
annuity and the performance of the index you 
choose. If the index performs positively or better 
than your guaranteed minimum interest rate, you’ll 
benefit by receiving more interest on your premium. 
If the index performs negatively or below your 
guaranteed minimum interest rate, the insurance 
company will still pay you the minimum rate, based 
on the terms of your contract.

You’ll elect which fixed indexed annuity product you 
want based on certain features and terms offered by 
the insurance company. Those features and terms 
can include: how long the contract is going to last, 
which index and calculation method your interest 
will be determined by, and how long you want to 
wait before the annuity pays out. After the given 
period of time, you’ll begin to receive payments.

A fixed indexed annuity can guarantee you a certain 
level of retirement income, but also allows you to 
benefit from potentially higher growth during the 
deferral period (the time period before income 
payments begin). While your fixed indexed annuity 
has the ability to grow in value with interest that is 
calculated based on the movement of an external 
index, it contains less risk than a variable annuity 
because it maintains its minimum guaranteed 
contract value.

The way interest is calculated can vary greatly 
between insurance carriers and the individual fixed 
indexed annuity products offered. Make sure you 
understand how those calculations work based on 
your specific contract terms. There are also caps 
or limits on how much interest is credited, so no 
matter how well the external index may perform, 
your interest won’t reflect the full performance of the 
index. On the other hand, if the index decreases in 
value, you will not participate in the loss.
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Single Premium Immediate Annuities

Single Premium Immediate Annuities (SPIAs) require 
an initial premium payment in return for a promise 
you will be paid a certain amount of income for the 
specified amount of time, which can include the 
remainder of your life.

The payout amount from your SPIA is fixed. This can 
help retirees during the distribution phase of their 
lives because it ensures a constant and predictable 
stream of income.

Retirees are living longer and the possibility of 
exhausting your retirement savings has never been 
more real. 

Additionally, it’s possible to purchase a SPIA that 
increases the payment amount to compensate 
annually for inflation, ensuring the payout remains 
comparable to economic conditions.

Qualified Longevity Annuity Contracts

Qualified Longevity Annuity Contracts (QLACs) 
are a more recent addition to the family of fixed 
annuities. QLACs were formally established in 2014 
by the Internal Revenue Service and are a type of 
fixed annuity that defers the income stream to a 
defined date in the future, allowing the premium to 
accumulate potential interest prior to distribution.  
QLACs are typically used with IRA money as it allows 
the required minimum distribution (RMD) to be 
delayed after age 70½.

Deferred Income Annuities

Deferred Income Annuities (DIAs) are also relatively 
new to the family of fixed annuities, and have been 
widely popular since their 2011 introduction.

The longer you wait to start receiving payments, 
the higher they will be. DIAs are most successful for 

those who are not worried about immediate income 
needs and are within five to 10 years of retirement. 
This allows the annuity’s value and payout the 
potential to grow.

It is also worth noting required minimum 
distributions (RMDs) must be taken at age 70½ if the 
DIA is purchased inside of a 401(k), traditional IRA or 
other retirement account subject to RMDs. 

Multi-Year Guaranteed Annuities

Multi-Year Guaranteed Annuities (MYGAs) are a type 
of fixed annuity offering a guaranteed interest rate 
for multiple years. MYGAs are commonly used for 
steady, predictable growth rather than to generate 
deferred income.
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Benefits of Each Type
Traditional Fixed Annuities

Fixed annuity plans are often simple and easily 
comparable, making them an attractive option. 
Fixed annuities offer a fixed interest rate and are not 
subject to stock market volatility. Fixed annuities also 
offer tax-deferred growth.

Typically, fixed annuities offer between a three- to  
10-year initial guarantee on the interest rate within 
your contract, providing you with confidence in 
regards to its growth capabilities. Following the end 
of your initial interest rate guarantee, some traditional 
fixed annuities offer you the ability to renew and/
or exchange the annuity or use the assets from your 
annuity to generate an income stream.

Fixed Indexed Annuities

Fixed indexed annuity plans offer a few more 
interest-crediting options than traditional fixed 
annuities. As your fixed indexed annuity is growing 
tax-deferred during your working years, also 
known as the accumulation phase of your life, fixed 
indexed annuities may offer you additional interest-
crediting options, income options and even death 
benefit options.

