
Learn 10 Things You Need to Know About Annuities Before Buying

Description

According to the United States Government Accountability Office (GAO), Americans’ retirement plans
should include a growing reliance on annuities. The GAO recommends converting at least half of your
retirement funds to an annuity.

The investing class is already following this approach. In reality, an annuity is currently owned by
roughly half of all investors.

As you get closer to retirement, it’s a good idea to look into annuities. Continue reading to uncover the
top ten things you should know before purchasing an annuity.
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1. What Exactly Is an Annuity?

Before delving into annuity formulae and other complex subjects, you should first understand what an
annuity is. Many individuals believe that an annuity is a type of investment.

In its most basic form, an annuity is a written contract that promises income payments for the rest of
one’s life. Then, when you submit a lump sum contribution to the plan administrator, you will receive
these payments.

An annuity contract is typically purchased from an insurance company. Pension payments, albeit
slightly varied, are equivalent to annuities.

2. Why Do Retirees Prefer to Purchase Annuities?

Annuities are popular among Americans because they significantly minimize the risk in their retirement
portfolio. After the Great Depression, annuities became popular in the United States.

Investors were concerned about the stock market’s volatility and demanded greater security. Because
the income payment terms are contractually stipulated, annuities provide that security.

Americans used to rely on guaranteed payouts from pension schemes in the past. However, only 13%
of Americans have a defined pension plan.

This figure was approximately 40% in the 1990s. As a result, Americans increasingly turn to annuities
for guaranteed retirement income.

3. Should You Put All of Your Retirement Savings Into an
Annuity?

No sane retirement planner would advise putting all of your eggs in one basket. Instead, diversifying
your portfolio is the best retirement strategy.

Purchasing annuities is simply one of several potential income streams you should consider for your
retirement. Contributions to 401(k) plans and other retirement savings accounts should be maintained.

While annuities do provide guaranteed income, this is somewhat contingent on the company’s health
from which you purchase. If the insurance firm fails, your guaranteed income may be jeopardized. For
this reason alone, retirement experts always recommend building a varied portfolio.

4. What Kinds of Annuity Plans Are There?

There are a variety of annuity programs to choose from. However, before selecting a choice, you need
to be familiar with each attribute.
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Fixed, variable, and indexed annuity plans are the most prevalent varieties. The interest rate in a fixed
annuity plan is guaranteed for a specified time. The fixed rate of return depends on the insurance
company’s yield.

Typically, the tenure lasts between one and ten years. When the initial guarantee period ends, the
yield on a fixed annuity plan is adjusted to reflect current market rates. Many consumers prefer fixed
plans because the contract specifies a minimum guaranteed rate, and fixed annuities usually have
greater guaranteed rates than CDs.

Variable annuity products expose the customer to higher risks and rewards. The rate of return varies
according to market conditions. In a good economy, the buyer may receive higher annuity payments
than a fixed plan.

The drawback is that a market downturn might reduce annuity payouts and cause hardship for your
family. Remember that variable annuity funds invest in mutual funds or exchange-traded products. The
performance of the underlying funds determines the cash value’s performance.

Another important aspect of variable annuities is that they are known for charging higher costs.
Mortality and expenditure charges, income or death benefit rider fees, principal protection rider fees,
12b1 fees, and administration fees are examples of common fees.

It’s not uncommon for a variable annuity to charge a total of 5% in annual fees. Those fees are levied
whether you make money or not. Because most of the costs listed above are not required to be
reported on statements, many policyholders are unaware of how much they are spending.

To prevent this error, make sure you understand what share class you are acquiring and the fees and
advantages of different share classes for the same product.

A prospectus accompanies all variable annuities. If one isn’t supplied to you, be sure to request one.
Take it home and go over it with your family. Check all locations with potential fees and ask the broker
which fees apply to the variable annuity you’re about to buy.

A fixed index annuity is the final type of annuity. Fixed indexed annuities, like variable annuities, can
generate higher interest than standard fixed annuities. The main distinction between variable and fixed
indexed annuities is that a fixed indexed annuity cannot lose value due to stock market movements.
Even in a low market, principles and earnings are always safeguarded.

