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A CLOSER LOOK

Is an Annuity Right for You?
f you’ve spent any time thinking about
your retirement income, you may have
wondered about annuities. Who are they for?
Why do people get them? What, exactly,
do they do?
It’s actually a simple concept: an annuity is a contract between
you and an insurance company. You pay for the contract (the
premium), and in return, they send you regular payments every
year or quarter or month as income. It’s a way to convert a lump
sum of money into a stream of future payments.
The insurance company is taking your premium payment,
investing it, and disbursing it back to you later. The effective rate
of return you get for your investment is generally lower than if
you invested it in a low-cost diversified portfolio yourself. But for
many investors, the tradeoff is worth it because you’re offloading
certain risks onto the insurance company—investment risk,
longevity risk, tax risk, or some other dimension of uncertainty.
That’s the real business that insurers are in: bearing risk.
There are many different flavors of annuity. You can receive
fixed, variable, or indexed payments. Premiums can be paid
in a lump sum or over time. The income can start right away
or be delayed until a later date. You can structure the contract
to guarantee that if you die before you have received back
the value of your premium, the difference will go to your
beneficiaries.

HOW A TYPICAL ANNUITY WORKS
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THE INSURANCE COMPANY INVESTS YOUR
PREMIUM DURING THE DEFERRAL PERIOD

C

Here are some of the most common reasons why
investors choose annuities:

SCENARIO 1:

You want guaranteed income in retirement.
Annuities are often structured with a fixed payment—a
guaranteed income. Many investors like to have that certainty
xin their retirement cash flow.

SCENARIO 2:

You could benefit from deferring taxes
on investment returns.
Imagine that instead of buying an annuity, you invested the
same amount in a regular taxable investment account in bonds.
You’ll pay yearly taxes on the interest income and realized gains
in that account. By directing the money to an annuity contract,
the insurer is investing it for you but the gains don’t create a tax
liability for you. In this way, annuities are a useful tax-deferring
tool for some investors.

SCENARIO 3:

You worry about outliving your other
retirement income sources.
The modern retirement system of 401(k)s, IRAs, and similar
accounts offers control and a lot of upside depending on how
savings are invested. But many still worry about the drawdown
phase—that they’ll outlive their savings. Annuities can be
structured to pay out over a set window (“certain period”) or for
as long as you live (“lifetime income”).
Annuities are not for everyone. Remember that they’re
insurance contracts; you’re paying to transfer some kind of
risk away. In the right circumstances, they can be a great
tool. Many people use them as a supplement to 401(k), IRA,
and Social Security income sources.

B
A LUMP-SUM PREMIUM
IS PAID TODAY

D
YOU BEGIN RECEIVING A REGULAR PAYCHECK
STARTING AT SOME POINT IN THE FUTURE

YOUR PAYCHECK IS GUARANTEED AND WILL
CONTINUE FOR AS LONG AS YOU ARE ALIVE
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People’s United Advisors, Inc. helps institutions, employers, and individuals
and their families navigate investment, trust, retirement, banking, and
planning challenges. Our experienced professionals work as a team, bringing
specialized knowledge and solutions to the conversation.
For more information on our investment offerings please contact us at:
wealthmanagement@peoples.com or (800) 772-8778

AN RIA INSIDE A BANK —
A GREAT IDEA!
Uncommon expertise and experience position
People’s United Advisors as a premier choice
for investment-management and wealth
solutions.

We are fiduciaries,
always acting in
the best interest
of each of our
clients.

Our culture is
one of prudence
and risk-aversion.

We are stable,
secure, and
regulated.

We don’t sell.
We solve.

We deliver
solutions that
matter, and do so
through honest
language.

Experienced
and tested, we
are focused
on delivering
complete
solutions.

WE DELIVER UNCOMMON EXPERTISE TO ALL OF OUR CLIENTS.
AS PART OF AN ORGANIZATION WITH OVER 177 YEARS OF
EXPERIENCE, WE’RE NOT NEW TO THIS.

Economic and market views and forecasts reflect People’s United Advisors, Inc.’s (PUA’s) judgment
as of the date of this publication and are subject to change without notice. Views and forecasts
are estimated based on assumptions, and may change materially as economic and market conditions change. PUA has no obligation to provide updates or changes to these views and forecasts.
Certain information contained herein has been obtained from third parties. While such information is
believed to be reliable for the purpose used herein, PUA assumes no responsibility for the accuracy,
completeness, or fairness of such information.
Past performance is not an assurance of future returns.
PUA is not soliciting any action based on this material. It is for general informational purposes only.
It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual investors.
Investment products are offered through People’s United Advisors, Inc., a registered investment
advisor. People’s United Advisors, Inc. is a wholly-owned subsidiary of People’s United Bank, N.A.
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