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Annuities are a popular choice for people who want to protect 

and steadily accumulate their savings. In hoping for a long and 

fulfilling retirement, people are choosing to save for the long 

term, and an annuity is just that; a way to save for your future, 

and, a great way to do so.  

 

In this guide we will go over the different types of  annuities, 

evaluate risk tolerance, discuss payout options, benefits, 

misconceptions, and more. Annuities can be a key part of  

your retirement strategy so whether you’re planning to 

purchase annuities or are simply curious about their 

functionality, this guide will answer your questions and point 

you in the right direction.    
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An annuity is an insurance product designed to provide safety 

and growth for your cash savings. It is a contract between you 

and your insurance company that allows your earnings to 

grow and compound. You pay the insurer a set amount of  

money to purchase the contract and in turn the insurer agrees 

to pay you according to a set schedule defined in the contract.   

 

Not only are annuities a great place to keep your money 

secure and growing, some annuities mitigate the risk of  you 

outliving your savings and can be a great supplement to other 

accounts like Social Security, 401(k) and/or an IRA.    

 

At Penny Lane Financial, we usually 

recommend annuities as a space to keep 

your savings where they will steadily grow 

and compound. Our finance professionals 

will help you understand how your annuity 

functions and the way it is working 

specifically for you.   

 

 

Did You Know? 

Annuities can be a 

smart tax 

planning tool. 
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Before learning more about annuities, it is important to 

understand the level of  risk involved with different types of  

financial solutions and how cautious you are with your money 

in terms of  investment style, purchases, and savings. As you 

will learn later in this guide, different types of  annuities pose 

different amounts of  risk.  

 

Generally, younger persons who are farther from retirement 

are advised to put their money in higher risk places as they 

have time to endure market fluctuations, and as they age, 

transition to those that are more stable. You have likely also 

heard the importance of  diversifying your investment and 

savings portfolio to include some combination of  low and 

high risk. 

 

To gauge your own overall risk preferences, use the Color of  

Money Risk Analysis found in Appendix A (page xx). The 

output will be a proprietary Color of  Money Risk Analysis 

score that assesses your financial risk and will help you 

determine which strategies are right for you, including type(s) 

of  annuities. 
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Different annuity types land somewhere on the scale of  

"higher risk, lower risk" and different levels of  possible 

growth and loss. Notice that depending of  the type of  

annuity, they can fall on different parts of  the scale. Variable 

annuities pose higher risk than fixed or indexed annuities.    

 

 

Fixed Annuities Variable Annuities Indexed Annuities 

Low  Risk Moderate Risk High Risk 

Lower Growth 

Potential 

Moderate Growth 

Potential 

High Growth 

Potential 



  5 

  

Understanding the types of  annuities and risks involved, there 

are a variety of  reasons to discuss about why annuities are 

useful options for retirement income planning. In general, 

annuities might be the right fit for you if: 

 

1. You prefer low risk in a retirement portfolio over high 

risk. If  you’re concerned about market volatility, an 

annuity may be the right option for you. So, if  you’re not 

one to risk losing your money when you need it most, an 

annuity guarantees you income and/or savings depending 

on your annuity choice. 

 

2. You want to have guaranteed income for life, long 

term care benefits, or benefits to your heirs*. Many  

annuities give the option for guaranteed income until 

death. What’s more, these income levels don’t decrease 

from market volatility, so you won’t lose out on income as 

you age.   
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3. You want your assets for retirement protected from 

taxes**. Other retirement account options, such as a 

traditional 401(k) or IRA are nice in the beginning as they 

grow tax-deferred, but once you begin withdrawing that 

money, taxes start on it as well. If  you aren’t planning on 

taking all your money out for at least a few years, an 

annuity may reduce your tax load in retirement. 

 

 

 

 

 

 

*Guarantees are based upon the claims paying ability of the issuing insurance company. 

 **Customers should consult a tax or legal advisor regarding their own situation.     

Low Risk Tax Purposes 

Death or long term care 

benefits 

Guaranteed income for 

life 
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The type of  annuity you choose greatly depends on your risk 

tolerance, as discussed previously. It also depends on your 

goals for your annuity, whether that be things like growth, 

savings, or guaranteed income for life. 

 

Fixed Annuity   

This is the option with low risk and is the most predictable in 

terms of  loss and gain. Fixed annuities come with a 

guaranteed, set interest rate that doesn’t vary beyond the 

terms of  the contract. The fixed annuity is steady, but the 

interest rate can reset after a predetermined number of  years.  

