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Planning Strategies for Executives, Business Owners,
and Highly Compensated Employees
Why is it that their ‘fair share’ never seems to be enough?
by Herbert K. Daroff, J.D., CFP

What are the biggest concerns of this group?
1. Anticipating higher and higher income tax
rates
2. Dealing with the increased costs of healthcare and custodial care for themselves and
their employees, today and throughout
retirement
3. Maximizing investment returns net of taxes,
inflation, and fees for the business as well as
personally for retirement
4. Leaving the optimal financial legacy for spouse and
descendants, but not so much that they lose the incentive to work. Provide charitable legacies.

Estates and Irrevocable Trusts at $11,950 of income

n

Grantors at:

		

n

n

$425,000 (head of household)

		

n

$400,000 (single)

		

n

$225,000 (married, filing separately)

Beneficiaries, including children beyond the “kiddie tax”
age (20 if not in school full time or 24 if in school), parents, and others may be in lower tax brackets. Since the
trustee of such a trust can distribute or loan some, all, or
none of the income and/or principal to or for the benefit
of the beneficiaries, income from investments (including
private businesses, even S-Corporations) can be “sprayed”
to beneficiaries in lower tax brackets. Then, have them pay
for non-deductible expenses like college costs and uncovered healthcare and custodial care expenses. The gifts by
these beneficiaries for these purposes are unlimited (not tied
to the $14,000 per donee annual exclusion). The beneficiaries could also fund life insurance premiums. By gifting income producing assets to these trusts, we no longer
have to rely on split-dollar or “Crummey” (Crummey v.
Commissioner, 25 TCM (CCH) 772 - 1966) notices.
Second, they can take advantage of tax favored investments. They are concerned that tax deferred investments
may simply push current income into HIGHER tax

TAX PLANNING: Anticipating higher and
higher income tax rates
The top income tax bracket increased from 35% (2012) to
43.4% (2013: 39.6% + 3.8%). That’s a 24% increase in
just one year. The top tax on dividends increased from 15%
(2012) to 23.8% (2013: 20% + 3.8%). That’s a 58.67%
increase in just one year. And yet, some people still don’t
think that the highly compensated pay their “fair share”.
Really?
No wonder these folks are concerned about the future of
their income tax bite. What can be done?
First, they can gift up to $5.25M ($10.5M for married
couple) into an irrevocable trust. The income taxes for such
a trust can be paid by the trust, the grantor, or the beneficiaries. The top tax bracket of 43.4% hits:
n

		

$450,000 (married, filing jointly)
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Planning strategies for your high-comp clients continued

brackets in the future. What investments are tax favored?
At least for now, life insurance cash value. Even highly
compensated people still have large amounts of cash sitting
on the sidelines. Turning cash into cash value for business
cash as well as personal cash should be considered.
What else is tax favored? Roth IRA and Roth 401(k).
Commercial real estate with depreciation and the ability for
tax-free rollovers (IRC Section 1031) as well as capital gains

and sinus blockages. That’s a very expensive cure for the
common cold and allergies. What ever happened to all of
those health clinics in the mall or at the local pharmacy?
We have many military veterans looking for work who have
learned significant medical skills, both first aid and beyond.
Our ERs and Trauma Care Centers are for “real” emergencies. Just look at the aftermath of the Boston Marathon
Bombings. Everyone who made it to the hospital is still
alive. That is absolutely amazing and a tribute to the first
Year
CASH
Premium
CASH
CV
TOTAL
DB
responders and medical staffs.
1
$100,000
$10,000
$90,450
$183
$90,633 $183,289
The government helped
2
$100,500
$10,000
$80,852
$7,158
$88,010 $183,312
reduce the number of smokers
3
$101,003
$10,000
$71,207
$16,708
$87,914 $183,357
and therefore the number of
4
$101,508
$10,000
$61,513
$28,149
$89,662 $187,397
cases of lung cancer and emphy5
$102,015
$10,000
$51,770
$40,599
$92,369 $192,652
sema. Michelle Obama and pro
6
$102,525
$10,000
$41,979
$53,712
$95,691 $197,843
sports are promoting more exer7
$103,038
$10,000
$32,139
$67,356
$99,495 $203,078
cise. Yet schools have reduced
their physical education due
8
$103,553
$10,000
$22,250
$81,588 $103,837 $208,461
to budget cuts. More exercise
9
$104,071
$10,000
$12,311
$96,671 $108,982 $214,513
and less video games may result
10
$104,591
$10,000
$2,322 $112,720 $115,042 $221,040
in better health. Companies
can sponsor programs for their
0.50% * assumed interest rate on CASH net after income taxes
employees and the employees’
$183,289 ** initial death benefit for male age 53 preferred non-smoker
spouse, children, and parents.
actual death benefit will depend on age and underwriting status
Stop smoking incentives. Lose
based on current dividend scale, death benefit grows to $221,040 by year 10
weight incentives, but with care
*** projected cash value based on current dividend scale, not guaranteed
that people are eating correctly,
dividends are not guaranteed
not starving. Walk a mile incentives. And more.
if you have more in CASH plus CASH VALUE than you would have
Insurance companies are
had in CASH alone, how much did the life insurance really cost?
looking at individual ratings for
treatment when (if ) sold. Of course, there are expenses,
employees who smoke, are obese, or present other healthtoo. Energy development programs with intangible drilling
care risks. Of course, one of the benefits of group benefits
costs, depreciation of tangible costs, and depletion allowis not having individual underwriting. But, the premium
ances. And, let’s not forget about municipal bonds. The
cost cutting may outweigh the underwriting costs.
increase in tax rate on dividends may result in a shift to
municipal bonds, once interest rates begin to increase. The
RETIREMENT PLANNING: Maximizing investment
larger economic benefit may be that municipal bonds tend
returns net of taxes, inflation, and fees for the business
to create local jobs. By contrast, larger companies that pay
as well as personally for retirement
dividends have tended to move more jobs overseas.
Tax deferred investments, as stated above, may just move
income into higher brackets, but they are still very valuable.
BENEFITS PLANNING: Dealing with the increased costs
Variable annuities have experienced reduced popularity due
of healthcare and custodial care for themselves and
to the reduction in their guarantees, including minimum
their employees, today and throughout retirement
income benefit percentages. But, what about the significant
The government has, so far, only has its focus on paybenefit of locking in an up market and periodic resets when
ing for the cost of healthcare, not how to reduce the need
markets go up? What about locking in a 15,400 DJIA?
for healthcare and/or how healthcare is provided. Large
How would you have felt if you had locked in a 14,000
numbers of people go to Emergency Rooms for sore throats
DJIA before the last big drop in the stock market?
continued
July 2013

L&HA

6

www.LifeHealth.com

Planning strategies for your high-comp clients continued

Real and pseudo indexed annuities also help to maximize
investment returns.

Jeff Scroggins “Incentive Trust” preach the same ability for
grantors to create ethical and moral values as well as protect
financial assets. Provide scholarships to grandchildren, but
only if they keep a 3.0 or better GPA. Provide funds for
educational trips, but only if they present a report to the
family of the values that they learned. The rest are limited
only to your imagination and your values.
Provide a legacy of giving by creating a private foundation, taking advantage of the resources of community foundations, or donor advised fund. Create incentives for others
to give by providing matching gifts rather than outright
gifts. Have the family decide who benefits by how much
each year. Just remember, the best asset to leave to charity
is your retirement account. And, you can leverage that gift
by using an annuity to generate premiums for life insurance. For those over age 59½, the income is taxable from
the retirement account, but the premiums are tax deductible (up to limits) if the life insurance is owned by and payable to the charity or charitable trust or foundation. v

ESTATE PLANNING: Leaving the optimal financial
legacy for spouse and descendants, but not so much
that they lose the incentive to work. Provide charitable
legacies.
Enhanced lifetime gifting, up to $5.25M, remains open,
for now. This allows highly compensated people to remove
both current value and future appreciation in value from
their taxable estate, while maintaining lifetime CONTROL
and INCOME. The ability to “sell” assets to an intentionally defective grantor trust allows for even greater shifting
of future appreciation to future generations, fully creditor
protected.
Many high net worth people are concerned about transferring life values to future generations, not just financial
value. Consider reading the book and/or watching the
movie The Ultimate Gift by Jim Stovall. His 12 gifts
are, The Gift of Work, The Gift of Friends, The Gift of
Money, The Gift of Family, The Gift of Learning, The Gift
of Problems, The Gift of Laughter, The Gift of Giving, The
Gift of Gratitude, The Gift of a Day, The Gift of Loving,
and The Gift of Dreams. My “Family Bank” strategy and

half page horiz.july.final.indd 1
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In profile

Don Fuerst
Senior Pension Fellow
at the AmericanAcademy
of Actuaries

Taxing Longevity
The actuaries at Social Security have predicted that the
fund will not be able to meet its obligations, if some
reform isn’t implemented, by 2033. A similar situation occurred in 1983, when a bi-partisan accord was
drafted in congress to, among other things, raise the
retirement age. The difference is that congress had to
do something immediate in 1983, or Social Security
would not have been able to pay its bills that year.
There is a dire warning now, however, from a number
of sources, who all predict that if we wait until the
eleventh hour again, it will be too late.
Don Fuerst, the senior pension fellow at the American
Academy of Actuaries, echoed this warning to the
House Ways and Means Subcommittee on Social
Security in May. He spoke with LIFE&Health Advisor
about the costs of delay, the political winds buffeting
the arguments and the prospects for our economy, and
our workers, going forward.

in profile
By P.E. Kelley
L&HA: What is the projected shortfall for Social Security, and
when will it commence?

slightly less than 1%, .98% to be precise. This is the deficit
over the current 75-year period, and it gives you a measure
of the scope of the problem for the fund, which, if left
unchecked, is projected to run out of money by 2033.

