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The Place of Annuities in your Financial Plan 

I. Module Introduction 

a. Understanding the different annuities available to you and their purpose is an important part of 

financial planning 

b. Provide a guaranteed lifetime income in exchange for a series of annuity purchase payments 

made over a person’s working years.   

c. The objective is to provide you with a general knowledge of annuities and an understanding of 

how they work and their potential place in your financial plan 

 

II. Module Outline 

a. The module will be split into 4 sections: 

1. Fixed vs. Variable 

2. Complex Products 

3. Other Considerations and Warning Signs 

 

III. Fixed vs. Variable annuities 

a. Fixed annuities are perhaps the most easily understood annuity products.   

i. The purchaser makes a single payment or a series of payments to a Life Insurance 

Company in exchange for the promise of a future income stream.   

ii. Guaranteed for a certain number of years or for the life of the purchaser.  

Contributions earn a fixed interest rate 

1.  Guaranteed for a certain number of years, then the rate will either increase or 

decrease based on the market rates at that time. 

iii. Surrender charge 

1. Due if the funds are removed from the annuity contract within the first 3, 5, 7 

or even more contract years. 

iv. Can remove up to 10% of his or her contributions without incurring a Surrender Charge. 

 

b. Variable annuities 

i. Funds contributed are invested into “separate accounts”.  Separate Accounts are similar 

to mutual funds. They invest in different market sectors; stocks, bonds, and cash.  

ii. Cost to the purchaser can be much higher 

1. Each of the Separate Accounts has its own “Expense Ratio”, similar to a mutual 

fund.  

a. Expense Ratios may range from .25% to 2.00% or more. 

iii. The variable annuity may offer an enhanced lifetime income guarantee rider.   

1. Usually come at an additional cost 

iv. Variable annuity purchasers may benefit from strong stock or bond market returns  

1. Stock or bond markets have negative returns, purchaser will see a decline in 

account value, markets have positive returns = rise in account value 

c. Taxes  

i. Both annuity types when after tax (non-IRA) dollars, grow tax deferred 

1. Taxes are paid on distributions from these contracts 

ii. When used in IRA accounts, tax deferral is not an additional annuity benefit 



Financial Planning Basics   
1. IRA accounts also grow tax deferred 

 

IV. Complex Products 

a. Market Buffer Strategies 

i. Provide a “buffer”/amount of loss from which the investor is protected.  Most 

commonly 10%. If the index loses money, client is protected up to “buffer amount” 

ii. Note:  The purchaser’s funds are not invested in the component companies of index 

iii. Variety of other options that the investor may choose from – all within the same 

contract   

1. Should only be used when 

a. Working with a qualified professional 

b. Annuity strategy is only a part of your overall financial plan 

        b. Indexed Annuities or Fixed Indexed annuities  

iv. Indexed contracts often have a variety of variables, like annual caps and spreads, which 

may change annually and can adversely impact contract performance 

v. Income guarantee riders are included with some indexed contracts and may be added 

to others for an additional fee 

 

V. Other Considerations and Warning Signs 

a. Single or Flexible Payment  Options 

i. Single payment funded with one single payment/contribution   

ii. Flexible Payment annuities, usually variable annuities, funded via single investment or a 

series of investments  

b. Annuity benefits are guaranteed to be paid to the beneficiary named in the annuity contract 

when the contract owner dies   

c. Beneficiary may choose to take the account value in a lump sum payment or continue the 

contract.  Beneficiaries may choose to “annuitize” their inherited contract value, taking a 

guaranteed income  

d. Beware of the “anxious offer”  

e. Beware of an agent or adviser whose first suggestion is an annuity purchase 

f. Beware of an agent or adviser who advertises that he or she has a “safe money” retirement 

solution 

 

VI. Conclusion 

a. There are many different options when investing in annuities. Some of these strategies are 

simple while others offer more complexity 

b. Best Practice: review all of your options with a qualified professional especially when you are 

unsure about whether or not the product is suitable to you.  

 
Fixed and Variable annuities are suitable for long-term investing, such as retirement investing.  Gains from tax-deferred investments are taxable 

as ordinary income upon withdrawal. Guarantees are based on the claims paying ability of the issuing company. Withdrawals made prior to age 

59 ½ are subject to a 10% IRS penalty tax and surrender charges may apply.  Variable annuities are subject to market risk and may lose value. 


