This “special report” focuses on
retirement income planning as members
indicated earlier in 2010 that retirement
income distribution planning was their
number 1 area of interest within the area
of retirement planning. €]
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Planners Find Success with

Our introductory article frequently
highlights findings from recent research.
The remainder of the special report

Retirement Income Strategies

by Carly Schulaka

s America ages, clients are
demanding more retirement
income planning products

and services, and planners are stepping
up to meet that demand. Whether a
planners primary strategy for providing
retirement income involves a systematic
withdrawal, time-based segmentation,
essential versus discretionary income,
Social Security and pensions, or a
combination of strategies, planners are
generally successful at executing retire-
ment income planning. They re keeping
the majority of their clients in or near
retirement from having to make any
significant changes to their retirement
p]ans or ]lfcstylcs, nolwithstanding a
lagging cconomy.

According to FPA's 2010 Financial
Adviser Retirement Planning Experiences,

Stralegies. and Recommendations Study.

we saw a lot of people who were just

too shell shocked to do anything,” says
Michael E. Kitces, CFP®, CLU, ChFC,
director of research at Pinnacle Advisory
Group. He indicated that people are
re-emerging from their shells, engaging
planners, and secking solutions, which
would hclp account for the rcportcd

increase in retirement income planning

Success Across All Sirategles

In 2010, planners report that 60 percent
of their clients in or near retirement
have made no significant changes to
their retirement plans: this is the same

finding as the 2009 survey.

which queried 425 FPA members in Sep-
tember, 60 percent of planners’ clients
received retirement income products,
services, or advice from them in the last
12 months, compared to 53 percent of

planners’ clients in 2009, according to

similar research conducted last year.
The increase in retirement income

planning may simply be attributed to

the fact that cach year more bnby boom-

ers are claser to retirement. However, it

may also be thanks to a shift in attitude.
At the end of 2008 and carly 2009,

The 2010 survey also shows that just
17 percent of planners’ clients in or
near retirement have had to delay their
retirement date, This is significantly less
than what has recently been reported
in two consumer polls. A survey from
consulting firm Towers Watson shows
that 40 percent of U.S. workers plan
to delay their retirement,? and similar
research from Sun Life Financial shows
52 percent of U.S. workers expect to
work at least three years ]ongcr than
originally planned.®

Rebecca King, manager of the FPA
Research Center, says FPA's 2010 retire-
ment stud)‘ continues to affirm the value
of financial planning,

“We've scen this type of success in
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other research as well, such as the

2008 Value of Financial Planning study,
so we know that professional financial
planning provides tangible bencfits,’
says King. “The 2010 rescarch shows
that financial planning provides bencfits
in times of economic crisis as well as
economic growth.”

According to the 2010 survey, all
ment income strategies ge © approxi-
mately the same of success when
¢ the financial and lifestyle
ges clients in or near retirement have
to make. (See Table 1 for details on the
strategies.) However, the essential versus
discretionary income strategy does cor-
respond to a higher percentage of clients
who have had to significantly adjust their
lifestyles than all other strategies (read
more about this on page 31).

As shown in Table 2, planners use
a variety of products for retirement
income planning purposes. Overall,
planners are successfully helping clients
in or near retirement maintain their
lifcsty[c and retirement p]ans no matter

which products they most often use.

However, planners who are not making
any product recommendations have the
highest percentage of clients who have

had to significantly adjust their lifestyle

due to economic conditions

“Planners who are not makingany

rccommcndalions ShOlI]d hkc a C]OSL‘ lOOl(
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typically focuses on strategies or expert
insights designed to help you take your
practice to the next level.

When relevant, we report on measures of
success so you know how your client
success levels compare to average for
clients receiving professional advice. In
addition, these findings can be shared
with clients or prospective clients to
highlight the tangible benefits of financial
planning.

We conduct significance tests on findings so you
can be sure we aren’t simply reporting data
anomalies. We then provide interpretations that
are grounded in the data. In this case the data is
comprised of two parts: 1) planners who do not
use/recommend any products to their clients for
retirement income planning purposes and 2) of
those planners, what percent of their clients had
to adjust their lifestyle due to economic
conditions compared to the average percent of
planner clients. The percents are: For those
planners who do not make any
recommendations, 46.25% (mean) of their
clients in or near retirement had to significantly
adjust their lifestyle compared to 19.55% (mean)
of all planners’ clients.



