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•  Choosing a w ithdrawa l rate a lso mea ns weighing a 

client ’s desire for increa sed spending in relation to 

w i l ling ness to reduce spending. That is, in pa r t , the 

client ’s at titude, but it ’s a lso a f unction of his risk 

capacit y a s wel l. If a retiree ha s Socia l Securit y a nd 

a substa ntia l pension that is payable for life, then the 

client ha s more capacit y for risk in ta king w ithdrawa ls 

from the por tfolio.

•  A rea l a nd serious consideration is sticking w ith the 

w ithdrawa l pla n. It shou ld be helpf u l to have reg u la r 

client meetings rev iew ing the pla n a nd ma king 

sure that the client ha s a clea r understa nding of the 

consequences of fa i ling to fol low the pla n.

•  W hether the pla n is rea listic is a lso a f unction of 

whether other contingencies have been pla nned for, 

or whether the por tfolio is being relied upon to meet 

long-term ca re needs, unex pected hea lth ca re ex penses 

a nd other risks faced in retirement . Sometimes 

clients simply determine their income needs w ithout 

considering those big periodic ex penditures—li ke 

replacing a roof or buy ing a new ca r.
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RISK 1: LONGEVITY RISK

No one can predict how long he or she will live. This complicates planning since a retiree 

has to secure an adequate stream of income for an unpredictable length of time.

EXAMPLE

You bui ld your pla n ex pecting to live to a ge 82. It turns out that you live to 92. How a re you going to ma ke your money la st 

a n additiona l 10 yea rs?

FACTORS

• According to the Socia l Securit y Commission, the avera ge life ex pecta ncy for those sti l l a live at a ge 65 is:

– A ge 84. 3 for ma les 

– A ge 86.6 for fema les

• Maybe more impor ta nt a re the odds of liv ing longer tha n avera ge

– 1 in 4 w i l l live pa st a ge 90

– 1 in 10 w i l l live pa st 95

SOLUTIONS

• �Uncer ta int y ca nnot be eliminated, but good pla nning sta r ts w ith a rea listic ex pectation of life ex pecta ncy using life 

ex pecta ncy tables a s wel l a s considering persona l a nd fa mi ly hea lth histor y. One on line ca lcu lator that ta kes these 

factors into consideration, in prov iding a n indiv idua l estimate, is ca l led the liv ing to 100 ca lcu lator.

•� �Ma ny w i l l wa nt to pla n to a ge 90 since 1 in 4 a re ex pected to live that long—but fewer may wa nt to pla n for liv ing pa st 

a ge 95 a s on ly one in 10 lives that long. Those w ith a g reater concern about out liv ing their a ssets w i l l choose a longer 

pla nning horizon. It is impor ta nt to note that un less the risk is tra nsferred, the longer the pla nning horizon, the more 

resources w i l l be required to be saved.

• �Tra nsferring the risk of liv ing too long ca n be accomplished by increa sing sources of income that prov ide income for life, 

using the fol low ing approaches:

– Inf lation protected, lifetime income ca n be increa sed by deferring Socia l Securit y pay ments.

– �Electing life a nnuit y pay ments from a n employer sponsored retirement pla n—unfor tunately, most employees w it h a lump 

sum option elect t he lump sum instead of a n a nnuit y.

– �P urcha se a life a nnuit y to create a strea m of income for eit her t he life of a sing le indiv idua l or over t he joint lives of a 

couple. Immediate a nnuities ca n be purcha sed at retirement or layered over time in ca se a person's hea lt h stat us cha nges a s 

she a ges.

– �P urcha se a deferred income a nnuit y which a l lows for t he prepurcha se of lifetime income for t hose t hat wa nt to bui ld 
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retirement income prior to retirement or wa nt to buy a n a nnuit y t hat beg ins later in life. This ca n be a cost ef fective way to 

protect a ga inst longev it y risk.

– �Deferred a nnuities ca n a lso be used to create income for life a s t hese ca n be a nnuitized at a later date, a l low ing t he ow ner 

to lock in lifetime income. Deferred a nnuities ca n be purcha sed w it h riders t hat prov ide for a lifetime w it hdrawa l at a rate 

specif ied in t he contract .

�– �Lifetime income is a lso ava i lable w it h life insura nce contracts. W hen a deat h benef it becomes due, a spouse ca n choose a 

life a nnuit y form of pay ment . A lso, ca sh va lue life insura nce contracts ca n be excha nged for a life a nnuit y under Code Sec. 

1035 w it hout ta x consequences.

• �Other sources of income payable for a n indef inite period w i l l prov ide some protection from longev it y risk.

– �Wit h reverse mor tga ges under t he Home Equit y Conversion Mor tga ge prog ra m (H ECM), one of t he w it hdrawa l options is 

t he tenure option. This is a specif ied mont h ly pay ment for a s long a s t he la st borrower rema ins in t he home.

– �Renta l income on proper t y ow ned is one of t hose sources of income. This cou ld be renting out t he ba sement apa r tment , 

ow ning a home or apa r tment bui lding t hat is rented out , or ow ning commercia l proper t y.

– Div idend pay ing stock ha s no time limits on t he pay ment of div idends.

– �Those w it h active business interests ca n a lso receive ongoing pay ments. This ca n be a ny t hing from ow ning pa r t or a l l of a 

compa ny to receiv ing roya lties from books, telev ision shows, or ot her proper t y interests.

• �With a strateg y of ta king periodic w ithdrawa ls from a por tfolio, it is impor ta nt to ca ref u l ly consider how much ca n be 

w ithdraw n a nd sti l l ensure that the por tfolio la sts a lifetime. W hat some of the resea rch revea ls is:

– �The sa fe w it hdrawa l rate resea rch shows t hat a 4 or 4.5 percent inf lation adjusted w it hdrawa l rate ( ba sed on t he initia l 

account va lue) w i l l be susta inable for 30 yea rs. If pla nning for a possibi lit y of a longer retirement period t he w it hdrawa l 

rate shou ld be adjusted dow nwa rd somewhat .

– Por tfolio susta inabi lit y is en ha nced by ma king reductions to t he w it hdrawa l rate when t he ma rket is dow n.

– �Wit h longer time horizons, t he por tfolio’s susta inabi lit y is genera l ly en ha nced by increa sing t he percenta ge of equities in 

the por tfolio.

• �A contingency f und ca n be bui lt that ca n be used for longev it y a s wel l a s other risks.

– A contingency f und for t his risk ca n be a diversif ied por tfolio—w it h investments t hat empha size long-term g row t h.

– �A Rot h IR A ma kes a good ta x w rapper for t his t y pe of account since t he va lue is not diminished by ta xes, a nd if t he f unds 

a re not needed, t he Rot h is a ver y ta x ef f icient vehicle to leave to heirs.

– �A contingency f und cou ld a lso be t he ca sh va lue of a life insura nce policy—t he goa l may be to prov ide t he deat h benef it for 

heirs, but if needed t he ca sh va lue ca n be w it hdraw n or borrowed from t he policy.

– A reverse mor tga ge w it h a line of credit payout option is a not her good contingency pla n.
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RISK 2: INFLATION RISK

When working, inflation is often offset by an increased salary. In retirement, inflation reduces the purchasing 

power of income as goods and services increase in price, impeding the client’s ability to maintain the desired 

standard of living.

EXAMPLE

• �Jua n a nd Ma ria needed $5,000 a month to live when they retired at a ge 62 in 1988. They w i l l need $10,760 per month in 

2018 to ma inta in the sa me purcha sing power.

FACTORS

• The Depa r tment of Labor inf lation ca lcu lator ca n be used to i l lustrate the erosive impact of inf lation.

• �Some economists worr y that the federa l def icit may lead to high inf lation. This cou ld mea n baby boomers seeing much 

higher inf lation rates tha n we have seen in the recent pa st.

• �Even modest inf lation ca n sig nif ica nt ly erode purcha sing power over time. For exa mple, a 3% a nnua l inf lation w i l l mea n 

that costs double for a client who retired at 62 a nd is now 86.

• Higher inf lation rates ca n apply to the goods a nd ser v ices that retirees purcha se—for exa mple, hea lth ca re ex penses.

SOLUTIONS

• �The f irst pa r t of the pla n to address inf lation is bui lding in rea listic estimates of long-term inf lation when ca lcu lating 

how much to be saved for retirement . In this modeling sophisticated retirement sof t wa re ca n apply dif ferent inf lation 

rates to dif ferent ex pense categories.

• �A n excel lent strateg y is to bui ld in strea ms of income that have bui lt in inf lation protection.

– Deferring Socia l Securit y benef its mea ns a la rger percenta ge of income t hat ha s inf lation protection.

– �If a n employer-sponsored retirement pla n includes cost of liv ing increa ses—deferring ha s t he sa me impact . Cost of liv ing 

adjustments a re more li kely w it h a government-sponsored pla n—a lt hough private compa ny pla ns may prov ide ad hoc 

increa ses to benef its over time.

