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y Granddad was born in 1914. In 1932, at the ripe young
age of 18, he graduated from high school. With college out

of the question and unemployment at 22%, the prospects of finding a good job were next to none. So as you can imagine, when the
local phone company offered Granddad a gig climbing telephone
poles, he took it.
In 1978, following 40-plus years with the same phone company,
Granddad decided to climb off their telephone poles and into his
recliner. In recognition of Granddad’s retirement, the phone company presented Granddad with a nice clock, a plaque that said, “I is
retired”, and a very important check that would arrive in Granddad’s
mailbox every month for the rest of his life. The phone company
referred to this guaranteed monthly check as a Pension – Granddad
called it Mailbox Money®.
In reality, Granddad’s beloved guaranteed Mailbox Money® was
nothing more than what we in the financial world refer to as an
annuity, a “contractual” arrangement (promise) between two parties… just like Granddad’s pension. In exchange for Granddad’s
promise to work for the phone company, the phone company
promised him a lifetime income he could never outlive. The longer
he climbed telephone poles, the more Mailbox Money® he received. The same is true of annuities.
Just like a pension, a private annuity issued by an insurance company (the only entity that issues annuities) is an exchange between
you and them. You give them your money now and over time,
they give it back. The longer they hold on to it, the more Mailbox
Money® you’ll enjoy.
© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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As with any contract, it is prudent to understand who is backing
the promise to fulfill the contract – who exactly is capable of making such a promise to pay us Mailbox Money® for life. Given today’s
uncertain world, it is reassuring to know that insurance companies
are specifically designed and equipped to do just that. Their long
track record of stability and quality investments qualifies them
as the perfect candidate to take on the risk of us running out of
money in retirement. Insurance companies are in the business of
underwriting and issuing annuity contracts; it is a very scientific
field involving actuarial tables and other methods to assist them
in determining how much Mailbox Money® we will receive in the
future. These actuarial tables, along with the investment rate of
return earned on your money by the insurance company during
the term of your contract, afford the insurance company the luxury
of knowing (almost to the penny) how much money they can
‘guarantee’ to you for life. This proven science helps explain why
annuities are unlike any other retirement planning tool and why
they are the only entity that can make this promise. Stocks can’t
provide this promise; municipal bonds can’t; mutual funds can’t;
not even the bank! ONLY AN ANNUITY CONTRACT ISSUED BY AN
INSURANCE COMPANY CAN MAKE SUCH A PROMISE!
While that should sound very appealing, there is one problem
with today’s annuities…just like everything else in today’s modern
world, unlike the annuities of old, today there are more flavors
than ever before. So here are the key points to consider before ever
purchasing an annuity:
1. A few of the items up for discussion with the advisor licensed
to sell annuities include: specific terms and conditions of
4
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the proposed annuity contract; details regarding terms and
length of surrender charges; annual fees (if any) and how fees
are calculated; what types of investments will be backing the
contract, i.e. stocks, bonds, mortgages and the quality of those
assets; current interest rates and/or crediting rates and methods; penalty free withdrawal amounts and stipulations thereof;
payout rates during the Mailbox Money® phase and finally,
what happens to your money upon your death.
2. Regardless of the advisor’s suggestion, ask to see a statement
illustrating their annuity. Let’s face it, if someone is recommending an annuity, doesn’t it stand to reason that they
should have some of their own retirement money in one?
What’s good for them should be good for you, right? If they
don’t own an annuity themselves, ask why and listen carefully
to their answer. I’ve always felt that what’s good for you should
be good for me.
3. After selecting the proper annuity for your situation, you will
then pay a premium to the insurance company. It’s called a
premium because this is insurance - you are transferring a
“risk” (the risk of running out of money in retirement) to the
insurance company in exchange for a premium. Depending on the type of contract, you will be limited to a one-time
premium (single premium deposit annuity) or you may be able
to contribute additional premiums to the same contract on an
ongoing basis (flexible premium deposit annuity). Premiums
can be in the form of a personal check or a rollover from other
investments. For example, you leave work and need to move
(rollover) your current 401(k) to an individual IRA - this can be
© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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accomplished very easily with no current taxation to move
the money into the annuity. The rollover is still referred to as
a premium.
4. In exchange for your agreement to give them your money/premium, the insurance company in turn issues a contract spelling
out the terms and conditions of how and when you can and
will receive Mailbox Money® as well as all the items mentioned
above in #1. Depending on the laws of the state you reside in,
you will have a ten to 30 day window to review the contract to
be sure it is what you intended. If you decide against the annuity contract during that period of time following issue, you can
return it for a full refund or for another type of annuity better
suited to your situation. This is an important window so always
be sure that you sign a receipt to verify when you received the
annuity. An experienced annuity advisor will follow through on
this with you.
5. The insurance company immediately invests your premium(s)
into a pool of investments reflecting the intent and design
of the annuity. The fixed variety is normally backed by very
conservative investments; the variable annuity will offer subaccounts that may actually be in the stock market. Nevertheless, the goal is for them to grow that pot of money over time
to assure that you one day will receive your Mailbox Money®.
6. Based on the terms and conditions of the contract, you will
then, at some point in the future, contact the insurance company and begin withdrawals. Again, when and how much you
can withdraw without penalty will be based on whether you
6
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have an income plan (that’s a subject that will not be discussed in this booklet) and/or the provisions and terms of the
contract. More on withdraw features later.
7. The amount of your monthly Mailbox Money® is based on the