Single Premium Immediate Annuities

SPIAs are beneficial in many ways. SPIAs can help 
make your retirement income planning easier by 
providing a guaranteed, steady and predictable 
income for your lifetime. 

By purchasing a SPIA that allows you to compensate 
annually for inflation, your annuity will provide you 
not only with predictable income, but income that 
is adjusted for inflation so you retain your lifestyle, 
regardless of external economic conditions.

Qualified Longevity Annuity Contracts

Are you healthy? Does your family have a history 
of longevity? A QLAC may be right for you. Unlike 
some other annuities, QLACs delay traditional RMD 
requirements. In fact, distributions from your QLAC 
don’t begin until you’re age 80 to 85. When they do 
begin, you receive payments from your contract for 
the rest of your life, no matter how long you live.

Deferred Income Annuities

DIAs are based upon the longevity of your life. 
Benefits of DIAs include the ability to use the annuity 
option to make additional contributions over time, 
higher payouts than other immediate annuities and 
their optional ability to provide a death benefit to 
heirs. A DIA is another type of annuity that provides 
you with lifetime income, ensuring confidence in 
your retirement future.

Multi-Year Guaranteed Annuities

MYGAs have multi-year interest rate guarantees and 
the interest is compounded tax-deferred, meaning 
you don’t pay taxes on earnings until they are 
withdrawn. MYGAs allow you to access 10 percent of 
your annuity value without a penalty, provide your 
beneficiaries with a death benefit and allow you to 
take a lump-sum payment or create a structured 
payment schedule for the remainder of your life.
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Is an Annuity  
Right for You? 
Once you retire and begin drawing money from your 
annuity, known as the distribution phase of your 
life, you have options. While often at an additional 
cost, you can opt for additional benefits including 
receiving money from your contract in a lump sum, 
over a period of time or for the remainder of your 
life. The unique design of these financial vehicles 
annuities makes this possible.

Annuities offer many different benefits and attractive 
features. However, that doesn’t necessarily mean one 
is right for you. Everyone’s retirement income situation 
is unique. Before deciding to purchase an annuity, 
examine of your retirement income goals, needs and 
concerns. Be absolutely certain an annuity is right for 
your situation before you make a commitment. Think 
about what your income needs will be in retirement 
and what your budget may look like. 

Also, consider your risk tolerance and how sensitive 
you are to market fluctuations. Can you handle 
changes in your income year to year? Or, would 
you prefer a steady and more predictable stream, 
even if your overall return may be lower? These are 
important points to consider before committing to 
any financial product.

Read on for a few other things you may want to 
consider before purchasing an annuity.

Long-Term Care

If you are retired or are planning to retire in the near 
future, long-term care is an issue you should not 
ignore. People are living longer, and while there are 
many positive outcomes to that, there are also some 
real challenges. 

Many seniors today are living longer while also 
fighting long-term or chronic conditions. They 
may suffer from Alzheimer’s, Parkinson’s or other 
neurological issues. They may have joint or muscular 
problems that limit their mobility, or they may have 
respiratory or cardiac issues that require constant care.

In the past, these conditions may have led to an 
early death. However, with today’s advanced medical 
care, many seniors are able to live longer with these 
conditions, but require ongoing treatment and care.

For some retirees, this means getting in-home care. 
For others, it means moving into a long-term care 
facility. If you are recently retired or approaching 
retirement, you may want to take some time to think 
about your long-term care plans, especially how you 
will pay for treatments.

Many annuities offer optional riders or waivers that 
can be purchased with the contract to help with 
long-term care treatment. For example, certain 
annuities guarantee an increased withdrawal or 
increased liquidity if qualifying events such as 
confinement to a care facility occur. These long-term 
care provisions can help you avoid surrender charges 
should you have to access your money for it. Also, 
you may find annuitizing your money and getting 
lifetime payments from it can affect the amount of 
Medicare and Medicaid you can use for long-term 
care. Before purchasing an annuity, consider how the 
annuity may figure into your long-term care plans.
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Health Care

Even if you don’t need long-term care, it is likely you 
will need some form of health care in retirement. 
Again, if you are using an annuity as a retirement 
income tool, you should consider if the annuity 
could help provide income you may use to pay for 
medical treatments.

