Planning for a more confident retirement
One of a series of papers on the Confident Retirement approach
®

For those in or within five years of retirement, this is an exciting
new chapter in life. A time to pursue new or dormant passions
and activities or to just rest and relax. At the same time, the
task of making your accumulated savings last a lifetime can also
feel somewhat challenging. Even after decades of saving and
prudently investing for retirement, many people find themselves
asking how to make their income last. This insecurity is not
surprising, as people today face unique challenges, including
longer lives, rising health care costs and the variability of markets.
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Confident Retirement® approach

The Ameriprise Financial Confident Retirement approach provides
retirees a straightforward framework to create a sound retirement
plan to provide income that can last a lifetime. This exclusive
approach is designed to help plan an income stream that covers
both essential and lifestyle expenses, reduce vulnerability
to unexpected events, and leave a legacy to family or
charitable organizations.

The key needs addressed by the Confident Retirement approach
The Ameriprise Confident Retirement approach addresses four key needs of retirees. This paper will examine an
approach to creating a retirement income strategy to meet those needs.
Need

Principle

Leaving a legacy
Preparing for the unexpected

Plan now to maximize your giving and make your wishes known.
Protect yourself from the certainty of uncertainty by covering the
unexpected.
Build a flexible investment and withdrawal plan to help ensure your lifestyle.
Cover these expenses with guaranteed or stable income sources.

Ensuring lifestyle
Covering essentials

Need #1 — Covering essentials
The foundation of any retirement strategy is to cover all essential
expenses that are considered predictable and recurring. These are
the ongoing necessities in life, such as housing, food, utilities, taxes
and medical expenses. Because financial markets are uncertain, we
believe essential expenses should be covered by solutions that offer
guaranteed or stable income. Virtually all retirees already have one or
multiple forms of guaranteed or stable income in place, most notably
Social Security. Some may have access to a defined benefit plan —
sometimes called a pension — as well. Solutions to cover essential
expenses may include:
• Social Security retirement benefits — Social Security
benefits are a major source of retirement income
for most Americans. Since your age when you begin
taking Social Security greatly affects the size of
the benefit, you may wonder whether it is better to
begin receiving benefits early with a smaller monthly
amount or wait for a larger monthly payment later
that you may not receive as long. The reduction in
benefits, by filing prior to full retirement age, can be
as much as 30%. On the other hand, waiting until full
retirement age results in 100% of the benefit entitled.
People who wait to receive benefits until after their full
retirement age will receive 100% of their benefit plus
a certain percentage based on their actual retirement
age. The benefit increase will not continue to increase
after age 70, even by delaying taking benefits. Factors
to consider when making this decision include:
–– current cash needs
–– health and family longevity
–– plans to work in retirement
–– other retirement income sources
–– future financial needs and obligations
–– the amount of the future Social Security benefit
What about the stability of the Social Security
system? Should that figure into your decision?
According to the 2016 Annual Trustees Report, the
Social Security current trust fund reserves, along with
future taxes, are expected to be sufficient for the full
and timely payment of retirement benefits until 2035.
So while it’s likely that some changes will be made to
Social Security such as increases to payroll taxes or
benefits reduction, most experts say that it’s probable
that retirees will still receive some of their expected
benefits. Go to SSA.gov for more information.
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• Certificates of deposit (CDs) — Issued by banks
and backed by the Federal Deposit Insurance
Corporation (FDIC), CDs have long provided a stable
source of income.
• Face-amount certificates — Certificates can also
provide stable income and are backed by the
issuing company.
Ameriprise® certificates are backed by reserves of
cash and qualified assets on deposit of Ameriprise
Certificate Company and are not federally or FDIC
insured, and include risk, including possible loss of
principal. The assets backing the certificates have
varying ratings and generally increase in market
value as interest rates fall and decrease in value as
interest rates rise. These assets have risks, including
credit risk, interest rate risk, prepayment and
extension risk.
• Annuities — Either fixed or variable annuities can
generate a reliable stream of income throughout
retirement. Annuities can provide stable income for a
desired period of time, or for life through annuitization.
As an alternative, lifetime income can also be
generated through living benefit riders on variable
annuities (available for an additional cost). Older
contracts that have a higher Guaranteed Minimum
Interest Rate (GMIR) may provide higher cash flow.
The unique features of variable annuities offer
opportunities for income for life, the ability to invest in
the market, death benefits and even lifetime income
through optional riders. In return for the benefits
they provide, variable annuities carry a mortality and
expense fee and subaccount management fees.
Other fees may include optional rider fees, surrender
charges and an annual contract charge.

