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Solving the annuity puzzle

Americans hold billions of dollars in annuities,
yet they are widely misunderstood. Used
properly, an annuity can serve valuable
purposes in personal financial planning. On
the other hand, some types of annuities are
widely criticized, even scorned, by some
financial advisers.

Lifelong income

What might be considered the purest type
of annuity is a contract with an issuer, often
an insurance company, for a stream of

cash flow. Such contracts have been called
immediate annuities, although they now
may be labeled income annuities or payout
annuities because those labels may be more
appealing to consumers.

Example 1: Marie Jenkins pays $100,000
to an insurer for an income annuity. Every
month thereafter the company sends Marie
a check.
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That may sound simple, but complications
soon arise. Does Marie want to receive those
checks for her lifetime, no matter how long
that might be? Does she want the checks to
continue to her husband Tony if he outlives
Marie? A joint annuity will pay less than a
single life annuity because the insurer has
more risk of an extended payout.
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This type of annuity has a great advantage:
the promise of lifelong cash flow. More
people are living into their 90s and beyond,
so a lifetime annuity can help keep them
from running short of money in very old age.
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At the same time, Marie may worry that

she'll pay $100,000 for this annuity and get
run over by the proverbial truck the next
month, ending her life and stopping the
payments after a scant return. Even with a
joint annuity, both Marie and Tony could die

Annuity sales

Annuity sales in 2017
topped $200 billion.

the $100,000 outlay.

Adding certainty

Insurers have come up with various methods
of addressing these fears. One method is the
period certain annuity.

Example 2: Marie pays $100,000 for a single
life income annuity that includes a 10-year
period certain. If Marie lives for 25 years, the
insurer will keep sending her checks. However,
if Marie dies after 3 years of payments, the
annuity will continue for another 7 years to a
beneficiary named by Marie.
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