– �A not her option is purcha sing a life a nnuit y w it h a cost of liv ing rider. There a re a limited number of products t hat of fer t his 

option, a nd t hey may be ex pensive due to t he risk ta ken on by t he ca rrier.

– �Bui ld a ladder of bonds using TIPs. More specif ica l ly, purcha se just t he principa l por tion of t he TIPs to create a n inf lation-

adjusted strea m of income for a specif ied period of time.

• Besides income strea ms that have direct inf lation protection, you ca n a lso bui ld income strea ms that increa se over time.

– Bui ld a bond ladder t hat prov ides for a n increa sing income over time.

– �P urcha se a term cer ta in or life a nnuit y t hat increa ses pay ments over time. Ma ny a nnuit y products a l low t his feat ure—a nd 

increa ses of 1 to 5 percent a re of ten ava i lable.
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– �A not her option w it h a nnuities is to buy more a nnuit y income over t he retirement period. Payout rates from a nnuities 

increa se a s t he ow ner a ges, a nd purcha ses ca n be made in good yea rs when a sset va lues have increa sed.

• �Purcha se Inf lation adjusted investments such a s US government TIPs a nd Series I Trea suries. TIPs ca n be used to bui ld 

a n inf lation-adjusted strea m of income, a nd TIPs a nd Series I Trea suries ca n a lso simply be pa r t of a por tfolio that keeps 

up w ith inf lation.

• Invest in a sset cla sses that a re li kely to do wel l in inf lationa r y times.

– Investments in rea l estate a re one such categor y, a s una nticipated inf lation of ten positively impacts rea l estate ret urns.

– �Investing in equities ca n a lso prov ide a limited hedge on inf lation. Internationa l equities may prov ide a n even bet ter hedge 

a s inf lation is of ten a ssociated w it h depreciation of home currency.

• �Under the sa fe w ithdrawa l rate resea rch, a 4 or 4.5 percent w ithdrawa l ba sed on the initia l por tfolio va lue ca n have cost 

of liv ing increa ses a nd sti l l be sa fe for a 30 -yea r retirement period.

• �Have a contingency f und that addresses a number of risks in retirement. Note that longev it y risk a nd inf lation risk a re 

related, a nd if a client lives a long time, he or she w i l l have more ex posure to inf lation risk a s wel l—mea ning that hav ing a 

single f und to address both risks may be problematic.

• �A nother way to ma na ge inf lation risk is to shor ten the retirement period—reducing the number of yea rs that the retiree 

is subject to inf lation. This ca n be done simply by deferring retirement. This is a nother va lue to working longer that is 

not a lways considered.

• �Working pa r t-time in retirement may be a nother way to of fset inf lation risk a s wa ge income is li kely to ref lect the 

inf lationa r y pressures.

• Lower or eliminate ex penses in retirement.

– If ex penses a re prepa id at today ’s prices, you do not have to be concerned about inf lation.

– One common ex pense t hat is ha nd led t his way is prepa id f unera l ex pense.

– �A not her consideration is pay ing of f or conver ting adjustable rate mor tga ges a nd loa ns to f i xed rate loa ns to eliminate t he 

risk of increa sing debt ser v ice.
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RISK 3: EXCESS WITHDRAWAL RISK

When taking withdrawals from a portfolio during retirement to fund income needs, there 

is a risk that the rate of withdrawals will deplete the portfolio before the end of retirement.

EXAMPLE

Since you know that stocks have historica l ly ea rned a n avera ge of 8% a yea r, you a ssume that you ca n a f ford to w ithdraw 

8% of the initia l por tfolio va lue ( plus a lit t le more for inf lation each yea r)—whi le in rea lit y to protect a ga inst the 

uncer ta int y of the ma rket you may have to limit w ithdrawa ls to 4% or less.

FACTORS

• �Susta inable w ithdrawa l rate resea rch—there is a lot of resea rch on how much ca n be w ithdraw n from a por tfolio w ithout 

risking por tfolio fa i lure. Unfor tunately the a nswer is complicated, a nd depends upon the leng th of retirement , the a sset 

a l location, a nd whether rates of return w i l l match historica l returns. Choosing a n appropriate w ithdrawa l rate shou ld be 

done w ith the help of a qua lif ied adv isor w ith ex per tise in this question a nd w ith the a ssista nce of computer sof t wa re.

• �Appropriate adjustments—a nother factor that a f fects how much ca n be w ithdraw n is whether the client is w i l ling to 

ma ke adjustments over time. If the income need is determined —let ’s say its $50,000 a nd increa sed for inf lation each 

yea r a nd the client ca nnot tolerate a reduction—the possibi lit y of por tfolio fa i lure increa ses.

• �Discipline—a nother factor is the abi lit y to stay w ithin the discipline of a w ithdrawa l pla n. Ta king w ithdrawa ls from a 

por tfolio a l lows for f lexibi lit y, but that ca n be a disadva nta ge a s wel l. W hen the adu lt chi ldren a re buy ing houses, the 

g ra ndchi ldren a re going to col lege or other compel ling rea sons to spend appea r, it ’s ha rd to stay w ithin the discipline of a 

spending pla n.

• �Under- a nd-over-spending—to ensure that a por tfolio la sts a lifetime, the w ithdrawa l rate needs to be conser vative. 

This ha s the dow nside that retirees may not f u l ly enjoy retirement out of a concern of r unning out of money. So ta king 

w ithdrawa ls from a por tfolio presents both a risk of spending too much, a nd a risk of spending less tha n ca n be a f forded.

SOLUTIONS

• �Bui lding a pla n to address excess w ithdrawa l rate risk requires a n understa nding of the resea rch about rates of 

w ithdrawa ls that ca n be susta ined over a retirement period.

• �Technica l ly, the sa fe w ithdrawa l rate mea ns the rate that using historica l a na lysis wou ld be susta inable in the 

worst ca se scena rio. In ma ny yea rs, a higher rate wou ld work—mea ning it ’s not that ea sy to pick a n appropriate 

w ithdrawa l rate.
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• �Choosing a w ithdrawa l rate a lso mea ns weighing a 

client ’s desire for increa sed spending in relation to 

w i l ling ness to reduce spending. That is, in pa r t , the 

client ’s at titude, but it ’s a lso a f unction of his risk 

capacit y a s wel l. If a retiree ha s Socia l Securit y a nd 

a substa ntia l pension that is payable for life, then the 

client ha s more capacit y for risk in ta king w ithdrawa ls 

from the por tfolio.

• �A rea l a nd serious consideration is sticking w ith the 

w ithdrawa l pla n. It shou ld be helpf u l to have reg u la r 

client meetings rev iew ing the pla n a nd ma king 

sure that the client ha s a clea r understa nding of the 

consequences of fa i ling to fol low the pla n.

• �W hether the pla n is rea listic is a lso a f unction of 

whether other contingencies have been pla nned for, 

or whether the por tfolio is being relied upon to meet 

long-term ca re needs, unex pected hea lth ca re ex penses 

a nd other risks faced in retirement . Sometimes 

clients simply determine their income needs w ithout 

considering those big periodic ex penditures—li ke 

replacing a roof or buy ing a new ca r.



RISK 4: HEALTH EXPENSE RISK

For those that had employer health care coverage, retirement may mean paying more for medical 

insurance (Medicare Parts B and D and Medicare Supplement policies). Even with insurance, some 

expenses will be paid out of pocket. Also, chronic or acute illnesses may mean more significant and 

unexpected out-of-pocket expenses.

EXAMPLE

At a ge 70, a client ha s some serious problems w ith her feet a nd she discovers that Medica re does not cover routine 

podiatrist v isits. Or a n even bigger sur prise, she ha s a major surger y a nd discovers she faces a deductible a nd a 20 percent 

copay on ma ny ex penses.

FACTORS

• �The a mount needed to cover hea lth insura nce premiums a nd out-of-pocket ex penses is sig nif ica nt—a nd of ten 

underestimated. A Fidelit y study indicated that retiree couples thought that they on ly needed to have $ 50,000 to cover 

medica l ex penses.

• �According to a n EBR I study, the dol la rs needed at 65 to cover hea lth ca re costs for couples va ries from $169,000 to 

$349,000 depending upon whether the couple ha s avera ge ex penses or medica l a nd dr ug ex penses at the high end.

SOLUTIONS

• �Pla nning for unex pected hea lth ca re costs beg ins by choosing appropriate insura nce. For those a ged 65 a nd above 

who a re elig ible for Medica re, it mea ns understa nding options under Medica re a nd choosing insura nce to supplement 

Medica re.

• �Hav ing comprehensive insura nce helps to ma ke costs more predictable a nd avoid a ny ex traordina r y ex penses. Medica re 

ha s no cap on out-of-pocket ex penses; to limit costs requires purcha sing a Medica re supplement.

