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Executive Summary

Because of the complexity involved in the creation of customized individual retirement income plans, retirees tend
to rely on simpler approaches that focus primarily on investment portfolio drawdowns. However, these approaches
often suffer from a variety of weaknesses. The primary one being a lack of integration with other potential income
sources (and related decisions). These include the age to commence Social Security benefits, whether to purchase a
guaranteed income annuity with a portion of the retirement savings (immediate or deferred), the asset allocation
risk level, whether and when to use home equity, the order of drawdowns based upon applicable income taxes, as
well as others. In addition, some basic drawdown approaches are not well designed to accommodate changing
spending patterns as one ages, nor the monitoring of liquidity during retirement, or legacy goals at death. Actuarial
methods have the potential to be used to assist retirees in analyzing, testing, and comparing alternative
comprehensive retirement income strategies incorporating additional sources of potential income and related
decisions. In addition, a properly designed application, based on an actuarial method, can also serve an educational
purpose even if not used in the final decision process. This paper proposes one such actuarial method for
consideration.
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About The Society of Actuaries

With roots dating back to 1889, the Society of Actuaries (SOA) is the world’s largest actuarial professional
organizations with more than 31,000 members. Through research and education, the SOA’s mission is to advance
actuarial knowledge and to enhance the ability of actuaries to provide expert advice and relevant solutions for
financial, business and societal challenges. The SOA’s vision is for actuaries to be the leading professionals in the
measurement and management of risk.

The SOA supports actuaries and advances knowledge through research and education. As part of its work, the SOA
seeks to inform public policy development and public understanding through research. The SOA aspires to be a
trusted source of objective, data-driven research and analysis with an actuarial perspective for its members,
industry, policymakers and the public. This distinct perspective comes from the SOA as an association of actuaries,
who have a rigorous formal education and direct experience as practitioners as they perform applied research. The
SOA also welcomes the opportunity to partner with other organizations in our work where appropriate.

The SOA has a history of working with public policymakers and regulators in developing historical experience studies
and projection techniques as well as individual reports on health care, retirement and other topics. The SOA’s
research is intended to aid the work of policymakers and regulators and follow certain core principles:

Objectivity: The SOA’s research informs and provides analysis that can be relied upon by other individuals or
organizations involved in public policy discussions. The SOA does not take advocacy positions or lobby specific policy
proposals.

Quality: The SOA aspires to the highest ethical and quality standards in all of its research and analysis. Our research
process is overseen by experienced actuaries and nonactuaries from a range of industry sectors and organizations. A
rigorous peer-review process ensures the quality and integrity of our work.

Relevance: The SOA provides timely research on public policy issues. Our research advances actuarial knowledge
while providing critical insights on key policy issues, and thereby provides value to stakeholders and decision
makers.

Quantification: The SOA leverages the diverse skill sets of actuaries to provide research and findings that are driven
by the best available data and methods. Actuaries use detailed modeling to analyze financial risk and provide
distinct insight and quantification. Further, actuarial standards require transparency and the disclosure of the
assumptions and analytic approach underlying the work.
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