
FOR BROKER DEALER USE ONLY.  NOT TO BE USED WITH THE PUBLIC.    BROKER EDUCATIONAL SALES & TRAINING INC. © 2018

SUPER CE PROGRAM 

John Andrews



FOR BROKER DEALER USE ONLY.  NOT TO BE USED WITH THE PUBLIC.    BROKER EDUCATIONAL SALES & TRAINING INC. © 2018

Super CE Program

> Classroom Course: 

Å Managing Retirement Income 

o Presentation Only

> Correspondence/Self-Study Course:

Å Guide To Retirement Planning Strategies (2018 

Edition)

o State Insurance CE credit (varies with state)

Á Test 50 questions 

Á Passing grade 70% and higher

Á Open Book

o Approved for CE credit for CFP and CIMA/CPWA

Á 50 question exam = 5 credits
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CE Packet

> Student Information Form

Å Sign and date

> PowerPoint Presentation 

Å State Monitor Form (if 

required) 

Å Answer Sheet / #2 Pencil

Å Class Evaluation Form

> Certificates of Completion
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Before We Beginé

> All electronic devices must be turned 

off and put away.

> Remove any reading materials other 

than materials applicable to this 

class. 

> Questions???

4
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Managing Retirement Income

CLASSROOM COURSE

Instructor:

John Andrews

800-345-5669             www.brokered.net 

customerservice@brokered.net
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Agenda

> Overview of Retirement Planning

> Developing a Retirement Income Plan

> Risks in Retirement Income Planning

> Role of Annuities in Retirement 

> Planning for Health Care and LTC Costs 

in Retirement

6
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Overview of Retirement Planning

> Is a  processof designing and following a strategy that will 

provide lifelong income for the retiree. 

ÅAn exercise in balancing assets and cash flow over the retirement 

period (30-40 years).

> #1 Financial Concern:

ÅA firm majority of Americans (59%), are worried about not having 

enough money for retirement.¹

> ñéonly 16 percent have a formal written retirement planòĭ

7

Source:  ¹Gallup Survey, April 2014; http://www.gallup.com/poll/168626/retirement-remains-americans-top-financial-

worry.aspx; The Benefits of Retirement Planning, LIMRA Secure Retirement Institute, 2016.

http://www.gallup.com/poll/168626/retirement-remains-americans-top-financial-worry.aspx
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Planning for Retirement 

*Results based on pre-retirees only. Source: The Benefits of Retirement Planning, LIMRA Secure Retirement Institute, 

2016.
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The Five Step Retirement Plan Process 

> The Discovery Process: Define goals 

and objectives (client centered/listen)

> Gather Data (establish a detailed 

budget) and Develop a Retirement 

Income Plan

> Analyze the Data and Set the Strategy

> Implement the Plan

> Monitor and Updating the Plan

9

ñThe first step in designing a retirement plan is to design a 

retirement plan that is foolproof.ò
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Assessing Income Needs

> Three Methods used:   

ÅThe Income Replacement Ratio (IRR) 

Method;

ÅThe Actual (Adjusting) Expense 

Method; and

ÅAge-Banding Method 

10
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The Income Replacement Ratio Method

> The IRR method uses a personôs income 

after retirement divided by his or her gross 

income before retirement.

ÅThe average American needs between 75% and 

85% of their pre-retirement income, based on 

assumptions that spending declines in retirement.¹

> It is important to remember that the 

replacement ratios are based on what 

ñaverageò people are expected to need at 

retirement to maintain their pre-retirement 

standard of living (lifestyle).  

> The appeal of this approach is itôs simplicity.

11

Source:  ĭAon Consultingôs and Georgia State 2008 Replacement Ratio Study Ê ; http://www.aon.com/about-

aon/intellectual-capital/attachments/human-capital-consulting/RRStudy070308.pdf 
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Actual Expense Method

> The ñactual expense methodò is used to estimate after-tax 

retirement income needs in current dollars and it may be a 

more precise income planning method used to determine a 

retirement income need.  

