
When people make financial decisions that involve the possibility of 
losing money, it can affect areas of the brain associated with stress, 
anxiety, and even physical pain.1 In fact, some studies have shown 
that the pain experienced as a result of loss is approximately twice as 
intense as the exuberance promoted by a similar gain.2

If your aversion to losing money is interfering with your ability to select 
investments that can help you pursue your long-term financial goals, it may 
be time to consider an equity-indexed annuity. 

THE RETURN OF INVESTMENT RETURNS
An indexed annuity (IA) is a contract between an investor and an 

insurance company. It provides an opportunity to earn interest based on the 
performance of a market index such as the S&P 500. If the index rises during 
a specified period, the investor typically participates in the gain. If the 
market falls and the index posts a loss, the contract value is not affected. 

However, an indexed annuity’s guaranteed minimum return comes at a price. The amount of  
index gain that the insurance company credits to an IA is called the participation rate, which 
can be anywhere from 50% to 90% or more. A participation rate of 80%, for example, and a 
10% gain by the index for the year would result in an 8% gain by the contract holder. In exchange  
for a minimum rate of return, some indexed annuities have a cap rate, which is the maximum rate 
of interest the annuity will earn; this could lower the contract holder’s gain.

Keep the Gains, Lose the Losses
Indexed Annuities Offer Market-Driven Performance with a Guaranteed Return 

Nearly 70% 
of investors in a 
financial survey 
said they found 
guaranteed income 
products to be 
appealing.    

Source: foxbusiness.com, 
June 9, 2011

MONEYMOVES    INDEXED ANNUITIES

Mark Reynolds
Title

Reynolds and Associates
12345 Anywhere Street
San Diego, CA 92127

858-592-6262
www.markreynoldsandassociates.com

inkfinancial
Your Money Management Newsletter

®

PREVIEW



FORMULA WON
Several formulas are used to 

calculate the earnings generated by 
an indexed annuity. These formulas 
can also have an effect on the 
annuity’s return. On preset dates, 
the annuity holder is credited with 
a percentage of the performance 
of the index. The percentage 
is typically based on one of the 
following formulas.

Annual reset (or ratchet) 
compares the change in the index 
from the beginning to the end of 
each year, “locking in” an investor’s 
gain annually. Any declines are 
ignored.

High water mark compares the 
index value at the beginning of 
the contract to its highest value at 
various points during the contract 
term (often anniversaries of the 
purchase date). This method may 
allow the annuity holder to receive 
more interest than other indexing 
methods. However, because interest 
is not credited until the end of the 
term, those who surrender the 
annuity early may not receive any 
index-linked gain. 

Point-to-point looks at the change 
in the index value at two discrete 
points, such as the beginning and 

ending date of the contract term. 
This method may be combined 
with features such as higher cap 
and participation rates to yield 
more interest. However, because 
this method relies on a single 
point in time (i.e., the last day of 
the contract), a drastic decline in 
the index prior to that point may 
decrease the interest credited to 
the contract holder. 

Indexed annuities are not 
appropriate for every investor. 
Participation rates are set and 
limited by the insurance company. 
Like most annuity contracts, IAs 
have certain rules, restrictions, 
and expenses. Some insurance 
companies reserve the right to 
change participation rates, cap 
rates, and other fees either annually 
or at the start of each contract 
term. These types of changes could 

affect the investment return. Based 
on the guarantees of the issuing 
company, it may be possible to lose 
money with this type of investment. 
Therefore, it’s recommended that 
you understand how the contract 
handles these issues before you 
decide whether to invest. 

Most annuities have surrender 
charges that are assessed during 
the early years of the contract if 
the contract owner surrenders the 
annuity. In addition, withdrawals 
prior to age 59½ may be subject to a 
10% federal income tax penalty. Any 
guaranteed minimum rate of return 
is contingent on holding the indexed 
annuity until the end of the term. 
Any guarantees are contingent 
on the claims-paying ability of the 
issuing insurance company.

1) PRI.org, January 7, 2009
2) ScienceBlogs.com, September 30, 2008

The information in this newsletter is not intended as tax or legal advice, and it may not be relied on for the purpose of avoiding any 
federal tax penalties. You are encouraged to seek tax or legal advice from an independent professional advisor. The content is derived 
from sources believed to be accurate. Neither the information presented nor any opinion expressed constitutes a solicitation for the 
purchase or sale of any security. This material was written and prepared by Emerald. Copyright © 2011 Emerald Connect, Inc.

Actual indexed annuity results bested the S&P 500 more 
than 67% of the time over the 141 five-year periods 
from April 1995 through 2009, according to a study of 
indexed annuity returns.

Source: Journal of Financial Planning, March 2011. The S&P 500 is an unmanaged group 
of securities that is widely recognized as being representative of the U.S. stock market in 
general. The performance of an unmanaged index is not indicative of the performance of 
any specific investment. Individuals cannot invest directly in an index. Past performance is 
no guarantee of future results. Actual results will vary.
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