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n part because it has been a recurring topic in the U.S.
presidential election campaign, there is an increased awareness
of income inequality. Statistical samplings suggest the earnings
gap between the richest and poorest Americans has expanded
over the past few decades, and many view this widening
separation as fraught with negative social consequences. In
particular, critics of income inequality believe it fragments the
country into two distinct groups; a small elite – i.e., the “1
percenters” – who hold a disproportionate percentage of wealth
and power, and the rest, who are in a day-to-day struggle to
survive.
In this simplistic rendering, income inequality is lowhanging fruit for politicians and pundits from either end of the
political spectrum. It’s easy to define the good guys and bad
guys, and propose quick fixes, like more taxes, or less regulation
– and vice versa. But this approach obscures some fascinating
nuances regarding income in the United States.

While the income divide between rich and poor may be larger than it was in the 1950s,
these classifications are anything but static. Over their working lifetimes, a high percentage of
Americans will experience incomes at either end of the spectrum, and this holds true even
among the top 1-percenters. An in-depth look at the data suggests the real challenge for many
Americans isn’t crossing the income gap; it’s figuring out how to stay on top once you get
there.
A Good Chance to Get There, Much Tougher to Stay
Professors Thomas Hirschl of Cornell and Mark Rank of Washington University are coauthors of a 2014 book, “Chasing the American Dream: Understanding What Shapes Our
Fortunes.” Using 44 years of income statistics from the University of Michigan’s longrunning Panel Study of Income Dynamics (PSID), the researchers concluded: “America is a
place where a large majority of people will experience either wealth or poverty – or both –
during their lifetime.” Here are the study’s parameters:
Their study considered annual household income; if a husband and wife both worked,
their incomes were combined. “Working years” was defined as between the ages of 25 and 60.
To be part of the top 10 percent, annual household income had to exceed $141,000 in today’s
dollars, while income above $332,000 put a household in the top 1 percent. Sifting the data,
the study found:
 At least once in their working lifetimes, 56 percent of Americans will have an annual
income that places them in the top 10 percent.
 12 percent of the population will experience a year in which they find themselves in
the top 1 percent in income distribution.

These numbers suggest significant opportunity for upward income mobility. But mobility
doesn’t just travel upward.

© Copyright 2016 2016-18427 Exp. 2/18

In This Issue…
INEQUALITY AND INSTABILITY
Page 1

IT’S THE SAME THING…
EXCEPT IT ISN’T
Page 3

INCOME EDUCATION:
TONTINES, ANNUITIES AND
MORTALITY CREDITS
Page 4

TROUBLE AND
THE EXECUTORS
Page 5
* The title of this newsletter should in no way be construed that
the strategies/information in these articles are guaranteed to be
successful. The reader should discuss any financial strategies
presented in this newsletter with a licensed
financial professional.

P a g e |1

 By the time they reach age 60, 54% of Americans will
have lived in near poverty for at least one year.
 Further, 79% will endure a year of “economic
insecurity,” such as the head of the household
experiencing unemployment, or financial difficulties
that require assistance from social welfare programs.

From these numbers, an assumption might be that poverty
and lower incomes are to be expected when one is young and
beginning a career, but over time, household income steadily
rises, at least for those in the top income levels. This isn’t close
to being true.
“Affluence is dynamic,” says Hirschl in
a January 2016 article from CNNMoney.
“The 1% isn’t really the 1%. People move
around a lot.” Of those who make it to the
top 1 percent, 94% will be at this level for
only a single year. That’s huge turnover.
More astounding: Less than 1% of the 1percenters will maintain that status for 10
years. And even below the top 1 percent,
income stability is tenuous. While 70% of
American households will have earnings in
the top 20 percent for at least one year, only
one in five of the households will stay at this
income level for 10 years or more.
Hirschl and Rank cite several reasons for this income
volatility. At the top percentiles, income isn’t so much about
wages; a greater percentage comes from irregular transactions,
such as capital gains on stocks or real estate, or from the sale of
businesses. These events don’t typically provide a steady
income, but more often are bursts of profitability. Rank
elaborates:
“Individuals we interviewed spoke about hitting a
particularly prosperous period where they received a bonus, or
a spouse entered the labor market, or there was a change of
jobs. These are the types of events that can throw households
above particular income thresholds.”
Income instability simply reflects the randomness of life –
for everyone. “Over sufficiently long periods of time, most
American households go through a wide range of economic
experiences, both positive and negative.”
Seeing What Might Be Missed
Hirschl and Rank conclude:
“Rather than talking about the 1 percent and the 99 percent
as if they were forever fixed, it would make much more sense
to talk about the fact that Americans are likely to be exposed to
both prosperity and poverty during their lives, and to shape our
policies accordingly. As such, we have much more in common
with one another than we dare to realize.”
Think about that statement for a moment, particularly the
part about “shaping our policies accordingly.” In the context of
income inequality, many readers might interpret this phrase as
applying to public policies, such as governmental assistance,
tax credits, etc. But what about one’s personal economic
policies? Are there things individuals can do to increase their
incomes and enhance their financial staying power at these
higher income thresholds?
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Concurring with other studies, Hirschl and Rank say income
and financial stability are significantly and positively impacted
by education and marriage – and each seems to reinforce the
other. (If highly-educated individuals marry and stay married,
the result is often what blogger Chelsea German calls a dualearning “power couple” having the advantages of higher total
income, lower per-person expenses, and less income
fluctuation.)
But beyond education and marital status, there’s also the
issue of planning, or perhaps the absence of it. If income really
is as transient as the PSID suggests, people ought to be better