A fixed indexed annuity pays interest based on the performance of an index to which the annuity is
connected. If the index has a positive rate of return during the contract year, your annuity will earn a
share of that interest. Take note that I mentioned “portion.” They don’t give you all of their attention.

They may pay you a percentage of the gain or cap you at a percentage, and spreads and participation
rates may also be considered. All of this is to say that if the index is negative for a contract year, you
do not lose any capital or previous gains.

You would earn 0% for the year. However, for someone nearing or already retired who wants to be
more conservative, preserve principal, and still have a decent potential for growth, the tradeoff can be

COMPANY NAME
Address | Phone | Link | Email

default watermark

Page 3
Footer Tagline



an appealing alternative to a variable annuity.

5. How Do Annuity Plan Taxes Work?

One of the key advantages of owning an annuity plan is tax preparation. The financial gain comes in
the form of tax-deferred income buildup.

This means that with a non-qualified (non-IRA) annuity, your earnings rise quicker without being taxed.
This is because earnings are not taxed until they are withdrawn, and even then, they are treated as
ordinary income rather than capital gains.

An annuity can be used to fund an IRA. However, when qualifying retirement savings are stored in an
annuity IRA, the annuity provides no tax benefit because the retirement funds are already tax-deferred.

6. How frequently do you get paid?

For many retirees, this is a critical question.

The answer is that it is dependent on the contract’s terms and conditions. For example, many annuities
offer flexible payment options, such as monthly, quarterly, annual, or even on-demand cash
withdrawals. Choosing the best payment plan entails anticipating what you’ll require and when you’ll
require it. Then it narrows down the goods and features that best meet your requirements.

7. When do the payments begin?

Many retirees are apprehensive about making a significant lump sum payment. However, they gain
some peace of mind by knowing when the payments begin.

Like the frequency of payments, the commencement date is determined by the plan’s terms and
conditions. For example, some annuity payments begin immediately, while others do not begin until a
year later.

The longer you wait to withdraw income from a financed annuity, the greater the payouts might be.
Payouts are decided by your age when the income begins, the value of the annuity or benefit at the
time the income begins, and the length of time you’ve waited to draw payments after funding the
annuity.

8. Is an Annuity Plan Required for Every Retiree?

In a nutshell, the answer is no. Instead, each individual’s retirement portfolio determines it.

It depends on whether your 401(k) withdrawals and Social Security benefits are sufficient to sustain
your standard of living. An annuity plan may not be ideal for you if you have enough money to cover
your financial commitments.
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Annuities can be utilized to build wealth. For the safe money element of their portfolio, many people will
purchase fixed or fixed indexed annuities. Perhaps low-interest-bearing bond funds or monies lying in
CDs with no immediate demand for the funds could be used to fund the annuity.

9. What Exactly Are Riders?

By purchasing contract riders, you can boost the value of your annuity plan. There are two types of
riders available: live riders and death benefit riders.

The purpose of living riders is to benefit the policyholder. Income riders guarantee a fixed amount of
income independent of investment performance in the case of a variable annuity or index performance
in the case of a fixed indexed annuity. This is known as a living rider. Income riders can ensure that
even if an account runs out of funds, the annuitant’s income remains for the rest of their life.

Riders for death benefits operate similarly. However, in the event of death, they benefit your specified
benefactors. The death benefit value of the annuity will rise at a guaranteed rate or grant interest rate
incentives to the annuity’s performance to increase the death benefit.

This benefit might provide peace of mind knowing the annuity will increase to meet legacy goals. This
can be useful when someone is unable to obtain life insurance but wishes to improve the legacy
element of the annuity for passing on.

10. Examine the Fees Contract

Read the fine print for any annual fees before purchasing an annuity. Annual fees are typical in
variable annuity products.

They are large fees that can reach 5%. Many plans do not include annual fees, but you should read
the contract carefully to plan accordingly.
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