Guarantee, as used in this material, depends upon the ability of the issuing entity to honor and pay the amount you may be entitled to. U.S.
Government bonds are backed by the full faith and credit of the U.S. Government. Certificates of deposit are FDIC-insured up to $250,000
per depositor. Insurance and annuity products are backed only by the continued claims-paying ability of the issuing company and on variable
insurance and variable annuities do not apply to the performance of the variable subaccounts, which will vary with market conditions.
Certificate products are backed by the issuing company. It is possible that an issuing entity may not be financially able to meet income
guarantee obligations.
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• Government securities — Securities such as U.S.
Treasury bills, bonds and notes, and Treasury
Inflation-Protected Securities pay a stated interest
rate over a period of years. Investors can choose to
lock in payments for up to 30 years in a long-term
government bond, or they can consider a laddering
strategy that spreads money out in bills, notes and
bonds with different maturities.1
These instruments provide a stream of reliable income
payments that occur monthly, quarterly or annually
depending on the investment to fund essential
expenses. And they are backed by the government
(U.S. Treasuries) or financial institutions with back-up
from the government (FDIC) or the claims-paying ability
of the issuing company (certificates and annuities).
Guarantees do not apply to the performance of the
variable annuity’s subaccounts, which will vary with
market conditions. The principal in some of these
investments may be subject to fluctuation if sold
before maturity (in the case of bonds) and some
will not (such as certificates or non-negotiable CDs).

Sixty-nine percent of
consumers age 60-80 think it
is extremely or very important
to have investments that do
well when the stock market is
up, but have protection against
loss when the market declines.2

Health care in retirement
Eighty-six percent of Baby Boomers are very or
somewhat concerned about the affordability of
health care coverage in retirement.3 A 65-yearold couple, both with median drug expenses,
would need $259,000 in 2015 to have a 90
percent chance of having enough money to
cover health care expenses (excluding long-term
care) in retirement.4
Contrary to what many people think, Medicare
does not cover all health care expenses.
Medicare does not, for instance, cover the cost
of care for dental, vision, or hearing conditions.
It does not cover long-term nursing home care
or personal care for beneficiaries who choose
to stay in their home and need help with daily
activities. Individuals can expect to pay a
greater share of their costs out of pocket in
the future because of the combination of the
financial condition of the Medicare program and
cutbacks to employment-based retiree health
programs.
Medicare currently consists of Part A (hospital
insurance), Part B (medical insurance), Part
C (which allows private insurance companies
to offer Medicare benefits), and Part D (which
covers the costs of prescription drugs), with
each part having its own eligibility requirements.
Any individual who receives Social Security
benefits before age 65 or who applies for Social
Security benefits at age 65 will be automatically
enrolled in Medicare. However, if retiring after
age 65, remember to enroll in Medicare at
age 65 anyway, because enrollment won’t be
automatic. Individuals who will be automatically
enrolled in Medicare will receive notification by
mail from the Social Security Administration,
usually three months before their 65th birthday.


The
U.S. Government may be unable or unwilling to honor its financial obligations. Securities issued or guaranteed by federal agencies and
U.S. government-sponsored instrumentalities may or may not be backed by the full faith and credit of the U.S. government.
2
2014 Retiree Insights study, Diversified Services Group and Mathew Greenwald & Associates.
3
2014 Ameriprise Financial Money and Health Care in Retirement study.
4
2015 Employee Benefit Research Institute, Amount of Savings Needed for Health Expenses for People Eligible for Medicare: Unlike the Last
Few Years, the News Is Not Good. October, 2015.
1
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Need #2 — Ensuring lifestyle
While covering essential expenses is a foundational first step, most
people who are planning for retirement have additional goals they wish
to pursue. These can include travel, hobbies that may have associated
expenses, purchasing a second home, and so on. In the most basic
sense, these are considered “optional” expenses. As such, retirees
could tap other assets in their portfolio, outside of guaranteed or
stable sources like those used to pay essential expenses.