• �A critica l pa r t of pla nning is ma king sure that suf f icient f unds a re ava i lable at retirement to meet ex penses. Determining 

costs is not ea sy a s they va r y a lot from indiv idua l to indiv idua l. W hen modeling hea lth ca re ex penses, you ca n bui ld in 

a lump sum a mount to the a mount needed at retirement or estimate a nnua l ex penses each yea r. A lso, it ’s impor ta nt to 

consider the inf lation factor appropriate for medica l ex penses.

• �Insura nce for those elig ible for Medica re

– �Indiv idua ls become elig ible for Medica re at a ge 65. A lmost ever yone is elig ible for Medica re Pa r t A which covers hospita l 

ex penses at no cost a nd for Pa r t B upon pay ing a mont h ly premium.
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– �Indiv idua ls a ged 65 ca n purcha se prescription dr ug covera ge under Medica re Pa r t D. Indiv idua ls choose from a mong 

ava i lable private pla ns. Choosing a pla n is a n impor ta nt decision, a nd cha nges ca n be made each yea r in a n open enrol lment 

period. Pla ns w it h higher premiums may of fer more comprehensive benef its a nd may resu lt in lower tota l out-of-pocket 

costs for a retiree w it h sig nif ica nt dr ug ex penses.

– �Medica re Pa r ts A a nd B a re quite comprehensive, but t hey do have deductibles a nd copays a nd some hea lt h ca re needs 

of older adu lts a re not covered. Some of t he gaps ca n be addressed t hrough Medica re Supplement insura nce. Insura nce 

compa nies must sel l pla ns t hat prov ide sta nda rd benef its, however premiums ca n va r y from compa ny to compa ny. There 

a re a number of ava i lable pla ns; t he more comprehensive pla ns have higher premiums but ca n have t he impor ta nt f unction 

of ma king costs more predictable a nd put ting a cap on out-of-pocket ex penses.

– �A n a lternative to a Medica re supplement is to join a Medica re Adva nta ge pla n. Wit h t his approach, instead of Medica re 

prov iding reimbursement direct ly under A a nd B, t he indiv idua l is no longer in traditiona l Medica re, a nd t he insura nce 

compa ny ta kes over responsibi lit y for a l l medica l reimbursements. These pla ns require ca re t hrough a specif ied net work, 

usua l ly in excha nge for lower premiums t ha n Medica re plus a supplement or a w ider ra nge of benef its.

• Pre-Medica re covera ge is required for those that retire prior to 65. Options include:

– Employer-prov ided post-retiree medica l covera ge.

– COBR A-continued covera ge for 18 mont hs under t he employer ’s pla n

– Covera ge under a working spouse’s insura nce pla n.

– �P urcha se private medica l insura nce to cover t he gap bet ween employer-prov ided insura nce ending a nd Medica re 

beg inning. This ca n a lso be covera ge purcha sed t hrough t he hea lt h ca re excha nges

• Control ling hea lth ca re costs ca n a lso be pa r t of the solution a nd options include:

– �A s dr ug ex penses ma ke up a qua r ter of hea lt h ca re costs in retirement , going to generic bra nd dr ugs may resu lt in 

sig nif ica nt sav ings.

– Preventative ca re a nd liv ing a hea lt hy lifest yle ca n sig nif ica nt ly cut dow n on hea lt h ca re ex penditures.

– Continue to eva luate insura nce, denta l, a nd dr ug pla ns to get t he best dea l.

– �Consider some medica l procedures out of t he countr y. Ma ny ot her countries have state-of-t he-a r t medica l ca re, but at a 

fraction of t he U. S. cost .

– �Relocate to lower t he costs a ssociated w it h medica l ca re. Bot h medica l costs a nd costs of insura nce va r y sig nif ica nt ly 

across t he countr y.

• �Other solutions

– ��Those w it h high deductible hea lt h ca re pla ns ca n use hea lt h ca re sav ings accounts to set a side money for medica l costs in 

retirement .

– �Limit end of life costs by ma inta ining adva nced hea lt h ca re directives.

– �Defer retirement to stay on t he employer ’s subsidized hea lt h ca re insura nce or go back to work to get employer-prov ided 

covera ge.
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RISK 5: LONG-TERM CARE RISK

Chronic diseases, orthopedic problems, and Alzheimer’s can restrict a person from performing the activities 

of daily living, which will require financial resources for custodial and medical care.

EXAMPLE

Because of physica l or menta l inf irmities, you need help w ith ba sic activ ities such a s dressing, ta king a shower, or even 

eating. To get help, you may need to move to a ssisted liv ing, a nursing home, or go to adu lt day ca re. Even if a fa mi ly 

member ca n prov ide ca re, it might be a rea l f ina ncia l burden for them, especia l ly if they have to cut back on work.

FACTORS

• 70% of a l l people a ge 65 a nd older w i l l need long-term ca re at some point.

• �80% of ca re prov ided at home is prov ided by unpa id ca reg ivers who a re prima ri ly fa mi ly members.

• �The avera ge unpa id ca reg iver spends 20 hours a week prov iding ca re, a nd this ca re is show n to negatively 

impact the ca reg iver ’s ow n hea lth a nd ca reer.

• Less tha n 10% of those a ged 65 have long-term ca re insura nce.

• Avera ge leng th of long-term ca re:

– 2. 2 yea rs for ma le

– 3.7 yea rs for fema le

• $85,776 – U. S. avera ge for one yea r in a semi-private U. S. nursing home room.

• A lzheimer ’s is the number one cause of need for long-term ca re.

SOLUTIONS

• Pla nning for long-term ca re:

– The f irst step when pla nning for long-term ca re is to understa nd t he risks a nd costs a ssociated w it h long-term ca re.

– The client needs to determine how he wa nts to pay for long-term ca re a nd how ca re w i l l be delivered.

– It is impor ta nt to ta ke inventor y of f unding sources ava i lable such a s long-term ca re insura nce, fa mi ly members w i l ling 

to prov ide ca re, t he option of using a reverse mor tga ge to f und long-term ca re costs, a nd whet her government prog ra ms a re 

ava i lable to pay for ser v ices.

• �Buy ing insura nce a s a solution. W hen looking to purcha se long-term ca re insura nce, there a re a va riet y of decisions that 

need to be made.

– �A n impor ta nt question is when to buy it . P urcha sing in a client ’s f if ties keeps t he cost dow n a nd prov ides a bet ter cha nce 

t hat t he client w i l l be hea lt hy enough to purcha se t he product .
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– �Ot her decisions rega rding long-term ca re insura nce include t he a mount of t he benef it , how ca re ca n be prov ided, whet her 

to include inf lation protection, t he leng t h of t he elimination period a nd t he leng t h of time t hat benef its w i l l be prov ided.

– �A wel l-developed a nd pla nned out long-term ca re insura nce policy ca n help a l lev iate t he stress of f ina ncing long-term ca re 

costs a nd ca n help protect ot her a spects of t he retirement pla n.

• Government solutions a s a n option:

– �The government is actua l ly t he la rgest f unding source for long-term ca re needs. Medica re on ly covers a ver y limited 

a mount of long-term ca re ser v ices, but not for a n ex tended period of time.

– �Medica id, however, is t he number one f ina ncing source in t he U. S. for long-term ca re ex penditures. However, in order to 

receive Medica id long-term ca re f unding you must essentia l ly be impoverished a nd out of money. W hi le t here a re some 

Medica id spend dow n techniques desig ned to protect a n indiv idua l’s a ssets from complete ex haustion t his t y pe of pla nning 

needs specia l at tention from a k nowledgeable professiona l.

– �State pa r tnership long-term ca re insura nce prog ra ms ca n help protect a ssets from Medica id spend dow n whi le at t he sa me 

time prov iding a higher level of long-term ca re t ha n norma l ly ava i lable under Medica id.

– Vetera ns prog ra ms a lso of fer long-term ca re ser v ices to vetera ns when ava i lable.

– Additiona l ly, ot her government prog ra ms r un t hrough t he Administration on A g ing ca n a lso help w it h long-term ca re 

needs.

• Other solutions for long-term ca re costs:

– �Self-f unding is a not her option for long-term ca re f ina ncing. This is t he option t hat most people rely upon, w it h a backup 

pla n of rely ing on Medica id when out of money. Set ting a side f unds specif ica l ly ea rma rked for long-term ca re ex pendit ures 

ca n be a good pla n if you ca n appropriately identif y t he a mount you w i l l need for ser v ices.

– �Some states have set up sing le pur pose reverse mor tga ge prog ra ms desig ned specif ica l ly for f unding long-term ca re 

ex penditures.

– �P urcha se a hybrid or lin ked benef it product such a s a long-term ca re insura nce a nd a nnuit y product or a long-term ca re 

insura nce a nd life insura nce product . These products ca n help f und t he costs of long-term ca re a nd ser ve a not her f unction 

such a s prov iding income for a life or a deat h benef it . In some ca ses a n indiv idua l ca n 1035 excha nge a n existing policy into 

a hybrid policy to create a n additiona l long-term ca re f unding option.