Pros:  

• There are no complicated formulas for determining the 
amount of  money you will receive in income payments. The 
rates are clear in your annuity contract.  

• You know what to expect and don't have to worry about 
the performance of  the market.  

Did You Know? 

Multi-year Guaranteed Annuities are a type of fixed-annuity 

with a term and guaranteed rate. 
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• They are a low risk option, again, because they are not 
dependent on market performance. If  you have low risk 
tolerance this is likely the choice for you.  
 
Fixed Indexed Annuity  
 
Indexed annuities have characteristics of  both fixed and 
variable annuities. It’s a way to balance the risks and rewards, 
with lower risks than variable annuities and potential for 
higher income than fixed-annuities. The interest rate won’t 
sink below a preset amount, but the rate is also tied to a 
specific index, such as a stock market index (Ex: S&P 500), 
and can rise higher than a fixed annuity.  
  
Pros:  

• When index increase in value, the value of  your contract 
increases.  

• The added increase in yields may serve as a hedge against 
inflation.  

• If  the market underperforms, you don't lose.  
 
Variable Annuity   
 
A variable annuity comes with more risks and potentially 
higher rewards. The interest rate of  variable annuities is tied 
to an investment portfolio. Payments from variable annuities 
can increase if  the portfolio does well, but they can also 
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decrease if  the investments lose money.  (Infographic: variable 
annuities = higher risk, higher possible reward)   
 
Pros: 
• If  your investment portfolio performs well, you have the 

potential to increase your payments, enabling you to keep 
up with inflation 

• You don’t pay taxes on earnings until you take the money 
out of  the annuity. 

• Usually the insurance company will guarantee you will have 
access to the money you invested, even if  you make no 
interest if  your portfolio does poorly. 

• If  you die before you star receiving payments, your 
beneficiary will receive a payout from the annuity 
company. 

Fixed Annuities 

Fixed Index Annuities 

Variable Annuities 
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Annuity contracts have two phases: an accumulation 

phase and a distribution phase. When you buy an annuity the 

insurance company agrees to pay you an income for a specific 

period of  time, either beginning immediately or after an 

accumulation period ends.    

 

There are few different ways you can receive payments from 

your annuity. This depends on your timeline and financial 

goals. If  you want to start receiving payments right away, 

you'd choose an immediate annuity. If  you want your 

payments to start in the future, you will define the start date 

for the future with a deferred annuity.   

    

Income Now: Immediate Income Later: Deferred 

• Funded with a single lump-sum 
payment  

• Guaranteed monthly payouts  
• Supplement your retirement 

savings  
 

• Tax-deferred premium growth  
• More income later because your 

money accumulates longer 
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Immediate Annuity (Income Annuity, Single Premium 

Immediate Annuity): With an immediate annuity, also known 

as an income annuity, the annuity holder begins receiving 

payments within a year after  

 

Deferred Annuity: With a deferred annuity, the annuitant 

receives payments that start in the future, after 

an accumulation phase. Typically, this happens when the 

investor retires and in the meantime, the annuity grows on a 

tax-deferred basis.  purchasing it, jumping into the distribution 

phase.   

 

Lifetime annuities guarantee an income stream for the annuity 

holder’s lifetime. In some cases, lifetime annuities allow for a 

beneficiary to receive payments after the annuitant’s death. 

With these annuities, the amount of  the payment will be set 

based on the age of  the annuity holder.   
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Death Benefit: Most annuities feature a standard death 

benefit that lets you pass on assets from the annuity to an heir 

after death.  The annuity death benefit can help create a 

financial legacy such as leaving money to your spouse or 

children.   

 

Taxation: One of  the most attractive features of  annuities is 

their favorable tax treatment from the IRS. You will pay taxes 

on the money that goes into your annuity, and your earnings 

(accrued interest) will be taxed when the money is withdrawn.   

 

Riders: An annuity rider is a provision you can add to you 

annuity contract to ensure it meets your financial needs, as 

well as other needs such as health and beneficiary insurance. 

Riders are optional and your finance professional will take 

into consideration your needs and suggest them, if  any. For 

example, a long-term care rider might be a good choice for 

some who wants to ensure the costs of  long-term care are 

covered. It is important to note that riders can be expensive 

additions to your annuity so you'll want to make sure there is 

sufficient benefit.  
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• Guaranteed minimum income benefit: This rider sets a 

floor on the amount your annuity will payout over your 

lifetime. The annuity might pay more, but can never pay 

less than the specified floor amount in your contract.   

