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Strateses for Age-Appropriate
Retirement Planning

uccessful  ret i rement planning cal ls for insight
into the at t i tudes and emotional  stabi l i ty of  our
cl ients,  as wel l  as the number crunching act iv i ty

re lated to measur ing progress.
Client attitudes on retirement run the gamut, from

concerns there will never be sufficient Iiquid assets to
feel comfortable, to the opposite extreme, unfounded
conf idence that the amassed assets will somehow suffice,
rega rd I ess of futu re events. Th e extremes n otw i th sta n d i n g,
individual retirement plans should be based on realistic
attitudes a nd i nvestment expectati on s. Com p I i cati ng that
objective are the attitudinal differences evident among
various age groups. Let's segregate them as:
r  Beg in  ners
r Midstream Savers
r  P re -Re t i rementP lanners
r Active Retirees

Beginners entering today's workplace are conflicted
about saving for ret irement. They are typical ly at their
lowest earning level, have personal debts that represent
a signif icant percentage of their income, and suffer
heavy demands on disposable income for housing, Stu-
dent loans, family needs and the l ike. Beginners would
do well  to establ ish annual saving goals, with attention
to balancing qual i f ied and non-qual i f ied savings.

Midstream savers are no less confl icted. The de-
mands of  housing,  ch i ldcare expenses and col lege
sav ings  fo r  the i r  ch i ld ren  o f ten  compromise  the i r
d i sposab le  income.

Those approaching ret irement are most concerned
about asset conservation, extended l i fe expectancy
and  d is t r i bu t ion  p lann ing .
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Active retirees are usually concerned about asset
protection, inflation, rising medical costs, estate plan-
n ing and main ta in ing the i r  independence.

Beginners
Sett ing goals is the f i rst  step on the f inancial  inde-
pendence ladder.  lnevi tably,  there are mult ip le goals,
some of which may be in conf l ict ,  so i t  is  important
to al locate the appropr iate port ion of  disposable
income to savings. The need to ret i re credi t  card
ba lances,  s tudent  loans or  o ther  ob l igat ions may
conf l ic t  w i th  sav ings ob jec t ives.  Beginners  must
learn that debt represents negative savings. Reducing
debt is a pr ior i ty that provides a sol id foundat ion for
future saving and helps rel ieve the emotional  stress
often associated with outstanding debt. Beginners
deal ing with col lege loans or credi t  card debts are
analogous to someone treading water whi le f ight ing
off  sharks. Debt rel ief  is the equivalent of  escaping
the sharks, gett ing back to the beach and f inding
h igher  ground.

Beginners rarely understand fundamental  issues,
such as dol lar cost averaging, asset al locat ion, re-
balancing and the power of starting savings patterns
early; but they need to. Basic savings of 3 percent
to 5 percent of gross income may be appropriate
as a starting strategy en route to an ideal goal of
15 percent .  Conf l ic t ing pr ior i t ies  might  make th is
burdensome,  but  adopt ing the sav ings d isc ip l ine
early on helps. The ear ly start  provides a longer t ime
horizon and supports a more aggressive equity-based
asset al locat ion. A r isk tolerance quest ionnaire can
be an important tool  in guiding investment select ion
for ret i rement planning. Surpr is ingly,  younger plan
participants often specify heavy fixed income con-
centrations, allocations that seem overly conservative
given their  t ime hor izon.
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Strategies fbr Age-Appropri;rte Retirement Pianning

Risk tolerance, past experiences,
and a realistic understanding of the
client expectations are essential for
a successful working relationship.

Midstream Savers

The Economic Crowth and Tax Rel ief  Reconci l ia-
t ion Act of  2001 (ECTRRA) P.L. 107-16, provides a
wonderful  opportuni ty for both the f inancial  services
industry and qual i f ied plan part ic ipants to embrace
portabil i ty and transferabil i ty for various defined con-
tr ibut ion plans, such as IRA's,  4038's and 401 K's.  The
legislation supports the shift to self-funding retirement
plans, employment mobi l i ty and the opportuni ty for
employees to manage their assets.