> Define lifestyle:

Å ñEssentialò Expenses (ñmust-have/needsò) vs. ñDiscretionaryò 

Expenses (ñwantsò) 

> Design your clientôs ñessential expensesò with a guaranteed 

stream of income like Social Security, pensions or purchasing 

annuitiesϛor TIPS to the extent necessary, while 

ñdiscretionaryò expenses are funded with less certain 

investments (e.g., a diversified portfolio) where spending can 

be adjusted in light of the ongoing returns. 

12

ϛGuarantees are backed by the financial strength and claims paying abilities of the issuing company
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Monthly Expense Budget Worksheet

13

Write estimated retirement expenses in the appropriate 

columnðeither essential or discretionary Essential Discretionary
Housing Mortgage/Rent/Condo Fees $ $

Property Taxes $ $

Homeownersô Insurance $ $

Household Maintenance $ $

Food At home (groceries, etc.) $ $

Dining out $ $

Transportation Vehicle Purchases or Lease Payments $ $

Auto Insurance & Taxes $ $

Fuel & Maintenance $ $

Public Transportation $ $

Health Care & Insurance Health Insurance $ $

Copays & Medical Services (those not covered by insurance) $ $

Medicare/Medigap Premiums & Expenses $ $

Drugs & Medical Supplies $ $

Dental, Hearing & Vision $ $

Life Insurance $ $

Long term Care Insurance $ $

Disability Insurance $ $

Personal Care Clothing $ $

Products & Services (haircuts, dry cleaning, etc.) $ $

Other Gifts/Charitable Contributions $ $

Entertainment/Recreation $ $

Travel/Hobbies $ $

Education $ $

Family care (parents, children, grandchildren) $ $

Income Taxes $ $

Other $ $

Subtotal $ $

Total Essential & 

Discretionary Monthly 

Expenses
$ $
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Age-Banding Methodϛ

> The Age-Banding method

divides retirement income needs 

into three time segmentsϛ: 
Å 65 ï74 

Å 75 ï84 

Å 85+ 

> By age 85, real spending on basic 

expenses has fallen to about 

50.4% of its preretirement level.Ϝ

14

Source: ϛāϜSomnathBasu, Professor of Finance at California Lutheran University, 2005, Financial 

Counseling and Planning, Age-Banding: A Model for Planning Retirement Needs. ϝMichael Stein, 

ñThe Prosperous Retirement: Guide to the New Realityò (1998).

Ages 

65-74

Go-go 

yearsϛ

Ages 

75-84

Slow-go

years

Ages 

85+

No-go

years

The Prosperous Retirementϝ
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Survey of Retirement Spending*

15

Average Annual Expenditures for Different Age Group s, 2015 

Expenses 55-64 65-74 75+

Housing $18,188 $16,465 $14,253

Transportation $10,024 $8,028 $5,228

Food $6,992 $6,214 $4,561

Health care $5,112 $5,715 $5,814

Apparel and services $1,596 $1,331 $698

Entertainment $3,323 $3,005 $1,728

Pensions and Social Security $7,181 $3,289 $1,182

Other¹ $6,365 $5,430 $4,659

Total Annual Expenditures $58,781 $49,477 $38,123

Source: *U.S. Bureau of Labor Statistics, Consumer Expenditure Survey-2015; released August 2016 ;¹ Wade Pfau, How Much Can 

I Spend In Retirement? Page133;  Includes cash contributions, alcohol, tobacco, personal care products and services, reading, 

education, life and personal insurance, and miscellaneous expenses. Bureau of Labor Statistics, U.S. Department of Labor,The 

Economics Daily, Consumer spending by age group in 2015 on the Internet at:

www.bls.gov/opub/btn/volume-5/spending-patterns-of-older-americans.htm

http://www.bls.gov/opub/btn/volume-5/spending-patterns-of-older-americans.htm
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Sources of Retirement Income 

> Aggregate of income for the aged population (65+) comes largely from 

four Sources:

