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those who no longer have employer provided pensions for retirement
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As we all know, one of the biggest concerns for people retiring is
making sure they have enough income to continue their standard of
living during retirement and not run out of money at the same time.

The year is 2036…sitting in a lounge chair on the beach, sipping a
fresh mimosa, I am a healthy and fit 55-year-old woman, happily
married to an equally healthy 57-year-old man.
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New Realities of Retirement and Divorce
Single boomers now represent close to
one-third of all retirees
By Lili A. Vasileff, CFP, CDFA

Divorcing after age 50 is different and creates a sense of
urgency for planning to survive
financially. Most divorcing
Boomers nearing retirement
age will likely not have enough
money to live as well as they
had during their marriage
years. Most advisors already face the disturbing prospect
of telling their clients they may outlive retirement income.
Dividing a marital estate just on the cusp of these years
makes the primacy of the retirement income issue even
greater. The shorter time for post divorce financial recovery
requires a heightened need to generate income, or, a better
understanding of the complexities of assets received in the
property division.
Wealth clearly makes a difference to retirement preparedness and to planning opportunities. Also, Boomers’ expectations about latter years play a role. Men are more likely
than women to say they are very confident about several
of the various financial aspects of retirement. More so than
women, men feel that they are doing a very good job of preparing financially for retirement. Women typically say they
do not know how much they need during retirement years
and are more inclined to underestimate spending during the
first five years prior to retirement. This underscores unique
planning opportunities for divorce financial planners to
address during the divorce process.

Boomers’ fears in certain key
areas during the divorce process. Baby Boomers, especially
those who are single, need
expertise in financial planning
to address:
n
n

Longer life expectancies

Intention/Requirement to work past normal retirement
age (NRA)

n

Health insurance and gaps in coverage

n

Investment decisions for longer life expectancies

n

n

Declining Social Security and Pension benefits (strains
on social system)
Estate planning for nontraditional (cohabiting) and
blended families

Health Care
Baby boomers are encouraged to plan for future health care
issues. The health conditions of those divorcing later in life
are major influences on all stages of the divorce process.
They should discuss cost, accessibility, quality of service,
reputable service providers, as well as, perform a cost-benefit analysis of going without health, disability, or long term
care insurances. The rationale for examining health care
costs comes down to practicality, risk, and certainty.
Men and women equally expect to receive retiree health
insurance through an employer. In fact, workers report they
have postponed retirement by a few years to retain or be
eligible for an employer’s health insurance plan.
The likelihood of an employee being uninsured is tied to
the strength of the economy and the unemployment rate,
but uninsured workers reported multiple reasons for not
having coverage. Each year, many divorcing adults under

Financial Planning Opportunities
About one third of Baby Boomers are moving into old age
as singles, due to divorce, being widowed, or never having
married. Health care and outliving one’s assets in retirement
are the two primary anxieties expressed by Baby Boomers.
Divorce financial planners can help alleviate divorcing
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The New Retirement Realities and Divorce continued

the age of 65 lose their health insurance coverage for any
number of reasons, with the most important being that
they may not qualify for COBRA, (their employer is ineligible or as an individual), cannot afford COBRA, or they
run eventually out of benefits. Demographically, women in
particular face a higher risk of being uninsured.
In divorce, the risks of not being insured is one challenge;
the risk of a divorced nonemployee spouse running out
benefits under COBRA shy of qualifying for Medicare is a
separate risk. This latter risk calls for considering seriously
the timing of divorce or for seeking a legal separation. In
many cases, spouses’ with medical histories may feel either
held hostage in the existing relationship or thwarted from
entering a new one.
The cost for health insurance may be exacerbated further
if pursuant to divorce, an individual’s credit rating has suffered or an individual is dangerously dependent on support payments that are frequently paid late or go unpaid.
The recipient spouse may be seriously challenged to secure
health insurance for self and / or family when support is
received infrequently or late, coupled with increasingly poor
credit rating, limited access to credit, and a finite pool of
assets (the settlement).
Ex-spouses who fall mercy to these dire consequences
have little success in applying for financial aid, state assistance or Medicaid if they have a legal order that states they
are to receive “X” dollars of income (aka support) which
exceeds eligibility income limits. Financial planning for
contingency such as fault, unemployment, and disability,
suggests allocating assets for liquidity, safety, and accessibility. Escrowing assets with an impartial third party may be
another strategy to protect for health care costs.
If health care is a priority for Boomers, it should not
be dismissed easily as a major point of negotiation during
divorce. Assets subject to division may address who retains
and pays for health insurance, life insurance, disability
insurance, long term care insurance, and unused sick pay.

benefits are first taken, the amount of spousal benefits, and
the individual’s projected mortality to create a strategy that
effectively maximizes the lifetime value of Social Security
benefits.

Pensions
As Boomers divorce closer to their retirement years, many
pensions are no longer defined benefit plans with annuity
payouts over life. Individuals are responsible for investing
and managing their profit sharing accounts.
The responsibility for investment risk has been shifted
from the employer to the employee and ex-spouse – leaving room for important planning advice on allocation,
diversification, risk management and analysis of cash flow.
The planning challenge is to project cash flows: (1) based
on investment scenarios to replace earned income, as well
as, (2) based on developing solutions for creating cash flow,
which may include reverse mortgages, annuitizing assets,
decreasing expenses, etc.
A divorce financial planner may help manage the exspouse’s expectations surrounding receiving support,
sustainable living expenses, and longevity of assets during
retirement years. Emotions surrounding money management and fear of the future are obvious and frequent
impediments to a smooth divorce process.
Summary
Many dimensions of financial challenges face Boomers
who divorce. With an interdisciplinary knowledge of the
legal context of divorce, a divorce financial planner provides Boomers going through divorce with forward looking
analysis for not only transition to single life, but transition
into older stage of life with different (more finite) opportunities for financial remuneration, savings, and lifestyle.
While many Boomers never anticipated becoming divorced
in later years, specialized divorce financial planning can ease
their anxieties and fears by evaluating options during the
divorce process to foster confidence about the future. v

Social Security
Baby Boomers will retire with fundamentally different work
and earnings histories than prior generations. Retirees also
need to plan for longer life expectancies. A married woman
contemplating divorce today needs to think about extending the length of her marriage to 10 years. For marriages
that last over 10 years, chances are that her husband’s
lifetime earnings are greater than hers, and her benefits
on his Social Security record as an ex-spouse (or divorced
survivor) may be more valuable to her than those based on
her own earnings record. His benefits are not reduced. One
should examine all factors concerning the timing of when
March 2013

Ms. Vasileff is a fee-only Certified Financial Planner™ professional, a Certified
Divorce Financial Analyst, and President of Divorce and Money Matters, LLC
with offices in CT and NY. Lili is a nationally recognized expert in financial planning for divorce as a practitioner, writer and speaker. She is the co-author of
“The Ultimate Divorce Organizer: The Complete, Interactive Guide to Achieving
the Best Legal, Financial, and Personal Divorce, and co-authored a chapter
“Complex Compensation Issues In Divorce” in the book “Forensic Accounting in
Matrimonial Divorce”, published by Wiley & Sons in 2006. Lili has
many years of experience and an interdisciplinary knowledge of
legal and financial issues. She brings expert analysis as well as
clarity to complicated marital property and complex compensation issues for high net worth divorces. She is a qualified
financial expert in CT, testifying to issues on lifestyle analysis,
longevity of assets, and safe withdrawal rates. Her website is
www.divorcematters.com.
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In profile

Suzanne Magee Fleming
SVP, Magee, Stanford and Associates

Collaborative
Divorce Planning

Suzanne Magee Fleming is a senior
financial advisor with Merrill Lynch
Wealth Management in Orlando, Florida.
She works with many women who are
experiencing divorce often through
the Collaborative Divorce process.

in
profile
by Carolyn S. Ellis
L&HA: Tell us about the niche you have developed working
with women experiencing divorce.

the process and sign a participation agreement. The mental
health professionals or financial neutrals often call me in
when they see the woman has no idea what they are talking
about financially. I call myself “the financial during and
after” because I’m the one to take them on for the rest of
their lives.

SMF: Many women haven’t had to handle the financial
affairs in their home, and all of a sudden they find out
they’re getting divorced. Usually financial advisors are
brought in after the settlement is made. That can be too
late. Women need to know that they are going to be OK;
they don’t want to just be told. We have tools at Merrill
Lynch to plug in what’s important, their needs and dreams,
and see how they are going to fare. Usually there will be
lifestyle changes when the income for one household is
divided for two. Some women will need to go back to work.
I make sure they understand what a stock, bond, or annuity
is and what those terms mean to them. I help these women
see there is a future and how they can get there. It can be a
long process.

L&HA: But there’s still a paid financial neutral on the team?
SMF: The financial neutral and all other professionals in
the collaborative are paid an hourly rate. When I’m in the
role of “the financial during and after,” I’m in there on my
own time. There’s a risk for me because I work with these
women for months before I might get any business. Having
a very established business here allows me to do that, and
it’s so important to me to help these women. Investments
have gotten much more complex over the years, and divorce
attorneys are often unschooled about some investments.
I can explain that an investment might sound great, but
you can’t get out of it now. I don’t give tax advice but I can
point out that if you buy dividend-paying stock these are
what your tax rates could be. Or, having real estate might
not be the right thing. The client may not be able to afford
it. If she wants to keep it and needs to get it into her name,
she may find the banks won’t give her a mortgage until they
have seen a steady stream of alimony payments for some
period.