When relevant, we make recommendations
on metrics planners can examine to see if
something merits further investigation. In
this case we suggest that planners examine
their client implementation rates if they don’t
recommend or use any retirement income
products.

«—

at the percentage of clients who are imple-
menting the retirement plan,” says King
“It's possible that their clients simply aren't
:_’.L‘:l“;’:_" lll".‘.‘;(‘ rece ‘lj]!‘n(‘l]dﬂ‘l' ms n]!]\'\'-'lT(‘l('
and, as a result, are not effectively saving

or planning for retirement.”

Essential Versus mﬁ’euomlv Income
The 2010 study data show that among
planners who primarily use an essential
versus discretionary income approach,
an average of 25 percent of their clients
in or near retirement have had to signifi-
cantly adjust their lifestyle in 2010—the
highest percentage of any income
strategy used.

This does not necessarily mean
that the essential versus discrctmn:lry
income approach is the least effective
strategy for kccpmg retired clients
on track; instead, it may point to the
planners ability to better identify when
clients need to make changes

For Jonathan T. Guyton, CFP®,
principal of Cornerstone Wealth Advisors
and author of influential research on
safe withdrawal rates, the survey finding
related to essential versus discretionary
income may be a product of recency
bias. Recency bias is the phenomenon of
giving more wcight to recent events than
events that took place in the past

He offers this example: A retired
client with a $1 million retirement nest
cgg has $30,000 in essential expenses.
Using the essential versus discretionary
income approach, you may be interested
in buying an annuity to guarantee
$30,000 of inflation-adjusted income,
and you may need as much as §800,000
or more of that $1 million to do so.
Because the essential income is locked
down in “safe” things, you may be inclined
to invest the remaining $200,000 of
discretionary funds more heavily—say 75
to 80 percent—in equities

Then you get a big downturn in 2008
and 2009, and most of that $200,000
is in equities, so now you're down to
around $140,000 or $150.000, and
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Table 1: Income Distribution Strategles Used
Which one of the following best describes the stra

income to your clients?

Structured systematic withdrawal program: Diversify investments 40%
based on client’s risk profile and manage the total return of the

client's entire portfolio. To provide income, draw down a percentage

of the portfolio pariodically or withdraw interest and dividends only.

T based seg tion approach: Set up separate pools of 32%
investments with lowest-risk investments in the near-term time

horizon segment, somewhat higher-risk investments in the next

segment,and riskiest portfolio in the longest-term segment. Income

isdrawn from one segment at a time.Once the first ssgment is

depletad, assets from the second segment are used for income.

Essential versus discretionary i PP h: Classify client’s 14%
retirement expenses as essential or discretionary. Low-risk
investments or annuity guaranteas are selected to fund the essential
expenses.A mix of medium- and higher-risk investments is selected

to fund the discretionary exp Income isd from both funds:

one fund to cover essential expenses; the other fund for discrationary
spending.

Social Security and/or pension: In most cases,do not use a 7%
structured portfolio or strategy to provide retirement income to

clients.Clients mainly live on pensions and Social Security, which may

be supplemented periodically.

Other (please specify)* s

¢ you use most frequently to provide retirement

50%

28%

14%

4%

5%

*Other includes a combination of the above strategies and managed cash flow.
Source: FPA's 2010 Financial Advser Retirement Planning Experiences, Strategies, and
Recommendations Study

Table 2: Financlal Products Used

Which of the following fina

income pl ing pupose tall that apply)

al prod ucts do you use/recommend with your clients for retirement

I

Income and dividend-paying investments 86.60%
Bonds 71.10%
Long-term care insurance 67.50%
Treasuries/TIPS 54 60%
Exchange-traded funds (ETFs) 54.40%
Certificates of deposit {CDs) 5240%
Single premium immediate annuities (SPIAs) 43.10%
Variable annuities with guaranteed living benefits (GMIBs,GMABs, GMWBEs) 43.10%
Medi-gap insurance 33.12%
Fixed deferred annuities 2590%
Reverse mortgages 16.00%
Other (please specify)* 10.60%
Target maturity funds 10.20%
Other variable annuities 9.60%
Other immediate annuities 9.40%
Long-term care annuities 820%
Managed payout funds (income replacement funds) 540%
None 090%

*Other includes mutual funds, REITS, structured products, life insurance and limited partnerships

Source: FPA’s 2010 Financial Adviser Reti) A g Expenences, Strategies, and

Recommendations Study
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Options that are not as frequently

chosen are pulled out of the main table
— and included below so you can see the

most applicable items at a glance.

