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Hello and welcome to Retirement Income Planning.  I’m Ryan Lambert from MetLife Empire Group in Latham, NY.  Let me start off by saying, welcome and congratulations.  The fact that you are all here today is an important step towards helping yourselves prepare for retirement.  I’m sure you’ll agree that freedom in retirement, to do the things that you want to do, starts with income in retirement.





Making the Most of What you Have
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Up until now you may have focused on the accumulation stage of investing. Hopefully, you have been part of a retirement plan and have been saving as much as you can.  Over the next (XX) minutes or so, we will go over the retirement income planning process.  In other words, what you need to do to make the most of what you have to make your money last-which is especially important as you get closer to retirement.



Today’s Agenda

Retirement Income Planning

Retirement Risks
• Longevity
• Overspending
• Inflation
• Market timing
• Healthcare and unexpected expenses

Retirement Income Planning Process

3

Presenter
Presentation Notes
Let’s quickly review our agenda today. 

Retirement income planning essentially means turning assets into income that lasts as long as you do while protecting that money against risks.  These are sometimes called the risks of retirement.  We will go over each one of these because understanding and managing these risks is critical to ensuring a comfortable retirement.  If you are near to retirement, or not that close, this information can help you minimize their impact on your future retirement assets.  

What’s important is that you are here today because it’s critical for you to be knowledgeable about money so you can make informed investment decisions.   Today more than ever, the choices you make can have a big impact on the financial security of you and your family.




Today’s Agenda

Retirement Income Planning

What would you like to get out of today’s session?
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Now I would just like to turn the tables for a moment and ask you, what would you like to get out of today’s session? 
That’s a great list.  Hopefully, we will cover all of this and address any concerns you may have.  Now, let’s get started.




Retirement Risk

What is the greatest risk retirees face today? 
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Does anyone here know what the greatest risk retirees face today?  




Retirement Risk 1: Longevity 

Retirement Income Planning

Nearly half of investors fear they will outlive their 
savings*

*The Washington Post, Nearly Half of Americans Haven’t Planned how Much They Need to Retire, October, 2014
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The answer (as some of you guessed) is longevity.  It is probably the one single greatest risk retiree’s face today- the risk of outliving their retirement assets. Thanks to medical advances and a healthier lifestyle, you may have a longer retirement than you think! You may even spend as many years in retirement as you did working. But what are the odds? 




Retirement Risk 1: Longevity 

Retirement Income Planning

Male: age 65, 
has a 50% 
chance of 
living to age 85

Couple: both age 65, have a 
50% chance of at least one 
person living to age 92

Female: age 65, 
has a 50% 
chance of living 
to age 88

Source: Annuity 2000 Mortality Table, Society of Actuaries

Living Beyond the Average
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Let’s take a look. A 65-year-old male has a 50% possibility of living to age 85 and a 25% possibility of living to age 92.  A female can add three years to age 88.

And today’s 65-year-old couples? Count on at least one partner having a 50-50 chance of living until age 92 and a 25% chance of living until age 97. 

While we can’t predict exactly how long we will live, we do know that if people are living longer and spending more time in retirement.  So if you haven’t created a plan to make sure your assets last as long as you live, then you need to consider longevity a risk to your retirement.



Retirement Risk 2:  Overspending

Initial 
withdrawal 

rate

Years Income Will Last

90% probability of success
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4.00% 

Source: T. Rowe Price Associates, Inc., 2008. The Monte Carlo simulation used in this example assumes the following: The dollar amount of withdrawals is 
increased at a rate of 3% per year to account for inflation (historical average from 1926-2006 is 3.07%); the behavior of the hypothetical asset portfolio is based on 
historical data from Ibbotson Associates: Stock analysis is based on the S&P 500 Composite index. Bond analysis is based on a US Long Term Corporate Bond 
index. This example uses a hypothetical 60% stock, 40% bond portfolio and the effect 3% inflation-adjusted withdrawal rates have on the end value of the portfolio. 
We used 5,000 scenarios based on historical averages within the period from 1926 to 2006 to determine how a portfolio might have performed. We reduced the 
annual performance of the stocks by 1.09%, which we believe is a reasonable assumption for the average fund expenses for equity mutual funds. We reduced the 
annual performance of the bonds by 0.72%, which we believe is a reasonable assumption for the average fund expenses for bond mutual funds. 