Most Americans will be
exposed to both
prosperity and poverty
during their lives.
How can you maximize
the higher income
bursts and protect
against the lower
income periods?
prepared for its fluctuations. This isn’t simply about protecting
oneself against the threat of poverty with income insurance and
emergency savings. Personal economic policies should also be
in place to take advantage of opportunities that may come with
moments of higher income.
The numbers say a large percentage of Americans are
going to have at least one year of high earnings. How can
those moments be maximized? This is an entrepreneurial
question, one that a lot of “workers,” even professional ones,
may not be equipped to answer. But consider the income
composition of the 1- and 10-percenters; it’s usually more than
wages, things like capital gains, rents, or property sales. At
higher income levels, there is the likelihood of multiple
income sources.
What does an entrepreneur do with an unexpected bonus?
Does he take a vacation, or add to the 401(k)? Or does she start
a business, or make a down payment on a rental property? It’s
an interesting question, maybe one that deserves your attention,
along with some input from your financial professionals. 

Do you have a plan for your moment(s)
of income success?
The numbers say America is still a
place of financial opportunity. The numbers
also say many let those moments slip
away.
Having personal economic policies
in place now gives you the chance to turn
bursts of income into long-lasting prosperity.
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“It’s the same thing”
…except it isn’t.

“We are drawn to the attractive impossibility
rather than the less attractive probability.”

Pretty Much the Same…Except for the Guarantee

– Aristotle

The net out-of-pocket costs could be the same for either
proposal. In the business example, if the actual cost of the
project is $170,000, both proposals will pay a refund. The
difference is how much will be refunded ($80,000 for Proposal
1, $30,000 for Proposal 2) and the subsequent opportunity
costs, because the refund/dividend, isn’t paid until the end of
the year.
The same calculation can apply to permanent life insurance.
With either Whole Life or Universal Life, actuaries are working
with the same mortality tables; over time, the net cost of
insurance is going to be pretty comparable. Premiums in excess
of actual costs will accrue as dividends, with higher premiums
resulting in larger dividends.
The value of the guarantee depends primarily on
Fig. 1

context. If the business believes the assessment that the project
will come in under budget, or if cash flow is a concern, a
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guarantee may not be a priority. But if the project is critical to
the company’s plans, a guarantee provides financial certainty
that unexpected expenses will not derail its implementation.
Prospective permanent life insurance buyers face the same
dilemmas: cost expectations, cash flow available for premiums,
and what might happen if the insurance benefit can’t be
maintained. However, one contextual factor is markedly
different for life insurance: how long one anticipates that
premiums will be paid. Permanent life insurance is rarely a
five-year funding project. Cost assumptions made at the
policy’s issue may have seemed conservative at the time, but a
lot can change over 30 or 40 years. And in fact, a variety of
unexpected circumstances have pushed some Universal Life
policies “over budget” – and left policy owners with the bill.
Here’s an excerpt from a December 4, 2015, Wall Street
Journal article:
In recent months, several insurers have notified tens of
thousands of people who own a type of coverage known as
“universal life” that they are exercising little-used contractual
rights to raise costs.
The latest move means that more people in their 70s and
80s are facing higher annual charges for life insurance they
bought as far back as the 1980s…The increases, which relate to
the annual charge for the death benefit, stretch from the midsingle digits to above 200% in some instances.
Note who is affected by these increases: people in their 70s
and 80s who have maintained policies for over three decades.
At those ages, with that much invested, and the obvious desire
to keep the coverage in force, how much value would there be
in a guarantee? Probably quite a lot.
UL is Pretty Much the Same as WL…Except It Isn’t

The best time to assess the long-term viability of
your permanent life insurance policies is now.
Current assumptions might suggest a guarantee
© Copyright
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isn’t necessary.
But having
a guarantee means not
having to worry about assumptions.

