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Longer Lives
One of Humankind’s Greatest Achievements!
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Build your retirement plan to last
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“‘Help! I haven't saved enough for retirement!”
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Introducing ...

RETIREMENT
GAME-CHANGERS

Strategies for a Healthy,

Financially Secure,

and Fulﬁlling Long Life

STEVE VERNON, FSA

Author of Money for Life
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20th century arc of life

Middle age,
career,
family

Childhood,
education,
early adulthood

Retirement




21st century arc of life
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What’s the Secret?







None of the men in my family

lived past age 75.




My neighbor’s 97-year-old
aunt ran out of money and
had to move in with them.
She didn’t think she’d live

that long.




My mother died of cancer at
age 54. Enjoy it while you can.

You just never know how long

you’ll live.




“For all but the most strongly determined genetic
diseases ... MacArthur Studies show that the
environment and lifestyle have a powerful impact on the
likelihood of actually developing the disorder. This is
wonderful news for individuals with strong family
histories of some cancers, heart disease, hypertension,
rheumatoid arthritis, and many other conditions. We
now know that diet, exercise, and even medications may
delay, or completely eliminate, the emergence of the
disease.”

— From Successful Aging, by John W. Rowe, MD and
Robert L. Kahn, PhD



What’s Your Life
Expectancy?

Some good websites:

 www.longevityillustrator.org/

e www.livingto100.com

* www.bluezones.com
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If | knew | would live
this long, | would have

planned better.
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“If we take a late retirement and an early death, we’ll just squeak by.”






Most Important Financial Decisions
The Top 5

1. When and how to retire
2. When to start Social Security

3. Build your retirement income portfolio with savings
and pensions (if applicable)

4. Make smart choices for medical insurance and
Medicare

5. Which living expenses to reduce

21



Most Important Financial Decisions

When and how to retire

6.

When to start Social Security 7.

Build your retirement
income portfolio with
savings and pensions (if
applicable)

Make smart choices for
medical insurance and
Medicare

Which living expenses to
reduce

8.

10.

Whether to deploy home equity

Protect against long-term care
expenses

Protect against financial fraud
and abuse

Provide for your spouse after
you’re gone

Plan your financial legacy



Manage the magic formula

I>E
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Rtirement Planning Tip #1 From Your Dog



Retirees Tend to Fall Into Two Camps

* “Hoard” savings with minimal

withdrawals

* “Wing it” using savings like a

checking account
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Retirement Income Planning Tradeoffs

 Amount of income
e Accessible wealth (liquidity)
* Bequests

* Implementation simplicity and
costs

26



Retirement Income Planning Tradeoffs
(cont’d)
* Protection against common risks:

* Longevity

* Inflation

* Investment

* Death of spouse

e Cognitive decline and mistakes

* Fraud

* Taxes

* Political



The Challenge: Decision framework for
deploying retirement savings to last a lifetime

systematic withdrawals

fixed annuities i . .
charitable gift annuities

g fuurpercent rule  deferred annuities .-
3 pensions § home equity ©

safewithdrawal rate =  Social Security ;

F | o required minimum distributions
#‘ L

reverse mortgage

nd
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The Answer: Apply Concepts from
Modern Portfolio Theory

Payout/retirement

Accumulation period period
Asset classes =) Retirement income classes
Asset allocation ) Retirement income allocation

Asset accumulation  ==mssp Amount of retirement income

Risk of investment mmmm) RISk Of income losses
losses
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Collaboration Between Society of
Actuaries and Stanford Center on
Longevity

THE NEXT EVOLUTION IN DEFINED
CONTRIBUTION RETIREMENT PLAN DESIGN
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“ LoncEvITY
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Foundations in Research for
Regulatory Guidelines on the
Design & Operation of Retirement
Income Solutions in DC Plans
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Generate Retirement Income
from any IRA or 401(k) Plan

Introducing:

“the Spend Safely in Retirement
Strategy”



Build Your Retirement Income Portfolio

21st century 2

g .
retirement income portfolio Retirement
F[] B paychecks

Retirement
bonuses
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Build Your Retirement Income Portfolio

Sources of /
Paychecks

* Social Security
 Pensions
* Annuities

Bonuses

 Withdraw from invested assets
* Work
* Income from other sources, such as rental income

The goal: develop reliable sources of lifetime income

33



Spend Safely in Retirement Strategy

e Step 1: Optimize Social Security

» Step 2: Invest in target date, balanced, or stock index fund, use IRS
required minimum distribution to determine annual withdrawals

34



Step 1

Is it worthwhile to
spend some time
figuring out the best
strategy for Social
Security income?

