Longevity-We Are Living Longer, But

Can We Afford [t?
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Here's a conversation you don’t want to have with
your clients: People are living longer. But can they
afford to live longer?
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CNN News referenced a 2016 report by the National
Center for Health Statistics indicating Americans
can expect to live 78.6 years. This breaks down
to 76.1 years for men and 81.1 years for women.
Statistics from the World Bank indicate the average
life expectancy in the US was 69.77 years in 1960.
In a mere 45 years, American lifespans increased by
almost 10 years!
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Where you get older matters. Live in Hawaii and

you might reach 81.3 while life expectancy in
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Mississippi is 74.96 years.
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This sounds like a comfortable retirement is

waiting to unfold as your client ages gracefully.
The financial firm UBS sees it differently, dividing
retirement into three phases: Transition, My time
and The Last Waltz. As a professional in the
insurance of financial services industry, you have a
idea what each step involves.
B PR AR E T MR & P B - AT
B ] — & B AR KA TS - (HER LEEUBSHl
BEAREIETE » UBSKERIR Ry — MEFE B -
Y - IR - RRAVIEREE - 1F R — LN
BRREIEEA B - RIEZ SRR RRIE
FAMHBER R -

good

What's A Client to Do?
EREMMARE?

There' s a pretty good chance your client is not
adequately prepared for a long retirement.If they

took early retirement at 60 (or weredownsized)



they might need to self-fund theirnext 20 years in

retirement.
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A financial services manager observed thatretirement
in the 21st century might be funded through three
income streams: Social Security,cash flow derived
from a client’ s 401(k) and asmall income from a part
time job on the side.
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Your clients might consider the thirdsegment as their
worst nightmare becausethey’ ve seen older people
working as greeters in big box stores or behind the
counter at fast food restaurants. That third segment

might just as easily be an income from consulting
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work orstarting a small

business.
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The website retiredbrains.

com references stories about

people who have started

businessesin fields as diverse
as catering, relocation and pet transport. That third
income stream could be fun. The second income
stream involves cash flow from their investments.
This includes IRAs, 401(K)s and other tax deferred
vehicles along with their taxable investment
portfolio.
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Another of their fears of living longer is being
unable to produce an adequate return or keep up with
inflation. This might be offset by overoptimistic
projections of future returns. They might feel they
will do just fine if the stock market returns 10% a
year going forward. For how long? Well, forever.
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The Motley Fool website ran the numbers from
1966 to 2015 for average eturns on the S&P 500.
It come out to 9.69%, however the numbers mask
two problems. The first is the impact of inflation.
Over that same 50 year period, inflation brought the
return down to 5.38%. The second problem is the
stock market doesn’ t move in a straight line. It has
good and bad years. Meanwhile, clients need to pay
their power, cable TV, and phone bills the first of
every month.
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How can clients address this problem? This is
where you prove your value as their consultant.
Traditionally people have a “don’t spend the
principal” mindset, preserving it as an inheritance
for the next generation.

AR EHE A RERE 2 @R TR R A 5
BRI TR IR Bt EE - i L - AME “REqe

EAE” EREE Rk -

They likely earned their wealth themselves. It didn’t
come as an inheritance. It s logical to plan to spend
their money on themselves, letting their children

make their own way in the world. This means
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spending interest and principal in a sensible manner.
Annuities are probably another alternative that comes
to your mind. They give up the ownership of the
portion of their principal they choose to invest, yet
receive an income stream for their lifetime.
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Another approach is the concept of total return. If
you own $100 worth of a stock and it pays a 4%
dividend, that’s $4.00 in annual income. If the
stock rises in price by 10% over a two-year period
and the client sells it, that’s an additional $10.00
before commissions and taxes. Adding $4.00 and
$5.00 is a $9.00 or 9% or 9% annualized return for
each of these two years.
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Under these conditions their principal should also be
intact. Ideally, the company increases their dividend
payout as time goes on. Is it the same as collecting
interest on a CD or Treasury Bond? Absolutely not.
Can dividends get reduced? Yes. Do stocks go down
too? You know the answer to that question. This

leads you into the diversification conversation.
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Finally we get to the first income stream: Social
Security. First instituted in the US in 1935, it was
designed to produce an income in retirement for
workers aged 65 and over. It's been tweaked over
the years. It is basically funded by contributions
from the retirees themselves, although talk about
“Will Social Security run out of money?” means
it needs plenty of younger workers paying into
the program today to keep it going. Payouts have
historically been adjusted for inflation.
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FYI: Prussian Chancellor Otto Von Bismarck

introduced “old age pensions” in 1889. He
initially set the retirement age at 70. (6) At the
time, life expectancy in Prussia was 45 years.
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You can point your client in the right direction when
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they consider taking a lower payout at the lowest
eligible age or holding off to get higher payouts in
the future.
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Americans are living longer. The UBS example
referenced above also talks about the third stage,
The past Waltz, when illness or severely decreased
mobility becomes a problem. You know how to have
the long term care conversation. It's not something
that should wait for the last minute.
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For many Americans, retirement was the pot of
gold at the end of the rainbow, when they could
enjoy life without having to go to work every day.
Then it became a period of life to be feared because
many hadn't saved or were unprepared. It doesn’ t
need to be that way, if they consider three income
streams and three phases to retirement. You add
value by helping them prepare for each one.
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