 

• Guaranteed minimum death benefit: deferred annuity 

contracts tend to include guaranteed minimum death 

benefits. This benefit comes into play if  the annuity 

owners dies during the accumulation phase, and now, a 

new annuitant can be named.    
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Anyone considering an annuity should consider the associated 
fees. In general, the more complex the annuity, the higher the 
fees. Fixed annuities have lower costs because of  their 
simplicity, while fixed index or variable annuities incur higher 
fees. Not all annuities will have all of  the fees listed below. 
Speaking with a financial professional will give the most 
accurate fee amounts.  

 

Important fees to ask about include:   

 

This covers the cost of managing the annuity 

and is higher for variable or indexed annuities 

Covers death benefits and other income 

guarantees. 

Flat or annual charge. 

Varies, but are higher during surrender fee 

period or for larger withdrawal amounts.  

Costs of optional riders typically vary between 

0.25-1%. 
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Annuities are a great option for those looking to save more 

money for retirement in a safe and steadily accumulating 

manner. Here are a few common misconceptions you may 

have heard about annuities over the years.  

 

Misconception: Annuities are risky and unsafe.   

Truth: Since annuities are insurance products, they are backed 

by the financial strength and claims- paying ability of  the 

insurance carrier. If  you have low risk tolerance, fixed 

annuities have no loss of  principal due to market downturns 

and can be a solution that provides guaranteed credited 

interest and lifetime income.   

It is important that you abide by the terms of  the contract 

and your annuity specialist will make sure you are in full 

understanding before signing. Early withdrawals can result in 

loss of  principal and credited interest due to what is called 

“surrender charges”.  
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Misconception: Annuities are very complicated and difficult 

to understand.   

Truth: While at first annuities might seem complicated, 

hopefully you  understand them after reading this guide. 

Annuities have several moving parts, but as a concept, 

annuities are straightforward. In exchange for a payment of  

premium, an insurance company will provide a series of  

income payments. Annuities provide financial protection 

against the risk of  living too long and running out of  money. 

    

Misconception: Annuities are full of  hidden charges.   

Truth: Fees associated with an annuity should never be 

hidden and will be fully outlined in the contract. It is 

important to find a financial professional that is both 

knowledgeable and trustworthy and makes sure you 

understand each aspect to your annuity. Like every other 

financial product, costs and features vary widely depending on 

the specific annuity product. Some annuities has relatively 

high fees, while others might have none. It is always a good 

idea to compare a variety of  annuity products and carriers and 

find a financial services professional that you trust. 

 

Misconception: Fixed annuities are investments.   

Truth: They are not. Fixed annuities are insurance products 
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that have the ability to guarantee an income stream through 

retirement. Although they are linked to a percentage change in 

an external index, they do not directly participate in any stock 

or equity investments. If  interest is credited, it is based on the 

crediting method chosen in association with the underlying 

index(es) during a certain timeframe.  

 

Misconception: Annuities lock up your money so you can’t 

access it.  

Truth: Annuities are designed to be long term investment 

products, but do offer a few ways for the client to access the 

money should something happen. It is important that you 

have access to other sources of  liquid funds for daily expenses 

and emergencies, however, most annuities give a client access 

to at least a portion of  the money each year. Some annuities 

may require a commitment period before money can be 

accessed, but you can still withdraw money if  needed, 

although there will likely be certain fees such as a surrender 

charge, income tax and potential tax penalties. There is 

typically a charge for early withdrawal and some annuities may 

allow 10% or less of  the account value to be withdrawn each 

year free of  charge.   
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Misconception: Annuities are not tax efficient.   

Truth: No matter the annuity you purchase, earnings will 

compound on a tax-deferred basis until you begin taking out 

money. This leaves potential to build more retirement savings 

than you would have been able to if  some of  your earnings 

went toward income taxes each year. While IRAs and 401(k)s 

also offer tax deferral, these accounts tend to have yearly caps 

on investment. Annuities usually have no government-

imposed contribution limit.  

Takeaways: A lack of  education and 

misinformation have contributed to negative 

perception of  annuities. You should find a 

financial services professional that you trust and 

who is willing to spend as much time with you as 

needed. 
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Through this guide, hopefully your understanding of  annuities 

has led you to want more information on whether an annuity 

is right for you. A few questions to ask yourself:  

 

 

 

 

 

 

 

 

 

After considering these questions, Penny Lane Financial has 
financial professional ready to help you with next steps in 
determining if  an annuity is right for you. Our team will work 
with you closely from consideration to funding, answering all 
your questions along the way.   

