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Annuities are a contract between the annuitant and the insurance company. 

According to the website www.AnnuityFYI.com, Fixed Index Annuities are annuities that grow at 

an annual, guaranteed minimum rate of return, or they earn the return from a stock market index 

reduced by different expenses and formulas.  Like many annuities, they have surrender periods.  A 

surrender period is used as a safeguard by the insurance company to ensure the annuity stays in 

force for a minimum number of years stipulated in the contract.   

Surrender charges can be imposed if the contract between the annuitant and insurer is broken, of 

if more money is removed from the annuity by the annuitant that is aloud each year.  Many times 

the annuitant would be able to withdraw up to 10% per year of the annuity without penalty.  

However, if the annuitant were to withdraw more than the 10% for example or withdraw the 

entire amount, then the insurance company could implement a surrender charge.   

In terms of fees and commissions for fixed index annuities, there are typically no up-front 

commissions charged with the purchase of these products.  Depending on the fixed index annuity 

product, there are caps on the growth of the account and the margins between the growth and 

what the annuitant receives each year.  This margin is how some of the administration costs are 

paid.  As far as the advisor selling these fixed index annuity products, many times they will receive 

a 1% annual fee not as a commission, but as compensation for services rendered in taking care of 

their client.       

In terms of benefits of these annuities, they tend to have a floor to protect the annuity from losing 

it’s principal value even if the market drops, which is a benefit to the annuitant.  The principal 

earns interest which grows tax deferred which is another benefit of an annuity.   

Our firm would evaluate each unique situation with our clients to determine if an 

annuity, like any investment recommendation, was in the best interest of our client 

before making any recommendations, not merely suitable for their investment needs.   

We serve as fiduciaries with our clients and provide recommendations based upon what 

is in the clients best interest.  When an advisor is serving as a registered representative, 

the representative is held to a standard of suitability.  It can be argued that a 

recommendation could be suitable for a client, but not in their best interest.  This has 

been an important part of the DOL Fiduciary Rule.     

Annuities seem to receive a bad reputation because of the perception that they are 

expensive and have penalties or surrender charges for breaking the contract, or 

withdrawing funds prematurely.  Some annuities are more restrictive and expensive than 

others, and the client must make sure to ask intelligent questions to fully understand the 

http://www.annuityfyi.com/
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contract they are signing up for, including what the early termination charges are.  With 

that said, there are benefits to annuities, especially fixed indexed annuities as discussed 

earlier, as they tend to have a floor to protect the annuity from losing it’s principal value 

as markets drop.  Additionally, the principal earns interest which enables the annuity to 

growth tax deferred       

An example of certain questions that a prospective annuitant client could ask are as follows:  

- What is the cap of the index return? 

- Does the contract enable the insurance company to lower the cap in the future?  If so, by 

how much? 

- Within the rate cap, will the annuitant receive the total return of the index or only the 

price appreciation?   

- Will the annuitant pay less in taxes?  This has to do with when they withdraw their funds? 

- Is some of the income return of the annuitants own principal?   

- What are the surrender charges to withdraw money from the account prematurely?   

- Which index will the annuity track?  (Ex. S&P 500) 

- What is the Comdex ranking of the insurance carrier?   

 

 

Author: 

Derek Fiorenza – COO/CCO Summit Group Retirement Planners, Inc. 

References 

http://www.cbsnews.com/news/six-questions-to-ask-before-buying-a-fixed-indexed-annuity/  

https://www.investor.gov/introduction-investing/basics/investment-products/annuities  

http://www.annuitystraighttalk.com/annuities/fixed-index-annuity/  

http://www.lifehealthpro.com/2016/11/04/the-pros-and-cons-of-fixed-and-indexed-annuities?t=life-
sales-strategies&page=2&slreturn=1478542562  

http://www.annuityfyi.com/fixed-indexed-annuities/what-is-fixed-indexed/  

http://www.usatoday.com/story/money/columnist/powell/2015/08/13/retirement-pros-and-cons-
fixed-income-annuities/30626141/  

http://www.cbsnews.com/news/six-questions-to-ask-before-buying-a-fixed-indexed-annuity/
https://www.investor.gov/introduction-investing/basics/investment-products/annuities
http://www.annuitystraighttalk.com/annuities/fixed-index-annuity/
http://www.lifehealthpro.com/2016/11/04/the-pros-and-cons-of-fixed-and-indexed-annuities?t=life-sales-strategies&page=2&slreturn=1478542562
http://www.lifehealthpro.com/2016/11/04/the-pros-and-cons-of-fixed-and-indexed-annuities?t=life-sales-strategies&page=2&slreturn=1478542562
http://www.annuityfyi.com/fixed-indexed-annuities/what-is-fixed-indexed/
http://www.usatoday.com/story/money/columnist/powell/2015/08/13/retirement-pros-and-cons-fixed-income-annuities/30626141/
http://www.usatoday.com/story/money/columnist/powell/2015/08/13/retirement-pros-and-cons-fixed-income-annuities/30626141/

