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	RETIREMENT PLANS
	

	Elective deferrals 401(k), 403(b), 457, and SARSEPs
	$20,500

	Catch-up contribution  
	$6,500  

	Defined contribution (§415(c)(1)(A))  
	$61,000  

	Defined benefit (§415(b)(1)(A))  
	$245,000  

	SIMPLE plan  
	$14,000  

	SIMPLE catch-up contribution  
	$3,000  

	Maximum includible compensation  
	$305,000  

	Highly compensated employee Lookback to 2021
	 
$130,000

	Lookback to 2022
	$135,000

	Key employee (top-heavy plan)  
	>$200,000 

	SEP participation limit  
	$650   

	IRA or Roth IRA contribution limit  
	$6,000  

	IRA or Roth IRA catch-up  
	$1,000  

	IRA deduction phaseout for active participants  Single  
	$68,000-$78,000

	Married filing jointly
	$109,000-$129,000

	Married filing separately  
	$0-$10,000  

	Non-active participant married to active participant 
	$204,000-$214,000  

	Roth IRA phaseout  Single  
	 
$129,000-$144,000  

	Married filing jointly  
	$204,000-$214,000  



	
	MEDICARE

	Monthly premium:	 

	Part A 1  	$499
Part B 2	$170.10 

	Part A:  	 

	First 60 days—patient pays a deductible  	$1,556
Next 30 days—patient pays per day  	$389
Next 60 days (lifetime reserve days)  patient pays per day	$778

	Skilled nursing benefits 	 

	First 20 days—patient pays per day	-0Next 80 days—patient pays per day	$194.50
Over 100 days—patient pays per day	All costs

	Part B: 

	Deductible	$233
Coinsurance 	20%  

	Part D (Prescription Standard Benefit Model):   	  

	Deductible	$480
25% coinsurance on next  	$4,430 
Out-of-pocket (OOP) threshold	$7,050
Beneficiary then pays coinsurance amount for additional covered expenses. 





	 2022 MEDICARE PART B PREMIUM RATES:

	YOU PAY
	If your 2020 income was:

	Premium
	PART D Surcharge
	SINGLE
	MARRIED COUPLE

	$170.10 not Hold Harmless	$91,000 or less 	$182,000 or less  

		 $238.10	$12.40	$91,001–$114,000   	$182,001–$228,000

		 $340.20	$32.10	$114,001–$142,000	$228,001–$284,000

		 $442.30	$51.70  	$142,001–$170,000  	$284,001–$340,000

		 $544.30	$71.30	$170,001–$500,000  	$340,001–$750,000

		$578.30	$77.90	Above $500,000	Above $750,000

	YOU PAY
	PART D 
	If you are married filing separately and  

	
	Surcharge
	your 2020 income was: 

		 $170.10 	 $91,000 or less  

		 $544.30 	$71.30	 $91,001–$409,000  

		$578.30	$77.90	Above $409,000


	SOCIAL SECURITY
	

	SS wage base  
	$147,000

	FICA tax rate—employee 3
	7.65%

	SECA tax rate—self-employed  
	15.3%  

	Earnings limitation:  Below FRA ($1 for $2)  
	 
$19,560

	Persons reaching FRA ($1 for $3)  
(Applies only to earnings for months prior to attaining FRA)  
	$51,960

	Social Security cost-of-living adjustment  
	5.9%  

	Quarter of coverage
	$1,510 

	Maximum benefit: worker retiring at FRA
	$3,345

	Estimated average monthly benefit
	$1,657


	SOCIAL SECURITY FRA
	
	

	Year of Birth
	Social Security FRA
	Year of Birth
	Social Security FRA

	1943–54
	66
	1958
	66 and 8 months

		1955	66 and 2 months
	1959
	66 and 10 months

	1956
	66 and 4 months
	1960 and later
	67

	1957
	66 and 6 months
	
	


	1. The Part A premium of $499 per month applies to persons who have fewer than 30 quarters of coverage         under Social Security. For those having 30-39 quarters, the Part A Premium is $259 per month.
2. Beneficiaries not subject to the “hold harmless” provision includes persons not receiving Social Security, those who enroll in Part B for the first time in 2022, dual eligible beneficiaries who have their premiums paid by Medicaid, and beneficiaries who pay an additional income-related premium. See Premium rates (Figure 1)
3. The FICA tax rate is comprised of two separate payroll taxes: Employer portion—6.20% for Old-Age, Survivors,         and Disability Insurance (OASDI), and 1.45% for Hospital Insurance (HI); Employee portion—6.20% for Old-          Age,  Survivors, and Disability Insurance (OASDI), and 1.45% for Hospital Insurance (HI). For self-employeds,        the SECA is  12.40% for OASDI and 2.90% for HI. 
4. A deceased spouse’s unused credit amount is portable to a surviving spouse.


	ESTATE AND GIFT TAX 
	
	

	Annual gift tax exclusion  
	
	$16,000  

	Estate and gift tax basic exclusion  
	
	$12,060,000  

	Applicable credit amount
	
	$4,769,800   

	Generation skipping exemption  
	
	$12,060,000 

	Maximum estate tax rate 4  
	
	40%  
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	STANDARD MILEAGE RATES
	
	

	Business use
	
	58.5¢ per mile  

	Charitable use (not indexed)  
	
	14¢ per mile  

	Medical use
	
	18¢ per mile  


	HEALTH SAVINGS ACCOUNT
	 

	Minimum Deductible Amount  
	 

	Single  
	$1,400  

	Family  
	$2,800  

	Maximum Out-of-Pocket Amount  
	 

	Single  
	$7,050 

	Family  
	$14,100  

	HSA Statutory Contribution Maximum  
	 

	Single  
	$3,650  

	Family  
	$7,300  

	Catch-up contributions (age 55 or older)  
	$1,000  


	MISCELLANEOUS ITEMS
	
	

	PBGC maximum monthly benefit (at age 65)  
	
	$6,205  

	LTC per diem limit  
	
	$390

	LTC premium as medical expense limitation  
	
	 

	Age 40 or under 
	
	$450

	Age 41-50  
	
	$850  

	Age 51-60  
	
	$1,690 

	Age 61-70  
	
	$4,510

	Age 71 or older  
	
	$5,640

	Qualified Transportation Fringes (monthly) 
	
	  

	Commuter highway vehicle/transit pass  
	
	$280 

	Qualified parking  
	
	$280

	Qualified Longevity Annuity Contract
	
	Max $145,000

	Health Care Flexible Spending Account
	
	Max $2,850

	Health Care FSA Carryover Amount
	
	Max $570


	EDUCATION

	EE bonds for education—exclusion phaseout  

		Single  	 $85,800-$100,800  
	Married filing jointly  	 $128,650-$158,650

	Coverdell Education Savings Account ($2,000 limit) phaseout  

		Single  	 $95,000-$110,000  
	Married filing jointly  	 $190,000-$220,000  

	Lifetime Learning Credit—20% of qualified expenses up to $10,000 

		Single  	 $80,000-$90,000  
	Married filing jointly  	 $160,000-$180,000  

	American Opportunity tax credit—maximum of $2,500  

	100% up to $2,000 of qualified expenses  25% on next $2,000—phaseout:  
	Single	 $80,000-$90,000
	Married filing jointly	 $160,000-$180,000

	Education loan deduction ($2,500) phaseout  

		Unmarried  	 $70,000-$85,000  
	Married filing jointly  	 $145,000-$175,000  


	LTCG RATES BASED ON TAXABLE INCOME
	

	Filing Status
	0% rate
	15% rate
	20% rate

	Single
	up to $41,675
	$41,676-$459,750
	over $459,750

	Head of household
	up to $55,800
	$55,801-$488,500
	over $488,500

	Married filing jointly
	up to $83,350
	$83,351-$517,200
	over $517,200

	Married filing separately
	up to $41,675
	$41,676-$258,600
	over $258,600

	Estates and trusts
	up to $2,800
	$2,801-$13,700
	over $13,700


	TAX RATE SCHEDULES

	If Taxable Income Is
	Then the Gross Tax Payable Is:

	Over
	But Not Over
	Amount
	Plus (percent)
	Of the Amount Over

	SINGLE TAXPAYERS (other than surviving spouses and heads of households)

		$0	$10,275	----------------- 10% of taxable income -------------- 

		10,275	41,775	$1,027.50	 12% 	$10,275

		41,775	89,075	4,807.50	 22% 	41,775

		89,075	170,050	15,213.50	 24% 	89,075

		170,050	215,950	34,647.50	 32% 	170,050

		215,950	539,900	49,335.50	 35% 	215,950

		539,900	--	162,718	37%	539,900

	HEADS OF HOUSEHOLDS

		$0	$14,650	 ----------------- 10% of taxable income -------------- 

		14,650	55,900	$1,465	12%	$14,650

		55,900	89,050	6,415	22%	55,900

		89,050	170,050	13,708	24%	89,050

		170,050	215,950	33,148	32%	170,050

		215,950	539,900	47,836	35%	215,950

		539,900	--	161,218.50	37%	539,900

	MARRIED INDIVIDUALS (and surviving spouses) FILING JOINT RETURNS

		$0	$20,550	 ----------------- 10% of taxable income --------------

		20,550	83,550	$2,055	12%	$20,550

		83,550	178,150	9,615	22%	83,550

		178,150	340,100	30,427	24%	178,150

		340,100	431,900	69,295	32%	340,100

		431,900	647,850	98,671	35%	431,900

		647,850	--	174,253.50	37%	647,850

	MARRIED INDIVIDUALS FILING SEPARATE RETURNS

		$0	$10,275	 ---------------- 10% of taxable income -------------- 

		10,275	41,775	$1,027.50	 12% 	$10,275

		41,775	89,075	4,807.50	 22% 	41,775

		89,075	170,050	15,213.50	 24% 	89,075

		170,050	215,950	34,647.50	 32% 	170,050

		215,950	323,925	49,335.50	 35% 	215,950

		323,925	--	87,126.75	37%	323,925

	FIDUCIARY (estates and trusts) TAXPAYERS

		$0	$2,750	 ----------------- 10% of taxable income -------------- 

		2,750	9,850	$275	 24% 	$2,750

		9,850	13,450	1,979	 35% 	9,850

		13,450	        --	3,239	37%	13,450


	INCOME TAX

	Standard deduction  	 

		Single  	$12,950
	Married filing jointly  	$25,900
	Head of household  	$19,400  
	Married filing separately  	$12,950  
	Kiddie tax limited standard deduction  	$1,150  
  Individual eligible to be claimed as dependent—greater of $1,150 or earned  income plus $400, not to exceed full standard deduction of $12,950.

	Elderly or blind additional deduction  	 

	Single  	$1,750 Married  	$1,400  

	Section 179 	 

	Maximum election  	$1,080,000  
Phaseout begins  	$2,700,000  

	Adoption credit (nonrefundable)  	 

		Maximum  	$14,890 
	Phaseout  	$223,410-$263,410  

	Medicare Contribution tax and additional Medicare tax

		Single	$200,000
	Head of household	$200,000
	Married filing jointly	$250,000

	Child tax credit

		Dependent under age 17	$2,000
	Other dependents	$500
Phaseout ($50 for every $1,000 over)
Single	$200,000 Married filing jointly	$400,000


	ALTERNATIVE MINIMUM TAX (AMT)
	 Exemption
	 Phaseout

	Single
	 $75,900
	 $539,900 

	Married filing jointly
	$118,100
	$1,079,800

	Married filing separately
	$59,050
	 $539,900

	Trusts and estates
	$26,500
	 $88,300


	AMT RATES  

	26% up to $206,100 of AMT base

	28% over $206,100 of AMT base


CALL – 800.237.9990  |  CLICK – WWW.CFFP.EDU







[image: ]


























 
 
 
 
 
 
 

 











 
 
 
 
 

 
 
 

 





 
 

 

 

 





 
 

 




image4.png




image27.jpg
Let's look at an analysis that digs deeper into this comparison. First, let's consider a 65-year-old
single woman who has $100,000 in retirement savings that she'll use to generate a regular
paycheck. (Later we'll look at other situations.)