An annuity may be an effective tool for providing a 
consistent, predictable income that could give you 
more financial flexibility to pay for things like medical 
copays, deductibles and prescription drug costs.

Of course, there are a variety of retirement income 
strategies that could help with these same expenses. 
Consider how the income from an annuity could 
help pay for health care, and compare the annuity to 
other options to see what best fits your needs.

Death Benefit

Annuities are primarily used as retirement income 
tools. However, annuities can also serve legacy-
planning purposes. Annuities may come with a 
death benefit and a beneficiary designation. When 
you pass away, the death benefit is distributed to 
your beneficiary.

If your beneficiary is your spouse, he or she may 
have the option to simply assume ownership of 
the annuity and pass it on to the next generation 
of beneficiaries upon his or her death. This transfer 
between spouses is known as “spousal continuation” 
and could be important if you’re concerned about 
providing for your spouse after you pass.

Some annuities also offer enhanced death benefit 
riders. These riders may guarantee the death benefit 
will increase by a certain percentage every year.

If your financial legacy is one of your top priorities, 
you’ll want to investigate all of these options before 
making a decision. Compare death benefit features 
between various annuities and be sure to look at how 
the features stack up against non-annuity products.

Income Riders

Finally, you’ll almost certainly want to consider 
how an annuity fits into your retirement income 
projections. Income distribution is an important 
retirement issue. You’ve spent your entire career 
saving and preparing for retirement. While wealth 
accumulation is important, wealth distribution is 
also important. You want to withdraw your money in 
such a way that it will last for your entire life, even if 
you live a long time.

Annuity companies have recognized the challenge 
many retirees face when it comes to income 
distribution. That’s why many annuities offer 
withdrawal riders known as “income riders” that can 
be purchased with the contract. These income riders 
will often guarantee a minimum withdrawal amount 
for a certain period of time, sometimes for life. Even if 
your interest rate fluctuates, the withdrawal amount 
won’t change. 

These income riders can give you a base of 
predictable income that may make retirement 
planning much easier. You can count on your income 
being there every month without worrying about 
market fluctuations or investment returns.

Again, although these benefits can be very helpful, 
they may not be for everyone. It’s important to 
consider all of your income sources in retirement 
and understand how an annuity would fit into your 
overall plan. A retirement income strategy may help 
you as you make this decision.
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Annuities in the  
Current Economy
Along with your own personal goals and concerns, 
you should also consider current economic 
conditions before selecting an annuity. Factors 
like inflation, and even market fluctuation, can 
impact your retirement income strategy, no matter 
how prepared you are. Some annuities may offer 
protection from these types of economic risks. 
However, it’s important you understand the risks so 
you can make an informed decision.

Inflation

Inflation is simply the ongoing increase in prices. 
It can be a sneaky threat because it’s not usually 
obvious in day-to-day life. For instance, milk prices 
have increased steadily over the years. However, 
you probably don’t notice it because the prices only 
go up a few cents at a time. That may not seem like 
much, but when compounded over many years, it 
can have a big impact.

Inflation can be especially dangerous when you’re 
living on a fixed income. Over the past century, the 
United States has averaged just more than 3-percent 
annual inflation.2 In recent years, there has been 
little to no inflation. However, there have been times 
when inflation has been as high as 14 percent.

Consider what 3-percent inflation can do to a fixed 
income. Assume you live off of a $50,000 pension 
every year. Each year, prices go up by 3 percent, so 
the purchasing power of your pension is decreased. 
In 24 years, inflation would have cut your pension’s 
purchasing power in half. Your $50,000 in income 
would only be able to buy $25,000 worth of goods 
and services.

Since you may be considering an annuity for 
retirement income purposes, it’s important you 
consider how the annuity will hold up against 
inflation. If it’s a deferred annuity, think about 
whether the interest rate is likely to beat inflation 
over time. If you’re looking at an immediate annuity, 
you may want to consider purchasing one that’s 
adjusted for inflation, so the payments can go up 
each year.

Inflation is not something to ignore. An annuity can 
be an effective way to combat it, but it’s important 
you’re aware of all the potential options and riders 
available. Keep inflation in mind as a primary concern 
when considering all of your options.

