QA Steven Podnos MD CFP 3-2011
Q:  I have heard that annuities are sometimes bad investments, but I am worried about running out of money in retirement.  What do you suggest?

A:  In a recent column, Dan Moisand reviewed the somewhat mediocre "investment" results of immediate annuities.  The six to seven percent payouts look attractive until you realize that you are mostly receiving your own money back over many years with a small amount of interest.  Yet, immediate annuities are indeed one way of improving your chances of not running out of money.  Moisand also noted that with a typical life annuity, the income stream and principal disappears  at your death, even if early.  I'd add that immediate annuities are "sold" as investments with high yield, but in fact they are insurance products with a low yield.  

In any type of planning for a long life, you must understand that you may either have some element of control of your money, some element of investment return and some element of guaranteed time in which your income stream will last.  Each of these are variables with different values and different costs, and there is no free lunch (ever).  If a product looks to solve all your problems with a good "return," look again.
Additional methods exist to ensure an income stream for life.  There are Delayed Annuities with Guaranteed Living Benefits that offer a withdrawal rate of 5-6% on a certain multiple of your initial deposit (if left alone to grow for many years).  These products are very complicated and best considered in light of fees and lack of options.
Some insurance companies are starting to offer longevity insurance, in which you deposit money now and receive an income stream only if you live to a certain age (say age 85).  This is really just another form of an annuity, but does allow planning for income streams in case you live longer than expected.  Just remember you will have to pay now for the benefit later.
The most palatable way for most of us to have retirement security involves having enough money (and sources of retirement income) to have control and flexibility.  After social security and other pensions are considered, using a pool of retirement savings at a withdrawal rate of 4-5% will allow most of us decades of retirement income, control of our money, and usually something left over for our heirs.  If you are "short" on the amount of money needed to accomplish this, then you should review your options to add one or more of the other insurance products that protect against running out of money later on with an advisor that is a Fiduciary for your interests.