DF: There are two ways of looking at it, both of which are
projected over a 75-year period. One is to view it as a percentage of payroll because that’s how it is funded- with a
payroll tax. So, if you wanted to balance it now for the current 75-year period, you’d have to increase the payroll tax
by about 2.7%. At the moment, the payroll tax is 12.4%;
6.2% from the employer and 6.2% from the employee.
Increasing it to about 15.4% would put it back in balance
for about 75 years.

L&HA: An increase of 2.7% in the payroll tax doesn’t sound
like a lot, but obviously it must be.
DF: That depends on who you ask. Some people consider any increase in tax excessive while others look at it
say ‘yeah, we can handle that, if it means keeping Social
Security intact for another 75 years.’ It depends very much
on your point of view.

The second way of looking at it is to view it as a percentage
of Gross Domestic Product. In this sense, the deficit is

continued
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In profile: DON FUERST continued

L&HA: So, by 2033, the fund may fail. How serious is the
situation in your opinion?

age, we are in effect giving people an increase in benefits
each year. The best solution, I think, is to index the full
retirement age to changes in longevity in the future. So, as
our longevity increases we should adjust the retirement age
automatically to that.

DF: It is a serious issue, but not just because 2033 is coming up soon. Thirty years ago, in 1983, we had a situation
where the trust funds were about to run out of money in
two to three months. Legislation was passed at the eleventh
hour to avert that. Waiting that long this time, waiting until
the eleventh hour of 2033, would be much more expensive,
a lot more than the 2.7% that we’re talking about today. It
will also be much harder to cut benefits for retirees at that
point. So, what might happen, if we choose to continue
paying those benefits, is we might have to pay them out of
general revenue, rather than out of the payroll tax, and that
would be an incredibly significant departure from the way
we have funded Social Security.

L&HA: Wasn’t indexing proposed in the past?
DF: Yes, and it is a good analogy. Back in the mid-1970s
they changed the Social Security law to index retirement
benefits to inflation. Prior to that, it was a real political hot
potato every year, and especially in election years. When
they automatically indexed it to the cost of living, it eliminated the influence of partisan politics.
I think that the retirement age ought have a similar
solution, where we simply say that if we continue to have
increases in longevity, which most people project,
we index the retirement age to those increases. Of
course, there is debate over exactly what those projections might be.

Don Fuerst, Senior Pension Fellow
at the AmericanAcademy
of Actuaries

L&HA: How does this play out on the street?
L&HA: How would that alter the system?

DF: The Social Security administration already measures
the actual mortality rates of our elderly population. As that
increases so much, you’d raise the normal retirement age by
a month, or two months, whenever the statistics called for
it. If this were automatic, that could solve roughly 30% of
the financial deficit of the program.

DF: Social Security has been funded for 75 years almost
exclusively with payroll taxes. The system, but its nature,
has created an important link between the taxes that you
pay and the benefits that you ultimately receive. So, if we
don’t fix the problem relatively soon, it means we will have
to depart from this method of funding. However, there
are many who believe that 2.7% is an incredibly enormous
number, too large perhaps.

L&HA: What are some of the other variables that effect the
calculations of longevity?
DF: We look at how fast the economy might grow, how
quickly longevity will increase and, believe it or not, how
fertility rates will change in the future.

L&HA: What is the strategy, then, for the 2.7% solution?
DF: Well, the 2.7% solution would be one that would
fix the entire problem with only revenue increases. There
are at least two other methods that can be used as well.
One is slowing the growth of benefits for some people and
the other is changing the retirement age as our longevity
increases. The 1983 amendment stepped retirement up to
age 66 for full benefits, and over the next twelve years or so
it will step up to age 67.

L&HA: Please explain.
DF: One of the reasons that Social Security costs have
increased so much is because our fertility rates have declined.
We are having fewer children and that means fewer workers
paying into the system. This is a relatively significant part of
the overall symptoms of Social Security’s malaise.
The projections from this point forward are somewhat
static, but it is important to understand that in relation to
the Baby Boom in the 1950’s, and the Echo Boom in the
1990s, our fertility rate has dropped considerably. So the
fertility rate has stabilized, but at a much lower rate. If it
were higher, the impact on Social Security would be that
much lower.

L&HA: What’s changed within the dialog of these solutions
since 1983?
DF: Our longevity has. For this reason, in my testimony
in May I proposed that we should have further increases
beyond what we already have. Longevity has changed so significantly that if we do not continue to raise the retirement

continued
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In profile: DON FUERST continued

DF: The most promising changes are, first, some modest increases in the retirement age as well as some modest
increases in revenue collection, perhaps raising the wage-base
somewhat. Senator Tom Harkin (D-Iowa) has a proposal
to tax all wages in the future. Currently, we only cover
about 83 percent of wages, with the wage base at $113,000.
During the 1990s, we were covering about 90 percent.
However, the growth of the wage-base has not kept up. Still,
there is give and take on this.

L&HA: What is the political temperature for changing things
now as opposed to later?
DF: At May’s hearing the congressmen on both sides of the
aisle spoke of how important the issue is, but I didn’t think
they instilled a lot of confidence in the people who were
there that they had the gumption to get something done.
The compromises that will be required are going to be quite
difficult for a congress as polarized as the one we currently
have.

L&HA: How does an economy sustain the impact of keeping so
Some people favor a Presidential commission, like we did
many people working longer?
in 1983, where a bi-partisan group can study the issue and
make proposals. But we just saw
DF: Recent research indicates that
how ineffective this can be with the
we would actually be expanding
One of the reasons that
recent Sequester issue. The tendency,
the economy. Look at it historiunfortunately, is to allow these issues
cally. Back in 1935 when Social
Social Security costs
to come much closer to the deadline
Security was created, we were in the
have increased so much
so that a solution must be made, but
midst of a depression, and part of
in this case that could have dire conthe justification was to allow older
is because our fertility
sequences for the solvency of Social
people to retire to make room for
rates have declined. We
Security.
younger workers. But our economy
are having fewer children
has changed enormously since then,
moving away from agrarian and
and that means fewer
L&HA: Is there a viable argument
industrial economies to a service
as to how much greater longevity will
workers paying into the
economy, where intellectual capital
grow?
system. This is a relatively
is highly valued. This argues for
DF: It’s certainly part of the debate.
keeping older workers in the worksignificant part of the
We generally project that it will add
force, unlike 75 years ago, because
overall symptoms of Social
one year per decade to the retirement
they have acquired skills and
age, however some people are more
Security’s malaise.
knowledge that are quite valuable in
optimistic, citing medical and technotoday’s economy. It is interesting to
logical advances, the Human Genome
note that by raising the retirement
project, that could amend that calcuage, we can actually increase GDP.
lation to three years per decade. It’s
easy to run away this though. We’ve heard people say that the
L&HA: So, how high might the retirement age go?
first person to live to 1,000 may have been born already!
DF: In a few years it will automatically increase to age 67,
On the other end, others are much more pessimistic and
in accordance with the 1983 amendments. I think within
point to current problems in our healthcare, such as obethe next 75 years we might see age 69 or age 70. For now,
sity and diabetes and the relative control of pandemics and
and in this current economic climate, more and more people
surmise that there will be much slower growth in longevare choosing to continue to work, either because they have
ity. Some say the baby-boom generation might be the first
to or because the simply want to. The danger, of course, is
generation to see their children have shorter life expectancy
than they do. The Social Security administration has histori- running out of money, which, if it does happen, will be at a
much older age, perhaps age 85, when there is very little you
cally been much more intermediate, and accurate, in their
can do about it. v
assumptions.
L&HA: So, within the whole discussion of reform, how might
the mechanics of Social Security change with regard to what you
pay, how you pay it and what you get on the back end?

July 2013

Mr. Kelley is managing editor for LIFE&Health Advisor and
L&HA e-newsLink, our daily-digital magazine. Connect with
him through e-mail: pkelley@lifehealth.com

L&HA

10

www.LifeHealth.com

Straight Talk on Tactical Management
Making volatility an ally
by David Lau

There is a misperception that tactical
management is focused on the pursuit of
alpha—but the fact is that many managers practice the disciplined use of tactical
management for downside protection
and capital preservation. In recent years,
volatility has delivered a tough blow to
many investors. And tactical management is a proven solution to manage
volatility. In fact, with the right tactical
strategy in place, volatility can be a very
generous ally. Advisors need straight
talk on how to employ tactical strategies
and optimize their performance to help
build more resilient portfolios.