At Ameriprise, we believe that investments to
support lifestyle expenses should be arranged in
three categories:
• Strategic cash — We recommend keeping sufficient
assets in cash or liquid alternatives to cover up
to three years of lifestyle expenses. This can help
prevent the need to sell investment assets at
inopportune times. Examples include savings and
checking accounts, certificates of deposit (CDs),
face-amount certificates and money market
mutual funds.
• Income investments — Meeting at least some
of the lifestyle needs through income-generating
investments helps reduce susceptibility to steep
withdrawals and allows for greater confidence in
meeting long-term objectives. Set aside a portion
of assets in a diversified portfolio of income-
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generating securities to generate at least some of
the lifestyle need. This can balance the need to grow
the lifestyle income stream with inflation, and help
protect against downside risk. This can also help
reduce the possibility of excessive asset sales to
produce needed income, especially in down markets.
Examples include bonds and bond funds, managed
accounts with an income focus and fixed annuities.
• Growth investments — In order to maintain
purchasing power and drive long-term growth,
allocate a portion of the assets to a diversified
portfolio of securities that have the potential to
grow over time. Examples include stocks, equity-based
mutual funds, managed accounts with a growth focus,
alternative investments, variable annuities and cash
value life insurance.

Although diversification does not assure a
profit or protect against loss, it is a key way to
handle market volatility. Because asset classes
often perform differently under different
market conditions, spreading assets across
a variety of different investments, such as
stocks, bonds, cash and alternatives, has the
potential to mitigate overall risk.
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Prepare for rising rates

The question of withdrawal rates

Many investors aren’t aware that we’ve been in a bond
bull market for the past 35 years. Since the declining
interest rates trend began in 1981, the average
annual return for investment-grade bonds has been
8.17%, as steadily falling rates drove bond prices
higher.5 Following the 2007-2008 financial crisis, many
investors fled the stock market for the safety of
bonds. From 2008–2012, investors frequently
chose bonds over stocks.6 Small wonder: investors,
particularly those in or near retirement, have tended
to favor the relative security of bonds over the
uncertainties of the stock market.

Most people should assume they will spend 25 to 30
years in retirement given that the average 65-year-old
lives to 84.7 Therefore, depending on lifestyle choices,
you need to have an appropriate base of assets and
withdraw from that base prudently.

With the rise in Treasury yields and signs of stronger
US growth, investors should take note that the 35year bull market for bonds may be to be drawing to
a close, assuming interest rates begin to rise during
the final quarter of 2016 and into 2017. This end of
the bull market for bonds means that the way people
have been investing, with a heavy concentration in
traditional bond holdings, may no longer work. To
meet their long-term financial goals in this changed
environment, investors may need to redefine how they
generate income and consider the potential interest
rate sensitivity of specific fixed income investments.
Income-oriented investors could consider taking a
buy-and-hold approach to help mitigate market risk
and seek diversification across a range of assets that
may include dividend-paying stocks, floating rate loans,
investment-grade corporate bonds, convertible bonds,
mortgage-backed securities, high-yield bonds, emerging
market bonds, tax-exempt municipal bonds and real
estate investment trusts (REITs).

For many years the general rule of thumb has been
that a properly diversified portfolio can last 30 years
given withdrawals of 4% or less (adjusted annually
for 3% inflation). However, bond yields today are well
below historical averages. These low yields can have a
significant effect on retirees, who tend to invest heavily
in bonds, because portfolio returns in the earliest years
of retirement have a larger impact on the likelihood
that this strategy will succeed than returns later in
retirement. Thus, recent research has questioned
the safety of the 4% rule of thumb in a low yield
environment and recommended an initial withdrawal
of 2.8%.8
Though individual circumstances will vary, in our
opinion, planning for a 3% to 4% withdrawal rate is a
reasonable approach over the long term. Of course
investors must recognize that changes in market
conditions and performance of specific investments
chosen could alter this calculation. Because both the
markets and a retiree’s expenses can be unpredictable,
it is vital to conduct a review at least annually. If
expenses exceed the sustainable withdrawal rate,
spending adjustments should be considered. Major
expenses such as an expensive vacation can be
delayed or reduced. Alternatively, supplemental income
sources can be identified to overcome a shortfall.

 arclays Capital U.S. Aggregate Bond Index, 12/31/1980 to 09/30/2016. The index measures the performance of the U.S. investment
B
grade bond market. The index invests in a wide spectrum of public, investment-grade, taxable, fixed income securities in the United
States—including government, corporate, and international dollar-denominated bonds, as well as mortgage-backed and asset-backed
securities, all with maturities of more than one year. It is not possible to invest directly in an index.
6
Investment Company Institute.
7
National Vital Statistics Reports, Volume 65, Number 4, June 30, 2016.
8
L
 ow Bond Yields and Safe Portfolio Withdrawal Rates, Morningstar Investment Management, January 21, 2013.
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Need #3 — Preparing for the unexpected
Unexpected events can have a devastating impact on retirement plans.
At this stage of life, retirees typically lack the financial flexibility to make
up for consequences to their retirement if an unplanned event results
in significant expense. The Confident Retirement approach leverages
specific solutions to mitigate events that can have a big impact on
your retirement plan.
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Most significant concerns
Concerns