16

Social Security, 

33.2%

Earnings, 32.2%

Pensions, 20.9%

Other (includes 

public assistance, 

4.0%

Asset 

Income, 

9.7%

Shares of Aggregate Income, by Source, 2014

Source: SSA, Income of the Aged, 2014, April 2016 

https://www.ssa.gov/policy/docs/chartbooks/income_aged/2014/iac14.pdf

Note: Totals do not necessary equal the sum of the rounded components

https://www.ssa.gov/policy/docs/chartbooks/income_aged/2014/iac14.pdf
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Social Security
> While the majority of retirees (90%) report that Social Security provides a 

source of income for their and their spouseôs retirement (63%) say it is a major 

source of income.¹ 

> How do benefits compare to earnings:ϝ
Å A worker with a lifetime of ñmedianò earnings would replace about 38% of past earnings;

Å A low earner would replace about 52% of prior earnings; and

Å A worker who had maximum earnings would replace about 25% of prior earnings. Social 

Security COLA tied to the CPI-W.

> The Bipartisan Budget Act of 2015 made several changes to the ñswitching 

strategiesò for married couples: 

Å File and Suspend (April 29, 2016)

Å Restricted Application (age 62 by 1/1/2016)  

Å Deemed filing rule extended to age 70

17

Source:  ¹2015 Retirement Confidence Survey, Employee Benefit Research Institute and Greewwald and Associates 

https://www.ebri.org/pdf/surveys/rcs/2015/RCS15.FS-2.Expects.pdf; ²Transamerica Center for Retirement Studies: 16th Annual 

Transamerica Retirement Survey, August  2015; http://www.transamericacenter.org/docs/default-source/resources/center-research/16th-

annual/social-security-turns-80-tcrs-research-report.pdf;  ³National Academy of Social Insurance; 

https://www.nasi.org/learn/socialsecurity/benefits-compare-earnings.

https://www.ebri.org/pdf/surveys/rcs/2015/RCS15.FS-2.Expects.pdf
https://www.nasi.org/learn/socialsecurity/benefits-compare-earnings
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Employer Sponsored Retirement Plans

> Types of employer sponsored 

retirement plans [IRC Ä401(a)]:

ÅDefined Benefit Plans (Pension plans)

ÅDefined Contribution Plans (participant-

directed) 

> The percentage of private sector  

workers who have access to a ESRP 

is 66% with a participation rate of 

only 50%¹

> Employer Sponsored IRAs:

ÅSEP IRA (employer contributions)

ÅSIMPLE IRA (no more than 100 

EEs/$5,000)

18

Source:  EBRI 

https://www.ebri.org/publications/benfaq/index.cfm?

fa=retfaq14

Source:  ¹Bureau of Labor Statistics, National Compensation Survey, March 2017 

(http://www.bls.gov/news.release/pdf/ebs2.pdf). 
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ESRP Contribution Limits (2018)

> 401(k) $18,500 maximum employee elective contribution 

Å$6,000 catch-up contribution 50+

> Individual (Solo) 401(k) $55,000 maximum contribution. An 

additional $6,000 catch-up contribution for those age 

50 and older

ÅCompensation limit of $275,000 SEP IRA- $55,000 

maximum contribution (employer contributions only ïno 

catch up)

> SIMPLE IRA employee deferral $12,500 

Å$3,000 catch-up deferral

19
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IRAs

> IRAs have become the #1 retirement asset ($9.2 trillion as of 

the 1st Quarter of 2018)¹ 

> Types of Individual Retirement Arrangements

Å Traditional (potential for tax savings now) ïIRC Ä408

Å Roth (potential for tax savings in retirement) ïIRC Ä408A

> Contribution Limits (2018):

Å $5,500 if under age 50, $6,500 if age 50+ 

($5,500 limit plus $1,000 catch up contribution)

> Contribution deadline

Å Generally, April 15th of following tax year (does not include extensions)

Å Growth of IRA assets have predominately been due to rollovers from 

DC plans (not contributions).Ϝ

20

Source: ¹ Investment Company Institute (ICI), Retirement Assets, 1st Quarter 2018, released June 21, 2018.

