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The likelihood of outliving your assets is REAL

Due to dramatic advances in life expectancy, new retirees
can look forward to nearly two decades of retirement or
more. A large and growing number of retirees will spend
three or even four decades in retirement. Some retirees will
spend their last years financially secure, able to concentrate
their time and energy on family, friends, personal growth,
enjoyment and the building of their legacies

...but many will not.

65%

of U.S. households
are now at risk
of not having
enough money
to sustain their
standard of living
in retirement.
— T he Center
for Retirement
Research at
Boston College

Concerns and problems with traditional retirement
funding mechanisms such as Social Security and
traditional pensions mean that more retirees and nearretirees will need to rely upon their personal savings to
get by – whether the savings are in defined contribution
plans such as 401(k)s and IRAs or in other available
savings alternatives.
Based upon a variety of sources, including the National
Retirement Risk Index, calculated by the Center for
Retirement Research at Boston College, it is clear that
Americans are not planning nearly well enough for
retirement. Indeed, a record 51% of U.S. households are now
considered at risk of not having enough money to sustain
their standard of living in retirement. Explicitly including
health care in the index drives up the share of households at
risk to 61% and incorporating long-term care costs further
increases the index to a whopping 65%.1

There is hope, however...
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Retirees and near-retirees often wonder whether they
should purchase an annuity to provide sustainable lifetime
income – in effect, a guaranteed retirement paycheck –
that they cannot outlive. Most do not. That’s almost always
a big mistake.

So, what does
it mean to turn
70 in 2016?
More than 4
out of 10 of
those reaching
70 this year
risk running
out of money
in retirement,
according
to the Employee
Benefit
Research
Institute.8

Income annuities, whether an immediate annuity or the
annuitization of a deferred annuity, are incredibly powerful
tools for providing sustainable lifetime income and are
almost surely the most underutilized financial asset in
the market today. As reported by The Wall Street Journal,
“income annuities can assure retirees of an income stream
for life at a cost as much as 40% less than a traditional
stock, bond and cash mix.”2
Prof. David Babbel of the esteemed Wharton School at the
University of Pennsylvania sets forth the value of annuities
clearly and unequivocally: “Lifetime income annuities may
not be the perfect financial instrument for retirement, but
when compared under the rigorous analytical apparatus of
economic science to other available choices for retirement
income, where risks and returns are carefully balanced, they
dominate anything else for most situations.
When supplemented with fixed income investments
and equities, it is the best way we have now to provide
for retirement. There is no other way to do this without
spending much more money, or incurring a whole lot more
risk coupled with some very good luck.”3
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“Tomorrow's
retirees will
need access
to an additional,
reliable source
of guaranteed
retirement
income.”

That’s why income annuities are so vital.
As the report states: “Without additional guaranteed lifetime
income streams, such as income provided by an annuity,
middle-income Americans are at high risk of outliving their
financial assets and living their final years in poverty.”5
The New Retirement Challenge, a study by Prof. Jeffrey R.
Brown of the University of Illinois on behalf of ASR, reaches
a similar conclusion: “Tomorrow’s retirees will need access
to an additional, reliable source of guaranteed retirement
income. Financial products are available to help ensure that
an individual can have adequate income at advanced ages,
even if she lives to age 100 and beyond. In particular, life
annuities provide a guaranteed source of monthly income
that cannot be outlived.”6
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As always in financial planning, there is no singular,
one-size-fits-all solution to a given set of circumstances.
We would surely all be better served by saving more for
retirement. But for the retirement planning crisis we face,
income annuities are our best and most powerful retirement
planning tool. Nearly every retirement solution demands the
use of an income annuity.

“Retirement
planning has
two key
objectives,
which are
often in
competition:
to maximize
the rewards
of success
and to
minimize the
consequences
of failure.”

Effective retirement planning requires meaningful risk
management. That means it can’t be a “wish and hope”
strategy. The plan actually has to work. Simply put, retirees
and near-retirees must avoid the mistake of risking what
they cannot lose.
During the “retirement transition window” 5-10 years
on either side of retirement, it is more important to
avoid mistakes than to reach for the highest investment
returns. Retirement planning has two key objectives,
which are often in competition: to maximize the rewards
of success and to minimize the consequences of failure.
During the retirement transition window, at least, the
second must take priority over the first. Accordingly,
during this time period, return of capital must trump
return on capital.
A study prepared by Ernst & Young on
behalf of the non-profit Americans for
Secure Retirement, entitled Retirement
Vulnerability of New Retirees, found
that those with guaranteed retirement
income beyond Social Security, such
as income annuities, are much better
prepared for and in retirement. It also
found that middle-income Americans
entering retirement without a
guaranteed source of income beyond
Social Security, such as an annuity,
will, on average, have to reduce their
standard of living by 32% to minimize
(but not guarantee) the likelihood of
outliving their assets.4
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“Without
additional
guaranteed
lifetime income
streams, such
as income
provided by
an annuity,
middle-income
Americans are
at high risk of
our-living their
financial assets
and living their
final years in
poverty.” 4

If there could be doubt about the need for guaranteed
income vehicles generally, the recent market turmoil has
clearly established that there is much more to obtaining
a secure retirement than merely accumulating a large
retirement savings nest egg. True retirement security
requires a sustainable strategy for preserving that nest
egg and allocating it in such a way as to meet its owner’s
goals, plans and dreams. Such a strategy demands the
use of income annuities for nearly all retirees.
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“Lifetime Income Annuities may
not be the perfect financial
instrument for retirement, but
they dominate anything else
for most situations.”
— Prof. David Babbel, The Wharton School at the
University of Pennsylvania
Those approaching retirement with substantial retirement
savings ought to consider preparing for retirement by
preserving their principal through the use of a deferred
annuity, which may be annuitized upon retirement to
guarantee a sustainable lifetime income that cannot be
outlived.
The needs of the future suggest that greater risk, greater
uncertainty and greater volatility are all likely. We will be
forced to navigate new and unforeseen challenges going
forward in a more complex and interconnected world.
Annuities provide a powerful foundation for any
retirement portfolio and are crucial for providing a
guarantee of sustainable retirement income for life
in an efficient manner. Those who claim otherwise
are simply shoveling smoke and should not be listened
to. Good financial planning demands that income
annuities become and remain a crucial imperative
for nearly all retirees.
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