
How Fixed & Indexed Annuities Work
1.  We (National Life’s insurance carrier) collect 

a premium and invest in the company’s 
General Account.
We determine the interest rate — see the next step 
using hypothetical rates.

2.  We receive an investment return on these 
“fi xed income assets.”

1.5%
Yield from the portfolio 3.5%

Retention to cover expenses, profi t, 
and provide guarantees 2.0%

Amount available for interest crediting 1.5%

3.  The 1.5% additional yield could be used in one 
of the following two ways:
Traditional Fixed Annuity — We declare the current 
credited rate for the policy to be 1.5% interest 
credited daily.

Fixed Indexed Annuity — We declare an index rate 
of 100% and a cap of 3%. This means that in the 
indexing strategy you choose, if the index went up 
you would be credited interest equal to 100% of the 
change in the index, but only up to a limit of 3%.
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Indexed annuities do not directly participate in any stock or equity investments. This is not a solicitation of any specific annuity contract.  
The examples shown are hypothetical and do no represent a specific product. 

1 Guarantees are dependent upon the claims-paying ability of the issuing company. 

2 �Assuming no withdrawals during the withdrawal charge period. Annuities have withdrawal charges that are assessed during the early years of 
the contract if the contract owner surrenders the annuity. Rider charges continue to be deducted regardless of whether interest is credited. 

A Fixed Indexed Annuity (FIA) is usually a fixed annuity whose interest is determined, at least in part, by the performance of a specified index 
of the market. Unlike traditional fixed annuities, the policy owner may receive zero interest for a single period on a specific premium payment 
if the index performs poorly. However, with most designs, the premiums are protected and guaranteed to grow over time, and the owner of a 
fixed indexed annuity may experience better interest crediting than a traditional fixed annuity during periods when the market performs well. 
Indexed annuities do not directly participate in any stock or equity investments. An investment cannot be made directly into an index. Most FIAs 
permit owners to participate in only a stated percentage of an increase in an index, and also impose a “cap rate” that represents the maximum 
annual account value percentage increase allowed to contract owners. Because they are meant for long-term accumulation, 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 591/2 may be subject to a 10% Federal Tax Penalty. The guarantees of annuity contracts are contingent on the claims-paying ability of 
the issuing insurance company. All withdrawals made from annuities with pre-tax contributions are taxed as ordinary income. All withdrawals 
from an annuity purchased with non-qualified monies are taxable as ordinary income only to the extent there is a gain in the policy. This is not a 
solicitation of any specific annuity contract.

No bank or credit union guarantee | Not a deposit | Not FDIC/NCUA insured | May lose value | Not insured by any federal or state government agency

How do we credit 3% for an indexed strategy, but only 1.5% for a traditional fixed account?

4. �For money allocated to an indexing account in 
a fixed indexed annuity, we could use the 1.5% 
interest to purchase a financial product called 
an option.
This allows us the right to buy a security that tracks 
the index if it goes up, but we’re not obligated to buy 
it if the index goes down.

•	 The option will pay 100% of the index gain.

•	 We’ll choose an option that matches the terms 
we’re offering in the indexed annuity so the most 
the option will pay is 3%. If the index goes down, 
we don’t exercise the option, so there is no loss 
due to the index. This is referred to as the 0% floor.

5. �At the end of the year, we determine the 
change in the index:
•	 If up — we credit the rate of the index gain up to 

3% cap.

•	 If down — the customer is not credited any 
interest during that period. 

A fixed indexed annuity may limit the amount of 
interest that may be credited in certain rising markets, 
but always guarantees1 against loss of premiums paid 
and interest earned in a market that declines over the 
measuring period.2

Fixed Index Annuities offer the potential to earn more 
interest than traditional Fixed annuities.


