Annuities 101: An Overview of What’s Available
Many people planning for retirement know little about annuities, and for good reason. There are many kinds with a variety of features. Let’s review the basics.

When you invest in an annuity, you enter into a contract with an insurance company. 

In return for your investment, the insurance company promises you - and sometimes your heirs - a stream of payments starting now or at some point in the future.

Annuities can be subdivided by when they begin paying an income stream. 

With an immediate annuity, you start receiving payments soon after the contract is signed. 

With a deferred annuity, payments are postponed until a later date, such as when you retire.

Annuities can also be fixed or variable. Fixed annuities invest primarily in bonds or bond funds. Variable annuities invest primarily in stocks, stock funds or stock index funds. 

So you select the type of annuity you want. 

The insurer invests the money you give it. Then, at the designated time, the insurance company starts paying you an income stream.

Many different payout options are generally available. 

You can get payments for the rest of your life, as long as you or your spouse is alive or for a set period such as 15 years. 

As long as the money remains in the annuity, the earnings aren’t taxed - but money paid out by an annuity is taxed at your ordinary income level, not your capital gains tax level.

There are two main advantages to an annuity. First, money invested in the annuity grows tax-deferred, so the earnings aren’t taxed until they are withdrawn. Second, the annuity provides a regular income stream.

And that’s annuities 101. More features are available, though, so for more details and information about which kind of annuity might work for you, please consult your insurance advisor.
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