Solutions

Plan for protection against expenses associated with longterm care needs that can drain lifetime savings. Research
shows that about 70% of those age 65 and older will need
some type of long-term medical assistance.9 And 43.5
million caregivers provide care for someone aged 50+
and 14.9 million care for someone who has Alzheimer’s
or other dementia.10

Three ways of addressing long-term care risk should
be considered:
∙∙ Stand-alone long-term care insurance.
∙∙ A life insurance policy that can accelerate the policy benefit
to address long-term care expenses if needed. Any longterm benefits paid will reduce the death benefit. There
is also an option to extend those long-term care benefits
beyond the policy death benefit amount. If long-term care
is not needed there is a death benefit payable to the
policy beneficiaries and with some products, a residual
death benefit may be paid if the entire death benefit is
accelerated for long-term care benefits.
∙∙ A rider (available at additional cost) on an individual life
insurance policy that allows an advance payment of a large
percentage of the death benefit if it is used for long-term
care expenses.

As individuals enter retirement, they most often have
the lifetime maximum amount of financial assets they will
ever have. These assets need to be protected in our
litigious society.

Consider a full review of property/casualty coverage and a
personal-liability umbrella policy. An uncovered claim due
to a lawsuit at this stage in life could devastate the
best-laid plans.

Those still a few years from retirement rely on their income to
build up their retirement nest egg. Yet 46% of Americans find
themselves retiring unexpectedly. Of those, 55% leave the
workforce due to health problems or disability.11

Disability income insurance is a key way to mitigate this risk
and should be considered if it’s not already in place.

Providing adequately for a surviving spouse or dependents
in the event of an untimely death is critical. Remember, cash
flows will change at the death of a spouse. Survivor Social
Security benefits, survivor options (if any) on a pension, and
annuity payouts may all be affected. Some expenses, such
as real estate taxes, won’t change when one member of a
couple dies, but others, such as many lifestyle expenses,
probably will.

There are numerous life insurance options for meeting the
income needs of survivors, meeting unexpected costs and
funding legacy wishes.

Consider earmarking additional cash reserves to cover unexpected expenses during disability or long-term care
elimination periods or to cover insurance deductibles to avoid affecting income and growth investments.

	U.S. Department of Health & Human Services, “Medicare & You 2015,” www.medicare.gov/Pubs/pdf/10050.pdf, revised December 2014.
Alzheimer’s Association (2011), Alzheimer’s Disease Facts and Figures, Alzheimer’s and Dementia, Vol. 7, Issue 2, Updated February 2015.
11
	2016 Retirement Confidence Survey, Employee Benefit Research Group.
9
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Need #4 — Leaving a legacy
Ensuring that your accumulated wealth is used to provide for the
individuals or causes that are most important to you is a key part of
planning for a confident retirement. After accounting for essential,
lifestyle and unexpected expenses, the next step is to create a legacy
plan for any remaining assets. Effective legacy plans address two critical
features — control and leverage.
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Control during retirement
As we age, the potential for some types of impairment
rise, resulting in less ability to exercise prudent control
of assets. Three documents — limited financial power
of attorney, a health care directive, and a living will —
can help ensure that assets are utilized according to
one’s wishes, even if some impairment has occurred.
It’s also important to review how assets are titled. Upto-date beneficiary designations for financial accounts,
a will and the use of trusts, if appropriate, can help
reposition assets to minimize taxes due upon death.

Control beyond retirement
Wills, trusts and estate planning can be used to control
the use of assets beyond retirement. Planning for tax
positioning of assets upon death can both control
where the assets go as well as maximize the amount
that passes to heirs or charities. The wrong positioning
can reduce the amount of funds that actually go to
legacy causes by up to 50% due to income, state and
federal estate taxes.

