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Unlike investments in common stocks or mutual funds, which have no guarantees of 
upside or downside, indexed annuities generally provide a fixed downside (a minimum 
rate of growth) along with participation in the upside of the market. Thus, in a basic 
sense, an investor can participate in the long-term growth of the stock market with the 
assurance that if the market is lower at maturity of the annuity, they will have the 
protection of earning the minimum rate stated in their annuity. 
 
For example, an indexed annuity might carry a nine-year term, and offer investors a 
minimum rate of growth of either 2% interest compounded annually, or 85% of the 
growth of the S&P 500 stock index over the nine-year period. Thus, in nine years when 
the annuity comes due, an investor would get the greater of 2% per year, or 85% of the 
return of the S&P 500. If the S&P 500 rises over that time frame in line with it’s 
historical average of 10% per year, and investor would earn 8.5% per year (85% of 10% 
per year). If the S&P 500 is lower nine years from now, the investor would make the 
minimum rate of 2% per year. 
 
Of course, 85% of the market return is not as great as 100%, but with the uncertainty 
surrounding the stock market right now, surrendering 15% of the upside of the market in 
exchange for having a guaranteed minimum return is well worth the peace-of-mind for 
many investors. With the average 7-day compound yield on money market funds 
hovering near 1.36% as of April 23rd, many investors are using the indexed annuity to 
move back into the market in a smart, safe way. 
 
 
 
Kevin Kennedy is president of Kevin Kennedy, LLC, a registered investment advisor firm 
in Alameda. Reach him at 510-748-1898 or Kevin@KevinKennedyLLC.comTT. Stocks, 
bonds, and mutual funds involve risk, including loss of principal. Past performance is no 
guarantee of future results.  
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