
Decoding annuities



Annuities have two phases

For educational purposes only. Fidelity does not provide legal or tax advice. Consult an attorney or tax professional regarding your specific situation.
+ Per the exclusion ratio, the part of the payment that is considered return of principle is not subject to taxation.

A general overview of how annuities work. 

Withdrawals taxed 
as ordinary 
income+

If you take an early 
withdrawal (before age 
59 ½) you may be 
subject to a 10% IRS 
penalty, as well as 
additional taxes and fees

You fund the annuity by:

Paying a lump sum    OR

Accumulation phase Payout phase

Making periodic payments 
You begin receiving income:

Immediately       OR After a deferral period

Tax treatment:
Generally, potential earnings grow tax-deferred.



There are different types of annuities for different goals

For educational purposes only. This is not an exhaustive list. Guarantees apply to certain insurance and annuity products and are subject to product terms, 
exclusions and limitations and the insurer's claims paying ability and financial strength. Investing in a variable annuity involves risk of loss - investment 
returns and contract value are not guaranteed and will fluctuate.

 

Learn more.

Income annuities Tax-deferred annuities

• Can provide the benefit of growth potential 
to ramp up retirement savings

• Gives you the option to create lifetime 
income in the future

• Can turn your investment into guaranteed 
income—either for life or a set number of 
years

• Typically, you get a fixed payment no matter 
what the market does

Annuities can be either fixed or variable:
Fixed: Works like a bond or CD to 
give you a guaranteed fixed rate of 
return for a set period of time

Variable: Offers market 
exposure for growth potential, 
but comes with market risk

https://www.fidelity.com/learning-center/wealth-management-insights/5-keys-to-retirement-income?ccsource=EventSlides_070925


WHAT ARE THEY?
• Your non-negotiables (housing, food, utilities, 

health care, taxes, and more)

WHAT INCOME SOURCES?
• Guaranteed sources of income may include:

o Social Security
o Pensions
o Income annuities

Essential expenses

Tips for a successful retirement income plan

1. Income replacement target is based on Consumer Expenditure Survey (BLS), Statistics of Income Tax Stats, IRS tax brackets, and 
Social Security Benefit Calculators. For educational purposes only. 

WHAT ARE THEY?
• Your ”fun” stuff (bucket list items, vacations, 

anything you could live without, etc.)

WHAT INCOME SOURCES?
• Additional savings 

o 401(k) or similar plan
o IRA
o Brokerage or investment account
o Cash

Discretionary expenses

Depending on how much you currently make, you may expect to spend 55%–80% of your preretirement 
income annually in retirement.1 Note, spending habits tend to change due to age and priorities.



For educational purposes only. * Pension benefits are guaranteed by the plan sponsor unless the sponsor transfers the liability to a third-party insurance company. Unlike 
pensions, annuities must be purchased and have associated costs and expenses. 

What is guaranteed lifetime income?
Including it in your retirement income plan can help ensure you don’t outlive your savings.

Learn more about how income annuities work.

Social security Pension* Income annuity

You pay taxes throughout your 
working life.

Your salary and future pension 
are part of your total 

compensation.

You use your savings to buy a 
contract with an insurance 

company.

The government pays you. Your employer pays you. The insurance company pays you.

https://www.fidelity.com/learning-center/personal-finance/how-income-annuities-work?ccsource=EventSlides_070925


For educational purposes only. Source: Fidelity Insurance Agency, Inc. The check marks represent which product categories generally align with a desired objective. However, 
they do not precisely represent the features and benefits of specific products. Annuity features and benefits are subject to product terms, exclusions, and limitations. 
1 Deferred/Immediate Income Annuity contracts are irrevocable, have no cash surrender value and no withdrawals are permitted prior to the income start date.

*Note, the account value is not protected against losses that could be realized prior to the completion of the holding period.

It depends on which type you choose.

What do annuities offer?

Investment-only variable annuity ✔ ✔ ✔

Tax-deferred variable annuity 
with guaranteed minimum 
accumulation benefit

✔ ✔ ✔* ✔

Deferred fixed annuity ✔ ✔ ✔*

Tax-deferred variable annuity 
with guaranteed lifetime 
withdrawal benefit

✔ ✔ ✔ ✔

Deferred fixed annuity with 
guaranteed lifetime withdrawal 
benefit

✔ ✔ ✔ ✔

Deferred income annuity1 ✔

Immediate fixed income 
annuity1 ✔

Tax deferral Market 
participation

Guaranteed 
rate of 
return

Principal 
protection

Access to 
assets

Guaranteed 
income

Save more for 
retirement 

tax-deferred

Protect assets, 
provide growth 

potential

Secure 
guaranteed 

income for life 
in retirement

https://www.fidelity.com/annuities/overview?ccsource=EventSlides_070925


Join the 
community
Fidelity.com/WTM
Access upcoming events, how-to 
guides, smart money tips, and
more resources. 

Get 1:1 
complimentary 
planning help

800-343-3548
Upcoming Events

REGISTER NOW



For more tools and calculators, articles and videos, click here.  

Additional resources to help take your next step:
Understanding annuities
Read up on the ways annuities can help benefit retirement savers and 
income seekers.

How income annuities work
Find out how one can help you secure predictable income.

Ways to create future retirement income
Learn strategies to help lock in income years before you retire.

Try this tool: Guaranteed income estimator
Use this tool to get an estimate of your potential monthly income with 
a fixed-income annuity .

5 Common annuity myths and misconceptions
We debunk the annuity myths we hear the most.

Market volatility and annuities
Learn more about ways to seek security amidst market ups and downs.

Get started with an annuity 
Head to Fidelity.com to learn more about annuities and 
explore tools to help you better understand your options.