L&HA: Is part of your marketing being out in the community
and connecting with other professionals?
SMF: You need to get to know divorce attorneys, mental health people, and CPAs to get referrals. I’m part of
the Collaborative Divorce process, founded by attorney
Stuart Webb in Minnesota in 1990. It’s not divorce mediation. It’s based on interest-based bargaining rather than
position-based bargaining, which is more adversarial. The
process involves a mental health professional who runs the
divorce, a financial neutral, two divorce attorneys, and the
two people getting divorced. Spouses have to understand

L&HA: Is collaborative divorce an expensive process?
SMF: In collaborative divorce the parties sign a contract so
continued
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PROFILE: Suzanne Magee Fleming continued

they are committed to paying the professionals involved. If
the collaborative process doesn’t work, the spouses have to
start over with new divorce attorneys. However, there are
other costs to consider, including stress and delays. What’s
important about the collaborative is that when I look at the
parties after divorce, they aren’t as damaged. The collaborative process is designed to keep the future in mind for both
parties.

because they need us. As with any niche you have to have a
passion for it. You need to be seen out there, own the market, and do good work. Reputation is so important.
With permission from clients, I send out little news
updates that show divorce attorneys that what they did
really made a difference in someone’s life. Your client got a
job, she’s really happy, she’s got a boyfriend, or whatever it
is. Divorce attorneys like that because usually when they get
done with a case they’re done.

L&HA: What do you mean?
SMF: Based on negotiating
in good faith, collaborative
divorce centers on the individuals’ goals -- they want the
kids so many days, or want
to stay in the house, or want
be able to move in the future.
It’s not like having the court
say what you have to do.
And by not going to court,
if there are certain things the
parties don’t want everyone
to know, then collaborative
divorce can be good.

“ I don’t give tax advice but I

L&HA: Teamwork is a big
part of your life.

SMF: Here at Merrill Lynch
I’m on a team of six: three
financial advisors, a wealth
management banker, an
associate that does all of our
lending, and another associate that handles everything
administratively. Last year
my oldest son became a
financial advisor on my
team. I had told James he
couldn’t start in the firm
until age 30 because who would give serious money to
someone just out of college? It’s exciting now to have him
on board. Our clients love knowing what’s going to happen 10 or 12 years from now. And their children are happy
to work with someone other than their parents’ advisor, to
keep their finances private and to have someone closer in
age who understands them more. v

can point out that if you buy
dividend-paying stock these
are what your tax rates could
be. Or, having real estate
might not be the right thing.”

L&HA: Is collaborative divorce ideal for long-time married
couples?
SMF: It can be. I have a woman age 67 who’s getting
divorced coming in today. She’s been married 40 years, so
she’s in shock. She had no idea how much money they had,
and there’s a lot of distrust. I love working with women on
their financial health, and we also work with women whose
husbands have passed away.

Ms Ellis is features editor for LIFE&Health Advisor.
She can be reached at cellis@lifehealth.com

L&HA: You’ve found a great formula for success.
SMF: In Central Florida I’ve been on more collaborative
cases than anyone. Collaborative divorce is still a small
market, but you can work with regular divorce attorneys

notes & quotes

“Regarding efforts to cut the nation’s deficit and broader tax policy reforms, our
industry needs to be vigilant. While no proposal has been put forward in Congress
that would reduce or eliminate the tax-deferred status of annuities or other
retirement saving plans, ongoing fiscal battles bring with them the temptation to
seek new short-term federal revenues by cutting these important incentives.”
—Cathy Weatherford, President and CEO of the Insured Retirement Institute (IRI) in
response to President Obama’s State of The Union address last month
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100% Cash Worldwide Coverage!

We all want security.
But the child in all of us says,“live your dreams.”
With Simplicityii you can do both …
Anywhere in the world!
“My wife and I have lived in the U.S. for 42 years. Now that I’ve
sold my medical practice, our dream is to return to Japan for our
retirement.
I’m thinking of purchasing long term care insurance, but I’m still shopping. It’s so confusing! It’s
like they’re speaking a different language. Can someone tell me in plain English, in the event that
my wife or I need long term care after we move to Japan, will we be covered?”

No Translation Necessary
MedAmerica’s Simplicityii provides 100% of a Cash Benefit to use for the care you choose,
anywhere in the world!
• Receive benefits anywhere in the world
• 100% of the monthly benefit is paid in full (no benefit reduction)
• Independent Contract Vendor has capacity to perform Benefit Determination Assessments
anywhere in the world
• Assessments submitted in English
• All benefits paid in American dollars

Plus, claimants benefit from our Accelerated Claims Process!
• Request a monthly check, receive a monthly check
• No receipts
• No proof of services
• No waiting
Security with Simplicity
offered through:

AccessCare:

For Agent Use Only
S2-531-3

call Al Shikiar!
800-808-1311 x205
MedAmerica Insurance Company
Home Office:Pittsburgh,PA

MedAmerica Insurance Company of New York
Home Office:Rochester,NY

MedAmerica Insurance Company of Florida
Home Office:Orlando,FL

Social Security and Retirement Risk

Planning strategies for this most reliable asset
By Dr. Frederick Saide, PhD

What asset insures against all
three retirement risks?
n

Inflation

n

Market volatility

n

College. That’s a lot of choices!
There are many factors that
will determine the best way
for you to draw your Social
Security; whether you were
married or not, your income
history, how long you are going
to work, how much you have
saved in your personal retirement accounts… are just a few
to name.
It can get a bit complicated,
but it doesn’t have to be. You
could just go down to the Social Security Office on your
62nd birthday and fill out the paperwork to have your benefits begin. There are some financial advisors that recommend just that.
“Take your money and run,” they say.

Longevity (running out of
money)

It’s an asset that we all own…
its Social Security. It’s adjusted
annually for inflation. It is
impervious to market and
investment ups and downs. And
it will pay out as long as you
live (of course there are arguments about this, but for baby
boomers, it will pay during their retirement). Will it pay
for their children’s retirement? Well, that’s a whole different
story.
This asset that you own is significant. The average Social
Security Retirement benefit for 2011 was $14,100. To give
you an idea of how significant this is... you would need
$470,000 in an investment, paying you 3%, to give you
the same kind of income. In fact, according to the Social
Security Administration , Social Security makes up 64.8%
of the total income, on average, for households with someone aged 65 or older.
But what do you actually know about Social Security?
What do you need in order to apply? When should you
apply? Is there a better way to do it than just applying when
you become eligible? If you are wondering these things, you
are not alone. In a recent Boston College study, 73% of the
population is unaware of exactly how Social Security works
and the best way to draw it. There are actually more than
300 ways a married couple can arrange to take their retirement Social Security benefits, according to Alicia Munnell,
director of the Center for Retirement Research at Boston

Are you willing to away from $100,000 or more?
When it comes to making this important decision, and
remember you only get one chance to make this decision…
putting your head in the sand and just pulling the switch,
can cause you to lose a lot of money. It’s estimated that
Americans leave $10 Billion in Social Security benefits on
the table by not using any of the available strategies.
Many couples can see $10,000 (or more) a year increase
above their normal Social Security retirement check by
doing a bit of planning. Or, they can leave that money on
the table.
So, who will help you with these strategies to get the
highest payout from Social Security? In a recent poll, 77%
of people think that the folks at the local Social Security
Office can dole out this advice. They cannot. They are
smart, hardworking people, but they are not trained for
this. The Social Security Administration prohibits them
continued
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Social Security and Retirement Risk continued

from giving strategic advice because it does not want the
liability of making financial recommendations. All your
local office is going to help you with, is filling out the
appropriate forms to file for your benefit and give you the
different monthly benefit amounts at different election ages.
In order to see up to a 67% increase (above your normal
Social Security benefit) you need to know the strategies.
There are 5 basic strategies. These strategies can be used in
up to 300 different combinations. It sounds complicated,
but it’s really not due to the many resources that are available to you, which I’ll cover at the end of this article.

5 Strategic Withdrawal—The

strategic use of a combination
of the above strategies to guarantee you the highest possible Social Security benefit. As we talked about earlier,
this can mean $10,000 a year (or more) in additional
benefits.

If you want to cash in on the extra money, above and
beyond your normal retirement benefit… you’re going
to have to come up with a plan that utilizes the available
strategies to your best benefit. But don’t worry; it’s not as
difficult as you think. There are lots of resources available
to help you make the best decision for your particular set of
circumstances. There have been dozens of magazine articles
that outline your choices. There are software packages that
help you calculate all of the 300 possibilities. And there are
financial professionals who specialize in helping people with
getting the highest possible benefit from Social Security.
Now, that you know what’s possible, what’s you next step?
Invest a few hours with one of the resources above, to get a
lifetime of income you would not otherwise have received. v

5 Social Security Enhancement Strategies
1 Double Trouble Prevention—Up

to 85% of your Social
Security benefits may be taxed. With a little planning,
this can many times be reduced to 0%.

2 Finish the Race—This

strategy uses the Social Security
credits you earn during your working years to ensure
you use them to qualify for the highest benefit.