You may not be able to take out as much 
of your investments as you thinkKey Take Away

Retirement Income Planning
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Our next retirement risk is overspending.
You will need to consider the rate at which you will be withdrawing and spending your money.  During your retirement, or what we call the distribution phase, you are likely going to be withdrawing income from the assets you are accumulating now. You need to think about how much you withdraw to make sure you have enough. The rate at which you draw down your retirement savings has a profound effect on whether you’ll outlive your money. 
You may not be able to take out as much of your investments as you think. Many professionals recommend taking 4% a year as a maximum. Why 4%? Because as you can see on the orange bar on the slide, there is a 90% probability that a 65-year-old taking 4% withdrawals from this hypothetical portfolio will be able to draw on the money for 30 years. If the withdrawal rate is increased to 6.5%, there’s a 90% probability that the income generated will last only 17 years. 
What does this mean for you?  You may not be able to spend as much as you think in retirement.

(Optional: How did we get these numbers? By using a financial modeling tool called a Monte Carlo Simulation. Does anyone know what that is? 
A Monte Carlo Simulation is an analysis tool that incorporates volatility (ups and downs of the market returns) and other variables into a calculation. In this case, the Monte Carlo runs numerous simulations including a combination of good and bad years of various lengths and intensities to measure the likelihood that a selected level of annual withdrawals from the hypothetical asset portfolio will last until certain future ages. The number of times a strategy succeeds — meaning that the portfolio has an ending asset balance greater than $0 in the target year — is its simulated success rate. As we just saw, a 4% withdrawal would have a 90% success rate of lasting 30 years. If we want the same 90% success rate over a shorter period, we can take more out — assuming we’re confident that we won’t need the money longer than that shorter time period.)



Retirement Risk 2: Overspending 

Retirement Income Planning
Retirement Income Planning
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When we are retired and drawing down money, we still have to continue investing. But our investment strategy is different during this phase.  
Does everyone here know what Asset Allocations is?  Asset allocation involves dividing an investment portfolio among different asset categories, such as stocks, bonds, and cash. The process of determining which mix of assets to hold in your portfolio is a very personal one based on your risk tolerance and time horizon. 

Now, let’s see how asset allocation, when combined with the withdrawal rate we just spoke about, can affect the chances of your money lasting for 30 years. 

In this example, we’ve decided to take the recommended 4% a year. However, that’s with a moderate asset allocation. With a 100% stock portfolio, that 90% chance is reduced to 83%. 

What does this tell us? 

That the conventional wisdom of investing conservatively when you retire may not work and may not give you the best chance of making your money last. 



Retirement Risk 3:  Inflation
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How much will things cost in the future?
12 oz Box of 
Corn Flakes 

$.62

1 AAA, December 11, 2014, National Average Regular.
2 MotleyFool.com 3/2014
3 Staples.com 1/2014

1 Gallon of Gas 
$1.25

12 oz Box of 
Corn Flakes 

$4.33³

Car
$6,379 

Car
$32,086² 

1 Gallon of Gas 
$2.62¹

In 1980…

Now…
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Just like we can’t predict how long we will live, it’s also impossible to predict how much things will cost in the future.  Inflation erodes savings and over time, inflation can eat away at your purchasing power.
Look at the average price of a new car or your breakfast cereal.
You need to have investments which will outpace inflation or else you will erode the value of your assets.  This point is especially important in today’s low interest rate environment.  Too many times I see pre-retirees and retirees make the mistake of selling all their equities and moving all of their assets to CDs or the equivalent, which generally do not keep up with inflation.




