How Does an Annuity Work?
An annuity is best described as a monetary exchange between an investor (potentially you) and an insurer (most likely an insurance company) which ensures an immediate or deferred income stream for either a period certain of your life or for the remainder of your life.  The insurer uses your original investment into the annuity by investing in reliable, interest-earning financial instruments to not only make ongoing profit for their company but to actuarially guarantee your dollars will grow and support your retirement income needs later in life.
There are various products and types of annuities available in the financial marketplace that can serve your specific requirements and needs, depending of the rate of growth you seek and the level of risk
When you enter into a contract to purchase an annuity, you will generally go through three key phases during the life of your annuity… accumulation, annuitization and payout.
Accumulation – This period represents how long you will make payments into the annuity to a pre-determined amount before you begin to receive regular payments from the contract.  Investors either pay and purchase the entire amount of the annuity upfront or choose a fixed premium option that enables lesser payments until the annuity is fully funded and ready for annuitization.  During the accumulation period, insurers are investing your money into low-risk financial instruments such as bonds to seek steady growth for your annuity over time.
Annuitization -  This is a designated time and date when the insurer is required to begin making payments back to you, the investor.
Payout – This is the phase when payments from your annuity’s proceeds begin.  How much and how long you will receive payments are determined in your initial contract.  You can receive payout for a certain period of time or for the rest of your life.  The amount of payout is determined by how much is initially invested and the period of time designated.  There are different forms of payout which are determined by you based on your specific needs and wishes.
Once you enter into the annuitization and payout phases, your annuity will continue to grow, depending on the type of annuity you have purchased.  You will continue to earn interest or make potential gains through the market which will add to your original investment in the annuity.
What Kind of Annuity Products Are There?
There are two general classes of annuity products – immediate and deferred.
Immediate Annuities  -  This annuity class begins payment to you immediately once your annuity contract is in force..   The lump sum premium you have made, in essence, is annuitized and begins its designated stream of income payments to you,  You are basically seeking income immediately to add to your retiement income portfolio
Deferred Annuities -   Accumulation is the ultimate goal with deferred annuities.  Through your contract with the insurer, you designate a set period of time, say 10 or 20 years, in which you make regular payments to fund the annuity and grow with interest until it is ready to be annuitized and transitioned into a regular stream of income for you.  You are basically seeking growth on your investment until the time you believe retirement income dollars are needed.
Both immediate and deferred annuities offer income product types that are described as either Fixed, Indexed or Variable, which offers various opportunities for growth depending on your level of risk tolerance.
What Types of Annuities Are Available to Investors?
Fixed Annuity -  This product type ensures a guaranteed minimum interest rate of return by the insurer. A fixed annuity generally offers low volatility, low risk and low reward.
Indexed Annuity –  An indexed annuity offers a guaranteed minimum interest rate of return plus potential growth that is pinned to a specific index measuring the performance of the stock market such as the Standard and Poor’s (S&P) 500.  In other words, your annuity grows beyond the minimum guaranteed interest rate of return, depending on the fluctuations of the market.  If the S&P 500 is up 5% for the year, your annuity will perform similarly.  If the S&P 500 holds steady and has a little growth for the year, your annuity will perform similarly. A great benefit of an indexed annuity is that investors do not lose principal of their original annuity investment even if the stock market underperforms and loses money during a particular year.  The insurer guarantees the minimum guaranteed rate of return minus the performance of the index. An indexed annuity generally provides moderate risk and moderate reward.
Variable Annuity – The variable annuity would be best classified as a product which has the highest risk but also the highest opportunity for reward when the stock market is performing at its best.  There is no minimum guaranteed interest rate of return but the upside potential of a variable annuity comes from the direct choices you make in the stock, bond , mutual funds and related options offered by the  insurer.  Your annuity will be credited directly with any gains or losses of your investment choices. The principal of your original investment is not guaranteed.
Based on the risk and the investment opportunities afforded by these annuity product types, you should be aware that fixed and indexed annuities are considered insurance products and variable annuities are considered securities products.  As such, they are regulated by different state and federal entities, such as state insurance commissions, the Securities and Exchange Commission (SEC) or the Financial Regulatory Industry Association (FINRA) which all collectively oversee the product development and sales processes for annuity, insurance and securities products in the United States.
Where Do I Find Annuity Products to Consider?