By STEVE VERNON

Social Security Strategies:
How to Get $90,000 More
For Your Spouse

@ Stumble

MONEYWATCH May 6, 2011, 7:45 AM

%7 1 Tweets @ Email More +

Comment / ¥ Shares

*_ Married couples seeking to maximize their Social
Security income will need to pull oﬂ an mtrlcate foxtrot through a thicket of bewildering rules.
Here are few strategies to help you successfully complete this dance.

MONEYWATCH

Boost Your Social Security
Payout By $100,000

& Stumble

By STEVE VERNON May 5, 2011, 10:05 AM

" Tweets @ Email More +

T Shares

Comment

- " The most important decision you'll make
regarding your Social Security income is when to start receiving benefits. You can start getting
them as early as age 62, but your income is increased significantly, for each year ihat you delay

starting benefits until age 70. There's no increase for starting benefits any time after your 7oth
birthday.



Your Lifetime Social Security Income Depends on
When You Start and How Long You Live

62 70
Start Social Security at: | (earliest) | 67 (FRA) | (latest)

Initial annual income: $18,360 | $27,000 | $33,780

Worker earning $75,000/year in 2018, born 1960.
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Lifetime Social Security Payout
If Live to Age 70

Start
SS at
62

$146,880

Start
SS at
67

$81,000

Start
SSat $0
70

$0 $50,000 $100,000 $150,000 $200,000
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Lifetime Social Security Payout
If Live to Age 80

Start
SS at
62

$330,480

Start
SS at
67

$351,000

Start
SS at
70

$337,800

$0 $100,000 $200,000 $300,000 $400,000
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Lifetime Social Security Payout
If Live to Age 90

Start
SS at
62

$514,080

Start
SS at
67

$621,000

Start
SS at
70

$675,000

$0 $200,000 $400,000 $600,000 $800,000
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Be Aware of Loss Aversion and Framing!

e Scenario 1:

* If you decide to delay Social Security until age 70 and die at age 70, you’ve lost
$146,880 compared to starting at age 62.

* Scenario 2:

* If you decide to start Social Security at age 62 and live until age 90, you’ve lost
$160,920 compared to starting at age 70.

40



Be Aware of Loss Aversion and Framing!

* Which is more likely: dying at age 70 or living to age 90?

* Which outcome is worse?:

e Scenario 1: Dying and regretting from heaven that you should have started Social
Security at age 62.

* Scenario 2: Being alive and poor at age 90 because you started Social Security at
age 62.

41



F1 STEVE VERNOM MONEYWATCH = May 29, 2014, 5:30 AM

Could Social Security go
bankrupt? Not Likely

T Shares ' ¥ Tweels Stumble @ Email More +

"I'll never get a cent from Social Security."

That thinking couldn't be more wrong. Social Security is one of the most popular
government programs around, as our political leaders well understand -- Social
Security will be around as long as democracy reigns, in other words.

Bl STEVE VERNON MONEYWATCH November g, 2013, 2:51 PM

Will Social Security run out of
money?
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The real Social Security trust fund




Step 2 of Spend Safely in Retirement Strategy
Withdraw from IRA/401(k)/Retirement Savings

Three types of retirement income generators (RIGs):

1. Invest and withdraw only interest and dividends, keep principal intact
2. Buy an annuity from a well-rated insurance company
3. Invest and withdraw principal cautiously to avoid running out of

money (systematic withdrawals)

Spend Safely in Retirement Strategy uses RIG #3 with IRS RMD

— B




Comparing Retirement Scenarios

Married couple both age 62
e $350,000 savings
e $100,000 household income

Possible scenarios

Retire age 62, immediately start SS and drawdown
Work part-time to age 66, then start SS and drawdown
Work full-time to age 66, then start SS and drawdown
Work part-time to age 70, then start SS and drawdown
Work full-time to age 70, then start SS and drawdown

il e L e



Comparing Scenarios: When to Retire?
Total Annual Retirement Income

Scenario 5 -- FT til ret at 70

$73,167

Scenario 4 - PT til ret at 70

$69,379

Scenario 3 - FT til ret at 66 $56,869

Scenario 2 - PT til ret at 66 $55,048

Scenario 1 - Ret at 62 $42,586

S0  $10,000 $20,000 $30,000 $40,000 $50,000 $60,000 $70,000 $80,000



Work Longer or Reduce Standard of Living?
Replacement Ratios

73%

Scenario 5 -- FT til ret at 70

Scenario 4 - PT til ret at 70 69%

Scenario 3 - FT til ret at 66 57%

Scenario 2 - PT til ret at 66 55%

Scenario 1 - Ret at 62 43%

0 10% 20% 30% 40% 50% 60% 70% 80%
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How Much Retirement Income
Subject to Investment Risk?