The benefit is clear. Following a strategy designed to avoid
the worst days allowed the portfolio to preserve capital
and accumulate substantially more. And over the past two
decades, the market’s down days have exceeded its up days
by almost two to one.

Avoiding the Downturns
Market volatility is here for the foreseeable future. More
than 70% of Registered Investment Advisors (RIAs) surveyed in a study by Cogent Research say ongoing volatility is a top concern for their clients.1 Market research also
indicates two-thirds of advisors believe tactical management
is key to navigating the volatile market.2
Many tactical strategies seek to stay in the market when
it’s rising, to exploit strong market conditions. Then, when
the risks begin to outweigh the rewards, they reallocate
to capture gains, and move to the safety of cash or fixed
income to ride out the downturns. Also contrary to much
conventional wisdom, research has shown it is better for
clients to be out of the market on the 10 worst days than to
be in the market on the 10 best days.
A recent study by Braver Capital Management illustrates
this point. The chart above shows the performance of an
initial investment of $100,000 over the period from 1995
through 2012. Compared to the fully invested S&P 500
Index, being out of the market on the 10 best days cost the
portfolio $156,765. But being out of the market on the
10 worst days, the portfolio was able to earn an additional
$360,760.
July 2013

Systematic Discipline
Most proven tactical strategies utilize quantitative models
and systematic rules-based strategies with a defined buy and
sell discipline. Macro indicators produce a more holistic
picture of major market trends and determine when to scale
in or scale out of an asset class or a market sector to capture
incremental returns, or move to the safety of cash. They
may adjust positions weekly, re-allocate monthly, or make
just a few trades per year. The key is having a strategy and
following it—without being misguided by emotion.
There are a broad variety of successful tactical strategies designed to suit different types of clients. Some have
a flexible, “go-anywhere” mandate, while others are more
concentrated on a specific asset class, or target a specific
risk profile. Two of the industry’s leading and largest tactical funds, Ivy Asset Strategy C (WASCX) and PIMCO
All Asset Inst (PAAIX), significantly outperformed their
category’s return of 10.74% according to Morningstar
data3,4 while using distinctly different strategies. At the end
continued on page 14
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Straight Talk on Tactical Management continued

of last year, Ivy’s fund remained bullish, with
holdings that were 75% long on equities,
10% gold, and only 6% allocated to cash.
PIMCO’s fund ended the year holding 10%
alternatives, 20% equities, and 70% fixed
income.

A Tax-Advantaged Solution
While tactical strategies have proven effective for managing volatility and enhancing
risk-adjusted performance, they tend to be
tax-inefficient. Wrapping tactical strategies in
tax deferral can potentially optimize performance and increase accumulation.
High turnover can produce short-term
capital gains, and the subsequent tax burden
can erode returns. In fact, Morningstar estimates that over the 85-year period ending in
2011, investors who did not manage investmodel portfolios from recognized third party managers.
ments in a tax-sensitive manner gave up between 100 and
Using asset location is beneficial not only for tactical
200 basis points of their annual returns to taxes.
management. It can potentially benefit all tax-inefficient
A proven approach to optimizing after-tax returns begins
assets that generate returns taxed as ordinary income or
with “asset location.” An asset locashort-term capital gains, such as
tion strategy is used to determine
bonds, commodities, and real
which assets in the portfolio should
estate, as well as many alternative
be located in taxable vehicles and
strategies. And in an environment
which should be located in taxThere are a broad
where taxes are rising and every
deferred vehicles, based on tax-effibasis point of performance counts,
variety of successful
ciency. The first step is to maximize
it should come as no surprise that
contributions to qualified plans such
tactical
strategies
a recent survey found 85% of RIAs
as an IRA or 401(k). For aggressive
and fee-based advisors say a lowdesigned to suit
savers and high net worth investors
cost tax-deferred investing solution
who can easily max out the low conwould be beneficial.6
different
types
of
tribution limits of qualified plans, a
low-cost, no-load variable annuity is
clients. Some have
another effective tool—one that is
Manage Risk, Manage Taxes—
a flexible, “gooften overlooked.
and Maximize Accumulation
In recent years, a new breed of VA
With no headwinds and minimal
anywhere” mandate,
has been re-engineered exclusively
tail risk, a rising market can lift all
while others are more
for tax-advantaged investing—with
portfolios. Traditional, value-based
low fees, greater transparency, and
investment models are designed to
concentrated on a
more fund choices, while stripcapture this upside. But in today’s
specific asset class
ping away commission, complex
complex market there is a tremeninsurance guarantees and surrender
dous advantage to considering both
charges that can lock in clients for
sides of the equation. By using
years. Some, like Jefferson National’s
tactical management for a portion
flat-fee VA5, include funds that can
of your clients’ portfolios, you can capture the upside—and
be traded daily and the industry’s most extensive selection
take proactive measures to avoid the downside.
of liquid alternative strategies, as well as tactically managed
continued
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Straight Talk on Tactical Management continued

For several years, surveys have indicated that clients have
real fears about a passive approach to investing. They can’t
handle the big spikes and troughs and are more confident
when their advisor takes action.7 Likewise, when clients in
retirement begin making withdrawals, losses can decimate
the value of their portfolio at a point when they don’t have
the time to catch up—and tactical management can help
minimize this sequence of returns risk.
With volatility and rising taxes as the new reality, and
every asset class across the board becoming increasingly
correlated, tactical management is becoming an essential
part of portfolio management. It should come as no surprise
that Cerulli recently announced more than 50% of advisors
are incorporating tactical management into client portfolios8—and the numbers will continue growing. The power of
tactical management combined with a tax-advantaged asset
location strategy can help clients improve diversification,
maximize after-tax returns, accumulate more wealth to meet
long-term goals—and provide them with greater peace of
mind. v

Mr. Lau is Chief Operating Officer of Jefferson National, innovator of the industry’s first flat-insurance fee variable annuity
with the largest selection of underlying tax-deferred funds.
Connect with him at dlau@jeffnat.com. For more information, please visit www.jeffnat.com or call 1-866-WHY-FLAT
(866-949-3528).

Endnotes
1 The RIA Market Research Study, conducted for Invesco by Cogent
Research, September 2011.
2 RIAs and Fee-Based Advisors Alternative Investments and Tactical
Management Survey, published by Jefferson National, September
2011.
3 Morningstar data as of 12/31/12.
4 Past performance is no guarantee of future results.
5 Jefferson National’s Monument Advisor has a $20 monthly flat
insurance fee. Additional fees ranging from $19.99-$49.99 will
be assessed for investors wishing to purchase shares of ultra lowcost funds. See the prospectus for details.
6 RIAs and Fee-Based Advisors Fiscal Cliff Survey, published by
Jefferson National, December 2012.
7 RIAs and Fee-Based Advisors Tactical Management Micro-Survey,
published by Jefferson National, February 2010.
8 Cerulli Edge: U.S. Asset Management Edition, Cerulli Associates,
April 2013.

notes & quotes

“When discussing disability
insurance, particularly as it refers to
highly- compensated employees and
professionals, there appears to be a
distinct lack of understanding of
the mechanics of disability income
insurance coverage. Whether it’s
an office worker or an executive,
almost everyone says, ‘I didn’t
realize that’. “

-Gary Terry, executive vice president of

The Westport Group, in an article discussing
the need for disability coverage for highlycompensated employees
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Benefit advisors need to differentiate
themselves…and fast
Finding ways to stay relevant
post health care reform
by Michael A. Martocci

Get ready for the great game-changer. The current
health care reform is one of today’s most complex issues our industry has faced in our lifetime.
There are many moving parts and there are several
unknowns that we hope get resolved as we move
closer to the 2014 deadline. But until then,
the marketplace is volatile and will continue to
accelerate over the course of the next two years. In
the wake of health care reform, the voluntary and
worksite benefits business is facing new challenges,
uncertainty and risks that are impacting the way brokers
conduct their business. In order for benefits professionals to
continue to stay relevant, they will need to adapt to a new
strategy.

their personal insurance and savings products. This reflects
the increasing value Americans are placing on benefits that
can be purchased at their worksite and why they see their
employers as an efficient way to gain access to insurance
products. If worksite sales trends over the past decade are
any indicator, voluntary benefits and carriers will continue
to fuel the growth in the industry. In fact, carriers and
distributors focusing on the worksite as a marketplace for
insurance sales have seen consistent growth of the segment
for over the past decade (see inset 1).

