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5 Insights to Support Better Retirement Planning:

Implications of and Key Findings from Recent Society
of Actuaries Research
by Anna Rappaport, FSA, MAAA

The Society of Actuaries Committee on Post Retirement Needs and
Retirement has performed a variety of studies to gradually expand
our understanding of post-retirement risk and its management. This
paper focuses on two new studies: “Running Out of Money” and “The
New American Family,” and offers insights for planners about post-
retirement risk and management for the middle-income market.

P A P E R S
17 Retiring in an Era of Financial Repression

by Stefan Hofrichter, CFA, David Hollis, Hans-Jörg Naumer, Dennis
Nacken, CFA, Greg Meier, and Kristina Hooper, CFP®, CIMA

First coined in 1973, the term ‘financial repression’ refers to a set of
economic policies, regulations and capital controls imposed by
governments and central banks to facilitate public-sector deleveraging.
Today, with countries across the developed world entangled in debt,
financial repression offers a roadmap to fiscal stability and a strong
incentive formarket intervention. This has consequences: government
intervention can lead tomarket distortions, in this case, artificially low
interest rates. For income-dependent investors, low rates are a huge threat
because evenmoderate inflation can lead to negative real returns. Retirees,
in particular, need to understand how financial repression works, why
governments choose to use it and what tools are best suited to
protect their assets and purchasing power.

25 The Tax Torpedo: Coordinating Social Security with a
Withdrawal Strategy to Minimize Taxes
by William Meyer and William Reichenstein, Ph.D.

The purpose of this paper is to illustrate how coordinating a Social
Security claiming strategy with a strategy for how that retiree
withdraws funds from the financial portfolio can materially impact

the taxation of Social Security benefits. This study examines the tax
torpedo, which refers to the substantial rise and then fall in marginal
tax rates caused by the taxation of Social Security benefits. In
addition, it provides income ranges for both singles and married
couples filing jointly within which the tax torpedo will apply.

33 Introducing A New Retirement Approach for Today's Baby
Boomers: Bifurcated Retirement™
by Oliver Abel IV

This paper presents a new retirement process that is intended to
provide a reliable income stream during retirement, with minimal risks,
which is easily administered and monitored, while alleviating the fear
of outliving ones’ retirement funds.

39 Marketing Yourself as an Income-Distribution Specialist
by Zach Parker, CFP®

Retirement-income distribution represents one of the greatest
opportunities of the past several decades for financial advisers seeking
to make a significant difference in the lives of their clients by meeting
oneof their biggest financial concerns. By specializing in retirement-income
distribution, your business also increases its revenue and profitability.

59 Why Firms will Fail in Retirement Income
by David Macchia, RMA

This paper argues that many broker-dealers, asset managers and
insurers are unlikely to succeed in retirement income. It explains how
culture has impeded success in many organizations, and how by
unleashing creativity andmoving past old dogmas, companies can claim
the future of retirement income.

65 The Puzzle Exchange
by John J. Mulligan, CFP®, CIMA, AIFA, RMA

The Chilean pension system has a high rate of annuitization, a fact that
can be attributed to pension reforms that successfully capped
commission rates, increased transparency of annuity information, and
reduced price dispersion. Using the Chilean annuity model as a
baseline, this paper examines themain issues and challenges thatmust
be addressed, in order to build an effective annuity exchange in the U.S.

73 ReadingNotes:Antifragile: Things thatGain fromDisorder (2012)
by François Gadenne, CFA, RMA

A review of Nassim Nicholas Taleb’s latest book.



Those involved in the retirement-income

profession want, at the core, to better

understand post-retirement risks and how best

to manage those risks, especially for what

some refer to as the middle-income market.

And few have worked as hard and for as long to better understand those

post-retirement risks and what it takes to manage them than Ms. Anna

Rappaport, FSA, MAAA, author of “Implications of and Key Findings from

Recent Society of Actuaries Research.”

In her role as chair of the Society of Actuaries (SOA) Committee on Post

Retirement Needs, Ms. Rappaport has been tireless in organizing and

overseeing several studies that seek to expand our collective

knowledge of retirement-income planning.

And in this issue of the Retirement Management Journal, she not only

presents the findings of two new SOA studies but she also offers

insights for planners who want to better serve the post-retirement

needs of the middle-income market. One notable highlight from the

paper is her call for advisers to employ holistic rather than product-

focused strategies in helping Americans build their retirement-income

plans.

Given that, as well as her numerous contributions to the retirement-

income profession, the governance committee of the Retirement Man-

agement Journal is pleased to congratulate Ms. Rappaport as the re-

cipient of the 2013 Thought Leadership Award for Practitioners.

Sponsored by Allianz Global Investors, the Thought Leadership Awards

are designed to promote research, scholarship and innovative thinking

on retirement-management topics that contribute to RIIA’s body of

knowledge, the Retirement Management AnalystSM curriculum and

retirement-management and income-planning knowledge in general.

Each year at the RIIA Spring Conference, the Retirement Management

Journal recognizes the practitioner author(s) for a paper that

demonstrates excellence in original thinking and industry leadership by

rewarding them with the Thought Leadership Award and $2,500.

This issue, which I should note marks the third anniversary of the launch

of the Retirement Management Journal, also features a review of

Nassim Nicholas Taleb’s latest book, Antifragile: Things That Gain from

Disorder, and an invitation for readers to engage in a dialogue about

the book on RIIA’s LinkedIn Discussion Group and its implications for

the RMA designation.

In Antifragile, by the way, Taleb stands uncertainty on its head, making

it desirable, even necessary, and proposes that things be built in what he

calls an antifragile manner. Of course, you’ll have to read François

Gadenne’s review to learn why.

We hope you enjoy Mr. Gadenne’s review of Taleb’s book, as well as the

other papers in this issue.

Lastly, here’s a reminder about what you can do to support the RMJ:

� Take advantage of a key RIIA member benefit: Institutional

members of RIIA are able to distribute the pdf version

of the RMJ to employees and associates

� Advertise: Our publication is now reaching thousands of financial

advisers who hold themselves out to be retirement-income

specialists. Plus, it’s read by leading executives from many firms

and organizations

� Buy reprints of papers or the entire RMJ issue for your sales and

marketing efforts

� Subscribe: If you are not a member of RIIA, buy a subscription.

� Contribute: If you want to help expand the body of retirement-

management knowledge and advance the profession, submit your

papers to us

Robert J. Powell, III
Editor & Publisher, editor@RetirementManagementJournal.org

www.RetirementManagementJournal.org
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Executive Summary
The Society of Actuaries Committee on Post
Retirement Needs and Retirement has performed
a variety of studies to gradually expand our
understanding of post-retirement risk and its
management. This paper focuses on two new
studies: “Running Out of Money” and “The New
American Family,” and offers insights for planners
about post-retirement risk and management for the
middle-income market.1

These studies further demonstrate that there are
many unresolved challenges and a range of
strategies asAmericans attempt to manage the post-
retirement period. The strategies that have the most
promise for middle-incomemarket individuals, who
generally do not have very much in accumulated
assets, include:
� Working longer and using skills differently
� Choosing Social Security claiming age

thoughtfully

� Saving more and accumulating additional
assets

� Planning more for the role of the family in
helping to support retirement

� Readjusting spending to be able to manage with
less income

� Considering how housing assets can be used
to support retirement

For those with more assets, essential issues include
defining a strategy to replace their monthly
paycheck in retirement and putting in place a
strategy to protect against health and long-term care
risks. Annuities can be an important part of this
strategy. Insurance for risk protection is also an
important strategy for health and long-term care
risks. Asset allocation as well as estate and tax
planning are part of the strategy, and they should
consider both current law and the potential for
change.

The research presented shows that manyAmericans
are at risk of running out of money and that the
middle-income market is currently underserved by
advisers. One of the major challenges considered in
thiswork relates to better advice for themiddle-income
market.Concernswere also raised about product design
with the desire that productswould be improved.The
research also demonstrates that diverse families have
generally similar concerns, but different economic
circumstances. They have some common needs and
some needs that vary by family type.

Insights to Support Better Retirement Planning:
Implications of and Key Findings from
Recent Society of Actuaries Research

BY ANNA M. RAPPAPORT, FSA, MAAA

ANNA M. RAPPAPORT,
FSA, MAAA
PRESIDENT AND FOUNDER
ANNA RAPPAPORT
CONSULTING
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In a prior issue of the RMJ (Summer, 2012) we introduced
the RIIA Market Insight (RMI) research program. We
designed the entire issue to give you a window into the inner

workings of our unique research platform and to show you how
the market intelligence provided concerning your firms’ sales, customers,
distributors, and competitors can help you tomanage your resources or grow
your business. The RMI Programwidens your strategic view and gives you
actionable data that you can use to address your priority business issues.

As you read through the reports, graphs, and charts produced by this team of
researchers and consultants youwill be impressed, but simply reading through
the articles may not meet your needs. You may need a team to come to you
and help you to infuse key insights into your business processes. We have
developed such a service, whichwe call the RIIARMIConsulting Program.

While we can consult in many areas, the first formal offering is the
Annuity LapseAnalysis Program.We developed this program to address a
major issue formany insurers offering annuities – their inability to know, and
then manage, the lapse behavior of their annuity contractholders which are
beyond their surrender charge periods. Some insurers have encountered net
withdrawals for months that are triggered by factors that they cannot yet
predict. Their predictivemodels do notwork in a zero interest rate environment.
Meanwhile the stakeholders – from stock analyst, to rating agencies,
regulators, distributors, vendors... and contractholders – want the answers
that will only come from a different type of analysis.

Our consulting program stands out from others because of its multi-firm
approach.We bring five consulting and research firms together to evaluate
your contractholders’lapse behavior and related strategic topics.You can read
about their work in the Summer 2012 issue of the RMJ.Youwill hear again
from some of the firms as you read the upcoming summer 2013 issue. The
firms are world class and experts in their fields. We bring: (1) a lapse
modeling firm, (2) a research and customer profile firm, (3) an investment
portfoliomodeling firm for insurers, (4) a sales andwithdrawal benchmarking
firm that brings the objective scorecard, and (5) a solutions firm that takes
insights from the other vendors, combinedwith insight from the insurer's own
customer base, and puts protocols and scripts in the hands of customer
service staff to dampen the lapse occurrences.These five firmsworking together
help you to answer the nagging question: “Have I missed something?” The
multi-firm approach is an excellent resource as you more completely
evaluate your challenges in this important area.

For more information regarding the RMI Consulting Program, please
contact Elvin Turner, by emailing turnerconsultllc@comcast.net or
calling 860-242-4878.



Many issues are identified where individuals can
use advice and assistance. They include:
� Evaluating the impact of retiring at different

times and of claiming Social Security at a later
age

� Building and implementing strategies to
increase retirement resources

� Addressing legal issues including special
issues for unmarried couples and divorced
persons

� Developing and implementing a strategy for
paycheck replacement over a lifetime

� Reducing spending
� Developing and implementing a strategy to

address health and long-term care issues

Introduction
The Society of Actuaries Committee on Post
Retirement Needs and Retirement has performed
a variety of studies to gradually expand our
understanding of post-retirement risk and its
management. This paper focuses on two new
studies from the committee, and offers insights for
planners about post-retirement risk and
management. Both of these studies involved
collaboration with new partners.

As we consider these new results, it is important
to consider several key points with regard to the
Society of Actuaries Post-Retirement Needs and
Risks Survey series and other research:
� While the problems of adequate resources in

retirement are not new, the combination of the
shift away from defined benefit (DB) plans and
the great recession affecting defined
contribution (DC) plans has made the problems
more serious for many people.

� The risks that retirees and near retirees are most
concerned about include inflation, paying for
health care and paying for long-term care. These
concerns appear consistently in the top three
risks in the SOA risk survey series.2 The new
research also shows a major focus on running

out of money.
� Planning time horizons for many people are

consistently less than the rest of life. Many
individuals underestimate their expected life
span and do not understand the variability of
life spans. Financial planning horizons are
considerably less than desirable given the
long-term nature of planning for retirement.

There are several major areas for solutions to the
challenges facing people as they reach the
retirement age range. These are all areas for action
and important for retirement planning:
� Timing of Social Security claiming –Advisers

have a major role to play in helping people
evaluate the implications of different claiming
strategies. There are options for both
individuals and couples which are often mis-
understood and may lead to the wrong choice.

� Adequacy of preparation – For the adviser,
making an evaluation of whether resources are
adequate, and helping people recognize choices
and alternatives before they retire and during
retirement is very important.

� Timing of retirement –Akey role for the adviser
is to educate people and help them evaluate their
options for the timing of their retirement. For
people without adequate resources, this is a
critical issue. Yet research shows gaps
consistently exist in people’s understanding of
the implications of their retirement timing
choice.

� Handling financial and health shocks – Risk
management is part of the traditional role
provided by advisers. Being prepared for
financial shocks and health care issues is key
to successfully managing the retirement years.

� Working in retirement – The research indicates
that more people plan to work in retirement than
actually do so. Advice on the choice to work
in retirement has been outside the traditional
role of advisers. However, they may be able to
assist with realistic examples of how much

VOLUME 3 , NUMBER 1
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working just two or three years longer would
improve retirement success.

� Readjusting standard of living –Advisers can
assist people in understanding what they are
spending and how theymight make adjustments
in spending if they must do so. Failure to make
adjustments earlier can lead to the need for
much more drastic adjustments later. Housing
decisions can be an important part of this
discussion. Housing is often the largest asset
held by the middle-income market and a
major area of their spending.

The new research touches on these issues and also
on the role of the family in retirement security.

The “Running Out of Money” Study
The current situation of retirees and those nearing
retirement raised the following questions:What do
we know about the risk of retirees running out of
money during retirement and howwidespread is that
risk? What is at the root of the risk? Are we
facing a crisis of individual planning or a broader
failure of employee benefit plans and public
policy? And most importantly, how should the
government and private industry respond to
minimize the risk going forward?

The purpose of this study was to identify prior
research and practical work that would help to:
� Identify what causes people to deplete their

retirement resources;
� Understand the risk factors that are behind these

events;
� Quantify the risk, if possible; and
� Identify emerging trends, areas for further

research, and possible solutions.

The study was sponsored by the Society of
Actuaries, the Urban Institute and WISER. The
project management group considered doing a new
survey or literature search to focus on the questions
and decided on a different approach. A panel of

experts – researchers, policy and business
community members – was convened to focus on
prior work and discuss solutions. A report
summarized the discussion and the materials
contributed by the experts. To focus the discussion,
the experts were given some questions in advance.
Some were answered and others were not. Some
key questions that were really not answered and
which are of major concern are:
� To what extent do people run out of money

because of failure to plan vs. plans that have
not worked out well?

� When plans did not work out well, was this
because of failure to follow the plan, poor
planning, shocks not adequately prepared for,
adverse market conditions, or some other
reason?

The second question is particularly important if
better solutions are to be found, and if financial
planners are to have information that will help them
do a better job for their clients.

“The New American Family: The MetLife
Study of Family Structure and Financial
Well-Being” Study
The Society of Actuaries has been conducting
studies of public views of post-retirement risks for
more than 10 years. At the same time that
American families are changing and becomingmore
diverse, they continue to play an important role in
personal retirement security. Family needs also can
come before retirement needs and derail retirement
plans. Many couples are in their second or later
marriages, at least for one of them, and children are
often from prior marriages. This raised questions
about how the changing family impacts longer term
financial security.

A study sponsored by the MetLife Mature Market
Institute, in partnership with the Society of
Actuaries (SOA), focused on different family
types, the circumstances surrounding changes in
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family structure and how they might impact
financial well-being. This new study builds on the
Institute’s prior research on family relationships and
the SOA’s research on 15 major retirement risks as
set forth in “Managing Post-Retirement Risks” and
its ongoing “Risks and Process of Retirement
Survey” series. This study is based on a nationally
representative survey of adults aged 45 to 80 who
were categorized into six family structures.
Couples include those who are married in a first
marriage, those who are married in a second
marriage, and domestic partners. Non-couples
include divorced/separated, widowed, and single,
never married individuals. The presence of children
was also examined for each of the family structures.
The new study explores differences in the economic
circumstances of different types of families, in how
they view different retirement risks, and in what
solutions are recommended to meet their financial
needs. The researchers were interested in learning
more about blended families.

The Economic Foundation for Thinking About
Retirement Preparation and the Economic
Circumstances of Families
The “Running Out of Money” project starts with a
theoretical foundation which is based on both
theory and analysis of extensive population data.3
While income-replacement rates are the most
common metric for assessing the adequacy of
retirement preparation, many researchers argue,
however, ability to fund desired consumption is a
more appropriate measure than income for
measuring economic well-being. They recognize
that incomes will often decline in retirement.
However, if retirees can maintain their pre-
retirement consumption, then they are no worse off.
Thus, the real question is whether individuals have
the economic resources to consume at the same level
before and after retirement. Both assets and income
should be considered in measuring the adequacy of
resources. The “Running Out of Money” analysis
builds on a working paper for the National Bureau

of Economic
R e s e a r c h
(NBER), in
w h i c h
Michael Hurd
and Susan
Rohwedder
assess whether individuals are financially prepared
for retirement. They start with a complete
inventory of economic resources, and consider the
risk of living to advanced old age and the risk of
high out-of-pocket spending for health care
services. They focus on and define a
consumption replacement rate. In their simulation
modeling, they account for taxes, widowing,
differential mortality and out-of-pocket health
spending risk.

The basic economic analysis showed that 71% of
older adults are adequately prepared for retirement
according to their definition, but that outcomes vary
substantially by marital status—80% of married
adults are adequately prepared compared with only
55% of single adults. This assumes a 10%
reduction in consumption. Without a 10%
reduction in consumption, they find that 77% of
married couples and 49% of single adults would be
adequately prepared.4 The analysis also found
that outcomes differ substantially by other
demographic characteristics. For example, only 29%
of single older women without high school degrees
are adequately prepared for retirement. The
economic analysis also showed that spending
tends to go down at higher ages, but not all
spending. An exception was gifting, which
generally goes up with increasing age.

