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Fixed Index Annuities are issued by  
Genworth Life & Annuity Insurance Company, Richmond, VA

*Source: Barcap US Aggregate Intermediate Bond Index,  
1/1/76 through 6/30/14

There are many good reasons to put some of your money 
in fixed income options like bond funds, including 
diversification, offsetting market volatility, and interest 
income potential. Over the past three decades, market 
conditions have made bond funds even more attractive  
to many investors. Interest rates have generally fallen from 
1981 through mid-2014, resulting in strong historical returns.

However, today, the potential for a rising bond interest 
rate environment can be detrimental to traditional bond 
funds. When new bonds are issued with higher rates, the 
value of existing bonds with lower rates goes down. And 
that can have a negative impact on the value of bond 
funds. Conversely, when new bonds are issued with lower 
rates than existing bonds, the value of those existing 
bonds rises.

The power of annuities, clarified.
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Overcoming Interest Rate Risk
Protect your money. Secure your income.

Traditional bond funds can lose value in a rising interest rate environment. Protect your income with a fixed index annuity.

2.2%  Current yields on 
Barcap Index*
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The average current yield on the Barclay’s Capital Intermediate Bond 
Index is 2.2%. With most bond funds, a good indicator of return 
potential over the medium term is the current yield of the fund (less 
expenses). However, total return can be impacted significantly if interest 
rates rise while you hold the bond fund. Immediate declines in value 
would be made up slowly over time by higher yields.

With interest rates still low, but on the rise from recent historic lows, 
you may be concerned about how to protect the value of your fixed 
income portfolio without the interest rate risk associated with bond 
funds. Indeed, as interest rates rise, bonds, particularly those with a low 
interest rate — such as those issued in the past few years — may 
experience a significant decrease in value.

How does an interest rate increase impact your portfolio?

Do you know the duration of your bond mutual fund? Although stated  
in years, duration is not simply a measure of time. Rather, “duration 
signals how much the price of your bond investment is likely to 
fluctuate when there is an up or down movement in interest rates.”1  

Duration risk is equal to the sensitivity of a bond’s price to a 1% 
change in interest rates. For instance, for a traditional bond fund with  
a 5-year duration, a 1% rise in interest rates would result in a 5% drop in 
value. For a bond fund with a 10-year duration, a 1% rise in interest 
rates would result in a 10% drop in value. 

B O N D  F U N D  R I S K  F O R  10 -Y E A R  D U R AT I O N

If you are looking for protection against potential bond fund losses in a 
rising interest rate environment, a fixed index annuity can be a solution.
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Interest Rates Traditional Bond 
Fund Value

+1% -10%

Percent of Traditional 
Bond Funds that lost 
money in 20132

88%



Meet James and Rebecca

Although they have a well-diversified portfolio containing 
40% bond mutual funds, James and Rebecca have already 
experienced loss in their fixed income portfolio when 
interest rates rose in the third quarter of 2013. James and 
Rebecca are planning to retire in three to five years, and 
want to protect the value of their fixed income assets against 
the potential for future losses by repositioning a portion of 
their money into an alternative that offers protection and 
lower interest rate risk. 

James and Rebecca have a long-standing relationship with 
their financial professional, Alan, a licensed insurance agent 
and registered representative, and decide to schedule time 
to discuss their options.
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Work with your financial professional to create  
a solution that meets your retirement needs.

 Principal protection

 Guaranteed growth

 Higher interest  
rate crediting opportunity

 Lower interest rate risk

Action plan

James and Rebecca decide 
to allocate a portion of their 
fixed income money to  
a fixed index annuity to 
further balance their 
retirement portfolio. 

This move provides:

Developing a strategy

James and Rebecca share their concerns about the fixed 
income portion of their portfolio with Alan. Alan explains 
that it may make sense for clients with a longer time frame 
to hold their existing bond fund portfolio. However, given 
the fact that James and Rebecca have plans to retire and 
begin a systematic withdrawal plan in the very near future, 
Alan suggests an alternative approach. In particular, he 
wants to help James and Rebecca better prepare for the 
potential of higher rates interest rates and protect that 
portion of their fixed income portfolio. 

To accomplish the goals of protection while providing  
for future income, Alan recommends moving a portion  
of their fixed income portfolio with the longest duration 
(and highest interest rate risk) to a fixed index annuity.  
This shift achieves the objectives of reducing volatility,  
and generating the potential for interest income, with the 
added benefit of 100% principal protection from market 
losses and lower interest rate and duration risk. 



All guarantees are based on the claims-paying ability of the issuing 
insurance company. 
Withdrawals / surrenders have the effect of reducing the contract value 
and death benefit. Withdrawals/surrenders of taxable amounts are 
subject to ordinary income tax and if taken prior to age 59½ an additional 
10% federal penalty tax. 
Although the contract value may be affected by the performance of an 
index, it is not a security and the contract does not directly or indirectly 
participate in any stock or equity investment including but not limited to, 
any dividend payment attributable to any such stock or equity investment.
The S&P 500® Index is a price index and does not reflect dividends paid 
on the underlying stocks. The S&P 500® Index is a product of S&P Dow 
Jones Indices LLC (“SPDJI”) and has been licensed for use by Genworth 
Life and Annuity Insurance Company and Genworth Life Insurance 
Company hereinafter referred to as “Licensee”. Standard & Poor’s®, S&P®, 
and S&P 500® are registered trademarks of Standard & Poor’s Financial 
Services LLC (“S&P”) and these trademarks have been licensed for use 

by SPDJI and sublicensed for certain purposes by Licensee. Licensee 
Fixed Index Annuity Product(s) are not sponsored, endorsed, sold or 
promoted by SPDJI, S&P, or their respective affiliates, and none of such 
parties make any representation regarding the advisability of investing in 
such product(s) nor do they have any liability for any errors, omissions, or 
interruptions of the S&P 500® Index.
There is no additional tax deferral benefit for annuities purchased  
in an IRA, or any other tax-qualified plan, since these plans are already 
afforded tax-deferred status. The other benefits and costs should be care-
fully considered before purchasing an annuity in a tax-qualified plan.
The discussion of tax treatments in this material is the Genworth Financial 
companies’ interpretation of current law and is not intended as tax advice. 
Consult your contract and your tax professional. 

©2014 Genworth Financial, Inc. All rights reserved.

1 FINRA Investor Alert, Duration, What an Interest Rate Hike Could Do to Your Bond Portfolio
2 Morningstar Direct, as of 12/31/13

The power of annuities, clarified.
SM

I N T E R E S T  R A T E  R I S K

Important Information 
Only a registered securities representative  
or an investment advisor representative is 
allowed to make recommendations to  
purchase or sell securities such as bond funds. 

Insurance and annuity products:

Are not deposits. May decrease in value.

Are not guaranteed by  
a bank or its affiliates.

Are not insured by the FDIC   or any 
other federal government agency.
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