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Thinking About  
Purchasing An Annuity?
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Are you thinking about purchasing an annuity? 

Or maybe you already own one and are considering surrendering it? 

If so, then before you do anything else I want you to be educated on some of the 
common annuity traps so that you don’t fall into them. 

The information in this e-book could save you a lot of heart ache. And potentially  
a lot of money. 

How Do Annuities Work
When you buy an annuity, you can do it in a single lump sum or a series of 
payments. Your money can grow tax deferred inside the annuity. You also have  
the option to turn your money into a stream of income that you can never outlive.  
Annuities can help you to plan for income in retirement, as well as give you another 
option for growing your money. 

What’s So Appealing About Annuities?
Annuities can provide guaranteed*, steady income for the rest of your life. This re-
duces your risk of running out of income in retirement. Some annuities even guar-
antee that you won’t lose any of your money, regardless of how the markets  
perform. 

*All guarantees are subject to the claims-paying ability of the issuing company and do not apply to the underlying 
investment options.



The 3 Most  
Popular Types of Annuities 
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Let’s first look at the 3 most popular annuities available today. Then we’ll break 
down some of the “Traps” that people fall into with these types of annuities and 
how to avoid the pitfalls. 

Annuity Comparison Chart

*All guarantees are subject to the claims-paying ability of the issuing company and do not apply to the underlying 
investment options.
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Fixed Rate Annuity

This type of annuity is also called a Multi-Year Guaranteed Annuity (MYGA). The 
insurance company guarantees an interest rate for a set period. These annuities 
are very similar to bank CD’s - they guarantee an interest rate for a period of time. 
Typically, the interest rate will be higher than a bank CD interest rate. 

If you’re over 50, this type of annuity is a good option to safely grow your money at 
a potentially higher rate than a bank would offer. It also allows your interest to grow 
tax deferred inside the annuity. You can also turn it into an income stream when 
you retire. 

 
Fixed Rate Annuity Traps

1. Surrender charges. To get the most out of fixed rate annuities, let them work and 
grow for the duration of the contract. Don’t purchase one if you don’t intend to 
hold it for the entirety of the surrender charge period. Also, make sure you have 
enough cash in the bank you can access in an emergency. You don’t want to  
liquidate an annuity during a surrender charge period under most  
circumstances. 

2. Interest Rate Risk – If you lock in an interest rate for 5 years and rates in the 
economy start to go up, you could miss out on the higher rates. To overcome 
this, don’t put all your funds in a 5-year fixed rate annuity, for example. Split it 
up between a 3, 4, and 5-year annuity. If rates go up, some of your funds will 
mature in the meantime and you can invest them at the new higher rates. 

Every investment in your portfolio 
should have a specific purpose“ ”
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Fixed Index Annuity

These are sometimes called “hybrid annuities.” An indexed annuity gives you the 
security of a fixed annuity, but with the potential to earn more interest. This is 
for investors that want principal protection while capturing some (not all) of the 
market’s growth. 

Indexed annuities are good at safely growing money. They can also deliver good 
contractual guarantees of income you can never outlive. They are not aggressive 
growth products (although some agents may sell the “dream” of high returns with 
absolutely no risk). Don’t buy the “dream.” 

Indexed annuities will typically have more conservative growth since your  
principal is protected. That’s what they do well.

 

Fixed Index Annuity Traps

1. Not understanding their purpose – You won’t get all the market’s growth with 
an indexed annuity. But you also won’t lose value if the market goes down. Un-
derstand this. The index annuity is not an aggressive growth investment. It gives 
you the potential to outperform other conservative investment vehicles. Avoid 
this trap by understanding the benefits and limitations of index annuities. 

2. Surrender charges – Most annuities have surrender charges. Before you  
purchase an index annuity make sure you plan to hold it for the duration of 
the contract. Keep enough liquidity on hand for emergencies to avoid having 
to liquidate your annuity and pay a surrender charge. 

Don’t buy annuity dreams.  
Buy annuity realities“ ”
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Variable Annuity

Variable annuities are long-term investments. They have the potential for the most 
growth of all the annuities. Since the earnings grow tax deferred, they are often used 
after an investor has maxed out their IRA / 401(k) contributions. 

They can decrease in value if the investments inside the variable annuity go down in 
value. Some variable annuities will provide a death benefit that will pay out at least the 
amount of the original deposit, regardless if the variable annuity has declined in value. 

When you hear experts on the internet say, “We hate annuities,” they are often talking 
about variable annuities. 