If our retiree uses an annuity bidding service such as Income Solutions -- one cost-effective way
to buy an immediate annuity -- she could have bought a monthly annuity that would generate
about $562 per month for the rest of her life.

But what are the circumstances where she could have realized a higher retirement income with
systematic withdrawals? One way to answer this question is to determine the rate of return she'd
need to earn so she could withdraw $562 per month over various lengths of time she might live.

For example, if she lives 10 years then passes away, she could have withdrawn $562 per month,
earned no interest at all and money would still be left when she dies. This means she could have
withdrawn more than $562 per month, or she could have withdrawn that amount and leave a
legacy upon her death. If she lives only 10 years, clearly she'd be better off using systematic
withdrawals than purchasing an annuity to generate a retirement paycheck.

But what if she lives longer than 10 years?

o If she lives 15 years, then passes away, she would need to earn at least 0.15 percent per
year for 15 years to have any money left over when she passes away. Certainly, that's
possible even at today's low interest rates. So, if she lives for only 15 years, she'll most
likely still be better off using systematic withdrawals to generate a retirement paycheck.

« If she lives 20 years, then passes away, she'll need to earn at least 3.1 percent per year for
20 years to have any money left over when she passes away. There's a good chance she
could invest in bonds and earn that rate, although she'd need to be a knowledgeable
investor to do so. If she invests in the stock market, she could earn 3.1 percent per year or
more, but she would need to accept the risk that she could lose money. Even still, if she
lives for only 20 years, she'll also most likely be better off using systematic withdrawals
to generate a retirement paycheck.

« Using this same logic, if our retiree lives 25 years, then passes away, she'll need to earn
4.6 percent per year for 25 years for systematic withdrawals to beat the income of an
annuity. While that's possible if she invests in stocks, there's no guarantee she could do
that, and she could lose money if the stock market tanks. Now, the comparative
advantage of systematic withdrawals over annuities isn't as clear.

o If she lives 30 years, then passes away, the break-even rate of return is 5.4 percent per
year. Again, it's possible to achieve this return, but our retiree would need to assume
significant stock market risk to have a chance to earn that rate of return consistently for
30 years.

‘We can also apply this logic to a single man age 65 and to a married couple both age 65 who are
considering buying a 100 percent joint and survivor annuity. In this last case, the retirement
income continues as long as one person is alive. The following table summarizes the results of
this analysis for the single woman, single man and married couple.
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Let's look at an analysis that digs deeper into this comparison. First, let's consider a 65-year-old
single woman who has $100,000 in retirement savings that she'll use to generate a regular
paycheck. (Later we'll look at other situations.)

If our retiree uses an annuity bidding service such as Income Solutions -- one cost-effective way
to buy an immediate annuity -- she could have bought a monthly annuity that would generate
about $562 per month for the rest of her life.

But what are the circumstances where she could have realized a higher retirement income with
systematic withdrawals? One way to answer this question is to determine the rate of return she'd
need to earn so she could withdraw $562 per month over various lengths of time she might live.

For example, if she lives 10 years then passes away, she could have withdrawn $562 per month,
earned no interest at all and money would still be left when she dies. This means she could have
withdrawn more than $562 per month, or she could have withdrawn that amount and leave a
legacy upon her death. If she lives only 10 years, clearly she'd be better off using systematic
withdrawals than purchasing an annuity to generate a retirement paycheck.

But what if she lives longer than 10 years?

o If she lives 15 years, then passes away, she would need to earn at least 0.15 percent per
year for 15 years to have any money left over when she passes away. Certainly, that's
possible even at today's low interest rates. So, if she lives for only 15 years, she'll most
likely still be better off using systematic withdrawals to generate a retirement paycheck.

« If she lives 20 years, then passes away, she'll need to earn at least 3.1 percent per year for
20 years to have any money left over when she passes away. There's a good chance she
could invest in bonds and earn that rate, although she'd need to be a knowledgeable
investor to do so. If she invests in the stock market, she could earn 3.1 percent per year or
more, but she would need to accept the risk that she could lose money. Even still, if she
lives for only 20 years, she'll also most likely be better off using systematic withdrawals
to generate a retirement paycheck.

« Using this same logic, if our retiree lives 25 years, then passes away, she'll need to earn
4.6 percent per year for 25 years for systematic withdrawals to beat the income of an
annuity. While that's possible if she invests in stocks, there's no guarantee she could do
that, and she could lose money if the stock market tanks. Now, the comparative
advantage of systematic withdrawals over annuities isn't as clear.

o If she lives 30 years, then passes away, the break-even rate of return is 5.4 percent per
year. Again, it's possible to achieve this return, but our retiree would need to assume
significant stock market risk to have a chance to earn that rate of return consistently for
30 years.

‘We can also apply this logic to a single man age 65 and to a married couple both age 65 who are
considering buying a 100 percent joint and survivor annuity. In this last case, the retirement
income continues as long as one person is alive. The following table summarizes the results of
this analysis for the single woman, single man and married couple.
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Annual Rate of Return Needed for
Systematic Withdrawals to Beat Immediate Annuities

Length of Single

retirement woman

15 years 0.15% 0.80% 0%

20 years 3.10% 3.60% 1.80%
25 years 4.60% 5.00% 3.40%
30 years 5.40% 5.80% 4.30%
35 years 5.85% 6.30% 4.80%

Assumptions: All are age 65 at retirement. Rates of return are
net of investment and advisor expenses.

This table shows that if the single man lived for 25 years, he'd need to earn at least 5 percent per
year for 25 years for systematic withdrawals to beat an immediate annuity. The married couple
electing the 100 percent joint and survivor annuity would need to earn 3.4 percent per year for 25
years for systematic withdrawals to beat the annuity.

Note that these returns are net of investment expenses and fees paid to financial advisors. If your
advisor charges 1 percent of assets, you'll need to add those charges to the target rates of return
as well. In this case, the single man who lives 25 years would need to earn 6 percent per year
because he's paying 1 percent per year to his advisor. And if he's investing in mutual funds, the 6
percent return target is net of mutual fund investment expenses.

This analysis offers one way to compare systematic withdrawals with an annuity and helps you
focus on the key differences between these two methods of generating retirement income. The
annuity protects you if you live a long time or if you're worried about poor investment results.
Systematic withdrawals provide access to your savings and the ability to use untapped funds to
leave a legacy, and you "win" if you experience favorable investment returns.
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Annual Rate of Return Needed for
Systematic Withdrawals to Beat Immediate Annuities

Length of Single

retirement woman

15 years 0.15% 0.80% 0%

20 years 3.10% 3.60% 1.80%
25 years 4.60% 5.00% 3.40%
30 years 5.40% 5.80% 4.30%
35 years 5.85% 6.30% 4.80%

Assumptions: All are age 65 at retirement. Rates of return are
net of investment and advisor expenses.

This table shows that if the single man lived for 25 years, he'd need to earn at least 5 percent per
year for 25 years for systematic withdrawals to beat an immediate annuity. The married couple
electing the 100 percent joint and survivor annuity would need to earn 3.4 percent per year for 25
years for systematic withdrawals to beat the annuity.

Note that these returns are net of investment expenses and fees paid to financial advisors. If your
advisor charges 1 percent of assets, you'll need to add those charges to the target rates of return
as well. In this case, the single man who lives 25 years would need to earn 6 percent per year
because he's paying 1 percent per year to his advisor. And if he's investing in mutual funds, the 6
percent return target is net of mutual fund investment expenses.

This analysis offers one way to compare systematic withdrawals with an annuity and helps you
focus on the key differences between these two methods of generating retirement income. The
annuity protects you if you live a long time or if you're worried about poor investment results.
Systematic withdrawals provide access to your savings and the ability to use untapped funds to
leave a legacy, and you "win" if you experience favorable investment returns.
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The advantages and disadvantages of each approach tend to complement each other, which is
one argument for diversifying your sources of retirement income and dividing your savings
between both approaches. You'll be best served if you learn about the pros and cons of each
approach and consider which approach, or combination of approaches, best suits your goals and
circumstances.

© 2014 CBS Interactive Inc.. All Rights Reserved.

Steve Vernon On Twitter»

View all articles by Steve Vernon on CBS MoneyWatch»

Steve Vernon helped large employers design and manage their retirement programs for
more than 35 years as a consulting actuary. Now he's a research scholar for the Stanford
Center on Longevity, where he helps collect, direct and disseminate research that will
improve the financial security of seniors. He's also president of Rest-of-Life
Communications, delivers retirement planning workshops and authored Money for Life:
Turn Your IRA and 401 (k) Into a Lifetime Retirement Paycheck and Recession-Proof
Your Retirement Years.
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The advantages and disadvantages of each approach tend to complement each other, which is
one argument for diversifying your sources of retirement income and dividing your savings
between both approaches. You'll be best served if you learn about the pros and cons of each
approach and consider which approach, or combination of approaches, best suits your goals and
circumstances.

© 2014 CBS Interactive Inc.. All Rights Reserved.

Steve Vernon On Twitter»

View all articles by Steve Vernon on CBS MoneyWatch»

Steve Vernon helped large employers design and manage their retirement programs for
more than 35 years as a consulting actuary. Now he's a research scholar for the Stanford
Center on Longevity, where he helps collect, direct and disseminate research that will
improve the financial security of seniors. He's also president of Rest-of-Life
Communications, delivers retirement planning workshops and authored Money for Life:
Turn Your IRA and 401 (k) Into a Lifetime Retirement Paycheck and Recession-Proof
Your Retirement Years.
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Retirement income planning key to
retirement readiness

Aug 12,2013 | By Paula Aven Gladych

Retirement income planning can have a very positive impact on the retirement readiness of
American workers. As workers take on more responsibility for their own futures, it is vitally
important for plan sponsors and advisors to help participants come up with a viable savings plan
to get them through retirement.

A study by ING U.S., “Retirement Income Redefined,” pinpoints some potential discrepancies in
retirement planning ideologies and practices, and reinforces how retirement is being redefined
fundamentally.

The Department of Labor proposed rules that would require defined contribution plan sponsors
to offer plan participants a lifetime income illustration on their account statement. The snapshot
would show what their monthly income would be in retirement, based on their current savings.

ING found that 33 percent of retirees say they are experiencing a lower standard of living in
retirement than in their working years, based on the monthly income they have to live on. The
DOL hopes that by introducing lifetime income illustrations to account statements, employees
will have a better idea of how much they need to save to achieve 75 percent to 80 percent of their
pre-retirement income in retirement.

Only 8 percent of pre-retirees said they expected to have a lower standard of living when they
retire.

About 80 percent of those surveyed said they would be willing to make a financial trade-off and
give up some spending money today to secure a level of guaranteed retirement income in the
future.

More than one-third of participants said they expected their money to run out in retirement, and
34 percent thought that $500,000 or less in retirement savings would be enough to live
comfortably in retirement or had no idea how much they would need.

‘Working with a financial advisor increased the odds a person calculated what their current
savings would translate into in terms of a retirement income stream. Eighty-seven percent of
those who worked with an advisor had made this calculation, compared to 59 percent of those
who did not.

http://www.benefitspro.com/2013/08/12/retirement-income-planning-key-to-retirement-readi
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Retirement income planning key to
retirement readiness

Aug 12,2013 | By Paula Aven Gladych

Retirement income planning can have a very positive impact on the retirement readiness of
American workers. As workers take on more responsibility for their own futures, it is vitally
important for plan sponsors and advisors to help participants come up with a viable savings plan
to get them through retirement.

A study by ING U.S., “Retirement Income Redefined,” pinpoints some potential discrepancies in
retirement planning ideologies and practices, and reinforces how retirement is being redefined
fundamentally.

The Department of Labor proposed rules that would require defined contribution plan sponsors
to offer plan participants a lifetime income illustration on their account statement. The snapshot
would show what their monthly income would be in retirement, based on their current savings.