Retirement Risk 3: Inflation

Retirement Income Planning

$2,000 today = $580.01 in 35 years*

*Assumes a 3.6% inflation rate
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Here’s another way to think about inflation. We know there is a 50% chance that at least one member of a newly retired couple (age 65) will live to age 90.  Therefore, if a retiree starts receiving a pension check or other distribution of $2000 per month, and this payment is never adjusted for inflation, than at age 90, that same $2000 will buy less than $580 worth of goods and services, assuming a 3.6% inflation rate. That’s a pretty scary number.  Again, that’s why it's so important to consider investments that will outpace inflation. 




Retirement Risk 4:  Market Timing
Hypothetical example of market returns in a different sequence

Retirement Income Planning

Both start 
with $250,000 
and withdraw 

$12,500 per year 
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Now we’ll move onto retirement risk number four- market timing.  It’s really important that you understand that market performance has a more dramatic affect when you’re ready to retire than it did when you were accumulating assets. Don’t be scared off by this complicated chart- it’s really an important point and I will walk you through it. 

In both scenarios, each investor started with $250,000 as we can see at the top- and both, upon retirement, had identical withdrawals of $12,500 per year, third column, and an average annual rate of return of 3.7 %. But look what happens when the negative returns occur in years 8, 9, and 10 as opposed to the graph on the right where they occur in years 1, 2, and 3. Let’s look at the differences in year 10-$251,132 vs. $133,933.  That’s a difference of over $117,000 ($117,199)  
So what can we conclude from this?



Retirement Risk 4:  Market Timing

Retirement Income Planning

Retiring in a bear or down market can have a major 

impact on your assets and income sustainability

13

Presenter
Presentation Notes
Retiring in a bear market can have a major impact on your assets and income sustainability.  The years just before and after retirement is when a retiree’s accumulated assets are most sensitive to losses from poor market returns. This is when you typically have the most money to lose.  Negative returns during this period could cause a significant reduction in your retirement savings.  A product that offers stable guaranteed income, regardless of what the market does, can help you prepare against this risk.
We cannot control the timing of a bear market, the length of your retirement years or the rate of inflation.  But you can help mitigate these risks with a proper product allocation strategy which includes systematic withdrawals from traditional investments and variable annuities with guaranteed living benefits and Income annuities.  
Your investment mix needs to at least keep up with inflation and help you through periods of market volatility.  It is important to work with a professional to select an appropriate product allocation strategy that can help you sustain your retirement income for life. Your approach to retirement and how you invest should be unique to your own financial goals.  
A product allocation strategy can help you prepare for external factors that are beyond your control.  For example, a market downturn at the wrong time can significantly reduce your retirement savings.  The years right before and right after retirement, your money is most susceptible to market risk.  



Retirement Risk 5

What is likely to be one your largest and most 

unpredictable retirement expenses?  
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As we move onto our final retirement risk- number five- let me ask, what is likely to be one of your largest and most unpredictable retirement expenses?




Retirement Risk 5:  Health care and unexpected 
expenses

Retirement Income Planning

A 65 year-old couple
is estimated to need 
$240,000*  to cover 
medical expenses 
throughout retirement

*5/9/2012  Fidelity Investments®.  Assumes retirement in 2012.  The estimate does not include any costs associated with nursing-home care and applies to 
retirees with traditional Medicare insurance coverage.
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(As many of you said) Health care is likely to be one of your largest and most unpredictable retirement expenses.  It’s difficult to determine what conditions you may have or how much care you may need and when.  Unfortunately, today’s workers must understand that the cost of health care is expected to continue rising significantly in future years. 
 
Medicare, the federal health insurance program begins at age 65.  There are two parts to this program- one is managed by the government and the other is provided by private insurance companies.  You will want to make sure you understand each of these programs.



Retirement Risk 5:  Health care and unexpected 
expenses

Retirement Income Planning

Without appropriate planning long term care 
services can potentially deplete you income and 
savings, even before you retire
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One example of unexpected expenses is long-term care. It’s easy to say long-term care is something we won’t have to face. However, the fact is the older you are, the greater likelihood you’ll need long term care services.

Without appropriate planning, long-term care services can potentially deplete your income and savings, even before you retire. There are many ways to pay for long term care which I can discuss with you in a personal one-on-one consultation. I did just want to make you are aware of it.  