Leverage
Leverage is about ensuring that the maximum amount
of assets actually go to funding legacy goals, and
minimizing the drain on those assets from income
and estate taxes. Life insurance is a unique solution
for providing leverage in any legacy plan, as it not
only provides a death benefit in excess of the premium,
but the death benefit generally passes income tax-free
to the beneficiaries.
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Several common uses of life insurance
in legacy planning include:
• Addressing the tax burden of tax-deferred
qualified assets — Assets remaining in tax-deferred
qualified plans (e.g., IRAs, annuities, 401(k)s) at
death are subject to income tax on the beneficiary.
If the beneficiary is a taxable individual, as most
family members typically are, they will owe tax as
they withdraw those assets. On the other hand, if
a legacy plan calls for both individual and charitable
giving, it is often most tax efficient to leave the
remainder of the qualified plan to the charity, which
does not pay income tax, and fund the individual
legacy with life insurance — which will be received
tax free by the individual. This solution can provide
significant leverage by not only providing for a charity
but for an heir as well.
• Maximizing wealth transfer — For those fortunate
to have excess assets now that they can reposition,
life insurance can provide leverage for legacy
planning. Repositioning assets from taxable accounts
(e.g., brokerage, wrap accounts) to a permanent
life insurance policy can provide a death benefit
that can be several times the amount of the assets
repositioned. Plus they will pass to the beneficiary
free of income and possibly estate tax, further
maximizing the benefit to the legacy plan.

Consider goals when evaluating the features of
individual life insurance plans.
For example:
• Cash value solutions can provide ongoing access to
assets during retirement
• Death benefit-only products can often maximize the
death benefit amount but limit access to the cash
value during retirement
• Adding a long-term care rider on a life insurance
policy (at an additional cost) can provide a tax-free
benefit to fund long-term care needs in retirement

Meet the future with more confidence
For more than 120 years, Ameriprise has been helping people build wealth for the future and manage their
investments in retirement. For those approaching or in retirement, the Confident Retirement approach is a process
of actionable steps that helps you make smart choices to generate income from and safeguard your accumulated
wealth. For family members and those still accumulating savings, the Confident Retirement approach can help
them prepare for tomorrow while enjoying life today. Talk to an Ameriprise financial advisor today.

Pursue financial confidence
in the years leading up to retirement

Plan for retirement confidence
in the five years before and during retirement

• Make informed tradeoffs to prioritize saving
• Build wealth
• Protect against unexpected events
• Plan to make an impact on people and causes

• Manage retirement savings to generate income
• Safeguard wealth
• Protect assets
• Secure one’s impact on people and causes

Ameriprise Financial
370 Ameriprise Financial Center, Minneapolis, MN 55474
ameriprise.com
The Confident Retirement approach is not a guarantee of future financial results.
Diversification and asset allocation do not guarantee overall portfolio profit or protect against loss in declining markets. Product
diversification can help protect against certain financial risks, but it does not protect against market losses.
Before you purchase a life insurance policy or annuity contract, be sure to ask your financial advisor to explain the features, benefits, risks
and fees, and whether the product is appropriate for you based upon your financial situation and objectives. Variable annuities and variable
life insurance are complex investment vehicles that are subject to market risk, including the potential loss of principal invested. Annuities
are long-term insurance products.

You should consider the investment objectives, risks, charges and expenses of the variable annuity and
variable life insurance and their underlying investment options carefully before investing. Before investing,
you should review a free copy of the annuity and life insurance prospectuses and the underlying investment
prospectus, which contains this and other information about the variable annuity and variable life insurance.
The prospectuses should be read carefully before investing.
You should consider the investment objectives, risks, charges and expenses of certificates carefully before
investing. For a free prospectus, which contains this and other important information about our certificates,
please visit ameriprise.com. Read the prospectus carefully before you invest.
Investment products are not federally or FDIC-insured, are not deposits or obligations of, or guaranteed by any financial institution and
involve investment risks including possible loss of principal and fluctuation in value. Bank CDs are FDIC insured.
There are risks associated with fixed income investments, including credit risk, interest rate risk, and prepayment and extension risk.
In general, bond prices rise when interest rates fall and vice versa. This effect is usually more pronounced for longer-term securities.
Alternative investments involve substantial risks and are more volatile than traditional investments, making them more suitable for
investors with an above average tolerance for risk.
Ameriprise Financial, Inc. and its affiliates do not offer tax or legal advice. Consumers should consult with their tax advisor or attorney
regarding their specific situation.
Ameriprise® Certificates are issued by Ameriprise Certificate Company and are distributed by Ameriprise Financial Services, Inc.
Member FINRA and SIPC.
Investment advisory products and services are made available through Ameriprise Financial Services, Inc., a registered investment adviser.
Ameriprise Financial Services, Inc. Member FINRA and SIPC.
© 2016 Ameriprise Financial, Inc. All rights reserved.
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