length of time the money is invested with the insurance company. The longer you wait, the bigger your monthly check.
When considering the number one fear of people at or near retirement is running out of money, the concept of an annuity makes
perfect sense. Investments (a mutual fund, for instance) can’t
“promise” you a guaranteed lifetime income because they aren’t
in the business of taking on risk – only insurance companies are
capable of doing so. Let’s verify this with an example comparing
annuities to other investments.
Let’s say you have $100,000 burning a hole in your pocket. You’re
thinking of either investing in a mutual fund or an annuity with an
insurance company. For discussion purposes, we’ll assume that we
have a crystal ball and see that over your lifetime, both investment
options will average a 3% return. You ask both the mutual fund
advisor and the annuity advisor to run projections (illustrations)
to illustrate a guaranteed lifetime income of $6,000 a year ($500 a
month) for the rest of your life. Let’s imagine our crystal ball tells
us you will live 30 years (here’s where the risk element for both the
mutual fund and insurance company appears since neither really
knows how long you will live). If you happen to have invested in the
mutual fund, I’ve got bad news: around year 23 (according to our
crystal ball, you’ve still got seven more years to live) your mutual
fund is now out of money and so are you. However, with the annu© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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ity, even if you live past the 30 years predicted by the crystal ball,
you still receive $6,000 a year! That’s because the insurance contract
guaranteed this income for the rest of your life.
In summary, when it comes to guaranteeing you an income you
can never outlive, the insurance company is taking all the risk, not
you. When it comes to investments such as mutual funds, you’re
taking all the risk, not them.
“So Tony,” you ask, “if an annuity is the only financial tool that can
guarantee an income I can never outlive, why do financial advisors
and pundits tend to hate them?”
After 30 years of studying various forms of investments and how we
as advisors tend to operate and analyze them, here are my thoughts
on why some in the financial world hate annuities:
1. Laziness: Since annuities are contracts, they can be complicated. Unless an advisor works with these products on a regular
basis, they are not going to take the time necessary to educate
themselves on annuities and how they fit into an income plan;
2. Arrogance: There are a lot of egos in my field – people who
feel that they know it all. I know, I was one of them until 9/11
woke me up to the fact that I wasn’t as smart as I thought.
Even today, I have to keep my own personal ego in check and
remember that this is about the client, not Tony. Years ago, I
resolved to stick to the things I know and quit talking about
the things I don’t know. Problem is, some advisors (the knowit-alls of the world) don’t know that they don’t know. Here’s
an important truth about investments: not all investments
8
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(including annuities) are for all people. While I personally love
annuities and the lifetime income they provide, I also realize
they aren’t for everybody. I meet and talk to a lot of people
every week and there are times when I steer people away from
annuities and into other investments. Annuities, like all investments, have a certain place. The job of the advisor is to know
their place;
3. Ignorance: There’s an important proverb that says “a fool is
never discovered until he or she opens their mouth.” Another
good one (I think it was Will Rogers who said it) is, “everybody’s
ignorant, only on different subjects.” This appears to be the
case with advisors who do not understand annuities. They are
not willing to accept the fact they are ignorant on the subject.
I’ll admit, there are many areas of finance that I’m ignorant
about. I’m on live TV every week and believe me, there are topics/questions asked of me that I must admit I know little about.
When this occurs, I have one of two options: 1) tell the caller
I don’t know and move on, or 2) tell them that I will research
it and find out. Again, it’s worth repeating: stick to what you
know and avoid speaking about the things you don’t. If one
feels they “must” speak on a subject they are ignorant of, the
least they can do is become educated so as not to look
foolish. Agree?
4. Money! Back in Granddad’s day, the predominant means of
compensation for financial advisors was commissions. The advisor got paid when something was sold or there was a trade
of some sort that occurred. Whether it be a stock, bond, mutual fund or annuity, most back then were paid a commission
© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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on your money. Few advisors in those days charged recurring
annual fees on your money. However, particularly with securities products offered by Wall Street, that’s all changed over the
years. Many today operate under a business model of fees. Let
me be clear here. I have worked on a fee basis and commission
basis, and they both have a place depending on the course
one is wishing to take. Here’s what a consumer must know: the
commission-based advisor (that’s the model I use in my practice) makes more money on your money up front and less over
time. On the other hand, the fee-based advisor, particularly the
advisor that is ‘managing’ your money, gets less of your money
in their pocket up front but more of it over time due to the fact
that they are charging fees each and every year.
Most annuities are commission-based. I like to refer to it as a “oneand-done” transaction whereby the advisor selling the annuity
receives an upfront commission (range from 2% to 10%) paid to
them by the insurance company issuing the contract. In the vast
majority of cases, the advisor receives no recurring annual compensation in the way of fees (unless it is a variable annuity which
comes with fees each year that may or may not be paid to the
agent). My theory on why many representing Wall Street don’t sell
annuities is that annuities do not fit their ‘fee- based’ model of doing business. They would rather forgo the upfront commission so
they can collect annual fees.
Regardless of whether an advisor makes commissions, or receives
their compensation from annual fees, the key is not “how” they are
paid, but what is the “value” of their services in exchange for their
pay? With that said, I’ve illustrated below the following example of an
10
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advisor receiving a one-time commission of 7% of your premium (the
$100,000) from the sale of a fixed annuity and no recurring fees vs. an
advisor who sells no-load mutual funds (no upfront commissions) yet
receives an annual fee of 1.25% based on the assets under management plus another .75% (the average expense ratio of no-load mutual
funds within their managed portfolio) for a total of 2% per year in fees
on your money.