What are your retirement goals?  

What is the state of  your savings for 
retirement?  

What are your risk preferences?  

What is your plan to reduce taxes during 
retirement?  

Do you want guaranteed income for life?  
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Why purchase an annuity vs a mutual fund?   

Mutual funds follow market conditions and while they may offer a 

higher rate of  return if  conditions are positive, they also carry a 

higher risk of  losing income and interest. Annuities, however, 

guarantee a steady, low-risk stream of  income no matter the 

market conditions. They also grow tax-deferred over time.    

How will my annuity be credited with earnings?   

This depends on the type of  annuity you choose. Fixed annuities 

off  you low risk fixed interest rate, guaranteed to never go below 

a minimum amount. Fixed-indexed annuities offer the protection 

of  a fixed rate as well as the potential to earn a higher interest rate 

based on a referenced stock or bond market index, but with the 

guarantee that you will never have a negative interest rate. Variable 

annuities have the potential for the highest risk and reward. They 

do not offer the principal protection, but allow you the 

opportunity for greater growth based on the performance of  

underlying investment options.    

What does it mean to be tax-deferred?   

This means that while interest accrues on the savings, they are not 

taxed until withdrawn. This status helps to increase the amount 

of  earnings in an annuity account.  
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What happens to my annuity when I die?   

Annuities have a feature called the “death benefit”. If  your 

annuity dies before all payments are disbursed, the remaining 

assets can transfer to a spouse or any surviving beneficiary that 

you name.  

Who is the best candidate for buying an annuity?   

Annuities usually most benefit people in their 50s and 60s, or 

people who are nearing retirement and looking to save 

additional income.    

Will a beneficiary have to pay taxes on the annuity?   

Yes, annuity payments disbursed to the beneficiary, such as a 

spouse, will be treated as taxable income.  

How soon can I withdraw from my annuity savings?   

You can begin withdrawing money from your annuity in a 

variety of  different ways. . Some annuity contracts offer what is 

called a surrender period, or an amount of  time an annuitant 

has to wait before withdrawing funds from their annuity 

account (~2 years). If  you withdraw money during the 

surrender period, you will be subject to paying a 

charge.  Alternatively, you can withdraw without fees at the end 

of  the annuity term or at specified times with an income rider.  
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Will I pay taxes on annuity withdrawals?   

Similar to how you’d pay taxes on distributions from a 

traditional IRA or 401(k), you’d pay taxes on annuity 

withdrawals as ordinary income. Paying taxes on annuities is a 

bit more complex, due to the fact that they are taxed on a “last-

in, first-out basis”. When you withdraw money from your 

annuity, the money that comes out initially is attributed to the 

earnings portion of  your account and so that money is taxed as 

regular income. However, once the value of  your annuity falls 

below the total premium amount you put in, your withdrawals 

won’t be subject to taxes because the money you used to pay 

those premiums was already taxed up-front. This is the tax-

deferred aspect of  an annuity.  

What if  I need my money for an emergency?   

It is recommended that aside from your annuity you have 

savings for emergencies. However, if  the emergency is beyond 

your savings, many (but not all) annuities have enhanced 

withdrawal provisions, commonly referred to as living benefits, 

for certain catastrophic life events such as an extended nursing 

home stay or terminal illness.   
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Can I use a pension to buy an annuity?   

Yes, but using all of  your pension to buy an annuity might not 

be the best option for everyone. It is important to consider that 

your situation might change, and that an annuity usually can’t 

just be cancelled or amended. It is best to consider using a mix 

of  options to help you find the right balance of  secure and 

flexible income to meet your changing needs. As you ease into 

retirement, your needs might differ from years later on, when 

more secure and guaranteed income is needed. If  you need 

help choosing how to take pensions our specialists at Penny 

Lane Financial are here to help.    
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The Color of Money Risk Analysis assesses your financial picture and pro-

vides a roadmap to your overall risk  preferences. The output will be a 

proprietary Color of Money Risk Analysis score. This short, interactive 

analysis is the first step to determining if an annuity is right for you. 