The “New American Family” analysis points out
that married couple households are only 48% of
American households in 2010, down from 55% in
1990. Of the 48% husband-wife households, 28%
include children, and 20% do not include children.
One person non-family households increased from

Focus on spending needs: The economic foundation

analysis reminds us how important it is to focus on spending

needs in retirement. Planners have a role in helping people

understand what they are spending, teaching them to budget

if they do not know how to do this, and in helping them

identify options for managing expenses to fit resources.



25% of households in 1990 to 27% in 2010.5

The study shown in the tables above and on the
following page provide insights into howvarious types
of families differ. There were 2,522 adults aged 45
to 80 who responded to the survey. Some of the key
differences between household types for familieswho
had any children from a current or priormarriage are
shown in Table A. The data for the reported family
groups without children is shown in Table B.

The study results did not show big differences
between blended families and first marriages. It

turned out that the biggest differences were
between couples and non-couples, and not between
those with children and those without children.
Between 40% and 60% say they are from families
with a strong culture of helping each other. For
retired individuals, this can work two ways, they
can help children, grandchildren, siblings or
others, or they can be the recipients of help. I believe
that family issues are often not considered in
planning, and that there is an opportunity to domuch
more in that regard. Different and special issues in
blended families likely exist, but the survey results
did not document these issues.

THE RET IREMENT MANAGEMENT JOURNAL SM
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TABL E A : DATA FOR FAM I LY GROUPS W I TH CH I LDR EN – SOURCE : THE NEW AMER I CAN FAM I LY:
THE METL I F E STUDY OF FAM I LY STRUCTURE AND F INANC IA L WEL L BE ING , 2012

59.5 59.3 55.2 58.5 66.2

$69,000 $65,000 $57,000 $39,000 $34,000

$236,000 $189,000 $148,000 $102,000 $117,000

88% 84% 60% 57% 71%

2.5 children & 3.7 children & 3.7 children & 2.6 children & 2.7 children &
4.6 grandch. 5.7 grandch. 4.8 grandch. 4.4 grandch. 5.6 grandch.

37% 30% 23% 16% 29%

41% 46% 43% 45% 35%

55% 57% 45% 54% 60%

38% 44% 36% 34% 26%

Average age

Avg. household
income

Avg. household
assets

% owning
homes

Avg. number
of children

% on track to
meeting
retirement goals

% who say
they are behind

% with strong
family culture
of helping
one another

% who feel
family needs
are a barrier to
retirement
security

Second Unmarried Divorced or
First Marriage Marriage Couples Separated Widowed
with Children with Children with Children with Children with Children
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The family study calls to the attention of advisers
a number of areas where different types of
families have different needs.

Issues and Implications
Three of the big themes that surfaced in the
“Running Out of Money” project were challenges
surrounding advice for the middle-income market,
managing health and long-term care risks, and the
need for more lifetime income. The big themes that
surfaced from the “NewAmerican Family” study
were reinforcement of prior findings with regard
to gaps in planning and knowledge and the
diversity of family situations leading to a
combination of common and different planning
needs. That study also found that only half of
respondents have calculated how much monthly
income – in addition to Social Security – they will
need in retirement. On average, they estimate they
will need an additional $3,136.

Challenges SurroundingAdvice for theMiddle
Market
The “RunningOut ofMoney” roundtable participants
indicated that advice is one of the major issues of
concern in helping people do better. The discussants
also suggested that the advice industry does not
adequately meet middle market needs. For many
advisers it is
very difficult
to make an
a d e q u a t e
i n c o m e
working with
middle market
clients. Some
advisers are
h e a v i l y
focused on
asset manage-
ment and paid
based on
assets under

58.2 58.4 62.4 54.6

$67,000 $31,000 $39,000 $32,000

$224,000 $104,000 $178,000 $110,000

85% 51% 71% 43%

40% 22% 31% 17%

35% 32% 39% 36%

42% 41% 45% 49%

32% 26% 19% 31%

Average age

Avg. household income

Avg. household assets

% owning homes

% on track to
meeting retirement goals

% who say they are behind

% with strong family
culture of helping
one another

% who feel family needs
are a barrier to
retirement security

Divorced or Widowed Singles with
First Separated without or without
Marriage without Children Children Children

TAB L E B : DATA FOR FAM I LY GROUPS W I THOUT CH I LDR EN – SOURCE : THE NEW AMER I CAN

FAM I LY: THE METL I F E STUDY OF FAM I LY STRUCTURE AND F INANC I A L WEL L BE ING , 2012

An integrated solution: In a paper in the Journal of

Financial Service Professionals, Steve Vernon identifies the

following 10 steps to financial security in retirement and

provides advice on how to achieve them:

1. Do a realistic assessment of circumstances and resources

2. Stay healthy

3. Protect against catastrophic health risks

4. Work as long as possible

5. Make Social Security income as large as possible

6. Make employer-sponsored pensions as large as possible

7. Be prudent when withdrawing retirement savings

8. Adopt simple effective investment strategies

9. Be thoughtful about tapping home equity

10. Adjust living expenses to match income
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management.
As many
middle market
people have
relatively low
assets, such a
p l a n n i n g
model does not
fit the needs of
either the client
or the adviser.
The middle
m a r k e t
c h a l l e n g e s
should be

considered realizing there are significant gaps in
knowledge, planning and actions. Planning horizons
are too short. People underestimate how long
they will live and how much money they need in
retirement. Some people do not plan at all. When
the unmet needs in addressing middle market
individuals planning issues are considered together
with the gaps in knowledge, planning and action,
they present both a serious challenge and a real
opportunity to do better. That opportunity can be
addressed several different ways including planning
approaches targeted to the middle market, product
improvements, support tools, education and
employee benefit programs.

Observations About How Advice Can Help or
be a Barrier to Good Results
Advice can be helpful if tailored and targeted to the
right issues. However, some advisers represent
specific products or services and do not give
broad advice. Individuals needing advice may be
confused about whether an adviser is a fiduciary or
a broker focused on more specific products. There
is some potential for conflicts of interest when an
adviser’s income is linked to what products are sold.

The Significance of Health and Long-term
Care Challenges

Shocks are a fact of life. Sixty-seven percent
(67%) of men and 76% of women age 70 and older
experienced one or more shocks in a nine-year
period. The shock that has the biggest impact on
assets is entering a nursing home. In all of the SOA
Retirement Risk Surveys and in the “New
American Family” study, concerns about health care
and long-term care costs are an important issue.
Developing strategies to address shocks and
deciding which types of insurance to buy is an
important role for advisers. Medicare-eligible
individuals have important choices about which plan
to select. Pre-Medicare individuals without
employer coverage have to find suitable medical
coverage. While health care options will change
with the implementation of theAffordable CareAct,
additional advice will be needed to understand new
options and make wise choices.

Replacing a Paycheck in Retirement
In today’s environment of largely defined
contribution (DC) plans, this is a critical issue. Key
early roles for advisers are building a culture that
focuses on the importance of paycheck replacement,
helping people see where they are in having
adequate income in retirement and how to build their
resources. The “Running Out of Money” study
focused on the people who do not have adequate
resources, and identified delaying retirement and
later Social Security claiming as two ways to build
more income in retirement. Monthly Social
Security benefits for those claiming benefits at age
70 are about 75% higher than the benefits of those
who claim at age 62. An important role for
advisers is helping clients understand these issues
and evaluate their choices.A second role is to help
them implement their preferences.

Another set of observations with regard to paycheck
replacement was that there are different ways to
provide income, some guaranteed for life and some
not.Apost-retirement portfolio ideally will balance
guaranteed income with investments that provide

Another set of resources: The Society of Actuaries has

issued Managing Retirement Decisions, a series of eleven

Decision Briefs that provide practical assistance to middle-

income market individuals in dealing with the issues

discussed in this paper. They can be found at:

http://www.soa.org/research/research-projects/pension/

research-managing-retirement-decisions.aspx. The topics

covered includemaking decisions about health and long-term

care insurance, retirement timing, lifetime income, Social

Security claiming, finding sources of advice and various

others. The decision briefs are helpful to advisers as

preparation for a discussion on a topic. The decision briefs set

forth questions and provide information about alternative

solutions, trade-offs and resources.
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liquidity and good return potential. A concern that
was expressed is that advisers who are connected
to a particular type of product tend to promote that
product rather than focusing on the best of type of
solution. Buyers may not recognize when they are
getting advice across a range of products and when
they are not. There are also a range of financial
products and different ways to purchase financial
products with different results for the buyer. Roles
for advisers include helping people understand the
importance of regular income, focusing on types of
solutions and trade-offs to help them define the type
of portfolio they want, and then helping them
implement the decisions they have made including
product comparisons and choice of the best
product.

Family Diversity and the Role of the Family
Most respondents in the “NewAmerican Family”
study have children and grandchildren. The
presence of children is both a financial burden (half
of those with adult children have provided them
some financial assistance) and a potential source
of support (one-fourth of respondents expect
children to help retired parents in need). The
results did not show any clear differences between
first marriages and blended families in the roles of
parents and children supporting each other, but there
appears to be relatively little planning for such
support in either type of family.

The “NewAmerican Family” study results indicated
that 19% of households would plan to turn to
children for financial assistance if needed, 12% to
spouses and 11% to extended family. My
experience is that when other types of assistance,
such as help with chores and decisions, and
care-giving are included more people turn to
family, although they may not expect to or plan for
doing this. Respondents were asked two risk
questions related to families:Were they concerned
that they would not be able to turn to children or
other family members for assistance, and were they

c o n c e r n e d
that they
would not be
able to leave
money to
children or
heirs. Neither
was a major
concern. Rather in a list of more than 20 concerns,
these were well below the middle. An additional
question was asked if people were concerned that
helping family members would deplete resources.
This was one of the very lowest concerns.

The most dramatic differences between families are
between couples and non-couples. Economically
couples are better off than non-couples, and
couples can help each other out. The majority of
older non-couples are women who live longer than
men and are less likely to remarry after divorce or
widowhood. The “New American Family” study
indicates that non-couples are more concerned about
risks generally than couples, which fits with the
difference in economic status.

As mentioned above, married couples are no
longer the majority of households. Couples in their
first marriages overall are better off than second and
later marriage couples. Many couples in their
second and later marriages have children from prior
marriages. Risk perceptions did not differ between
first and second married couples. The “New
American Family” study results indicate that while
many families have a culture of helping each other,
planning for the role of the family does not appear
to be a significant focus in retirement planning. My
personal experience, however, is that as people age
and need help, it is quite common for family
members to help out with chores, decisions, care
giving, and sometimes financially. I know a
number of people who made choices about where
to live based on the proximity to family. An
opportunity for advisers is to learn more about

The Running Out of Money project focused on the importance

of paycheck replacement, the lack of professional agreement

about the bestway to achieve paycheck replacement, themajor

trade-offs, and the challenges of the individual in finding their

best solutions. The discussion focused on the potential for prod-

uct improvements and improvements in the market for

advice for middle income Americans.
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focusing on family issues.6

The “New American Family” study focuses on
implications by family type and on actions that all
families should take, and some that differ by
family type. Keeping legal affairs in order is
important for all, but there are important differences
by family type. Blended families need to consider
whether all children are to be treated equally, or
whether each spouse considers their children
differently when it comes to bequests. More
importantly, if one spouse dies, and the survivor
needs help from children, will the children of the
spouse who died help the survivor? This might be
summed as thinking about: When are the children
“our children” vs. “your children or mine?” There
are also planning issues when helping children.
Many people help children and grandchildren and
can deplete retirement resources doing so.
Domestic partners, non-married couples of
opposite or the same sex, have many special
planning issues. They do not have legal rights to
Social Security or possibly employer plan survivor
benefits, and may not have access to health
benefits based on the partner’s employment. If either
partner has children, there are different family and
legal issues.An important adviser role is focusing
the client on getting adequate legal help.

There is another set of issues for divorced
individuals. They may have residual rights and
obligations that relate to retirement and impact
retirement planning.

Another Interesting Finding
The top area of risk concern in the “New
American Family” study was concern that “My
financial resources in retirement will be reduced due
to changes in government programs such as Social
Security or Medicare.” More than half of the
respondents were concerned about this. There is no
parallel question in the Society of Actuaries

Retirement Risk Survey series.A recent study from
theAARP indicates that there are significant gaps
in knowledge about Social Security among people
who are near or at claiming age but have not yet
claimed benefits.7

The “NewAmerican Family” study indicated that
half of couples and fewer non-couples have a clear
idea of what they hope to experience in retirement.
More couples than non-couples feel that they
have planned well enough that they can face
problems when they arise. This is a potential
opportunity area for advisers. Some may want to
partner with others who bring in different
expertise, such as specialized knowledge in
working later, planning a life portfolio or care
management.

This paper has focused heavily on advisers and their
role. However, employers play an important role
in providing benefits, acting as a purchasing agent,
and providing access to education and advice. That
role should not be ignored. Employers could take
a more active role in encouraging and providing
retirement income and in offering job options for
older workers.

Conclusions
While there has been more focus on the post-
retirement period, there is room for improvement,
and a more active stance by some stakeholders.
There are many gaps in retirement planning and
preparation, leading to potential problems for
older Americans. There are also major
opportunities for providing more advice and
support for middle income Americans and
challenges in providing that advice. Advisers,
individuals, employers and policymakers all have
a role to play in improving the planning, systems
and products that provide a secure retirement.
Holistic strategies are important to individuals. �
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Footnotes:
1 Themiddle market is defined as the 25% to 75% of the population by wealth, as defined in the Society of Actuaries study, Segmenting

theMiddle Market, Phase I Report, 2009. http://www.soa.org/research/research-projects/pension/research-segmenting-market.aspx

2 Society of Actuaries, Surveys of Post-Retirement Needs and Risks, 2001-2011

3 Economic foundation is drawn from a paper from Rand. Hurd, Michael and Rohwedder, Susann. July 2011. Economic Preparation for

Retirement. Working Paper #17203, National Bureau of Economic Research.

4 Based on the analysis by Hurd and Rohwedder. Other groups use different methodology to show gaps in preparation, with varying

results. However, it seems clear that there is a group not adequately prepared.

5 Census Bureau, 2010 Census

6 At the 2012 Financial Planning Association Retreat, there was a session by Lewis Walker on helping families work together to

provide family support and manage care-giving.

7 AARP, “The Impact of Claiming Age onMonthly Social Security Retirement Benefits: How Knowledgeable Are Future Beneficiaries?”

February, 2012. http://www.aarp.org/work/social-security/info-02-2012/social-security-claiming-age-retirement-benefits.html. This

study surveyed 2000 adults ages 52-70 who are eligible for Social Security, have not yet claimed benefits, and expect to claim

benefits within the next 15 years.
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The term ‘financial repression’ was coined by
McKinnon and Shaw in 1973. It refers to a set of
economic policies, regulations and capital controls
imposed by governments and central banks to
facilitate public-sector deleveraging. Today, with
countries across the developed world entangled in
debt, financial repression offers a roadmap to
fiscal stability and a strong incentive for market
intervention.

This has consequences: government intervention
can lead to market distortions, in this case,
artificially low interest rates. For income-
dependent investors, low rates are a huge threat
because even moderate inflation can lead to
negative real returns. Retirees, in particular, need
to understand how financial repression works, why
governments choose to use it and what tools are best
suited to protect their assets and purchasing
power.

Historic Precedent
The mechanics of financial repression are described
in the seminal paper from Reinhart and Sbrancia
entitled “The Liquidation of Government Debt”
(2011). In it, the authors show how financial
repression—coupled with steady doses of
inflation—has a proven track record for reducing
public debt. Where outright default produces
systemic shocks, financial repression is subtle. It
acknowledges the benefits of debt reduction via
increased public savings, but also the fact that
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savings alone are insufficient due to debt’s
corrosive impact on economic growth and tax
income.

America’s post-war experience is a case study on
how financial repression works. In 1946,
following years of military spending, the U.S. debt-
to-GDP ratio crested above 120% (roughly the same
as Portugal today). Policymakers desperately
needed to deleverage. This was done by creating
a policy backdrop whereby the rate of economic
growth could outpace the rate on government debt.
Nominal government bond yields held below
nominal GDP growth by an average of 2.7% per
year from 1945 to 1979. See Chart 1.

During this period, investors clung to U.S.
government bonds despite the withering impact of
persistent and unexpected bouts of inflation.
Annual gains in the consumer price index exceeded
historic norms more than 20 times between 1945
and 1980.As a result, the average monthly real yield
on 10-year Treasuries was negative from 1945 to
1961 and less than 1.0% between 1945 and 1980.
Many of today’s investors have no experience with
this type of environment: Real yields have averaged
3.5% in the 30-plus years since 1980. See Chart 2.

By 1973, America’s debt-to-GDP ratio had
stabilized at around 35%, a level that held for almost
a decade. See Chart 3. The decline in U.S. debt
corresponds with the roughly 3% per year
liquidation effect resulting from financial
repression (Reinhart and Sbrancia; 2011).
Policymakers supported deleveraging through a
range of administrative actions, including the
1951 swap of marketable short-dated bonds into
non-marketable long-dated bonds, regulation Q (a
ceiling on interest payments from long-term
demand deposits), controls on international
capital flows and a ban on private ownership of
gold.

The Least Bad Option
Today, government debt is again a headline issue,
not just in the U.S., but across most of the devel-
oped world. On a questionable trajectory before the
2008 financial crisis, deficit spending ballooned as
governments rescued failing private institutions and
tried to rekindle growth with tax cuts and stimulus
spending. Investors now question how those
obligations will be resolved.

