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AN ERRATIC STOCK MARKET has caused many investors to question their risk 
tolerance as they look for ways to protect their portfolios. The challenge many of us face 
is balancing risk and return. We want growth but we also want safety and liquidity. 

Historically, investors would own a diversified portfolio of equities, bonds, and cash. 
Equities provide the growth; bonds deliver income and serve as an anchor to the 
portfolio; cash provides a cushion for shorter-term liquidity. But the challenge currently 
is that interest rates are near historical lows with the 10-year treasury hovering around .6 
percent. Such rates promise to deliver “muted” bond returns through the coming years, 
returns that will be further negatively impacted when interest rates rise and the inverse 
relationship between bond prices and interest rates results in falling bond prices. 

Considering the likely headwinds ahead, your investment strategy might include 
dedicating a portion of your core bond holdings to a solution like a fixed index annuity. 

An index annuity is an insurance contract that provides, in some cases, guaranteed 
retirement income for life. The funds you contribute into the account are invested 
to protect against down markets. As opposed to being subject to the rise and fall 
of the markets, your account is credited with interest payments, which are based 
on the movement of an index, such as the S&P 500. Each contract anniversary date 
the crediting index is evaluated, and your annuity receives a credit based on the 
performance of the index. Most important in terms of risk, a negative index performance 
does not decrease the contract value. The income you receive is based on the value of 
your contract and such factors as whether it covers joint or single life income, your age, 
and the length of time your have been invested in the contract.

At each contract anniversary you choose from several strategies. Some annuities place 
a cap on the index allowing for some upside; others offer a participation rate where you 
earn a percentage of the index performance. In a year like 2020, your crediting account 
is most likely under water, but this does not mean that your contract value declines, 
because fixed index annuities do not lose value from negative market conditions. The 
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formula grows more attractive in subsequent anniversary years as you participate in the 
recovery, or at least a portion of it, from the lower market levels of previous years.

Before you invest in a fixed index annuity, consider the pros and cons of such 
investments: 

The Pros :
• Downside asset protection
• No interest rate risk
• Tax-deferred contributions to non-retirement accounts 
• Low or no fees

The Cons:
• Less liquidity than bonds
• Capped upside
• Income riders may have fees
• Participation rates and caps may be adjusted up or down on your anniversary

A fixed index annuity is not the sole solution to your income needs in retirement, but it 
may be appropriate as a piece to the overall plan.

IMPORTANT DISCLOSURES

The information included in this document is for general, informational purposes only. It does not contain any investment advice and does 

not address any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like 

investment advice regarding your specific facts and circumstances, please contact a qualified financial advisor.

Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. 

It should not be assumed that future performance of any specific investment, strategy or allocation (including those recommended 

by HBKS® Wealth Advisors) will be profitable or equal the corresponding indicated or intended results or performance level(s). Past 

performance of any security, indices, strategy or allocation may not be indicative of future results. 

The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information 

obtained from or prepared by other sources. It has not been independently verified, but was obtained from sources believed to be 

reliable. HBKS® Wealth Advisors does not guarantee the accuracy of this information and does not assume liability for any errors in 

information obtained from or prepared by these other sources.

HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an 

attorney or CPA if you wish to receive legal, accounting or tax advice.
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Investment advisory services are offered through HBK Sorce Advisory LLC, doing business as HBKS Wealth Advisors. NOT FDIC INSURED - NOT 
BANK GUARANTEED - MAY LOSE VALUE, INCLUDING LOSS OF PRINCIPAL - NOT INSURED BY ANY STATE OR FEDERAL AGENCY
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