ϜCenter for Retirement Research, Who Contributes to Individual Retirement Accounts;  http://crr.bc.edu/wp-

content/uploads/2017/04/IB_17-8-1.pdf
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Other Retirement Savings Plans

> The Toolkit (Qualified and Nonqualified):

ÅStocks;

ÅMutual Funds and ETFs;

ÅTarget Date Funds (ñgo toò QDIA); 

ÅBonds (High-Yield);

ÅREITs;

ÅBDCs, Corporate Credit, and MLPs; and

ÅInsurance products (both Life Insurance and 

Annuities

> Working in retirement (2nd career)

> Home Equity one of the largest assets on 

the retirees balance sheet for many 

Americans). 

21
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Working in Retirement 

> Workerôs expectations to work past age 65 and 

even into retirement represent a dramatic change 

in the long-standing vision of fully retiring at age 

65. 

Å More than half of workers (53 percent) 

expect to work past age 65 or do not plan to 

retire at all.¹

> Latest data, from the U.S. Census 

Bureau, the average retirement age for 

men is 64.6 and women age 62.3²

> However, many retirees may retiree 

much earlier. 

22

Source: ¹Transamerica Center for Retirement Studies 18th Annual Retirement 

Survey:www.transamericacenter.org/docs/default-source/retirement-survey-of-workers/tcrs2017_sr_three-

generations_prepare_for_retirement.pdf;   ϜU.S. Census Bureau, Current Population Survey (1963-2016): 

Marketwatch; https://www.marketwatch.com/story/why-the-average-retirement-age-is-rising-2017-10-09/

Average Retirement 

Age, 1962-2015

U.S. Census Bureau, Current 

Population Survey (1963-2016)

http://www.transamericacenter.org/docs/default-source/retirement-survey-of-workers/tcrs2017_sr_three-generations_prepare_for_retirement.pdf
http://crr.bc.edu/briefs/the-average-retirement-age-an-update/
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Reasons for Early Retirement

17%

31%

10%

22%

22%

27%

60%

0% 10% 20% 30% 40% 50% 60% 70%

Want to do something else

Able to afford early retirement

Outdated skills

Care for spouse or family member

Other work-related reason

Changes at company (downsizing/closing)

Health problems or disability

Reasons cited for retiring earlier than planned

23

Source: Employee Benefit Research Institute, Mathew Greenwald & Associates, Inc., 2015 Retirement 

Confidence Survey, Data as of March 2015; JP Morgan 2016 Guide to Retirement, page 8
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Reverse Mortgages (RM)

> RM is a type of mortgage for those who are age 62 or older 

(HECMé.insured by FHA). 

Å 55 percent of net worth of Americans age 62+ tied up in Home Equity

> Following a host of recent changes to their rules, RMs have 

emerged as a critical component of the retirement planning 

process. 

Å RMs can be accessed tax-freeas a lump sum, as monthly income, or as 

a standby line of credit. 

> This liquidity is created by borrowing against the value of the 

home ($679,650 / Principal Loan Factor (PLF) in 2018) with 

the flexibility to defer any repayments until after the borrower 

has permanently left the home.

24

Source: Consumer Finance Protection Bureau, Reverse Mortgages Report to Congress; 

http://files.consumerfinance.gov/a/assets/documents/201206_cfpb_Reverse_Mortgage_Report.pdfj
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Risks in Retirement Income Planning 

> Longevity Risk

> Inflation Risk

> Market Risk

> Tax Rate Risk

> Declining Cognitive Abilities 

Risk

> Spending (Withdrawal) Risk

25
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Longevity Risk 

> Most significant factor in retirement 

planning and the hardest to gauge. 

Å Risk of outliving oneôs assets. 

> How long will a retirement plan need 

to generate income? 

Å Half of the population will outlive their 

statistical LE, and some will live much 

longer. According to SSA, the average 

male age 65 LE to age 84.2 and a woman 

age 65 LE to age 86.7. 