There are four possibilities:
� Growth. Empirical evidence suggests output

will remain tepid. In a 2012 working paper,
Reinhart and Rogoff examined 26 episodes of
public debt overhangs since 1800. Using a 90%
debt-to-GDP threshold, they found that in 23
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CHART 1 : NOMINAL BOND Y I E LDS V S . NOMINAL GDP

CHART 2 : UNEXP ECT ED IN F L AT ION AND NEGAT I V E

GOVERNMENT BOND Y I E LDS
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cases, countries experienced
“substantially slower growth.”
Annual GDP was on average
1.2% lower than it would have
been otherwise.

� Austerity. Belt tightening
requires time and a willing
electorate, neither of which are
in great supply. Anti-austerity
movements are big and vocal
along Europe’s struggling
southern perimeter.
Unemployment regionally is at
a record 11.8% and rising.
Joblessness in Spain and Greece is
comparable to levels seen during the Great
Depression in the U.S. In Washington, where
fiscal deficits are far more common than not,
prospective budget cuts remain deeply
contentious.

� Debt restructuring or default.Akey problem
with default is that it erodes the private sector’s
balance sheet. Systemic shocks resulting from
a major developed market default could do
lasting economic harm.

� Financial repression. Given weak growth
prospects, the time and political challenges
associated with austerity, and the systemic
damage wrought by default, this is the least bad
option. Policymakers in Washington,
London, Tokyo and Brussels have already
established conditions for financial repression.
We believe this will be a multi-year process,
it will occur without fanfare and it is
happening now.

Financial Repression Now
Evidence of financial repression is extensive.
Benchmark interest rates have been driven to
extreme lows in all major developed markets.With
traditional monetary options exhausted, the Fed, the
Bank of England, the Bank of Japan and other
central banks have engaged in non-standard

measures, including large-scale government bond
purchase programs known as Quantitative Easing
(QE). These purchases have made the Fed the
largest single owner of U.S. government debt. In
Europe, European Central Bank (ECB) President
Mario Draghi has pledged to do “whatever it takes”
to preserve the euro, intimating potentially
unlimited QE.

Central banks are usually judged on the basis of how
they have helped stabilize the world economy and
mitigate inflation/deflation concerns. But that is not
the whole story. By anchoring short rates near zero
and intervening directly in private markets to
suppress long rates, central banks are mid-stroke in
the broadest
effort to
r e d u c e
p u b l i c
financing
costs since
the end of
World War
II.

Regulation,
too, isbiased
t o w a r d
government

CHART 3 : U .S . PUB L I C DEBT RAT IOS

The principal characteristics of
financial repression*
� Direct and indirect interest rate caps.
� Reduced incentives for private sector invest-

ment in asset classes beyond government
bonds.

� Controls over financial institutions.
� Creation and maintenance of a government

bond market that is regulated and controlled
by the government.

� International capital controls
*Reinhart and Sbrancia (2011)



debt. Rules like Basel III and Solvency II, though
designed primarily to improve the quality of
collateral on bank balance sheets and prevent
another Lehman-style collapse, invariably involve
private sector accumulation of public sector assets.
Government bonds are considered the safest form
of risk asset, and as such, receive preferential
treatment in the calculation of bank balance sheet
liquidity.

And there has been broader pressure on banks to
purchase government bonds. For example,
peripheral euro-zone banks have been encouraged
by local policymakers to exchange non-domestic

bonds held with the ECB for money that can be
reinvested in domestic securities. The self-funding
of deficits on a national scale features highly in
financial repression.

The nationalization of banks, even on a partial scale,
such as the Royal Bank of Scotland, also allows
governments to potentially control lending and the
amount of government debt on a bank’s balance
sheet, in turn helping to fund the country’s deficit.

Pension fund assets have been transferred to the
public sector in France, Portugal, Ireland and
Hungary, reducing government debt ratios by
boosting assets. Themost recent example of this was
in the U.K. where the Royal Mail Pension Scheme
was transferred to the public balance sheet.

There have also been direct interventions in
capital markets. InAustria, the central bank and the
financial supervisor implemented rules restricting
capital flows to foreign subsidiaries in Central and
Eastern Europe. Here again, financial regulation
isn’t explicitly designed to lower government
financing costs, but it helps to keep capital in the
home country.

Yet, lowering the nominal cost of government
financing is only half the equation. As seen in
post-war America, the key is financing costs
below the rate of economic growth. This can be
facilitated via inflation in excess of market
expectations, the outline of which is apparent
today in the negative inflation-adjusted yields
accepted by investors in U.S., U.K. and German
government debt. See Chart 4.

Investment Solutions for Today’s Retirees
Financial repression has serious repercussions for
retirees. It favors debtors and punishes savers, which
means retirees are among its biggest victims.
Pre-crisis asset allocation strategies are unlikely to
be calibrated for the current environment. The
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CHART 4 : NEGAT I V E REA L BOND Y I E LDS HURT SAVER S

F IGURE 1 : A FOUR-ST E P APPROACH TO F IGHT ING
F INANC I A L REPR E S S ION



post-crisis flight to “safe haven” investments such
as government bonds only exacerbates the problem,
as these asset classes can deliver wealth
destruction when inflation pushes real yields into
negative territory.And to paraphrase Fed Chairman
Ben Bernanke, the current environment of
artificially low government rates could persist for
an “extended period.”Afour-pronged approachmay
help retirees overcome this very dangerous threat.

The first step is to help investors understand how
the marketplace has changed. The global financial
crisis had a profound impact on retirees, creating
a deep-seated fear of risky assets. As Professor
Richard Thaler*, an expert in the field of behavioral
finance, has observed, “People are evenmore averse
to the prospect of future losses when they have
experienced loss in the recent past, as most people
did during the 2008 financial crisis. Under these
circumstances, people become much more
reluctant than usual to take risks.” Retirees need to
be educated on the largest risks facing them today.
These are very different from the risks they faced
before and during the financial crisis.

Second, retirees should be encouraged to reduce the
predominance of “safe-haven” investments in
their portfolios. Five years ago, a cash investment
of just under $3 million dollars generated $100,000
in annual investment income. In the current era of
financial repression and rock-bottom rates, $200
million in cash is required to produce that same level
of income. See Chart 5.AsWarren Buffett has said,
“Current rates do not come close to offsetting the
purchasing-power risk that investors assume. Right
now bonds should come with a warning label.”
Retirees should move out on the risk curve,
diversifying into products with better income
potential such as high yield bonds, convertible bonds
and emerging markets bonds.

Third, retirees should consider asset classes that can
provide positive real returns and some growth

potential. Even moderate inflation can have a
substantial impact on income in a low rate
environment. Asset classes such as TIPS,
commodities, REITS and dividend-paying stocks
have historically performed well in inflationary
environments and should be important components
of retiree portfolios. Dividends typically comprise
a substantial part of total returns when GDP
growth is low or negative.

Finally, investors should consult a financial
professional about deploying dynamic asset
allocation strategies and tail-risk hedging strategies
to combat volatility and the “risk on/risk off”
market conditions that have come to characterize
the post-crisis world. Dynamic asset allocation
strategies can tactically re-allocate as the market
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CHART 5 : INV E STMENT NEEDED TO GENERAT E $ 100 ,000
OF ANNUAL INCOME

CHART 6 : PUB L I C DEBT RAT IOS
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changes while portfolio insurance strategies can help
deflect the threat of black swan-type events.

Here to Stay
The debt crisis that has enveloped the developed
world was years in the making and it is historic in
scale. See Chart 6. Typical episodes of public

sector deleveraging require more than twenty
years to resolve (Reinhart, Reinhart and Rogoff;
2012). We believe this means pressure for
governments to engage in financial repression will
remain high for some time. Financial repression
should continue to impact not just asset returns, but
also how we invest. �

*Richard Thaler is a principal of Fuller & Thaler, a subadviser to an

Allianz fund. Dr. Thaler is also a member of the Academic Advisory

Board of the Allianz Global Investors Center for Behavioral Finance
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According to the Social Security Administration
(2012), Social Security is the largest contributor of
retirement income for Americans over the age of
65. It is difficult to determine when to claim Social
Security benefits in order to maximize projected
lifetime benefits and minimize taxes on those
benefits. The purpose of this paper is to illustrate
how coordinating a Social Security claiming
strategy with a strategy for how that retiree
withdraws funds from the financial portfolio can
materially impact the taxation of Social Security
benefits. This study examines the tax torpedo, which
refers to the substantial rise and then fall in
marginal tax rates caused by the taxation of Social

Security benefits. In addition, it provides income
ranges for both singles and married couples filing
jointly within which the tax torpedo will apply.
Finally, it illustrates how singles and couples may
be able to substantially reduce the adverse effects
of the tax torpedo. By combing a Social Security
claiming strategy that maximizes projected lifetime
benefits with a tax efficient withdrawal strategy that
considers the taxation of Social Security, retirees
can both raise their retirement standard of living and
extend the projected longevity of their financial
portfolio.

Background
This section provides the background to help the
reader understand where the tax torpedo fits within
the authors’ long line of research. In prior work,
Meyer and Reichenstein (2010, 2012b, 2012c) and
Reichenstein and Meyer (2011) provide research
to help single individuals decide when to claim
Social Security retirement benefits and married
couples decide when each partner should claim their
retirement benefits and, when applicable, spousal
benefits.AsMeyer and Reichenstein (2010, 2012b)
and Reichenstein andMeyer (2011) show, the Social
Security claiming decision can affect the longevity
of the financial portfolio. This study is related to
the line of research discussed above. It shows that
delaying Social Security benefits can reduce the
taxable portion of Social Security benefits and thus
lengthen the longevity of the financial portfolio.

The longevity of the financial portfolio is affected
by two decisions: the Social Security claiming
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decision and the strategy for withdrawing money
from the financial portfolio during retirement.
Meyer and Reichenstein have developed software
and methodology (www.retirementincome.com) to
help households extend the longevity of their
financial portfolio by tax-efficiently withdrawing
funds from that portfolio. For example, suppose a
household has funds in a traditional IRA, Roth IRA,
and taxable account. Meyer and Reichenstein
(2012a) show that a tax-efficient withdrawal
strategy may help this household’s financial
portfolio last up to six years longer. These authors
have developed other tax-efficient withdrawal
strategies that have not been revealed in
publications and remain proprietary.

What is the Tax Torpedo?
The tax torpedo refers to the hump – that is, increase
and then decrease – in the marginal tax rate curve
as a taxpayer's income increases. This torpedo is
due to the taxation of Social Security benefits. A
marginal tax rate is the additional taxes paid on each
additional dollar of income. Like many countries,
the United States has a progressive tax rate
structure. The idea behind a progressive tax rate
structure is that a taxpayer's marginal tax rate should
be low, possibly zero, at low income levels. As
income increases, the marginal tax rate should either

stay the same or rise. But the marginal tax rate
should not rise and then fall. The tax torpedo refers
to the substantial rise and then fall in a taxpayer’s
marginal tax rate as income rises through a certain
income range.

Consider Mary, a single retiree, who receives
$18,000 a year in Social Security benefits. If she
has $16,000 or less of "other income" (technically,
modified adjusted gross income, which will be
defined later, plus tax-exempt interest income), her
Social Security benefits will be tax free. Each
dollar of other income between $16,000 and
$25,000 causes an additional $0.50 of Social
Security benefits to be taxed. Furthermore, each
dollar of other income between $25,000 and
$37,706 causes an additional $0.85 of benefits to
be taxed. Once her other income reaches or
exceeds $37,706, she will owe taxes on 85% of her
Social Security benefits, which is the maximum
taxable amount.Additional income beyond $37,706
would not increase the taxable portion of Social
Security benefits. In short, Mary's Social Security
benefits are tax free if she has other income below
$16,000 and 85% taxable if she has other income
at or above $37,706. In between these two amounts,
each dollar of other income causes either an
additional $0.50 or $0.85 of Social Security
benefits to be taxed. Therefore, within the $16,000
and $37,706 income range, Mary's marginal tax rate
is either 50% or 85% higher than her tax bracket.

Figure 1, above, shows how Mary's marginal tax
rate varies by level of other income. It illustrates
the tax torpedo. For simplicity and because it is not
unusual, assume for now that her "other income"
consists entirely of withdrawals from her 401(k)
plan. Based on the 2012 tax code, she can withdraw
up to $11,200 from her 401(k) without incurring
taxes, because this amount is the sum of personal
exemption plus standard deduction assumingMary
is at least 65 years old. Between $11,200 and
$16,000 of 401(k) withdrawals, her marginal tax

F IGURE 1 : GRAPH OF TAX TORPEDO
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rate is 10%. Between $16,000 and $18,600, her
marginal tax rate is 15%; each additional $1
withdrawn from the 401(k) increases the taxable
portion of Social Security by $0.50 and the tax
bracket is 10%. So, the $1 withdrawal increases
taxable income by $1.50 and taxes by $0.15,
[$1.50(10%)], for a 15%marginal tax rate. Between
$18,600 and $25,000, her marginal tax rate is
22.5%; each additional $1 increases the taxable
portion of Social Security by $0.50 and the tax
bracket is 15%, [$1.50(15%) = $0.225]. Between
$25,000 and $34,216, her marginal tax rate is
27.75%; each additional $1 increases the taxable
portion of Social Security by $0.85 and the tax
bracket is 15%, [$1.85(15%) = $0.2775]. Between
$34,216 and $37,706, her marginal tax rate is
46.25%; each additional $1 increases the taxable
portion of Social Security by $0.85 and the tax
bracket is 25%, [$1.85(25%) = $0.4625]. For
401(k) withdrawals between $37,706 and $82,550,
her marginal tax rate falls to 25%.Above $37,706
of other income, 85% of her Social Security
benefits are taxed, which is the maximum. So, each
additional $1 withdrawn from the 401(k) raises
taxable income by $1 and taxes by $0.25, [$1(25%)
= $0.25].

To consider the implications of the tax torpedo,
suppose Mary has other income of $35,000 plus
$18,000 of Social Security benefits. She wants to
withdraw funds to pay for an extra $750 of
spending that year. Since spending requires
after-tax funds, she must withdraw sufficient funds
from her 401(k), Roth IRA, or taxable account to
provide $750 after taxes. Since she is in the 25%
tax bracket, she suspects that this $1,000 withdrawal
of pretax funds from her 401(k) would provide $750
after taxes, that is, $1,000 less taxes of $250 on this
income. However, this $1,000 withdrawal would
actually increase her taxes by $462.50. It would raise
her other income by $1,000, which would cause
$850 more of her Social Security benefits to be
taxed, and thus increase her taxable income by

$1,850. So, this $1,000 withdrawal would increase
her taxes by $462.50, [25% of $1,850]. In short,
Mary would pay $462.50 in taxes on the $1,000
withdrawal from her 401(k) for a 46.25%marginal
tax rate. The $1,000 withdrawal would only
provide her $537.50 after taxes, which would not
be sufficient to pay for the extra $750 in spending.
Due to the tax torpedo, her marginal tax rate is 85%
higher than her tax bracket, [25%(1.85) = 46.25%].

If Mary knew she was in the income range affected
by the tax torpedo, she might have withdrawn funds
from her Roth IRA or taxable account to finance
the spending. A withdrawal from her Roth IRA
would be tax free, while many withdrawals from
a taxable account produce little, if any, taxable
income. Alternatively, she may refrain from this
spending. Obviously, Mary and other taxpayers
would like to know the income range within
which they are subject to this tax torpedo. This next
section indicates this income range by level of
annual Social Security benefits for both single
individuals and married couples filing jointly.

Income Ranges Affected by the Tax Torpedo
Tables 1 and 2, on the next two pages, provide
values of the first threshold income level (i.e., the
income level where the tax torpedo begins), the
second threshold income level (i.e., where the
increase in taxable portion of Social Security
benefits for each additional dollar of income rises
from $0.50 to $0.85), and the ending income
level where the tax torpedo ends (i.e., where 85%
of Social Security benefits are taxable). For
clarity, the first threshold level, second threshold
level, and ending other income level for Mary are
$16,000, $25,000 and $37,706, where "other
income"means the sum ofModifiedAdjusted Gross
Income plus tax-exempt interest income.

Table 1, next page, provides values of the first
threshold, second threshold, and ending income
levels for single retirees, qualifying widow(er)s, and



married couples filing separately who lived apart
for the entire year, for a range of levels of annual
Social Security benefits. The top panel shows the
levels of annual benefits and Primary Insurance
Amounts (hereafter, PIA) if the single retiree
begins Social Security benefits at age 621. For
example, a single retiree with a PIA of $600
would receive $450 a month or $5,400 annually if
benefits began at age 62. The first threshold level

occurs when other income reaches $22,300. The
second threshold occurs at income level of $31,300,
while the end of the tax torpedo occurs at income
level of $31,406. The second and third panels
present the first threshold, second threshold, and
ending income levels for single retirees that begin
Social Security benefits at 66 FRA(Full Retirement
Age) and 70. For each panel, as the level of Social
Security benefits rises, the first and second
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TABL E 1 : INCOME RANGES W I TH IN WH ICH TAX TORP EDO APP L I E S TO S INGL E S

5,400 8,100 10,800 13,500 16,200 18,900 21,600

$600 $900 $1,200 $1,500 $1,800 $2,100 $2,400

22,300 20,950 19,600 18,250 16,900 15,550 14,200

31,300 29,950 28,600 27,250 25,900 24,550 23,200

31,406 32,756 34,106 35,456 36,806 38,156 39,506

Ann SS Ben

PIA

1st threshold

2nd threshold

Ending income

Single (begin benefits at 62)

7,200 10,800 14,400 18,000 21,600 25,200 28,800

$600 $900 $1,200 $1,500 $1,800 $2,100 $2,400

21,400 19,600 17,800 16,000 14,200 12,400 10,600

30,400 28,600 26,800 25,000 23,000 21,000 19,600

32,306 34,106 35,906 37,706 39,506 41,306 43,106

Ann SS Ben

PIA

1st threshold

2nd threshold

Ending income

Single (begin benefits at 66)

9,504 14,256 19,008 23,760 28,512 33,264 38,016

$600 $900 $1,200 $1,500 $1,800 $2,100 $2,400

20,248 17,872 15,496 13,120 10,744 8,368 5,992

29,248 26,872 24,496 22,120 19,744 17,368 14,992

33,458 35,834 38,210 40,586 42,962 45,338 47,714

Ann SS Ben

PIA

1st threshold

2nd threshold

Ending income

Single (begin benefits at 70)

The first two rows indicate annual Social Security benefits and the retiree's Primary Insurance Amount if benefits begin at 62, 66, or 70.
They assume the single retiree has a Full Retirement Age of 66, which applies to individuals born from January 2, 1943 through January 1,
1955. The income ranges refer to the levels of modified adjusted gross income (MAGI) plus tax-exempt interest that correspond to the
first threshold income level, second threshold income level, and income level where 85% of Social Security benefits are taxable. MAGI is
the sum of wages, dividends, capital gains, taxable portions of distributions from IRAs, 401(k)s, pensions, and annuities, alimony received,
business income or loss, and income from rental real estate, royalties, partnerships, S corporations, trusts, etc. For a precise definition,
see the items included in lines 3 and 6 of Social Security Benefits Worksheet in Instructions for Form 1040 for 2012.
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threshold income levels decrease, but the income
level associated with the end of the tax torpedo rises.
If a single individual plans to begin Social
Security benefits at some age besides 62, FRA, or
70, he or she can find the Annual Social Security
Benefits total that best fits his or her situation and
use those first threshold, second threshold, and
ending income levels.