Scenario 5 -- FT til ret at 70 Social Security Drawdown $73,167

Scenario 4 - PT til ret at 70 $69,379

Scenario 3 - FT til ret at 66 $56,869

Scenario 2 - PT til ret at 66 $55,048

Scenario 1 - Ret at 62

$42,586

$0  $10,000 $20,000 $30,000 $40,000 $50,000 $60,000 $70,000 $80,000



Stock Investments Offer Potential for Growth in Retirement Income
But With Significant Risk

$350,000
300,000
Annual ?
Withdrawal
$250,000
Amounts
For Various
$200,000
Return
Scenarios $150.000
30 Year ’
Retirement
$100,000
$50,000
$-

65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 Age
—4% —SP 1927 SP 500 1937 SP 5001947 —SP 5001957 ——SP 5001977 —SP 5001987 Scenario

Start with $400,000 at age 65, use IRS RMD to calculate annual withdrawal amount



Annual
Withdrawal
Amounts
For Various
Return
Scenarios
15 Year
Retirement

Stock Investments Offer Potential for Growth in Retirement Income
But With Significant Risk

Chart Title

$140,000

$120,000

$100,000

$80,000

$60,000

$40,000

$20,000
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65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 Age

—4% —SP 1927 —SP 500 1937 ——SP 500 1947 —SP 500 1957 —SP 500 1977 —SP 500 1987  Scenario

Start with $400,000 at age 65, use IRS RMD to calculate annual withdrawal amount



The 21st century career trajectory

The 20th century career trajectory

70




Workers have lower death rates
than healthy retirees!

3.0% -

2.5% -
Annual 2.0% -
Death 1.5% -
Rate 10% -
0.5% -

0.0%

Age Age Age Age Age
55 60 65 70 75

®\Workers ®Healthy retirees

Source: RP-2014 mortality table for males
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Workers have lower death rates
than healthy retirees!

2.5% -

2.0% -

Annual 1 59, -
Death
Rate 1.0% -

0.5% -

0.0%
Age Age Age Age Age
55 60 65 70 75

®\Workers ®Healthy retirees

Source: RP-2014 mortality table for females
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Able to Work With Less-Than-Excellent Health?

® No work limitation B Excellent health

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%
55-59 60-64 65-69 70-74 75-79 80-84
Age

Source: Heterogeneity in Healthy Aging, Journal of Gerontology, June 2013
Lowsky, Olshansky, Bhattacharya, and Goldman
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Sources of E

75% of average American’s budget due to these
sources (in order):

* Housing

* Transportation
* Food

* Health

* Entertainment
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Buy “just enough”
to meet your needs and
what truly makes you happy




Another Important Financial Decision

Ruinous
medical costs N'l
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Most Important Lifestyle Decisions

e General location to live * Build your health care team
* Specific home/community * Develop your health metrics
 Enhance your health * Nurture your well-being
* Nutrition  Develop your social portfolio
* Exercise * Work/volunteer
* Manage stress . .
. Sufficient sleep * Plan your nonfinancial legacy

* Reduce unhealthy habits



Invest in Your

Health @@



“Most deaths in the United States are
preventable, and they are related to what we
eat. Our diet is the number-one cause of
premature death and the number-one cause of
disability.”

* Michael Greger, MD, in How Not to Die:
Discover the Food Scientifically Proven to




“If exercise could be purchased in a pill, it would be the

single most widely prescribed and beneficial medicine in

the nation.”

— Robert Butler, MD, founding director of the National
Institute on Aging



Retirement
Planning Tip

#3 From Your
Dog




Develop Your Health Metrics

“...many illnesses and disabilities, particularly the chronic diseases
of old age, are preceded by signs of future problems. Among these
leading warning signs are modest increases in systolic blood
pressure, abdominal fat, and blood sugar, and decreases in lung,
kidney, and immune function. A preventive orientation would
involve periodic monitoring and action ...”

— From Successful Aging, by John W. Rowe, MD and Robert L.
Kahn, PhD



\ 4

“Build a social portfolio with the same attention and intention you gave to
building your financial portfolio. This will help increase your health, life
enjoyment, and financial security.”

 Amy Yotopolous, director of the Mind Division, Stanford Center on Longevity




Another Important Lifestyle Decision
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