ING found that 33 percent of retirees say they are experiencing a lower standard of living in
retirement than in their working years, based on the monthly income they have to live on. The
DOL hopes that by introducing lifetime income illustrations to account statements, employees
will have a better idea of how much they need to save to achieve 75 percent to 80 percent of their
pre-retirement income in retirement.

Only 8 percent of pre-retirees said they expected to have a lower standard of living when they
retire.

About 80 percent of those surveyed said they would be willing to make a financial trade-off and
give up some spending money today to secure a level of guaranteed retirement income in the
future.

More than one-third of participants said they expected their money to run out in retirement, and
34 percent thought that $500,000 or less in retirement savings would be enough to live
comfortably in retirement or had no idea how much they would need.

‘Working with a financial advisor increased the odds a person calculated what their current
savings would translate into in terms of a retirement income stream. Eighty-seven percent of
those who worked with an advisor had made this calculation, compared to 59 percent of those
who did not.

http://www.benefitspro.com/2013/08/12/retirement-income-planning-key-to-retirement-readi





image32.jpg
Conflicts of interest are rife among investment advisers : News http://www.stltoday.com/news/opinion/mailbag/conflicts-of-interest.

Lofl

I ST. LOUIS POST-DISPATCH

INVESTMENT ADVISERS

Conflicts of interest are rife among investment
advisers

FEBRUARY 28, 2015 12:00 AM

In "Wagner bill clashes with Obama’s plan to regulate financial advisers" (Feb. 26), I
read the following: “U.S. Rep. Ann Wagner, R-Ballwin, introduced legislation
‘Wednesday to reform how financial advice is given for holders of retirement accounts.
The bill, if passed, could head off the White House’s own efforts to tighten guidelines on
financial advisers. ... Wagner said Obama’s reforms could drive up the cost of financial
advice for low- and middle-income holders of retirement accounts, thereby depriving
them of that service. Wagner also said Obama was pushing the tougher rule without
adequately studying its need and potential impact.”

The White House wants, among other things, investment advisers to be governed by a
fiduciary duty to protect their clients’ financial interests. This means that investment
advisers will have a legal duty to put the financial interests of their clients first, and
make their own interests, and the interests of their employers, secondary to the clients’
financial interests.

Presently, most investment advisers have no legal duty to provide the best advice to
their clients. It turns out that advisers often have conflicts of interest. Some of the
conflicts relate to investing client funds with undisclosed partners to obtain hidden
financial benefits for themselves. Apparently, Rep. Wagner is against requiring advisers
to have a fiduciary duty. Logically, this translates into Rep. Wagner having no problem
with advisers receiving hidden financial benefits at the expense of retirees' financial
interests.

The Post-Dispatch article states: “St. Louis has four of the largest financial services firms
west of New York City.” I note that one of these businesses is Wells Fargo Advisors,
which is owned by Wells Fargo & Co. The parent company had a reported 2014 revenue
of $84.3 billion and net income of $23.1 billion, for a profit margin of 27.4 percent. One
must wonder if conflicts of interest have anything to do with the size of this profit
margin. Are there any conflicts of interest for Rep. Wagner with respect to these four
financial firms?

Duwight D. Arant « St. Louis County
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Jury sides against Wells Fargo, awards St. Louis
County woman $77 million

MAY 12, 2015 2:45 PM » BY LISA BROWN

A St. Louis County jury has awarded an
Olivette woman $77 million in a lawsuit
that accused Wells Fargo of mismanaging
family trusts.

The award, announced late Monday, is
believed to be the largest plaintiff verdict in
St. Louis County history.

Barbara Burton Morriss, 78, sued the San
Francisco-based bank in March 2012 in St.
Louis County Circuit Court, alleging that the bank breached its fiduciary duty by failing
to fully disclose financial transactions in two family trusts that were drained of millions
of dollars.

She only learned of the losses in late 2011, when her credit card was declined at Neiman
Marecus, according to court documents.

Morriss’ son, venture capitalist B. Douglas Morriss, was sentenced to five years in
federal prison for tax evasion in 2013. Through his Clayton-based Acartha Group and
other companies, B. Douglas Morriss and partners raised tens of millions of dollars in
private equity and venture capital funds until the companies he led filed for bankruptcy
in January 2012, listing more than $35 million in debts.

Barbara Burton Morriss was a beneficiary and co-trustee on both of the family trusts
with her son. In her lawsuit, she alleged funds of the trusts were wrongfully pledged as
collateral in risky business ventures, and she only learned this after the U.S. Securities
and Exchange Commission accused her son of defrauding investors in civil charges in
January 2012.

“Wells Fargo and Doug Morriss were closely aligned in a scheme to defraud the trusts,”
she alleged in court documents, adding that Wells Fargo received more than $12 million
in interest, loan fees, trust fees and custody fees tied to its participation in the trusts.
Both her son and Wells Fargo “concealed their conduct from Barbara Morriss year after
year until almost all of the trust assets were gone,” the court filing continues.

A member of a prominent local family, Barbara Burton Morriss was married to Reuben
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Morriss I11I, a former chairman of Boatmen’s Trust Co. who died in 2006.

Former U.S. Sen. John Danforth, an attorney and family friend of the Morrisses,
testified at trial that he urged Barbara Burton Morriss to pursue the case against Wells
Fargo.

Wells Fargo argued it should not be held liable for any losses of the Morriss trust, the
plaintiff’s personal trust, because it and predecessor banks Offitbank and Wachovia
were never trustees, but merely custodians for the portion of trust assets held at the
bank. Offitbank merged with Wachovia in 1999 and Wells Fargo bought Wachovia in
2008.

“Plaintiff complains that her son and co-trustee, B. Douglas Morriss, converted various
stocks held by the Morriss Trust to cash, that trust assets were pledged for a line of
credit in her son’s name, and that the line of credit was used to make ‘risky investments’
in private equity companies,” Wells Fargo wrote in a motion for summary judgment.
“But there is no evidence that any of these activities were improper in any way. ... The
Morriss Trust, as a revocable trust, is essentially just Plaintiff’'s own money, and she is
entitled to use it however she pleases.”

The jury’s award represents $45 million in actual damages and about $32 million in
punitive damages related to the Morriss Trust. A hearing on damages related to a
second trust, called the Burton Trust, is expected to be held in the coming weeks. In the
second trust dispute, Barbara Burton Morriss is seeking to recoup more than $20
million.

Monday’s $77 million award appears to be the largest in St. Louis County history. In
2011, a St. Louis County jury awarded $48.4 million to biofuels ethanol company
Abengoa Bioenergy, which sued Chicago Title Insurance Co. for negligence. That verdict,
at the time, was described by lawyers in the case as the county’s largest.

“We think that the jury ruled for Mrs. Morriss because the evidence demonstrated the
bank failed to live up to the most basic obligation to take care and safe-keep the assets of
the trust that were placed with the bank,” said her attorney Jim Bennett, a partner with
Clayton law firm Dowd Bennett.

Through her attorney, Barbara Burton Morriss declined to be interviewed, but said in an
emailed statement: “I am very happy that we have a system that allows people to bring
their claims to the courts to be heard by a jury and appreciate very much that these 12
people gave up their time from their jobs and families to come and listen to the evidence
so closely.”

Thompson Coburn attorney David Wells, who represented Wells Fargo in the case,
declined to say whether Wells Fargo will appeal the verdict.

“We are disappointed with the verdict and will be considering all of our legal options as
we move forward,” Wells Fargo spokesman Vince Scanlon said in an emailed statement.
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Robert Patrick of the Post-Dispatch contributed to this report.
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Edward Jones settles case with SEC involving
overcharges in bond sales

AUGUST 13, 2015 11:00 AM + BY TIM BARKER

Edwa rd jo nes The Securities and Exchange Commission

said Thursday it has settled a case against
Edward Jones, which was accused of
overcharging customers in new municipal
bond sales.

The brokerage firm, based in Des Peres,
will pay more than $20 million, including
$5.2 million which will be distributed to customers who were overcharged.

Also included in the settlement was Stina Wishman, the former head of the firm’s
municipal bond underwriting desk. Wishman will pay $15,000 and will be barred from
working in the securities industry for at least two years, the SEC said.

In a conference call with reporters, the director of the SEC’s enforcement division,
Andrew Ceresney, said this is the first time the agency has gone after a brokerage firm
over pricing issues in the primary market for municipal bonds.

“We think the actions filed today shine a light on areas of the market that have
traditionally had little enforcement attention,” Ceresney said.

In an earlier news release, he said the company’s actions “undermined the integrity of
the bond underwriting process.”

Edward Jones was accused of disregarding rules requiring municipal bond underwriters
to offer new bonds at the “initial offering price” negotiated with the issuer of the bonds.
Instead, the company took the bonds into its own inventory and then sold them at a
higher price, the SEC said.

At other times, the company held bonds back until trading started in the secondary
market. The company would then sell the bonds at higher prices.

As a result, Edward Jones customers paid at least $4.6 million extra for their purchases,
the commission said. The transactions took place between 2009 and 2013 and involved
156 different bonds in 75 offerings in which the firm served as a co-manager.

Edward Jones spokesman John Boul said there were 13,000 current and former
customers involved in the transactions. Those clients will receive an average of $400
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each through the settlement.

Boul noted that the company has been telling investors about the ongoing investigation
through its regulatory filings with the SEC.

“We're just glad this matter is behind us,” Boul said.
Neither Edward Jones nor Wishman admits violating any federal securities laws.

Ceresney said the settlement took into account various remediation efforts undertaken
in recent years by the brokerage firm.

Among them, the firm now discloses in writing any markups or markdowns on “all fixed
income retail order trade confirmations in principal transactions.”

The firm also hired a compliance officer to work on the fixed income desk, and
implemented a variety of improvements recommended by a consulting firm.

Founded in 1922, Edward Jones has 14,000 financial advisers who work with more than
7 million clients.
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Lock In Your Retirement Income

Three strategies that use annuities to guarantee monthly paychecks for life.

By Kimberly Lankford, May 2010
Follow @Kiplinger

As rumors spread that President Obama might utter the word annuity during his State of the Union
address earlier this year, the insurance industry went wild. Salespeople touted the president's impending
seal of approval as a reason to buy their wares -- even if the high-fee, complex versions they were
promoting only vaguely resembled the products that the president supports.

Although Obama never actually mentioned the A-word in his speech, his Middle Class Task Force later
recommended annuities as a good way to reduce "the risks that retirees will outlive their savings or that
the retirees' living standards will be eroded by investment losses or inflation."

The need for lifetime income is huge and growing as life expectancies continue to increase and
traditional sources of guaranteed income disappear. For a 65-year-old couple, there's a 25% chance that
one spouse will live until age 97, yet fewer people are retiring with pensions, and Social Security covers
only a small portion of most people's expenses. Many retirees who had planned to fill the income gap
with their savings are wondering where to turn after suffering through two severe market downturns over
the past decade. An annuity may be the answer, but not all annuities are alike, and some may not be
appropriate for you.

Plain and simple

An immediate annuity is based on a simple concept: You give an insurance company a lump sum and it
promises to send you a monthly check for the rest of your life -- no matter how long you live. For
example, a 65-year-old man who invests $100,000 in an immediate annuity today could collect $8,112
per year for the rest of his life. That's about twice as much as he could safely withdraw from his savings
each year if he followed the widely accepted recommendation to limit initial withdrawals to 4% of your
portfolio to avoid outliving your savings.

Advertisement

Part of the reason for the bigger annuity payout is that each distribution consists of interest as well as a
return of principal. But the real secret behind the beefed-up annuity checks is that you pool your risk
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with other policyholders. People who die carly end up subsidizing the payments of people who live
longer. You get the biggest bang for your buck if you buy a "straight life" annuity, which pays out only
for your lifetime, with no survivor benefits. But most married couples prefer to buy annuities that pay out
as long as either spouse lives, even though it means smaller benefits. For example, a 65-year-old couple
who invest $100,000 in an immediate annuity and choose dual coverage would receive an annual payout
of $6,634.