Risks and trends
We’re seeing widespread employee disengagement from
traditional programs, an increased interest for benefits bundling, the emergence of new distribution outlets, and a shift
to consumerism. These environmental changes are a result
of the following four risks and trends:

What will this mean to Benefits Professionals?
(and where’s the opportunity?)
While many of these trends may not surprise you, the
question is how should brokers engage employer groups?
What once was determined by the types of products
offered, specific plan designs and pricing have now given
way to the need for flexibility of enrollment platforms, educational information and accessibility—whether it’s through
the exchanges, in person, on paper or digitally. Health
care reform is driving consumerism, forcing employees to
have a higher level of involvement in the decision making
process when choosing their benefits. Brokers who want

1. Rising costs of healthcare benefits
2. Increased competition
3. Emerging and changing distribution channels
4. Regulatory uncertainties
While concerns and challenges face our industry, the
workplace has become the most prevalent avenue for
individuals to purchase voluntary benefits. According to
Guardian’s recent Workplace Benefits Study1, 60% of workers consider the workplace a “very important source” for

continued
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Benefit advisors need to differentiate themselves…and fast continued
[INSET 1] New Business Premium
Total voluntary/worksite premiums (in millions)

Source: U.S. Worksite/Voluntary Sales Report, Carrier Results for 2012, Eastbridge Consulting Group, Inc., April 2013

to stay relevant will need to become advisors and educachannel and brokers will need to keep employers informed
tors, so employees can make more informed decisions. This
about the pro and cons. But it’s more than just being an
holds true no matter how you define yourself—as a worksite educator; brokers will also need to be their “navigator” to
agent, specialist, classic worksite
help their customers choose the
broker, or benefits broker.
right mix of distribution, commuInsurance market reform provinication and educational tools that
The exchanges are fast
sions of the Affordable Care Act
best meets their needs and the needs
(ACA) are fast approaching on
of their employees.
becoming a commonly used
January 1, 2014, and many employdistribution channel and
ers are still unsure about the impact
Brokers seek best-in-class
it will have on the way employee
brokers will need to keep
carriers
benefits are sold and how they
employers informed about
The “cookie-cutter” approach to
will be offered to their employees.
partnerships
with insurance carriers
the pro and cons. But it’s
The purpose of Health Insurance
is changing. Regardless of the distriExchanges is to:
more than just being an
bution channel, brokers recognize
n Create competitive, sustainable
that today’s marketplace consists
educator; brokers will also
markets
of fluctuating customer needs and
need
to
be
their
“navigator”
n Provide affordable choices
unique differentiators. What they
now seek in their carrier relationn Inform consumers and create
ships (in order of relevance) are:
transparency
n

Ensure ease of transaction

These initiatives should sound familiar because some, if
not all, may be currently aligned with your own organization’s principles. Regardless of the need or how quickly
employee groups embrace these changes, brokers and carriers
must adapt because there will be a percentage of employer
groups moving to public and private exchanges. The
exchanges are fast becoming a commonly used distribution

n

Enrollment processes and systems

n

Guaranteed issue

n

Sales support

n

Simplified underwriting

n

Administration and billing capabilities

n

Reasonable compensation

n

Bundled product offerings and provisions
continued
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Benefit advisors need to differentiate themselves…and fast continued

It is important to identify insurance carriers that marry
competition from exchanges will require cost effective
your philosophy and provide flexibility in both design
approaches to enrollment and technology will play an
and service. It’s essential to partner with a carrier that
important role in reducing cost structures. This does not
offers quality products and services through these various
mean that face-to-face meetings are going away. Instead it is
distribution channels. Best-in-class means the ability to
important to have the right balance of high and low touch.
offer desirable benefits, solutions and support that help
An increase in broker involvement will be derived from
you understand the changing and
offering more administration and
volatile marketplace and differbilling capabilities—an area where
entiate you in the marketplace.
employers would like to reduce their
Brokers who partner
With regard to the exchanges,
involvement as new technologies
making sure products are easy to
are implemented. The key will be
with carriers that are
understand, deliver, and priced
a broker’s ability to offer a carrier
on
exchanges
may
right is essential. Regardless of the
that understands flexibility to “plug
medium, they need to help ensure
in” to a wide range of enrollment
see a reduction in
employees have the tools to make
approaches and technologies that will
compensation, but the
informed decision and purchase
help maximize market opportunities.
the right mix of benefits to fill any
This is why the broker’s role as an
upside opportunity is
financial gaps that they may have.
educator and a navigator are critical,
more access to products
especially as exchanges are introduced into the marketplace.
for their employer groups,
Enrollment solutions are the #1
which could offset that
differentiator
Let’s make one thing clear:
What’s the broker’s incentive?
compensation deficit.
The insurance carriers that place
Enrollment is not a transaction,
their products on the exchanges
it’s a process that must be engagwould be responsible for compensating, informative and affirming.
ing the brokers when involved as a
There’s a mindset in our industry
navigator or consultant. Brokers who partner with carriers
that products and advice are given only during a comthat are on exchanges may see a reduction in compensation,
pany’s scheduled enrollment period. But it’s not an annual
but the upside opportunity is more access to products for
event, it’s an ongoing process and therefore information
their employer groups, which could offset that compensaand advice should be continuously available. Increased
tion deficit. The key here is
[INSET 2] 2012 Mix by Line of Business
offering more accessibility and
greater flexibility, while helping
employer groups not get lost in
the multitude of avenues available to obtain voluntary benefits. It’s a win-win-win strategy:
A win for employers who may
experience improved efficiencies in their benefits package;
a win for employees who may
have enhanced selections that
fill financial gaps in protecting themselves and their families; and a win to brokers who
become the champions of the
employee benefits marketplace.
Source: U.S. Worksite/Voluntary Sales Report, Carrier Results for 2012, Eastbridge Consulting Group, Inc., April 2013
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continued on page 20

The industry’s BEST Multi-Life Long-Term Care Insurance
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.

Benefit advisors need to differentiate themselves…and fast continued

Three things brokers can do today, to make sure they
are relevant in the future
1. RECOGNIZE TODAY’S PRODUCT MIX
The addition of voluntary benefits products such as
Critical Illness, Cancer and Accident Insurance into the
product mix have become an important part of benefits
bundling. In the past, these products were not a substantial
consideration within a product portfolio, but now they

Some advice with overcoming
enrollment challenges
There is more than one way to enroll employees in a
voluntary benefits program, but which way is the best
way? Here are some quick tips to help navigate emerging
social media options, emphasize the benefits of mandatory
enrollments, and understand back-end technology issues.
n

Getting past the gatekeepers (HR Benefits Team):
key challenges
• Overcoming misperception of products
• Understanding their needs
• Making it easier for them to do their job

n

n

If the employers do not endorse the program, then
it can impact participation
Enrollment needs to be sold as educational
• Brokers need to reframe enrollment as a positive
opportunity to educate and communicate benefits. The employee enrollment experience is the
key.

n

Communications are a challenge
• Benefits can be complex: Education and integration into an employer’s program is the key to
successfully reaching the employees

n

Changing employee demographics impact communication style
• Sometimes paper is not as effective as an endorsement or self-testimonial from a customer social
posting or engaging in social media
• Understand who you are communicating, the
audience demographics, and the best medium to
reach them
• An employer’s style overrides their communication
capabilities
July 2013

encompass more than 25% of the voluntary benefits sold at
worksites (see inset 2). Understand why workers are at risk,
how these products fill important financial gaps and how
they can obtain them.
2. ANALYZE YOUR STRENGTHS…CONTINUALLY
Continue to evaluate and re-evaluate your differentiators. The marketplace is still in flux so there will be new
technologies, products and selling opportunities everywhere
you turn (even your natural market might change). Use
your strengths, knowledge and network to create a strategy
you can implement today, but be flexible as new opportunities present themselves. Keep in mind, employer groups are
looking for agility and customization. Stay in sync with their
needs.
3. INVEST IN YOURSELF
Invest your time in education for yourself by attending
industry conferences that are discussing environmental risks
and current trends. It’s an opportunity to listen, ask questions, and learn from industry thought leaders. Make note
of new opportunities and the various options for employer
groups. In the end, you will become an expert and thought
leader too. An added perk: Some conferences may offer
CE-credits toward licensing and continuing education
requirements.

An eye on the future
The broker channels are going to evolve, the differentiators and game changers in the marketplace are enrollment
services, benefits administration, and expanded product
offerings. The exchanges will also continue to evolve as well.
Right now they may be offering a set number of products
and carriers, but those choices will continue to expand as
the exchanges become more robust. It’s a great opportunity
for everyone: from the insurance carrier and brokers offering
products and advice, to the options and experience employers and their employees receive. In the end, let’s all remember that it’s about protecting an employee’s financial well
being should an unexpected event occur. v
Mr. Martocci is Vice President, Worksite Markets, Guardian Life
Insurance Company of America. Connect with him by e-mail at:
michael_martocci@glic.com

Endnote
1 The Guardian Workplace Benefits StudySM 2012, The Guardian
Life Insurance Company of America
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Healthcare Reform and Voluntary Benefits
How brokers can plan around implementation delays
by Sean Romero

It’s summertime, and the Affordable Care Act (ACA) continues its forward stumble toward implementation. In April,
the administration announced the need to delay a key aspect
of the law that addresses the Small Business Health Options
Program, or SHOP. The SHOP program was designed to
establish a marketplace where small business employees
can choose from multiple plans identified by a metal such
as bronze, silver, gold and platinum. The plan could still
be functional in 2014, but for the 33 states in which the
Federal Government was left to operate the exchanges, there
will be only a single insurance choice. States that have opted
to create and manage their own exchanges will now have
the option to follow suit by delaying their multi-choice
exchanges until 2015.
While the delay may be welcomed by some, the continued
economic uncertainty that accompanies it is generally not
welcomed by the broker community. However, when a door
closes sometimes a window opens; and through that window
lies a greater opportunity to sell voluntary benefits.