2 http://www.usinflationcalculator.com/inflation/ 
historical-inflation-rates/
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Market Volatility

Market volatility is a constant concern, but it’s 
especially important for retirees and others who are 
living off of investment income. One large downturn 
in the market could be enough to put a serious dent 
in your retirement income plans. Also, if you’re taking 
withdrawals out of your investments, that could 
make it even harder for you to recoup your losses.

This is one area where an annuity could be an 
effective answer. With many annuities, you have the 
opportunity for potential growth without exposure 
to direct market risk and volatility.

For example, in a traditional fixed annuity, you 
usually receive a fixed interest rate set by the 
insurance company. That interest rate isn’t affected 
by market volatility.

In fixed indexed annuities, your interest credits may 
be tied to the performance of an external index, 
but it is not subject to losses due to the downside 
performance of the index. 

Of course, any evaluation of a potential investment 
or financial product should start with an analysis 
of your own risk tolerance. How sensitive are you 
to downward movements in the stock market? 
How much of a movement would it take for you to 
become too nervous to keep your money invested? 

These are some important questions to answer, 
because knowing the answers will help you make 
more informed decisions. An annuity could help 
you protect yourself from market volatility, but it’s 
important to compare all of your options first.
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Frequently Asked 
Questions
Q: Are annuities guaranteed?

A: Annuities are backed up by the full faith and credit 
of the particular life insurance company issuing 
the annuity. They are not guaranteed by the FDIC, 
like CDs and bank accounts. Many life insurance 
companies that offer annuities are very highly rated. 
Before you purchase an annuity, be sure to look at 
the company’s financial strength.

Q: What is annuitization and when do I have  
to annuitize my annuity contract?

A: Annuitization is the act of turning your deferred 
annuity value into a stream of payments.

Q: How are taxes paid on annuities?

A: Much like IRAs and 401(k) plans, annuities are 
tax-deferred, meaning you don’t pay any taxes on 
the annuity’s growth until you begin withdrawing 
interest. If you withdraw prior to age 59½, you may 
have to pay a 10-percent IRS penalty. Also, if you 
withdraw money during your surrender period, you 
may incur surrender charges.

Q: What are surrender charges?

A: If you withdrawal or surrender some or all of 
the contract during the surrender period, you may 
have to pay the surrender charges per the contract. 
Surrender charges are in place for a specified period 
of time. These charges are often scaled and reduce 
over time until there are no charges in place. Many 
annuity contracts have a free withdrawal amount 
you can withdraw each year without paying a 
surrender charge.

Q: Can I put my IRA in an annuity?

A: Yes, you can. In fact, many annuities are purchased 
with IRA funds. However, you should know you won’t 
get any additional tax benefit from the annuity. You 
are already getting tax-deferral from the IRA, and that 
same deferral applies to the annuity.

Q: Can my interest rate change?

A: That all depends on the terms of your specific 
annuity contract. In some fixed annuities, the initial 
interest rate is locked in for the length of the contract. 
In others, it can change every year or every few years. 
In fixed indexed annuities, the interest rate can change 
based on the performance of an external index.



Lynn Toomey

508.798.5115

Licensed Insurance Professional. 

Respond and learn how insurance and annuities can positively impact your retirement. This material has been provided by a licensed 
insurance professional for informational and educational purposes only and is not endorsed or affiliated with the Social Security 
Administration or any government agency.   It is not intended to provide, and should not be relied upon for, accounting, legal, tax or 
investment advice. 

Annuities are insurance products backed by the claims-paying ability of the issuing company; they are not FDIC insured; are not 
obligations or deposits of, and are not guaranteed or underwritten by any bank, savings and loan or credit union or its affiliates; are 
unrelated to and not a condition of the provision or term of any banking service or activity

Guaranteed lifetime income available through annuitization or the purchase of an optional lifetime income rider, a benefit for which an 
annual premium is charged.  Annuities are long-term, tax-deferred vehicles designed for retirement and contain some limitations. 
ARE-7147  |  19931 - 2020/3/18

30 Great Rd., Suite 204
Acton, MA 01720

508.798.5115
lynnt@retiresmartnetwork.com  
www.retiresmartnetwork.com