Buying an immediate annuity helped Elaine Leaf stretch her retirement income. Ten years ago, Leaf,
now 63, retired from a career in radio and moved from New Jersey to Edgewater, Fla. "I thought I could
live on the funds from the sale of my house," she says. But she soon discovered she was wrong. Medical-
insurance premiums alone cost $1,000 a month, and her investments took a major hit during the 2000-02
bear market.

Leaf took a job as a cashier at a discount clothing store to earn some extra money and qualify for health
insurance -- but she was miserable. Her financial adviser recommended that she buy an immediate
annuity from New York Life. She invested about $375,000 and now receives $2,500 per month -- twice
as much as she was able to withdraw safely from her savings. (Because interest rates were higher four
years ago, Leaf locked in a bigger payout than a 59-year-old could buy today.) "I feel protected for life,"
says Leaf. "Now I can count on a check that comes every month like clockwork."

How to shop

When deciding how much to invest in an immediate annuity, follow Leaf's lead: Add up your monthly
expenses, subtract any guaranteed sources of income (such as Social Security and pension benefits) and
buy an annuity to fill the gap. But watch out. Payouts can vary enormously by company, so it's a good
idea to compare prices from many insurers. "There's easily a 10% to 15% spread from the top to the
bottom of the list," says Hersh Stern, publisher of AnnuityShopper.com. Stern's Web site
(www.immediateannuities.com) includes a database of more than a dozen annuity companies, making it
easy to compare benefits.

WHAT AN IMMEDIA
ANNUITY WILL PAY

Typical payouts by age based
ona$100,000 investment.
ANNUAL PAYOUT

o
60 $7224 $6.112
| 65 [EEKTA] $6634
$9.024 $7,07%
$10,668 $7930

SOUCE InmciateAmeRs om.

One risk of immediate annuities, however, is that your fixed monthly check will lose purchasing power
over time, so it's important not to tie up all your cash at once. Interest rates and your age at the time of
purchase also affect the size of your monthly check. Because current interest rates are so low, you may
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want to ladder annuities, meaning you invest some money in an immediate annuity now and buy another
one later when interest rates may be higher. Plus, you'll get a bigger payout because you'll be older and
have a shorter life expectancy.

Another option is to buy an immediate annuity with inflation protection. Chris O'Flinn, of Elm Income
Group (www.elmannuity.com), in Washington, D.C., recommends buying an annuity with annual payout
increases linked to the consumer price index. Although the initial payouts are about 25% to 30% less
than you would get by investing the same amount in a fixed annuity, you'll preserve your buying power.
"When inflation comes, it tends to gallop in and stay around for quite a while," says O'Flinn.

Hedge your bets

Another way to deal with rising expenses is through a deferred variable annuity. (Despite the shared
"annuity" label, the similarities end there.) Deferred variable annuities are complex products that try to
do alot at once. You invest in mutual fund-like accounts that can grow through time, and they give you a
minimum guarantee in case the investments lose money. They're most attractive to preretirees in their
fifties or sixties who want to capture stock-market gains during their final decade of work without
exposing their nest egg to investment losses.

James Rogers, a financial planner in Exton, Pa., had avoided recommending deferred annuities for years,
mainly because the distributions are taxed at ordinary income-tax rates rather than lower capital-gains
rates reserved for most other investments. But Rogers took a second look when insurers started offering
generous guarantees. "I found they really had some appeal to clients who have lived through two serious
bear markets in the past ten years and have seen significant volatility in their portfolios," Rogers says.
Clients who bought a deferred annuity with guaranteed benefits gained the confidence to remain invested
in the stock market rather than stash their money in safe but low-return investments.
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PURPOSE
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You invest alump sum and receive ‘You invest inmutval fund-like
afixed monthly income for life accounts and an insurance company
‘guarantees future payouts,
regardless of market performance

Retirees age 60 or older who Preretirees who want to grow their
want current income nest egg without fear of scrambling it

Simple tounderstand and easy to Complicated product with ongoing.

comparison-shop fees averaging a steep 39 per year
Fixed payouts may not Potential to increase your account
keep pace with inflation value if market performs well
Monthly payouts of about 7% or more I market tanks, you can withdraw about
of your initial investment for life 5% of guaranteed balance each year
Once purchased, you can't Flexibllity to cash out your investment
change your mind after surender period expires.

Rogers uses an annuity from Sun Life Financial that guarantees to increase the initial investment by 7%
per year for up to ten years and then allows annuity holders who are 65 to 79 years old to withdraw up to
5% per year from that guaranteed base amount (or from the actual investment-account balance, if it is
higher) for life. If you invest $100,000, for example, it would be worth $170,000 after ten years, at which
point you could start withdrawing $8,500 per year. The company can afford to increase the guaranteed
base by 7% for ten years, net of fees, because you can't take that cash in a lump sum. You can access
only a small portion of that guaranteed amount every year, and the insurer is betting that it can earn more
in the long run. You can withdraw only 4% of the guarantee every year if you start taking withdrawals
when you are younger than 65, or 6% if you start when you are 80 or older.

In addition to offering investors both guaranteed income and a chance to let their account balances grow,
deferred annuities are more flexible than immediate annuities, which generally require you to lock up
your investment for life. You can cash out of a deferred annuity at any time, although you'll generally
pay a hefty surrender charge if you do it in the first seven years or so. Cashing out an annuity would
make sense only if your investments performed well and your actual account value was worth more than
the guaranteed amount.

Unfortunately, annuities with guaranteed minimum withdrawal benefits aren't as good a deal as they
were even a few years ago. After ratings agencies expressed concerns over insurers' ability to make good
on their promises, many companies scaled back their guarantees and increased fees for new
policyholders. When you add up the total cost of insurance, underlying investments and added
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guarantees, most deferred annuities cost between 2.5% and 3% per year of your initial investment
amount. Many insurers also curtailed the investment options and now require you to invest a portion of
your portfolio in a balanced fund rather than keeping all of it in stock funds. That minimizes their risk --
and limits your potential gain.

An alternative strategy

Mark Cortazzo, a financial adviser in Parsippany, N.J., has devised an alternative strategy to replicate the
growth and income benefits of an annuity at a much lower cost. His clients invest some money in
longevity insurance and the rest in a portfolio that he manages of low-cost exchange-traded funds.

Editor's Picks From Kiplinger

 Increase Your Retirement Income

Lock In Your Retirement Income

Three strategies that use annuities to guarantee monthly paychecks for life.

By Kimberly Lankford, May 2010
Follow @Kiplinger

In its purest form, longevity insurance allows you to buy an annuity now and begin receiving a generous
payout for life starting in about 15 to 20 years -- assuming you live long enough to collect it. For
example, invest just under $200,000 at age 65 and you could receive $50,000 every year for life starting
at age 80. MetLife recently introduced a version of longevity insurance that provides extra benefits if you
die early, for a relatively low cost. Cortazzo took notice and used it as a cornerstone to build a new model
for retirement income.

Say you're 65 years old, married and have $1 million in retirement savings. You'd invest $277,000 in
longevity insurance, which would pay out $50,000 per year, starting at age 80, for as long as you or your
spouse lives -- or at least ten years, whichever is longer. That's a guaranteed minimum payout of
$500,000 if you make it to age 80. If you and your spouse die before you turn 80, your heirs would
receive your initial investment plus 3% per year for each year you or your spouse lived beyond the time
of your initial investment. "Whether you live or die, it will be a profitable transaction for either you or
your beneficiaries," Cortazzo says.

Cortazzo uses the remaining $723,000 of the $1-million nest egg to invest in an ETF portfolio composed
of 60% to 70% stocks -- a bit more aggressive than a typical retirement portfolio -- with the balance in
fixed-income investments. He charges 1.25% of invested assets to manage and rebalance the portfolio,
including ETF fees. That's less than half the cost of a typical deferred annuity with guarantees. (If you're
a hands-on investor, you could do it yourself for even less.)

Because your investment portfolio needs to last for only 15 years in this example -- until you can start
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collecting benefits from your longevity insurance at age 80 -- you can afford to take larger withdrawals
than you could from a portfolio designed to last the rest of your life. According to Cortazzo's research
and economic models, you could withdraw about $50,000 a year, or 7% of your assets. "You Jjust need
enough money to make it to the finish line at age 80," he says. And if the investments perform well,
you'll have extra cash to supplement your longevity insurance or leave to heirs.

Editor's Picks From Kiplinger
e Increase Your Retirement Income

Subscribe
and get
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orporate America really started to take

notice of pensions in the wake of the

dot-com crash, in 2000. Interest rates
and stock prices both plummeted, which
meant that the value of pension liabilities
rose while the value of the assets held to
meet them fell. A number of major firms in
weak industries, notably steel and airlines,
went bankrupt in large measure because of
their inability to meet their obligations under
defined-benefit pension plans.
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‘The result was an acceleration of America’s shift
away from defined-benefit (DB) pensions toward
defined-contribution (DC) retirement plans, which
transfer the investment risk from the company to
the employee. Once an add-on to traditional retire-
‘ment planning, DC plans—epitomized by the ubiq-
uitous 401(k)—have now become the main vehicles
for private retirement saving.

Butalthough the move to defined-contribution
plans arguably reduces the liabilities of business, it
has, if anything, increased the likelihood of a major
crisis down the line as the baby boomers retire. To
begin with, putting relatively complex investment
decisions in the hands of individuals with little or
nofinancial expertise is problematic. Research dem-
onstrates that decision making is pervaded with
behavioral biases. (To some extent, biases can be
compensated for by appropriately framing choices.
For example, making enrollment in a 401(k) plan the
default option—employees must opt out rather than
opt in—has materially increased the rate of enroll-
‘mentin the plans.)

More dangerous yet is the shift in focus away
from retirement income toreturm on investment that
has come with the introduction of saver-managed
DC plans: Investment decisions are now focused on
the value of the funds, the returns on investment
they deliver, and how volatile those returns are.
Yet the primary concern of the saver remains what
it always has been: Will I have sufficient income in
retirement tolive comfortably? Clearly, the risk and
return variables that now drive investment decisions

The Real Meaning of Risk in Retirement

The seeds of the coming pension crisis lie in the:
fact that investment decisions are being made

with a misguided view of risk. Case in point: When
wealth maximization is the goal of retirement
saving, the T-bill is seen as a risk-free investment.
But when volatility is measured in terms that
matter to retirees (how much a saver would receive
annually if the investment were converted into an
income stream), we clearly see that the T-bill is
actually quite risky.
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are not being measured in units that correspond to
savers’ retirement goals and their likelihood of meet-
ing them. Thus, it cannot be said that savers’ funds
arebeing well managed.

In the following pages I will explore the conse-
quences of measuring and regulating pension fund
performance like a conventional investment port-
folio, explain how retirement plan sponsors (that
is, employers) and investment managers can en-
gage with savers to present them with meaningful
choices, and discuss the implications for pension
investments and regulation.

These recommendations apply most immedi-
ately to the United States and the United Kingdom,
which have made the most dramatic shift among
developed nations toward putting retirement risks
and responsibilities in the hands of individuals. But
the trend toward defined-contribution plansis ubiq-
uitous in Asia, Europe, and Latin America, Thus the
principles of providing for retirement income apply
everywhere.

Assets Versus Income

Traditional defined-benefit pension plans were
conceived and managed to provide members with a
guaranteed income. And because this objective fil-
tered right through the scheme, members thought of
their benefits in those terms. Ask someone what her
pension is worth and she will reply with an income
figure: “two-thirds of my final salary,” for example.
Similarly, we define Social Security benefits in terms
ofincome.

s will keep your principal safe...

Consider an individual who invests retirement savings of $1 million
in T-bils. As the chart below shows, the change in asset value over
time is close to zero, so the saver has minimal risk of losing any of
the invested principal.
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has increased the likelihood of a
pension crisis down the line as
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WHY IT’S HAPPENING

Pension savings are invested so as to maximize
capital value at the time of retirement, an objective
imposed by regulation. But the goal of most savers

is to achieve a reasonable level of retirement income.
This mismatch almost guarantees that savings are
badly managed, because an investment that s risk-
free from an asset value standpoint may be very risky
in income terms. At the same time, the defined-
contribution process requires savers who often have
little or no financial expertise to make complicated
decisions about risk.