Start planning today
Work with us to help create a plan for your finances in 
retirement—and how to get there.

3 keys to retirement income planning
Learn how to build a plan with guaranteed income, growth 
potential, and flexibility in mind.

WTM: Retirement readiness 
Watch a recent WTM event where we share a woman’s guide 
to planning, securing, and making the most out of retirement.

How much do you need to retire?
Check out Fidelity’s milestone guidelines to help you know 
how much to aim to have saved for retirement.

https://www.fidelity.com/learning-center/women-talk-money?ccsource=EventSlides_051425
https://www.fidelity.com/learning-center/personal-finance/retirement/what-is-an-annuity?ccsource=EventSlides_070925
https://www.fidelity.com/learning-center/personal-finance/how-income-annuities-work?ccsource=EventSlides_070925
https://www.fidelity.com/viewpoints/retirement/deferred-income-annuities?ccsource=EventSlides_070925
https://digital.fidelity.com/prgw/digital/gie?ccsource=EventSlides_070925
https://www.fidelity.com/viewpoints/retirement/facts-about-annuities?ccsource=EventSlides_070925
https://www.fidelity.com/learning-center/wealth-management-insights/market-volatility-and-annuities?ccsource=EventSlides_070925
https://www.fidelity.com/annuities/overview?ccsource=EventSlides_070925
https://www.fidelity.com/what-we-offer/planning?ccsource=EventSlides_070925
https://www.fidelity.com/viewpoints/retirement/3-retirement-building-blocks?ccsource=Event_10.23
https://www.youtube.com/watch?v=6S3HxOF0huE&list=PLGKKmEmJDSiJSoEBY-H7H7uh_RFqxwvv7&index=11
https://www.fidelity.com/viewpoints/retirement/how-much-do-i-need-to-retire?ccsource=Event_10.23


Notes:
1 Source for Fidelity estimate of income needed in retirement: https://www.fidelity.com/viewpoints/retirement/how-much-money-should-I-save
2 Financial strength ratings are opinions from independent rating agencies of an insurer's financial strength and ability to pay its insurance policies and contract obligations. They 
are not recommendations to purchase, hold or terminate any insurance policy or contract issued by an insurer, nor do they address the suitability of any particular policy or 
contract for a specific purpose or purchaser. 
 

Investing involves risk, including the risk of loss.

Before investing, consider the investment objectives, risks, charges, and expenses of the annuity and its investment options. Contact Fidelity for a prospectus or, if 
available, a summary prospectus containing this information. Read it carefully.

Guarantees apply to certain insurance and annuity products and are subject to product terms, exclusions and limitations and the insurer's claims paying ability and 
financial strength.

Investing in a variable annuity involves risk of loss - investment returns and contract value are not guaranteed and will fluctuate.

This information is intended to be educational and is not tailored to the investment needs of any specific investor.

Withdrawals of taxable amounts from an annuity are subject to ordinary income tax, and, if taken before age 59½, may be subject to a 10% IRS penalty.

Some products and features may not be available in all states and variations may apply. Certain features may not be available in all products or depending on type of funds used 
to purchase the annuity.

Fidelity does not provide legal or tax advice. The information herein is general in nature and should not be considered legal or tax advice. Consult an attorney or tax professional 
regarding your specific situation.



As with all your investments through Fidelity, you must make your own determination whether an investment in any particular security or securities is consistent with your 
investment objectives, risk tolerance, financial situation, and evaluation of the security. Fidelity is not recommending or endorsing this investment by making it available to its 
customers.

All trademarks and service marks in this document belong to FMR or an affiliate, except third-party trademarks and service marks, which are the property of their respective 
owners.

Views expressed are as of July 9, 2025 based on the information available at that time, and may change based on market or other conditions.  Unless otherwise noted, the 
opinions provided are those of the speaker or author and not necessarily those of Fidelity Investments or its affiliates. Fidelity does not assume any duty to update any of the 
information.

The CERTIFIED FINANCIAL PLANNER® certification, which is also referred to as a CFP® certification, is offered by the Certified Financial Planner Board of Standards Inc. ("CFP 
Board"). To obtain the CFP® certification, candidates must pass the comprehensive CFP® Certification examination, pass the CFP® Board's fitness standards for candidates and 
registrants, agree to abide by the CFP Board's Code of Ethics and Professional Responsibility, and have at least 3 years of qualifying work experience, among other requirements. 
The CFP Board owns the certification marks CFP® and CERTIFIED FINANCIAL PLANNER® in the U.S.

Links to third-party web sites may be shared on this page. Those sites are unaffiliated with Fidelity. Fidelity has not been involved in the preparation of the content supplied at the 
unaffiliated site and does not guarantee or assume any responsibility for its content.

Fidelity Insurance Agency, Inc. and, in the case of variable annuities, Fidelity Brokerage Services, Member NYSE, SIPC distribute insurance and annuity products 
that are issued by third-party insurance companies, which are not affiliated with any Fidelity Investments company, as well as insurance and annuity products 
issued by Fidelity Investments Life Insurance Company (“FILI”), 900 Salem Street, Smithfield, RI 02917 and, in New York, by Empire Fidelity Investments Life 
Insurance Company® (“EFILI”), New York, NY. FILI is licensed in all states except New York; EFILI is licensed only in New York. A contract’s financial guarantees are 
subject to the claims-paying ability of the issuing insurance company.

Fidelity Brokerage Services LLC, Member NYSE, SIPC, 900 Salem Street, Smithfield, RI 02917

New York Regulation 168 Disclosure.

© 2025 FMR LLC. All rights reserved.
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https://www.sipc.org/
https://www.fidelity.com/annuities/confidentiality-for-domestic-violence-victims