Now that we have covered the five retirement risks how can we manage them?  By starting with a plan!




Retirement income planning process 

Retirement Income Planning

How do you create a retirement income strategy
that will pay for the retirement lifestyle you want to
live?
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And to begin that plan let’s start talking about income and get right to the “million dollar question.” How do you create a retirement income strategy that’s going to pay for the retirement lifestyle you want to live? 
The answer is with a systematic approach to determining how to turn your savings into income. Let’s look at these four steps of how to do this.




Retirement income planning process

Retirement Income Planning
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retirement
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First, determine your retirement goals.

Second, how much will your retirement actually cost? What will your expenses be? How will they change over time? 

Third, where will the income to pay these expenses come from? 

And fourth, how do your sources of income and projected expenses match up? Is there a gap, and, if so, how much? Finally, if you do have a gap, how will you close it? 

Now, let’s review this process step by step.
 
 




Retirement Income Planning Process

Retirement Income Planning

1.  What’s your vision of retirement?
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We just spoke about this a bit.  Take some time to think about what you want your retirement to look like. Think about the age at which you think you might retire where you’ll want to live and what you want to do.  This exercise can really help you articulate what you want and in turn, what you will have to do to achieve it. 




Retirement Income Planning

Retirement Income Planning Process

2.  How much will your retirement actually 
cost you?
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You need to think about how much your retirement will actually cost.  The best way to answer this question is to track your current expenses. This was an important first step in determining how much you’ll need in retirement. 


Once you list your expenses you can categorize them as “needs and wants.”  

Most people, once they go through this exercise, realize that they may be spending more than they originally thought they would in retirement.




Retirement Income Planning Process

Retirement Income Planning

3.  Where will the income to pay these expenses 
come from?
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The third step in the planning process is the determining where will the income come from to pay for these expenses.  Well, the answer is- that depends.  There are two types of income sources. Your “needs”, such as utilities and groceries, should be covered with income sources that will last a lifetime and your “wants”, such as a trip to Australia, should be covered with more flexible income sources. 
Why? 
Because most of your “needs” will last a lifetime. Your guaranteed income sources should as well. Your “wants” will change over time. In fact, they may be one-time events, such as that trip to Austrailia. Does this make sense to everybody?



Retirement Income Planning Process

Retirement Income Planning

Where will the income to pay these expenses come from?

Dependable income sources:
• Social Security
• Defined benefit or pension plan

Creating additional dependable income 
sources:
• CD/Bond ladders
• Annuities
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A big part of your retirement plan should include knowing your potential sources of income and figuring out how they fit in your overall income strategy. What is dependable income and what are some common dependable income sources? Dependable income is that which will come to you on a regular basis and with minimal risk. Social Security and any Defined Benefit or Pension plan. 

Certain types of fixed income ladders and deferred or immediate annuities would also be considered dependable income.  Basically, it’s as the name implies-dependable income.




Retirement Income Planning Process

Retirement Income Planning

Where will the income to pay these expenses come from?

Flexible income sources:
• Tax-deferred savings – 401(k), 

403(b), IRAs, SEPs
• Savings bonds
• Annuities
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As we just discussed, your “needs” should be covered with income sources that will last a lifetime. Your “wants” should be covered with more flexible or other income sources. 

What are some flexible income sources? Some of the most common are the tax-deferred savings — such as 401(k), 403(b), 457 plans, traditional or simple IRAs, SEPs and some savings bonds and annuities. 




Retirement Income Planning Process

Retirement Income Planning

4.  How do your sources of income and 
projected expenses match up?
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That brings us to our final step. When all is said and done, what if you find you still need more income than your assets can provide to cover your “wants”? What if you still have an income gap? 