Table 2, above, provides corresponding values to
Table 1 but for married couples filing jointly;
married couples filing separately must pay taxes on
85% of Social Security benefits. Table 2 provides
values of the first threshold, second threshold, and
ending income levels for married couples filing
jointly for a range of levels of annual Social
Security benefits and Primary InsuranceAmounts.

TABLE 2: INCOME RANGES WITHIN WHICH TAX TORPEDO APPLIES TO MARRIED COUPLES FILING JOINTLY

9,000 13,500 18,000 22,500 27,000 31,500 36,000

$600 $900 $1,200 $1,500 $1,800 $2,100 $2,400

$27,500 $25,250 $23,000 $20,750 $68,500 $16,250 $14,000

39,500 37,250 35,000 32,750 80,500 28,250 26,000

41,441 43,691 45,941 48,191 50,441 52,691 54,941

Ann SS Ben

PIA

1st threshold

2nd threshold

Ending income

Couples (high PIA spouse begins at 62)

10,800 16,200 21,600 27,000 32,400 37,800 43,200

$600 $900 $1,200 $1,500 $1,800 $2,100 $2,400

26,600 23,900 21,200 18,500 15,800 13,100 10,400

38,600 35,900 33,200 30,500 27,800 25,100 22,400

42,341 45,041 47,741 50,441 53,141 55,841 58,541

Ann SS Ben

PIA

1st threshold

2nd threshold

Ending income

Couple (high PIA spouse begins at 66)

13,104 19,656 26,208 32,760 39,312 45,864 52,416

$600 $900 $1,200 $1,500 $1,800 $2,100 $2,400

25,448 22,172 18,896 15,620 12,344 9,068 5,792

37,448 34,172 30,896 27,620 24,344 21,068 17,792

43,493 46,769 50,045 53,321 56,597 59,873 63,149

Ann SS Ben

PIA

1st threshold

2nd threshold

Ending income

Couple (high PIA spouse begins at 70)

The first row indicates the couple's combined annual Social Security benefits. PIA denotes the higher-PIA spouse's Primary
Insurance Amount. The annual Social Security benefit is their combined benefit if the higher-PIA spouse applies for benefits at
62 in the first panel, 66 in the second panel, or 70 in the third panel and the lower-PIA spouse takes spousal benefits of half the
higher-PIA spouse's PIA at Full Retirement Age of 66. The income ranges refer to the levels of modified adjusted gross income
(MAGI) plus tax exempt interest that correspond to the first threshold income level, second threshold income level, and income
level where 85% of Social Security benefits are taxable. MAGI is the sum of wages, dividends, capital gains, taxable portions of
distributions from IRAs, 401(k)s, pensions, and annuities, alimony received, business income or loss, and income from rental real
estate, royalties, partnerships, S corporations, trusts, etc. For a precise definition, see the items included in lines 3 and 6 of Social
Security Benefits Worksheet in Instructions for Form 1040 for 2012.



The first row of each panel presents the level of
annual Social Security benefits, while the second
presents one way that this level of benefits could
occur. For example, the first panel assumes the
higher-PIA spouse begins Social Security
benefits at 62 and his or her spouse receives
spousal benefits beginning at the respective full
retirement age equal to half of the higher-earner’s
Primary InsuranceAmount. The second and third
panels present corresponding values assuming the
higher-PIAspouse begins benefits at 66 (FRA) and
70. As the level of Social Security benefits rises,
the first and second threshold income levels
decrease, but the income level associated with the
end of the tax torpedo rises. If a married couple
plans to begin Social Security benefits at other ages
besides those assumed in the panels, they can find
theAnnual Social Security Benefits total that best
fits their situation and use those first threshold,
second threshold, and ending income levels.

Rules Affecting Taxation of Social Security Benefits
This section provides a detailed discussion of the
rules affecting the taxation of Social Security
benefits. The taxation of Social Security benefits
depends on the level of Provisional Income
(a.k.a., Combined Income). In equation form,
Provisional Income = modified adjusted gross
income (MAGI) + tax-exempt interest + 50% of
Social Security benefits. Previously, we referred
to the taxpayer’s level of “other income,” which
is the sum of MAGI plus tax-exempt interest. As
shown in Tables 1 and 2, the tax torpedo affects
low- and middle-income taxpayers, while high-
income taxpayers generally must pay taxes on 85%
of Social Security benefits. Since low- and
middle-income taxpayers seldom have tax-exempt
interest, Provisional Income in the income range
pertinent to the tax torpedo is generally the sum
ofMAGI plus 50% of Social Security benefits. For
most taxpayers, MAGI is the sum of wages,
dividends, capital gains, taxable portions of
distributions from IRAs, 401(k)s, pensions, and
annuities, alimony received, business income or
loss, and income from rental real estate, royalties,
partnerships, S corporations, and trusts with
perhaps some reductions. For a precise definition,
see the items included in lines 3 and 6 of Social
Security Benefits Worksheet in Instructions for
Form 1040 for 2012.

The taxable portion of Social Security is the
minimum of three equations: 1) 85% of Social
Security benefits; 2) 50% of benefits plus 85% of
Provisional Income beyond the second threshold
amount; and 3) 50% of Provisional Income
beyond the first threshold plus 35% of Provisional
Income beyond the second threshold amount. The
first and second threshold amounts are $25,000 and
$34,000 for singles, qualifying widow(er)s, and
married couples filings separately that lived apart
for the entire year. The threshold amounts for
couples filing jointly are $32,000 and $44,000.
Threshold amounts are not indexed for inflation.
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TABL E 3 : DE L AY ING SOC IA L S ECUR I TY MAY DECR E A S E
TAXAB L E PORT ION OF SOC IA L S ECUR I TY BENE F I T S

Annual SS Benefit

Other Income

Provisional Income

Taxable SS

AGI

Taxes

After-tax Income

Begin SS at 62

$36,000

$37,986

$55,986

$16,188

$54,174

$3,986

$70,000

Begin SS at 70

$52,416

$17,782

$43,990

$5,995

$23,776

$198

$70,000

The rows are annual Social Security benefits, Other income (i.e., MAGI plus tax-
exempt interest income), Provisional Income, taxable portion of Social Security
benefits, Adjusted Gross Income, federal income taxes, and after-tax income,
which is annual Social Security benefits + Other income - taxes. All amounts are
rounded to the nearest dollar.
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Delaying Social SecurityMayReduce Taxation of Social
Security Benefits
This section illustrates that it may be possible to
reduce the taxable portion of Social Security
benefits by delaying the start of those benefits.
Similar work was done by Mahaney (2012). The
key insight is that Provisional Income includes all
withdrawals from 401(k)s and other tax-deferred
accounts, but it includes only half of Social
Security benefits. Therefore, by delaying Social
Security benefits, a household may be able to
increase Social Security benefits by, say, $16,000
and decrease withdrawals from tax-deferred
accounts by about an equal amount. This
substitution would cause Provisional Income to
decrease by about $8,000, which could decrease the
taxable portion of Social Security.

Table 3, on the previous page, presents the
situation facing a couple where the higher-PIA
spouse (for clarity, assumed male) has a Primary
InsuranceAmount of $2,400 and his wife has a PIA
of less than half this amount. Their retirement
lifestyle requires $70,000 of after-tax funds. Table
3 compares two strategies for attaining their after-
tax goal. In the first strategy, the higher-PIA
spouse begins his benefits at 62, while his wife
collects spousal benefits of $1,200 a month. Once
both partners begin benefits, their combined annual
benefit would be $36,000, [0.75($2,400)12months
+ $1,200(12 months)]. To attain their after-tax
income goal, they could withdraw $37,986 from
their tax-deferred accounts (e.g., traditional IRA,
401(k)). This would cause $16,188 of Social
Security benefits to be taxed. Assuming the
couple claims the standard deduction for people at
least 65 and based on the 2012 tax brackets, they
would pay total taxes of $3,986.

In the alternative strategy, the higher-PIA spouse
delays his benefits until 70, while the lower earner
gets spousal benefits of $1,200 a month. Once both
partners begin benefits, their combined annual

benefit would be $52,416, [1.32($2,400)12 months
+ $1,200(12 months)]. To attain their after-tax
income goal, they would only need to withdraw
$17,782 from their tax-deferred accounts. This
would cause $5,995 of Social Security benefits to
be taxed, and they pay total taxes of $198.

By delaying Social Security until 70, this couple
increased combined Social Security benefits by
about $16,400 a year and decreased traditional IRA
withdrawals by about $20,200. This substitution
decreased annual taxes by about $3,800, which
accounts for the difference between the $16,400
increase in Social Security benefits and the $20,200
decrease in traditional IRAwithdrawals. Delaying
benefits until 70 allowed them to reduce Provisional
Income by about $12,000, which decreased the
taxable portion of Social Security benefits by
about $10,200.

Consider a couple where both partners were born
on or after July 1 in 1941. They turn 70.5 in 2012
and their RMDs for 2012 must be made by April
1, 2013. Their first-year RMD is 1/26.5th of their
December 31, 2011 tax-deferred account (TDA)
balances, where TDA include traditional IRAs,
401(k)s, etc. From Table 3, assume the higher-
earning partner delays Social Security benefits until
70 and their Other Income consists entirely of TDA
withdrawals. The $17,782 withdrawal would be
more than their RMD unless they had TDAbalances
exceeding $471,223. First, most retired couples have
less than $471,223 in TDAs. Second, even if they
had more than this amount when they retired at say
65, by judiciously withdrawing funds from their
TDA from age 65 until RMDs begin they may be
able to lower their TDA balances to below that
amount. Meyer and Reichenstein (2012b), while
using a sophisticated tax model, discuss this
strategy in more depth.

Summary
Meyer and Reichenstein (2012a, 2012b) and
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Reichenstein andMeyer (2011) show that a retired
household may be able to add a decade or more to
the longevity to their financial portfolio by
judiciously making two decisions. First, when
should the single individual or each partner of a
retired couple claim Social Security benefits?
Second, how can the household tax-efficiently
withdraw funds from their financial portfolio to
make that portfolio potentially last several years
longer? This study builds on this work.

Specifically, it examined the tax torpedo, which
refers to the substantial rise and then fall in
marginal tax rates that is caused by the taxation of
Social Security benefits. This tax torpedo

primarily affects lower- and middle-income
households.We explained what the tax torpedo is,
and why it is important to single taxpayers and
married couples filing jointly. In addition, in Table
1 we provide for singles the income levels
associated with the first and second threshold
income levels and the income level associated with
the end of the tax torpedo for various levels of
annual Social Security benefits. Table 2 provides
corresponding income levels for married couples
filing jointly. We also provided an example that
illustrates that many households can substantially
reduce the taxable portion of Social Security
benefits by delaying the start of those benefits. �
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Introduction
Astaggering 76 million Baby Boomers were born
between 1946 and 1964. These boomers dedicated
themselves to their education, their work, their
families and to financing their retirement dreams.
Today, most of their education and working years
are behind them, their families raised, and their
retirement years are either upon them or quickly
approaching. Unfortunately, the traditional
retirement enjoyed by the Boomers’ parents and
grandparents is lost forever; gone are the earlier
generations’ simpler retirement lifestyles of fairly
predictable living expenses funded by reliable
payments from defined benefit pension plans and
Social Security.

Today, the retirement world is much more complex.
Longevity, inflation and unknown long-term care
needs have made it nearly impossible to predict
future living expenses. The substitution of traditional
pension plans that once delivered a dependable
monthly payment with withdrawals from self-
directed individual retirement plans, which may or

may not have adequate funds, have put the
retirement dreams of the majority of Baby Boomers
at risk. Various retirement-income strategies have
been and continue to be employed by professional
financial advisers (e.g., 4% rule, percentage of
remaining retirement assets); however, many of
these strategies are based on models that are just
that, models, with inherent unforeseen risks. This
paper presents a new retirement process that is
intended to provide a reliable income stream
during retirement, with minimal risks, which is
easily administered andmonitored, while alleviating
the fear of outliving ones’ retirement funds.

The following report is a condensed summary of
findings and recommendations presented in the
recently published book, Bifurcated Retirement, The
NewApproach for Today’s Baby Boomers. For more
detailed analyses of the material presented below,
please consult the book.

Current Considerations
The following are statistics relevant to the
retirement considerations of today’s Baby Boomers:
� Traditional (defined benefit) pension plan

payments, if any, generally begin at age 65, or
an earlier age if the worker is offered early
retirement from the employer

� Funds cannot be withdrawn from an
individual retirement plan before age 59½
without penalty, and funds must begin to be
withdrawn by age 70½ to avoid penalty

� Retirees may begin receiving Social Security
payments as early as age 62; however, payments

Introducing A New Retirement Approach for Today's
Baby Boomers: Bifurcated Retirement™

BY OLIVER ABEL IV

OLIVER ABEL IV
CEO AND FOUNDER
ENTRUSTED FINANCIAL
ADVISORS
ENTRUSTED.IN



must begin by age 70. The longer the delay, the
greater are the monthly payments, and by 8%
for each year of delay. Studies indicate that the
breakeven life expectancy of waiting to age 70
to begin payments rather than elect payments
to begin at ages 62-66, the traditional
commencement ages, is near age 801

� Percentage of workers in a specific age group
declines with age. Only 18% of 70- to 74-year
olds are working, and only 7% of the
population over the age of 75 is working2

� One can expect that by ages 65-70most of one’s
inheritance has been received (parents will be
at least 90-95 years of age)

� By ages 65-70, most home mortgages have
been repaid3

� Medical expense reimbursements byMedicare
begin at age 65

� Average age for entering an assisted living
facility is 80.4 About 80% of those in assisted
living are over the age of 755

� Average life expectancy of a 65-year-old
American man is 83 years of age, and the
average life expectancy of a 65-year-old

American woman is 85. In addition, 25% of 65-
year-olds today will live past age 90, and 10%
are expected to live past age 956

Bifurcated Retirement™
Figure 1, at left, highlights one unusual feature of
retirement: an inflection point at or near age 70. The
first three sources of funds (items 1-3) usually begin
between ages 65-70. The second two sources of
funds (items 4-5) usually end by age 70. Most
homeowners have repaid their mortgages (item 6)
by ages 65-70. Coverage of most general medical
needs (item 7) begins at age 65. Only two
considerations listed are not near age 70:
1) long-term care needs (item 8), if any, which
usually begin around ages 75-80, and longevity
(item 9), which is a factor for the majority of Baby
Boomers after ages 83-85.

This retirement configuration leads to three
principles of Bifurcated Retirement™: 1) age 70
inflections, 2) appropriate management of risk and
3) ease of administration.

Age 70 Inflections
At or near age 70: 1) traditional pension plan
payments, if any, have just begun, 2) individual
retirement plan assets are beginning to be
monetized to pay for retirement living expenses,
3) Social Security payments have just begun,
4) post-retirement work is being curtailed,
5) inheritances have been received, 6) home
mortgages have been repaid, and 7) general
medical expenses are just beginning to be covered
by Medicare. It is after age 70 that long-term care
becomes a concern, as do longevity funding needs.
It is for these reasons that Baby Boomer retirements
are bifurcated into two stages based on the age 70
inflections.

Appropriate Management of Risk
This includes management of the risks to the sources
of funds as well as the risks to the uses of funds.

THE RET IREMENT MANAGEMENT JOURNAL SM

www.RetirementManagementJournal.org
34

F IGURE 1 : BABY BOOMER RET I R EMENT CONS ID ERAT IONS

1) Traditional Pension

2) Ind. Retirement Plan

3) Social Security

4) Post Retirement Work

5) Receipt of Inheritance

6) Mortgage Repayment

7) Medicare

8) Long-Term Care Needs

9) Longevity
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The underlying tenet of this second principle is
ensuring that funds are available to meet retirement
living expenses without intensifying the fear of
outliving one’s retirement funds. Bifurcated
Retirement™ recognizes that retirement risks vary
during the retirement years. These risks basically
follow the age 70 inflections mentioned above.
Those risks prior to age 70 are of a different
intensity than those after age 70. In essence, a proper
balance of risk versus return is established and
maintained throughout retirement.

