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What you should know about annuity plans for retirement

Description

For years, retirement stood on three supports: a company pension, Social Security, and
personal savings. Now, for millions, pensions have nearly disappeared, leaving retirement
plans on an unsteady base. People live longer today, and a 401(k) or IRA lump sum seems
less like a victory and more like the start of a long financial challenge.

Heading into 2025, the need for dependable, lifelong income and safeguards against
inflation is rising fast. The pressing concern for many is, “How can | ensure my savings last
my entire life?” That's why annuities, once overlooked in financial spaces, are making a
comeback.

An annuity is a straightforward agreement: you give an insurance company a sum, and they
commit to paying you regular amounts for a set time. It's the closest most can get to building
a personal pension, turning a pile of money into a steady income stream.

This article takes a detailed look at how annuity plans can be utilized for retirement planning.
Understanding Annuity Types

Annuities vary to match different comfort levels with risk. Each type suits a specific approach
to planning your retirement.

Fixed annuities provide a secure, steady option. You give your money to an insurance
company, which guarantees a fixed interest rate for a set time. When payments begin,
they’re consistent and dependable, perfect for retirees who value stability and want to avoid
concerns about market changes. In 2024, total fixed annuity sales reached $307.6 billion in
the U.S., showing strong demand for secure options.

Variable annuities involve more risk, like investing in financial markets. Your money goes
into accounts similar to mutual funds. If the market performs well, your payments can
increase significantly. If it declines, your income may decrease. This suits those with extra
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time or other income sources.

Indexed annuities balance both approaches, tied to a market index, like the S&P 500. When
the index rises, you gain up to a limit. If it falls, your principal stays safe. This fits those
wanting growth beyond fixed annuities without the full risk of variable ones.

Balancing Annuities in Your Retirement Plan

Annuities provide a reliable income stream, helping ensure that your savings last throughout
retirement. This security offers real comfort. In 2024, 60 percent of Americans worried more
about running out of retirement funds than dying, showing why annuities are valued.

Funds are often committed for a set period, and early withdrawals may incur fees. Finding
the right mix of reliable income and limited access encourages careful use of annuities.

Experts suggest securing essentials, like housing, utilities, or food, with an annuity, while
keeping other funds free for emergencies or pleasures, like trips. Combining annuities with
versatile investments builds a solid, balanced retirement plan.

Finding the Best Annuity for You

Selecting the best annuity plan for retirement is a personal choice, shaped by your unique
situation. Think about your age, when you plan to retire, and the income needed for a good
life. Also, consider how much risk suits you. Another question is whether you want a stable
foundation or a chance for bigger returns.

Clarity and openness are crucial when comparing plans. Examine terms, fees, and payment
details closely. 1891 Financial Life notes that variable annuities can offer significant growth,
but their investments often carry higher risk due to market fluctuations.

A good provider explains everything, from fees to indexed annuity limits. If terms seem
unclear or costs are hidden, that's a warning sign.

Tailoring Annuities With Riders

Think of a basic annuity like a standard car, reliable but plain. Riders add features to suit
your needs. A lifetime income rider keeps payments flowing for your whole life, even if funds
run low. With annuity sales hitting $1.1 trillion in 2024, people clearly value these tailored
options.

Cost-of-living adjustments raise payments yearly to keep up with rising costs. Death benefit

riders calm fears of passing too soon, ensuring a loved one receives any leftover funds.
These extras shape your annuity to fit your unique life.

Clearing Up Myths and Tax Details

By 2030, 20 percent of Americans will be over 65, driving annuity demand. Yet for many,
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annuities can be confusing. A common misconception is that they’re only for those close to
retirement. Actually, deferred annuities let people in their 40s or 50s grow tax-deferred
savings beyond a 401(k).

Taxes in financial spaces are key: non-qualified annuity funds grow tax-free until withdrawals
when earnings face standard income tax, not capital gains rates. Surrender periods, lasting
years, bring penalties for early withdrawals, so plan wisely.

Know how your annuity works with Social Security, 401(k) plans, and other savings. Clear
terms and realistic goals promote a steady, stress-free retirement.
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