Comparison of Commissions vs. Fees
Amount Invested
One-time Commission
Amount Left
Annual Fees
Future Value of Account
Assumes 3% return
over 20 years

FIXED ANNUITY
$100,000
($7,000)
$100,000
(0%)
$180,611

WALL STREET
$100,000
(0)
$100,000
(2%)
$120,577

Paid to Agent:
$7,000
Paid to Wall Street: $60,034

Now that we have dealt with the particulars of annuities and the
most common discussion points regarding them, let’s take a deeper
dive into the flavors to choose from, along with the new ‘income riders’ and finally wrap things up with the ten biggest misconceptions.

The Four Types of Annuities
For years, I have conducted financial workshops designed to teach
consumers about the pros and cons of annuities. As I have stated,
there are many flavors but really only four types. Let’s take a look:
© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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Annuity #1 – Fixed Interest
In order to understand any annuity, I like to compare them to other
investments that consumers already know about. The mechanics
of how interest is credited to the fixed interest annuity is comparable to the way banks credit interest to you when you invest in a
bank Certificate of Deposit (CD).
In our example, with a fixed interest annuity, the consumer (referred to as Annuitant) purchases a $100,000 annuity currently
paying a guaranteed rate of interest of 3%. After the first year, the
annuity will have grown to $103,000. Just like a CD, the money
you earned (the $100,000 + $3,000 = $103,000) is locked in at that
amount. I call this a “new floor.” So, the next year, assuming it earns
3% again, the new floor will grow to $106,090. Even if (for some
strange reason) the insurance company paid 0% interest in year
three (like some CD’s are paying as of the date of this writing),
your account would keep its floor of $106,090. To repeat: a ‘new
floor’ means that what you made last year is ‘locked in’ and cannot
go down.

New Floor Each Year
0
$100,000

1
$103,000

2
$106,090

3
$109,272

4
$112,550

5
$115,927

Assumes 3% Fixed Interest Rate

12
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Annuity #2 – Variable
No Floor

0
$100,000

1
$150,000

2
$75,000

3
$100,000

4
$90,000

5
$125,000

No Floor - Hypothetical Returns of Stock Market

As we like to say, a variable annuity is like a roller coaster. It can
go way up, and it can go way down. That’s because the insurance
company is investing your premium in the stock market (actually
a basket of mutual funds). So when you have a huge uptick in the
market, you’re going to love your variable annuity. However, when
the market comes down (and like a roller coaster, when it drops, it
usually drops quickly and without much notice) you are probably
going to hate it. That’s because the variable annuity has NO FLOOR.
What you made last year doesn’t mean anything. It could go down
in a heartbeat.

Annuity #3 – Fixed Index
New Floor Each Year

0
$100,000

1
$120,000

2
$120,000

3
$136,000

4
$136,000

5
$157,216

New Floor - Assumes 40% participation rate of Annual Point to Point
Stock Markert Performance
Fixed Index Annuity
© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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In 1998, during the height of my money managing days, my clients
were enjoying consistent double-digit returns as a result of the rising
stock market (who wasn’t back then, right?). At the time, I recall an
insurance company representative introducing to me a new product
he referred to as a fixed indexed annuity. In a nutshell, he explained it
as a hybrid of sorts; a combination of a fixed interest annuity (with the
guarantee of a new floor each year) and a variable (with money ‘participating’ in the stock market). With the fixed index annuity, instead
of paying you a set interest rate each year, the insurance company
offered to take those same dividends (from their portfolio of conservative bonds and mortgages) and buy options in the stock market. This
meant that if the stock market went up during a given year, you would
make a percent (called a participation rate) of the market gains. If the
market went down, you would NOT lose anything. You would always
have the “new floor” to protect you from losses.
Back in the late nineties, when these products first hit the streets,
nobody in the money management business would consider this
new product - including yours truly. Our thoughts, with the roller
coaster ride going up-up-up, why entertain some wacky notion of
“participating” in a percent of the gains when you can keep 100%?
Well, as we all know, there is only one telling truth about the stock
market: It WILL go up and it WILL go down. Problem is, nobody
knows when either will occur (believe me, if I knew when the market was going up or down, there’s a high probability I wouldn’t be
sitting here at this moment in my boxer shorts writing The Annuity
Decision Guide).
The stock market, like everything in life, runs in cycles. Don’t believe
me? Take a look at the history of the stock market to verify this fact.
14
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Unfortunately 9/11 was a telling point in my practice as it dawned
on me that while I had millions of dollars of my clients’ money
under management (and getting a nice annual fee for providing
my service), the reality was that my clients’ money had NO FLOOR.
As I watched my clients’ hopes and dreams fall like a rock, I decided
to investigate more fully this new product - the fixed index annuity. After much research I decided to stop managing money and
charging fees and become a retirement specialist who focused on
Mailbox Money®. The only product that could accomplish this was
the annuity. With a renewed passion of focusing on safety and guarantees, I have personally secured over 1500 of these contracts for
Savers. With fixed annuities in hand, my clients really do sleep better
at night knowing that they have a floor they can depend on.
By the way, whenever you’re reading something like this from
someone in the financial business, it is very important to know the
‘financial DNA’ of the author.
Me? My predominant financial personality is a Saver…not an Investor. If you’re interested in learning more about your predominant
© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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financial personality, take the free five-minute online test at
3Personalities.com. Savers like me and my Granddad love guarantees. We appreciate the concept of guaranteed Mailbox Money®
and low (or no) fees charged on their money. The fixed index annuities provide both. In fact, I love fixed index annuities so much
that I put some of my own hard-earned money into two of them.
I also have my wife’s money (Susan’s a Saver too) in a fixed index
annuity. Let’s face it, just like most of you, we don’t want to run out
of money in retirement either. As Susan once commented, “What’s
not to love about annuities?”