– �Some continuing ca re communities of fer contracts t hat prov ide for long-term ca re ser v ices at below current ma rket price. 

These usua l ly have a sig nif ica nt up-front fee a s a n of fset a ga inst t he lower-cost ca re later.

• Ma na g ing costs a s a solution:

– �Hav ing good hea lt h insura nce a nd ma inta ining hea lt hy habits ca n help reduce t he risk of long-term ca re disabi lities such 

a s a stroke or diabetes.

– �P ut ting in ra mps or disabi lit y-outf it ted bat hrooms might a l low a n indiv idua l to live in his or her home for a longer period of 

time a nd reduce overa l l long-term ca re ex penditures.

• �Because long-term ca re ca n be ex tremely ex pensive, in most ca ses there w i l l not be a one shot solution for long-term ca re 
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RISK 6: FRAILTY RISK

Frailty risk is the risk that as a result of deteriorating mental or physical health, a retiree may 

not be able to execute sound judgment in managing her financial affairs and/or may become unable 

to care for her home.

EXAMPLE

• �At some point later in life, you might have trouble remembering to pay bi l ls or have dif f icu lt y ba la ncing your checkbook. 

Fi ling complex medica l insura nce cla ims or ma king sound investment decisions might become more dif f icu lt . A lso, 

ma king complex medica l decisions ca n become more dif f icu lt .

• �You ow n a big home a nd you beg in to f ind cut ting the g ra ss or shoveling the snow more dif f icu lt a nd you ca n’t f ind 

someone to do these chores w ithout pay ing a n exorbita nt a mount. You lose the abi lit y to drive, a nd since you live in the 

countr y it becomes dif f icu lt (a nd ex pensive) to get a round.

FACTORS

• �A Universit y of Michiga n Study shows 1/3 of those a ged 65+ suf fer from fra i lt y. A s such, fra i lt y in retirement is a rea l 

risk a nd impacts people ea rly on in retirement . Additiona l ly, the majorit y of retirees w i l l suf fer from fra i lt y at some point 

during their retirement .

• �A U K Study shows the longer you a re retired, the more your menta l hea lth decrea ses; working longer ca n help hold of f 

fra i lt y. A s such, the risk of fra i lt y ca n exacerbate other retirement risks such a s retiring ea rlier tha n ex pected a nd 

increa sed costs a s the indiv idua l w i l l need help to ca re for him or herself.

SOLUTIONS

• �Hav ing others step in to ma ke decisions may mea n involv ing a fa mi ly member, hiring a da i ly money ma na ger, or even 

selecting a cor porate tr ustee to ma ke investment decisions.

• �Giv ing someone control is genera l ly done w ith a power of at torney, which is either current ly in force (durable power) or 

becomes ef fective on ly when the indiv idua l is no longer able to ma ke decisions (spring ing power).

• Hav ing a ssets in a liv ing tr ust is a nother option, a nd the retiree ca n rema in the tr ustee unti l he or she decides to step 

dow n in favor of a prechosen successor tr ustee.

• �Prepla nning w ith the documents described here is critica l to avoid hav ing to go through a cour t incompetency hea ring in 

which a cour t-appointed g ua rdia n is chosen.

• �Simplif y ing f ina nces ca n a lso be helpf u l by using direct deposit for income pay ments a nd automatic w ithdrawa ls for 

reg u la r bi l ls. Some retirement products a re simpler to ma na ge a s wel l, such a s a n immediate life a nnuit y.
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• �Household ma na gement solutions for 

addressing fra i lt y ca n include:

– Fa mi ly members chipping in w it h chores.

– �Hiring ot hers to ha nd le household chores such 

a s mow ing t he law n or clea ning. Seniors hiring 

contractors a nd ot hers for home ma intena nce 

need to be ca ref u l—t his is a n a rea of sig nif ica nt 

f ina ncia l abuse.

– �Choose a lternative housing w it h lower ma intena nce 

such a s tow n houses a nd condominiums.

– �Senior housing developments may of fer robust 

ser v ices, a nd continuing ca re retirement 

communities of fer a n a g ing-in-place solution a s 

needs cha nge w it h a ge.

– �House sha ring may be a not her way to sha re 

ex penses a nd chores.
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RISK 7: FINANCIAL ELDER ABUSE RISK

The possibility that an advisor, family member, or stranger might prey on the frailty of the client, might 

recommend unwise strategies or investments, or might embezzle assets.

EXAMPLE

Ja mes, under the g uise of ta king ca re of his elderly father, abuses his power of at torney to acquire a ssets for his drin king 

a nd ga mbling problem.

FACTORS

• �The estimates of the a nnua l loss due to elder f ina ncia l abuse va r y from about $3 bi l lion from a Met life Mature Ma rket 

institute study, to $36 bi l lion, from a study from Tr ueLin k that used a broader def inition of abuse.

• Ma ny v ictims a re never the sa me emotiona l ly a f ter being ta ken adva nta ge of by someone they tr ust.

• �The t y pica l v ictim is a woma n a ged 70 to 89. However, v ictims represent a diverse prof i le, including older men. The 

problem a lso exists across a l l ethnic a nd socioeconomic g roups.

• Fa mi lies, friends, neighbors, a nd ca reg ivers were the most frequent per petrators (55%) of elder f ina ncia l abuse.

• �Si x t y percent of fa mi ly per petrators a re adu lt chi ldren. Crimes of ten involve misuse of powers of at torney, stea ling 

money, using credit ca rds, a nd borrow ing a ga inst the elder person’s home.

• �Elder f ina ncia l abuse per petrated by businesses ca n involve la rge sums of money, a nd one per petrator ca n have hundreds 

of v ictims.

• Abuse may be brought about because the person is too polite to push back when necessa r y or because the person is lonely.

• Acqua inta nces a nd stra ngers that commit elder f ina ncia l abuse of ten have excel lent persua sion ski l ls.

• �Elder f ina ncia l abuse goes unrepor ted because people a re emba rra ssed, they do not wa nt to send a fa mi ly member to ja i l, 

they fea r losing their ca re, or that per petrator may ha rm them more.

SOLUTIONS

• Retirees ca n protect themselves from f ina ncia l elder abuse in a number of ways:

– Stay orga nized—keep close track of a l l possessions, money, a nd a ssets.

– Open a nd send ow n ma i l.

– Complete a nd sig n ow n checks.

– Set up direct deposit for reg u la r checks.

– Use voicema i l to screen ca l ls.
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– �Ma ke sure t hat w i l ls, adva nced directives, a nd powers 

of at torney a re executed to ensure t hat tr usted 

indiv idua ls w i l l step in to ma ke decisions when 

needed.

– �Lea rn about where to go if abuse is ex pected a nd 

be w i l ling to a sk for help from t he police a nd adu lt 

protective ser v ices.

• Steps that Fina ncia l Adv isors ca n ta ke to help protect 

their clients a ga inst f ina ncia l elder abuse:

– �Educate clients about t heir risks a nd t he risks 

of f ina ncia l elder abuse. The client ca n be bet ter 

prepa red to identif y a nd avoid fraud, abuse, a nd 

sca ms.

– �Help t he client set up a pla n for when he ca nnot 

continue to ma na ge his f ina ncia l a nd ot her a f fa irs.

– �Pay at tentions to cha nges t hat might indicate sig ns of 

elder abuse.

– �Stay appra ised of current trends in abuse a nd how to 

prevent t hem.

– �Seek a ssista nce from socia l workers, government 

a gencies, ot hers when appropriate.

– Repor t ca ses of abuse.
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RISK 8: MARKET RISK

The risk of financial loss resulting from movements in market prices.

FACTORS

• �In a resea rch study, Wade P fau showed the impact of ma rket risk on retirement income pla nning. Looking at 151 

hy pothetica l por tfolios, each ea rning ma rket returns, w ith the on ly dif ference being the 30 yea rs mea sured, the a mount 

accumu lated at retirement va ried substa ntia l ly—the avera ge accumu lation wa s 10 times sa la r y, but outcomes ra nged 

from 3 to 27 times sa la r y depending upon the 30 -yea r period tested.

• �The impact of the specif ic rates of return in the f ina l yea rs of accumu lation when the va lue wa s the highest had the most 

impact on the ending va lue at retirement .

• �Ta king the sa me por tfolios for wa rd (into retirement) a nother 30 yea rs, using a consta nt inf lation-adjusted w ithdrawa l 

strateg y, he a lso found that the actua l ma ximum susta inable w ithdrawa l rates over 30 yea rs ra nged a ny where from 1.9% 

to 10.9%. Susta inable w ithdrawa l rates a re dispropor tionately ex pla ined by the returns in the ea rly pa r t of retirement.

• �So you ca n say that ma rket risk a nd the risk of bad timing of returns is most acute in the f ina l yea rs prior to retirement 

a nd the f irst few yea rs of retirement .