3 Cart before the Horse—Planning

that is done in conjunction with your other retirement accounts that may
allow you to retire years earlier.

Dr. Saide is Founder and President of Foundation Insurance
Services, LLC. Connect with him by e-mail at freds@foundationinsuranceservices.com

4 The Switch—The

many switch strategies available to you
by understanding the SSA codes and rules.
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platform

TransCare II and Transamerica
Business Advantage ProgramSM
Multiple Underwriting Platforms and Discounts
Choice of Modified Guarantee Issue or Simplified Issue Underwriting
10% - 15% Multi-Life Discount
10% Discount for one spouse/partner purchasing
20% Discount when both spouses/partners purchase
identical benefits*

Great Built-In Features and Options**
0-Day Elimination Period for Home Health Care
Return of Premium to age 67
Double Accident Benefit Endorsement to age 67
First-Day CASH Benefits
3% and 5% Compound Benefit Increase Options [BIO] Available
Step-rated and Deferred BIO** Available
Shared Care Rider* Available
*Maximum discount applied to a policy is 30% for couples applying together if one or both are in the
Preferred Health class.
**Optional benefits require additional premium.

Plus! Work with the LTCi Industry’s Top Multi-Life Agency
Total Field Support
Presentation and Enrollment Support
Online Presentations and Enrollment
Customized Employer Websites
Customized Marketing Materials

Call 800.269.2622
For agent information only. Not for solicitation. Product and options may vary and are not available in all states.
Subject to change without prior notification. Policy features may be named differently depending on state. Exclusions and limitations apply.

The State of Annuity Strategies
Plugging in to the equities engine
By Herbert K. Daroff, J.D., CFP

of year one, it takes a 50%+ return
to get it back on track at $120,000.

Annuity strategies are still a source
of reliable income, especially for
those who no longer have employer
provided pensions for retirement
income.
The biggest changes in the annuity world have come from variable
annuities. The power of variable
annuities is in its lifetime benefit
riders (i.e., guaranteed minimum
income, guaranteed or lifetime
withdrawal benefits, etc.) and from
its ability to lock in market peaks. If
you were in such an annuity when
the DJIA was at 14,000, you would have been compounding 14,000 at whatever interest rate was available. The interest rates on the various riders have dropped from 7% to 4%
as other interest rates continue to be at historic lows.
The ability to lock in the peaks, or near the peaks, has
been under-appreciated. So much attention has been placed
on the interest rates dropping. Remember, it takes more
work to lift back up a portfolio that has dropped than not
letting it drop.
n

n

Let’s review a brief history (not
with specific dates, but in approximate decades).
In the 1960s and 1970s, there
were insurance agents and there
were stockbrokers. Financial planning was only in the minds of a
select few.
n

In the 1970s and 1980s, insurance companies started forming
their own broker/dealers. Insurance
agents embraced investment assets under management.
Why not? Suitability is a much easier burden to overcome than underwriting. Investment clients are rarely,
if ever, rated or declined. Financial planning was beginning to be embraced. However, many insurance agents
who became financial planners were seduced by assets
under management. Their practices were more about
accumulating assets and less about planning. Then the
DJIA plummeted in October 1987. Cash value never
went down, but now these insurance agent/financial
planners were dealing with clients whose accounts went
down, not just up. The DJIA fully recovered by the end
of that year. So, they stuck in there.
n

If you had $100,000 in a portfolio that dropped 20%
to $80,000,
it takes a 25% return on that $80,000 to restore it to
$100,000.
n

More importantly, if you were projecting a 10% assumed
return (or some other more reasonable assumption),
n

n

n

Your $100,000 was supposed to be worth $110,000
by the end of year one and $121,000 by the end of
year two.
If, instead, your portfolio is worth $80,000 at the end

Good thing, because in the roaring 1990s, their assets
under management really took off.
After September 2001, these investment managers or
advisors became seduced by annuities (fixed, indexed,
and variable). Like cash value, the “income base” in a
variable annuity did not go down (even if the fair market value of the account did).
continued
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The State of Annuity Strategies continued

Planning & Management Reemerge
Today, as the insurance company sponsors of variable
annuities are pulling in their benefits, many of these professionals are once again embracing financial planning, or
wealth management.
They recognize that the old
“three legged stool” of
n
n

n

Social Security,
employer funded pension
plan, and
personal investments

has been replaced by the new
“three legged stool” of
n

n

n

assets under management
(qualified and non-qualified
accounts),
annuity strategies (qualified
and non-qualified accounts),
and
life insurance
o

o

whose cash value can operate like a Roth look alike
and
whose death benefit can
reimburse the family for
the income tax liability on
qualified accounts or help
fund a Roth conversion at
death.

find out who is best for each client situation. Some have
embraced exchange traded funds (ETF), exchange traded
notes (ETN) and Master Limited Partnerships (MLP).
These are much more tax efficient than traditional mutual
funds. Therefore, they may be better suited for a taxable
(non-qualified) account. They can also be hedged (i.e., covered calls, protective puts, collars,
etc.) like a portfolio of individual
securities, but at a lower cost to
Investment clients are
the client. Individual mutual funds
rarely, if ever, rated
cannot be hedged in that manner.
Of course, one form of hedging
or declined. Financial
applied to all of these investment
planning was beginning
products is asset allocation (e.g.,
a well-diversified portfolio). But,
to be embraced. However,
what percentage of the holdings
mimic the return of the S&P? Is it
many insurance agents
really that diversified? And, should
who became financial
the same asset allocation be used in
each investment portfolio (qualiplanners were seduced
fied, non-qualified, or variable
by assets under
annuity)?
The same is true for life insurance
management. Their
products. Is one company’s product
practices were more about
always best for every age group,
or health condition, or smoking
accumulating assets and
status? Should a buy/sell agreement
be funded with one company’s life
less about planning
insurance for three owners where
one is older, one is a smoker, one
has diabetes, etc.?

So, is an advisor really doing what’s best for the client?
Variable annuities with the appropriate lifetime benefit
riders allow a client to invest with a mind toward greed, but
with security. My variable annuities are invested heavily in
my most aggressive and my least tax efficient asset classes.
Many annuity sponsors have severely restricted how you can
allocate the subaccounts. They want you to own bonds and
more conservative asset classes so that the spread between
the income base and the fair market value of the account
does not grow too wide. They are further hedging their bet.
Finding the right product from the right provider for each
client fosters the philosophy of providing “what’s best for
the client.” v

We, in our profession, are in a unique position to provide
not only a plan for our clients, but also the financial strategies and products needed to help implement that plan.
I met with an advisor the other day. He told me that
he is successful because he always does what’s best for his
clients. His focus is not on, “what’s in it for me?”, but “what
can I do for my clients?” He holds professional credentials
and licenses. He continues his education about financial
planning strategies and financial products. However, an
overwhelming percentage of his clients have one company’s insurance products and one investment manager’s
investments.
I have never believed that any one investment manager is best for conservative, moderate, and aggressive
investors, who want growth or income, in a qualified or
non-qualified account. Their glossy marketing pieces may
say they are. But, why not perform the due diligence to
March 2013

Mr. Daroff is affiliated with Baystate Financial Planning,
Boston, and is a contributing editior to this magazine. Connect
with him by email at hdaroff@baystatefinancialplanning.com
or visit his site at www.baystatefinancialplanning.com
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When Giving Social Security Advice
Rules of thumb are often wrong.
Use Social Security Explorer to be sure you're right.
Social Security Explorer analyzes all 7 Social Security strategies, 81 age combinations,
and 567 sets of calculations, picks the best option and puts a star on it.
All in one simple, visual display
Each square represents an age combination. Social Security Explorer calculates all 7 strategies for that age
combination, and colors the square
based on which one’s best. And does it
with all 81 squares.
Give them solid numbers and
strategy—using the same terminology
used by the Social Security office.
Help your clients find their best
options just by pointing! Click on any
other square and you'll see how that
benefit start age combination
compares to the optimal.

"The visually appealing user interface
of Social Security Explorer is ideal
for answering the “what-if ”
questions your customers have about
their different election options, and
elevating their opinion of your
professionalism and advice."
Mark R. Triplett
President of Annuity Distribution
AMZ Financial

Easy to use and highly interactive! Works great on PCs, Macs, and iPads.