Annuity #4 – Immediate
Considered the oldest form of annuities, this is the one that most
resembles Granddad’s pension. In fact, I like to refer to this as a
“pension annuity” because once you start income from the immediate annuity, you can’t stop it or change your mind in terms
of how and when you make withdrawals. In other words, before
electing to take income, you are going to have to settle for a “certain” monthly amount and that’s it. And while there are many types
of ‘payouts’ to these products, i.e. five year certain, ten year certain,
life only, joint and survivor, refund, etc. you must realize that all of
your flexibility to make changes is removed. Still, there are times
when we design an income plan and insert these types of annuities within the plan. Again, another reason it is important to discuss annuity options with an experienced annuity agent/advisor.

16
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0

1

2

3

4

5

$100,000

$80,474

60,714

40,717

20,480

$0

Receives Annual Payments of $20,480 for 5 Years

Finally, before we delve into some of the biggest misconceptions
about annuities, let me cover the subject of Lifetime Income Benefit Riders or LIBR.
Following the huge investment losses of 9/11, insurance companies issuing variable annuities were the first to begin promoting
the concept of the LIBR. Realizing that the investments backing
the contract were at risk, and that the annuitants could run out
of money by virtue of the stock market, consumers needed the
option to ‘guarantee’ an income for life; however, with the variable
annuity, the insurance company couldn’t guarantee such a claim
because the money backing the contract was at risk in the stock
market. Therefore, they ‘added’ to the contract a rider that would
do just that – guarantee an income they could turn on and turn off.
By the way, don’t let this business of ‘riders’ confuse you; insurance
companies add ‘riders’ to insurance contracts all the time. Just take
a look at your homeowner’s insurance contract and look at all the
“add-ons” (riders) that are in addition to your basic coverage. With
most riders, the company requires an additional premium since
they are taking on more risk. Think about it: in the case of offering
you guaranteed income that you can stop and start at a moment’s
notice, this takes them away from their game of knowing for
certain how and when you will ask for Mailbox Money®. With an
© Protected by copyright. Used with permission through a license with WorryFree, Inc.
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additional premium paid by you, they can compensate themselves
in exchange for these additional guarantees.
Among my peers, there is a lot of misinformation floating around
about the LIBR and how the rate of return on these riders will be
played out for you. Unfortunately, many consumers are led to
believe that the high interest rates paid on the LIBR (the guaranteed rate on them can range from 4% to 8%) reflects the amount
of money the annuitant can one day draw out in a lump-sum.
Nothing could be further from the truth. However, this important
fact appears to be glossed over by some of the apparently more
unethical advisors selling annuities with LIBR. To illustrate how the
LIBR actually can ‘guarantee’ such a high rate of interest, one needs
to understand exactly ‘what’ the LIBR is and how the annuity contract spells out specific payout provisions of it. To help illustrate,
I created a one-pager to help distinguish the LIBR (the income
value) from the actual value (the contract value) of the annuity.

18
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The Ultimate Form of Mailbox Money®
Hybrid + Turbo-Charger = Peak Performance
Original Premium: $100,000
10% Bonus: $10,000
Income Rider: 6.5%
Income Rider Fee: .60%
AFTER YEAR

SURRENDER VALUE
“GUARANTEED
WORSE CASE”

CONTRACT VALUE
“ASSURED
RETURN” 3%

INCOME ACCOUNT
VALUE “GUARANTEED BEST CASE”
6.5%

GUARANTEED
ANNUAL INCOME
FOR LIFE
(MAILBOX MONEY®)

1
5
10
15
20

$89,319
$94,800
$102,127
$110,020
$118,523

$113,300
$127,520
$147,831
$171,376
$198,672

$117,150
$150,710
$206,485
$282,903
$387,601

$5,272
$7,535
$11,356
$16,974
$25,194

If you cancel
the contract...
Upon death or 10%
penalty-free withdrawal...
If income is elected...