Retirement Income Planning Process

Retirement Income Planning

Work Longer Spend Less

Extend your career

Work part-time

Start a new business

Minimize expenses

Downsize your home

Move

Or...consider converting some of your 
personal savings to dependable income 
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You have options. You could work longer or work part-time. It has been said, 75 is the new 68! Whether it’s continuing in a job you love doing, or finding a new job that you can love doing and continuing to earn a paycheck. Not only does this avoid dipping into your resources right away, but almost everything gets to continue to grow — your investments, your Social Security benefit if you delay electing it, even your employer’s retirement plans. And as long as you have earned income, you can continue to make pre-tax contributions into an employer’s retirement plan or your own IRA (up to age 70½). Or, if you are able, you may want to start your own business.
Of course, if continuing to work isn’t in the cards for you, another option is to consider trimming down your expenses. You might consider:
Downsizing your home. It’s not just the mortgage that you have to pay each month. It’s also utilities that are roughly proportional to the size of the home. Gardening can become a burden, as can the other inevitable maintenance costs of home living. Maybe a smaller house or apartment be a better situation.
 If you’re going to move, consider a more tax-friendly or lower-cost-of-living location. East Coast and West Coast taxes are high — as is the cost of living. Those in winter snow country might welcome the opportunity to retire the snow shovel and achieve a lower cost of living.
You may also consider converting some of your personal savings to dependable income. We are going to spend some time now talking about how to do that.
 

 



Retirement Income Planning Process

Retirement Income Planning

Turn personal savings into income

• Systematic withdrawals

• Annuitization
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As I mentioned before, you can create income from your assets- some income may be guaranteed and other types will not be. Of course, you will always want to consider your personal objectives and situation to better determine the right balance for you. For that reason, let me first explain the two ways to turn your personal savings into income. You can either take systematic withdrawals, or annuitize your assets.   

Who here has heard those terms before, but perhaps not quite sure what they mean?  Well, no need to worry, I will explain them in plain English.

A systematic withdrawal is taking a certain amount of money at a time out of your assets to provide a steady stream of income, with no assurance that the money will last as long as you live. How long it will take until your money runs out depends on how you invest it and how much you take out each year.

With annuitization, on the other hand, you can turn your personal savings into a dependable income source through the use of an annuity. When you’re ready to retire, an annuity can provide guaranteed lifetime income for you, for you and your spouse,  or for a certain period of time. Do you know how you can really see the difference between systematic withdrawals and annuitized assets? By looking at how each reacts to the risks we spoke about earlier. 




Systematic withdrawals create flexible income

Retirement Income Planning

How long your assets last depends on your 
withdrawal rate and the size of your nest egg

You choose your investments and control your 
withdrawal rate, but they can be affected 
by market volatility

You can increase your withdrawal rate to deal with 
a loss of purchasing power for as long as your 
nest egg lasts

You have liquidity to deal with unplanned events 
for as long as your nest egg lasts

Longevity

Inflation

The Unexpected

Overspending and
Timing Risk
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Let’s look at how systematic withdrawals can help protect against the five key retirement risks we covered earlier.  Remember, a systematic withdrawal is taking a certain amount of money at a time out of your assets to provide a steady stream of income. Systematic withdrawals do not offer any protection against longevity. How long your assets last depends on your withdrawal rate and the size of your nest egg. 

But systematically withdrawn assets do help protect your nest egg against inflation or the unexpected. You can increase your withdrawal rate each year to deal with a loss of purchasing power, for as long as your nest egg lasts, of course. And if an unplanned expense comes up, you have the flexibility to deal with it. 




Annuitization creates dependable income

Retirement Income Planning

Provides guaranteed income that can last 
a lifetime*

Market conditions have no effect on your 
dependable, consistent payments

Often does not provide inflation adjustment to 
dependable income

While you have guaranteed monthly income, 
generally there is limited or no flexibility

Longevity

Inflation

The Unexpected

Overspending and 
Timing Risk

*All guarantees are based upon the financial strength and claims-paying ability 
of the issuing insurance company. 