• �Even though ma rket risk creates some uncer ta int y, other resea rch shows that retirees may not be able to a f ford not to 

ta ke some ma rket risk—a s resea rch shows that Increa sing equit y ex posure genera l ly improves por tfolio susta inabi lit y 

a nd ending wea lth a nd is a key to address the risk of inf lation.

SOLUTIONS

• �One approach to address this cha l lenge in retirement income pla nning is to choose a bif urcated investment strateg y, w ith 

investments a nd products w ith lit t le or no ma rket risk chosen to meet ba sic needs a nd more ma rket risk ta ken to address 

discretiona r y a nd unex pected ex penses a nd legacy goa ls. With this approach, ba sic ex penses ca n be met w ith Trea sur y or 

other low risk government bonds, buy ing a nnuit y income, or even deferring Socia l Securit y benef its.

• �Other ways to reduce ma rket risk include:

– �Have t he lowest ex posure to equities in t he yea rs nea rest retirement a ge—where a bad order of negative returns ca n have 

t he most negative impact .

– �Consider ma rket conditions when choosing how much to w it hdraw, lowering w it hdrawa ls in bad yea rs reduces t he 

risk of fa i lure.

– P urcha se dow nside protection for t he por tfolio w it h derivatives a nd income riders in deferred a nnuities.
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RISK 9: INTEREST RATE RISK

Technically, this is the risk that arises for bond owners from fluctuating interest rates. How much interest rate 

risk a bond has depends on how sensitive its price is to interest rate changes in the market.

FACTORS

• �W hen interest rates a re low (a s they a re today), if interest rates rise, va lues of indiv idua l bonds a nd bond mutua l f unds 

w i l l decrea se.

• �If f i xed income investments a re reinvested, a related risk— referred to a s reinvestment risk—a rises. This is the risk that 

when it comes time to reinvest f i xed income investments, interest rates may be lower.

• �In retirement income pla nning, interest rate risk is a lso considered the risk that the returns on f i xed income investments 

va r y a nd at times ca n be quite low.

SOLUTIONS

• �Interest rate risk in the technica l sense ca n be eliminated by holding bonds to maturit y a nd liquidating the bonds to meet 

income needs. Bonds a re used this way in a strateg y referred to a s a sset dedication.

• �W hen bond investments a re going to be reinvested, there is some abi lit y to of fset interest rate a nd reinvestment risks—

using a strateg y ca l led immunization.

• �In the long-term low interest rate env ironment of today, current retirees probably thin k of interest rate risk a s the risk 

that they ca n’t ea rn enough to meet their needs w ith f i xed income investments. Today ’s retirement income strateg ies 

that focus on a tota l returns approach a re in some ways a reaction to today ’s low interest env ironment.
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RISK 10: LIQUIDITY RISK

Liquidity risk is the inability to have assets available to financially support unanticipated cash flow needs.

FACTORS

• �Liquidit y may be considered a risk or just a cha racteristic of a n investment—the abi lit y to sel l the investment at a 

rea sonable va lue quick ly.

• �With rega rd to specif ic investments, the issue of liquidit y comes up in severa l contex ts. First there a re def initely a ssets 

that may not be able to be sold quick ly at a fa ir ma rket va lue. Rea l estate a nd business interests come to mind. The 

other contex t is w ith a nnuities. Life a nnuities have traditiona l ly of fered no liquidit y, a lthough that is now cha ng ing 

w ith some products of fering a limited abi lit y to liquidate. Deferred a nnuities of fer liquidit y, but surrender cha rges ca n 

reduce the va lue.

SOLUTIONS

• �Pla nning for hav ing suf f icient liquidit y is a n impor ta nt pa r t of a retirement income pla n, a s we know that retirement 

comes w ith unex pected ex penses a nd the need to be able to sel l investments.

• �Pla nning shou ld def initely consider what a ssets a re ava i lable if liquidit y is needed. Besides hav ing a ca sh reser ve or 

liquidating investments, other a lternatives for a shor t-term need ca n be borrow ing from a life insura nce contract , a 

home equit y line of credit or reverse mor tga ge line of credit or borrow ing from a ma rg in account.

• �One of the of ten touted adva nta ges to ta king systematic w ithdrawa ls from a diversif ied por tfolio is that the strateg y 

of fers liquidit y. Some wou ld a rg ue that if you a re ta king w ithdrawa ls from a por tfolio that you don’t rea l ly have 

liquidit y a s you need the a ssets to meet the w ithdrawa l requirements.

• �W hen ta lking about liquidit y, most a re a lso thin king about f lexibi lit y a s wel l—that is, in the abi lit y to cha nge strateg ies 

in the face of new law cha nges, investment conditions or other rea sons. Clea rly a systematic w ithdrawa l strateg y of fers 

f lexibi lit y.

• �There a re some pla nners that wou ld say that hav ing too much liquidit y is a liabi lit y. It g ives the retiree the oppor tunit y 

to spend too much on themselves a nd their fa mi lies, a nd g ives those that wou ld ha rm seniors the oppor tunit y to ta ke 

their money.
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RISK 11: SEQUENCE OF RETURNS RISK

Financial market returns near the retirement date matter a great deal. Even with the same average 

returns over a long period of time, retiring at the start of a bear market is very dangerous because your 

wealth can rapidly deplete, leaving little to benefit from any subsequent market recovery.

FACTS

• ��Investment returns become more impor ta nt to the success of the por tfolio during the time period that the por tfolio 

is at its la rgest. This is referred to a s the retirement risk zone, which is genera l ly the 10 -yea r period before a nd the 

10 -yea r period a f ter retirement beg ins.

• �Negative investment returns during this time w i l l have a dispa rate impact on wea lth accumu lation a nd retirement 

income success. 

• �Ma na g ing risk during the retirement risk zone becomes a n impor ta nt way to address sequence of returns risk.

SOLUTIONS

• �Sequence of returns risk is tied in pa r t to por tfolio volati lit y. Reducing volati lit y in the retirement por tfolio 

reduces sequence of return risk. This ca n be done by purcha sing life a nnuities or buy ing bonds to bui ld a specif ied 

income strea m over a specif ied number of yea rs in retirement.

• Choose a w ithdrawa l strateg y from the por tfolio that a l lows for adjustments for ma rket volati lit y.

– �A common way to def ine t he w it hdrawa l rate is a n inf lation-adjusted w it hdrawa l each yea r ba sed on t he initia l 

por tfolio va lue. This approach prov ides for steady income t hat keeps up w it h inf lation, but is inef f icient when 

w it hdrawa ls a re from a volati le por tfolio a nd creates more risk.

– �Sequence of return risk ca n be eliminated entirely by choosing a w it hdrawa l rate t hat is a specif ied percenta ge of t he 

current por tfolio va lue (so, for exa mple, each yea r you w it hdraw 5 percent of t he current por tfolio va lue). The problem 

w it h t his approach is t hat t he a mount w it hdraw n each yea r may va r y sig nif ica nt ly a nd it may not meet t he client ’s 

income needs.

– �So a compromise is to sta r t w it h t he sta nda rd w it hdrawa l def inition—a nd t hen ma ke some minor adjustments ba sed 

on ma rket conditions.

• �Prov ide for dow nside protection in a por tfolio. This ca n include using derivatives a nd purcha sing deferred va riable 

a nnuities w ith liv ing benef it riders that prov ide minimum income benef its on deferred va riable a nnuities or 

indexed a nnuities.
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RISK 12: FORCED RETIREMENT RISK

There is always the possibility that work will end prematurely because of poor health, disability, job loss, or to 

care for a spouse or family member. This event can quickly derail a retirement plan.

EXAMPLE

• �Pegg y pla ns to work unti l a ge 65, but her long time employer sudden ly closes her of f ice when she is 61. There a re ver y 

few employers needing her ski l ls in the a rea , a nd she is unable to f ind suitable employ ment. Not on ly a re her pla ns to 

accumu late more f unds for retirement a mbushed, but she may not be able to receive or a f ford hea lth ca re covera ge unti l 

she is elig ible for Medica re.

FACTORS

• Pr udentia l study

– 51% retired ea rly t ha n pla nned

– 46% cited hea lt h rea sons

– 30% cited job loss or ea rly retirement of fer

SOLUTIONS

• �Given the statistics of how ma ny retire ea rlier tha n pla nned—it is pr udent to a nd come up w ith a pla n for the unex pected.

• �One way to do this is to show retirement readiness at dif ferent sta ges—w ith the goa l of bui lding resources to prov ide a 

reduced but adequate sta nda rd of liv ing—let ’s say 10 yea rs from retirement , a more comfor table sta nda rd of liv ing 5 yea rs 

prior to retirement a nd the desired sta nda rd of liv ing at the pla nned retirement a ge. By set ting the sav ings prog ra m up 

to meet g raded goa ls, you may encoura ge the client to save ea rlier a nd to a ssess what the f ina l yea rs of work w i l l mea n to 

his/ her retirement.