Opportunity #1: Filling the GAP
Forty-seven years ago SSA commissioner Bob Ball held
a press conference to announce implementation of what
would become the fastest growing federal program, which
now accounts for 15% of federal spending. Despite widely
held belief, the intention of Medicare was never to cover
100% of all medical expenses. As a result of these inevitable
gaps, we began to see the boom of supplemental policies.
Though highly regulated, the Medicare supplement market
has now grown to cover 10.5 million lives and has a market
value of over $22 billion.
Carriers recognize this opportunity and are pushing for
a larger share in the Medicare Supplement market. In the
last two years, Aetna and Cigna have purchased Medicare
Supplement blocks to increase their presence and 6 companies have entered or re-entered the Medicare Supplement
market.
Not unlike Medicare plans, ACA related plans will still be
bound by necessary loss ratios and, as a result, will not
be able to provide coverage that precludes additional
July 2013

voluntary GAP fillers. Instead of using traditional identifiers for level of coverage such as deductible, co-pay or
co-insurance, ACA plans will refer to coverage based in
actuarial values: Plans with an actuarial value of 60% have
been assigned Bronze, 70% for silver, 80% for Gold and
90% for platinum. To put these actuarial values in perspective, according to Research Corporation’s 2011 study, the
Silver plan’s actuarial value equates to a $6,350 out of pocket
maximum with either a $4,200 per person deductible or a
$2,050 deductible with 20% co-insurance. These numbers
are equivalent to those of a high deductible health plan, or
HDHP.
Medical plans with higher deductibles and co-pays have
been at least partly responsible for the sales growth of
Voluntary (employee paid) coverages. In 2012, Voluntary
Critical Illness had a 17% increase in sales and Accident
continued on page 24
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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

Healthcare Reform and Voluntary Benefits continued

Insurance sales surpassed short term disability sales for the
first time ever according to Eastbridge Consulting Group’s
annual survey. These plans allow employees and individuals the opportunity to transfer the financial risk of a large
deductible should a medical emergency occur. As plans that
contain a lower actuarial value of protection become more
prevalent, brokers and agents who become experts on these
products will be well positioned to offer Voluntary solutions
as part of an overall healthcare strategy and to supplement
exchange-based or private insurance at the workplace.

provisions such as guarantee issue – which could incentivize people to wait until they are sick or injured to purchase
coverage and then cancel when they become better – and
restrictions on a plan’s annual maximum benefit, a fact
Health and Human Services Secretary Kathleen Sebelius
conceded publicly in March.
Of course, an employer’s benefit dollars are finite, as are
available strategies to deal with further increases in cost.
One way is to directly pass the increased premiums on to
the employee population. Another popular method has
been to pass the cost on to the employees in the form of
Voluntary benefits. In this scenario benefits that used to
be 100% paid by the employer are now paid for by the
employee on a voluntary, payroll deduction basis. In fact, a
recent survey by Buck Consultants showed almost onethird of all employers surveyed whose groups were between
50-1000 lives were considering offering new Voluntary
benefits to replace existing employer paid and contributory
benefits. This would potentially affect between 19 million
and 45 million employees over the next two years. Half of
large firms sized 1,000 or more employees showed interest
in transitioning their existing benefits to voluntary.
The pressures on healthcare premiums are facilitating
this shift. This represents is a great opportunity to take
advantage of employers’ desires to continue to offer a robust
benefit packages to their employees while still keeping costs
in check.
Over time, numerous studies have repeatedly tied worker
productivity, loyalty and happiness to their benefit programs. Regardless of the employer’s share of their employees’ healthcare spend, the pressures of offering attractive
benefit options will remain and employers will continue to
look for ways to add value to their offering.
Those that choose to send employees to the public
exchanges will find themselves offering Voluntary benefits
as a form of fringe benefits at no cost to the enterprise.
Employers that choose to continue to offer compliant
group health insurance will continue to shift the cost of
employer paid benefits to the employees in the form of
Voluntary benefits. While the landscape may be changing,
new voluntary benefits opportunities will still arise. Brokers
and agents must position themselves to consult their group
clients about the problems Voluntary benefits can help
resolve. v

Opportunity #2: Leveraging benefit subsidies
Under ACA, subsidies may be provided to individuals
who do not have access to what the federal government
deems as “minimum essential coverage” through their
employer. These individuals will have the opportunity to
purchase coverage from a public healthcare exchange and
may receive a subsidy or premium support. While these
subsidies may not be popular for the taxpayers that finance
them, they could play a large role in making additional
benefit dollars available. It should be noted that premium
dollars may only be freed by government subsidy, if and
when the exchanges are in place and if they are economically viable over the long term for individual states. The
economic viability from the individual state’s perspective is
largely unknown at this time. Eligibility for support will
be determined by comparison of the individual or family
to the federal poverty level. This ratio will determine the
maximum an insured is allowed to spend on healthcare. The
Silver plan will be used as a benchmark and the balance of
the cost subsidized.
According to the 2013 guidelines, a family of 4 that earns
$46,100 will only pay a maximum of 6.3% of their annual
income toward health insurance. If the plan they choose has
an annual premium of $10,000, $7,095.79 of that will be
paid for the form of a tax credit. This represents a substantial savings that could make enrollment in a voluntary
benefit feasible. It’s estimated by the CBO that that over 23
million citizens will have some type of coverage through a
public exchange by 2016.
Opportunity #3: Offsetting increased group
health premiums
Both group and individual health insurance premiums
have been rising for some time and policyholders are already
seeing additional ACA related premium increases. Insurers
are anticipating higher costs from federally mandated

July 2013

Mr. Romero is Voluntary Market Coordinator for Reliance
Standard Life Insurance Company, where he directs enrollment
strategy and implementation for brokers and group planholders. He may be reached at sean.romero@rsli.com.
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For partnership that leads to performance,
team up for life.
With Swiss Re as your partner, you can rely on our global presence and financial security to provide the vital
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.

Take your partners at www.swissre.com

©2013 Swiss Re
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Using the Executive Bonus as a Planning Tool
How Universal Life can solve the retention problem
By Brett W. Berg

Planning for small business
owners and their concerns
continues to be important from a life insurance
planning perspective.
Key person, buy-sell and
executive benefit planning
remain important areas for
financial professionals in
this regard. Even with the
continued economic uncertainty, one problem for
small business owners continues to persist—finding
and keeping key executives.
Typically, once a key executive is recruited and groomed
for the small business, the owner may be concerned that
he/she may be recruited by another company. Or in some
cases after a period of time, the key executive may be considering early retirement. In these situations, the business
owner wants to establish a selective incentive arrangement
that will help recruit, retain and reward these key people.
At the same time, the business often would like to receive
a current business income tax deduction for providing the
benefit.
One solution to consider is an executive bonus arrangement. In a typical executive bonus arrangement, the
employer agrees to bonus life insurance premiums on a
policy owned by and insuring the executive. Generally,
the employer’s payment of the premium is deductible as a
regular and necessary business expense, subject to the reasonable compensation rules. In turn, the executive reports
any employer-paid premium as additional taxable compensation. For the business owner and executive, executive

bonus plans are straightforward, relatively simple to implement and administer.

Double-Bonus: A Cash Infusion
Many times, the employer enhances the attractiveness of
this fringe benefit by providing additional cash to the executive to cover the income and payroll taxes generated by the
premium payments. This is often referred to as a “double
bonus” or a “gross-up” arrangement. As is the case with any
business planning solution or idea, the business owner and
executive should consult their own legal and tax counsel
for the specific tax ramifications of the specific arrangement
into which they may enter.
As a result of this arrangement, the executive receives an
employer-financed life insurance policy that generally provides an income tax-free death benefit (pursuant to Internal
Revenue Codes 101(a) to his or her named beneficiaries,
as well as access to the policy’s cash value. Often, cash
accumulation types of policies are selected for executive
continued
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Using the Executive Bonus as a Planning Tool continued