Subscribe today at www.SocialSecurityExplorer.com
Patent Pending. Copyright © 2012 Impact Technologies Group, Inc. All Rights Reserved

Income planning isn’t what it used to be
Longevity really begins at retirement
By Mike Janky, CLU,ChFC,CFS,RHU,CAS,CASL

As we all know, one of the biggest concerns
for people retiring is making sure they have
enough income to continue their standard
of living during retirement and not run out
of money at the same time. Years ago, from
an advisor’s standpoint, income planning was
much simpler. Rates were higher, the stock
market could be counted on to give good
returns and you could figure on taking safely
5% income off of a person’s assets and you
were pretty safe in assuming that the principal
would either stay the same or even increase each
year. Well clearly demonstrated in the last decade,
those days are gone. So how do we generate
enough income for our clients and also make sure
they do not end up running out of money and on
Medicaid? Let’s look at some options that can help
with this ever-increasing problem.

much as 20 years. Knowing your income
account value is increasing each year is very
comforting for many clients. The second
component is that when a person does
turn on their income, they can be guaranteed that they will receive that income for
as long as they live. Knowing they will not
outlive their income also provides a peace of
mind that many are searching for. There are
a number of things to take into consideration when looking at income riders that you
and your clients should discuss. First, most of
these income riders have a cost associated with
them. This can vary greatly depending on the
carrier. It can be as little as .50 bases points to
over 1% a year. Depending on the carrier and
the interest credited, the client could see their
account value actually decrease due to the cost
of the rider. Secondly, not all income riders
are created equally. One may have a higher
roll-up rate but then have a lower payout
percentage when a client turns the income rider on. It is
very important to understand when the client is looking to
turn the income on and then you run the illustrations and
compare the products side by side. At the end of the day,
the single most important thing to focus on is how much
income the client will receive. Just because an income rider
has a higher roll-up or a higher percentage payout, does not
necessarily make it the best option for your client. Another
thing to make certain you are clear with your clients on
when discussing income riders is that they understand that
they increase in value is specifically for their income value
and not their accumulation value. Most of these riders only
pay benefits if and when a client turns the income on. If
the client surrenders the contract or passes away, most times

Using insurance products to meet the need
As interest rates continue to hover around alltime lows and with the Fed’s assurance that rates
will be kept low for the foreseeable future, clients are looking for ways to increase and guarantee their income. There
are a number of ways you can use annuities to help meet
this need which we will elaborate on.
Income riders
Income riders on annuities hit the marketplace a number
of years ago and continue to gain in popularity. The main
benefits of an income rider are that you can guarantee two
key components for your client. The first one is that you
can guarantee that their money will increase by a certain
percentage each year they defer turning on the income.
This can be around 7% or so depending on the carrier.
This increase can continue each year for sometimes as

continued
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Income planning isn’t what it used to be continued

their beneficiaries will only receive the accumulation value.
Now there are a few contracts that do provide additional
death benefits using the income value but there could also
be some restrictions on how soon the money is paid to the
beneficiaries. Like everything else, it’s key to make sure you
understand the nuances of the product and that your clients
do as well. Income riders offer many clients the protection
and security of knowing if they enjoy a long life, they will
continue to receive income and can budget accordingly.

SPIA’s
Single premium immediate annuities offer the client a
way to not only create an income stream that they cannot
outlive, but they can create this income in a tax-advantaged
way. Once again the motivation for someone using a SPIA
is to know that no matter how long one lives, they cannot
outlive that income stream. Using a life contingency option
on the SPIA payout will guarantee that income. Knowing
this income will be there for as long as a person is alive, can
help with budgeting and also remove the worry of running
out of money. In our current interest rate environment,
they payouts on SPIA’s are not what they once were, but we
also have to look at alternatives. Certificates of Deposits,
Money Markets and other safe type of options have continued to decrease in rates over the last decade and for many
people, these choices simply cannot provide enough interest
for them to be viewed as a viable option. When you also
throw on top of all this that tax rates are most likely going
to increase over the next few years, the picture just keeps
getting worse. One of the advantages of using non-qualified
money to fund a SPIA is that you receive an exclusion ratio
on the payout. This exclusion ratio is applied to the payout
and is the amount excluded from being taxed. You can create an income stream that allows a client to keep more of
the money for themselves and less to Uncle Sam. Keep in
mind that there are limitations to the SPIA that needs to be
addressed before signing the application. When you elect an
immediate annuity, you will lose control of those assets. The
client no longer has the ability to change their mind and
pull out money of the SPIA in case they decide they want
or need more than what the immediate annuity is providing
in income. It’s important to have other assets set aside to be
used for emergencies or other possible needs.
Time to face the music
No one wants to hear that they cannot generate the
income sufficient to continue their standard of living while
also guaranteeing that they will not outlive their assets.
Unfortunately, many people have not amassed the amount
of money needed to accomplish the aforementioned goals in
continued
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MARKETING

LIMRA Predicts Retirement Income Opportunity
Reaches $22 Trillion by 2020
WINDSOR, CT—According to new LIMRA research,
investible retirement assets of U.S. households aged 55+
will nearly double to $22 trillion by 2020 (see chart).
“There is a huge opportunity for the financial services
industry to help Americans identify how much income they
will need in retirement, develop a plan for investing their
portfolio to generate income, while continuing to grow
their assets,” said Jafor Iqbal, associate managing director,
LIMRA Retirement Research.
In 2010, U.S. households age 55+ held $12 trillion,
according to LIMRA analysis of the Survey of Consumers
Finances, Federal Reserve Board. Based on U.S. Census
projections, the assets held by this cohort will grow to $22
trillion that they will directly invest in products for generating retirement income. The number of Americans who
receive income from an employment-based pension plan is

on decline, and there will be many more retirees who will
have most of their retirement assets invested in retirement
plans. The study estimates that almost two-thirds of these
assets will be directed towards products that will generate
income for them in retirement.
“With such a large demand, advisors may have to provide income product solutions more efficiently,” noted
Iqbal. “We are witnessing financial services firms changing
the structure and business model to accommodate more
customer-centric information and process, promoting
uniform tools and services across the institutional and retail
businesses to capture rollovers, emphasizing smooth transition of assets from the savings in institutional plans to retail
side of the business where most retirement income products
and solution are typically available.” v

continued

Income planning isn’t what it used to be
this current interest rate environment. As planners, it’s our
job to try and figure out ways to give our clients what they
want. The hard reality is that for a lot of clients and prospects, the numbers just don’t match up. So what is a client
to do who has $200,000 of assets and is spending $2,000
a month out of those assets to pay their monthly bills? As
planners and advisors, we have to continue to be creative
and look for ways to get as close as we can giving them the
income they need while also protecting that income stream.
As people continue to retire with less and less money available to supplement their income, they will have to make
adjustments as well. This could mean things like looking at
their budget and determining if they really can afford things
like eating out 5 nights a week, full cable including HBO,
a new car every other year, 4 vacations each year and so on.
Also, are they paying premiums on things like Medicare
Supplements, LTC policies or life insurance policies? For
Medicare Supplements, you might be able to help them
keep the same coverage for less premium or change plans
to help them save money. For LTC policies, you might be
able to help them reduce premiums by lengthening the
elimination period, shortening the benefit payout length or
March 2013

reducing the daily or monthly benefit. When clients have
life insurance policies they are currently paying premiums on, several options could include reducing the death
benefit, electing a paid-up policy or doing a 1035 into a
new single premium life policy thus freeing that monthly
premium up to be used for other wants and needs. It’s not
easy having these conversations but at the end of the day, it
is our job to try and find solutions to our client’s challenges
and by talking to them about their goals and concerns, we
can often help them realize what is most important and
then focus on ways to improve their situation. Income will
continue to be a top concern for people who are retired so
the more you can come up with creative ways to help them
increase and guarantee that income or ways to help them
budget and make that income last longer, the more clients
you will have. v
Mr. Janky is a Registered Investment Advisor and President of
Forward Strategies Insurance Brokerage in Tucson, Az. Connect
with him by e-mail at mikejanky@fsib2000.com or visit his site:
www.fsib2000.com
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Protect your clients from taking a HIT in Retirement
How fixed index annuities factor into a well-rounded retirement strategy
By Eric J. Thomes

Consider the next time your
boomer clients are sitting across
from you ready to discuss retirement planning. If you ask them
the following questions, how will
they respond?

In most cases, clients will say their chief concern is that
healthcare, inflation, and taxes (HIT) will increase during
retirement. Help your clients fight back against how HIT
will potentially impact their retirement by being their coach
to help them prepare for the fight. You can equip them with
the tools to fight back. Fixed index annuities (FIAs) can be
one of those tools, being the boxing gloves that can help
them jab against the HIT impact. They can potentially offset increasing expenses both leading up to and continuing
through retirement, even as the landscape changes.

risen 5.1% - while the annual inflation rate for other goods and services
has only risen 2.8% since 1983 (U.S.
Bureau of Labor Statistics, Consumer
Price Index, All Urban Consumers,
Annual percent change, All items,
2010-2012).
As these findings suggest, introducing retirement income products that
can address rising healthcare costs to
your clients may be beneficial – keeping them strong during their fight
against the HIT’s effect. Furthermore,
if a client is concerned about the rising
costs of healthcare, they may need
increasing income potential in the
form of a living benefit so they can
tap into their savings to manage these expenses. There are
FIA products currently available that offer living benefits
for clients to use when they need it most. Keep in mind
that some of these benefits are available as optional riders
purchased at an additional charge.
Living benefits are a key in helping your clients if they
go into a nursing home, hospital, or other type of health
care facility. If you’re not giving your clients the option of a
living benefit, they may not be as well prepared – causing a
painful HIT impact, throwing them off balance.