Ease of Administration
Living a retirement dream includes, among many
things, comfort in knowing that all financial issues
are beingmanaged properly.And this comfort is best
served by an income plan that is easy to establish,
easy to monitor, and simple to adjust as needed.
Without the age 70 inflections, this principle
would be more difficult to achieve. Each stage of
retirement, with its own identified sources and uses
of funds and respective risks, becomes far simpler
to administer than one with a much longer and far
more complex span of time.

Summary
These three principles are the foundations of a
program to provide Baby Boomers the realistic
opportunity to live their retirement dreams without
outliving their retirement funds. By relying on the
age 70 inflections, not only is risk adjusted
accordingly to balance the sources of funds with the
expenses incurred during retirement but, the
mechanics of the program are structured in a way
to deliver reliable retirement income that is easy to
implement, manage, and monitor.

The early stage of retirement, years before age 70,
is called the Silver Stage. The later stage of
retirement, years after age 70, is called the Golden
Stage. Each stage 1) relies on its own sources of
funds to meet the living expenses of that stage,
2) manages the risks unique to that stage and

3) maximizes the ease of plan administration.

Silver Stage
The following six steps are recommended for the
Silver Stage of retirement, years from retirement
to age 70:
� Calculate annual retirement living expenses to

age 70, adjusted for expected inflation
� Collect traditional pension plan payments, if

any, usually beginning at age 65
� Working wages to supplement retirement

income or for enjoyment purposes, with the
expectation that working beyond age 70,
especially age 75, is unlikely

� Delay Social Security payments (no payments
received until age 70)

� Purchase fixed period annuity or interest-only
bond with annual payments equal to anticipated
annual living expenses, less pension
payments and working wages, if any, and with
a maturity at age 70

� Remaining retirement assets, including any
inheritance, invested in securities with an
appropriate asset allocation for future retirement
years

This Silver Stage plan provides all the needed
benefits to live retirement with controlled risks:
1) annual income from an interest-only security, plus
any traditional pension plan income and working
wages, will about equal expected living expenses
up to age 70, providing comfort that retirement
expenses will be covered with reasonable certainty,
2) encouragement of working during ages of good
health, 3) likelihood of not incurring long-term care
costs, and, 4) remaining assets in retirement
accounts invested in securities with an appropriate
asset allocation to provide additional funds if
inflation is greater than forecasted during this stage
and to fund living expenses for those years after age
70.As such: 1) annual living expenses are covered,
2) risks are kept to a minimum, 3) investment
returns on remaining retirement assets, needed after
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age 70, are not sacrificed, and 4) the retirement
program is very easy to understand and
administer.

Golden Stage
The following six steps are recommended for the
Golden Stage of retirement, those years after age
70:
� Calculate annual retirement living expenses

after age 70, adjusted for expected inflation,
including adjustment for possible assisted
living expenses

� Continue to collect traditional pension plan
payments, if any

� Commence Social Security payments
� Consider home sale/reverse mortgage, if

needed, for unexpected long-term care expenses
(costs beyond those assumed above for assisted
living needs)

� Purchase lifetime annuity with annual payments
equal to annual living expenses calculated
above, less pension payments, if any, and Social
Security benefits

� Remaining retirement assets, including any
inheritance, invested in securities with an
appropriate asset allocation

This Golden Stage plan, resembling the plans of
previous generations with fixed monthly
payments, provides all the needed benefits to live
retirement with controlled risks: 1) payments from
a lifetime annuity that, when added to pension
payments, if any, and Social Security benefits,
provide comfort that expected living expenses (and
any assisted living care) will be funded throughout
retirement, 2) home (most likely without a
mortgage) that can be sold or revere mortgage
considered, providing additional funds for
unexpected long-term care expenses, and

3) remaining assets held in individual retirement
plans invested in securities with appropriate asset
allocations providing additional returns, should the
funds be needed for future additional living
expenses due to inflation or for estate purposes.

Bifurcated Retirement™ is a contemporary
retirement process providing the best means for
Baby Boomers to live their retirement dreams
without outliving their retirement funds, with
minimal risks, and ease of administration. It
considers all the various options regarding
financial instruments, pension funds, Social
Security benefits, ability to work, inheritance and
home ownership. These sources of funds are
matched with expected living expenses and
adjustments made for the risks of longevity,
inflation and long-term care needs.

From time to time it may be prudent to delay (move
up) purchasing the interest-only bond or annuity in
light of low (high) interest rates, perhaps fund less
of the fixed-income security should future
retirement portfolio returns look attractive, or
alter the asset allocation of the retirement
portfolio as markets change. Working longer or a
lower living standard may also be necessary. On the
other hand, an inheritance may be received or great
health abound providing extra funds for a more
generous estate or a more robust lifestyle. These are
decisions that individuals will need to consider
periodically.

By recognizing the age 70 inflections and separating
retirement into two delineated segments, Silver
Stage and Golden Stage, the retirement concerns
of today’s Baby Boomers not only become easier
to comprehend, they become easier to resolve. �
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Footnotes:
1 The Schwab Center for Financial Research, “When Should You Take Social Security?” March 2012
2 "Current Population Survey," Bureau of Labor Statistics, U.S. Department of Labor. Q1: 2012
3 Center for Retirement Research at Boston College, “Do People Plan to Tap Their Home Equity in Retirement?” May 2007
4 Prudential Research Report, “Long-Term Care Cost Study,” 2010
5 CDC/NCHS, "National Survey of Residential Care Facilities," 2010
6 www.socialsecurity.gov/planners/lifeexpectancy
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Marketing Yourself as an Income-Distribution
Specialist: The Retirement-Income Distribution
Opportunity
In 2011, 3.4 million baby boomers turned 65.1
According to the U.S. Census, by 2020, there will
be 100 million Americans age 55 and older.2 This
group currently controls more than 80% of U.S.
personal financial assets and more than 50% of
discretionary spending power. They are responsible
for more than half of all consumer spending, buy
77% of all prescription drugs, 61% of over-the-
counter medications and are responsible for 80%
of all leisure travel, spending $500 million on
vacations per year.3

If your practice already helps clients accumulate
assets for retirement, you have a ready-made base
for arguably the most pressing need in financial
services for the next several decades: helping
clients convert their accumulated assets into a
retirement-income stream they cannot outlive.

In a March 2010 survey by the Employee Benefit

Research Institute (EBRI), fewer than half of
respondents said they have attempted to calculate
the amount they will need to live on in retirement.4
According to an EBRI study from July 2010, more
than 47% of boomers born between 1946 and 1955
are at risk of outliving their money.5 The U.S.
Center for Retirement Research reported in
October 2009 that 51% ofAmericans are at risk for
a lower standard of living in retirement, including
42% of those in high-income households. That does
not include the cost of health care or long-term care,
which would push those numbers even higher.6

In a 2010 survey of investors and advisers
conducted by Investment News, 44% of retirement-
age investors chose “maintaining income that
meets your needs” as the topic they would most like
to learn about in 2010, followed by “not outliving
your assets” at 37%.7 Research by U.S. fund
company Blackrock reported that in 2009, 70% of
Americans would be willing to move their
investment accounts to an adviser or firm that
offered expertise on structuring portfolios to avoid
running out of money.8

Clearly, retirement-income distribution represents
one of the greatest opportunities of the past several
decades for financial advisers seeking to make a
significant difference in the lives of their clients by
meeting one of their biggest financial concerns. By
specializing in retirement-income distribution,
your business also increases revenue and
profitability through:
� Retaining existing clients by meeting their
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biggest need and their most pressing concern
� Attracting new clients among do-it-yourself

accumulators who now need help in turning
their accumulated assets into an income stream

� Attracting new clients from advisers who are
not knowledgeable about income distribution

� Capturing more assets from new and existing
clients, because you now serve the role of
managing the entire retirement picture

All of the
above benefits
of specializing
in retirement-
i n c o m e
distribution

may combine to make your practice more valuable
should you decide to sell it and retire or should your
heirs need to sell it after your death. Clearly,
retirement-income distribution represents a major
marketing opportunity for advisers willing to
specialize in this area.

Become the Specialist You Want to Brand
The accumulation phase of retirement can be
fairly forgiving of mistakes. Pick an investment that
performs below expectations and there’s still time
to recover by making adjustments to the portfolio.
The potential for error in the distribution phase goes
beyond simply picking an underperformer. Tapping
retirement assets in the wrong order can have a
significant outcome and capital gains tax
repercussions for your clients. Some distribution
strategies take years to fully implement; fail to take
action at the right time, and your client may not have
the liquid assets needed for living expenses.

Before you launch a marketing plan to hold
yourself out as an income-distribution specialist,
take the time to become knowledgeable about this
phase and the various strategies for converting
accumulated assets into an income stream that will
meet clients’ retirement needs. The most recent

market downturn has many advisers rethinking
systematic withdrawals and understanding better
the impact of sequence of returns during the
distribution phase. SecuritiesAmerica has built its
NextPhase™ Retirement Income Distribution
programs around the combination of a time-
segmented portfolio model combined with
guaranteed solutions, such as a variable annuity with
a guaranteed minimum benefit rider.* For more
information on the analysis behind NextPhase™,
please refer to the contact information at the end
of this paper to request your copy of our award-
winning white paper, “Capturing The Income-
Distribution Opportunity,” or you can download a
PDF of the Retirement Management Journal (Vol.
1, No, 1, Spring 2011) in which that paper appeared
at http://riiausa.org/pdfs/rmjs-pub/RMJ_V1N1.pdf.

Tip: No matter the source of specialty education,
strategy or industry designation, it is always wise
to check with your individual supervisor and your
broker/dealer’s compliance department to ensure
the education, strategy or designation has been
approved before pursuing it.

Fine Tuning Your Brand
Whether you consciously nurtured it or let it
happen by chance, your practice already has a brand.
Brand includes everything other people perceive –
right or wrong – about you, your company and the
services you provide. Don’t confuse brand with
brand identity – the symbols that stand for that
perception, such as a name, logo, tagline, slogan or
typeface. To market yourself as a retirement-
income distribution specialist, you’ll need to
proactively engage in branding – the process of
shaping the perceptions others have about you, your
company and the services you provide.

Investors have an overwhelming number of choices
today when it comes to financial services. Presented
with so many options, and with little concrete
information to aid their choice, investors will

“Retirement income distribution
represents one of the greatest oppor-
tunities of the past several decades
for financial advisers.”
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gravitate toward the familiar. Creating a strong brand
for your business builds credibility and loyalty and
differentiates your practice from the competition.
Branding professional services like retirement-
income planning differs from consumer product
branding. Potential financial clients typically don’t
make impulse buys based on a magazine
advertisement, radio jingle or in-store display.
Potential clients may not be ready to enter into or
change their adviser relationship at the time they
receive information about you and your services.
Instead, branding professional services requires
consistent messaging repeated in multiple ways over
time to create top-of-mind awareness. When
potential clients do have a need for entering or
changing an adviser relationship, you want your
name to be the first they think of.

In addition, when branding yourself as a retirement-
income distribution specialist, your target market
may not have a clear understanding of how this
process differs from accumulation or
complements accumulation. Your branding may
need to include phrases that help clients recognize
the importance of this service, such as “converting
your portfolio into retirement income” or
“creating income from your investments to fund
your retirement.”

Unique Value Proposition
If you’ve actively worked on the brand you have
now, you’ve likely thought through your mission,
the image you want to convey and your unique
value proposition (UVP). If you have not already
created a UVP, we’ve included a UVP worksheet
as Appendix A at the end of this paper.

If you have a UVP, conduct a thoughtful review on
how it may or may not apply to retirement-income
distribution. For example, does the UVP stress
accumulation? Does it help clients and prospects
understand the difference between accumulation and
distribution? Does it touch on the needs/benefits of

r e t i r em e n t -
i n c o m e
planning?

If you find your
UVP to be
contradictory or confusing as to income
distribution, consider revising your UVP to broaden
the definition of your services and the value you
provide your clients. Spend the necessary time
reviewing and testing your UVP on your ideal
existing clients to ensure it resonates with your
target market. Remember, this is not a tagline, so
you don’t need to spend countless hours getting it
down to a four- or five-word phrase.

Example:AtABCWealth Management, we focus
on providing retirement-income strategies. Our
process is designed to pursue one of the most
pressing needs of the growing retiree population:
how to develop a predictable and sustainable
income.We understand that everyone’s situation is
truly unique, and we’re prepared to help you
address your financial life with a plan that is
customized and highly personal.

Tip:Depending on your firm’s compliance policies,
you may wish to get feedback on your UVP for
advertising and sales literature before you proceed
with branding and marketing.

Messaging
Messaging refers to the key ideas you want to
convey about your business. Messages should
support the UVP and the brand. Although you
should have only one UVP, you can have multiple
messages that support the UVP. For example, if your
UVP is helping retirees protect and manage their
wealth to create retirement income, you can have
separate messages about protecting wealth,
managing wealth and creating retirement-income
streams. Keep your messages client focused – state
a client need and the corresponding benefit you can

“To be successful at cornering the
income-distribution market, your
UVP needs to encompass the
concepts of income distribution.”
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provide in
addressing it.

The main
difference between regular financial practice
marketing and income distribution marketing is in
the messaging. Keep in mind that the phrase
“income distribution” may not be familiar to your
clients or prospects; it’s largely an industry term.
Messaging should stay focused on the client and the
benefits of working with you and your firm.

Example: We organize your hard-earned assets,
insurance and estate plan to help simplify,
consolidate and integrate every aspect of your
financial future. We help our clients transition to
retirement by creating a livable income plan.

For more examples of retirement income
distribution messaging, please refer toAppendix B
at the end of this paper.

Tagline
It won’t always be possible to include your entire
UVP or message in your branding tools, for
example on a business card or giveaways like pens,
mugs or letter openers. A tagline distills the heart
of your UVP into a single phrase. Although not as
foundational as the UVP, taglines tend to have a
longer shelf-life than amessage. Taglines often show
up under your logo, so it’s important to create a
tagline that will work over the next several years.
It should be relatively short and packed with
action words. Devices like alliteration or plays on
words can also make it more memorable.

Creating a tagline that emphasizes “retirement-
income distribution” can be tricky. The words
themselves are long – nine syllables in that one
phrase alone – and they aren’t words most clients
normally use together.As a beginning exercise, go
back to your UVP and try highlighting just the
action words or eliminating the filler words. You

might also reverse the order of the words or
change the endings slightly to create interesting
combinations.

Using the previous examples:
� UVP:We organize your hard-earned assets,

insurance and estate plan to help simplify,
consolidate and integrate every aspect of your
financial future

� Possible taglines:
� Organizing Your Hard-Earned Assets for

Your Financial Future
� Integrating EveryAspect ofYour Financial

Future
� UVP: We help our clients transition to

retirement by creating a livable income
plan

� Possible taglines:
� Developing Income Plans for Your

Retirement Transition
� Developing Income Plans for Your

Retirement Goals
� Creating Retirement-Income Plans For

Living Life

More income distribution taglines can be found in
Appendix B.

Tip: Your UVP should drive your tagline, not the
other way around. You can come up with a tagline
that sounds great, but if it doesn’t convey the UVP,
it won’t be effective in marketing yourself as an
income distribution specialist.

Conversation Starter
Aconversation starter, also known as an approach,
elevator speech or hook, rewords your UVP into a
statement that comes naturally in conversation. It
focuses on the benefit of working with you, and it’s
typically used in response to the question, “What
do you do?”

Where a UVP might thoroughly answer the
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“A tagline distills the heart of your
UVP into a single phrase.”
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questions of who your target market is, what you
do for them and how you do it, a conversation starter
should strategically omit information to encourage
your listener to ask for it. Keep in mind that listeners
will only ask for additional information that
answers their immediate question of “What’s in it
for me?”

The financial industry has focused heavily on
accumulation over the past several decades, and for
many consumers, the vague concepts of living off
interest and dividends or “cashing out” accumulated
assets still exist. Creating an interactive
conversation that uses analogies, examples and
stories can help prospects and clients begin to
understand the importance of having a plan for
converting assets into income during retirement.
Keep in mind that being a good story teller means
choosing the story that most appeals to your listener,
so it’s beneficial to have a supply of succinct
stories or analogies so you can adapt to the
situation. A story that works well at a business
networking event may come across as too pushy at
a wedding reception.

Example:
Listener: What do you do? (or Where do you
work?)

You: I’m a retirement-income specialist. I help
people turn their retirement nest egg into retirement
income. (Listener now wonders how he will turn
his nest egg into income in retirement.)

Listener: How do you do that?

You: Well, it’s like planning your food for a
week-long camping trip.You have to figure out how
many people are going. You can’t plan to eat fresh
food all week – there’s no grocery store for miles.
You can take a pantry of ingredients, but that can
make it hard to know what you’ll end up with at
the end of the week. You have to figure out what

you’re going to
eat each meal
of each day so
you have the
right foods
when you need
them. Retirement-income planning is like that. You
have to figure out what you need not just for the
whole trip but for each goal – or meal – during each
segment – or day – of your retirement trip. If you’ve
never been camping, that can seem overwhelming,
which is why people hire a guide or outfitter. That’s
what I do for people planning their retirement.

Listener: I can see how that would be helpful to
people.

You: Many people tell me it’s very helpful, that it
takes away a lot of their stress and worry about
having enough money for their retirement. I work
with people who want to retire but aren’t sure they
can do it. They have accounts scattered around –
a 401(k) at their employer, an IRA, a savings
account, life insurance – and they just can’t get a
handle on the big picture. Part of my process is to
sit down and talk about what they want to do
during retirement and their available assets. From
that discussion, we are able to create a plan
designed to help them retire in a timeframe and with
an income that they feel comfortable with.