Please note – the above figures are based on previously issued annuity with a company represented by Tony Walker. Figures above may not be
available depending on availability and type of annuity contract issued. Above example is for educational purposes only. Assumes income starts
on anniversary date and no withdrawals are made prior to starting income. Guaranteed income may begin after 1st contract year. Payout amounts
will be determined by income account value and age at election. Note that when income begins, 7.0% stops and different payout percentages will
be used to compute your guaranteed income amount. (See contract for details).

The key point: the LIBR is not actually a real value you can withdraw in a lump-sum. The LIBR is simply the value the insurance
company will use (it is a guaranteed number) to “calculate” your
Mailbox Money®. I know this gets complicated, but you have to
know this. It is so important that my recommendation is to get a
second opinion on anything said about these riders that “sounds
too good to be true.”
A “too good to be true statement” from an advisor might go something like this: “this annuity will guarantee a minimum of 4% (or
5%, 6%, 7%, whatever seems very high in comparison to current
rates),” or “this annuity has a rate of return of 6% on your money.”
© Protected by copyright. Used with permission through a license with WorryFree, Inc.

19

Again, as we discussed earlier, if, at the date of this publication, the
highest rate paid on a fixed interest annuity is 3%, you must question anything that someone says you can earn above that. Right?
Rule of thumb: if an insurance company is paying 3% on a fixed interest
annuity, and that same company is paying 4% - guaranteed – on their LIBR,
just know that the account credited with the 4% cannot be withdrawn
lump sum.
In summary, making a decision to add the LIBR to an annuity contract is
huge. When considering adding a LIBR to an annuity contract, here’s the
top ten questions you should ask the advisor before purchasing the LIBR:
1. What is the annual fee for the LIBR?
2. How is the fee calculated each year?
3. From what pot of money is the fee calculated from – the “contract” side or the “income” side? Be sure to ask for a ledger to
see the effects of fees on the contract side.
4. Can the fee go up each year and if so, is the fee capped?
5. Assuming I take a withdrawal (not elect income) from the contract side, what happens to the income account value? Does it
still make any interest?
6. Assuming I start my Mailbox Money® from the Income account, what
happens to the contract side? Ask to see a ledger to understand how
Mailbox Money® affects what will be left to your heirs upon death.
7. Can I stop and start income once it begins? Is the income classified as annuitization once income begins?
20
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8. What if the contract side earns more than the yield guaranteed on
the income side; will the income side be increased or “stepped-up”?
If I step up the income side, are there any disadvantages to doing so?
9. What are the payout percentage rates, and how much do
they increase each year during the time I wait to take
Mailbox Money®?
10. Following issue of the annuity contract, when can I begin
Mailbox Money®?
By the way, whenever you hear pundits bash HIGH annuity fees, they
are referring to variable annuities. As a Saver, I’m very sensitive to high
fees as well. This is why I love fixed annuities. The good news is THERE
ARE SELDOM ANY FEES with fixed annuities (unless you add the LIBR
which is still much less than fees associated with variable annuities).
You might be saying at this point, “Tony, are fees really that big of
a deal? I mean, fixed vs. variable… does it really matter which one
charges more in fees?” You bet it matters!
Take a look at the comparison of a fixed index annuity with no fees and
a variable annuity with an annual fee of 3.5%. We’ll assume both averEffect of Variable Annuity Fees on Account Value
(Assumes Original Premium of $100,000, 5% annual return over 20 years and 3.5% fees)
END OF YEAR

FIXED ANNUITY
(NO FEES)

VARIABLE ANNUITY
(ANNUAL 3.5% FEES)

VARIABLE ANNUITY
(NET OF FEES)

CUMULATIVE ACCT
DIFFERENCE

1
5
10
15
20

$105,000
$127,628
$162,889
$207,893
$265,330

($3,675)
(3,874)
($4,137)
($4,419)
($4,719)

$101,325
$106,803
$114,069
$121,829
$130,116

($3,675)
($20,825)
($48,821)
($86,064)
($135,213)
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age 5% per year for 20 years. As you can see, the 3.5% fee charged by
the variable annuity creates a huge drag – headwind – on the money
taking more than $ from the account. Not good.
Now that we’ve covered in more detail the mechanics of annuities,
let’s take a look at an overview of what I like to refer to as the 10
biggest misconceptions about annuities.