Here is an example. A new part ic ipant in a qual i f ied
plan recent ly asked me how to deal wi th his $25,000
credi t  card burden. l t  was impeding his abi l i ty to
contr ibute to his 401 K plan. Upon further inquiry,  I
learned he had an account balance of $40,000 in a
pr ior  IRA p lan.  I  suggested
by  coord ina t ing  an  ins t i -
tu t ional  ro l lover  f rom the
IRA to the current  401 K
and tak ing a loan f rom the
active plan-50 percent of
h is  $45,ooo balance-he
c o u l d  a c c o m p l i s h  t h r e e

Pre - reti_re m e nt Pl ann e rs,

There are three strategies appropriate for this group.
The f i rst  deals with part ic ipants el ig ible for distr i -

but ions from def ined benef i t  pensions or structured
distr ibut ions that of fer l i fet ime benef i t  payments.
These typ ica l ly  prov ide a  prescr ibed d is t r ibut ion
option for the retiree and a lower benefit to be paid
in the event of  a jo int  and survivor distr ibut ion. The
survivorship factor can substant ial ly reduce the re-
t i ree's distr ibut ion. l t  might make sense to consider
the use of a l i fe insurance policy to provide the capital
for the survivorship cont ingency in l ieu of  a reduced
benef i t  f rom the pension plan. l t 's  advisable to evalu-
ate this strategy as far in advance of retirement as
poss ib le  s ince the insurance cost  w i l l  be  lower  and

t h e  I i k e l i h o o d  o f  i n s u  r -
abi  l i ty higher.  The pension
max im iza t i on  s t ra tegY
uses l i fe insurance to pro-
vide a spousal benef i t  in
the event of death before
life expectancy.

An t i c i pa ted  l ongev i tY
and insurabi l i ty for the an-f  i n a n c i a l  p r i o r i t i e s :  P a y

lower in terest  on the debt  to  h is  p lan,  improve h is

personal credit score and exercise greater control

over  a l l  h is  ret i rement  assets.
A couple enro l led in  a 401 K quest ioned whether

they would be better off  with a Roth lRA. Aside from

t h e  R o t h  I R A  i n c o m e  l i m i t a t i o n  f o r  d u a l - i n c o m e
househo lds  earn ing  more  than  $160 ,000 ,  add ing  a

Roth account to their current ret irement plan al lowed

the couple to treat some of their deferral as a tax-free

dis t r ibut ion at  ret i rement .  This  was an important  d is-

t inct ion because they had very l i t t le  non-qual i f ied

sav ings  acc ru ing  fo r  more  favorab le  income tax

dis t r ibut ions dur ing ret i  rement .
T o d a y ' s  i n t e r n e t - b a s e d  r e t i r e m e n t  p l a t f o r m s

provide easy access to plan balance, year to date

per formance,  and the abi l i ty  to  d i rect  changes for

both present  posi t ions and future contr ibut ions.  This

suppor ts  a wonderfu l  oppor tuni ty  for  se l f  d i rect ion.

And because c l ients  tend to make changes,  the r isk

assessment questionnaire is useful during every stage

of wealth accumulation as a tool for portfol io assess-

ment and review. Retirement portfol io assessment

and rev iew should not  be a s tat ic  process.  As c l ients

travel along the path towards eventual ret irement,

they need to per iod ica l ly  check in  and be assured

they are on track for success.

.*,,$

nui tant  are prerequis i tes for  th is  s t rategy.  One of  our

cl ients worked at a Federal inst i tut ion and was el igible

to ret ire at age 55. When she was 50, we reviewed

her  d is t r i bu t ion  op t ions  and  rea l i zed  the re  was  a

roughly 25 percent  reduct ion in  the in i t ia l  benef i t

payment  at  age 55,  p lus a fur ther  benef i t  reduct ion

of  3B percent  for  a surv iv ing spouse in  the event  the

annui tant  d ied premature ly .  We considered having

the  annu i tan t  buy  a  $500 ,000  l i f e  insurance  po l i cy  to

prov ide spousal  benef i ts  in  l ieu of  the surv ivor  opt ion.

