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Creating Tax-Efficiency for Retirement Income

Key Retirement Risks
An Actuarial Problem



Retirement Styles

Time 
Segmentation

(Bucketing)
Total Return

Income Protection Risk Wrap



Probability-Based       Safety-First

How Do You Like to Draw Retirement Income?

Depend on market growth 
through underlying 
investments

Rely on contractually-
driven income for safety 
relative to unknown market 
outcomes



Optionality     Commitment

How Much Plan Optionality Do You Prefer?

Prefer flexibility to 
keep options open and 
take advantage of new 
opportunities

Prefer to lock-in a 
solution that solves a 
lifetime income need



RISA® Style Matrix

Time 
Segmentation

Total Return

Income Protection Risk Wrap

Optionality-Oriented

Commitment-Oriented

Safety-First Probability-Based



Managing Volatility & Longevity in Retirement

1. Spend Conservatively

2. Spending Flexibility

3. Reduce Volatility

4. Buffer Assets



Variable Spending Strategies with Calibrated Downside Risk

Spending Strategy
Initial Spending 

Rate
Percentile of 
Distribution

Real Spending at 
Age 95

Real Portfolio 
Balance at Age 

95
Change in 
Spending

Final Spending 
Relative to 

Initial Baseline

Downside 
Spending 
Volatility

Inflation-Adjusted 
Amounts (BASELINE)

3.62%
(3.83% w/ 10% 

failure rate)

90th $3.62 $379 0% n/a 0%
Median $3.62 $117 0% n/a 0%

10th $3.62 $10 0% n/a 0%

Fixed Percentage Rule 8.54%
90th $3.41 $40 -60% -6% -4.9%

Median $1.69 $19 -80% -53% -6.1%
10th $0.86 $10 -90% -76% -7.5%

Dollar Floor-and-Ceiling 
Rule 4.14%

90th $6.21 $221 50% 72% -0.6%
Median $3.57 $87 -14% -1% -1.9%

10th $3.52 $10 -15% -3% -3.4%

Ratcheting Rule 3.59%
90th $8.04 $234 124% 122% 0.0%

Median $3.59 $101 0% -1% -1.8%
10th $3.59 $10 0% -1% -3.0%

Spending Guardrails Rule 4.53%
90th $8.21 $191 81% 127% 0%

Median $4.48 $67 -1% 24% 0%
10th $2.70 $10 -41% -26% -1.6%

Inflation Rule 4.67%
90th $4.67 $279 0% 29% 0%

Median $4.03 $67 -14% 11% -0.4%
10th $2.09 $10 -55% -42% -2.3%

Modified RMD Rule 
(Adjustment Factor: 1.56x) 4.25%

90th $7.79 $39 83% 115% -2.7%
Median $3.84 $19 -10% 6% -3.7%

10th $1.95 $10 -54% -46% -4.8%

Disclaimer: Full explanation of assumptions can be found in Retirement Planning Guidebook



Choosing a Portfolio Distribution Strategy

1. Inflation-Adjusted Amounts: It’s a baseline for comparison, but not 
efficient or advisable in practice. Others do better

2. Fixed percentage: For those seeking heavy front-loading for discretionary 
spending and low legacy concerns

3. Dollar floor-and-ceiling: Nice compromise to get higher initial spending 
within a steady range

4. Ratcheting rule: A nice alternative to inflation-adjusted amounts
5. Spending guardrails: Harder to implement, but high initial spending
6. Inflation-rule: Guidance about when to reduce spending and by how 

much
7. Modified RMD rule: Academically-optimal consideration for 

discretionary expenses when legacy concerns are low



Who Should Worry Most About Sequence Risk?

• Fewer reliable income sources outside the investment portfolio
• Less flexibility to make spending reductions 
• Fewer reserves assets to cushion spending shocks
• A greater desire to build in a margin of safety for the plan
• More stressed about short-term market volatility
• More concerned about outliving their retirement assets



Who Might Consider an Annuity?
qRetirement style -- income protection or risk wrap
qIncome gap -- not enough reliable income (Social Security, 

pensions, etc) for core expenses
qLow risk tolerance – Stronger annuity case with low stock 

allocation
qConcerns about outliving your money – More annuity benefit as 

the alternative is to spend even less from investments
qView annuities as a bond replacement… use higher stock 

allocation with remaining investment assets
qSeek “dementia insurance”
qTake the time to understand how the annuity works



Probability-
Based

Safety-First

Optionality-
Oriented

Commitment-
Oriented

Fitting Annuities in the RISA® Style Matrix
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Who Might Consider Whole Life Insurance?
qProbably not many
qRequires a strong commitment orientation (lifetime 

commitment)
oIncome protection: supports purchase of single-life income 

annuity
oRisk wrap: buffer asset approach

qWilling to view cash value as a replacement for bonds 
and are comfortable using a higher stock allocation with 
remaining investment assets.
qFacing high tax rates in retirement



Combined Tax Map



Sequence Risk and the Portfolio Impact of Skipping a Year of Distributions
Using Robert Shiller’s Data, 1962-1995, Asset Allocation: 60% Large-cap Stocks, 40% 10-Year Treasuries

Sequence Risk and the Impact of Skipping Distributions
(i.e. draw from buffer asset)



The Spectrum of Potential Reverse Mortgage Uses

Portfolio/Debt Coordination 
for Housing

Refinance an Existing Mortgage
Transition from Traditional Mortgage to Reverse Mortgage
Fund Home Renovations to Allow for Aging in Place
HECM for Purchase for New Home

Portfolio Coordination 
for Retirement Spending

Spend Home Equity First to Leverage Portfolio Upside Potential
Coordinate HECM Spending to Mitigate Sequence Risk
Use Tenure Payments to Reduce Portfolio Withdrawals

Funding Source 
for Retirement Efficiency 

Improvements

Tenure Payments as Annuity Alternative
Social Security Delay Bridge
Tax Bracket Management & Taxes for Roth Conversions
Premiums for Existing Long-Term Care Insurance Policies

Preserve Credit 
as Insurance Policy

Support Retirement Spending After Portfolio Depletion
Protective Hedge for Home Value
Provides Contingency Fund for Spending Shocks
(In home care, health expenses, divorce settlement)



Work

Support 
Finances

Social 
Engagement 

& 
Comradery

Source of 
Personal 

Identity & 
Status

Provide 
Value to 
Society

Daily 
Routine & 
Structure



1. Retirement 
Income Style 2. Retirement 

Risks

3. Goals & 
Preparedness

4. Investment 
& Annuity 
Strategies

5. Social 
Security

6. Health 
Care & 

Medicare7. Long-
Term Care

8. Retirement 
Housing

9. Tax 
Planning

10. Legacy & 
Incapacity 
Planning

11. Non-
Financial 
Aspects

12. Implement 
& Monitor