Healthcare cost increases
In January 2013, the Associated Press reported on research
done by the Georgetown University Public Policy Institute
that 10 million seniors are currently relying on others for
daily care – with this number increasing as more of the 78
million U.S. baby boomers enter old age. According to the
same report, nearly seven in ten people will need some sort
of long-term care after turning age 65 (Associated Press, As
America Ages, Senior Care Options Flourish. January 30,
2013). In addition, the U.S. Bureau of Labor found that
as of fourth quarter 2011, retiree health care spending has

Inflation concerns
Another element that clients should consider when planning is inflation. While the inflation rate according to the
Consumer Price Index of all items from 2011 to 2013 has
decreased over the last few years, historically, the cost of
living has increased over the last 20 years. Factoring inflation into a retirement strategy is essential. Retirees have
different expenses compared to the general population and
their income is often fixed and less flexible. For this reason,
retirees would benefit from having a source of increasing income potential within their retirement portfolio.

In the next 15-20 years…
n

n

n

Do you think healthcare costs
will go up, down, or remain
the same?
Do you think inflation and
the cost of goods is going up,
down, or staying the same?
Do you think taxes are going
up, down, or staying the same?

continued
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Protect your clients from taking a HIT continued

By adding FIAs with lifetime income withdrawal benefits
(which may come as optional riders at additional cost), your
clients can do this while protecting their principal.
Now more than ever, retirees need to consider the number of years they will be in retirement so they can go the
distance to the final round. Someone retiring today at age
65 could expect to live another 20-30 years, based on life
expectancy tables. Even with a modest inflation rate of only
2-3%, essential expenses would double after 24 years. With
better health care and longer life expectancies, your clients will need to plan on living longer than they may have
expected.

them cover a rising tax bill by having the opportunity to
get increased income on their lifetime withdrawal payment.
FIAs are also a key solution for tax deferral, which will help
them manage their overall tax planning.

The proper training to prepare for the retirement fight
Now that you’ve addressed your client’s chief concerns
surrounding healthcare, inflation, and taxes, there is more
training to consider – planning for the changing retirement
landscape. Creating a well-rounded portfolio is like training
a fighter by offering them a good diet, workout regimen,
and coaching. You are preparing them for what may happen
in the future.
Many boomers use a portfolio strategy when planning
for retirement, one third coming from their pension, one

Tax increases
This brings us to the final element of HIT, taxes.
Depending on clients’ income, different tax issues will arise
based upon their income threshold. Individual filers who
fall below the $400,000 income threshold, for example, will
be subject to a 15% tax rate on capital gains and dividends
while those who are filing jointly at the $400-450,000
threshold will find capital gains taxed at 20%. Add that
liability to the 3.8% Medicare tax, and some clients may
find their investment income taxed at 23.8%. Other filing
statuses may have different thresholds.
Clients who want to fight back can use an FIA to help

...if a client is concerned about
the rising costs of healthcare,
they may need increasing income
potential in the form of a living
benefit so they can tap into their
savings to manage these expenses

Easy
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Easy...

third from Social Security benefits, and one third funded
from their own personal savings. This strategy is changing
quickly. Pensions and Social Security are dwindling, leaving
personal savings as an area your clients must bulk up. This
is a significant challenge that is only getting more complex.
For many of your clients, this means they will have to add
new tools to their portfolio that will generate the potential
for increasing income.
Let’s take a look at pensions. According to the Social
Security Administration, in February 2013, 51% of the
workforce now has no private pension coverage. Pensions
are becoming a thing of the past, with 401(k)s becoming
a more common retirement savings vehicle for workers.
So, those clients preparing for their own retirement need
to rely on other forms of savings more than ever before.
Show them a potential solution, like an FIA, to help them
accumulate savings and protect their principal so they don’t
hit the canvas.
On top of a pension or 401(k), one third of current retirement income is often made up of Social
Security benefits. The future of these benefits, however,
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Protect your clients from taking a HIT continued

is being threatened. According to the Social Security
Administration’s Long-Run Financial Outlook in 2012,
there are fewer workers paying Social Security tax than
ever before and this number will continue to decline.
Additionally, it was found that tax and other noninterest
income was not enough to cover Social Security costs in
2010. This pattern is projected to continue for at least 75
years with full payment of benefits projected to only last
until 2032 (Social Security Administration, Social Security’s
Demographic Challenge, 2012).
In fact, the 2010 Allianz Life Reclaiming the Future
Study found that 39% of baby boomers believe they are
more likely to be hit by lightning than to get their full due
from Social Security. This supports the training needed to
curb the HIT’s effect, so your clients don’t go down for the
count – offer them more options to increase their savings
during retirement.
This brings us to the final third of a retirement portfolio which is comprised of a client’s personal savings. You
can recommend solutions to help protect the savings that
they’ve accumulated. Many clients saving for retirement
want guarantees for their principal and today’s FIAs can
be part of the answer. They offer principal protection that

grows tax-deferred, potential interest gains, and a death
benefit for beneficiaries. Some may have bonuses that add
to principal, which can really pack a punch while clients
accumulate – although bonus annuities may have restrictions or limitations that aren’t included on non-bonus
annuities. Also, guarantees are backed by the financial
strength and claims-paying ability of the issuing insurer.
Be the coach; prepare your clients to take the oncoming HIT so they’re empowered and optimistic about the
next stage in their lives – not just getting to retirement, but
through it as well. Like Rocky at the end of his triumphant
run up the steps at the Philadelphia Museum of Art, you
can help your clients feel the same sense of confidence. By
educating them about the benefits of today’s FIAs as being a
part of their retirement strategy, they can achieve the retirement they desire. v
Mr. Thomes is the senior vice president of Sales for Allianz Life
Insurance Company of North America (Allianz Life®). In this
role, Thomes is responsible for managing the relationships
with the field marketing organizations that distribute Allianz
Life fixed products. He also provides ongoing consulting and
support for the company’s owned distribution relationships.
He can be reached at eric.thomes@allianzlife.com

The career you’ve always
wanted is within reach.
Futurity First offers a unique Five Pillar business
model that helps you get and keep more customers
through innovative marketing and lead programs, an
unparalleled array of product offerings, competitive
compensation, and support from industry experts.
And we offer flexible opportunities that are designed
to fit the needs of agents at every stage of their career.
Futurity First is built to provide agents like you with
what you need to succeed, and our philosophy is
simple – you sell, and we do the rest.

CONTACT US TODAY.
NATIONAL RECRUITING DIRECTOR – 800.298.2181
www.FuturityFirst.com/Opportunity
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support you need to grow. We are committed to helping you find solutions to optimize capital and manage new
areas of risk. Focusing on your unique needs and working alongside you to identify tailored solutions are critical
to our mutual success. At Swiss Re, risk is our raw material; what we create is opportunity. Grab your partner.
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4 Things You Need to Know about UL
The heyday may have passed, but the potential remains
By Damon La Tanzi

It seems like every year we say the
same thing when it comes to life
insurance, and universal life in
particular…This is a year of big
changes.
Whether it’s the fact that interest rates can’t seem to go any lower
but still they do, causing premiums to increase, or yet another
carrier exits the guarantee UL
market, or more carriers launch
index UL products, or more ancillary benefits such as long term
care or critical illness, get added to
policies…
I could go on and on. But the
point is this…in some ways, every
year brings big changes, because
any change to what is being sold (and bought) is important
to those who are selling and buying it.
With that in mind, here are 4 key developments in the
UL market you’ll want to pay attention to in 2013 and
beyond.

will pay for them. So don’t count GUL
out just yet. Fewer carriers will offer it
and it will be more expensive in 2013,
but long-term guarantees should be
more expensive than shorter ones.
And let’s remember…”expensive” is
a relative term…and it changes over
time. Expensive compared to what?
Most consumers have no idea how
much a lifetime guarantee should cost.
$5 coffee? $250 smart phones? Those
once seemed “expensive” too.
Plus, salespeople in every industry
are routinely faced with the objection
that their product seems “expensive.”
Successful salespeople don’t lament it.
They’re ready for it.

#2: Index UL – Yes, it really is here to stay…and looks
poised for continued growth…and for good reason.
Sellers of index annuities have known for longer than sellers
of life insurance that the story of indexing resonates with
consumers. But sellers of life insurance have clearly caught
on over the last several years.
The irony is that the index annuity folks have had to stop
pitching accumulation, as caps and participation rates have
come down. These pricing difficulties haven’t hit index UL
in the same way and the accumulation story remains strong.
Q3 2012 sales of index life were up 8% over Q3 2011
and up a whopping 28% year to date over the same
period.1 By comparison, according to LIMRA, premiums
on UL rose just 3% year on year through Q3 2012, while
GUL premiums dropped 9% for that same period. It
doesn’t take a mathematician to figure out what’s driving
the growth in the UL marketplace.
So what’s the big attraction? Well, that brings us to our

