ANNUITIES

The Comprehensive Guide to Guaranteed Retirement Income & Longevity

Protection

Executive Summary

In an era where traditional employer-sponsored pensions have largely vanished, the
responsibility of creating a sustainable retirement income has shifted entirely to the
individual. Annuities represent the only financial vehicle capable of providing a
contractually guaranteed income stream that cannot be outlived. By transferring the risk of
"longevity"—the risk of living longer than your savings last—to an insurance company,
retirees can achieve a level of financial certainty that traditional equity and bond portfolios
cannot replicate.

This guide explores the diverse landscape of annuities, from immediate income solutions
to long-term accumulation strategies, and how they serve as the "floor" of a modern
retirement plan.
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The Core Mechanics: Accumulation vs.
Annuitization

To understand annuities, one must distinguish between the two primary phases of the
contract:

* The Accumulation Phase: During this period, your principal grows tax-deferred.
Depending on the type of annuity, this growth may be fixed, variable, or linked to a
market index.

* The Annuitization (Income) Phase: This is when the contract is converted into a
series of periodic payments. These payments can be structured for a set number of
years or, most commonly, for the remainder of your life (and potentially your spouse's
life).
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Navigating the Annuity Landscape

Not all annuities are created equal. Choosing the right structure depends on your proximity
to retirement and your tolerance for market volatility.

Annuity Type Growth Mechanism Risk Profile

Fixed Annuity Guaranteed fixed interest rate Lowest risk; principal is fully
for a set period (similar to a protected.
CD).
Fixed Indexed Growth linked to a market Moderate; participates in
(FIA) index (e.g., S&P 500) with a market upside with no
0% floor. downside risk.
Variable Annuity Direct investment in sub- Highest risk; principal can
accounts (mutual funds). fluctuate with market
performance.
Single Premium Immediate conversion of a Income-focused; typically no
Immediate (SPIA) lump sum into a lifetime accumulation phase.

income stream.

"The primary value of an annuity is not just the return on your money, but the return
OF your money, coupled with a guarantee that the check will keep coming as long
as you are breathing."

The Power of Tax Deferral

Annuities offer a significant tax advantage: Triple Compounding. Your money earns
interest, your interest earns interest, and the money you would have otherwise paid in
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taxes also earns interest. Unlike a standard brokerage account, you do not pay taxes on
gains until you begin taking distributions, allowing your principal to grow much faster over
time.
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Strategic Applications in Retirement Planning

1. Creating a "Retirement Floor"

A sophisticated retirement plan often uses an annuity to cover "essential" expenses
(mortgage, utilities, food, healthcare). By securing these costs with a guaranteed annuity
check, the rest of the retiree's portfolio (stocks, real estate) can be invested more
aggressively for growth, as the "fear" of a market crash impacting basic survival is
removed.

2. Solving the "Longevity Risk"

Modern medicine has increased life expectancy significantly. A 65-year-old couple has a
high probability of at least one spouse living into their 90s. An annuity is the only product
that mathematically solves the risk of a 30+ year retirement by pooling risk across
thousands of policyholders.

3. The "Safe Money" Alternative

In low-interest-rate environments, traditional bonds and CDs often fail to keep pace with
inflation. Fixed Indexed Annuities (FIAs) have become a popular alternative for the "bond
portion" of a portfolio, offering the potential for higher returns than bonds without the risk of
losing principal if interest rates rise.

Understanding Riders: Customizing Your Contract

Modern annuities are highly customizable through "riders"—optional features added to the
base contract:

» Guaranteed Minimum Income Benefit (GMIB): Ensures a minimum level of lifetime
income regardless of market performance.

* Long-Term Care Rider: Increases the payout if the policyholder requires nursing
home or home health care.
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 Death Benefit Rider: Ensures that if the policyholder passes away before receiving
their full principal, the remainder goes to their beneficiaries.
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Critical Considerations & Transparency

Annuities are long-term contracts and require a clear understanding of the following factors
before commitment:

Surrender Most annuities have a period (5-10 years) where withdrawing more
Charges than a set percentage (usually 10%) triggers a penalty.

Fees & Variable annuities often have higher internal fees (M&E charges,
Expenses sub-account fees) compared to Fixed or Indexed models.

Inflation Risk A fixed payment today may buy significantly less in 20 years.
Consider adding a Cost of Living Adjustment (COLA) rider.

Conclusion: The Role of Annuities in Your Legacy

Annuities are not just about income; they are about permission. When you have a
guaranteed income stream, you have permission to spend your other assets, permission to
travel, and permission to enjoy your retirement without the constant anxiety of "checking
the ticker."

At Allied Life Financial Group, we help you navigate the thousands of annuity products on
the market to find the one that fits your specific "income gap." We focus on transparency,
ensuring you understand exactly how your money is protected and how your income is
calculated.

Secure Your Income Floor

Don't leave your retirement to chance. Contact us today for a "Longevity Analysis" to see
how an annuity can provide the certainty you deserve.

AlliedLFG.com | (847) 874-8488
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