THE SOLUTION

Investment practice and regulation
need to be changed to prioritize
income security over capital

gain, and communication needs

to focus on variables the saver
understands and give a clearer
idea of the likelihood of reaching
agiven income target rather than
emphasize investment returns.

‘Thelanguage of defined-contribution investment
is very different. Most DC schemes are designed and
operated as investment accounts, and communica-
tion with savers is framed entirely in terms of assets
and returns. Asset value is the metric, growth is the
priority, and risk is measured by the volatility of as-
set values. DC plans’ annual statements highlight
investment returns and account value. Ask some-
one what his 401(4) is worth and you'll hear a cash
amountand perhaps alamentabout the value lost in
the financial crisis.

The trouble is that investment value and as-
set volatility are simply the wrong measures if
your goal is to obtain a particular future income.
Communicating with savers in those terms, there-
fore, is unhelpful—even misleading. To see why,
imagine that you are a 45-year-old individual look-
ing to ensure a specific level of retirement income to
Kick in at age 65. Let’s assume for simplicity’s sake
that we know for certain you willlive to age 85. The

safe, isk-free asset today that guarantees your objec-
tive is an inflation-protected annuity that makes no
payouts for 20 years and then pays the same amount
(adjusted for inflation) each year for 20 years. If you
had enough money in your retirement account and
‘wanted tolock in that income, the obvious decision
istobuy the annuity.

But under conventional investment metrics,
your annuity would almost certainly look too risky.
As interest rates move up and down, the market
value of annuities, and other long-maturity fixed-
income securities such as U.S. Treasury bonds, fluc-
tuates enormously. In 2012, for instance, there was.
a30% range between the highestand lowest market
value of the annuity for the 45-year-old over the 12
‘months. However, the income that the annuity will
provide in retirement does not changeatall. Clearly,
there is a big disconnect about what is and is not
risky when it comes to the way we express the value
of pension savings.

...but the income you can buy with the principal is highly volatile.

But consider the same individual who wants to convert the T-bills into an income
stream to live off in retirement. The return (change in how much annual income the
saver receives) depends enormously on exactly when he makes the conversion.

The graph shows the percent change in the

amount of inflation-protected income that

could be purchased with the T-bill portfolio

ata given time (for example, by converting

itinto a deferred inflation-proof annuity).
“This simulation is done by totaling

e% CHETCT the current market value of a portfolio of
10% INCOME RECEIVED traded U.S. Treasury inflation-protected
IN RETIREMENT

securities bought so as to provide
4 adequate funds to purchase the income
stream in 20 years. In the absence of an
active market in deferred inflation-proof
-s% annuities, this provides an estimated value
of the deferred income.
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THE RISK PROBLEM

The move to saver-managed
defined-contribution pension
plans—most notably 401(K)s—
has increased the likelihood of a
pension crisis down the line as
the baby boomers retire.
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‘Thelanguage of defined-contribution investment
is very different. Most DC schemes are designed and
operated as investment accounts, and communica-
tion with savers is framed entirely in terms of assets
and returns. Asset value is the metric, growth is the
priority, and risk is measured by the volatility of as-
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...but the income you can buy with the principal is highly volatile.

But consider the same individual who wants to convert the T-bills into an income
stream to live off in retirement. The return (change in how much annual income the
saver receives) depends enormously on exactly when he makes the conversion.
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THE BIG IDEA THE CRISIS IN RETIREMENT PLANNING

Laws intended to protect consumers
would have the unintended consequence
of prohibiting savers from holding the
risk-free income asset.

Unfortunately that disconnect is now being codi-
fied in DC plan regulation. Required disclosures
emphasize net asset value and its changes. In the
interest of consumer protection, regulators in the
European Union have even considered requiring
‘minimum rates of return on portfolios. But if the
goal is income for life after age 65, the relevant risk
is retirement income uncertainty, not portfolio
value. To truly protect consumers, such regulatory

“floors” would need to be specified in terms of the
safety of the future income stream, not the market
value of that stream.

Yet under regulations that set a minimum floor
on portfolio value, retirement plan managers would
not be allowed to invest savers’ funds in deferred
annuities or long-maturity U.S. Treasury bonds—
‘the very assets that are the safest from a retirement
income perspective. That's because, ifinterest rates
were torise, their price (that is, their market value)
could easily fall below the minimum required asset
value. Ironically, therefore, laws intended to pro-
tect consumers would have the unintended conse-
quence of prohibiting savers from holding the risk-
free income asset.

At the same time, the law would encourage in-
vestments in assets that are actually highly risky
from an income perspective. U.S. Treasury bills
(T-bills) are commonly treated as the definitive risk-
free asset. Over eight years, the dollar returns to
T-bills have been stable, and principal has been fully
protected. But as the exhibit “The Real Meaning of
Risk in Retirement” illustrates, if we look at the unit
of measure that matters to our consumer—how
‘much the saver would receive if the investment
were converted into an incomesstream~—then T-bills
are shown to be very risky, nearly as volatile as the
stock market.

Tounderstand what that means n commonsense
terms, considera person who plans to live off the in-
come from $1 million invested in T-bills. Suppose he
Tetires in a given year and converts his investments
into an inflation-protected annuity with a return
of 49 to 5%. He will receive an annual income of

6 Harvard Business Review July-August 2014

$40,000 to $50,000. But now suppose he retires a
few years later, when the return on the annuity has
dropped to 0.5%. His annual income will now be
only $5,000. Yes, the $1 million principal amount
‘was fully insured and protected, but you can see that
he cannot possibly live on the amount he will now
receive. T-bills preserve principal at all times, but
the income received on them can vary enormously
as return on the annuity goes up or down. Had the
retiree bought instead a long-maturity U.S. Treasury
bond with his $1 million, his spendable income
‘would be secure for thelife of the bond, even though
the price of that bond would fluctuate substantially
from day to day. The same holds true for annuities:
Although their market value varies from day to day,
the income from an annuity is secure throughout
the retiree’s life.

‘The seeds of an investment crisis have been sown.
‘The only way to avoid a catastrophe is for plan par-
ticipants, professionals, and regulators to shift the
mind-set and metrics from asset value to income.

An Income-Focused

Investment Strategy

So what should retirement planners be investing
in? The particulars are, of course, somewhat techni-
cal, but in general, they should continue to follow
portfolio theory: The investment manager invests
ina mixture of risky assets (mainly equity) and risk-
free assets, with the balance of risky and risk-free
shifting over time so as to optimize the likelihood of
achieving the investment goal. The difference is that
risk should be defined from an income perspective,
and the risk-free assets should be deferred inflation-
indexed annuities.

Itsimportant tonote that the fund manager need
not actually commit the employee to purchasing a
deferred annuity but should manage the risk-free
part of the portfolioin such a way that, on retirement,
the employee would be able to purchase an annuity
that would support the target standard of living re-
gardless of what happens to interest rates and infla-
tion in the meantime.
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value. Ironically, therefore, laws intended to pro-
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protected. But as the exhibit “The Real Meaning of
Risk in Retirement” illustrates, if we look at the unit
of measure that matters to our consumer—how
‘much the saver would receive if the investment
were converted into an incomesstream~—then T-bills
are shown to be very risky, nearly as volatile as the
stock market.

Tounderstand what that means n commonsense
terms, considera person who plans to live off the in-
come from $1 million invested in T-bills. Suppose he
Tetires in a given year and converts his investments
into an inflation-protected annuity with a return
of 49 to 5%. He will receive an annual income of
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$40,000 to $50,000. But now suppose he retires a
few years later, when the return on the annuity has
dropped to 0.5%. His annual income will now be
only $5,000. Yes, the $1 million principal amount
‘was fully insured and protected, but you can see that
he cannot possibly live on the amount he will now
receive. T-bills preserve principal at all times, but
the income received on them can vary enormously
as return on the annuity goes up or down. Had the
retiree bought instead a long-maturity U.S. Treasury
bond with his $1 million, his spendable income
‘would be secure for thelife of the bond, even though
the price of that bond would fluctuate substantially
from day to day. The same holds true for annuities:
Although their market value varies from day to day,
the income from an annuity is secure throughout
the retiree’s life.

‘The seeds of an investment crisis have been sown.
‘The only way to avoid a catastrophe is for plan par-
ticipants, professionals, and regulators to shift the
mind-set and metrics from asset value to income.

An Income-Focused

Investment Strategy

So what should retirement planners be investing
in? The particulars are, of course, somewhat techni-
cal, but in general, they should continue to follow
portfolio theory: The investment manager invests
ina mixture of risky assets (mainly equity) and risk-
free assets, with the balance of risky and risk-free
shifting over time so as to optimize the likelihood of
achieving the investment goal. The difference is that
risk should be defined from an income perspective,
and the risk-free assets should be deferred inflation-
indexed annuities.

Itsimportant tonote that the fund manager need
not actually commit the employee to purchasing a
deferred annuity but should manage the risk-free
part of the portfolioin such a way that, on retirement,
the employee would be able to purchase an annuity
that would support the target standard of living re-
gardless of what happens to interest rates and infla-
tion in the meantime.
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PORTFOLIO MANAGEMENT
This kind of liability-driven investment strategy When | ncome | 5 the Goal

i called “immunization.” It's equivalent to how
an insurer hedges an annuity contract that it has What does it mean, in practical terms, to shift the
entered into and how pension funds hedge their focus of retirement planning from amassing the

liabilities for future retirement payments to plan e AT oy I B 5 9 e e
‘members. What investment managers often fail to e

realizeis that the same strategy can be employed at

the individual investor level. (For a more detailed In my view, plan providers, employers, and savers must
discussion see the sidebar “Portfolio Management: adopt a liability-driven strategy. As in a conventional plan,
When Incomels the Goal ") the accumulated savings are allocated between a well-

My point s that the financial technology already diversified risky portfolio (made up of various low-cost
exists to invest individual pension contributions in mutual funds) and risk-free securities. The main difference
this way. Employees still get a pot of money upon lies in the definition of a “risk free” investment and the
retirement and thus retain the same freedom of approach to taking on risk.
choice over their retirement savings that they have The risk-free portfolio. Under the proposed scheme,
under current defined-contribution arrangements. the risk-free retirement asset is a bond-like security that
The difference is that the value of the pot would be makes no coupon payments until the date of retirement
obtained through an investment strategy meant to and then makes level payments, adjusted for inflation,
maximize the likelihood of achieving the desired each month for the rest of the retiree’s life. Because it is
income stream at retirement. Of course, that value not feasible to purchase this security, called a deferred
might be much more or much less than the value of real annuity, until the employee s close to retirement,
the pot obtained through a wealth-maximizing in- the fund manager creates a facsimile of the asset through
vestment strategy. a dynamic trading strategy that mixes U.S. Treasury

Moving to an income-focused pension strategy Inflation-Protected Securities (TIPS) of various maturities
‘will require changes not only to the way retirement to reflect the maturity structure of the employee’s target
plan providers actually invest the money but also retirement income. This way of using financial technology
to how they engage and communicate with savers. o match the returns and cash flows of a reference secu-
Let’s look at what's wrong with current practice in rity is called a replicating portfolio strategy and has been
this regard. widely used for several decades, although only recently

in this specific application. The idea is to ensure that the

Little Meaningful Dialogue amount of money in the portfolio at retirement is sufficient
Inthe conventional DC model, the provider asks the to purchase the replicated deferred annuity, no matter
employeeat the beginning of the engagementhow ~_. what the interest rate may be at the time. The retiree is

‘much risk he is willing to take on in investing
the accumulated savings, which basically
puts constraints on the proportions in-
vested in bonds and equities. Very often
the employee does not feel capable of
specifying a level of risk or a retirement
goal, so the plan provider makes repre-
sentative assumptions and offers a de-
fault investment in a mutual fund that
has a risk level deemed appropriate for
the employee’s age group.

From that moment on, the dialogue
between the provider and the saver
consists of regular reports on the
value of the pooled fund, the
amounts contributed, the an-
nual returns achieved, and the
size of the employee’s share of

not committed to purchasing the annuity, however, and
can use the funds any way he chooses.