> Plan on the probability of living much longer, 

perhaps 30 + years in retirement.

Å E.g., For the average 65 year old couple there is a 

47% chance that one spouse will live to age 90.Ϝ

26

Age 65*

1 - 20 21 + 

ÅLongevity Risk

Å Inflation Risk

ÅMarket Risk

ÅTax Rate Risk

ÅDeclining Cognitive 

Abilities Risk

ÅWithdrawal/Spending 

Risk

Source: SSA Life expectancy Calculator; ttps://www.ssa.gov/OACT/population/longevity.html

ϜSSA and JP Morgan  Guide to Retirement; The Longevity Illustrator www.longevityillustrator.org; 

Livingto100.com

Consequences of 

Living Longer

http://www.longevityillustrator.org/
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Inflation Risk

> Inflation creates an increased  

income demand for the remainder 

of a retireeôs life (worst in later 

years of retirement). 

ÅAffects buying power of retirement 

income

> Assets will have to continue to grow or 

be forced to reduce consumption

27

At an average inflation rate of 3%, the cost of living would double every 24 

years. A retireeôs annual income will need to increase each year even during 

retirement in order to keep up with the gradual rise in prices of everyday goods.
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Market Risk

> Exposure to loss - you have a 

lower than expected rate of return 

and possibly lose money in your 

investments (volatility)

Å Red Zone: Avoid market losses in 

the first 5-years before retirement 

and the five years after retirement.

> Market risk quantifies the 

probability of portfolio depletion 

especially when there are constant 

withdrawals from the portfolio. 

28
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Mathematics of Loss 

> The mathematics of loss in a distribution 

portfolio works entirely different from an 

accumulation portfolio.

> Each time you make a withdrawal after a 

loss, you create a permanent loss in the 

portfolio. 

Å Subsequently, you need to recover from the 

initial losses, as well as from these 

permanent losses.

Å Wall Street defined: ñFeeding the bearò 

> Recovery in a distribution portfolio is a 

lot harder ïif not impossible- than in an 

accumulation portfolio.

29
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Mathematics of Loss

30

Initial Withdrawal Rate

0% 4% 6% 8%

% of Loss % of Gain Required Over 3 Years

10% 11% 26% 33% 41%

20% 25% 42% 51% 60%

30% 43% 63% 74% 86%

50% 100% 132% 150% 169%

80% 400% 525% 597% 676%

Does your client have the time to make up these losses?

ñLong term investing success lies in avoiding large losses during the 

inevitable declines that all markets experience.ò

Source:  ¹Jim C. Otar, Unveiling the Retirement Myth, page 94
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Factors That Create Permanent Losses

> In a distribution portfolio, there are three factors that create 

permanent losses:

Å Sequence of returns (most important component/worst in early years 

of retirement)

Å Inflation (worst in later years in retirement)

Å Reverse dollar cost averaging (created by cyclical trends-worst in 

early years of retirementé.speeds up portfolio depletion) 

> Results:  Time Value of Fluctuations (TVF) which is one of 

the most misunderstood concepts in retirement planning. 

31

An average retiree can expect to endure between three and 

five bear markets during his/her retirement.¹

Source:  ¹Unveiling the Retirement Myth, author Jim C. Otar, page 121 
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Tax Rate Risk 

> A key goal of tax planning is to reduce your clients effective 

tax rate.

ÅAccording to the most recent data (2014) from the IRS, the top 1 percent of 

taxpayers (AGI of $465,626 and above) paid the highest average (effective) 

federal tax rate of 27.2%. (does not include state income taxes)¹

> Importance of Tax Efficient Saving:

ÅñDonôt put all of your eggs in one basket.ò  (Warren Buffet)

> A tax-efficient withdrawal strategy can add up to 110 bps without any 

additional risk²:

ÅSpend from taxable portfolios;

ÅSpend from tax-deferred portfolios  (after taking RMDS, if required); then

ÅTax-free portfolio.