The cost  of  the insurance was approx imate ly  1 0 per-

cent  of  the employer 's  in i t ia l  benef i t  payment  so the

couple received roughly  15 percent  greater  income

than prov ided by the spousal  benef i t .  l f  the spouse

does not  surv ive the annui tant ,  there are addi t ional

fami ly  benef i ts  prov ided by the l i fe  insurance.
The second st rategy involves prov id ing suf f ic ient

l i f e  i nsurance  coverage  to  ensure  qua l i f i ed  funds

cont inue to be deferred,  i f  des i red,  unt i l  the Required

Min imum D is t r ibu t ion  (RMD)  age .
Many f inancia l  p lanners suggest  that  the process

of  weal th accumulat ion d imin ishes the need for  l i fe

insurance as c l ients  approach ret i rement .  I  suggest

that  cont inu i ty  of  l i fe  insurance,  par t icu lar ly  term

insurance in to the 70 's ,  prov ides a surv ivors 'cushion '
In  the event  of  death,  the decedent 's  qual i f ied funds



can cont inue to be deferred in to the ZO's unt i l  the
RMD per iod begins for  the surv iv ing spouse.  Recent
calcu lat ions by our  organizat ion suggest  a 6.5 per-
cent growth rate and the RMD withdrawal permits a
qual i f ied balance to cont inue to grow in va lue in to
the late 70's.

The th i rd s t rategy deals  wi th look ing in to the "win-
dow of  weal th"  accumulat ion.  Consider  the graphic
below, which categorizes the assets of a typical cl ient.
The assets in  the upper  panels  represent  l iqu id i ty  for
ret i rement ,  and may produce three types of  income:
ord inary,  capi ta l  ga ins and tax- f ree income. A c lear
ind icator  of  the net  income dis t r ibut ion avai lab le at
an anticipated ret irement date can be projected from
the target values and related income contr ibuted by
each sector.

Figure I

A  60  year -o ld  c l i en t  o f  ou rs  had  accumu la ted
rough ly  $1 ,500 ,000  in  non-qua l i f i ed  wea l th  ( inc lud -
ing  a  $200 ,000  non-qua l i f i ed  annu i t y ) ,  $500 ,000  in
qual i f ied p lan assets and a home valued at  $800,000.
Ant ic ipated ret i rement  age was 63;  ant ic ipated an-
nual  ret i rement  income was $90,000.  We suggested
the c l ient  cont inue to defer  funds in to the 401 K p lan,
and take a ten year  d is t r ibut ion f rom the annui ty  at
age 63 to permi t  the IRA to grow and a lso enable
the c l ient  to  take par t  o f  the annui ty  basis  as ret i re-
ment  income under  the  exc lus ion  a l lowance  fo r  tax
f ree income.

Active Retirees
The act ive ret i ree designat ion may be mis leading.
People increasingly  sh i f t  in to new careers at  ear l ier
ages and the o ld wor ld v is ion of  ret i rement  may be
inappropriate for people in their 50's today.

Many ret i rees have accumulated non-qual i f ied tax
deferred annui t ies as a p iece of  the i r  f inancia l  prof i le .
These investments were useful tax deferrals in the
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highest  income earn ing years,  and as a supplement
to lRl(s, 401 k's or defined contr ibution plans, part icu-
lar ly  pr ior  to  the ECTRRA enhancements for  qual i f ied
plans in  200' l  .  However ,  the inc idence of  ord inary
income taxat ion upon d is t r ibut ion or  in  the event  of
death should s ignal  a  reminder that these inst ruments
can  p rov ide  an  op t ima l  ro le  in  d i s t r i bu t ion  p lann ing .
In cases where there is a long term deferred gain, the
best  case scenar io wi th many insurers is  a f ive year
d is t r ibut ion in  the event  of  death.

ln  one case,  a long term deferred gain amounted
to severa l  hundred thousand dol lars .  We advised the
cl ient  to  conver t  the deferred annui ty  to  a 10 year
cer ta in immediate annui ty ,  a l lowing the gain to  be
amort ized for ordinary income taxation over a 10 year
per iod.  The net  d is t r ibut ion was then d i rected in to a
brokerage account  for  fu ture capi ta l  ga ins purposes
or  for  immediate income as needed.  This  s t rategy
prov ided important  f lex ib i l i ty  whi le  suppor t ing estate
tax  p lann ing  and  o rd ina ry  income tax  p lann ing .

lmmediate annui t ies may prov ide addi t ional  estate
tax  p lann ing  oppor tun i t i es .