Income Education:

Tontines,
Annuities*
and
Mortality Credits


All whole life insurance policy guarantees are subject to the timely payment of all required
premiums and the claims paying ability of the issuing insurance company.
2 Dividends are not guaranteed. They are declared annually by the company’s Board of Directors.
1

I

t might seem like retirement income products and
strategies are constantly changing, but most “new” items are
just modifications or reconfigurations of time-tested
applications. A good example is annuities.
Each annuity contract is designed to meet the same
fundamental objective: Delivering a steady income for a
defined period, even the rest of one’s life. And because the
financial factors necessary to providing a lifetime income have
remained pretty much the same, “old” versions of annuities
often reappear. Like tontine annuities.
“King William’s Tontine,” is a 2015 book by Moshe
Milevsky about one of the first tontines, issued by England’s
King William in 1693. Milevsky, a finance professor at
Toronto’s York University, makes an argument that variations
on tontine annuities could be a great solution for today’s
retirees.
The Tontine
A tontine is a financial agreement in which a group of
investors contribute a lump sum, then receive ongoing
payments (or “dividends”) as a return on their investment.
Similar to a single premium lifetime annuity, payments from a
tontine end only at death. However, with a tontine the payments
that cease at the death of one investor are redistributed to
surviving participants, increasing their subsequent payouts.
Here’s a brief example: Suppose 25 people invest $10,000
in a tontine, for a total of $250,000. The tontine promises to pay
a 6 percent annual dividend. This equates to $15,000 which,
divided equally among the 25 participants, results in payments
of $600 a year.
Suppose after several years that 5 participants have passed
away. The $15,000 annual dividend is now split amongst the 20
survivors, instead of the original 25, resulting in an annual
dividend increase to $750. When only five participants remain,
each is receiving $3,000 a year as long they live – from an
initial investment of $10,000.
From the late 17th century until the beginning of the 19th
century, tontines were primarily used by governments and
companies to finance wars or business ventures. Following the
American Civil War, a variation on the tontine was one of the
first insurance products to be mass-marketed in the U.S. Instead
of a lump sum, these tontines were funded by a series of regular
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payments over time, typically 20 years. After the payment
period was completed, participants could either take a lump
sum or begin receiving tontine dividends, with survivors
accruing ever-larger payouts from lapsed or deceased
participants. By the early 1900s, over 9 million Americans
owned tontines, with a value roughly equivalent to the
percentage held in IRAs today.

hesitant to exchange a lump sum for a lifetime income,
probably because they don’t understand things like “mortality
credits.”

The Difference between Annuities and Tontines
A tontine is very similar to an immediate annuity, in that
both pay “mortality credits,” i.e., the shares of those who have
passed away are used to support the payments of survivors. The
key difference is that the mortality credits in a standard annuity
are included as a part of the initial income from the beginning
of the contract, and typically backed by guarantees from the
insurance company. With a tontine, only the baseline dividend
is paid from the start, with the mortality credits (and increased
payouts) not added until deaths of other annuitants actually
occur.
Guaranteeing mortality credits even before annuity owners
have died requires an insurance company to maintain reserves
in case their estimates of mortality are wrong (i.e., the group
lives longer than expected). These guarantees add cost and
decrease returns. Milevsky argues that because a tontine
doesn’t guarantee mortality credits, but only distributes them as
they occur, the end result is “a better dollar-for-dollar return”
from a lump sum designed to deliver a lifetime income.
So What?
A fundamental objective in all personal financial planning
is the establishment and maintenance of a steady income. Life
and disability insurance exist to replace income in the event of
a tragedy. Emergency reserves and retirement accounts are
funded to provide income when one either can’t work or
decides to stop working.
In the middle of the 20th century, the primary sources of
guaranteed lifetime incomes were typically defined-benefit
employer pensions and government-administered Social
Security. Yesterday’s retirees may not have considered these
plans annuities, but at their core, they are – the plan collects
funds, calculates longevity, and makes investments to provide
retirees a monthly check.
As pensions have largely been replaced by defined
contribution retirement plans like 401(k)s, individuals now
have the responsibility for turning their career savings into a
steady income – they’re going to either manage their funds like
an annuity, or buy one. As Milevksy says:
“You used to go to work and get a cubicle,
a couple of weeks of vacation, a chair and
a pension. Today, it’s not like that. Now
saving for retirement is like saying you
have to bring your own chair to work. It’s a
new reality, and today you have to manage
your retirement yourself.”
Economists have repeatedly declared that annuities are
optimal instruments for maximum lifetime income with
minimal risk. But the predominance of “institutional annuities”
over the past century has perhaps stunted the financial literacy
of many Americans regarding individual annuities. They are
© Copyright 2016 2016-18427 Exp. 2/18
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It’s all about income
From about the mid-20th century, many products in personal
finance focused on accumulation and rate of return. The
American public learned about tax-deferral, asset allocation,
and mutual funds. But the reality of increasing life expectancies
and personal responsibility for retirement income requires new
knowledge, ironically, about “older” financial products.
Annuities, tontines and other risk-sharing arrangements that
guarantee income will most likely assume a greater role in what
Milevsky calls the “retirement income cocktail.” And you can’t
mix a good drink if you don’t know the ingredients. 
* Annuity contract guarantees are guaranteed solely by the claims-paying ability and strength of the
issuing insurance company.