> Maximize the use of marginal tax brackets (Partial Roth IRA conversions)

32

Source:  ¹ IRS , SOI, Individual Income Tax Rates (2016) and the Tax Foundation; 

https://taxfoundation.org/summary-latest-federal-income-tax-data-2016-update/. ĮVanguardôs, Spending 

from a Portfolio; and Vanguard; Putting a value on your value: Quantifying Vanguard Advisorôs Alpha; 

https://advisors.vanguard.com/iwe/pdf/ISGQVAA.pdf?cbdForceDomain=true; 

https://advisors.vanguard.com/iwe/pdf/ISGQVAA.pdf?cbdForceDomain=true
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Declining Cognitive Abilities Risk

> A retirement income plan must take into account that a retiree 

will experience declining cognitive abilities, hampering 

portfolio management and other financial decision making.

> Two categories of intelligence that are critical to investing:

Å Fluid intelligence ïthe creative ability to analyze new information 

and solve novel problems

Å Crystallized intelligence ïthe ability, through life experience, to 

accumulate knowledge that helps us solve familiar problems and 

become better investors.

> According to Harvard Economist Professor David Laibson, 

half (50%) of the 80 year old population should not be 

making important financial decisions. 

33
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Withdrawal (Spending) Strategies

> The science (or art) of withdrawing 

(spending) income from a clientôs retirement 

account can take different forms.

ÅSystematic Withdrawal Plan Strategy (SWP)

ÅThe Bucket Strategy (Time and Asset based 

Segmentation) 

ÅFloor and Upside Strategy ( Essential vs. 

Discretionary) 

> The withdrawal (spending) rate (WR) is the 

most important contributor to portfolio 

longevity.

> Commit your clients to signing a Withdrawal 

Policy Statement. 

34
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Systematic Withdrawal Plan Strategy 

> SWP strategy is designed for the retiree to take pre-

determined periodic withdrawals from a portfolio of stocks, 

bonds, mutual funds, or target-date funds. 

Å The SWP, which is the most common method used by advisors, uses 

a sustainable withdrawal rate (SWR) with no probability of depletion 

to draw down a retireeôs financial wealth during their retirement.

> The SWP is sometimes referred to as a ñtotal return 

strategyò.  The clientôs balance sheet and income needs donôt 

enter into the calculation.   

> Three broad categories

Å Constant dollar strategy (the Bengen ñ4% ruleò)

Å Constant percentage strategy 

Å Increasing percentage (RMD) strategy 

35
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Bucket Strategy 

> Segments retirement assets by certain 

categories: 

ÅBased on the risk level of the assets, the needs or 

expenses these assets are expected to cover or the 

period of time in retirement when the assets are 

expected to generate income. 

> The most widely used bucket strategy is the 

time-segmentation approach.  Divides the 

retireeôs portfolio into three segments:

ÅBucket #1: Near term (1-5 years/cash/cash equivalents)

ÅBucket #2: Medium-term (5-10 years out); and

ÅBucket #3: Long-term (10-30 years out/stocks). 

> Protects against RDCA  

36
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The Floor and Upside Strategy 

> Starts with the retirees balance sheet and their lifestyle needs: 

Å Match essential expensesðthe Floorðwith guaranteed sources of 

income. This is the critical difference between the other strategies

Å Match discretionary (aspirationalðneeds wants and wishes) expenses 

with ñupside portfolio.ò  

> Two views of Flooring:

Å Goals-based approach ïessential spending needs locked in with 

funding from safe investments 

Å Investment based (engineering view of flooring) approach ïthe 

amount of flooring from financial capital under current market 

conditions

> Sometimes referred to as the ñactuarial approachò

37
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Role of Annuities

> Provides a guaranteed* stream 

of income.

Å The only financial product that 

combines both an accumulation 

phase and distribution phase in 

one product.

> Shift a portion of the market risk 

and longevity risk to the 

insurance company.