We explore categories as well as specific
types of products so you can see more
clearly how your product mix compares
to your peers.



Industry statistics like these can be
used to help shape your business plan
or strategy. They can also be used to
benchmark your practice against the
average practice to see where you have
growth opportunities or areas where
you are already experiencing above-
average success.
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The Business Benefits of Retirement Planning

Planners attribute some new client acquisition to the fact that they provide
retirement planning services, and that amount of new businessis growing.

more assetsin 2009.

In FPA’s 201 0 Financial Adviser Retirement Planning Experiences, Strategies,
and Recommendations Study, nearly 25 percent of plannersindicate that more
than |0 new clients had come to them for retirement planning servicesin the
past |2 months, up from |7 percentin 2009.

Planners who have retirementincome planning expertise are aso
consolidating more assets from current clients.In the 2010 study, planners
indicate that 60 percent of clients who have received retirementincome
products, services, or advice from them have since consolidated more assets
with their firm;that’s up from the 48 percent of clients who consolidated

“I think advisers are starting to realize that if they don't take an offensive
pesition in terms of reirementincome management and planning they are at
risk of losing those clients,” says Kevin S. Seibert, CFP®, CRC®, CEBS, principa
at InFRE Retirement Resource Center.“We know from research that dients
have a higher probability of changng advisers Sto |10 years prior to retire-
ment. [f theyre not confident that their current adviseristhe one who can do
[retirementincome planning] for them,they will find someone who can”

the client goes, 'Holy cow, a quarter of
the money in my discretionary fund
is gone!”” explains Guyton. “They fail
to see that their planncr has actua"y
kept 20 or 25 percent in fixed invest-
ments, but thcy do see the largc percent
decrease in their discretionary pool,
and thcy start to connect some dots
that say, '[ have to significantly reduce
my spending, and that leads to a bigger
percentage of people doing just that.
‘Ironically, the very approach that
was meant to stabilize retirement
income in the face of economic
fluctuations has—according to your
research—actually produced greater
volatility in retirement income, and

that's a product of recency bias.

Sustalnable Withdrawal Rate on the Rise
Planners who most commonly use
a structured systematic withdrawal
program were asked to indicate what
they usually recommend as a sustain-
able withdrawal amount. In 2009 the

average rate was 4.4 percent. In 2010,
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the average rate is 4.75 percent.

Kitces admits that its difficult to know
what the source of that increase is, but
he says it could be a result of the growing
body of knowledge indicating thata 40
percent withdrawal rate with no other

adjustments may be too low.

"I think it recognizes a growing base of
research that says that for some clicns, mn
some situations, takmg a lughcr rate than
a flat 4 percent is okay; says Kitces

Guyton agrees, saying planners have
become more familiar with research by
Kitces suggesting that in a lower market

valuation environment, the withdrawal

were in 2008 or early 2009, that's
counter-intuitive to what the research
shows, according to Guyton.

“It may be tempting to think that
when the market is at an all-time high
maybe you can take out 6 percent or
more, and if it's really low you should
only take 4 percent—but that isa
180-degree difference from what the
rescarch demonstrates,” he says. “In
a way, though, that's what human
behavior suggests. In fact, even though
the withdrawal amount may be slightly
reduced in extreme down markets,
the safe withdrawal percentage could
actually be higher.”

Guyton offers this example: A client
with $1 million is doinga systematic
withdrawal, taking out $50,000 a
year, or 5 percent. The market drops
dramatically, and the $1 million goes
to $700,000, so you tell the client he
should reduce what he's taking by 10
percent ($50,000 becomes 545,00’0)4
Now you have $45,000 of $700,000,
which is about 6.4 percent.

“Your withdrawal rate has gone up
and your withdrawal amount has gone
down, and that flexibility, that small
reduction, is exactly what you should
have done in a market that is very lowly
valued,” he says.

rate that is sustainable is higher; the
converse is also true. Planners may also
be more familiar with rescarch Guyton has
conducted suggesting that if clients are
willing to make some small adjustments,
then the safe withdrawal rate can be about
a full percentage point higher than if they
are not willing to be flexible.

But if planners are increasing
withdrawal rates because they feel

things are better in 2010 than they

yecember 2010

Carly Schulaka is a managging editor at FPA Contact
her at Carly. Schulaka@FPAnetorg.
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When our research identifies a change
or issue that it cannot effectively
address, we bring in experts to provide
insights based on their experience and
knowledge.



