Are Annuities Safe in Today’s Market Environment?
Annuities are usually considered relatively safe investments - but in today’s environment, investors can’t help but wonder if that’s still true.
With an immediate annuity, you make a lump-sum payment to an insurance company. In exchange, the insurance company starts making a series of payments to you immediately. In regard to an annuity’s safety, there are two factors to consider:
The Safety of your Income Stream: Immediate annuities can be fixed or variable. With a fixed annuity, your money earns interest at rates set by the insurance company - which means that your income stream is safe in a volatile market environment. With a variable annuity, the insurance company puts your premiums into a “separate account,” and you decide how the company will invest those premiums - which could result in losses when times are bad. That’s why it’s important to consult an advisor about how the money in your variable annuity is invested.
The Safety of Your Insurance Company: With many financial companies failing, it’s understandable if you’re concerned about the health of your insurance company. The good news is, there’s probably little to worry about. Your annuity is protected by a “legal reserve,” which means that your insurance company must maintain a reserve of money that equals the withdrawal value of every annuity account. If your insurance company fails and you have a fixed annuity, the payments will likely continue - though it’s possible for a court to determine that the initial interest rate is too high and lower it, which would reduce your payments. If you have a variable annuity, the payments will continue without modification, since the assets underlying your contract are separated out from the general assets of the insurance company.
So, we’d recommend that you not worry, as it’s improbable that your existing annuity will experience problems. Going forward, however, we recommend that you research the strength of any insurance company from which you’re considering buying an annuity. Your advisor can help you do so.
August 2009