bonus arrangements. For this reason, variable universal life
Contract (MEC)*, generally withdrawals are taxed only to
(VUL), indexed universal life (IUL) and cash accumulationthe extent that they exceed the policyowner’s cost basis in
oriented universal life (UL) policies are popular choices.
the policy and usually loans are free from current federal
In today’s environment, IUL may be of interest to
taxation. A policy loan could result in tax consequences if
the executive in that most IUL designs provide upside
the policy lapses or is surrendered while a loan is outstandpotential for cash accumulation while providing downing. Distributions from MECs are subject to federal income
side protection for the cash value in the event of market
tax to the extent of the gain in the policy and taxable disdownturns. In general, most Index ULs offer a basic intertributions are subject to a 10% additional tax prior to age
est account as one investment choice, and they typically
59½, with certain exceptions.
“sweep” funds through this account. However, the index
To summarize, the executive receives a portable executive
account is vastly different. There is no “current” crediting
benefit, which is financed by his employer as additional
rate. The “illustrated” rate may
compensation for his/her conbe based on a 25 year backward
tinued service to the employer/
history that index’s performance
owner’s small business.
Many times, the
- even though past performance
Sometimes the business owner/
employer enhances
has no impact on future results.
employer will want more control
Any future projections are basiover the executive bonus arrangethe
attractiveness
of
cally hypothetical. The actual
ment. After all, with the arrangeperformance of an Index UL
ment as outlined, the executive
this fringe benefit by
will be derived from actual index
may separate from service at any
providing additional cash
performance, and subject to some
time and take the insurance policy.
upward cap on participation and
In cases where the business owner
to the executive to cover
a floor that limits losses. The carwants more control, a restrictive
the
income
and
payroll
rier hedges their risk by purchasing
executive bonus arrangement
options, resulting in asset perfor(REBA) may be considered.
taxes generated by the
mance that mirrors their crediting
In general, a REBA is similar to
premium payments. This
liability. The upside potential and
any other executive bonus arrangedownside protection offered by the
ment. The difference is that the
is often referred to as
IUL product may be particularly
employer and executive make an
attractive to the executive in fundarrangement that effectively limits
a “double bonus” or a
ing the executive bonus plan.
the executive’s rights for a specified
“gross-up” arrangement.
period of time. For example, as
part of an employment agreement,
A Portable Executive Benefit
the executive may agree not to
Regardless of the type of insurance policy selected, if the
access the cash value of his insurance policy for a specified
executive dies early and has named his/her family as benperiod of time.
eficiary, the family may received the death benefit to help
In conclusion, planning for small business owners conprovide income replacement, pay for final expenses, etc.
tinues to be an important area of emphasis for financial
Assuming the executive lives to retirement, he or she may
advisors. For advisors with small business clients, executive
take withdrawals and/or loans from the policy at retirement
bonus continues to be an important tool in helping busito accomplish this. It’s important to note that both loans
ness owners retain key employees to help grow the business.
and withdrawals from a permanent life insurance policy
In addition to revisiting executive bonus as a planning idea,
may be subject to penalties and fees and, along with any
financial advisors may want to revisit the funding of such
accrued loan interest, will reduce the policy’s account value
agreements, especially considering the potential advantages
and death benefit and may have tax consequences. If the
of indexed universal life (IUL) in funding executive bonus
policy is a VUL, depending upon the performance of a
arrangements. v
VUL policy’s underlying investment options, the account
value may be worth more or less than the original amount
Brett W. Berg currently serves as Director, Advanced Marketing
invested in the policy.
for Prudential. Mr. Berg can be reached at
Assuming a policy is not a Modified Endowment
brett.berg@prudential.com.
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Five Questions To Start a Retirement
Planning Discussion
With time eating away at their savings,
many feel financially insecure
by John Grogan

Absent guidance from financial professionals who can focus on the bigger picture, many
well-intentioned people get caught up in the
treadmill of daily living and put off any serious long-term financial planning until it is too
late. A recent study by my company shows that
half of Americans don’t have a financial plan in
place and 63 percent say their financial planning
needs improvement. The lack of a financial
safety net is worrisome, but it is also an opportunity for advisors to make a real difference.
How can advisors help? Our 2013 Planning
& Progress Study found that Americans largely recognize
that time is eating away at their money, and half admit
to being less financially secure than they’d hoped at this
point in their lives. Only 43 percent feel financially secure.
Advisors need to initiate a dialogue with their clients about
planning for long-term goals, and it has to focus equally on
growth and protection.
We believe there are six key retirement risks to address –
unplanned market losses, living longer than you planned,
inflation and taxes, healthcare costs, long-term care risks and
leaving a legacy. Each of these have to be factored into a
long-term plan, alongside one’s financial goals, risk appetite
and time horizons.
To initiate the dialogue, here are five good questions to
discuss with clients:

share the same retirement vision, or if they’ve talked to each
other about retirement at all. In most cases, the constant
juggle of day-to-day demands has sidetracked them from
any serious discussion, and the questions will be a welcome
opportunity to focus.
Whatever the initial response, advisors shouldn’t rush into
problem-solving or quick fixes. Instead, advisors should
continue asking probing questions to better understand the
clients’ end game first, and then offer needs-based, long-term
solutions that can weather the zigs and zags of market cycles.

What are your biggest concerns about retirement and
longevity? What excites you about retirement?
They may seem like obvious questions, but too few financial advisors take the time to really listen for the answers.
The best way to help clients is to actually listen to them. By
listening, you’ll determine whether your clients have thought
much about retirement, if their expectations are in line with
their assets, and if they have financial worries keeping them
up at night. For couples, you’ll learn whether they
July 2013

What steps are you taking now to ensure you have an
adequate amount saved for retirement?
Three quarters of the Americans we surveyed say that
long-term planning is a priority over short-term performance, so there is a possibility that your clients are on their
way to a comfortably secure retirement. Indeed, half of our
respondents say their approach to money is to save and be
careful, which is encouraging. The question then becomes:
are these actions the right ones? For example, while nearly
40 percent of Americans plan to save more in the next year,
only a careful analysis of the current size of the nest egg,
savings rate, retirement goals and risk management measures
can show whether they’re saving enough, or allocating the
assets appropriately.
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Legal & General’s pension annuities are ‘Highly commended’
Annuity provider recognised by a panel of experts
at the Moneywise 2012 pension awards
LONDON--(BUSINESS WIRE)--Legal & General
has been voted Highly Commended in the Best Annuity
provider category in the Moneywise 2012 pension
awards.
The award was announced in the September issue of
the magazine and was based on the providers offering the
most competitive annuity rates and best quality service.
An expert panel comprising senior executives of four
respected independent financial planning and investment
advisers, voted on the awards.
Head of Annuity Product Development, Tim Gosden
who accepted the award was grateful for the recognition
of Legal & General’s annuity service; “We’re delighted
that a respected consumer publication like Moneywise
has recognised us as highly commended. They, like us,
have long been committed to helping people make
informed financial decisions using everyday language.
And there are few purchases where making an informed
decision is more important than buying an annuity.

We think it’s important to enable annuity customers
to shop around and buy their annuity direct from us, if
they feel confident to do so. Our consumer website and
knowledgeable quote team are dedicated to helping customers understand pension annuities and their annuity
buying options.“
Tim added; “Access to independent financial advice
may be a little harder to come by for people with ‘small’
funds once the Retail Distribution Review (RDR) adviser
charging changes come into effect at the end of the year.
So we expect more customers to look to buy direct and
we can help them make sure they don’t miss out on extra
income for life based on their health.”
For more information about Legal & General annuities, visit their website or call 0800 048 2445 for your
guaranteed quote and help understanding your buying
options. We could be able to offer you extra income for
life based on your health and UK postcode. We may
record and monitor calls. Call charges will vary. v

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
July 2013
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Five Questions To Start a Retirement Planning Discussion continued

Early retirement isn’t always anticipated. What happens
if you face an earlier-than-expected drop in income?
Although pre-retirees on average think they will work until
they are 68, with one in ten expecting to work into their 80s,
the reality is that many will end up retiring well before this.
In fact, retirees from our study told us they retired on average by age 59. Changes in the economy, unexpected health
issues and employer cutbacks can all play a role in determining whether an individual continues working at the income
or salary level that they had counted on. Ideally, advisors
will work with their clients on a plan that incorporates both
wealth accumulation and risk mitigation throughout their
lifetime. If income drops unexpectedly five-, 10 or 15-years
away from planned retirement, goals and priorities can be
reevaluated and adjusted if necessary.
Has the economic crunch of the last few years left
you believing you have no choice but to select riskier
investments in an attempt to make up for lost time/
money?
More than two-thirds of Americans think the pace of
society makes it hard to stick to long-term goals. In fact,
the pressure to keep up has people playing a dangerous
game of catch up with their finances. Twenty two percent of
Americans have dipped into their retirement or long-term
savings accounts in the past three years. Nearly one in four
feels compelled to stay in investments that are above their
risk tolerance level because they have a lot of catching up to
do. While the thought of not having enough money to live
out one’s retirement fantasy can be disappointing, gambling
with the nest egg you do have invites more portfolio fluctuations than most people can comfortably stomach.
Advisors need to bring discipline about asset management and protection to their clients’ financial lives – perhaps by trimming exposure to high-risk investments and
encouraging clients to focus on what’s most important to
them in retirement. This may mean scaling back on risky
ventures in favor of prudent investments offering potentially more modest gains, but also less erosion of principal.
Conversely, advisors also need to watch out for younger
clients with longer time horizons who may be doing their
portfolios a disservice by not taking on enough risk.
Have you thought about what your financial needs will
be at age 95?
Most people embrace the idea of living a long life, but as
it turns out, few actually prepare for one. Only 35 percent
of Americans surveyed are prepared to live to age 95, even
though hitting 90 is a very real possibility. A 2011 U.S.
July 2013