• �Some job losses a re inev itable, a nd for that contingency employees shou ld pay at tention to severa nce prog ra ms—a nd the 

possibi lit y of negotiating for a bet ter dea l if there is a layof f.

• �A s workers a ge, it rema ins critica l to stay current w ith ski l ls a nd to lea rn new ones to ma ke sure that they rema in a 

va luable pa r t of their orga nization.

• �In ca se looking for new work becomes necessa r y, it ’s a lso impor ta nt for older workers to stay ready for this contingency 

by ta king steps to ma inta in professiona l net works a nd keep a resume polished.

• �Ma ny hea lth concerns that shor ten a ca reer a re unavoidable—but not in a l l ca ses. If work is so critica l to retirement 

securit y, ma inta ining hea lthy eating, weight ma na gement , get ting enough sleep a nd exercising reg u la rly becomes a n 

impor ta nt pa r t of retirement securit y.

• �To ma inta in hea lth, older workers may wa nt to consider ma king cha nges that a l low them to work longer. This ca n mea n 

ta king more time of f, reducing responsibi lities, or cut ting back on clients.

• EBR I— 48% retire ea rlier tha n pla nned

– 41% due to hea lt h or disabi lities

– 26% due to dow nsizing or closures

– 23% for ca reg iv ing responsibi lities
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RISK 13: REEMPLOYMENT RISK

Many retirees plan on working in retirement. Reemployment risk is the inability 

to supplement retirement income with employment due to tight job markets, poor 

health, and/or caregiving responsibilities.

EXAMPLE

• �Rober t is a n av id wood worker who had intended to ma ke f urniture a nd sel l it on eBay throughout his retirement. 

However, poor physica l hea lth impeded his abi lit y to practice his cra f t .

FACTORS

• EBR I work in retirement

– 79% repor ted ex pecting to work

– 29% of retirees a re actua l ly working

• Rea sons for work in retirement

– Stay active a nd involved (90 percent)

– Enjoyed working (82 percent)

• Retirees a lso identif ied f ina ncia l rea sons for work

– wa nting to buy ex tra s (67%)

– a decrea se in t he va lue of sav ings or investments (23%)

– needing money to ma ke ends meet (42%)

– keeping hea lt h insura nce or ot her benef its (13%)

• �Ma ny retirees have a n informa l pha sed retirement by ta king consu lting positions, pa r t-time jobs, or turning 

hobbies into prof itma king activ ities

• Working pa r t-time may resu lt in a reduction in pay but w ith increa sed job satisfaction.
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SOLUTIONS

• �Ba sed on the statistics, pla nning on sig nif ica nt 

employ ment income in retirement may be unrea listic 

for some. Jobs may be unava i lable or the client maybe 

unable to work.

• �If the client rea l ly needs income to meet retirement 

objectives, it may be best to postpone retirement from a 

ca reer job that pays bet ter a nd of fers hea lth insura nce 

a nd other benef its.

• �For those looking to work in retirement , be sure 

to use ava i lable resources to f ind employ ment 

oppor tunities that a re mea ning f u l a nd meet income 

requirements. Books li ke “ W hat Color Is my Pa rachute 

in Retirement ,” a nd websites li ke A A R P ca n be quite 

helpf u l.

• �It ’s a lso impor ta nt to be open to lea rning new ski l ls to 

be successf u l in the job ma rket .

• �It ’s impor ta nt to recog nize that work in retirement ca n 

have impor ta nt rewa rds other tha n money. The retiree 

may use a job to add some pur pose, f i l l time, or bui ld a 

socia l net work.

WORK
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RISK 14: EMPLOYER INSOLVENCY RISK

Employer-provided retirement benefits are an important part of retirement security for many. If the 

employer has financial problems, employees may lose their jobs and in some cases their benefits.

EXAMPLE

La rr y is a retired schoolteacher in Il linois. The teacher ’s pla n ha s serious f unding problems. La rr y wa kes up ever y 

morning a nd looks for news about what is going to happen w ith his pension.

FACTORS

• Benef it securit y w ith private employers:

– �Benef its a re ver y secure w it h qua lif ied def ined benef it pla ns benef its a s a ssets a re held in a n irrevocable tr ust , subject to 

minimum f unding requirements, a nd t he PBG C g ua ra ntees benef its.

– �Benef its a re ver y secure w it h qua lif ied def ined-contribution pla ns a s a ssets a re held in a n irrevocable tr ust outside of t he 

control of t he employer a nd its creditors.

– �Executive nonqua lif ied benef its a re not a s secure a s employees a re genera l creditors in t he ca se t hat t he compa ny ha s 

f ina ncia l dif f icu lt y.

• Benef it securit y w ith municipa l governments:

– �Municipa lities ca n f i le for ba n k r uptcy a nd u ltimately benef it securit y is ba sed on how t he ba n k r uptcy judge prioritizes 

pension cla ims.

– Benef its in some ca ses have been reduced.

• Benef it securit y w ith state governments:

– States ca nnot f i le for ba n k r uptcy.

– �Benef it securit y is tied to state law—most g ive ea rned benef its a high level of priorit y of t he state ha s trouble meeting a l l of 

its obligations.

SOLUTIONS

• There a re limited steps to ta ke to protect pension benef its—but in ma ny ca ses pensions a re quite sa fe.

• �For those who work for a private employer a nd a re covered by a def ined-contribution pla n, maybe the best adv ice is avoid 

or at lea st minimize ex posure to compa ny stock. A s economists w i l l point out , hav ing your huma n capita l (ea rnings from 

employ ment) a nd your f ina ncia l capita l tied up w ith the employer is ta king on too much risk.

• �W hen a n employee retirees, she may feel li ke she wa nts to elect a lump sum benef it because she doesn’t tr ust that the 

pla n a nd employer w i l l pay her pension. But w ith privately sponsored pla ns covered by the PBG C, the employee is bet ter 

ser ved to choose the distribution option that best f its her needs.
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• �Executives that pa r ticipate in nonqua lif ied pla ns do 

have to pay at tention to compa ny f ina nces. If the pla n 

ca l ls for employee sa la r y deferra l contributions—the 

executive needs to thin k ca ref u l ly before pa r ticipating. 

If the benef it is a supplementa l benef it prov ided by the 

employer, the executive does not have much control—

but w i l l wa nt to pay at tention to options rega rding the 

timing of payout.

• �Government entities ca n sponsor 457 pla ns. 

Government sponsored 457 pla ns have to hold a ssets in 

a n irrevocable tr ust , a nd benef its ca n be rol led into a n 

IR A in retirement. Note that this is not tr ue for a 457 

pla n sponsored by a nonprof it entit y. With nonprof its, 

these pla ns operate more li ke nonqua lif ied deferred-

compensation pla ns.

• �With publicly-sponsored pla ns, there is somewhat 

less securit y tha n w ith def ined-benef it pla ns. Here, 

especia l ly w ith municipa lit y pla ns, if the entit y is in 

f ina ncia l distress now a lump sum option versus ta king 

a n a nnuit y may be a n appropriate consideration.
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RISK 15: LOSS OF SPOUSE RISK

The loss of a spouse is a major personal loss, but without planning can also result in a decline 

in economic security.

EXAMPLE

Eric retired at a ge 65 a nd bega n to receive a compa ny pension. To increa se month ly benef its, he chose the single life 

a nnuit y, which cea sed upon his death, cut ting his spouse’s income dra stica l ly a s she no longer had a ny pension income 

a nd Socia l Securit y benef its were reduced a s wel l.

FACTORS

• Societ y of Actua ries sur veys f ind that people do not comprehend the f ina ncia l ma g nitude of a loss of a spouse.

• �Loss of a spouse a lways mea ns a reduction in Socia l Securit y benef its a s the sma l ler benef it that is being pa id cea ses  

vat the death of the f irst spouse.

• The sur v iv ing spouse may not have the knowledge, abi lit y or interest in ma na g ing  f ina nces.

• Women from the baby boom generation cou ld be w idows for a s long a s 15 to 20 yea rs.

• 15% of elderly w idows in pover t y—on ly 4% of couples a re in pover t y.

SOLUTIONS

• �Clea rly pla nning for a solution involves ensuring that income needs a re satisf ied for the sur v iv ing spouse. There a re 

a number of ways to accomplish this, but one fact is sure: both spouses need to be involved in the process of bui lding 

the retirement income pla n. If one of the spouses is not comfor table w ith ma king f ina ncia l decisions, the pla n needs to 

address this issue a s wel l.

• �A nother pa r t of the pla n involves proper estate pla nning to ma ke sure that w i l ls, tr usts a nd benef icia r y desig nations 

have been properly completed to protect the spouse.

• �In terms of the f ina ncia l pla n, there a re number of ways to protect the spouse. One is to ma ke sure that Socia l Securit y 

decisions ma ximize the sur v ivor benef it . A s Socia l Securit y continues to pay the la rger of the t wo benef its, a key 

pla nning strateg y is to defer the la rger benef it to ma ximize the sur v ivor benef it .