38

*Guarantees are backed by the 

financial strength and claims 

paying abilities of the issuing 

company.
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Types of Annuities

> Deferred Annuities 

ÅVariable Annuity (w/GLB riders)

ÅFixed Index Annuities (w/GLB 

riders)

> Income Annuities

ÅImmediate Life Annuity (SPIA)

ÅDeferred Income Annuity (DIA) 

ÅQualified Longevity Annuity 

Contracts (QLACs)

39

ñ97% of Americans say guaranteed income for life is a 

top goal.òĭ
Source:  ¹AIG, America Speaks Out on Retirement
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Single Premium Immediate Annuity 

> A stream of income based on life of the annuitant 

(measuring life)

Å Fixed, Variable, or Combination (fixed and variable)

> Key Benefit: The Mortality Credit

Å Transfer income from individuals with shorter than 

expected life spans to those with longer life spans 

(mortality credits) 

> Both the market risk and longevity risk are mitigated

40

Reminder: A SPIA can alwayspay outmorethan a bond ladder over a similar 
maximum retirement time horizon with identical underlying investments, simply 
because the investor can only spend principal and interest, while the insurance 
company can pay out the same principal and interest,plusmortality credits to 
account for those who wonôt live the whole time period.
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Payout Options

> Single Life Only (purest 

form of annuitization)

> Refund Life  

> Life with Period/Term 

Certain

> Joint Survivor Life 

> Fixed-Period

> Fixed-Amount

41

Income 

Payment Options

Male 

Estimated 

Monthly 

Income

Cash Flow

Payout 

Rate

Female

Estimated

Monthly 

Income

Cash Flow

Payout 

Rate 

SL no payments to 

beneficiaries
$563 6.76% $536 6.43%

SL w/10 years certain $547 6.56% $520 6.24%

SL w/Cash Refund $516 6.19% $495 5.94%

Income Payment 

Options

Estimated Monthly 

Income
Cash Flow

JL 100% Survivor (no 

payments to 

beneficiaries)

$470 5.64%

JL with Cash Refund $458 5.50%

JL 100% Survivor 

(10 year certain)
$945 11.34%

5-Year Period Certain $1,746 20.95%

Source:  http://www.immediateannuities.com/; Projected monthly payout on a 
$100,000 annuity purchased by a hypothetical 65-y.o. M/F. Date 7-31-18. Cash 
flow ïmonthly income times twelve divided by the deposit amount.  Cash flow 
percentage is significantly higher than the internal rate credited to the premium.  

http://www.immediateannuities.com/
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Deferred Income Annuity (DIA)

> DIAs, commonly referred to as longevity insurance, provides 

guaranteed* income for life similar to a SPIA, but unlike a 

SPIA, the benefit payments for DIAs do not begin until some 

future point in time (2-40 years).  ñHybrid SPIAsò

Å The income guarantee* is unaffected by fluctuations in market 

interest rates. And like a SPIA, the contractually guaranteed rate of 

the DIA is based on current mortality tables and rates.  

Å The insurer can offer the guarantee* because the date of annuitization 

is known in advance. DIAs offer significantly higher payouts than 

SPIAs.  

> DIAs may also represent a more palatable hedge against 

longevity risk because the effective cost of the insurance is 

lower.
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*   Guarantees are backed by the financial strength and claims paying abilities of the issuing company
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Qualified Longevity Annuity Contracts

> QLAC is a form of DIA, that can be purchased inside an IRA and 401(k).

Å QLACs can lower RMDs by up to 25%¹      

> QLAC Rules:

Å Cannot be a VA or Index Annuity

Å Lesser of 25% or $130,000 (2018), (index to annual inflation amounts of 

$10,000 in future years).

Å Income start date must be no longer than one month past participantôs birth 

month at age 85. 

Å Income payments can increase in the future by additional riders: cost-of-

living adjustments that are constant (1% to 5% increase) or by a index such as 

the CPI-U inflation index. 