Camping may not be the right analogy for you and
your audience. If your audience has an affinity for
travel, you might use the analogy of being an
experienced pilot who has flown in good weather
and bad, and has gotten passengers to their
destination no matter how rough the ride. In your
experience, travelers make three mistakes: 1) fly the
plane themselves, 2) jump off mid-flight, or 3) drive
instead of fly and reach the destination too late.You,
as the pilot, take very seriously your responsibility
to get passengers to their destination safely and on
time. And you’ve got another good reason to be

“Re-working your UVP into a
statement that comes naturally in
conversation is key to communicating
well with prospects.”
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prudent – you
are also a
passenger on
the plane.

Take a look at
the analogies you’re already using in your meetings
with clients and prospects to explain income
distribution and how you work with clients.
Choose two or three that seem to resonate best with
your clients. Specify for yourself the best situations
to use each one – for example, storyAworks with
older clients, while story B works well for
childless couples or individuals and story C works
with business owners.

Tip: The key to matching your story to your listener
is by being a good listener and conversationalist
yourself. Take an interest in your listener, ask
appropriate questions about occupation, family and
leisure interests, and you’ll easily identify which
analogy or story will work best.

Branding Your Process
Branding your income-distribution planning process
can help you differentiate your value proposition
to your clients. It provides clarity in the minds of
your clients and helps them put their arms around
the relationship and the value they derive from
choosing you as their financial consultant verses
someone else. A systematized, branded process
helps you manage client expectations, eliminate
surprises and create client buy-in.

You likely already have steps you take clients
through during your planning process. For many
advisers, those steps are 1) discover, 2) define,

3) design, 4)
implement and
5)monitor. For
e f f i c i e n cy,
formalize your
process, write

descriptions for each step and develop templates for
agendas, questionnaires and forms used in the
process. Whether you already have a documented
process or an ad hoc one, take time to refine it
specifically for retirement-income distribution.

For example, in the discovery step, you need to
gather more than just the client’s “bucket list” of
goals for their retirement. You need to clearly
understand their emotional and psychological
needs regarding money, and where they may be
willing to sacrifice on one goal to achieve another.
For example, if needed, would the client reduce his
number of planned trips in retirement in order to
achieve his full goal for charitable giving or
funding a grandchild’s education?

Your income distribution discovery should include
four key areas:
� Questions for evaluating the client’s feelings

about managing investment risks. Many
advisers use questions from their current risk
tolerance questionnaire to gather this
information from their clients

� Away to gauge the client’s emotional reactions
tomoney and their need for guaranteed income*
in their distribution plan. You can quantify the
clients need for guarantees by gathering
information on the client’s financial situation

� Questions for determining the client’s
potential needs for lump sums in retirement to
cover expenses such as home repairs, vehicle
repairs or replacement or their desire to help
their children and grandchildren. When
learning more about a client, remember that
their past behavior is a good indicator of their
future behavior. Clients that consistently need
additional funds to support their current
lifestyle will have these same “emergencies”
during their retirement years

� Questions for identifying the client’s desire to
leave a legacy to their heirs or favorite
charity. It is important to identify the client’s

“Frame your communications and
interactions using the affinities of
your target audiences for optimal
effectiveness.”

“Branding your income-distribution
planning process can help you
differentiate your value proposition
to your clients.”
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legacy goals and then prioritize this goal with
their income requirements

For an example of an income distribution client
discovery questionnaire, see Appendix D for
SecuritiesAmerica’s ROI* (Reliability of Income)
Profile.

By asking discovery questions specific to income-
distribution planning, you can define the client’s
goals in a way that takes into account their
emotional needs, such as the need for guaranteed
income or their ability to emotionally withstand
market volatility. That definition then impact’s the
design and implementation steps, as it helps
dictate the types of investment products used in the
client’s portfolio to create the desired retirement
income stream.

To make your process memorable and help your
clients visualize the steps, you should give it a name
and add imagery that helps clients visualize the
steps. Don’t over think the naming part – if you do
business as “Dynamic Financial Concepts,” you
could simply name your process “The Dynamic
Planning Process.” The important thing is to
define each step so clients clearly understand
what will occur along the way, which parts you will
do for them and what responsibilities they will have
in creating the plan.

Once you have defined the steps in your branded
process, create a visual representation to aid clients in
understanding the process and remembering it as you
move through the steps.Avisual also helps the client
explain your process to potential referrals.

Marketing Your Income Distribution Services
With a solid UVP, your key messages, a tagline and
your conversation starter, you can begin branding
your practice using marketing tactics that best fit
your target market within the income distribution
space. Marketing tactics put you and your services

top of mind
with clients and
p r o s p e c t s .
Strategically
planning and
consistently implementing marketing tactics will
help you stay on message and more easily track
which have the greatest success.

Become an Information Hub
Finding and passing along retirement income
distribution information from other credible sources
reinforces your messages to clients and helps
build your own credibility. E-mail makes this
easy – when you find an article online that supports
your retirement-income philosophy or approach,
copy the URL and create an email to your
clients/prospects (be sure to use the BCC field to
protect privacy or use a CRM system that makes
a batch of emails look like they have been
individually sent). Write a short, simple message:
“This article provides a great explanation of time-
segmented distribution plans. Feel free to call me
and discuss after you’ve read it.” Then paste in the
URL to create a link directly to the article.

Your website provides the perfect medium for
positioning yourself as a retirement-income

F IGURE 1 : THE RET I R EMENT OPPORTUN I T I E S ROADMAP

“The important thing is to define each
step so your clients clearly understand
what will occur along the way.”
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distribution
information
hub. You can
post articles,
news releases,
brief educa-

tional videos, even blogs, and add links to other
sources and websites. Be sure to work it the other
direction as well, including links to your website
homepage or specific content pages in your email,
newsletter and other marketing materials. As
always, be sure to check with your compliance
department regarding requirements for review
and approval of content on your ownwebsite as well
as content you may link to on other websites.

Create Credibility
Public relations lends itself to building credibility
because the writer or publication – a third party –
has selected you as an expert on the topic.
Advisers seeking to develop their top-of-mind
awareness among potential clients needing
retirement-income planning can employ a number
of public relations tactics that will also build
credibility.

Publishing Articles, White Papers or Books –
Authoritative print material, like an article or a book,
builds your credibility and proves your ability to
communicate. If compelling writing falls outside
your skill set, hire a writer to help you sharpen your
drafts, or provide your content ideas verbally and
have the writer organize and polish them. The
concepts in the article and its voice should be your
own – regulators frown on advisers putting their
name on content they had no hand in creating. Some
potential ideas related to retirement income
distribution include:
� Making the transition from accumulation to

distribution
� Controlling spending during retirement
� Financial support of adult childrenor agingparents
� Prioritizing goals and dreams for retirement

BeingQuoted in Local andNational Publications
– Becoming a source for editors and reporters
requires an ongoing effort to establish rapport.While
many financial reporters understand the basics of
asset accumulation, fewer understand all the
important nuances of retirement-income
distribution planning. As a specialist in this area,
you have the unique opportunity to become an
educator, thought leader and recurring source for
the media.

A professional website is a prerequisite for
buildingmedia exposure, as reporters typically visit
a source’s website before making contact for an
interview.Advisers should become familiar with local
consumer publications, especially those targeted at
retirement and/or finances, by reading each issue and
making note of reporter’s names and specialized areas
of coverage.An e-mail to the reporter complimenting
him/her on the article and suggesting additional angles
for future stories can open the door to becoming a
source. Advisers may wish to obtain coaching or
guidance from a public relations professional in
approaching the media.

Speaking or Presenting on Retirement Topics –
By sharing your experience on a retirement subject,
you can build name awareness among potential
clients who share an interest in the subject.
Advisers need not wait to be approached to speak
at meetings or events. Lists of local organizations
may be available from the local chamber of
commerce or local newspaper websites. Many small
local organizations have trouble finding enough
speakers to fill their meeting slots and welcome
speakers who offer their time.With retirement top
of mind for a large portion of organizations’
membership, income distribution topics can make
you a sought-after speaker.

To begin creating media awareness, develop a
public relations plan:
� Identify local and national media outlets – print,

“Your website provides the perfect
medium for positioning yourself as a
retirement income distribution
information hub.”
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online and broadcast –that have an interest in
retirement or target the 45+ age
demographic (people more likely to be
thinking about retirement). This can also
include newsletters or websites for
organizations that reach your target market.
Determine a key contact – usually an editor or
producer – for each outlet. Begin building
rapport by reading articles and e-mailing the
reporter with a compliment and suggestions for
additional angles for future stories

� Create press releases about newsworthy events
related to your practice,including an office
move, new hires, new or improved services,
promotions and new industry certifications. Be
sure to work your income-distribution UVP into
the release and use your logo and income
distribution tagline at the top

� Create news releases about retirement finance
topics of interest to consumers for release to
local and consumer-oriented financial
publications. This includes advance news
releases about your speaking engagements,
workshops or seminars. Be sure to include what
benefit guests will gain in attending

� Create a “news room” website page. Include
a biography that positions you as a
knowledgeable and credible source on
retirement income distribution for the media.
Post news summaries of your media mentions
with links to the actual articles, if appropriate,
as well as press releases distributed by your
office

Tip: Media exposure begets more media exposure.
As you gather media and speaking credentials, be
sure to add them to your bio on your website.

Tip: Local news shows often use subject-matter
experts for segments during morning, mid-morning
and noon broadcasts. Contact the producer or
anchor with an offer to discuss one of the hottest
financial topics: making the move from

accumulation to
distribution.

Ensure Right-Fit
Referrals
The concept of
branding extends to your existing clients and
positioning yourself top of mind when an
opportunity arises to refer you to their friends or
family members. Consistent messaging repeated in
multiple ways over time helps solidify your UVP
in the minds of your clients, making them not only
more frequent sources of referrals but also
increasing the number of right-fit prospects to which
they introduce you.

For many advisers, referrals provide the primary
source of new business. If you have a good flow
of referrals coming from clients, but a significant
portion of those are not right-fit prospects, you likely
have either inconsistencies in your UVPor have not
clearly and frequently communicated your UVP to
your existing clients. Clients will assume you want
more clients like them. Your UVP helps them
understand exactly the characteristic(s) they have
that makes them a good fit for your practice. To
build your retirement income distribution referrals,
your clients must understand that your knowledge
in this area is part of what makes you unique and
valuable to them – and to those they refer.

The analogies and stories you created to start
conversations about income distribution can also
be used to reinforce your messages and UVPwith
your existing clients. They will be more likely to
share a good analogy and story with a friend than
dry facts about the importance of retirement-
income planning and why you’re the best
professional to do it for them.

Re-Envision Your Events
Events provide you and your staff the opportunity
to create or deepen personal relationships, learn

“With retirement top ofmind for a large
portion of organizations’memberships,
income distribution topics make you a
sought-after speaker.”
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more about your clients and prospects, and get
people talking about your great services. They also
provide the opportunity to work your income-
distribution UVP into the messaging through your
tagline or the content of the event. You can
incorporate income distribution into your events in
a number of ways.

Educational – Educational seminars for clients and
prospects have their place, especially as investors

try to rebuild
p o r t f o l i o s
impacted by
the 2008 stock
market melt-

down. As a specialist in retirement-income
distribution, you have the credentials and the
subject matter to draw right-fit referrals. You can
also expand your repertoire by building
relationships with professionals in tax planning,
estate planning, advanced insurance strategies
and even the Social Security Administration and
inviting these individuals to speak to your clients.
Topics like creating income streams for life, not
outliving your money, and balancing retirement
goals like charitable giving, funding college for
grandkids and travel have broad appeal for
existing clients and prospects.

Social – Social events help you to make deeper
connections with clients and prospects than an
educational event might allow. Consider holding
retirement receptions for your clients as they
retire. Have the client provide the list of invitees,
including address, phone and email, and send the
invitations yourself. Make a toast to the honoree.
Take photos during the event and send to the
honoree and the guests with a thank-you for

attending.You
will have
created the
perfect referral
event and have

the contact invitation for prospects without asking
for the client to provide it.

Couples – In 2009, a study by Fidelity Investments
found only 38% of couples reported they make
decisions on their retirement finances together, an
issue that can cause uncertainty between couples
in retirement. A workshop that focuses on
retirement goals and needs for couples can help
uncover areas where spouses may have very
different ideas about what’s desired or ideal. This
type of event can work with clients or prospects,
in large groups or in small. Keep in mind that the
goal is to make apparent to the attending couples
the need for the type of complex, comprehensive
planning that a retirement-income specialist like
yourself can help them with. Stay away from
specifics like assets and income that should remain
private and confidential.

Tip: Securities America’s Imagine Your Life
Without Limits Retirement Workshop offers a
complete turn-key system adaptable for clients or
prospects, large groups or small, couples or singles.

For more event planning tips, please refer to
Appendix C at the end of this paper.

Selectively Advertise
Advertising can reach a large audience, offer
visibility, facilitate repetition and enhance your
practice’s public image.With advertising, because you
pay for the space, you have greater control over the
precise message than you do, for example, when
quoted in a newspaper or website article.
Advertising, however, tends to carry less credibility
than public relations because of that control.You don’t
get that third-party endorsement that comeswith being
chosen as a source or an author.

Key components of advertising, besides good
messaging, are frequency and placement. Frequency
builds familiarity and therefore that top of mind

“Events offer the opportunity to
work your income distribution UVP
into your market’s consciousness.”

“Key components of advertising
include good messaging, frequency
and placement.”
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awareness. Placement means putting your ad in the
place where it will be seen by a significant portion
of your target market. Evaluate your advertising
opportunities based not on total reach but on
reach to your specific target – adults near or
already in retirement who might need help in
managing their income.

With a specialization in income distribution, look
beyond mainstream advertising such as your local
newspaper, radio and television. Club and
organization newsletters often need sponsors to
offset printing and postage costs. Is there an
organization for retirees in your community?What
about a country club, recreation center or retirement-
community newsletter or bulletin board? Is there a
website where people in your community who are
planning their retirement might go for information?

Be sure your ads include a need and benefit that will
resonate with people near or in retirement. Those
key concerns of outliving their money, becoming
financially dependent on others or reducing their
lifestyle can make your ad memorable. Include the
benefit you provide that meets the need. You
should be able to take this directly from your UVP
or messaging. Close your ad with a call to action
and your phone number and website address.

Conclusion
With the size of
the retirement
income market
expected to
more than triple in the next 10-15 years, it may be
tempting to focus exclusively on retiring Baby
Boomers. Coming close on the heels of the
Boomers, however, will be Generation X, of
which the oldest members have reached their
mid-40s. Retirement accumulation will continue to
be important for this up-and-coming market,
which already has concerns about how long they
will need to work to afford the retirement they
dream about. The retirement-income distribution
conversation is one you’ll likely be having for the
rest of your career.

As with any branding effort, positioning yourself
as a retirement-income distribution specialist will
take time as you build your knowledge in this area
and build recognition of your brand message. By
starting now, you’ll be prepared to tap the Boomer
market today and the Gen X market tomorrow,
meeting the number one concern of both groups:
how to live an enjoyable and fulfilling retirement
without running out of money. �

“By starting now, you’ll be prepared
to tap the Boomer market today and
the Gen X market tomorrow.”

Footnotes:
1 “Dramatic Changes in U.S. Aging Highlighted in New Census, NIH Report,” National Institute on Aging,

(http://www.nia.nih.gov/NewsAndEvents/PressReleases/PR2006030965PlusReport.htm)

2 “Income Emerges as a Top Priority,” by Frank M. Porcelli, Investment News, July 11, 2010.

3 http://www.thirdage.com/about_us

4 “The Big Financial Stretch: Preparing for Those Later Decades,” Knowledge@Wharton, Dec. 6, 2010

5 “The Big Financial Stretch: Preparing for Those Later Decades,” Knowledge@Wharton, Dec. 6, 2010

6 “Will I Run Out of Money in Retirement?” by Dan Richards, Horsesmouth.com, Nov. 17, 2009

7 “Income Emerges as a Top Priority,” by Frank M. Porcelli, Investment News, July 11, 2010

8 “Will I Run Out of Money in Retirement?” by Dan Richards, Horsesmouth.com, Nov. 17, 2009

* All guarantees offered in variable annuity contracts are based on the claims paying ability of the issuing company and are subject to its

terms and conditions. Optional riders have limitations and come at an additional cost.
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“Culture is a little like dropping an Alka-Seltzer into
a glass – you don't see it, but somehow it does
something.” –Hans Magnus Enzensberger

“Life leaps like a geyser for those who drill
through the rock of inertia.” –Alexis Carrel

Over the next one to three years a large number of
financial firms will stumble badly in retirement
income. Failure won’t be due to a lack of
awareness, or because retail investors failed to
express their concerns about their retirement
security to financial advisers. Rather, firms’ success
will be stymied by a constellation of factors that
include competing agendas and budgetary
constraints. But, as I’ll explain, the most significant
reason will have had more to do with firms’
traditional strengths, not weaknesses. The irony here
is palpable as many industries including insurers,
asset managers and independent broker-dealers will
continue to be challenged by retirement income.
What forces will serve to shake-up the status quo?
And which organizations will fail, or succeed?We
can’t know. I’m betting, however, that it will take

an external force, an unbiased facilitator in the form
of a silo-uniting framework to finally knit together
the silos and unleash retirement-income success.

Walk with me on a quick trip down retirement-
income memory lane as I cite some examples that
will illustrate how even large and successful
organizations can misfire spectacularly when it
comes to retirement income.

Awareness and Action
Between 2004 and 2005 awareness of the
retirement-income business opportunity expanded
significantly and the perception of retirement
income as a discrete industry took root. Most
industry participants came to the retirement-
income party with general agreement over the
magnitude of the money-in-motion and the high-
stakes nature of the competition for retirement
assets. Most accepted the phenomenon of retirement
asset consolidation (I do, and observe its effect
across a large number of advisory firms). Many
participants also shared the view that no single
business silo (e.g. asset management, insurance, etc.)
represents the complete answer to retirement-
income investing, at least not for mass affluent
investors.