• �A nother way to increa se income to the sur v ivor is to choose joint-a nd-sur v ivor options when electing pension benef its. 

Unfor tunately, ma ny elect single life to increa se the benef it . A lso, income a nnuities ca n be purcha sed w ith a joint 

lifetime payout.
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• �Life insura nce ca n prov ide benef its for a sur v ivor. If 

perma nent life insura nce is purcha sed on both lives, 

the death benef it at the f irst death ca n prov ide income 

to the sur v ivor, a nd if more income is needed the ca sh 

va lue on the other policy ca n be used to meet income 

needs. There a re a lso some compa nies sel ling f irst-to-

die policies to meet this t y pe of sur v ivor income need.

• �Continuing to ta ke systematic w ithdrawa ls from the 

retirement por tfolio is a nother strateg y. It ’s impor ta nt 

when set ting up a nd monitoring this pla n that the joint 

lifetime horizon is considered.

• �A contingency f und, set a side to meet the uncer ta int y 

of longev it y, may a lso be ava i lable to meet this need. 

A nother contingency pla n is to use home equit y 

to suppor t the sur v iv ing spouse through a reverse 

mor tga ge or simply by sel ling the home to suppor t 

a lternative housing or ca re needs.

• �Long-term ca re pla nning for the sur v iv ing spouse is 

more critica l, a s she w i l l not have her spouse to ca re for 

her. Some long-term ca re policies a l low couples to pool 

benef its, so if benef its haven’t been used up for the f irst 

spouse to die, they ca n be used by the second spouse.
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RISK 16: UNEXPECTED FINANCIAL RESPONSIBILITY RISK

Many retirees have additional unanticipated expenses during the course of retirement, 

in many cases due to family relationships and obligations.

EXAMPLE

Lisa’s adu lt chi ld, a single mother, loses her job a nd needs a ssista nce. Lisa decides to pay her daughter ’s mor tga ge unti l she 

gets back on her feet. Lisa wa nts to va lidate that she ca n a f ford this ex pense. She does not wa nt to be in the position to help 

her chi ldren ea rly in retirement on ly to become a f ina ncia l burden to her chi ldren later in retirement.

FACTORS

• Si x in ten (62%) a ged 50+ today prov ide f ina ncia l suppor t to fa mi ly members.

• Older adu lts a re concerned about r unning out of money a nd being a burden on their fa mi lies.

• 5.8 mi l lion chi ldren live in g ra ndpa rents’ homes.

SOLUTIONS

• �Fig uring out how much retirees wa nt to help their fa mi lies f ina ncia l ly is a n issue that shou ld be pa r t of the retirement 

income pla nning process—a nd it is critica l to get the perspective of both spouses. How much to g ive, what to g ive, when to 

g ive it a nd who shou ld get it a re a l l questions that need to be a nswered.

• �This needs to be done in the contex t of ba la ncing fa mi ly needs w ith f ina ncia l securit y in retirement. Bui lding a 

susta inable retirement income pla n helps to ma ke it clea rer how much money is ava i lable. A lso, fra ming the issue in terms 

of “g iv ing too much ca n lead to f ina ncia l dependence on chi ldren later ” helps to ma ke the bounda ries clea rer, too.

• �Once these decisions have been made, clients shou ld in ma ny ca ses have conversations w ith fa mi ly members—a nd a n 

adv isor ca n help to faci litate these conversations.

• �Addressing those tr u ly unex pected fa mi ly circumsta nces is not a s ea sy. But here the va lue of hav ing bui lt a clea r 

retirement income pla n that the couple buys into may rea l ly pay of f when hav ing to ma ke quick decisions when the 

unex pected a rises.

• �Second, clients shou ld be encoura ged beforeha nd to reach out to their adv isors when such events a rise. Just ta king the 

time to meet w ith a more dispa ssionate third pa r t y ca n help prov ide some emotiona l dista nce when impor ta nt f ina ncia l 

decisions have to be made.

• �The adv isor ca n a lso help identif y both the shor t-term a nd long-term consequences of decisions. W hat is so dif ferent 

about retirement is that un less going back to work is a n option, resources a re f inite a nd ca nnot be replenished.

• �In a crisis help doesn’t a lways have to mea n f ina ncia l suppor t. Retirees ca n help their adu lt chi ldren a nd g ra ndchi ldren by 

prov iding emotiona l suppor t , help w ith chores a nd have the time a nd dista nce to look for outside resources that ca n help.
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RISK 17: TIMING RISK

Also known as point-in-time risk, timing risk considers the variations in sequences of actual events that 

can have a significant impact on retirement security. There are just some factors outside of your control. 

Depending upon when you retire, you may, for example, face high inflation or low interest rates.

EXAMPLES

• Pat t y retired in 1974. For ever y $1,000 per month of income she needed required $3, 379 25 yea rs later (1999).

• Ma r y Lou retired in 1986. For ever y $1,000 per month she needed required $2,064 25 yea rs later (2011).

• For Ma r y Lou, prices increa sed 206%. For Pat t y, prices over the sa me number of yea rs increa sed 337%!

SOLUTIONS

• �In ma ny ca ses, clients a re not in a position to exer t control over point-in-time risk. The impact of high inf lation a nd 

black swa n ma rket events is a “ luck of the draw ” problem.

• �Adapting to current conditions is a prima r y rea son to work w ith a pla nner who ha s the ski l ls to nav igate cha ng ing 

conditions.

• �You ca n a rg ue that timing risk weighs in favor of addressing retirement needs when you ca n a f ford it . For exa mple, 

if ma rket conditions a re good 5 yea rs prior to retirement , maybe it ’s time to lock into a deferred income a nnuit y to 

eliminate some timing risk.

• It ’s a lso impor ta nt to monitor a pla n reg u la rly so that you ca n adapt to cha ng ing conditions—quick ly.

• �A s w ith the discussion of public policy risk, there a re a number of strateg ies for bui lding in pla nning for uncer ta int y. 

One is bui lding diversif ication in a retirement income pla n, which includes diversif y ing investments, diversif y ing 

income solutions, a nd diversif y ing t y pes of accounts. It is a lso impor ta nt to reta in enough f lexibi lit y a nd liquidit y in 

the pla n to react to cha nges a s wel l. Hav ing a ca sh reser ve prov ides a cushion a nd so does a contingency f und—using 

some of the sa me strateg ies that we discussed before.
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RISK 18: PUBLIC POLICY RISK

An unanticipated change in government policy with regard to tax law and government programs 

such as Medicare and/or Social Security can have a negative impact on retirement security.

EXAMPLES

• �Wa lt ha s saved di ligent ly for retirement on ly to f ind the government ha s adopted “mea ns testing ” a nd he is no longer 

elig ible for cer ta in prog ra ms because his income is too high.

• Kathy, who ha s decided to a ge in place, may be a f fected by sig nif ica nt increa ses in proper t y ta xes.

SOLUTIONS

• �It may not be a ny ea sier to predict cha nges in public policy tha n it is to predict other risks. However, in some ca ses 

there a re politica l or economic rea lities that do foretel l possible cha nges. In this ca se ta king these into consideration 

in the pla nning process ca n be the responsible course of action. W hen projecting Socia l Securit y benef its for a 30 -yea r-

old, for exa mple, it ma kes per fect sense to discount current benef its somewhat.

• �At the sa me time, it ’s impor ta nt to consider whether cha nges w i l l have a ny g ra ndfathering prov isions. A ga in going 

back to Socia l Securit y, in the pa st when cha nges were made to the system, they did not a f fect those in or nea r 

retirement. However, other prov isions, li ke ta x rate cha nges under the federa l income ta x system t y pica l ly do not have 

g ra ndfathering prov isions. A lso, there may be prospective ef fective dates prov iding some pla nning oppor tunities.

• �The role of the adv isor here—a nd a clea r adva nta ge for a client working w ith a n adv isor—is to stay current on policy 

cha nges, pla nning oppor tunities a nd ef fective dates, a nd the impact that the cha nge w i l l have on the pla n.

• �It ’s ha rd to pla n for f uture law cha nges, but there a re severa l options in the ta x a rea . One is to use ta x-free investments 

such a s municipa l bonds so that if ma rg ina l ta x rates increa se that income w i l l not be a f fected. Even bet ter is to use 

Roth IR A s a nd Roth Accounts to get ta x-free g row th—which a l lows the ta x payer to prepay ta xes—locking into current 

rates, in ca se f uture ta x rates increa se. The one caveat here is that if the ta x system cha nges w ith new ta xes added such 

a s a consumption ta x—then the Roth ta x vehicle does not protect a ga inst additiona l ta xes.

• �Adding Roth IR A s a lso creates some ta x diversif ication—prov iding for a hedge if ta x laws cha nge. With uncer ta int y, 

hav ing a combination of ta xable, ta x-deferred a nd ta x-exempt accounts a l lows for bet ter pla nning in times of cha nge. 