Variable Annuity Traps

1. Fees – Variable annuities are known for having high fees. These fees can some-
times exceed 4% of your annuity’s value each year. To avoid this trap, make sure 
the benefits that you get from your variable annuity are worth the fees. And 
make sure your advisor tells you all the fees you will be paying BEFORE you  
purchase the annuity.  

2. Surrender Charges – Most variable annuities have surrender charges. Before  
you purchase one make sure you want to hold it for the duration of the contract. 
And always keep enough liquidity on hand for emergencies to avoid having to 
liquidate your annuity and pay a surrender charge. 

3. Complexity – Variable annuities can be very complex. They can have riders  
attached to them that are confusing. And the contract (called a prospectus) can 
be big and difficult to understand. To avoid this trap make sure you are working 
with a trusted advisor that will take the time to educate you on how the variable 
annuity works. 

Count the cost of  variable annuity 
fees. Are the benefits worth it to you?

 

“ ”



Why Should You  
Consider An Annuity? 
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In spite of what you may hear many agents say, the truth is not everyone should 
buy an annuity. However, there are some scenarios where an annuity makes sense 
as part of a financial plan.

Fixed annuities can be used for retirees that want to take some risk out of their 
portfolio. Since fixed annuities are guaranteed* to not lose money, this helps a 
retiree protect a portion of their portfolio from market losses. 

Fixed index annuities can be used for more conservative growth without risk to 
your principal. For many people planning for retirement, the benefit of not losing 
their principal is well worth the lower potential growth from this type of account.

Annuities are also used most effectively to guarantee lifetime income. They can 
even be structured so that if you die prematurely the remainder of your original 
deposit will be paid to your beneficiaries. This way the insurance company doesn’t 
keep all of your remaining funds. 

If you don’t have a pension in retirement, then an annuity may make sense for you 
to supplement your Social Security income. 

In my experience some of the most stress-free clients I’ve worked with are ones 
that have a strong lifetime income (from a combination of Social Security and  

*All guarantees are subject to the claims-paying ability of the issuing company and do not apply to the underlying 
investment options.
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annuities). The strong income takes pressure off their need for a portfolio to  
consistently perform strong in a volatile market. 

Variable annuities tend to work well when you need additional tax deferral on your 
investments. If you have maxed out your IRA and 401(k) contributions, then you can 
get additional tax deferral inside a variable annuity. 

The only downside is that many variable annuities come with high fees, and the  
benefits you get from the high fees are typically not worth the cost. 

That’s why if you need additional tax deferral on your non-qualified funds, a no-load 
variable annuity may be a good option. It will typically have lower fees than tradition-
al variable annuities, and it gives you the benefit of tax deferral on your earnings. 

These are some common scenarios where an annuity may make sense as a part of 
your portfolio. In order to be sure if an annuity is right for you, make sure to have it 
tested in a proper financial plan to see if it will meet your retirement goals. 

With a proper financial plan it is easier to see the results in advance. That way you 
can be more confident about whether or not an annuity would make sense for you. 

And if you decide that an annuity makes sense for you, it is smart to compare it 
against other annuities to see if you are getting the best deal. Not all annuities are  
created equal. And it is wise to work with an advisor that will compare different  
annuities across different insurance companies. 



Where Can You  
Get Quality Annuity Advice? 
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Before you purchase an annuity, make sure you know what its strengths and  
weaknesses are. Know what purpose it serves in your portfolio. And make sure  
you get a second opinion before making a decision. 

I have personally seen people make irreversible decisions by purchasing an annuity 
that didn’t make sense for them. It is my opinion that a lot of the annuity advice in 
the market today is flawed. 

I have seen variable annuities used inappropriately. Oftentimes the annuity owner 
didn’t even know what he/she was paying in fees. 

And I have seen fixed index annuities used inappropriately. Oftentimes the  
annuity owner is sold a “dream” about impossibly high market-like returns,  
with no risk taken to achieve those returns. 

This is a disservice to retirees. And this book (as well as my educational videos/ 
articles on my website) is designed to stop that. 

The fact is annuities can make a lot of sense when they are used properly in a  
financial plan. 
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At RetirementPlanningMadeEasy.com we help investors all over the country 
build a financial plan that will help you protect your assets and reach your goals, in 
the lowest risk, lowest cost way possible. 

Perhaps this service could help you?

If you have questions and would like to talk to someone that is in the trenches ev-
eryday keeping up to date on “all things annuity” then I’d be happy to chat. 

Phone calls are always free, 100% confidential, and I promise you won’t receive an 
annoying annuity sales pitch. You’ll just get good quality advice to help point you 
in the right direction. 

I also can help you stress test your current financial plan to see if an annuity even 
makes sense for you. 