But dig a layer below the big-theme agreement and
industry participants also tended to (and still do)
embroil themselves in academically-oriented
arguments over which of the various retirement-
income investing methodologies is “superior.” In
some cases these debates, which sometimes lose

Why Many Firms will Fail in Retirement Income…
and How to Fix It

BY DAVID MACCHIA, RMA

DAVID MACCHIA, RMA
FOUNDER & CEO
WEALTH2K, INC.
A FOUNDING MEMBER OF RIIA
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sight of practical considerations, are fashioned and
fortified by organizational worldviews that have
been shaped over decades. Methodology-focused
arguments tend to arise because organizations
often operate in ways that serve to sustain
embedded cultural preferences. Yet, in spite of best
intentions, it can be difficult to introduce retirement-
income solutions that are truly new and different.
RIIA Chairman, François Gadenne, refers to the
failure of organizations to generate retirement-
income innovation as, ”Trying to make new wine
from old grapes.” Says Gadenne, “Retirement is
literally the other side of the road from asset
accumulation. One side leads into the ‘city of
accumulation’, the other side leads out into the
‘decumulation suburbs’.”

The scale of the business challenge that
organizations face can be seen in the expensive
wreckage that is littered over the retirement-
income industry landscape.

A Cautionary Tale: How Insurers’ Cultures Impaired
Success in Retirement Income
Since 2006 I can recall at least five ambitious and
well-publicized retirement-income initiatives started
by big-name insurers. These new businesses were
intended to “cross-silos,” marshaling the best
talent, products, technology and services from across
the larger organization. Well-funded and with
unambiguous support of their respective CEOs, the
key objective of the insurers’ retirement-income
businesses was to introduce innovative
retirement-income solutions that would enable
affiliated financial advisers to win retirees’ loyalty
and decades-long management of investors’
retirement assets. The mission statements
associated with these ambitious endeavors were
equally grand. Several, in fact, sounded eerily
similar – “To become the retirement security
leader in the United States.”

Despite the hefty sums of invested capital, high

visibility and the mass investor need, each of these
silo-crossing retirement-income businesses crashed
and burned. Many talented people lost their jobs.
Much money was lost. Innovation failed to evolve,
and consumers lost out. Advisers also paid a price
in terms of their not gaining access to solutions that
would have been appealing to their clients.

Why did such well-funded retirement-income
businesses flop? More than one factor contributed
including, certainly, the 2008 market breakdown.
But the primary cause, in my judgment, was
culture. Insurers have a sales-driven culture that is
underpinned by ever- evolving products and
features. The insurers’ business silos, each with its
individual priorities, agendas and P&L found
little short-range benefit in ceding responsibility or
influence to a new business unit, irrespective of how
important it may have been to do so.As a result the
new retirement-income businesses couldn’t
overcome embedded cultural impediments.
Insurers, like all organizations, are comprised of
people, and people’s actions reflect their emotions,
including fear. People dynamics such as turf
protection, concerns over job security, “it-wasn’t-
invented-here syndrome,” resistance to change, and
fear of losing one’s power, all conspired to fell what
rightly should have been a showcase for one or more
insurers to capitalize on reinvention in the
retirement-income industry.

What changes over recent years have made it
easier for organizations to capitalize on retirement
income? Or, are the same forces still holding
companies back? Let me comment on some
industries that have a lot at stake in retirement
income.

Independent Broker-Dealers
Independent broker-dealers’ (IBDs) longstanding
focus on independence is compelling, a
magnetic-like pull that has captured the
imagination of ever-more advisers. The
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relentless focus on independence has led IBDs to
shy away from taking sides in terms of how
advisers approach the development of their
practices. IBDs can and do help advisers with
practice management. But it is up to each adviser
to craft his/her business focus, strategic objectives
and marketing methods. IBDs supply numerous
advantages in terms of high payouts and business
process technology. And advisers can select from
a wide array of products – a vast “shelf.” This
approach works well for positioning independent
advisers to effectively serve almost all of an
investor’s needs. But when it comes to retirement
income, particularly, the majority of advisers
haven’t yet accumulated the table stakes of income-
planning knowledge that is required to maximize
their success. This knowledge deficit, really a
capability deficit, is multi-dimensional, and it
explains why a skilled retirement-income planner
will, in almost all instances, marginalize an
accumulation-focused adviser. What you’ll find if
you look under the covers of a successful retirement-
income planner’s practice is a collection of tools,
strategies, words, phrases, marketing techniques and
strategic priorities that are inherently different than
what most advisers traditionally rely upon.

More than a “shelf,” what advisers really need is
a “shepherd.” Yet, most IBD firms are not
configured to fill the shepherd’s role. Until they do,
and because the economic stakes are so high,
sub-par results are the likeliest outcome. Adviser
defections, lost assets and declining market share
are not the results that any firm expects from
retirement income. Yet, no organization should
forget that asset consolidation cuts across the
entire food chain.

Asset Managers
In response to clients’and prospects’expressed fears
over their retirement security, advisers are
increasingly migrating to outcome-focused
retirement-income investing approaches including

“bucketing,” “income floors,” and hybrid
combinations. Asset managers, including turnkey
asset management programs (TAMPs) and mutual
fund companies, are certainly aware of this trend,
and it is causing some asset managers to conclude
that their product offerings should play a key but
not exclusive role in the funding of
retirement-income investing strategies. As the
number of investors entering retirement increases,
asset managers are looking for a larger context for
their products that can directly lead to new sales.

Defining the asset manager’s role as
complementary in retirement-income investing
makes sense; asset managers differ from insurers,
for example, in that they don’t place longevity or
mortality risk on their balance sheets. One senior
insurance executive I know says that to succeed in
retirement income, asset managers must begin to
focus on “de-risking investors.” This sounds right.
But if your “silo” isn’t able to deliver what
amounts to an essential ingredient of the “plan,”
guaranteed income, what do you do? Well, one
approach is to join forces.

Registered Investment Advisers
The Registered InvestmentAdviser (RIA) channel
is arguably the least prepared for retirement
income. As a consequence, RIAs are at the
greatest risk of becoming competitively
marginalized by marketplace dynamics. To be sure,
RIAs have been exceptionally successfully at
combining customized investment strategies with
a customer-first focus and personalized service.
Many RIAs, however, reflexively eschew
involvement with insurance products, and they may
be unable to offer annuities to their clients because
they are not licensed to do so. Moreover, RIAs’
historical focus on maximizing investment returns
is misaligned with retirees’ deeper concerns for
downside protections and smooth, monthly income.
For these and other reasons, including a
pronounced deficit in communications capabilities
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that makes it difficult for RIAs to convey their
expertise in crafting outcome-focused investing
strategies, RIAs are currently in the least favorable
position to win long-term management of retirees’
assets. Absent some big changes that potentially
facilitate their ability to better meet retirees’needs,
it’s more likely that RIAs will lead at losing
retirement-income clients.

How do RIAs address retirement income in their
investor-facing communications? It’s instructive to
examine the marketing messages that RIAs convey
to clients and prospects. At random, I visited
more than 40 RIA websites to assess how these
firms are presenting their services related to
retirement-income planning. In short, they’re not.
Looking across dozens of firms’websites I find a
consistent set of themes highlighting accumulation
investment expertise, but literally nothing that
addresses retirees’ retirement-income needs.
Essentially, RIAs’ key website messages all focus
on better accumulation, for example “seeking
value in volatility,” “above average performance,”
“25-years of building client wealth,” “costs matter,”
and “the art and science of investing.”

Will the “hot” channel cool as millions of investors
shift their priorities away from accumulation and
toward secure monthly income? This will be
fascinating to watch.

Strategically Aligned and Mutually-Benefiting
One might think that, by this time, the formation
of high-profile strategic alliances between non-
affiliated insurers and, say, mutual fund families
would have made a big splash in the marketplace.
Partnerships among complementary organizations
would unlock synergies, spur creativity and unleash
innovation. By partnering closely, the insurer and
mutual fund provider would not only be able to
introduce a new generation of retirement-income
solutions, but also exploit synergies including the
leveraging of each other’s wholesaling forces. This

is a sensible and accretive approach, in my
judgment. Yet, it seems that absent a third-party
facilitator, one that breaks the status quo by
uniting the still-separate silos into a single contextual
solution, such productive partnerships are not
likely to emerge.

A Silo-Uniting Framework
In terms of helping insurers and asset managers
capture advisers’ loyalty through the introduction
of exciting and innovative retirement-income
solutions, I believe that only non-proprietary, silo-
uniting frameworks will deliver the goods.
Analogous to middleware that extends the
capabilities of two legacy systems, the silo-uniting
framework smoothly integrates seven qualities that
lead to practical success:
� A neutral, consumer-facing “brand”
� Proposal system and output (the client’s

written income plan document)
� Multimedia and interactive investor education

tools
� Investment management overlay
� Integration of vetted products
� Automated strategy funding
� Strategy performance reporting

That’s a lot. But it’s what’s needed for manufacturers
and distributors to finally nail retirement income.
When it happens the retirement-income landscape
will reverberate and realign, with clear winners and
losers resulting.

A lot of work on silo-uniting solutions is already
underway. At my company, asset-gathering
platforms such as The Income for Life Model® are
successfully melding banking, fixed income,
insurance and equity-driven products into a unified
retirement-income solution. The result is that
financial advisers find it easier to win investors’
loyalty and consolidate retirement assets. But
more development and collaboration among
industry participants is called for.
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I argue that brand neutrality is a key distinction of
the silo-uniting framework. Advisers prefer to
deliver a retirement-income solution that does not
reflect the product provider’s brand. However,
integration of specific, vetted insurance and
investment products with the solution will be
warmly welcomed by most advisers. And, if the
funding and implementation processes can be
streamlined for the adviser, the providers’
capacity to influence asset flow will be quite
significant. For forward-thinking product providers,
herein lies the secret sauce of competitive
advantage.

The “Age of Packaging”
Moving forward, what will be the driver of new
sales? Forget products. Sales cultures that
traditionally rely upon new and improved features
will sputter if there aren’t any new and improved
features to promote. My Wealth2k colleague,
Jason Ray, describes how, for the first time in his
memory, the current generation of annuity products
is inferior to past generations. This is not what
advisers expected, nor is it what wholesalers are
trained to deal with.

And what if the challenging, low interest rate
climate continues, compounded by potentially
marginal or even zero investment performance over
the near-term to medium term? Add to this
boatloads of guarantee-craving boomers – who

really need both guarantees and investment returns
– and you have the prospect of a huge marketplace
disruption. Which companies will emerge the
winners in a climate of disruption? An important
question is: What comes next?

At least in the retirement-income space, I believe
that “next” equals “strategies,” “concepts,” “needs,”
and “big context” solutions. The focus has to move
to customer needs, and at a deeper level than just
the focus on investible assets. RIIAhas consistently
espoused this priority. The most successful income
-focused advisers have already moved to process
over product. The best of them are fearless in their
commitment to pierce the superficial albeit
lucrative, AUM-based facet of the client
relationship. Crossing this bridge builds confidence
among investors and makes it possible for a single
individual to become the last and durable adviser.

The business of retirement income – the success to
be had in retirement income – is up for grabs.Who
will scoop it up? Which organizations will win?
Which will be marginalized? The only thing I feel
certain about is this: the creative people, unchained
from past dogmas and processes, and working in
partnership, will own the future of retirement
income.

The clock is ticking. �
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Executive Summary
The primary goal of any employer-sponsored
retirement plan is to provide for sufficient lifetime
income in retirement. However, longevity issues,
market volatility and concerns related to the
long-term solvency of the Social Security system
are just some of the headwinds facing retirees.

The growing importance of defined contribution
(DC) plans has placed increased focus on the
decumulation, or the payout phase, of pension
systems. Annuitization offers the only way to
generate guaranteed lifetime income, yet it is
often misunderstood by consumers.

The Chilean pension system provides an
interesting case-study. Most striking, is its high rate
of annuitization, a fact that can be attributed to
pension reforms that successfully capped
commission rates, increased transparency of
annuity information and reduced price
dispersion. Using the Chilean annuity model as a
baseline, this paper examines the main issues and
challenges that must be addressed, in order to build
an effective annuity exchange in the U.S.

Background
Financial innovation has expanded the menu of
products and choices available in the marketplace.
It’s not surprising, therefore, that consumers are
overwhelmed by the seemingly countless ways to
convert savings into lifetime income.

A solution, at one extreme, is perfect consumption
– by way of full annuitization.1At the other end of
the spectrum, is an asset allocation approach that
generates a sustainable lifetime income stream
(spending rule). Somewhere, in the middle, lies a
more pragmatic approach that satisfies:
� Risk aversion preference and the legacy and

consumption tradeoff, and
� Portfolio spending and sustainability expressed

as a “confidence level” that results from some
optimal level of partial annuitization of
financial assets with emphasis on addressing
longevity risk and sequence of returns risk

With so many tools available, one might assume a
well-managed, retirement-income plan utilizes a
breadth of decumulation strategies, including:
� Social Security benefit maximization
� Risk free cash reserves (real or nominal ladder)
� Risk management – bond ladders, time

segmentation, asset-liability matching
� Risk retention - asset allocation and sustainable

spending rates
� Risk transfer – options strategies
� Equity release – reverse mortgage
� Taxable and tax-deferred overlay
� Risk pooling with annuities

According to the U.S. Census Bureau, there are 78
millionAmericans, born between 1946 and 1964,
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who are in the initial stages of transitioning to
retirement.Akey challenge for these baby boomers
lies in solving the retirement-income “puzzle”.

In an ideal world, a financially sound Social
Security system and a defined benefit pension plan
provides the “social capital” floor. However, due
to Social Security’s financial woes and the gradual
termination of defined benefit plans, the social
capital floor no longer represents an unconditional
pillar of stability.

Consumers must be convinced that retirement-
income planning is a process that involves balancing
multiple risks. Furthermore, these risks (longevity,
investment risk, sequence of returns) can be
effectively managed with annuities. While
annuities help address the risk of outliving income,
relatively few Americans annuitize their savings.
Economists refer to this phenomenon as the
“annuity puzzle.” It’s clear that in order to solve this
“puzzle”, we must make a concerted effort to align
human behavior with an individual’s consumption
and spending needs.

Why is there a mismatch between human
behavior and the value of annuities?2 Perhaps the lack
of demand is in response to lack of transparency in
supply (life annuities). When Franco Modigliani
received the Sveriges Riksbank Prize in Economic
Sciences in Memory of Alfred Nobel in 1985, he
drew attention to the “annuitization puzzle”. He said:
“It is a well-known fact that annuity contracts, other
than in the form of group insurance through pension
systems, are extremely rare.Why this should be so
is a subject of considerable current interest. It is still
ill-understood.”

Issues Confronting the U.S. Annuity Market
Income annuities enable retirees to stabilize
consumption, deal with uncertainty and isolate
investment risk using a systematic withdrawal plan
or, sustainable spending rate.

Financial professionals must help retirees view
income annuities as part of a risk-reduction
strategy – beyond the value of creating an income
stream. In order to achieve this, the consumer must
be confident that:
� Annuity providers are financially sound
� There is transparency in costs and fees for

benefits derived
� There is an understanding of the risks

associated with mortality (certain) and longevity
(uncertain)

� Complex products can be explained by
competently trained professionals

Because income annuities tend to be sold, rather
than purchased, an additional barrier to the
annuity, as a lifetime income product, comes from
investment professionals. Some advisers are
reluctant to use immediate annuities due to a
perceived lack of control of assets (loss of assets
under management (AUM) fees), or fear of
compromise of fee vs. commission ethics.

Most investment professionals believe that the
capital markets are efficient and economically
fulfill the tenets of the theory of exchange. Despite
strong delivery platforms, the exchange of
annuity information occurs in a “pay-for-play
environment” that does not fulfill the economics of
full information in exchange theory.

The Chilean Experience
To address this quandary, one might look beyond
U.S. borders for a solution that offers greater
transparency of annuity information. Adopting
and modifying facets of the Chilean annuity
quotation system could provide an effective way
to overcome existing barriers to information flow.

The Chilean pension system is a national
contributory defined-contribution program known
as the Administradoras de Fondos de Pensiones
(AFP) program. The retirement money saved
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during the accumulation phase utilizes a pension
company, called anAFP, chosen by workers from
among numerous, privately-owned firms.

Pension reforms established in 2004 created an
electronic market for annuities, referred to as the
Sistema de Consultas y Ofertas de Montos de
Pensión or SCOMP. The online quotation system,
known as the Pension Consultations and Offers
System, enables retirees to compare payout quotes
among annuity companies.At retirement, workers
can choose from one of the following
decumulation options:
� Phased withdrawal (PW)
� PW and annuity approach
� Annuity only

The SCOMP Process
Individuals contact SCOMPdirectly to initiate the
quotation process (see Figure 1, at right). The
member (retiree) selects the SCOMP participant
(AFP, insurance company or broker) fromwhom to
receive quotes. Quotations solicited through SCOMP
validate a member’s personal data so that quotations
received from insurers and offers can be accepted
within 15 days. While the SCOMP system is
required to obtain information, members are under
no obligation to accept an offer.An individual can:
� Consult again
� Select one of the offers
� Request an external offer
� Delay retirement
� Request an auction

One potential drawback of the SCOMP quotation
system is that a list of all potential retirees is
circulated to SCOMPannuity providers (brokers or
advisers, insurance companies and AFPs). While
this process reduces the influence of a single
broker, it also exposes an individual’s personal data.
Considering that brokers are incented to encourage
early retirement and annuity selection over phased
withdrawals (PW), it is interesting to note that there

was an initial increase in quotations and price
competition and a decline in (excessive)
commissions following the launch of the SCOMP
quotation system.

Creating Transparency and Competition
Prior to 2004, retiring workers were required to
obtain at least six annuity quotes. The minimum
quote requirement was intended to prevent pension
companies from directing retiring workers to
affiliated insurance companies. Despite good
intentions, however, the regulation was ineffective
in preventing the emergence of a high dispersion
in annuity prices and broker manipulation of the
process. Brokers frequently directed customers to
insurance companies with the highest commissions.