Balancing the portfolios. Unlike mechanical rule
asset allocations, the approach advocated here
takes on risk only when it improves the chance of
achieving the desired income goal. And it takes as
much risk out of the portfolio as possible once the
goal is achieved, avoiding a scenario in which the
saver achieves his goal only to fall below it if the
markets subsequently go down.

It is important to note that the capital value of
a pension pot managed in this way will most likely

be very volatile, because risk is being hedged to
eliminate income volatility, not price volatil-
ity. For this reason, good communication
with savers is essential.
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retirement and thus retain the same freedom of approach to taking on risk.
choice over their retirement savings that they have The risk-free portfolio. Under the proposed scheme,
under current defined-contribution arrangements. the risk-free retirement asset is a bond-like security that
The difference is that the value of the pot would be makes no coupon payments until the date of retirement
obtained through an investment strategy meant to and then makes level payments, adjusted for inflation,
maximize the likelihood of achieving the desired each month for the rest of the retiree’s life. Because it is
income stream at retirement. Of course, that value not feasible to purchase this security, called a deferred
might be much more or much less than the value of real annuity, until the employee s close to retirement,
the pot obtained through a wealth-maximizing in- the fund manager creates a facsimile of the asset through
vestment strategy. a dynamic trading strategy that mixes U.S. Treasury

Moving to an income-focused pension strategy Inflation-Protected Securities (TIPS) of various maturities
‘will require changes not only to the way retirement to reflect the maturity structure of the employee’s target
plan providers actually invest the money but also retirement income. This way of using financial technology
to how they engage and communicate with savers. o match the returns and cash flows of a reference secu-
Let’s look at what's wrong with current practice in rity is called a replicating portfolio strategy and has been
this regard. widely used for several decades, although only recently

in this specific application. The idea is to ensure that the

Little Meaningful Dialogue amount of money in the portfolio at retirement is sufficient
Inthe conventional DC model, the provider asks the to purchase the replicated deferred annuity, no matter
employeeat the beginning of the engagementhow ~_. what the interest rate may be at the time. The retiree is

‘much risk he is willing to take on in investing
the accumulated savings, which basically
puts constraints on the proportions in-
vested in bonds and equities. Very often
the employee does not feel capable of
specifying a level of risk or a retirement
goal, so the plan provider makes repre-
sentative assumptions and offers a de-
fault investment in a mutual fund that
has a risk level deemed appropriate for
the employee’s age group.

From that moment on, the dialogue
between the provider and the saver
consists of regular reports on the
value of the pooled fund, the
amounts contributed, the an-
nual returns achieved, and the
size of the employee’s share of

not committed to purchasing the annuity, however, and
can use the funds any way he chooses.

Balancing the portfolios. Unlike mechanical rule
asset allocations, the approach advocated here
takes on risk only when it improves the chance of
achieving the desired income goal. And it takes as
much risk out of the portfolio as possible once the
goal is achieved, avoiding a scenario in which the
saver achieves his goal only to fall below it if the
markets subsequently go down.

It is important to note that the capital value of
a pension pot managed in this way will most likely

be very volatile, because risk is being hedged to
eliminate income volatility, not price volatil-
ity. For this reason, good communication
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Rather than trying to make employees
smarter about investments, we need to
create a smarter dialogue about how
plan providers can help them achieve
their income goals.
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the fund. The employee feels happy if the value and
returns look positive, but he typically has little or
no idea what the implications of this performance
‘mightbe on the chances of maintaining hisstandard
of living in retirement as measured by income—an
outcome which, as I demonstrated earlier, may not
atallbe related to returns on investment.

When employees try to become engaged and
make decisions about their retirement, they are of-
ten confronted with very technical decisions, such
as “How much debt versus equity do you want?” or

“How much exposure to large-cap European stocks
do you want?” It's a bt like having salespeople ask
car buyers what engine compression ratio they want.
Some buyers might know that a high ratio is good,
‘but very few understand exactly what that means:
how many more miles to the gallon they’ll get, how
‘much faster they'll go from zero to 60 miles per hour,
or how much more reliable the car will be than one
withalowerratio. But fuel efficiency, speed, and reli-
ability are the factors that car buyers care about.

Consumer education is often proposed as arem-
edy, but to my mind it’s a real stretch to ask people
to acquire sufficient financial expertise to manage
all the investment steps needed to get to their pen-
sion goals. That's a challenge even for profession-
als. Youd no more require employees to make those

August 2014

kinds of decisions than an automaker would dump

apile of car parts and a technical manual in the buy-
er’sdriveway withanote that says, “Heres what you

need to put the car together. If it doesn’t work, that’s

your problem”

Experience also suggests that customer engage-
‘mentin investment management is not necessarily a
good thing, People whoare induced to open abroker-
ageaccountin their IRAs often become very activein
investing for their pension, trading stocksaround the
‘world on their computers after work. This s far from
agoodidea; such short-term trading will notimprove
the savers’ chances of successfully achieving retire-
‘ment goals—in fact, it will diminish them.

Choosing not toeducate customersis nota radical
idea. Many technologically sophisticated products
areactually designed to minimize learning require-
‘ments on the part of the user. If you were to drive a
carmadein1955, theaccelerator would feel the same
toyour foot as one does nanew car today. Of course,
in 1955, the accelerator was connected to pieces of
‘metal that made the carburetor open. Today all the
connections are electronic, and you could activate
them with your finger. Car manufacturers keep the
pedal to help us feel comfortable—we’ve always
pushed the accelerator with our foot. How would
youlike it if you bought your next car and found a
joystick instead of a steering wheel?

‘The bottom line is that we have to be realistic
about what we can expect people to understand (or
what they should have to understand). Rather than
trying to make employees smarter about invest-
ments, we need to create a smarter dialogue about
how the plan provider or its investment manage-
mentagents can help them achieve their goals. Let's
look now at what that dialogue might belike.

Redefining Customer Engagement

To create meaningful engagement in pension plan-
ning, a plan provider should begin by asking em-
ployees not about risk but about their expectations
for income needs in retirement.

Clearly, employees in their twenties, thirties, or
forties will not be able to be very specific about this,
but they're likely to agree that a reasonable goal
‘would be to have a standard of living more or less
the same as theyd be experiencing in the last five or
soyears before retirement. This would be, in effect,a.
plausible default option.

‘Once the working expectations have been agreed
on, the provider can calculate the probabilities of
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them with your finger. Car manufacturers keep the
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what they should have to understand). Rather than
trying to make employees smarter about invest-
ments, we need to create a smarter dialogue about
how the plan provider or its investment manage-
mentagents can help them achieve their goals. Let's
look now at what that dialogue might belike.
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To create meaningful engagement in pension plan-
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for income needs in retirement.

Clearly, employees in their twenties, thirties, or
forties will not be able to be very specific about this,
but they're likely to agree that a reasonable goal
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achieving each employee’s target standard of liv-
ing for given levels of contribution, expressed as

a percentage of salary, and for a given working life.
‘The provider will of course need more information,
such as the employee’s current salary and the salary
levels of retiring employees, estimates of interest

and inflation rates, and Social Security and defined-
benefit pension expectations. But all these data can

be obtained from the employer or other sources, or

assumed based on publicly available financial mar-
ketindicators.

‘The customer need worry about three things
only: her retirement income goals, how much she
is prepared to contribute from her current income,
and how long she plans to work. The only feedback
she needs from her plan provideris her probability of
achieving her income goals. She should not receive
quarterly updates about the returns on her invest-
‘ment (historical, current, or projected) or about the
currentallocation of her assets. These are important
factors in achieving success, but they are not mean-
ingful input for the choices about income that the
customer has to make.

Suppose the saver learns that she has a 54%
chance of achieving her desired income in retire-
‘ment. Like a high cholesterol number, that relatively
low probability servesas awarning. What can she do
toimprove her outlook? There are only three things:
Save more, work longer, or take more risk. These
are, therefore, the only decisions a saver needs to
think about in the context of retirement. And those
choices have immediate impact because if you in-
crease savings, your take-home paycheckis going to
be smaller. If you decide to retire at a later age, you
will have to explain that decision to your family and
loved ones.

‘The income-focused dialogue between invest-
ment provider and saver should continue right up
toand after retirement. Typically, employees start
thinking more seriously about their detailed prefer-
ences closer to the actual date of retirement. By this
time, they have a much better sense of their health
status, their ability and willingness to continue work-
ingbeyond retirement, what dependent responsibil-
ities they have, whether they have other sources of
income from, say, a working spouse, where and how
they want tolive, and the other things they'd like to
do with their savings. They may no longer want to
stick to the default of investing all their retirement
potintoan annuity because they may wish to be able
torealize alump sum at some stage.

Close to retirement, the provider and the future
pensioner need to refine the goals. A good frame-
work in which to do this is to divide income needs
into three categories

Category 1: Minimum guaranteed income.
Income in this category must be inflation-protected
and guaranteed for life, thus shielding the retiree
from longevity risk, interest rate fluctuations, and
inflation. Government benefits, such as Social
Security, and any defined-benefit pensions would
beincluded in this category. (DB plan payments with
noinflation adjustment should be treated asif they
were falling at the expected rate of inflation.) To in-
crease the amount of guaranteed income above and
beyond those benefits, the pensioner would have to
buyan inflation-protected life annuity from a highly
rated insurance company, the “safe” asset described
above. A graded annuity whose income payments
grow at the expected rate of inflation can also be
used when inflation-protection is not available. The
annuity could provide a joint survivorship feature
for a spouse but would provide no other death ben-
efits or payouts.

Opting for guaranteed income comes with down-
sides. Annuities are inflexible and allow for no li-
quidity to alter the income stream if circumstances
change, if there is an unanticipated need for alump
sum of money, or if the retiree wishes to make be-
quests. With reason, therefore, some people are
uncomfortable using all their assets to purchase a
risk-free annuity, especially if they have no addi-
tional nonpension savings that can provide them
with some flexibility. For this reason, they ought
to consider trading off some—but not all—guaran-
teed future income for alternatives that offer more
flexibility.

Category 2: Conservatively flexible income.
‘The more flexible but still relatively safe alternative
to annuities is a portfolio of U.S. Treasury Inflation-
Protected Securities (“TIPS”) that offer a periodic
payout of inflation-protected income fora fixed time
horizon, typically the life expectancy of the partici-
pant at retirement. Both the portfolio interest in-
come and principal at each bond’s maturity are used
for income payments, so there is no capital residual
after the term.

There are two advantages to this type of conser-
vative additional income relative to guaranteed in-
come. Because the savings can be held in liquid UST
assets, they are available in whole or in part to the
participant at any time, for medical emergencies or
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achieving each employee’s target standard of liv-
ing for given levels of contribution, expressed as

a percentage of salary, and for a given working life.
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levels of retiring employees, estimates of interest

and inflation rates, and Social Security and defined-
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assumed based on publicly available financial mar-
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are, therefore, the only decisions a saver needs to
think about in the context of retirement. And those
choices have immediate impact because if you in-
crease savings, your take-home paycheckis going to
be smaller. If you decide to retire at a later age, you
will have to explain that decision to your family and
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‘The income-focused dialogue between invest-
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toand after retirement. Typically, employees start
thinking more seriously about their detailed prefer-
ences closer to the actual date of retirement. By this
time, they have a much better sense of their health
status, their ability and willingness to continue work-
ingbeyond retirement, what dependent responsibil-
ities they have, whether they have other sources of
income from, say, a working spouse, where and how
they want tolive, and the other things they'd like to
do with their savings. They may no longer want to
stick to the default of investing all their retirement
potintoan annuity because they may wish to be able
torealize alump sum at some stage.