#1: Guaranteed UL – It may have gotten more
expensive, but it’s not going anywhere
(at least not entirely)
There’s no question the heyday of guaranteed universal life
is behind us, at least for the foreseeable future. The prolonged period of low interest rates, combined with AG 38
taking effect in January, have seen to that. But at times, the
heyday of GUL resembled nothing so much as a feeding
frenzy, and as we all know, feeding frenzies don’t last.
But those proclaiming its death are wrong. If we’ve
learned any lessons from the financial meltdown of 2008,
it’s that consumers value guarantees more than ever…and
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4 Things You Need to Know about UL continued

big industry buzzword for 2013…flexibility! Granted
product, but generally take one of a couple forms. They’re
it’s a vastly over-used term and frequently employed by
either optional riders attached to regular UL policies, most
companies who are no longer competitive on price, but
of which increase the premiums above what the client
that doesn’t mean there isn’t real value in a product being
would otherwise pay for the base contract (although not
flexible.
always), or they’re specialized UL products with the benefits
Cash accumulation potential tied to well-known indices?
built directly into the policy. Often in these second types of
Check.
policies, the death benefit is really secondary to the living
Tax-advantaged retirement income? Check.
benefits.
Death Benefit? Check.
The good news for all variations of these UL policies is
Long-term guarantees available on some index policies?
consumers are deathly afraid of the rising costs of providing
Check.
for long term care should they need it during retirement.
What’s not to like? If it sounds reminiscent of parts of the
And they should be afraid for two big reasons:
story behind whole life, that’s because it is. With the added
1. Many of them will need some form of care; and
benefit of…wait for it…flexibility!
2. The costs can be staggering…and show no signs of letSo it’s no great stretch to make the prediction that index
ting up, as they continually outpace inflation year after
UL will reflect another
year.
year of strong growth in
This perfect storm should
2013. The key factors
The irony is that the index annuity
be good news for writers of
driving that growth will
traditional LTC policies, but
be:
folks have had to stop pitching
the woes of that market have
n Increased familiaraccumulation, as caps and participation been well publicized. Many
ity, understandconsumers still perceive traing and adoption
ditional LTC as too expenrates have come down. These pricing
of index UL by
sive and don’t like its “use it
producers
or lose it” nature. The LTC
difficulties haven’t hit index UL
n heavy promotion by
market’s pain will be the UL
the brokerage commarket’s gain.
munity (i.e. firms
A simplified version of
like ours)
the pitch goes something like this. “Mr./Mrs. Client…You
n Strong stock market performance over the last several
understand life insurance can provide financial security to
months (don’t worry if the markets turn sour since proyour loved ones in the event of an unexpected death, but
ducers will tout the downside protection fixed indexing
it can also provide valuable benefits while you’re alive. If
provides versus pure market-based investments)
you’re ever faced with the need for some form of long term
care, this solution can help pay for those costs. Either way,
n the additional marketing, distribution and reputathis gives you flexibility (there’s that word again) and contion strength of recent carrier entries into the indexing
trol to plan for life’s unexpected challenges.”
marketplace
Expect that in 2013 and beyond we’ll continue to see
a big emphasis on UL products with these types of living
#3: Living Benefits – If you thought life insurance was
benefits. Life insurers like them. Producers like them. And
just for dying, guess again.
more importantly, consumers need them, because without
The living benefits story with UL has been around for years,
some form of protection against long term care costs, a
but never has it gotten so much attention. Most of these
nest-egg can be wiped out in a matter of years.
benefits are designed to provide money to cover the costs
of long term care, chronic care or related expenses, usually
#4: Distribution – Who you choose to do your UL
by accelerating the death benefit. They key word here is
business with matters more than ever.
leverage. Clients can “leverage” their premium dollars not
Ok, so this is a slightly self-serving one. But that doesn’t
only to create death benefits, but to provide living benefits
mean it isn’t important. And realistically, there’s plenty of
as well.
business to go around for firms like ours and plenty of great
The particulars vary from carrier to carrier and product to
continued
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MARKETING

U.S. CFOs Remain Cautious About the Economy
Higher Scores Than in 2012 Survey,
but Executives Still Concerned About Growth
Financial executives at U.S.
companies continue to be
concerned about the economy,
with only two out of five
executives expecting growth in
2013, according to the Bank of
America Merrill Lynch 2013
CFO Outlook.
“Until they see solid evidence of stability, CFOs will be
guarded in their optimism and
growth plans. Expansion still is
possible but may be limited in
the short term to certain industries and markets.”
The 602 executives who participated in the 15th annual
survey gave the U.S. economy an average score of 49 out of
100, up from 44 in the 2012 report. CFOs gave the global
economy a score of 45, up from 43 a year ago.
Optimism about economic growth remained muted, with

only 39 percent of CFOs predicting expansion in 2013,
compared with 38 percent last year. Perhaps more telling,
24 percent of executives said they expect the economy to
contract this year, up significantly from 11 percent in 2012.
“It is clear that uncertainty continues to linger among
CFOs, which is understandable given the broader economic issues both in the U.S. and overseas,” said Alastair
Borthwick, head of Global Commercial Banking at Bank of
America Merrill Lynch. “Until they see solid evidence of stability, CFOs will be guarded in their optimism and growth
plans. Expansion still is possible but may be limited in the
short term to certain industries and markets.”
Despite concerns about contraction, most CFOs expect
their companies to avoid layoffs in 2013. Only 8 percent
predicted a reduction in workforce, compared with 7 percent
last year. Meanwhile, 48 percent said they expect to maintain the current number of employees, while 45 percent said
they expected to hire employees. Both responses are similar
to last year’s survey. v

continued

4 Things You Need to Know about UL
firms from which to choose. Plus, it applies to the carriers
which producers select as well.
It matters because big changes create confusion. That confusion can lead either to new opportunities for those who
can navigate it, or to frustration for those who can’t.
Producers have their hands full working with existing
clients and finding new ones. Few have time to investigate
fully or stay abreast of the huge number of changes happening every day, especially in the UL marketplace. From
carriers jumping in or out of GUL, to pricing changes, to
understanding and designing index UL strategies, to making sense of living benefits, brokerage firms like ours have
to be able to help producers find the right solutions for the
right clients, all while operating under tight time frames.
If all a distributor is doing is pushing UL products, they’re
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doing producers a grave disservice. After all, we basically all
have the same products. That’s not where the value is. The
value is in being able to distill all the information out there
into a usable sales solution which a producer can take to a
client and which the client can understand.
Never has this been truer than in the UL marketplace
today. v

Mr. LaTanzi is affiliated with DMI, Inc., in Hingham, Ma.
Connect with him by e-mail at dlatanzi@dmi.com.

Endnotes
1 AnnuitySpec.com’s “Third Quarter 2012
Indexed Insurance Sales” by Sheryl J. Moore,
November 16, 2012
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Geographic Solutions
Advising citizens, resident aliens and
non-resident aliens
By Russell E. Towers, JD, CLU, ChFC

Sometimes you will find
yourself dealing with clients
who are U.S. citizens, but who
own property in more than one
country. Or you may find yourself dealing with a client who
resides in the U.S. and has resident alien “green card” status.
Or you may have a client who
is a citizen of a foreign country,
but who owns property “sited”
in the U.S.
Is there a simple way to categorize individuals based on
their legal status when planning the transfer of their estate
for U.S. estate tax purposes?

taxes paid to foreign countries
where an estate tax treaty exists
between the U.S. and that
foreign country.
3. Non-Resident Alien (NonCitizen): Only U.S. “situs”
property owned by a NonResident Alien is included
in the U.S. gross estate. The
estate tax exemption for
Non-Resident Aliens is only
$60,000 which is equivalent to
a $13,000 estate tax credit (IRC Section 2102(b)).

As you can see above, category #1 ((U.S. Citizen) and
category #2 (U.S. Resident Alien-Green Card) are virtually
identical. There is a major exception regarding the use of
the estate tax marital deduction on the first death of a married couple. In order to receive a 100% estate tax marital
deduction on the first death, a special trust known as a
“Qualified Domestic Trust” (Q-DOT) must be executed
to hold and receive property. Otherwise, any property left
outright to a surviving spouse who is a U.S. Resident Alien
will not qualify for the estate tax marital deduction and may
result in federal estate taxes due upon the first death.
So, the major difference involves category #3 (NonResident Alien). Therefore, we have to determine what is
considered to be U.S. “situs” property for a Non-Resident
Alien that would be included in the U.S. gross estate. And
we have to determine what is considered to be property
“not situated” in the U.S. gross estate and therefore not
included in the U.S. gross estate of a Non-Resident Alien.

Actually, it is simple because a person can only fall
within one of three legal status categories at any given
time:
1. U.S. Citizen: Worldwide

property owned by a U.S.
citizen in included in the U.S. gross estate. The federal
estate tax exemption (currently $5,250,000 in 2013)
would be in effect. There is a federal estate tax credit
for any death taxes paid to foreign countries where an
estate tax treaty exists between the U.S. and that foreign
country.

2. U.S. Resident Alien (Non-Citizen): Worldwide

property
owned by a U.S. Resident Alien (“green card”) is
included in the U.S. gross estate. The federal estate tax
exemption (currently $5,250,000 in 2013) would be in
effect. There is a federal estate tax credit for any death

continued
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Geographic Solutions continued

Here is a listing of different types of property that
would be considered to be U.S. “sited” property and
includible in the U.S. gross estate for a Non-Resident
Alien:
n

n

n

n

Example of Non-Resident Alien with a U.S. “sited”
taxable estate of $1,000,000:
Taxable estate
Tentative Tax
Estate Tax Credit

located in the U.S. (Treasury Regulations
20.2104-1(a)(1))

Real estate

U.S. Estate Tax

Stocks (including mutual fund shares and shares of
a closely held business) issued by a U.S. corporation
(IRC Section 2104(a) and Treasury Regulations.)