Acentralized system for comparing annuity prices,
as in Chile, can help to increase knowledge when
coupled with professional financial advice. The
Chilean SCOMP system has reduced the influence
of brokers in annuity selection, by enhancing the
quality of information provided directly to consumers.
The new electronic quotation system can be
credited with a decline in annuity price dispersion
and improvedmarket transparency and competition,
enabling consumers to more easily differentiate
products on value, financial strength and service.

F IGURE 1 : I L LU STRAT ING THE SCOMP PROCES S
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Since 2004, commission rates have fallen to
approximately 2.5% or less; having established a
trend line consistent with the U.S. rate of 2.0% -
3.0% on single premium immediate annuities
(SPIAs). Commission rates are built into the
annuity price and are not directly charged or
disclosed to consumers.

Apaper by Guillermo Larrain andMarco concluded
that price competition increased significantly
following the implementation of SCOMP and
annuity-related legal changes. Intermediary fees fell
close to 2% – below the legal maximum. Chile’s
electronic quotation system has significantly
reduced price dispersion, supporting the program’s
objective of reducing information imbalances in the
annuities market.3

Chile’s 2008 Pension Law Amendment
Under a 2008 pension law amendment, marketing
activity in the annuity market was expanded.
Insurance brokers were replaced with pension
advisers, who are required to pass a stricter exam
administered by pension and insurance supervisors.
The new regulation mandates that independent
brokers:
� Pass a certification test as well as a standard “fit

and proper” test
� Take a 120-hour course on annuities
� Represent their clients and generate

commissions on annuity sales. Brokers are not
permitted to accept volume-related
remuneration from insurers

It’s anticipated that this “new” class of pension
advisers will form a self-regulatory organization
(SRO) and implement a “code of ethics”.

The National Retirement Income Debate
From the Department of Labor (DOL)/Employee
Benefit Security Administration, to service
providers, product vendors, trade groups and
associations, there is no shortage of distribution

advice forAmerican workers.Adapting SCOMP to
the U.S. dynamic represents freedom of choice as
opposed to a regulatory mandate.

In a recent publication, Drinker Biddle4 stated that
the provision of an annuity for a lifetime income
annuity would be best served by an “in-plan”
solution, since it is likely to be the most
advantageous to participants.5

Shlomo Benartzi and Richard Thaler, opined: “It
is now time to consider making automatic
decumulation features in defined contribution
plans. Such features could range from full
annuitization, to options that include a mix of
investments and annuities.”6

Annuities as a Distribution Option
Let’s review the use of an “annuity” as an ERISA
plan distribution option. In 1995, the Department
of Labor (DOL) issued Interpretive Bulletin 95-1
which provided guidance on fiduciary standards that
apply when selecting an annuity provider for
pension plan benefit distributions. Under the
Pension Protection Act of 2006 (PPA), the DOL
clarified that the selection of an annuity contract is
an optional form of distribution from an
individual account plan.

There is a distinct disconnect between consultants,
regulators and product providers that seek to place
the responsibility of a lifetime income choice
with plan sponsors.7 Plan sponsors do not want to
be in the fiduciary guidance business – as it
relates to the decumulation phase of plan
participant funds. There is a significant difference
between mandating that a plan sponsor provide an
annuity at distribution (risk on plan sponsor) and
requiring that annuities be a distribution choice (risk
on plan participant).

A plan fiduciary selecting an annuity provider to
make benefit distributions must exercise due
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diligence to choose the safest available annuity. In
searching for an annuity provider, it is in a
fiduciaries’ best interest to evaluate the following:
� The quality and diversification of the annuity

provider's investment portfolio
� The size of the insurer relative to the proposed

contract
� The level of the insurer's capital and surplus
� The lines of business of the annuity provider

and other indications of an insurer's exposure
to liability

� The structure of the annuity contract and
guarantees supporting the annuities, such as the
use of separate accounts

� The availability of additional protection through
state guaranty associations and the extent of
those guarantees

� The strength of any parent or affiliated
company of the annuity provider

Potential Challenges of an “In-Service” Solution
From a “practitioner” point of view the “in-service”
solution is not the most advantageous to the plan
participant for two primary reasons:
� In 1983, the U.S. Supreme Court ruled that

employer-sponsored retirement annuity plans
that pay smaller monthly benefits to women
than men violate the ban against sex
discrimination in employment in Title VII of
the Civil Rights Act of 19648

� The adoption of a national quotation system in
the U.S. could track the SOF (source of funds)
allowing qualified plan assets to retain unisex
rates. However, considering the Medicare
eligible age of 65 and the Social Security
Administration (SSA) normal retirement age
of 66/67 an “in-plan” solution could potentially
be disadvantageous for male and female
participants

Immediate “full or partial” unisex annuitization
benefits would forego “mortality credits”
exceeding 100+ basis points if annuitization were

delayed. Literature suggests that9 the generalized
value of mortality credits begins at age 70 which
coincides with the maximum SSA delayed
benefit date and age 70-½ RMD year. (See: Table
1, above)

What does this mean?Annuitization at an earlier age
is adversely impacted by transaction costs, fees and
expenses.As a result, themortality credit effect would
be lost due to the payout rate of the annuity
underperforming the risk-free rate. “Mortality
credits are relatively insensitive to the pricing rate or
the underlying interest rate in the economy.”10
Mortality credits can also be viewed as the
threshold investment return required to exceed the
income from the annuity during the year in question.11

A transparent annuity exchange could play a
significant role in optimizing an investor’s
retirement portfolio. Naturally, each investor must
assess personal legacy and consumption needs, risk

TABL E 1 : VALU E OF UN I S E X MORTAL I TY CRED I T S

Age of Annuitant Spread Above Pricing (basis points)

55 35
60 52
65 83
70 138
75 237
80 414
85 725
90 1,256
95 2,004
100 2,978

Note: Assumes a 40% weight to male mortality and a 60% weight to female
mortality; 6% net interest.
Source: The IFID Centre calculations.
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tolerance (relative risk aversion) and suitability of
an annuity purchased under an assumed longevity
/life expectancy.

An “in-plan solution,” an irrevocable decision at the
retirement distribution date (occurring perhaps
between ages 55 to 67), would have a negative effect
on lifetime income as a result of mortality credits
received from delayed annuitization.

The Benefits of Professional Advice
But what about compensation to financial advisers?
Would this create disintermediation and threaten
existing product/brokerage channels?

Initial evidence12 suggests that, in practice, the most
popular way to access Chile’s SCOMP system is
through a SCOMP-trained broker. The use of
broker/pension adviser intermediaries has led to
higher rates of annuity offers versus the employer
/AFP administrator (U.S. equivalent of a plan
sponsor) or issuing insurance companies, a fact that
can be attributed to the personal interface between
clients and brokers.

A transparent quotation system and trained advice
leads to individualized “phased–combination”
choices. In Chile, the use of a broker intermediary
is approaching the fourth decile and has higher
appeal than working with anAFP administrator or
insurance company.

Proposals for a New U.S. System
The objective of this article is to propose a national
program that leverages elements of the Chilean
system that could be structured and freely adopted at
the State level as a quasi-autonomous non-government
organization (QUANGO) annuity exchange.

Because qualified plan funds would be used to
purchase an annuity, the product would likely be
subject to “safe harbor” rules. Establishing a
bridge between Federal and State regulation would

help to ensure transparency of annuity bids and
quotes among all providers.

There are other proposals in the income-policy space
that represent well thought and reasoned policy
papers.13, 14, 15 However, none look abroad for a
solution applicable to theAmerican dynamic. The
proposals, however, share some similarities:
� Private industry partnering with Social

Security (Perun)
� An independent Federal Retirement Board

responsible for the design, implementation and
management of a New Tier II Retirement
System (Tomlinson)

� State Guaranteed RetirementAccounts with an
independent board of trustees that would
oversee the plans’ operations (Ghilarducci)

In the U.S., there are several institutional platforms
that provide quality services, in the annuity
marketplace. One platform has large, well known,
insurance companies participate in their program.16
Another leading provider compiles and distributes
product data to subscribers.17 Both of these delivery
platforms support business models that could
ultimately deliver “immediate annuities through a
Chilean-type distribution channel.”

An Americanized “Chilean annuity exchange”
runs counter to all other previous proposals and
would focus on providing transparency to the
annuity selection process at the retirement
distribution date. This annuity exchange would not:
� Be part of the Social Security system
� Mandate employer contributions
� Add additional tax incentives
� Set artificial “real” investment or lock in

mortality tables
� Create Federal- or State-based accounts or a

Thrift Savings Board

A tax-qualified plan is a form of deferred
compensation. Upon retirement, a consumer-
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centric withdrawal solution must be identified. That
solution, economically speaking, “optimizes a
stream of consumption and maximizes lifetime
utility subject to budget and borrowing
constraints.”

Characteristics of an Ideal Exchange
Building the proposed exchange must begin with
a top-down analysis of the Chilean model to
identify best practices and formulate a version that
addresses the specific needs of the American
dynamic:
� A future exchange system should enhance

individual choice using a State-based quotation
system to guarantee transparency. Rates for
every insurance company are currently filed
with the State Insurance Commissioners,
though access is fractured

� An annuity exchange provides transparency of
data transmission to help consumers make
informed choices. The exchange does not
serve as financial intermediary and a State
regulatory board’s focus on an RFP, for a
service provider, would be to demonstrate ease
of platform use and dependability of services

� Serving as a state-regulated information
intermediary rather than a fund intermediary
keeps costs to a minimum

� Incorporating final regulations and “Bulletin
No. 95-1” into the annuity quotation can
provide prospective analysis of the annuity
provider beyond credit ratings services

� The distribution process eliminates the
employer burden by utilizing a “quotation
certificate” that demonstrates that an annuity
provider has been selected and a direct rollover
of funds can occur. The employer facilitates
payment of funds once the plan participant
selects an annuity provider – if an annuity is
taken at time of distribution

� If the annuity decision is delayed, a plan
sponsor can provide a “certificate of source of
funds” in order to preserve ERISAunisex rates.

IRA funds would have permanent access to the
greater of unisex- or gender-based rates, up to
the level of the source of funds (SOF)
certificate with a permanent carryover benefit

� A system similar to the Chilean exchange
makes it easier for participants to obtain high
quality, unbiased and reasonably priced
financial advice. Advisers can provide their
services on a fee- or commission-based model,
while minimizing the fiduciary/suitability
conflict

� Retain the private market for retirement plans
and associated services and keep Federal and
State government out of mandated pensions and
guarantees

� The annuity exchange would operate as a fully
transparent platform, supported by insurance
company data fees and consumer fees assessed
by annuity providers who sell tax-qualified or
IRA annuities in each State. Non-qualified,
immediate annuities would be exempt from the
quotation system

� The annuity exchange would mandate
marketing activity in the form of industry and
adviser “best practices”. This includes
established training levels requiring
broker/advisers to pass a threshold level
annuity and retirement-income planning exam.
Competition for certification and designations
would be filed with State Insurance
Departments with “ISO” level quality core
competence, expertise and continuing
education

Closing
If we are to offer counsel to American retirees,
beyond the 4% rule, that is consistent with
lifecycle theory and considers mortality/longevity
and risk aversion, it will likely include lifetime
income solution products (annuities). Adopting
facets of the Chilean exchange model provides an
encouraging way to remove existing barriers and
increase transparency. �



Footnotes:
1 M. Yaari, "Uncertain Lifetime, Life Insurance, and the Theory of the Consumer," Review of Economic Studies, 32 (2) (April 1965), pp. 137-50

2 T. Davidoff, J. R. Brown, and P. A. Diamond, "Annuities and Individual Welfare," NBER Working Paper No. 9714, May 2003.

3 TheChileanMarket for Annuities (SCOMP)Guillermo Larrain andMarcoMoralesUniversidadDiego Portales Facultad de Economia y Empresa

4 Drinker Biddle Lifetime Income in Defined Contribution Plans: A Fiduciary Approach, AWhite Paper by: Fred Reish, Bruce Ashton and

Joseph Faucher

5 Ibid, page 8

6 Benartzi, Shlomo and Previtero, Alessandro and Thaler, Richard H. “Working Paper - Annuitization Puzzles, Allianz Global Investors:

Center for Behavioral Finance; page 13

7 Arizona Governing Committee for Tax Deferred Annuity andDeferred Compensation Plans, etc., et al. v. Norris, etc., 103 S. Ct. 3492 (1983)

8 2007 The Research Foundation of CFA Institute, Lifetime Financial Advice: Human Capital, Asset Allocation, and Insurance, Roger

G. Ibbotson Yale School of Management Zebra Capital Management, Moshe A. Milevsky Schulich School of Business, York University IFID

Centre, Peng Chen, CFA Ibbotson Associates, Kevin X. Zhu Ibbotson Associates

9 Ibid, page 67

10 Ibid, page 68

11 Mitchell, Olivia S. and Jose Ruiz. 2009. "Pension Payouts in Chile: Past, Present, and Future Prospects." PARCWorking Paper Series,WPS 09-02

12 https://webapps.dol.gov/FederalRegister/HtmlDisplay.aspx?DocId=21588&AgencyId=8&DocumentType=2

13 http://www.incomesolutions.com/CompanyProfiles.aspx

14 http://www.cannex.com/usa/english

15 The Case for Security Plus Annuities: Aspen Institute Initiative on Financial Security, Pamela Perun, www.aspenifs.org

16 A Low-Cost, Secure Solution to America’s Retirement Crisis, Teresa Ghilarducci, Robert Hiltonsmith, Lauren Schmitz, November, 2012,

Schwartz Center for Economic Policy Analysis

17 Proposal: New Tier II Retirement System, Joseph A. Tomlinson FSA, December 2009

Further Information on Optimal Annuitization:
• Ameriks, John, Robert Veres, and Mark J. Warshawsky. 2001. “Making Retirement Income Last a Lifetime.” Journal of Financial Planning,

14, 12 (December) 60–76

• Benartzi, Shlomo and Previtero, Alessandro and Thaler, Richard H. “Working Paper - Annuitization Puzzles”, Allianz Global Investors:

Center for Behavioral Finance

• Bengen, William P. 1994. “Determining Withdrawal Rates Using Historical Data.” Journal of Financial Planning, 7, 4 (October): 171–180

• Chen, Peng, and Moshe A. Milevsky. 2003. “Merging Asset Allocation and Longevity Insurance: An Optimal Perspective on Payout

Annuities,” Journal of Financial Planning, 16, 6 (June): 52–63

• Huang, Dylan W., Matthew M. Grove, and Todd E. Taylor. 2012. “The Efficient Income Frontier: A Product Allocation Framework for

Retirement,” Retirement Management Journal, 2, 1 (Spring): 9–22

•Malhotra, Manish. 2012. “A Framework for Finding an Appropriate Retirement Income Strategy,” Journal of Financial Planning, 25, 8 (August)

50–60

• Milevsky, Moshe A., and Huaxiong Huang. 2011. “Spending Retirement on Planet Vulcan: The Impact of Longevity Risk Aversion on

Optimal Withdrawal Rates,” Financial Analysts Journal, 67, 2 (March/April): 45–58

• Pfau, Wade D. 2012. “Choosing a Retirement Income Strategy: A New Evaluation Framework,” Retirement Management Journal, 2, 2 (Fall):

33–44

THE RET IREMENT MANAGEMENT JOURNAL SM

www.RetirementManagementJournal.org
72



VOLUME 3 , NUMBER 1

© 2013 Retirement Income Industry Association®
73

Nassim Nicholas Taleb latest book, Antifragile:
Things that Gain from Disorder (2012), which is
a follow-up to his previous two books, Fooled by
Randomness: The Hidden Role of Chance in Life
and in theMarkets (2001) and The Black Swan: The
Impact of the Highly Improbable (2007), is worthy
of your scarce reading time if you are a retirement
practitioner.

The lesson from the first two books in this trilogy
was that there are events, Black Swans, with
massively bad (or good) impacts, whose statistical
signature in the eye of the forecaster is
indistinguishable from lesser events. The books
explored randomness in its many forms from
mild to wild.

Antifragile focuses on what is impacted rather than
the randomness that triggers the impact.
Antifragile is about creating systems, large and
small, that benefit from randomness. It is as if Taleb
chose to turn the looking glass around as he looks
at the world.

This different point of view is relevant to consider
for all that we do, from our own health to global
issues and everything in-between. The point is to
build systems that, like bones, get stronger under
stress as contrasted to building systems, like glass,
that shatter under stress.

For those who asked, yes, Taleb's style is what it
is, with both its fans and its detractors. I am
reminded of Plato, Socrates and the Silenes.
Enough said about the contingent. Let's focus on
the substance.

As mentioned in the book, great books are those
whose key points can be summarized as one-
liners. Great wisdom is indeed great because it can
be understood simply by all of lesser skill than the
writer. As a result, readers will recognize the
book's debt to many authors and ideas going back
the span of recorded human history.

Reading Notes for
Antifragile: Things that Gain from Disorder
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FIGURE 1: EXTENDING THE TRADIT IONAL RISK FREQUENCY/
SEVERITY ILLUSTRATION TO PRESENT TALEB’S BARBELL APPROACH
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As expressed in the conclusion, this book can be
summarized with the following one-liner (or two):
"Everything gains or loses from volatility. Fragility
is what loses from volatility and uncertainty."

Read the book and let's start a discussion (on RIIA’s
LinkedIn Discussion Group) of how this key idea

applies to building retirement plans, portfolios,
processes and products that benefit from volatility.
Oh!, say, can you see why “First Build a Floor (in
all of its many forms including goals-based,
investment-based, income-focused, balanced-sheet
focused, life-contingent, floating, etc.), Then
Expose to Upside” is antifragile? �
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