1. My primary financial goal is:  

◻ Preserving my assets (1)  

◻ Leaving a legacy (4)  

◻ Maximizing my income (7)  

◻ Growing my assets (10)  

 

2. When it comes to investments and financial decisions, I consider 
myself:  

◻ Not very knowledgeable (0)  

◻ Somewhat knowledgeable (0)  

◻ Knowledgeable (0)  

◻ An expert (0)  

 

3. On the road to retirement, I am:  

◻ Retired, I made it (1)  

◻ Less than five years away (4)  

◻ Five to 10 years away (7)  

◻ More than 10 years away (10)  
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4. My attitude toward investing is:  

◻ A small loss would concern me (1)  

◻ I understand investing has some risks, but I am conservative 
(4)  

◻ I am growth oriented, and I understand my investments may 
go up or down (7)  

◻ I am aggressive, and I want to grow my assets. If my invest-
ments lose value, I might invest more (10) 

5. Including all sources, my current household income is:  

◻ Under $50,000 (1)  

◻ $50,000 - $99,999 (3)  

◻ $100,000 - $249,999 (5)  

◻ $250,000 - $499,999 (7)  

◻ $500,000 or more (10) 

 

6. During retirement, I will rely on investment income:  

◻ Heavily (1)  

◻ Moderately (4)  

◻ Somewhat (7)  

◻ Not at all (10)  

 

7. Social Security, a pension and some other forms of retirement 
cash flow are fairly stable income sources. I consider my retire-
ment income sources to be:  

◻ I don’t have retirement income sources (1)  

◻ Unstable (4)  

◻ Somewhat stable (7)  

◻ Very stable (10)  

 
 

 



  27 

  

8. Not including my primary residence, my net worth is:  

◻ Under $250,000 (1)  

◻ $250,000 - $499,999 (3)  

◻ $500,000 - $999,999 (5)  

◻ $1,000,000 - $1,999,999 (7)  

◻ $2,000,000 or more (10) 

  

9. Historically, inflation averages 2-3 percent per year. Relative to 
inflation, I would like my investments to: 

◻ Keep pace with inflation with minimal risk (1)  

◻ Moderately outpace inflation with some long-term 
risk (4)  

◻ Significantly outpace inflation with moderate long-
term risk (7)  

◻ Maximize performance with substantial long-term risk 
(10)  

 

10. If I invested $250,000 for five years, I would be most comforta-
ble with the following best and worst case scenario:  

◻ Worst: $270,000 | Best: $300,000 (1)  

◻ Worst: $250,000 | Best: $330,000 (4)  

◻ Worst: $230,000 | Best: $375,000 (7)  

◻ Worst: $200,000 | Best: $450,000 (10)  

 

11. If my investment lost 20 percent of its value, I would:  

◻ Immediately sell the investment (1)  

◻ Change to a more conservative investment option (4)  

◻ Stay the course (7)  

◻ Add to the investment while its value is down (10)  
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Color of Money Risk Analysis Scoring Summary   

Conservative Investor: 1-20   

You should generally have 1 – 20 percent of your assets allocated to growth 
assets, but the majority should be allocated  to assets with less risk. You are 
risk averse, and your main focus is on principal preservation.  

Conservative Growth Investor: 21-40   

You should generally have 21 – 40 percent of your assets allocated to 
growth assets. The remainder should be allocated  to assets with less risk. 
You are somewhat conservative and do not want to have more than 40 
percent of your assets exposed to risk.  

Balanced Investor: 41-60   

You should generally have 41 – 60 percent of your assets allocated to 
growth assets. The remainder should be allocated  to assets with less risk. 
Moderate growth and a balanced allocation are both important to your 
long-term success. You  understand some risk is necessary in order to po-
tentially get a return greater than inflation.  
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Moderate Growth Investor: 61-80   

You should generally have 61 – 80 percent of your assets allocated to 
growth assets. The remainder should be allocated  to assets with less risk. 
You are more growth oriented, but you are not comfortable with 100 per-
cent of your assets  being exposed to risk. Maintaining a small portion of 
assets with less risk is an important part of your allocation.  

Growth Investor: 81-100   

You should generally have 81 – 100 percent of your assets allocated to 
growth assets. As a growth investor, your primary  goal is growing your 
principal. You understand assets exposed to risk go up and down in value, 
but you are comfortable  heavily investing in them because of the long-
term growth potential they may provide.  

 

 







An annuity is an insurance product for those 

who want to steadily accumulate their savings.  

This guide seeks to simplify annuities so that you 

may gain a greater understanding, ask the right 

questions, and decide if  it is right for you or 

your client. 

Penny Lane Financial is a family-owned                  

independent mortgage broker in Tacoma,           

Washington with a passion for helping people get the 

education and assistance they need to make great 

financial decisions.  We strive to make connections,  

build relationships and positively impact the lives of  

those we work with. Let’s work together. 

For more information visit: 

www.pennylanefinancial.com 

http://www.pennylanefinancial.com

