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When it comes to planning for retirement or securing a steady income in the future, annuities often
appear as a tempting option. They promise guaranteed income, protection against outliving your
savings, and a sense of financial security. However, while annuities can serve specific purposes, they may
not be the best investment for many individuals, especially those seeking freedom and flexibility in their
income planning. In an ever-changing world, losing freedom of choice could be costly to your income for
life strategy. Here’s why:

1. **High Fees and Commissions**

One of the biggest and most obvious drawbacks of annuities is their cost. Insurance companies often
charge high fees, including administrative fees, mortality and expense risk charges, and investment
management fees. Sometimes additional riders are added that come with added cost. On top of that,
there are often commissions paid to the agents selling these products. These fees can eat into your
returns significantly, reducing the amount of income you’ll receive in the long run. And what services are
you receiving in return for that agent commission? Financial planning? Investment management?
Neither?

2. ¥*Complexity and Lack of Transparency**

Annuities can be notoriously complex. They come in various forms—fixed, variable, indexed, and
immediate, each with its own set of rules, fees, and conditions. Understanding the fine print is crucial,
but often difficult. The complexity of these products can make it challenging to fully understand what
you’re buying, which might lead to making decisions that don’t align with your financial goals.

Think of this: Can you explain the annuity contract back to the person that’s selling it to you? If not,
there’s a possibility you don’t fully understand the product.

3. **Limited Liquidity**

Annuities are not very liquid investments. Once you purchase an annuity, your money is generally locked
up for a certain period. Early withdrawals often come with significant penalties, known as surrender
charges, which can be as high as 10% or more in the early years of the contract. This lack of liquidity can
be a major downside, especially if you encounter unexpected financial needs or simply change your
mind. The art of financial planning is a living, breathing process that should be responsive to any



changes you wish to make. Utilizing illiquid financial products can sometimes hamstring your planning
flexibility.

4. **Lower Returns Compared to Other Investments**

Annuities typically offer lower returns compared to other investment options, such as stocks, bonds, or
mutual funds. While they provide a guaranteed income, this safety comes at the cost of growth
potential. Over time, the returns on annuities may not keep pace with inflation, which could erode your
purchasing power in retirement.

5. **Inflation Risk**

Speaking of inflation, unless you opt for an inflation-protected annuity (which often comes with even
lower returns), the fixed payments you receive from a standard annuity may not increase with the cost
of living. As prices rise over time, your purchasing power could decline, leaving you with less income
than you might need in the future.

6. **Tax Implications**

While annuities offer tax-deferred growth, this benefit can be a double-edged sword. When you
eventually withdraw your money, the income is taxed as ordinary income, not at the lower capital gains
rate. For those in higher tax brackets, this can lead to a significant tax burden, reducing the overall value
of the annuity.

7. **Risk of Insurance Company Default**

Annuities are only as strong as the insurance company backing them. While state insurance guaranty
associations provide some level of protection, it’s limited and varies by state. If the insurance company
that issued your annuity goes bankrupt, you could lose a portion of your income or principal.

8. ¥*Opportunity Cost**

Investing in an annuity means that your money is tied up and unavailable for other investment
opportunities that could potentially offer higher returns. This opportunity cost is important to consider,
especially if you have a long investment horizon and can tolerate more risk.

9. **Limited Investment Options**

Many annuities provide only a few investments options, which may be a problem should market
conditions warrant an investment not available to you. Additionally, many annuities that offer income
benefits may force you into an even more limited selection of investment options. This limited list may
be sold to you under the guise of risk management, but whose risk? Yours? Or the insurance
company’s?

Conclusion

Annuities can serve a role in a well-diversified financial plan, particularly for those seeking guaranteed
income and protection against longevity risk. However, for many individuals, the high fees, complexity,



lack of liquidity, and potential for lower returns make annuities a less attractive option compared to
other investments. Before committing to an annuity, it’s crucial to fully understand the terms and
evaluate whether it aligns with your overall financial goals. Consulting with a trusted financial advisor
who doesn’t have a stake in selling you an annuity can also help you make an informed decision.

At FiWheels, we don’t sell financial products for a commission, so call us today at 1-877-401k-IRA for an
independent evaluation.

FiWheels LLC (“FiWheels”) is a Registered Investment Adviser ("RIA"). Registration as an investment
adviser does not imply a certain level of skill or training, and the content of this communication has not
been approved or verified by the United States Securities and Exchange Commission or by any state
securities authority. FiWheels renders individualized investment advice to persons in a particular state
only after complying with the state's regulatory requirements, or pursuant to an applicable state
exemption or exclusion. All investments carry risk, and no investment strategy can guarantee a profit or
protect from loss of capital. Past performance is not indicative of future results.