You ca n a rg ue that hav ing diversif ication in other ways in a retirement income pla n may prov ide some of that sa me 

protection—for exa mple, hav ing a nnuities, life insura nce, ca sh a nd a diversif ied por tfolio from which systematic 

w ithdrawa ls a re ta ken ca n prov ide a ga inst policy cha nges that a f fect a ny of these resources sepa rately.

• �At the sa me time, it is impor ta nt to reta in enough f lexibi lit y a nd liquidit y in the pla n to react to cha nges a s wel l. 

Hav ing a ca sh reser ve prov ides a cushion a nd so does a contingency f und—using some of the sa me strateg ies that we 

discussed before.
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Most people chose a retirement age based on a traditional age of 65. However, choosing an 
optimum retirement age should consider when income resources are sufficient, and how much 
you value work versus leisure.  The decision is a trade-off of your unique goals, values, and financial 
circumstances and how much uncertainty you can accept.

Factor 1—Calculate your potential retirement income and assess lifestyle needs and wants. 
Look at the bottom line of how much you need to provide a quality lifestyle under the proposed withdrawal strategy.  Take an 
inventory of your existing resources including Social Security, pension income, financial assets, and nonfinancial assets such as your 
house.  Make sure basic expenses are completely covered and then determine a sufficient income beyond that floor. 

Factor 2—Consider life expectancy, future expenditures, and risk of living too long.
Most people seriously underestimate their personal and joint longevity.  The risk of dying broke increases with a long life.

Factor 3—Analyze the financial condition of your investment portfolio.
In your decision, you must consider sequence of returns risk.  The decade before and after retirement is especially important.  You 
should be more hesitant to retire when markets are expected to decline (and vice versa) and if you have pension income.

Factor 4—Evaluate carefully your debts and potential liabilities.
Consider your balance sheet (assets and liabilities); more liabilities mean more repayment risk during retirement.  In order to mini-
mize risk and cash flow issues in retirement, you should extinguish mortgage and other major debt prior to retirement.

Factor 5—Determine the availability of health insurance.
Adequate medical and long-term care insurance is fundamental to minimizing contingent risks.  This is a linchpin decision.  There is 
an incredibly strong link between affordable health insurance coverage and the retirement age choice.

Factor 6—Evaluate the impact of various Social Security claiming age decisions.
It is important to distinguish between the Social Security claiming age and the optimal retirement age.  Realize that the two are not 
inextricably linked.  The Social Security claiming age is a different and separate decision from the retirement age decision.  A delay 
from 62 to 70 will increase benefits by at least 76 percent, and likely more if you keep working those years.

Factor 7—Assess your employer’s (or past employers) retirement plan and features.
Each type of employer plan has unique features that must be examined.  For instance, is the benefit indexed for inflation?  What 
are the survivor benefit options?  Researchers have found that defined-benefit plans tend to have age-related work incentives and 
disincentives, that first encourage work, and then encourage retirement even when it may not be ideal for you.

Factor 8—Examine your future earnings prospects and potential.
Balance the financial benefits of continued work versus the desire for leisure.  When financial benefits such as large salaries or 
deferred compensation are greater, choosing leisure is less attractive. 

Factor 9—Appraise the availability of a phased retirement program.
The potential to work part-time or working elsewhere part-time may influence the choice of a retirement age.

Factor 10—Consider the likelihood of early retirement incentives.
Early retirement incentives are often a tipping point, but long-term financial viability during retirement must also be analyzed. 

Factor 11—Assess the likelihood of your job terminating suddenly and prematurely.
Career planning is inseparable from retirement planning.  Evaluate the industry and employer tendencies.  People will change 
employers or employment positions about 50 percent of the time after their age 50. 

Factor 12—Assess job satisfaction and the effect on you if you’re being constructively retired.
You can find yourself fed up with work or changes in the work environment or you can be constructively evicted from your job by 
an employer creating an intolerable situation so you “can’t take it anymore.”  The positivity effect is as you get older, you have less 
patience for life’s negatives, so you have a greater impulse to just quit.  An emotional decision may be a mistake.

Factor 13—Assess whether you are or will be healthy enough to continue working to a target date.
Poor health has a negative effect on expected retirement age.  About one-fourth of workers retire by their mid-60s due to health 
limitations.  This is much less of a concern for those with higher incomes or better education.

Factor 14—Assess whether your fear of impending health problems may dictate an earlier retirement.
Some people choose a retirement age based on their perception that they only have so many good years left and they want to enjoy 
more time with good health during retirement to fulfill some lifelong goals.  Retiring with good health has a secondary impact of 
requiring extra resources to maximize the use of that additional healthy leisure time.

Key Factors Impacting Retirement Age Choice 

PURPOSEFUL WEALTH MANAGEMENT



Disclosure: Professional Financial Strategies, Inc. is an independent investment advisor registered with the Securities and Exchange Commission. CFP® 
professionals are fiduciaries with a duty of loyalty and care to act in client best interest, and licensed by the Certified Financial Planner Board of Standards.
A printed copy of the Professional Financial’s current disclosure brochure discussing advisory services and fees is available upon request by calling 585.218.9080. If you 
are a Professional Financial client, please remember to contact Professional Financial, in writing, if there are any changes in your personal/financial situation or investment 
objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. 

Paul Byron Hill, MBA, MFP, MSFS, ChFC® 
CEO | Certified Financial Planner™  

Wealth Management Certified Professional™ 

Kam-Lin K. Hill, MBA, ChFC,® CFP®  
Chartered Global Management Accountant 
Accredited Wealth Management Advisor™ 
Professional Financial Strategies, Inc. 
Powder Mill Office Park  
1159 Pittsford-Victor Road, Suite 120  
P. O. Box 999 
Pittsford, NY 14534 
(585) 218-9080  
planning@ProfessionalFinancial.com  
www.ProfessionalFinancial.com

KEY FACTORS IMPACTING RETIREMENT AGE CHOICE

Factor 15—Assess whether you or your family may need to provide caregiving for an aged parent.
Caregiving may require early retirement so that you can “be there” for a loved one.  Caregiving, however, may also require you to 
work longer to pay for the care of a loved one, such as a parent.  Nearly 20 percent of those who left the workforce early did so to 
care for a loved one.  You should prepare for an unexpected “curve ball” that impacts your chosen retirement age.

Factor 16—Evaluate whether you or your family will need to raise grandchildren or care for a special 
needs child.
Grandparenting may require an earlier retirement age to provide care or work until a later retirement age to garner extra 
resources.  Grandparenting is an underrecognized responsibility that affects many older people.  Over 6 percent of children under 
the age of 18 are living in grandparent-headed households.  Special needs children require a lifetime trust arrangement.

Factor 17—Evaluate your ability to adapt to a retirement lifestyle.
Both spouses need to take time to seriously imagine and visualize what the “next phase” of life will look like for many years ahead.  Many 
will try to fill the time with another work project.  Try out what it is like to have a sustained leisure period.  It is hard to “unretire.”

Factor 18—Understand your willingness to work and your desire for leisure.
Tradeoffs of willingness to work and desire for leisure must be carefully balanced for an optimal retirement age.

Factor 19—Balance work satisfaction and retirement satisfaction.
This tradeoff is the emotional component of leisure and work—what you feel about your status and social life.

Factor 20—Assess the identity, fellowship, and status you receive from work.
Retirement may undermine your sense of self-worth and leave you with an enormous sense of loss.  Work is different today than in 
the past.  More highly educated people achieve greater identity and status from work.  That must be replaced with something else.

Factor 21—Examine the level of desire both spouses have to jointly retire.
Often we are not talking about the retirement of only one person; we are talking about the retirement of a couple.  Joint retire-
ment where the husband and wife retire simultaneously is highly desired by many couples since they want to spend more time 
together.  Younger wives may keep older men in the labor force longer than they would otherwise choose to work.

Factor 22—Consider your (and your spouse’s) willingness to compromise on financial and lifestyle goals.
While many think they can do it, will you really sustain reduced spending for a lesser lifestyle?  Stress test life on a reduced budget for 
12 to 18 months prior to the actual retirement target age to see if it is even workable for your joint lifestyle.

Factor 23—Perform stress testing with a Monte Carlo analysis to evaluate levels of retirement success.
Assess whether the “draw-down” strategy will work.  Annuities and longevity insurance increase your guaranteed income.  Your Social 
Security “annuity” may be the best annuity to “buy” by deferral if interest rates continue to remain low.

Factor 24—Get professional help from a specialist to make the most informed retirement decision.
Most people view their retirement age as measured by their actual age. More realistically, you should think about a potential retire-
ment date as a ratio of work to retirement or longevity (not years from birth, but years to death).  A longevity analysis or ratio analysis 
can give a better framework to better decide what is your optimal retirement age decision.
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