Misconception #1:
Fixed annuities come with huge surrender penalties.
Let’s back up a minute: ALL financial institutions must make a
profit: if they don’t, they’ll go belly-up. The only way any financial
institution – bank, brokerage firm, credit union, insurance company or others – makes money is on “other people’s money”, O.P.M.
They make their money in a variety of ways: commissions, fees, on
a spread, loaning it to other institutions, ad nauseam. Handling the
money of others is how they make money and stay in business. Regardless of the product or the institution, a profit is built in; a fee is
charged when sold or is recurring annually. You and I would do the
same thing if we were in their shoes. It is so common, we’ve even
given it a name: Capitalism.
So how should we define a surrender penalty? Why do some
annuities carry such high penalties for early withdraw? Why do
some annuities surrender penalty terms that may run as long
as 16 years? Basically, the surrender penalty is to protect the
insurance company to give back more than originally planned.
With O.P.M – the insurance company is pricing the product
22
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based on their future returns and the assumption that they can
hold on to your money as long as possible. In other words, you
aren’t going to come calling for it in the near future. Banks do
the same thing with C.D.’s – the longer you’re willing to leave it
with them, the higher the yield on the C.D. the bank is willing
to pay.
Strangely enough, the surrender penalties imposed within the annuity
contract are also there to protect the annuitant and every other person
that owns an annuity with the insurance company. Picture the run on
banks in the late 20’s during the depression; the reason the banks failed
is because there wasn’t enough money to give to all the thousands of
people demanding a return of their money locked (supposedly) inside
the Bank’s vault. The banks had not built into the equation of profits,
the thought (realization in the late 20’s) that everyone would want their
money at the same time without penalty. Personally, as an annuity
owner myself, I like the fact that other annuity owners have an incentive to keep the money with the insurance company. I don’t like the
thought of thousands making a run on the insurance company. In my
opinion, surrender penalties protect against that happening.
As of the date of this publication, insurance companies are paying
anywhere from 2 to 3% on a fixed interest annuity. Just like a C.D.,
the longer the surrender penalty period you select, the higher the
yield. Again, this is just good business and good economics.
So, let’s think about this a minute; if you were the insurance
company, and “promised in writing” to pay someone a higher than
normal interest rate, you’d have to find long-term bonds to cover
that obligation, right? So, if you did this, wouldn’t you want some
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protection in case the bondholder decided he/she wanted all of
his/her money back? This is why the insurance company charges a
fee (surrender penalty) if the bond (annuity) is redeemed ahead of
schedule. That just makes good business sense!
Don’t get me wrong, I do take surrender penalties seriously
and do my best to be sure the product we select fits the client’s needs. I think we do a good job of this considering that
out of the more than 1500 fixed annuities on the books, less
than a dozen annuity holders in our office have incurred surrender penalties. How do we do it? 1) I personally take a great deal of
time explaining surrender charges until I’m convinced the prospective client understands them; 2) I always try to build a game plan
that allows my client to avoid surrender penalties by planning
ahead for their cash needs – emergency as well as just plain old
contingency needs. You don’t want to put all of your money into
annuities – there must be some monies in ‘liquid’ type accounts
that one can access without penalty. Unfortunately, this process of
laying out a retirement game plan takes time, patience and expertise that financial advisors gain through study and experience.

Misconception #2:
All annuities charge high fees.
I realize we have covered this, but it doesn’t hurt to take another
dive into this aspect of fees. Virtually all of the articles dealing with
annuities refer to the “high fees” charged by the insurance company that administer them. Nothing could be further from the truth!
24
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Of course, if you are talking about variable annuities (as explained above,
these are not fixed annuities) they do sometimes come with very high fees.
The reason a variable annuity charges high fees is because multiple parties are involved in their manufacture and distribution.
The underlying assets (called sub-accounts) are generally mutual
funds. Mutual funds incur annual expenses charged by a money
manager. Their fee, along with the involvement of an insurance
company, adds up to several parties with their hands in your till.
The assets backing variable annuities are usually not invested in
high-grade corporate bonds or government bonds (like a fixed
annuity) but rather, directly invested into the stock market. Of
course, constantly buying and selling stocks, pestering investors
with an endless stream of paper from proxies to prospectuses, and
charging for extras (like guaranteed death benefits and highest anniversary values) means more fees and charges. Again, this report
is not talking about variable annuities, but I wanted to make it
clear that variable annuities and fixed annuities are quite different
from one another.

Misconception #3:
Annuities are difficult to understand.
Amen! I agree! But what contract isn’t difficult to understand?
I am often amused at the various articles regarding annuities (obviously written by people who have little understanding of annuities)
as they go on-and-on about the complexities of them. Here’s what
I’d like to ask these writers, financial advisors and pundits: if you don’t
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understand annuity contracts and admit they are complex, why
are you writing about them? Why not enlighten us with topics
you understand?
The Bible is a very complex work too, but I don’t hear the minister
preaching to avoid reading it as it is too complex. As well, while I must
confess that the inner workings of the internet seem complex to me,
that sure doesn’t stop me from using it. Moral to the story: just because
something appears complex, doesn’t mean it’s not good for you!