Census Bureau report commissioned by the U.S. National
Institute on Aging found that the number of people living
into their 90s tripled to 1.9 million between 1980 and
2010.
So while there is a 50% chance that a 65-year-old man
today will live beyond age 87 and that a 65-year-old
woman will live beyond age 90, advisors should plan for
their clients to live longer, as these numbers will only rise.
By 2050, the 90+ set will make up 10 percent of the U.S.
population that is 65 and older, according to the U.S.
Census report.
If a person’s retirement plan does not extend far enough
on the age spectrum, the ‘golden years’ can easily become
tarnished by longevity and the associated costs for care
that tend to accompany it. In fact, longevity, health care,
and long-term care - together with the market, inflation
and taxes – are among the key risks that can wreck havoc
on a financial plan. Fortunately, insurance has evolved so
that none of these need to become issues. For example,
long-term care insurance can ease the burden of paying
for expensive long-term health care and income annuity
products are flexible enough to offer income streams that
can cover basic living expenses, potentially freeing up other
assets for discretionary spending.
As you know, financial planning is a discipline that yields
results once implemented and followed diligently over
time. This is why we are such strong advocates for having
the retirement planning discussion with your clients now.
The value of a prudent plan has never been more critical
than it is today – the economy is uncertain, the savings rate
is negative, the capital markets remain volatile, and people
are living longer while health care costs are rising. Advisors
who integrate both risk and investment solutions into their
clients’ financial plans now are better able to help them
manage their assets over the full arc of their lives. v
Mr. Grogan is Senior Vice President, Planning & Sales,
Northwestern Mutual. Connect with him by e-mail: johngrogan@northwesternmutual.com

About the Survey
Northwestern Mutual sponsored a study exploring the state of
planning in America. The study surveyed more than 1,500
Americans age 25 or older (conducted 2013).

‘Northwestern Mutual’ is the marketing name for The
Northwestern Mutual Life Insurance Company, Milwaukee,
WI.
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The Long-Term Care Family Fire Drill
Preparing your clients to think about the issues of aging
By Adam M. Sachs, CFP®, CLU®, ChFC®, CLTC
and Erica Mellone, CLTC

As individuals are growing older and living longer,
many are realizing they may need some type of
assistance in later years to live with independence
and dignity, preferably in their own home. For
individuals that have taken action by purchasing
long-term care insurance, they have placed a great
deal of control into their own hands. Long-term
care needs in later years becomes a family issue –
physically, financially and emotionally – not to
mention complex.
We know that long-term care insurance can help
relieve the burden on family members and give
clients options in their care, but the subject overall
is a difficult conversation that many family members chose not to address with each other. Starting
to prepare today by talking with members of the
family allows for proper planning, expectations of
roles and intentions, and positive decisions to take
place. Even if you never need this type of care in
later years, you can at least have the comfort of knowing that
you took action if a claims situation were to ever arise.
With this in mind, our firm has instituted a Long-Term
Care Family Fire Drill for our clients and prospective clients.
For our existing clients who own long-term care insurance,
we call them on their policy anniversary and suggest that we
have a fire drill for their immediate family members. We
want to make sure that in the event something happens, the
people that would be most likely involved in the process
of filing the claim would be at this meeting and be able to
be informed. During this meeting, we explain that we will
review the policy, what role their other insurance plays, as
well as other information, so their family would be more
prepared in the event something happens. We realized the
importance of this family meeting, based on an experience
we had with one of our clients several years ago, Mr. “Jones”.
July 2013

Facing the onset of Alzheimer’s
Mr. Jones called us in a panic. By the time he found
his wife wandering from what had been diagnosed as
Alzheimer’s disease, she had developed hypothermia and was
in the hospital. Mr. Jones was understandably distraught.
He was exhausted after weeks of taking care of her and the
emotional toll that he had been experiencing. We realized in
talking with him that we needed to speak to someone else in
Mr. Jones’ family who may be able to assist in the next steps
of the claim filing process. We asked who in his family was
helping him the most with his wife. Without hesitation,
he stated his daughter, Joan. After receiving permission,
we spoke to Joan and helped her initiate a long-term care
insurance claim for her mother, and ultimately a business
relationship continued with Joan.
After this experience, we realized that helping prepare
our clients, and their children, for a long-term care claim,
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The Long-Term Care Family Fire Drill continued

could be one of the most valuable areas of service that we
could bring to the relationship and extended family members. This includes helping the family prepare for the claims
process and understanding the benefits of their long-term
care policy before a claim needs to be filed. It also provides
a method for the entire family to have a dialogue regarding
other financial planning concerns and questions, particularly
those the children may have in regards to their own specific
circumstances.
As our practice has grown, we
have created a niche focus that is
run by Erica Mellone, CLTC. Based
on the specific experiences that she
has had, having seen her grandparents need extended care, she helps
serve our firm’s clients by educating
them and their families on their
planning opportunities during a
long-term care or other financial
emergency. Many of the clients that
we meet with expect the purchase
of long-term care insurance to be
simple and transactional, but we
take the time go through the process
of what to expect in the event of a
claim emergency so that everyone
is prepared as a family unit. This
helps clarify everyone’s expectations
and facilitates a dialogue that allows
everyone’s intentions to be heard
and understood.
The following is the process we
walk our clients and their family
members through as part of The
Family Fire Drill. The claims process involves several steps,
and if a client and their family members are aware of the
process beforehand, it will be smoother and help the family
spend more time focusing on preparing for care vs. worrying
about what to do when the time comes for a claim.

• Estate conservation topics
• Retirement issues such as longevity, inflation and
sequence of returns risk
Our clients have told us that the benefits of this meeting
with their family members helps them have a better dialogue
between themselves, and us as their advisors. It helps clarify
and reinforce the benefits of the policy that the client has
purchased, giving them comfort in
their decision making process. It
addresses potential scenarios that
could arise in the future, such as
premium increases or the role your
children may have to play as medical advocates. The process has also
had additional benefits in that we
are able to foster new relationships
with the children of our clients so
they have a financial professional to
turn to when they have questions
relative to their own circumstances.
It has also established new relationships with other professionals such
as estate planning attorneys.
Preparing individuals for what
they may face in the future is more
than just providing a product,
service or concept. It is about
focusing on the relationship. If
you can service your client proactively, particularly in preparing for
a family crisis, all parties can feel
more capable, confident and secure
in knowing they have protected what is most important to
them and those that they care about most. v

The claims process
involves several steps,
and if a client and
their family members
are aware of the
process beforehand, it
will be smoother and
help the family spend
more time focusing on
preparing for care vs.
worrying about what
to do when the time
comes for a claim.

At the meeting, we share a brief outline that includes:
• Current benefits of the client’s coverage
• A review of the long-term care claims process including
a review of Medicare and Skilled Nursing Facilities vs.
Rehabilitation Hospitals
• A review of the long-term care marketplace including
potential rate increase information
• A discussion of long-term care legislative issues within
our State
July 2013

Mr. Sachs and Ms. Mellone are financial
advisors with Centinel Financial Group, LLC in
Needham Heights, MA. They can be reached
at 781.446.5006 or by email at asachs@centinelfg.com or emellone@centinelfg.com.

Registered Representative/Securities and Investment Advisory
Services offered through Signator Investors, Inc. member
FINRA, SIPC, a Registered Investment Advisor. 160 Gould
Street, Suite 212, Needham Heights, MA 02494. (781)
446-5000. Offering John Hancock Insurance Products.
Centinel Financial Group, LLC is independent of Signator
Investors, Inc., John Hancock and any affiliated companies.
501-20130611-145889
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closing thoughts

Wealth protection is not about you…
… it’s about your family
by Mark Davis
When we think about retirement planning and funding
our retirement programs, we
think about protecting and
adding to our nest eggs - our
wealth accumulation programs.
When life goes well the goal is
to have that nest egg grow to an
amount sufficient to fund our
needs through the remainder
of our lives. It is towards that
goal that almost all our planning
and efforts are directed, such as
properly funding wealth accumulation options such as 401k,
403b, annuities, Roth IRAs,
IRAs, SEP IRAs, and non-qualified deferred compensation plan
contributions.
Of course, you have also
planned for the curve balls that
can get thrown your way by having a disability insurance plan
to fund your lost income and
a long-term care policy to fund the expenses of extended
health care needs. However, if you turn your back now and
think you are done, you have left your retirement at risk:
the substantial risk that a career-ending accident or illness - or even a stroke, as 19% of strokes happen to people
younger than age 55 - will prevent you from returning to
work and funding those carefully constructed wealth accumulation plans. What then?
You may have your disability policy to supplement your
income, or a portion of it, and a long-term care policy
should you need extended care. Everything may seem to be
in place and you think you are set and your plans are properly implemented. I wish this were true but, unfortunately,
there remains a gap in your plan and you do not have you
and your family do not have adequate financial protection should a career ending event occur. Your inability to
July 2013

continue to work implodes your
retirement planning - all that planning down to the last penny of contributions, the build-up of the plan
amounts and projected percentages
of capital to be used during each
year of retirement are at risk.
Once you stop working, your
retirement contributions stop. And
if you stopped working due to a
career-ending illness or accident
your income replacement policy is
not sufficient to continue retirement
contributions. It is that simple - you
stop working and you stop contributing to your retirement nest egg.
The flip side of wealth accumulation is wealth preservation - the
protection of existing assets and the
assets projected to be in your retirement account when you will need
them the most - when disability
payments cease at age 65.

