Pro and Cons of Equity Indexed Annuities
There are a few reasons why an equity-index annuity is attractive. Let's say you can't choose between a variable annuity or a fixed annuity. An equity-indexed annuity offers the investor the best of both worlds. An equity-indexed annuity is also an option if you want to benefit from market returns but don't want to handle the risk of the stock market. Before purchasing an equity-index annuity, consider the pros and cons.
1. Definition
The Securities and Exchange Commission describes an equity-indexed annuity as a special type of annuity. During the accumulation period, the insurance company credits the investor with a return based on the changes in an equity index, such as the Standard & Poor's 500. The accumulation period is when the investor makes a lump-sum payment or a series of payments. The insurance company guarantees a minimum return. Guaranteed minimum return rates vary. After the accumulation period, the insurance company makes periodic payments to the investor under the terms of the contract, unless the investor chooses to accept the contract value in a lump sum.
Function
· An equity-indexed annuity is a combination of a variable and fixed annuity. Like a fixed annuity, the investor gets a low-risk guaranteed minimum returns that typically runs between 2 to 3 percent. Similar to a variable annuity, the investor has an opportunity for potential higher gains if the stock market rises, since an equity-indexed annuity's return depends on the performance of a benchmark index, like the Standard & Poor's 500.
Pros
· With an equity-indexed annuity, the investor benefits when the stock market rises. The investor is protected from when the stocks tumble since the investor will receive a guaranteed minimum return. An equity-indexed annuity may provide a higher return than a fixed annuity. An equity-annuity is considered lower risk than a variable annuity.
Cons
· Equity-indexed annuities are complex investment tools that come in various forms. Because they are so complicated, they are extremely difficult for investors to fully understand. Equity-indexed annuities do not always match the index's full return because they calculate gains in many different ways. There are fees, such as surrender charges that can last for 15 or more years and can run as high as 20 percent. However the vast majority of these accounts have a 10 year surrender charge at a 10% which is on a sliding scale as you get closer to the 10 year mark. 
Expert Insight
· When buying an equity-indexed annuity, read the terms carefully and research all the fees involved before purchase. WBG not only does this research for you but we also attached the best “riders” to the policies to best meet your personal needs.

An indexed annuity is an investment product that provides a flow of payments to a buyer in return for a lump sum or series of lump sum payments. The flow of payments for an indexed annuity has a variable payment based on the performance of an underlying index. Most indexed annuities are linked to the performance of an underlying equity index such as the S&P 500. Like all investment products, indexed annuities have pros and cons that should be understood before buying.
1. Higher Returns
Indexed annuities contain a potential for a higher return than a fixed annuity because the annuity holder shares in the return of the underlying index. If the underlying index has a strong performance, the annuity holder will share in that performance to the extent permitted by the annuity contract. The share of the index performance that is received by the annuity holder is called the participation rate, and can range from 50 percent to 90 percent of the return of the index.
Guaranteed Minimum Return
Indexed annuities have a minimum rate of return that is guaranteed to the buyer. This is usually 3 percent a year but is sometimes based on only 90 percent of the cost of the annuity, so an annuity holder can have a negative annual return. However, a buyer is protected from a substantial decline in the stock market.
Many Choices
Since indexed annuities are such a popular investment, there are many different insurance companies that offer them to customers. The large supply of offerings will lead to more competition and better deals for buyers.
Credit Risk
An indexed annuity represents a contract between an individual and the insurance company, and this contract is subject to the credit risk of that insurance company. If the insurance company becomes insolvent or is liquidated, the buyer would have to seek redress in the court system. Several nationally recognized ratings agencies maintain ratings of public and private insurance companies that an investor can use to monitor an insurer's financial strength.
Surrender Charge
An investor who wants to withdraw funds from his indexed annuity contract early faces a surrender charge, which is a fee imposed by the insurance company to compensate it for returning the money early. Surrender charges can be a percentage of the amount withdrawn or a reduction in the interest rate credited to the annuity.
High Fees
Indexed annuities have substantial fees built into the contract, and not all these fees are transparent to a buyer. Although the insurance company pays commissions to brokers who sell indexed annuities, these commissions are ultimately paid by the consumer, since the insurer structures the annuity taking the commissions into account as a cost.
Insurers also have hidden fees in the products. The percentage of the return not given to investors should be considered a fee as well. Some insurers also charge an asset management fee to manage the collective amount of annuity funds received.

Wealth Builders Group, LLC is a non-captive, fee and offset commission financial planning firm. WBG can offer a wide range of annuity based products that are best suited to your personal needs and not the needs of a captive agent company. WBG prides itself in putting our client’s needs first; everything else is second.
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