Misconception #4:
The money I put in an annuity is all tied up.
Again, with the proper type of annuity and retirement game plan,
nothing could be further from the truth.
The majority of annuities provide the following liquidity options
for gaining access to your money:
1. Beginning after the first month of the contract, you can request
the insurance company send you the interest earned.
2. After the first full contract year, you can request 10% -- without
penalty – of the entire contract value, each and every year. In
some annuities if you skip taking the 10% one year, you can
take 20% the following year.
3. If you are diagnosed with a terminal illness or have to go into a
nursing home, most will allow you to take out more than 10%
penalty free each year.
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4. Upon your death, the full value of the annuity will be paid to
anyone you choose, with no penalty whatsoever.
5. At the end of the surrender term (usually five to 16 years) you
can cash out the entire annuity value and do something else
with it at no penalty whatsoever.
6. You can elect to receive a monthly income for the rest of your
life or for a specified number of years by annuitizing, but once
started it generally cannot be cashed out for a lump-sum.
7. If your annuity contract has a “guaranteed lifetime income
rider”, you can start the monthly income feature when you
choose and even change your mind later and take the remaining annuity value in a lump-sum cash payment. This feature allows you to convert your retirement nest egg to a guaranteed
lifetime income that you cannot outlive. How neat is that?
8. Finally, you can “cash out” your annuity at any time but unless
the surrender period is over, you’ll probably have to pay a penalty. But, you’ll know exactly how much the penalty is, because
it is stipulated in the contract. This sure beats not knowing how
much you’ll get as is the case if you’re playing the market. With
a fixed annuity, the worst case is account value less a surrender
charge. And, the interest you’ve already earned could be greater than the early surrender penalty. I like knowing “how much”
with certainty rather than the “uncertainty” of how much!

© Protected by copyright. Used with permission through a license with WorryFree, Inc.

27

Misconception #5:
Nothing is left for my family when I die.
Again, assuming you haven’t drawn out all of the money for your
enjoyment, with most annuities this is NOT the case. The only time
that an annuity will not pass to the beneficiaries you select upon
death is: 1) you spend it all during your lifetime; 2) you convert it to
a lifetime monthly income (annuitize it) without specifying a minimum number of years. Converting an annuity to an income is called
“annuitization”; 3) you elect to take income from the income account
(LIBR) and live longer than the contract value can support, meaning
you’ll still get a guaranteed lifetime income until you die, but there
may not be anything left depending on how long you live.
So with an annuity, unless you collect Mailbox Money® for many
years, there is a good chance something will be left to your family at death. Again, please be sure to have the advisor walk you
through various “what happens at death” scenarios.

Misconception #6:
The different types of annuities are confusing.
Again, if you know nothing about annuities or you’re listening to
someone who is willing to tell you more than they know about
annuities, this is true. As we’ve discussed, while there are a ton of
different variations, there are really only four themes. Please see
the above section dealing with the four types of annuities. The
key: make sure you know ‘why’ you are purchasing the annuity. Is
it for the short-term or long-term? Do you have a strong desire for
28
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principal protection, lifetime income, and access to money, leaving
a death benefit to heirs? All of these questions and more must be
addressed by an experienced advisor before selecting an annuity.

Misconception #7:
Annuities are not good for older folks.
Quite the contrary! In fact, I think the older someone is, the more an
annuity makes sense.
Face it, as people grow older, most of them want to protect their
money, not put it at risk. Fixed annuities are excellent for older folks.
What types are best? Assuming the person is more concerned with
the return OF their money than ON it, I suggest only fixed interest,
fixed indexed or immediate annuities.
People who are at or near retirement should think carefully before
investing in variable annuities, due to the risks and fees they’ll have to
consider. If you are okay taking risks and you are shooting for high returns, a variable annuity or another market investment could be a good
option for you. I’ve seen Variable Annuity fees upwards of 4½% per year!

Misconception #8:
Annuities are not safe.
Now if you are talking about comparing them to FDIC insured bank
products, annuities are not FDIC insured and are not backed by
the federal government. They are backed by the same insurance
companies that protect your house, car, life, health and virtually
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everything else of value. A review of the factual history of fixed
annuities shows that they are very safe. I have worked with insurance companies for 20 years. During that time, I have never had
a problem with any annuity contract. In fact, during Granddad’s
Day of the Great Depression, there is no history or record of any
insurance companies failing to pay claims on their contracts. Pretty
good track record, wouldn’t you say?
Still, it would be good for you to check with your State Department
of Insurance (the government agency that regulates insurance
companies) to confirm something called the State Guarantee Association Fund. Your state’s guaranty fund was established to protect
citizens holding annuities and other insurance policies. Of course,
just like FDIC dollar limits, these funds do have limits that vary by
state. Rather than going into detail here, I would simply suggest
that you contact your State Department of Insurance to clarify how
this insurance program works in your state.