(debt obligations)
issued by a U.S. corporation, by the U.S. government, a State government,
or any political subdivision (county, city, or town)
(IRC Section 2104(c) and
Treasury Regulations)
erty. It

$332,800

In the simple example shown above, the non-resident
alien could buy a U.S. issued life insurance policy from a
U.S. insurance carrier to offset estimated U.S. estate taxes.
Since life insurance on the life
of a non-resident alien is specifically excluded from the U.S.
gross estate under IRC Section
2105(a), the non-resident alien
could own the policy personally
and name a family member as
beneficiary. The income tax free
death proceeds could be used to
offset the U.S. estate tax.
Many individuals have
international business dealings.
Certain wealthy Non-Resident
Aliens may come to the U.S.
frequently for those business
dealings. An insurance producer
with U.S. state insurance licenses
can sell U.S. carrier issued life
insurance to these Non-Resident
Aliens as long as the solicitation,
application, and delivery of the policy takes place in the
U.S.

Bonds

Intangible personal prop-

$1,000,000
345,800
-13,000

...any property left
outright to a surviving
spouse who is a U.S.
Resident Alien will not
qualify for the estate tax
marital deduction and
may result in federal
estate taxes due upon
the first death

is unclear how
non-qualified annuities
issued by a U.S. carrier
would be treated. Treasury
Regulation 20.2104-1(a)
(4) would seem to suggest
that annuities are intangible personal property
and are an obligation
enforceable against a
domestic corporation (i.e.
insurance carrier) and should be included in the gross
estate. However, in PLR 200842013, the IRS ruled
that annuities were not property situated in the U.S.
under IRC Section 2105 and should be excluded from
the U.S. gross estate of a Non-Resident Alien.

Mr. Towers is Vice President for Business & Estate Planning with
Brokers’ Service Marketing Group, Providence, RI. Connect with
him at russ@bsmg.net

Here is a listing of certain property that would NOT
be considered to be U.S. “sited” property and NOT
includible in the U.S. gross estate for a Non-Resident
Alien:
which includes life insurance issued by a U.S. carrier! (IRC Section 2105(a) and
Treasury Regulations). The Non-Resident Alien could
even be the outright owner of the policy on his/her life
and none of the death proceeds would be includible
in the U.S. gross estate! There may be no need for an
irrevocable life insurance trust.

n

Death proceeds of life insurance

n

Personally owned savings accounts, checking accounts,
certificates of deposit of a U.S. bank (IRC

Section 2105(b)

and Treasury Regulations).
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The Three Disruptions
Altering the status quo
of retirement & longevity planning
By Francois Gadenne

Retirement management is not “same-oldsame-old” investment
management, “better
asset allocation”, “new
labels on old wine”
or “talking-the-talk
but not walking-thewalk”. Retirement
management is a set of
fundamental disruptions from our traditional understanding of investment management. The top three disruptions
include:

the Clients’ needs,
wants and behaviors.
The business model of
retirement management is different from
the business model of
investment management. The business
model of investment management is
“gathering assets under management (AUMs)”. The business model of retirement management is “paying a monthly
check”. This difference is fundamental and ripples through
the value-chain of the Financial Industry, causing a cascade of other disruptions that makes it impossible to “do”
retirement management as a small adaptation to investment
management. Retirement management is not a 20% change
to the business model of investment management, it is a
10X change to the business model of investment management. Incremental thinking and adaptions will not “move
the needle”.

The First Disruption: Clients are the bedrock of an
industry
The risk profiles of investment clients are well documented.
The risk profiles of retirement clients are documented in
this curriculum. They include the risk profiles of investment clients but they also include new risks. In particular,
the risk profiles of retirement clients include a category of
un-systematic, client specific “Chance” risks (e.g. Longevity,
Healthcare Costs, Household Shocks) that cannot be diversified away in the capital markets. These additional risks
mean that retirement management cannot be a “single cylinder” risk management engine based on “risk retention”/
diversification/asset allocation. This means that retirement
management, as shown in this curriculum, must become
a 4 or even a 5-cylinder risk management engine that
includes risk “retention”, “pooling”, “transfer”, “avoidance”
and as added to the list most recently, “barbelling”.

The Third Disruption: Traditional investment
management is a special case of the larger financial
framework that has been developed and formalized
since the 1950s
The larger framework considers both Wealth and
Consumption from Wealth. Traditional investment
management focuses on growing Wealth. Retirement
Management as a “monthly check” re-introduces minimum
consumption in the financial equation and explores its
consequences, starting with the impact that it has on our
primary advisory goal for the client. The goal of investment management is to expose the client’s wealth to upside
potential subject to a risk profile. The goal of retirement

The Second Disruption: Business models are
foundational building blocks for an industry
Successful business models are anchored in the bedrock of

continued
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The Three Disruptions continued

management is “First Build a (minimum consumption)
Floor, Then Expose (to wealth growing) Upside”. The basic
idea can also be expressed as a range of other expressions.
This optionality of expressions reflects our caution about
universally prescriptive statements in this field. This is in
part due to the range of opinions - that cannot be proven
a-priori - about a practitioner’s view (and their clients’)
of the primacy of the probability/odds of failure vs. the
magnitude/consequences of failure. Some believe that the
probability of failure looms greater in people’s minds than
the magnitude of failure. Others believe that consequences
always trump the odds. There is no way to tell, a-priori,
who is right and who is wrong for a specific set of circumstances whose resolution and outcomes are yet ahead of us.

(grown children living with their parents or the elderly
moving in with their children) as well as in the Social
Security, Medicare/Medicaid elections advisory work
performed by some RIIA members who use the Household
Balance Sheet View (sm) as a map. As we look at the
Household Balance Sheet, we see that clients can, not only
make adaptations to their three major sources of capital
(Human, Social, Financial) but also to their Liabilities.
Finally, Financial Capital adaptions may be seen with
advisors who are moving from a primary focus on upside
portfolio optimization to developing individualized tradeoff points that take the following in consideration:
n

Optional expressions of “First Build a Floor, Then
Expose to Upside” include:
n
n
n
n
n

n

n

“Build a Floor and Expose to Upside”,
“If “Able, Build a Floor Then Expose to Upside”,
“First Insure, Then Invest”,
“Insure and Invest”,
“Cushions before Optimization”, etc.

Again, our consensus position is that there is no universally prescriptive solution about floors, upside and risks.
There are many combinations of client exposures to risks
and to their related moments. There are many available
process and product solutions on the table. There may be
many more solutions yet to be discovered. Advisors need
to understand their client households, the range of risks/
moments they face, the trade-offs that can be achieved, the
valid solutions that they can access and then match them all
with one another to the best of their abilities.
The distinctive value of using “First Build a Floor, Then
Expose to Upside” as an easily memorized goal that is more
than “new labels on old wine” and that encapsulates what
to do with these fundamental disruptions in our business
is not to imply zero-risk or risk-free exposures for retirees.
Instead, its value is to help us extend our view from a traditional “upside” focus on concave client exposures (seeking
an expected return with long exposures to risky assets whose
un-systematic risk can be reduced by diversification in the
capital markets) to this upcoming and rapidly developing
“flooring” focus on creating more convex client exposures
to the wider range of risks that affect retiring and retired
households. The old adage, “It is the variance that kills you”
is doubly, or perhaps more accurately - “compoundedly”,
true for retirement portfolios. v

This Third Disruption is most interesting if only by the
amount of debate it can generate among RIIA members.
Our consensus at the time of this writing is that, indeed,
a “zero-risk” consumption floor is unrealistic for many
reasons. This is particularly true if one were building such
a floor from Financial Capital only and in the current Zero
Interest Rate Policy (ZIRP) environment. However, all of
us, rich or not, will have to find a way to generate a minimum consumption floor in retirement. Some will only be
able to rely on their Human and Social Capital. Others may
also be able to rely on their Financial Capital. Some floors
will be fragile to the variances of the mix of risks that apply,
so uniquely, to each one of us. Efforts to make specific parts
of such floors less fragile to the variance of the matching
risks may be prohibitively expensive.
All recognize that naked exposure to retirement risks,
including sequence of returns risk, will have great negative
impacts on some, but not necessarily all, retirees’ actual life
experience. Something needs to be done about it and it is
not likely to be found doing “same-old, same-old”.

Understanding the impact of social and human capital
Human Capital adaptations - departures from past trends
- to expensive consumption flooring can already be seen
in the employment data, suggesting that more people are
working longer than before, and certainly longer than
expected for many. Social Capital adaptations can be seen
in the reported increase of multi-generations households
March 2013

the variance of total return solutions (sequence of
returns problem),
the variance of behavioral risks that cannot be diversified in the markets, and
the expense of mitigating these variances for the consumption floor.