Trouble
and the
Executors

O

ver five decades, Harry and Leona Helmsley built a realestate fortune whose holdings at one time included the Empire
State Building. Leona, as the public face of the company’s
many hotels, was a flamboyant and controversial figure.
Labeled the “Queen of Mean” by New York tabloids for her
dismissive treatment of employees, she also served 19 months
in prison after a tax-evasion conviction. When she died in 2007
(Harry passed a decade earlier), she left an estate valued at
nearly $5 billion. And true to her reputation, the disposition of
her assets was also flamboyant and controversial.
Leona, whose only son predeceased her, excluded two of
her four grandchildren from the will – while naming the other
two as executors/trustees of her estate. She left the majority of
her fortune to a charitable trust whose mission is to help
animals, except for a $12 million trust for her beloved dog, a
Maltese named “Trouble”.
Not surprisingly, legal challenges followed. The
disinherited siblings received $6 million settlements. The
trustees for Trouble got a court to reduce the dog’s trust by $10
million after a veterinarian stated that she would likely live
only three to five more years. (The vet was right. Trouble died
in December 2010 at age 12.)
Another long-running legal issue has been the compensation
due the executors for their management and administrative
services. Leona’s will specified that the executors were entitled
to “reasonable compensation,” but gave no details.
Executors and trustees are entitled to compensation for their
services, subject to terms and approval processes that vary by
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state. The state of New York has a standardized estate-fee
schedule, but also permits alternative payments, subject to court
approval. So when the executors submitted a $100 million fee
request in January 2016, you might say that some of Trouble’s
business hit the fan.
Based on time records provided by the executors, the
requested fee translates to an hourly rate of more than
$6,000/hr. New York Attorney General Eric Schneiderman,
saying the fee is “astronomical,” has petitioned the court for a
90 percent reduction.
This is not the first time state officials have contested fees
submitted by Helmsley’s executors. In 2012, a judge approved
a $4.5 million payment divided among five trustees, saying
these fees were “modest when viewed against the backdrop of
the mammoth and highly complex estate.” But the current
request dwarfs the previous approval.
Compensation for Executors and Trustees
From an estate planning perspective, knowing the
peculiarities of the state in which your estate will be
administered is of utmost importance. In the United States, the
following formats are used by various states to determine
executor compensation.
Uniform Probate Code. Sixteen states have adopted the
Uniform Probate Code, which includes a section on how to
compensate an executor. In these states, no specific amount or
fee is set by law. Instead, the courts have discretion to define
what is reasonable on a case-by-case basis. The burden is on
the executor to show the fees are reasonable and will not
unduly deprive any of the estate’s beneficiaries.

Graduated Fee Schedules. In some states, an executor’s
fees are calculated as a percentage of the estate, with different
percentages for estate income and principal. The fee schedule is
graduated, typically with progressively lower percentages
applied to larger amounts. While some states also permit
executors to ignore or exceed these fee schedules, others offer
very little leeway.
Flat Percentages. Other states apply flat percentage for all
executors’ fees, regardless of the estate's size. To further
prevent unreasonably large executor fees, a few states will
permit a flat percentage, but also require that the monetary
compensation be deemed reasonable overall.
Hourly Rates. When setting a “reasonable” fee for the
executor, some states permit a judge to set an hourly rate for the
executor instead of basing compensation on the estate’s assets.
The hourly rate is designed to compensate the executor for the
work actually done, rather than the size of the estate. 
As is often the case, the legal wrangling in the
Helmsley estate could have been avoided if
the details had been properly addressed.
Those with substantial assets who want
to disburse them to specific individuals or causes
should consult with professionals,
and be diligent in wrapping up any loose ends.
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