Annuity products can be found and purchased through a variety of financial institutions and/or professionals such as insurance companies, banks, credit unions, mutual fund companies, and financial advisory firms.  These organizations have individuals who are licensed and regulated by state and federal authorities to sell insurance and securities products. 
When purchasing an annuity product, be sure the firm and/or professional provides documentation that they are indeed licensed by proper authorities including your state’s insurance commission, the Securities and Exchange Commission (SEC) and the Financial Industry Regulatory Authority (FINRA).  Each of the entities’s web sites can verify whether the firm and/or professional are currently licensed.  It’s also a good idea to request additional background information of your firm and/or professional, through what is called a Form ADV required by the SEC for disclosure of the firm’s history, its leadership and its compensation methods.  Representation in professional organizations such as the National Associatiion of Insurance and Financial Professionals (NAIFA) and the Financial Planning Association (FPA) is also a good indicator of commitment to professional and ongoing continuing education on financial products and issues of the day.
By law, your firm and/or professional is required to provide you with baseline information about the annuity being purchased, including a prospectus, or detailed overview, of how the annuity is designed and expected to work, a disclosure form on the annuity’s particular fees and charges and how the firm and/or professional will be paid in exchange for the sale, a buyer’s guide to assist you with questions and issues to consider before purchasing an annuity, and, finally, a document which describes the suitability of the annuity product to your particular financial situation and needs.  Of course, the sale of the annuity will be documented by an application form and contract to make explicit the responsibilities of the insurer, investor and sales professional involved.
How Do I Buy an Annuity?
Once you have reviewed the array of annuity possibilities available and determined the right type for you, you will enter into a contract with your selected firm and/or professional.  You will indicate your preference for either an immediate or deferred annuity and, associated with your current level of risk tolerance, whether it will be Fixed, Indexed or Variable.  You will determine how much you will originally invest in the annuity and for how long.  Depending on these decisions, a premium for payment will be determined, which will include charges and fees for riders you have requested to ensure lifetime income payment or a different accumulation approach.  
Generally, annuities are funded by premiums that can be paid in a variety of ways.
Single Premium – A one-time payment which fully funds the annuity outright.
Fixed Premium -  This approach offers a systematic way to fund the annuity regularly over a designated period of time until the annuity is completely funded.
Flexible Premium – You are able to make payments when and how much you choose to pay, as long as the minimum regular premium is met. 
When and How Do I Receive Payments from an Annuity?
If you purchased an immediate annuity product, you forgo accumulation and your income stream begins immediately upon the start of your contract.  You are seeking immediate income for your financial and retirement needs. If you purchased a deferred annuity product, this means you are making payments now for a designated period of time to accumulate funds until annuitization and payout of your annuity begin.  You are also seeking additional growth of your annuity through interest or market gains until you need it.
Payouts from annuities can be done in a variety of ways and a very important consideration to make as it concerns your spouse and/or beneficiaries.  Most common payout options are:
Straight Life – The annuitant receives a regular and consistent stream of income for life, regardless if the annuity’s original principal has been exceeded.  Straight life offers a high risk/high reward scenario.  If the annuitant lives beyond the annuity’s original value, there is high reward.  If the annuitant dies before the annuity’s value is depleted, there is no beneficiary option.  The remaining proceeds are returned to the insurer. 
Period Certain – Systematic payments are designated for a certain period of time until the proceeds of an annuity are exhausted.
Fixed Amount -  Similar to period certain, the annuitant (primary owner) receives a fixed payment until the proceeds of the annuity are exhausted.  If death occurs before the annuity proceeds run out, the designated beneficiary receives the remainder.
Life Income with Period Certain – The annuitant seeks income payments for life.  In case of death, a period certain is also designated for which payments will be made to the beneficiary until the period is completed. 
Joint Life – There are two designated annuitants who receive income streams for life.  When one annuitant dies, the income stream ends and the annuity’s remaining value stays with the insurer.
Joint Survivor Life -  Regular payouts continue until the death of the second annuitant, regardless of whether the original value of the annuity has been exhausted.
Joint Survivor Life With Period Certain – The annuitants receive income for life, regardless of the annuity’s original value. A period certain is also designated for beneficiary purpose in the case that both annuitants die within the period certain.  The beneficiary will receive the remaining value of the annuity existing within the designated period certain.
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