Misconception #9:
Annuities pay huge commissions to agents.
As stated earlier, I have worked on both sides of the compensation aisle: the fee for service side and the commission side. Here’s
the bottom line: there is no way to avoid paying someone to
help them with their money and make good decisions for their
circumstances. Banks don’t earn a fee or commission, but we still
pay them indirectly for the privilege of keeping our money on
deposit; especially today, with interest rates basically nonexistent.
The bank, like the insurance company, prices their products and
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services to make a profit. You give them your money and get 1%.
Their job is to then loan it out at a higher rate (spread). Certainly,
we don’t call that transaction a fee or commission, but it does create for the bank a profit…same thing!
With annuities, the insurance company issuing the annuity pays
a “one-time” commission up front. In most cases, the commission
paid to the agent selling the annuity does not come out of the
consumer’s pocket, but rather is built into the manufacturing of
it… the same way banks build in their spread when comparing
C.D. rates. This means, from day one, 100% of your money with the
insurance company is working for you. After the initial commission
is paid to the advisor, they receive no further compensation or fees
subtracted from your account. However, some variable annuities
do pay the agent a renewal commission, so look before you leap.
Assuming you plan on keeping the annuity, commissions are a
good thing for consumers as they are now out of the annual fee
game played by Wall Street.
So why does Wall Street choose to work under the fee model?
Here’s why: If a money manager, who works strictly on a fee basis
of 1% per year, handles $100,000,000 (that’s one hundred million)
of O.P.M. the advisor is guaranteed to make a percent on. Assuming the advisor’s fee for assets under management is 1% per year,
the advisor is guaranteed to make $1 million in income (off your
money) each and every year. Now you know why they sometimes
get defensive when you call them to move your money to another
institution – it definitely takes a bite out of their wallet. Nevertheless, a downturn in the market has no effect on the advisor as they
still continue to collect their fee of 1%. Good for them, but maybe
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not so good for you. In other words, Wall Street is guaranteed to
make money on your money every year, whether you do or not. No
wonder they love fees and hate one-time commissions!
Here’s my take on the whole commission vs. fee thing: whether
it’s a commission or a fee, the key is to find an advisor who can
help you set up a game plan that is suited to you, not them. If you
are happy with your advisor, have an understanding of what you
have and how you’re going to use and enjoy your money and feel
as though he or she is working in your best interest, does it really
matter how they get paid?

Misconception #10:
Annuities are good replacements for life insurance.
Just because annuities and life insurance are both contracts issued
by insurance companies doesn’t mean they are created equal. While
the primary purpose of an annuity is income, life insurance is meant
to provide “tax-free, cold-hard cash” upon death, annuities will not. In
fact, the ideal scenario is to have a retirement game plan that includes
both annuities AND life insurance. Let me explain…
Let’s say you’re getting ready to retire with a 401(k) of $300,000. You
wish to “rollover” your money into a self-directed IRA/fixed annuity.
Assuming the agent representing the fixed annuity properly handles
the paperwork, the entire $300,000 can be rolled over – without any
taxes paid at the time – into the annuity. That’s why they call it a
“tax-free” rollover. Problem is, whenever this person takes money out
of the IRA/annuity, Uncle Sam is going to have his hand out for
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his fair share. All those taxes buried in the IRA have to be paid at
some point!
When you think about it, the current money in your IRA/annuity
is not “all” yours; because a percentage (based on your tax rate)
belongs to the taxman. Your IRA/annuity has a tax lien attached to it.
And as you begin to plan accordingly, you realize that you only have
one of two choices: 1) take less income now and continue to defer
the taxes as long as you can, or 2) take more income and pay Uncle
Sam his share now rather than putting off the pain!
You cannot postpone taxes forever, because the tax laws dictate
that you’ve got to start taking money from your IRA/annuity no later
than age 70½ - whether you need it or not. There are a couple ways
to maneuver that “may” lessen the tax bite, but that’s another discussion altogether.
You’re “darned if you do, darned if you don’t!” It seems the lawyers who wrote the tax laws took special care to make sure they
blocked all the tax-free exits. And, given the current outsized
federal deficit resulting from wars, stimulus checks, entitlement
programs, pork barrel political spending and more, taxes are not
about to go down in the foreseeable future.
But what if you had both the $300,000 IRA/annuity and a life insurance policy that pays your beneficiaries $300,000 at your death?
Better yet, what if the $300,000 death benefit was paid lump-sum and
was not subject to taxes? Would that be good planning? If so… why?
The $300,000 tax-free death benefit that WILL be paid to your
family, favorite charity or other beneficiary (remember, it’s not IF
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you die, but WHEN) gives you permission to spend and enjoy all of
your retirement money instead of worrying about leaving it to the
government (which is who’ll have their hands out if you don’t).
The moral of the story: while annuities may provide a cash balance to your heirs upon your death, or even have what is termed
a “death benefit”, the money is not passed tax-free. This is not the
same as individually owned life insurance that pays your beneficiaries tax-free money at your death.
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n conclusion, I trust The Annuity Decision Guide has been of
help to you. My advice: before ever purchasing an annuity,

confirm that the advisor selling the annuity specializes in annuities; preferably someone who has worked with these products for a
number of years. If what you’re hearing about annuities “sounds
too good to be true”, it probably is. Not sure – get a second opinion. This is your retirement money, you don’t want to invest in an
annuity unless you clearly have a handle on how it will work for
you. Finally, if you run into an advisor who hates annuities, just
smile and hand them a copy of this report. Remember, a lot of
brokers and money managers are biased – they don’t like what
they don’t sell. So regardless of what you hear about annuities,
know this to be true: annuities are the only investment that can
guarantee an income you can never outlive – or as my Granddad
use to say, Mailbox Money® for life.

LIKE WHAT YOU’RE LEARNING?
Check out these books by Tony Walker:
The WorryFree Retirement® - An Exciting
New Way of Thinking
The 3 Personalities of Money® in Retirement
(Don’t) Follow the Herd®: The 7 Costly Mistakes People
Make with Their Money and How to Avoid Them
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