Å Income payments can be single or joint life, either life income or life income 

with cash refund and return of deposit death benefit is allowed before and 

after income commencement date, however amount can not be more than 

deposit.
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Source: ĭ MarketWatch, ñHow to reduce your RMD by up to 25%, August 13, 2014; 

http://www.marketwatch.com/story/how-to-reduce-your-rmd-by-up-to-25-2014-08-13
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Health Care Costs in Retirement

> The majority of adults admit that one of their top fears in retirement is 

their health care costs going out of control (74%) and they are terrified of 

what health care costs may do to their retirement plans (64%).¹

Å Health care costs have risen an average of 6% above inflation annually over 

the past 30 years and expected to continue to increase at that level.²

Å Total projected lifetime health care premiums (Part B and Part D, Medigap

and dental insurance) for a health 65-year-old couple who retired in 2017 is 

expected to be $321,994 in todayôs dollars ($485,246 in future dollars.  

Adding deductibles, copay, hearing, vision, and dental cost sharing, that 

number grows to $403,253 in todayôs dollars ($607,622 in future dollars).į 

> Fewer than one out of six pre-retirees over the age of 50 have attempted 

to forecast how much they may need to cover healthcare or long-term 

care expenses.4
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Source: ¹Nationwide Retirement Institute Survey; https://nationwidefinancial.com/media/pdf/NFM-

16070AO.pdf?_ga=2.45831910.335999654.1518453305-449323125.1518453305: ² Bureau of Labor Statistics; ϝHealthViewService 

2017 Retirement Health Care Cost Data Report; http://www.hvsfinancial.com/2017/06/12/2017-retirement-health-care-costs-data-

report/; ϞFidelity Consulting Group ³ 
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Medicare 

> Medicare is the federal health insurance program for individuals age 65 and 

older (regardless of income), people under age 65 with disabilities (after 

receiving SSDI for 24 months), and those with end-stage renal disease). 

Å Covers only 51% of health care costs. ¹ 

> Medicare Choices:

Å Original Medicare (consists of Medicare Part A and Part B); 

o Part A: Hospital Insurance (HI) covers cost of inpatient care in hospitals.

o Part B: Supplementary Medical Insurance  (SMI) covers physician services 

and outpatient medical care and durable medical equipment

Å Part C: Medicare Advantage Plans (HMO/PPO plans) most plans include 

a prescription drug plan (MA-PD)

Å Part D: Prescription Drug (stand-alone) Plans

> Medicare Supplement (Medigap) policies (10 Standard plans)
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Source: ¹Kaiser Family Foundation, KFF; http://kff.org/medicare/issue-brief/an-overview-of-medicare/ ²Forbes, Why 

Your Retirement Spending Estimate Is Wrong; http://www.forbes.com/sites/nextavenue/2015/12/08/why-your-retirement-

spending-estimate-is-wrong/#7b5ef30f3759
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LTC in Retirement

> LTC is the most overlooked source of retirement 

health-care expenses. 

ÅHome Health Aide $49,188 annually¹

ÅAdult Day Care $18,204 annually¹ 

ÅAssisted Living Facility $45,000 annually¹

ÅNursing Home Costs (private room) $97,452  annually¹

> Federal law defines ñlong-termò to mean care provided 

for 90 days or more. 

Å According to the Centers for Medicare and Medicaid 

Services (CMS) 70% of consumers over the age of 65 

will need some type of Long Term Services and 

Support (LTSS) at some point in their life.²

> Medicare and Medigap plans don't cover most 

expenses for custodial LTC. 
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Source ¹: Genworth Cost of Care 2017 Survey National Median costs : https://www.genworth.com/about-us/industry-

expertise/cost-of-care.html; ² Kaiser Family Foundation; https://www.kff.org/medicaid/report/medicaid-and-long-term-services-

and-supports-a-primer/
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Funding LTC Costs

> Out of Pocket

> Family Members

> Transferring Risk to Insurance Companies

ÅPrivate LTCI policies

o State QLTC Partnership Programs

ÅHybrid LTCI products

o Single Premium Life Insurance w/LTC riders

o Annuities with LTC riders

ÅPermanent Life Insurance with LTC riders 

47
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Exam Time

49
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