Do you still have some questions about whether you should purchase an annuity or 
not? Put the questions on me, and put your mind at rest. Just click the link below 
to use our secure, confidential question form. 

Click the link below, and I’d be happy to help point you in the right direction. 
 
Get Your Financial Plan Reviewed & Stress Tested!

http://www.RetirementPlanningMadeEasy.com
http://retirementplanningmadeeasy.com/contact-me/


Closing  
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I hope this e-book has been educational for you and will help you make a better 
decision about any annuity purchase you are considering. 

I would love to hear your thoughts on this e-book. If you have any  
suggestions or kind words, then you can reach out to me at  
chammond@retirementwealthadvisors.com

If you know anyone that is struggling with an annuity decision, then feel  
free to send them a copy of this e-book. Or, send them to my website at  
www.RetirementPlanningMadeEasy.com so they can request their own. 

I know that together we can reach more people with this educational message 
than I could ever reach alone. 

It is my goal to help retirees make better decisions so they can have a more stress-
free retirement and know that they are doing the best they can with the resources 
they have. 

Thanks for being a part of this movement to help retirees be educated and em-
powered.

Best of luck!

Chris Hammond

mailto:chammond%40retirementwealthadvisors.com?subject=
http://www.RetirementPlanningMadeEasy.com
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Christopher Hammond founded  
RetirementPlanningMadeEasy.com in 
2014 to educate people on the important 
issues surrounding retirement. He  
specializes in low cost, high quality  
financial advice for retirees. 

Chris is married to his wife, Julia. He 
and his wife have four kids. When Chris 
is not working he enjoys spending time 
with his family, reading financial books 
(yes, that’s a bit nerdy), working out, and 
kayaking.

About The Author: 

http://www.RetirementPlanningMadeEasy.com
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Disclosures: 
Christopher Hammond is an Investment Advisor Representative with Retirement Wealth Advisors, Inc. 
(RWA) 89 Ionia Ave NW Suite 600, Grand Rapids, MI 49503. (800) 903-2562. RWA and Tri-State In-
surance & Financial Services, and Tri-State Financial Group are not affiliated. RWA, Christopher Ham-
mond and Tri-State are not affiliated with any state or federal government agency, including Veterans 
Administration, Social Security, Medicare or Medicaid. 

Investing involves risk including the potential loss of principal. No investment strategy can guarantee 
a profit or protect against loss in periods of declining values. Opinions expressed are subject to change 
without notice and are not intended as investment advice or to predict future performance. Past perfor-
mance does not guarantee future results. Consult your financial professional before making any invest-
ment decision. 

This information is designed to provide general information on the subjects covered. Pursuant to IRS 
Circular 230, it is not, however, intended to provide specific legal or tax advice and cannot be used to 
avoid tax penalties or to promote, market, or recommend any tax plan or arrangement. Please note that 
Tri-State and its affiliates do not give legal or tax advice. You are encouraged to consult your tax advisor 
or attorney.

Fixed annuities may be useful retirement tools for some people. However, fixed annuities may not be 
suitable for all. Please consult a licensed insurance agent regarding your age, financial objectives, short 
and long term financial goals, liquidity needs, risk tolerance and overall financial situation to determine if 
a fixed annuity is right for you. You should thoroughly review all brochures, specimen contracts, buyer’s 
guides and disclosure forms before purchasing any fixed annuity. 

Fixed annuity earnings are tax deferred until withdrawn. Use of annuities with qualified type plans 
(401K, IRA, 403(b)) may not provide any additional tax benefits above those you already receive in 
such a plan. Withdrawals may be subject to income tax and a 10% federal income tax penalty if taken 
before age 59 ½. Annuity guarantees rely on the financial strength and claims-paying ability of the issu-
ing insurer. 

Any comments regarding safe and secure investments, and guaranteed income streams refer only to fixed 
insurance products. They do not refer, in any way to securities or investment advisory products. Fixed 
Insurance and Annuity product guarantees are subject to the claims-paying ability of the issuing com-
pany and are not offered by Retirement Wealth Advisors.

Investment Advisory Representative of Retirement Wealth Advisors Inc. (RWA). Investment Advisory 
Services are offered through RWA. RWA and Tri-State Financial Group are not affiliated.

Annuity guarantees rely on the financial strength and claims-paying ability of the issuing insurer. Any 
comments regarding safe and secure investments, and guaranteed income streams refer only to fixed 
insurance products. They do not refer, in any way to securities or investment advisory products. Fixed 
Insurance and Annuity product guarantees are subject to the claims paying ability of the issuing com-
pany and are not offered by Retirement Wealth Advisors.   