Mr. Gadenne is chairman and executive director of the
Retirement Income Industry Association (RIIA). Connect with
him by e-mail at fg@riia-usa.org or visit RIIA at www.riia-usa.
org.
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closing thoughts

Retirement in the eyes
of a millennial

How early should we start planning?
By Megan Barfield

Is a 401(k) check-up in order?
Does this sound at all familiar to you? It
is a very regular day in my life. It is closeto-never that I sit down and think to myself,
“Hmm…I wonder how my 401(k) is looking
this quarter,” let alone think about rebalancing
and raising my deferral percentage. I probably
have at least three statements I’ve never opened
sitting in a desk drawer — assuming they didn’t
end up in the trash can first.
Most of us millennials (generations X and Y (ages
18 to 35)), are really unsure of our retirement and how it
will be spent. Personally, I fully expect my husband and I
to still be working into our mid-60s, paying the mortgage
(though hopefully nearing the final payments), enjoying my
grandkids, living in the same house, still driving used vehicles — and wishing “they” were wrong when they told us
not to expect to receive a dime in social security benefits. To
top it off, I will still be watching every morsel I put in my
mouth for fear of it ending up on my ever-sagging derrière
and expanding waistline...and exercising daily will still be a
priority. I may finally accept that there is no “magic pill” for
this and those convincing infomercials simply succeeded in
robbing me of a portion of my retirement savings.
The world is just busy. Personally, I think there is a reason
that dizzy rhymes with busy—isn’t that how most of us feel
at the end of a whirlwind day or week? So how do we make
it easy for the busies to slow down long enough to ponder

The year is 2036…sitting in a lounge chair on the beach,
sipping a fresh mimosa, I am a healthy and fit 55-year-old
woman, happily married to an equally healthy 57-yearold man. We are enjoying an early retirement thanks to a
healthy 401(k) balance that has taken us to retirement and
will continue through our golden years. We travel around
the world, bringing back marvelous souvenirs for our children and grandchildren on return trips home, which is paid
for, as are the vehicles, boat, RV, and motorcycle. You get
the idea. Life is good! So good that I enjoy, without regret,
in most of the comfort foods I was told I should avoid
when I was younger AND I never exercise – yet I maintain
a perfect physique.
Current day…I am not as healthy or as fit as I’d like to be
at age 32, but am actively working on it. I begin most week
days running late to work, after getting the kids out of bed
and off to school. I hit the office and become immersed in
current projects and fires that soon catapult me to the end
of my professional work day. I head for home, thinking
about what I have for a quick dinner, wishing I’d planned
better, remembering my oldest has basketball practice at the
same time my youngest must be at dance class. “Mom, I
need a snack for school tomorrow!” In the midst of dropping kids off, and then picking them up, from after-school
activities, I’m paying bills online, transferring money, and
ordering a pizza for that quick dinner. I haven’t even made
it home yet where I worry about the looming pile of laundry waiting for me.
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Retirement in the eyes of a millennial continued

world’s workforce. We are a generation processing information faster than ever, and we are multi-tasking 24/7. Case in
point, I just downloaded a book to my iPhone, replied to
the health of their 401(k)? This is, of course, assuming we
an email, and checked my children’s grades online...all while
have taken the time to actually enroll in this employerwriting and gathering thoughts for this piece. Despite the
sponsored benefit.
fact that Gen Y (generally under age 30) will be more digiIt’s hard to imagine a retirement spent as desired in my
tally sophisticated than those in my Gen X generation, as a
futuristic view of 2036. But what if it didn’t have to be
whole we are looking to our surrounding environment to
that way? What if we 20- and 30-somethings really could
deliver goods in both a physical and a virtual environment.
enjoy an early retirement with a second home on a lake or
So let’s circle back to my question.
near the beach? (Sorry folks...the aging
How do we make it easy for the busies
process and having to exercise will not
to slow down long enough to ponder
The world is just busy.
change.)
the health of their 401(k)? Simple...
Personally, I think
For the sake of this discussion, let’s
we go where they are, and we get in
assume I haven’t worked in the retirefront of them. Do you remember
there is a reason that
ment industry the last decade. My
the movie, Field of Dreams and the
dizzy rhymes with
retirement account, it’s called a 401(k).
famous line, “If you build it, they will
Dollars that are tax deferred are autobusy—isn’t that how
come.” Well, forget it. It just doesn’t
matically deducted from my paycheck
apply anymore to this generation of
most of us feel at the
and deposited into an account for my
millennials. I’m referring the vast array
end of a whirlwind day
retirement, where it is growing and
of materials available that go comearning interest…or at least I’m assumpletely unused, because they’re sitting
or week? So how do
ing and hoping that’s what it’s doing.
out on a website not being promoted.
we make it easy for the
Who has time to think about it? Who
Break apart the different components
really wants to think about it? Quite
of joining a 401(k) plan and creating
busies to slow down
frankly, I’d prefer my retirement savings
a healthy account balance, it’s easy to
long enough to ponder
to just run on auto-pilot and continue
see the many ways we can use techbeing grateful to my employer for makthe health of their
nology to our advantage and put the
ing this benefit possible.
necessary tools in the right hands to
401(k)
I do care. I’m educated and smart
help secure those golden years.
enough to know retirement isn’t going
Making the Choice To Save
to plan itself. But those account statements aren’t pleading from the drawers or trash can for five
Sign me up…
minutes of my time, so they don’t become a priority. They
During an open enrollment period, most employers (at least
don’t even make the “to do” list on my smart phone. I can
those who are somewhat proactive), set up times for their
guarantee you, however, if I got a text once a quarter letting
employees to attend optional enrollment meetings with the
me know my 401(k) rate of return increased or decreased
plan’s financial advisor(s). Human Resources posts flyers
and what amount of gains and losses I had, I’d be more
around the office, sends a few emails and maybe includes
inclined to log in and check the health of my retirement
a paragraph or two in the company newsletter. They hope
account. Proactively show me when my account is or is
for a great turn out of employees who are excited about this
not behaving as planned. Remind me to increase my salary
benefit.
deferral. I want to be informed. Give me both the good and
The day of the meetings arrives. Since the meetings were
the bad.
optional, attendance is low. Low attendance tends to transMany agree this industry should get back to the basics.
late into low participation in the plan. Am I suggesting HR
Remember, simpler is better—and embrace technology. Use
scratch enrollment meetings? No! Am I suggesting these
social media networks. Get out there on the web. Be visible
meetings be made mandatory? Absolutely not! If there’s one
to us. That is where we congregate. Don’t believe me? There
thing Gen X and Y do not like, it’s being told what to do.
are currently 1 billion users on Facebook alone. And get
We want options and we want to do it in our own time and
this: over 50% of the world’s population is under the age
when we are ready.
of 30 with those 18 to 35 years old making up half of the
What I am saying is that we cannot stop with
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Retirement in the eyes of a millennial continued

closing thoughts

those account statements aren’t pleading from

low-attended meetings, shrug our shoulders
the drawers or trash can for five minutes of my
and kick the dirt telling ourselves, “I should’ve
sent one more reminder email…were those
time, so they don’t become a priority
flyers flashy enough…what am I doing
wrong?” If only one person showed up for
that enrollment meeting then you’ve helped
budgeting and investing, but we aren’t likely to do it, thus
one person get started on saving for their
those robust materials are severely under utilized. Push the
retirement.
information to me. Feed it to me. Put it in front of me by
Hold the enrollment meetings, but also have that same
text, by email and by app notifications. Again, I know that
information available in a mobile app or on a mobile site
I should be taking the time to browse the many available
at the very least. Have
tools on my retirement account website, but the sad truth is
the pieces in place
I most likely will not.
so that employees
The exponential growth of social media is telling us that
can enroll online,
customers
don’t have to go looking anymore; the deals and
whether they use
the brands are coming to them via their smart phone. Why
a laptop, iPad
not deliver the retirement account information in the same
or smart phone.
way, in the same mentality. Stay in front of us.
Communicate your
meetings and the
resources using different
outlets (Twitter, Facebook,
and Chatter).
Another solution
I am all for is the
auto-enrollment
and automatic
deferral increase
features. We
already know
we need
to be
investing, just
make sure
the communication is in the
right places for employees to know what
will transpire should they miss the enrollment
meetings.

Ongoing maintenance…
Do not simply give us another piece of paper. We will lose
it, I promise you. The ongoing health of our retirement
plans need to go beyond that of paper statements. The
majority of us are not interested in opening up envelopes
to look at 10 page statements full of pie charts, graphs and
numbers. I want options to view my account: my smart
phone, my iPad and my laptop.
Give me an app that is easy to navigate and you have my
attention. Show me immediately where my account stands
today, and where it needs to be. Tell me if I’m on track or if
I need to rethink my deferral percentage and investments.
Think GAP analysis reports.
I agree we aren’t saving enough; unfortunately if it’s not
pushed in front of me enough for me to make it a priority,
it won’t be a priority. Keeping those tips and alerts visible
where I’m at is good for all bottom lines, and ultimately,
me, the participant. Where am I? Facebook me or send me
a text and I’ll let you know.
Trust me, millennials know and understand why retirement security is important. We want easy access in multiple
formats. Above all, though, it must be mobile! It must go
with us and be available whenever we want it, wherever we
may be. v

Education…
Last week I ordered a pair of shoes from the
Internet—using my phone. I hadn’t planned on
ordering shoes that day, but I received a text with a
coupon code and a link to the merchant’s website. I didn’t
go looking for shoes; the shoes came looking for me, so
to speak. Why shouldn’t retirement plan information and
education operate in the same way? We all know we can
probably go to a website and search for tips on saving,
March 2013

Ms. Barfield is a Marketing Strategist for CPI Qualified Plan
Cousultants, Great Bend, Ks. Connect with her by e-mail at
megan.barfield@cpiqpc.com or through LinkedIn. View the
‘Social Media Video 2013’
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