Close to retirement, the provider and the future
pensioner need to refine the goals. A good frame-
work in which to do this is to divide income needs
into three categories

Category 1: Minimum guaranteed income.
Income in this category must be inflation-protected
and guaranteed for life, thus shielding the retiree
from longevity risk, interest rate fluctuations, and
inflation. Government benefits, such as Social
Security, and any defined-benefit pensions would
beincluded in this category. (DB plan payments with
noinflation adjustment should be treated asif they
were falling at the expected rate of inflation.) To in-
crease the amount of guaranteed income above and
beyond those benefits, the pensioner would have to
buyan inflation-protected life annuity from a highly
rated insurance company, the “safe” asset described
above. A graded annuity whose income payments
grow at the expected rate of inflation can also be
used when inflation-protection is not available. The
annuity could provide a joint survivorship feature
for a spouse but would provide no other death ben-
efits or payouts.

Opting for guaranteed income comes with down-
sides. Annuities are inflexible and allow for no li-
quidity to alter the income stream if circumstances
change, if there is an unanticipated need for alump
sum of money, or if the retiree wishes to make be-
quests. With reason, therefore, some people are
uncomfortable using all their assets to purchase a
risk-free annuity, especially if they have no addi-
tional nonpension savings that can provide them
with some flexibility. For this reason, they ought
to consider trading off some—but not all—guaran-
teed future income for alternatives that offer more
flexibility.

Category 2: Conservatively flexible income.
‘The more flexible but still relatively safe alternative
to annuities is a portfolio of U.S. Treasury Inflation-
Protected Securities (“TIPS”) that offer a periodic
payout of inflation-protected income fora fixed time
horizon, typically the life expectancy of the partici-
pant at retirement. Both the portfolio interest in-
come and principal at each bond’s maturity are used
for income payments, so there is no capital residual
after the term.

There are two advantages to this type of conser-
vative additional income relative to guaranteed in-
come. Because the savings can be held in liquid UST
assets, they are available in whole or in part to the
participant at any time, for medical emergencies or
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other lump sum expenditures. And any assets re-
‘mainingin the fund at the pensioner’s death would
beavailable for bequests. The main disadvantage, of
course, is that there is no income beyond the term.
Thatis, the retiree takes therisk of outliving the pool
of assets. (Savers can purchase deferred annuity
contracts that do not pay anything until one reaches
alater age—for instance, 85—to provide longevity

“tail” insurance.)

Category 3: Desired additional income.
Many DC plan participants will find that their tar-
geted mix of guaranteed and conservative incomes,
along with nonpension plan personal assets (for in-
stance, their house, bank accounts, and savings de-
posits),is sufficient to meetall their retirement goals.
In this case, they may allocate 100% of their DC
accumulation to investing in the relevant financial
instruments (annuities and bond funds) for guaran-
teed and conservative additional incomes. But some
participants may find that their anticipated total in-
come and assets will not be enough to finance the
level of retirement income they desire. In that case
they may wish to accept lower income now (that is,
increase savings) or investa portion of their DCaccu-
‘mulations inrisky assets that hold out the possibility
of earning sufficient returns to permit achieving the
desired higher retirement income.

Few employees will have the wherewithal to af-
ford a full-time financial adviser. Thus, an effective
Tetirement system must guide savers to good retire-
‘ment outcomes through clear and meaningful com-
munication and simplicity of choices, during both
the accumulation phase and the postretirement
payout phase.

Again, this approach can be implemented to-
day using existing financial technology on a cost-
effective basis and to scale. For example, I have de-
veloped, with Dimensional Fund Advisors, such a
system forinteracting with customers, and I success-
fully installed this kind of solution in a large Dutch
company in 2006.

Implications for Investors

and Regulators

An approach that uses smarter products rather than

tries to make consumers smarter about finance

calls for different kinds of investments and, in turn,

changes to the way regulatory oversight s provided.
Under current regulation, accumulated DC in-

vestments are restricted largely to stocks, bonds,

and money market instruments, or mutual funds

iy-August 2o

made up of them. The problem, as we have seen, is
that these kinds of investments cannot deliver se-
curity in terms of income. Switching to the kind of
income-driven investment strategy proposed here
will requirean altogether more sophisticated invest-
ment technology, for which the existing education-
and-disclosure approach to regulation is clearly
unworkable,

The logical alternative is to place the burden of
oversight on the company sponsoring the plan: the
participant’s employer, who generally has the fi-
nancial expertise (or access to it)to assess the com-
petences and processes of the plan providers. In
fact, this is already starting to happen: The Pension
Protection Act of 2006, withits opt-out provisionand
the associated setting of a default investment strat-
egy for those who do not make a selection, encour-
aged employers to takea much moreassertive rolein
managing DC plans. More, however, will be needed.

Savers, on the whole, should welcome such
changes to the status quo. Although I don’t do aca-
demic research on this particular issue, evidence
suggests that people trust their employers—certainly
more than they trust banks, insurance companies, or
brokerage firms. Shifting the regulatory burden as
gatekeeper of provider quality and of well-designed
products (but not as guarantor of investment perfor-
mance) onto plan sponsors, therefore, seems to me
to bea reasonable policy, certainly more reasonable
than expecting even well-educated people with very
high IQs to read prospectuses, evaluate past perfor-
mance, and generally make sense of complex finan-
cial strategies.

1715 fair enough to expect people to provide for
their retirement. But expecting them to acquire the
expertise necessary to invest that provision wisely
is not. We wouldn’t want them to. We don’t want a
busy surgeon tospend time learningabout dynamic
immunization trading instead of figuring out how
tosave lives, any more than we would want skilled
finance professionals to spend time learning how
todo their own surgery. But unless we rethink the
‘way we engage savers and invest their money, this
is precisely where we're headed. I realize that what
'm advocating may seem perverse at a time when
trust in financial institutions, and indeed in finan-
cial innovation, has fallen to pretty low levels. Yet it
seems just as perverse to deny savers the benefits of
financial technology. ©
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other lump sum expenditures. And any assets re-
‘mainingin the fund at the pensioner’s death would
beavailable for bequests. The main disadvantage, of
course, is that there is no income beyond the term.
Thatis, the retiree takes therisk of outliving the pool
of assets. (Savers can purchase deferred annuity
contracts that do not pay anything until one reaches
alater age—for instance, 85—to provide longevity

“tail” insurance.)

Category 3: Desired additional income.
Many DC plan participants will find that their tar-
geted mix of guaranteed and conservative incomes,
along with nonpension plan personal assets (for in-
stance, their house, bank accounts, and savings de-
posits),is sufficient to meetall their retirement goals.
In this case, they may allocate 100% of their DC
accumulation to investing in the relevant financial
instruments (annuities and bond funds) for guaran-
teed and conservative additional incomes. But some
participants may find that their anticipated total in-
come and assets will not be enough to finance the
level of retirement income they desire. In that case
they may wish to accept lower income now (that is,
increase savings) or investa portion of their DCaccu-
‘mulations inrisky assets that hold out the possibility
of earning sufficient returns to permit achieving the
desired higher retirement income.

Few employees will have the wherewithal to af-
ford a full-time financial adviser. Thus, an effective
Tetirement system must guide savers to good retire-
‘ment outcomes through clear and meaningful com-
munication and simplicity of choices, during both
the accumulation phase and the postretirement
payout phase.

Again, this approach can be implemented to-
day using existing financial technology on a cost-
effective basis and to scale. For example, I have de-
veloped, with Dimensional Fund Advisors, such a
system forinteracting with customers, and I success-
fully installed this kind of solution in a large Dutch
company in 2006.

Implications for Investors

and Regulators

An approach that uses smarter products rather than

tries to make consumers smarter about finance

calls for different kinds of investments and, in turn,

changes to the way regulatory oversight s provided.
Under current regulation, accumulated DC in-

vestments are restricted largely to stocks, bonds,

and money market instruments, or mutual funds
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made up of them. The problem, as we have seen, is
that these kinds of investments cannot deliver se-
curity in terms of income. Switching to the kind of
income-driven investment strategy proposed here
will requirean altogether more sophisticated invest-
ment technology, for which the existing education-
and-disclosure approach to regulation is clearly
unworkable,

The logical alternative is to place the burden of
oversight on the company sponsoring the plan: the
participant’s employer, who generally has the fi-
nancial expertise (or access to it)to assess the com-
petences and processes of the plan providers. In
fact, this is already starting to happen: The Pension
Protection Act of 2006, withits opt-out provisionand
the associated setting of a default investment strat-
egy for those who do not make a selection, encour-
aged employers to takea much moreassertive rolein
managing DC plans. More, however, will be needed.

Savers, on the whole, should welcome such
changes to the status quo. Although I don’t do aca-
demic research on this particular issue, evidence
suggests that people trust their employers—certainly
more than they trust banks, insurance companies, or
brokerage firms. Shifting the regulatory burden as
gatekeeper of provider quality and of well-designed
products (but not as guarantor of investment perfor-
mance) onto plan sponsors, therefore, seems to me
to bea reasonable policy, certainly more reasonable
than expecting even well-educated people with very
high IQs to read prospectuses, evaluate past perfor-
mance, and generally make sense of complex finan-
cial strategies.

1715 fair enough to expect people to provide for
their retirement. But expecting them to acquire the
expertise necessary to invest that provision wisely
is not. We wouldn’t want them to. We don’t want a
busy surgeon tospend time learningabout dynamic
immunization trading instead of figuring out how
tosave lives, any more than we would want skilled
finance professionals to spend time learning how
todo their own surgery. But unless we rethink the
‘way we engage savers and invest their money, this
is precisely where we're headed. I realize that what
'm advocating may seem perverse at a time when
trust in financial institutions, and indeed in finan-
cial innovation, has fallen to pretty low levels. Yet it
seems just as perverse to deny savers the benefits of
financial technology. ©
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Top 5 Social Security myths

By Andy Landis
Published: Apr 16, 2013 5:30 am. ET

Alack of information can cause bad retirement decisions. Even worse is wrong information.
Let's get a reality check on the top five Social Security myths — or “myth-information,” if you will
Myth 1: Social Security payments are based on your last 10 years of work (or 5, or 15, ...). — False

Your Social Security payments are based on your lifetime average earnings. For retirement payments, SSA uses your best
35 years of work, indexed for inflation. (Fewer years are used for mid-career death or disability.)

"Myth-understanding” the 35-year average can cause a wrong turn. For example, meet Janet. She was bor in 1950 and
had high lifetime eamings. Janet longed to reire at 57. But she thought that Social Security was based on the last 10
years, so she worked five more years at maximum earnings to avoid a big Social Security cut. At 62, she leamed that the
extra years of work yielded exactly $57 per month. Sure, it's more, but if Janet had known that number at age 57, would
she have kept working for five more years?

To avoid an "oops,” get a Social Security estimate. Sign up at ssa govimyaccount to get estimates anytime. Then tailor the
estimate to any retirement scenario you're considering (like early or partial retirement), using SSA's or lculators,

Myth 2: You should postpone Social Security to get the most retirement income. — Maybe so, maybe no.
You already know that taking your retirement payments later, up to age 70, gives you a higher monthly payment. But will
you survive long enough to reap the benefit? Will you drain your savings while waiting for Social Security to start, short-
changing your later years? If you withdraw from tax-deferred retirement accounts, will you pay more in taxes than you
would if you drew Social Security instead?

These and more considerations need to be taken into account. In some cases, you're money ahead by taking Social
Security earlier, not later.

Myth 3: You have to die for your family to et Social Security on your work record. — False

Your spouse and children (and yes, your former spouse) can be eligible for Social Security — even while you're alive.
Make sure to take family benefits into account in your retirement planning.

For example, a colleague recently retired at 62 with two young adopted children. She was surprised to learn that the kids
would be eligible for Social Security as soon s she enrolled, up until they are out of high school. Taking Social Security for
herself and the kids at 62 actually put her money ahead until age 95, compared to waiting for a "higher” payment at age 66
or 70. These were nice "found" dollars for her retirement.

By the way, itis true that your family can get Social Security if you die. Just don't wait that long!

Myth 4: If you work and earn over $15,000 while on Social Security, your payments stop. — False

10/22/2015 3:55 PM
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Alack of information can cause bad retirement decisions. Even worse is wrong information.
Let's get a reality check on the top five Social Security myths — or “myth-information,” if you will
Myth 1: Social Security payments are based on your last 10 years of work (or 5, or 15, ...). — False

Your Social Security payments are based on your lifetime average earnings. For retirement payments, SSA uses your best
35 years of work, indexed for inflation. (Fewer years are used for mid-career death or disability.)

