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financial fitness
By Erik Ford

because of the longevity and value protection it provides to a 
financial plan and portfolio.

The second purpose for which to consider an annuity is portfolio 
protection. Many variable, indexed or fixed annuities provide 
downside value protection in one form or another. In the case of 
variable annuities, it may be a trade-off with how you are able to 
access that value. This protection usually also has a significant 
rider charge attached to it. Given all that, it may provide a level 
of assurance for a portion of a portfolio that makes the trade-off 
acceptable. Index annuities and fixed annuities trade off down-
side protection, either limited or total, with upside limitations on 
many contracts. Again for those looking to limit portfolio risk, 
these trade-offs may be acceptable, even appealing. The choices 
available across contracts to achieve these goals increase every 
year and again are complicated, but for the right situation, they 
are an appropriate solution.

Annuities also provide tax-deferred gains similar to individual 
retirement accounts, which adds an additional benefit when used 
for taxable investments. However, as the income and protection 
features have expanded over the last 10 to 15 years, more IRA 
funds have been invested through annuity contracts because oth-
er objectives superseded tax deferral.

It is impossible to do more than scratch the surface of annuities in 
a short article. For example, investment alternatives within con-
tracts, types of fees in contracts, available death benefits and other 
features could all justify articles of their own. As the financial 
advisory world has moved away from commission-based accounts, 
annuities are adapting by offering non-commission contracts de-
signed for fee-based accounts and advisory relationships.

So while briefly (and I mean briefly) touching on why you might 
consider an annuity as part of your overall financial plan, I cannot 
emphasize enough that you look to define your need before look-
ing for the solution and strive to fully understand any annuity 
contract you may be considering, how it works and what it costs, 
before deciding to go forward. They are not for everyone, but in 
the right situation, they can provide the financial and psycholog-
ical benefits of protecting assets and income during a time when 
uncertainty is unusually high.

Investing involves risk. Depending on the types of investments, 
there may be varying degrees of risk. Investors should be pre-
pared to bear loss, including total loss of principal.
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f you have been invested over the last few 
months, the volatility you have experienced 

may have left you a little shell-shocked (not to 
mention the 2000 and 2008-’09 market periods). 

At the time of this writing, most of the COVID-19 
driven sell-off has been recovered. However, we are 

still experiencing higher than normal market volatility which is 
unsettling for the average investor trying to invest and plan for 
their retirement. An annuity may have a role in your portfolio 
and plan, or it may not, but knowing what it can do is worth 
understanding.

First, let’s acknowledge that annuities have a bad reputation and 
justly earned. Traditionally, they carry very high fees and com-
missions. Past sales practices have been suspect. Annuities are 
also one of the most complicated financial products available to 
the average investor. 

Understanding all the details of a contract can be a real challenge, 
even for a seasoned advisor. Annuities are not for every portfolio 
or every investor. In fact, they probably are only appropriate for 
a minority of investors. The approach we take is to define the 
need first that may be filled with an annuity or similar strategy 
rather than the other way around.

Because of their complexity, the rest of this article will generalize 
about annuities and focus on two key reasons to consider them 
and is not intended to do more than put it on readers’ radar.

The first and easiest to understand is generating an income 
stream. This is the feature most people probably think of when 
they hear the word annuity, and in fact, that was the origin of 
the concept centuries ago. These payments may be for certain 
defined periods or for the recipient’s life or joint lives. They may 
be fixed amounts or have triggers to change over time. Complexi-
ties aside, the role this feature provides is to create a pension-like 
payment stream for the annuity holder, providing a base level of 
income that cannot be outlived. The trade-off is giving up full or 
partial access and control to the investment funds involved. In 
certain situations, this trade-off is acceptable, even appealing, 
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