A complete retirement plan is not about you - it’s about
your family!
The hard truth is that should you have a career-ending
accident or illness, your needs will be taken care of. The
needs not taken care of will be those of your family who
will act as your caregivers or will fund your care. This
care is provided at the same time the income of the family
is reduced and the expenses increased. The real problem
will truly emerge at age 65 - this is when your disability
insurance payments cease and that carefully constructed
retirement plan – to which your contributions have been
decimated - commence. Unfortunately, since you stopped
contributing to your retirement, those plans now cannot
fund the needs of your family.
continued
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Wealth protection is not about you… continued

Let’s look at a few examples of losses to retirement
funding:
A 44 year old physician earns $300,000 per year
and contributes $25,000 per year in total retirement
contributions. Should an event occur that prevents
her from continuing to work in her own occupation she will not contribute $500,000 to her retirement programs and will live on the current income
replacement disability insurance program.
or
A 57 year old attorney earns $450,000 per year
and contributes $75,000 per year in total retirement
contributions. Should an event occur that prevents
him from continuing to work in his own occupation he will not contribute $600,000 to his retirement programs and will live on the current income
replacement disability insurance program.

There is a solution.
You are now able to acquire a tax-free sum payment equal
to the value of ALL your projected retirement plan contributions to age sixty-five should you become disabled through
a new disability insurance plan designed to fund your lost
retirement plan contributions.

* The plan is open to employees of both small and large
companies. This plan is ALSO available to INDIVIDUALS
who are members of a group that we can assist in aggregating. Some examples of such groups can be:
• Physicians affiliated with a hospital or practice group;
• Members of an association;
• Clients of an accountancy firm
• Clients of a financial advisory firm;
The value of creating such groups is that many, if not
most, of the members have in the past been unable to participate in guaranteed issue offerings This solution provides
these individuals the discounted pricing and absence of
underwriting, both medical and financial, that has only been
available to employees of larger companies.

IT’S NOT ABOUT YOU
When a career-ending accident or illness prevents you from
working in your profession, many things change. This first
change is that sufficient income to meet the family’s needs is
no longer coming into the home; the second change is that
your retirement accounts will no longer accumulate from
expected contributions and will quickly deplete as they now
must be used to supplement you and your family’s lifestyle.

• This is a benefit whereby the insured is
able to determine the amount of retirement contributions that will be lost and
add in some other expenses that may be
necessary to pay down - for the financial well being of their family. Once
that number is self determined, they can
choose a lump sum one-time payment
amount that meets their needs. This may
be as small as $250,000 or may be over
$3,000,000. The goal is to replace the
money that will be lost from lost retirement plan contributions and provide
additional income to guarantee that the
family’s lifestyle does not change.
• This new disability plan is offered on a guaranteed
issue basis - there is no medical exam and no financial
underwriting.

The 45 year old physician described above would lose millions of dollars in lost income and retirement assets as of age
65.
continued
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Wealth protection is not about you… continued

replenish the lost retirement account and
once invested can help to create a more
comfortable retirement. Furthermore, this
additional income can be used for emergency expenses just as families often access
their retirement accounts for such purposes.
These results seem astounding but they
are every day scenarios for those that did
not realize the issue of wealth protection
in addition to wealth creation; often times
realizing when it’s too late.

The 57 year old attorney described above would lose over
$600,000 in lost income and retirement assets as of age 65:
This substantial change in income and available assets will
cause difficult decisions for the family and alter the lifestyle
that so much effort was put into to maintain. These people
had very good existing disability benefits, but those benefits
alone are not sufficient to prevent catastrophic losses to the
family’s financial security.
An additional benefit to protect the retirement, paid
as a lump sum, one-time payment of even $500,000 can

Conclusion:
Protecting the accumulation of retirement
assets is equally important to the protection
and security of you and your family’s needs
as income replacement.
Disability insurance benefits cease at age
65, just when we are seeking to access our
retirement accounts. The loss of income and the loss of
retirement accumulations devastates the family’s retirement often forcing the sale of assets and a diminished lifestyle.
Protecting one’s retirement assets can be achieved on a
guaranteed issue basis no medical or financial underwriting and at no cost to employers or affinity groups - such benefits
can be enrolled online and on a voluntary basis. v
Mr. Davis is President of Corporate Compensation Plans, Inc., in Danbury, CT.
Connect with him by phone 916-594-9720 or e-mail: mtd@corpcompinc.com.

Small Businesses Offer Great Opportunity for Voluntary Benefits Market
WINDSOR, Conn.,— A new LIMRA study
finds that the majority (53 percent) of
small businesses (2-99 employees) do not
offer insurance benefits to their employees,
often believing they cannot afford them
(chart).  According to the U.S. Census
Bureau, 98 percent of employers in the U.S.
have fewer than 100 employees, accounting for approximately 35 percent of the U.S.
workforce and representing about 40 million
workers.  “With the cost of benefits — in
particular health care — rising steadily over the past two decades,
it is not surprising that many small business owners have made the
decision not to offer employee benefits,” said Kimberly Landry, research
analyst, LIMRA Insurance Research. “What our study found was that
few small businesses considered making voluntary benefits available
to their employees, which provide employees the ability to obtain the
coverage they need at little to no cost to the business.”  Prior LIMRA
research indicates that — depending on the benefit — most employees
prefer to purchase their benefits through the workplace. Those who
favor purchasing benefits at work cite convenience, the ability to pay
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through payroll deduction, and less perceived need
for background research as top reasons for this
preference.  This year’s study found that two-thirds
of small employers who do not currently offer
benefits have not been approached within the last
12 months. However, more than 4 in 10 of these
businesses have considered offering benefits and
nearly half agreed to meet with a producer once
they were contacted.  “While small employers are
less motivated to offer benefits to attract and retain
employees in the current economic environment, they are still interested in finding affordable ways to offer these
products,” noted Landry.  The study found that, among small businesses
that do not currently offer benefits, 6 in 10 are unfamiliar with voluntary
products, providing an opportunity for carriers and producers to educate
small employers on the advantages of offering voluntary benefits to their
employees.  “We have seen many new financial services companies enter
the voluntary market in recent years, including some of the largest U.S.
carriers,” observed Landry. “These companies are recognizing that businesses, faced with rising medical costs, may be interested in offering a
broader array of voluntary benefits to their workers.” v
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LOMA launches investment course targeting advisors
ATLANTA – LOMA today launched a new online
educational course, Institutional Investing: Principles
and Practices (LOMA 357), which is tailored to life
insurance, financial services and retirement professionals and provides a fresh learning experience and
a broad introduction to investment principles and
practices for institutions.
“As the size of the industry’s work force contracts
and companies face new challenges, company leaders
are increasingly recognizing the value of knowledgeable employees,” said Katherine C. Milligan, FLMI,
ACS, ALHC, LOMA senior vice president, Education
& Training. “To help meet the ongoing need for
industry education, LOMA is pleased to offer professionals a firstof-its-kind course that presents the top-down approach to investing practiced by investment professionals throughout the financial
services industry.”
Institutional Investing explores the investing context of a life insurance company or financial services company and discusses investments and investment considerations for such institutions. By taking
an entirely institutional view of investments and investing, the course
departs significantly from commercially available university-level
investment textbooks.
The new course covers various approaches to investment portfolio
planning and types of investments appropriate for institutional investors in three modules that offer:
· A broad review of operations, jobs and management systems for
institutional investing, as well as the investment regulatory environment and internal control systems for institutional investors;
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· Portfolio planning and strategy for a number of institutional contexts, including performance analysis, benchmarking and systems for asset-liability management;
· A comprehensive, in-depth examination of various
investments vehicles for institutions.
“This new course is particularly valuable for noninvestment professionals who may not already have
knowledge of institutional investing,” noted Milligan.
“Our course will significantly strengthen employees’
business and financial acumen and thus help them
– and their companies – navigate current and future
challenges.”
As an industry association, LOMA relies on volunteer
experts to help produce high-quality course curriculum. Institutional
Investing gained the benefit of feedback and expertise from over 50
industry experts from LOMA’s various investment committees and
review panels who participated in course planning and development.
With this course, LOMA completes the transition of the FLMI
Program to an online format. v
###

About LOMA

Established in 1924, with 1,200 plus member companies in over
80 countries, LOMA is committed to a business partnership with its
world-wide members in the insurance and financial services industry to improve their management and operations through quality
employee development, research, information sharing and related
products and services. To find out more about LOMA and the learning opportunities it offers, visit www.loma.org.
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