A cl ient wanted to provide a series of gif ts to her
grandchi ldren.  Her  desi re was to assure a s t ream
of  income,  insu la ted  f rom marke t  i ns tab i l i t y  and
cer ta in in  the event  of  her  death.  ln  th is  case,  a ten
year  cer ta in annui ty  was ut i l ized to prov ide funding
for  educat ion.

lmmed ia te  annu i t i es  p rov ide  a  re tu rn  o f  p r inc i -
pal  and in terest  payments f rom the balance of  the
investment .  The return of  pr inc ipal  por t ion is  of ten
overlooked as a tax-free distr ibution that, when coor-
d inated wi th ord inary income sources,  may suppor t
the ret i ree wi th a h igher  net  income. This  concept
shou ld  be  pursued  w i th  the  ass is tance  o f  the  c l i -
ents '  tax advisor .  The goals  for  d is t r ibut ion p lanning
should seek to maximize both ret iree net income,
as wel l  as deferra l  for  qual i f ied funds to suppor t  tax
favored growth and prov ide unl imi ted f lex ib i l i ty .  A
good  ru le  o f  thumb i s  tha t  immed ia te  annu i t i es  be
l imi ted to be no more than 25 percent  of  an invest-
ment portfol io.

Leverage may be a su i tab le concept  for  c l ients
wi th a favorable r isk to lerance.  A good example is
real estate ownership, where a small  down payment
can provide long-term asset appreciat ion. Another
example is  the leverage in  a l i fe  insurance contract ,
real ized when a smal l  payment  establ ishes a large
death benefi t .

Many ret i rees wrest le  wi th the desi re to  spend
down thei r  assets versus the desi re to  prov ide an
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Strategies for Age-Appropriate Retirement Planning

estate for family members. This is a values-centered
quest ion. Ret i rement planning should be, f i rst  and
foremost, focused on providing maximum income
and f lexibi l i ty for the ret i ree. Family needs should be
a secondary consideration. However, one strategy to
provide for family needs is the creation of irrevocable
l i fe insurance trusts to own pol ic ies exempt f rom
estate, inheritance and income taxes. The transfer of
an annual gift to fund the trust has enabled retirees to
feel unencumbered to spend their retirement funds,
part icular ly when the gi f t  is establ ished through an
annuity that has been designated for this purpose.

The  "w indow fo r  wea l th "  accumu la t i on  i dea
suggests that looking at the big picture offers opportu-
ni t ies for f lexibi l i ty i f  there
i s  a  deg ree  o f  ba lance
among the four window
quadrants previously i I lus-
trated. The idea deals with
thinking outside the box.
Char i t ab le  p lann ing  and
the use of trusts provide
strategies for current tax
p lann ing,  es ta te  p lann ing

Reducirg debt is a priority that
provides a solid foundation for

future saving and helps relieve the
emotional stress often associated

with outstanding debt.

annual ly and receive the remainder of  the trust  cor-
pus at  the end of the 1 0 years ,  $227 ,000. The donor
also received a tax deduction l imited to 50 percent
of adjusted net income, approximately $120,000.
The deduction was determined by the actuarial re-
mainder value to the char i ty at  the end of the per iod.
The donor's tax savings was approximately $42,000,
assuming a 35 percent marginal tax bracket. The key
here revolves around charitable intent and confirma-
t ion of  the cl ient 's tax advisor.  By planning ahead,
clients can uti l ize their wealth to assist others without
compromising their  own ret i rement income needs.
Th is  type o f  va lues-based p lann ing may prov ide
benefits not otherwise apparent.

R e t i r e m e n t  p l a n n i n g
w i t h  t h e  b i g  p i c t u r e  i n
m ind  requ i res  a  fu l l  un -
d e r s t a n d i n g  o f  c l i e n t
v a l u e s  a n d  o b j e c t i v e s .
Risk  to lerance,  past  ex-
per iences, and a real ist ic
understanding of the client
expectations are essential
for a successful  working

and the ult imate benefit of l iving or death bequests for
a favored organization or cause. These are personal
values, oriented strategies that support the retirement
p lann ing process.

We recent ly reviewed a char i table annuity re-
mainder  t rus t  that  prov ided a  10 percent  annual
distribution for a period of 10 years to the donor.
The strategy called for the donor to establish a trust
that accepted a $500,000 gift. The donor received
an annual net distr ibut ion of  $47,200 for 10 years.
The assumption was the charity could earn 6 percent

relationship. Furthermore, the proliferation of invest-
ment programs that have become available though
brokers, f inancial planners, insurance representatives,
banks, account ing f i rms and trust  companies require
the advisor to coordinate efforts with team members
that  compl iment  the c l ient  re la t ionsh ip .

Ret i rement  p lann ing issues have changed l i t t le
over the years.  Age-appropr iate ret i rement planning
requires that we guide the process with strategies that
compl iment each other dur ing the transi t ion from
beginner to active retiree.
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