28

Presenter
Presentation Notes
As we just did with systematic withdrawals, let’s look at how Annuitization can help protect against the five key retirement risks we spoke about earlier.
Annuitization can provide a lifetime income guarantee, no matter how long you live. All guarantees are based upon the financial strength and claims-paying ability of the issuing insurance company. 
But annuitized assets do not help protect your nest egg against inflation or the unexpected. In many cases, except for a product called an “inflation adjusted “SPIA,” annuity payments do not adjust for inflation. And while you have guaranteed monthly income, generally there is limited or no liquidity.

How do these two ways of turning assets into income stack up in dollars and cents? 




Flexible / Dependable 
Systematic withdrawals vs Income Annuity

Retirement Income Planning

Hypothetical example:
You have $500,000 savings available for retirement 
You need $55,000 per year to cover retirement expenses
You have $37,000 of dependable income ($27,000 social security + $10,000 

pension)
You need to create $18,000 per year

Systematic withdrawal
from savings

Annuity
Joint & survivor payout once 

annuitization is elected

Full flexibility Full dependability

No dependability No flexibility

Guarantees based on financial strength and claims paying ability of the issuing insurance company. 
Illustration does not take into account any taxes or fees which will reduce cash payments.
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This example illustrates the importance of finding the right mix of dependable and flexible income sources. In this example, the numbers aren’t really important. What is important is that we assume that each of these investments offer the possibility of reaching the $18,000 needed. Systematic withdrawals might get you there with full access to your assets, but with no guarantees to last as long as you do. An annuity could also get you to that point with a stream of income that will last your lifetime, but you won’t have access to your cash value should the need arise. Since this is a hypothetical example and is only for illustrative purposes, you will have to find the right mix that works best for you. A portfolio that you are comfortable with.

Both options cover the need to create $18,000 per year in income, but each with varying degrees of dependability and flexibility.
 




Taking a Middle Road Approach

Retirement Income Planning

Annuities

Traditional Investments

Full flexibility Full dependability

No dependability No flexibility

Hypothetical example shown for illustrative purposes only.
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But another option is to create a balance of flexibility and dependability- a middle of the road approach.

In this hypothetical example, you have an approach that attempts to balance income between the flexibility of having access to your funds and the dependability of having a lifetime income stream. Even when you choose to have a guaranteed income stream, there are different ways to approach it — you may choose from a variety of annuities. 

Your personal goals and financial situation will determine what is best for you, which is why it is important to plan your path carefully.




• Your “needs” in retirement should be covered by income 
sources that last a lifetime

• Determining the income allocation that’s best for you will 
help you cover both your “wants” and “needs”

• Retirement income planning is no easy feat, however, 
there is a process to help get you there

Retirement Income Planning

Today’s Takeaways!
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As we end our time together, these are the key takeaways from today's workshop. 
Your “needs” in retirement should be covered by income sources that last a lifetime 
Determining the income allocation that’s best for you will help you cover both your “wants” and “needs”
Retirement income planning is no easy feat, however, there is a process to help get you there






Today’s Agenda

Retirement Income Planning

What would you like to get out of today’s session?
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As we conclude our workshop here today, I would like to go back to where we started.  Let’s review our list and see if we covered everything here today.




Retirement Income Planning

Retirement Income Planning

Questions?
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In closing, I know your time is valuable and I thank you for participating in this Retirement Income Planning workshop.  My job is to educate you and I hope you feel your time was well spent.  If you would like more information on any of the topics covered today, or want to discuss your personal situation, I am always available for a one-on-one consultation.  There is no cost and you are under no obligation to do business with me.  Again, thank you. 

Now I will be happy to take any questions.




Important Information

Retirement Income Planning

MetLife does not provide tax or legal advice. Please consult your tax advisor or 
attorney for such guidance.

Any discussion of taxes is for general informational purposes only, does not 
purport to be complete or cover every situation, and should not be construed as 
legal, tax or accounting advice. Clients should confer with their qualified legal, 
tax and accounting advisors as appropriate. 

Metropolitan Life Insurance Company (MLIC), New York, NY 10166. Securities 
products offered by MetLife Securities, Inc. (MSI) (member FINRA/SIPC), 1095 
Avenue of the Americas, New York, NY 10036. MLIC and MSI are MetLife 
companies.
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