"Myth-understanding” the 35-year average can cause a wrong turn. For example, meet Janet. She was bor in 1950 and
had high lifetime eamings. Janet longed to reire at 57. But she thought that Social Security was based on the last 10
years, so she worked five more years at maximum earnings to avoid a big Social Security cut. At 62, she leamed that the
extra years of work yielded exactly $57 per month. Sure, it's more, but if Janet had known that number at age 57, would
she have kept working for five more years?

To avoid an "oops,” get a Social Security estimate. Sign up at ssa govimyaccount to get estimates anytime. Then tailor the
estimate to any retirement scenario you're considering (like early or partial retirement), using SSA's or lculators,

Myth 2: You should postpone Social Security to get the most retirement income. — Maybe so, maybe no.
You already know that taking your retirement payments later, up to age 70, gives you a higher monthly payment. But will
you survive long enough to reap the benefit? Will you drain your savings while waiting for Social Security to start, short-
changing your later years? If you withdraw from tax-deferred retirement accounts, will you pay more in taxes than you
would if you drew Social Security instead?

These and more considerations need to be taken into account. In some cases, you're money ahead by taking Social
Security earlier, not later.

Myth 3: You have to die for your family to et Social Security on your work record. — False

Your spouse and children (and yes, your former spouse) can be eligible for Social Security — even while you're alive.
Make sure to take family benefits into account in your retirement planning.

For example, a colleague recently retired at 62 with two young adopted children. She was surprised to learn that the kids
would be eligible for Social Security as soon s she enrolled, up until they are out of high school. Taking Social Security for
herself and the kids at 62 actually put her money ahead until age 95, compared to waiting for a "higher” payment at age 66
or 70. These were nice "found" dollars for her retirement.

By the way, itis true that your family can get Social Security if you die. Just don't wait that long!

Myth 4: If you work and earn over $15,000 while on Social Security, your payments stop. — False
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It's true that there's a threshold eamings level set every year, i's $15,120 in 2013. What's false is that if you eam anything
over the threshold, your Social Security will stop.

First, the threshold applies only to those under Full Retirement Age (FRA, currently 66). Once you are over FRA, you can
work all you want and still get full Social Security.

And even while you're under FRA, the threshold isn't a sheer cliff. For every $2 you earn over the limit, you'll lose $1 from
your Social Security. Note that whatever your work level, you come out money ahead, even after the Social Security
reduction. You'd have to earn quite a bit — perhaps $30,000 to $50,000 — to lose all your Social Security.

Finally, remember that only work income — wages o self-employment earnings — count against your Social Security.
Pension, interest, dividends, capital gains, etc. don't count.

Myth 5 Social Security is losing money/is broke. — False

Social Security is still running a surplus and banks the extra money they bring in each year, so their reserve funds are
growing

Yes, there are plenty of articles claiming otherwise. But look closely. The claim is that Social Security payments exceed
payroll tax revenues. That's true. But the claim ignores Social Security's other two revenue streams: Interest on their huge
bond portfolio and income tax on Social Security benefits paid to higher-income reirees

Counting all three revenue streams shows SSA running a surplus ($54 billion in 2012), and surpluses continuing until
2020

What happens after 20207 SSA's reserves provide full payments until 2033. After that, tax revenue alone will provide
about 75% of needed funds. Yes, Congress will have to increase revenue and/or cut benefits before then to close the gap.

I'm cautiously optimistic that they will for two reasons. Social Security is extremely popular politically, and it the cheapest
sure way to provide financial security for a large population.

The bottom line is that you'll make better retirement decisions with accurate information. Best wishes for an abundant
retirement, and as always, keep on planning.

More from MarketWatch

MarketWatch
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It's true that there's a threshold eamings level set every year, i's $15,120 in 2013. What's false is that if you eam anything
over the threshold, your Social Security will stop.

First, the threshold applies only to those under Full Retirement Age (FRA, currently 66). Once you are over FRA, you can
work all you want and still get full Social Security.

And even while you're under FRA, the threshold isn't a sheer cliff. For every $2 you earn over the limit, you'll lose $1 from
your Social Security. Note that whatever your work level, you come out money ahead, even after the Social Security
reduction. You'd have to earn quite a bit — perhaps $30,000 to $50,000 — to lose all your Social Security.

Finally, remember that only work income — wages o self-employment earnings — count against your Social Security.
Pension, interest, dividends, capital gains, etc. don't count.

Myth 5 Social Security is losing money/is broke. — False

Social Security is still running a surplus and banks the extra money they bring in each year, so their reserve funds are
growing

Yes, there are plenty of articles claiming otherwise. But look closely. The claim is that Social Security payments exceed
payroll tax revenues. That's true. But the claim ignores Social Security's other two revenue streams: Interest on their huge
bond portfolio and income tax on Social Security benefits paid to higher-income reirees

Counting all three revenue streams shows SSA running a surplus ($54 billion in 2012), and surpluses continuing until
2020

What happens after 20207 SSA's reserves provide full payments until 2033. After that, tax revenue alone will provide
about 75% of needed funds. Yes, Congress will have to increase revenue and/or cut benefits before then to close the gap.

I'm cautiously optimistic that they will for two reasons. Social Security is extremely popular politically, and it the cheapest
sure way to provide financial security for a large population.

The bottom line is that you'll make better retirement decisions with accurate information. Best wishes for an abundant
retirement, and as always, keep on planning.
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Solved: 10 Social Security mysteries

By Andy Landis

Published: Mar 7, 2013 6:15 a.m. ET

Social Security is America's largest source of retirement income. But most of us have little or no idea how it
works. Worse yet, misinformation causes poor retirement decisions. Here are straight facts about Social
Security's top 10 mysteries.

First, some background. Social Security is insurance, paid for by workers and employers. Only workers and their families
benefit from it. It insures against loss of your work income due to retirement (or age), disability or death. It has an annual
cost of living adjustment (COLA) equal to the inflation rate, to protect your long-term buying power.

Mystery #1: Will Social Security be there for me? Social Security can pay 100% of all promised benefits until 2033. After
2033 it can pay about 7'
tax increases andlor benefit cuts. If you're a pessimist, subtract 25% from your SSA benefit estimate.

Mystery #2: Is Social Security a good deal? Social Security is a complete package of worker benefits, including retirement,
disability and life insurance. The average worker earning $43,000 with a non-working spouse would need to save over
$700,000 to duplicate their retirement payments, plus buy additional disability and life insurance. The Social Security
Administration's administrative overhead is a low 0.8%. Social Security payments are at least 15% tax-free.

Mystery #3: How does Social Security compute my payment? Your payment is based on three steps

« First, to be eligible for retirement you need at least 10 years of part-time work (or fewer years for midcareer
disability or death).

« Once eligible, your payment is based on averaging your 35 highest-paid work years (or fewer years for midcareer
disability or death).

« You geta "100%" payment if you first draw at your Full Retirement Age (or FRA, currently 66 and phasing to 67).
You get lower payments if you start payments earlier, and higher payments if you start later.

Mystery #4: How can | get the most lifetime payments—by filing early, at FRA, or later? It's an individual and financial-
planning decision. In simple dollars, its best to apply later, if you have average life expectancy or above. But in “present
value® dollars, counting inflation, taxation, withdrawal options and interest rates, it may be best to apply early. See this post
for some considerations and software resources.

Mystery #5: What are good Social Security planning tools? Definitely sign up for a "My Social Security” account at
www.ssa.govimyaccountl. See SSA's suite of calculators at www.ssa.gov/OACT/anypia/index.html. And see the software
products at the link in Mystery #4.

Mystery #6: Wil Social Security pay my family members? Yes. in certain circumstances.

« Your spouse or former spouse can get up to 50% of your FRA payment if they are at least FRA; less if they file early
(as early as age 62).

« Your spouse can be paid 50% at any age if caring for your child under 16.

« Your unmarried child can be paid 50% if under 18, under 19 and in high school, or at any age if totally disabled
since youth

« In most cases, your family member must first file for any benefits on their own work record. (An exception is your
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spouse who is over FRA.)

Mystery #7: Can family members receive Social Security after | die? Yes. Pay,
You die before or after your own Social Security eligibility.

oy

« Your widow(er) or surviving former spouse can be paid up to 100% of your payment if they are at least FRA, or a
reduced amount as early as age 60,

« Your widow(er) can be paid 75% at any age, if caring for your child under 16.

« Your unmarried child can be paid 75% if they are under 18, under 19 and in high school, or any age if totally
disabled since youth.

« Your parent over 62 can be paid if they were dependent upon you

Mystery #8: Can | work and still get Social Security? Yes. If you are over FRA, there is no work limit; you can earn as
much as you can and still get full Social Security payments. Before FRA, some of your Social Security is withheld f your
earnings exceed the annual earnings threshold, $15,120 in 2013. (Higher limits apply the year you turn FRA.) Only work
income counts against Social Security; not counted are pensions, interest, dividends, capital gains, etc. Remember, your
Social Security does not stop as soon as you reach the threshold; that's where partial withholding begins. If you get Social

Security disability, different work rules apply.

Mystery #9: How do | file for Social Security? You can file by visiting an office, by calling (800) SSA-1213, or online at
www.ssa.gov. You can file up to 3 months before you want payments to begin.

Mystery #10: When can | enroll in Medicare? Medicare age is 65. You should file promptly by contacting SSA (see Mystery
#9), preferably 2-3 months early. Late filing causes penalty fees and delayed coverage. If you are covered by health
insurance from current work done by you or your spouse, you can postpone Medicare until that insurance or work ends.
Note that it must be insurance from current work, not a retiree plan or COBRA. Everyone should contact SSA 3 months
before their 65th birthday to make su liment is on track.

You now have a good start at understanding your retirement's cornerstone. For more detail, see my book. But remember,
everything here has individual nuances and exceptions. Only SSA can make official decisions, so be sure to study their
website and consult with them by phone o in-office.

As always, keep on planning.
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By Steve Vernon MoneyWatch October 8, 2014, 5:30 AM

How best to generate lifetime retirement
income?

One of the most important retirement planning decisions you'll need to make is how you'll use
your 401(k), IRA or other retirement savings to generate a lifetime retirement paycheck. This
task is particularly critical if you haven't earned a significant lifetime pension from your
employer, a situation many people are in these days.

Here are two different approaches for viable retirement income generators (RIGs):

« Systematic withdrawals: You invest a portion of your savings and use a withdrawal
method to generate a paycheck intended to last the rest of your life. But it may not last if
you live a long time or suffer poor investment returns.

« Immediate annuities: You give a portion of your savings to an insurance company, and it
guarantees to send you a monthly check for the rest of your life, no matter how long you
live and no matter what happens in the economy.

You'll find many opinions about these two approaches, some based on facts and some based on
misperceptions. You'll also find that the people with the strongest opinions are often the ones
who have a financial stake in your decision (meaning they want to invest your money for you or
sell you an annuity).

‘With both approaches, you can find high-cost, poor-performing solutions or low-cost, efficient
solutions. Your task is to first decide which approach, or combination of them, best meets your
needs, then seek the most efficient version of each type of RIG.

Here's one important difference between systematic withdrawals and annuities that's relevant to
this analysis. With most immediate annuities, the income stops at your death, and no further
benefits will be paid (unless you elect a joint and survivor benefit -- then the income will stop
when both you and your spouse or partner die). With systematic withdrawals, any money left in
your account when you die is available as a legacy unless, of course, you exhaust all your
savings before you die. In that case, you experience "money death" before physical death.

One way to compare systematic withdrawals with immediate annuities is to consider the
circumstances where one approach would beat the other, meaning the circumstances under which
you'd receive more retirement income or have money left over for a legacy. With annuities, you
"win" if you live a long time or would have experienced poor investment returns if you had
invested your money instead. With systematic withdrawals, you "win" if you experience good
investment returns or die well before your life expectancy.
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