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With life expectancy and retirement age increasing, planning for retirement can be daunting. At a time when solely

contributing to a 401k is no longer a sufficient safety net, four local financial experts talked with Carolyn Jones,

Market President of the BBJ, about how to strategize for the next phase of life. Northwestern Mutual's Managing

Partner Aaron Miller as well as Advisors Michael Raposa, Tom Mitchell and Doug DiCerbo lent their expertise in

retirement distribution planning.

BBJ: Thanks everyone for joining us today
and shedding light on such an important

topic. Let’s start with you Tom - how does
a person approaching retirement deal with
market volatility?

TOM MITCHELL: We like to use the 3 bucket
approach to protect from market volatility. The
“Safe Money Bucket,” “Roller Coaster Bucket”
and “Home Run Bucket.” The home run bucket
is the best use of a dollar type of investment,
potential for bigger returns, often less lig-
uid. Examples of this Include company stock
options, real estate, private equity or reinvest-
ment back into a business.

The roller coaster bucket Includes stocks,
bonds, mutual funds, ETFs. This bucket on
average has positive returns four times out
of every five years on average. However, it
goes backwards one time every 5 years. This
is called a correction. If we know it’s going to
happen, we need to have a plan not to sell into
it when it does happen. Selling in a down mar-
ket is something we work very hard to protect
our clients from.

Lastly, the safe money budget consists of
two to five years of cash to cover two to five
years of expenses. The safe bucket is only
tapped when the other buckets are not per-
forming. The safe bucket allows the roller
coaster bucket to be more aggressive by own-

ing more equities and less safe fixed income
investments therefore providing more income.
In wealth accumulation, ROR is one of the
most important details to gauge an investment.
However, in retirement, income planning the
sequence of returns is a humongous risk. The
safe money bucket neutralizes this risk.

MICHAEL RAPOSA: Historically the general
advice was to “get more conservative.” In
fact the old thinking was the 4 percent rule in
retirement. Basically, one would be able to
comfortably withdraw 4 percent of their invest-

ments year over year and not run out of money.

This however was designed when 10 year gov-
ernment bonds were yielding 7.5 percent (now
they are under 3 percent).

Given this is the case what we are recom-
mending clients do is continue to take on
more market exposure into retirement, but at
the same time make sure they have a stock
safety plan in place. We know historically the
market turns negative every five to six years.
We also plan that most clients will have a 30+
year retirement. So we generally recommend
clients have between two to five years of safe
money when they get to retirement. And if they
do have this safety net in place, they can then
continue take market risk into retirement and
not be forced to sell equities in a down market.

Again the old thinking was that retirees

would put money in CD’s & Money Markets,
but today these are really low yield and high
tax. And so many of the buckets retirees have
typically used have also fallen flat. So the
newest research coming out of places like the
American College and Wharton have shown
well-structured cash value life insurance plans
can be a great alternative.

DOUG DICERBO: One of the things we do well
to help client’s manage market volatility is
systematic reallocating & rebalancing. We
communicate to clients that when one asset
class is doing well we will be selling some of it
and rebalancing to other asset classes that are
out of favor. This sets in motion a systematic
approach (selling high/buying low) to asset
allocation and helps us manage volatility in the
overall markets while taking some of the emo-
tion out of the investment process.

AARON MILLER: One of the common mistakes
people make when thinking about MV in retire-
ment is underestimating just how long retire-
ment will last. People often times misdiagnose
retirement as an event. Meaning that they turn
65, retire and everything changes the next
day. The reality for many of our clients is retire-
ment is more of a career change, and they are
experiencing 25,30 even 40 year retirements
and with that kind of time horizon you need to
make sure they don’t over rotate to being too
conservative. Instead we want to think about
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diversifying your assets based
upon your time horizon not your
age. Ultimately breaking down
your wealth in different buckets
to take advantage of both the
good and bad of market vol-

retirement. When we talk about
distribution planning we typical-
ly think about that while we are
alive, but what assets we leave
behind and how they get distrib-
uted at death can have a huge

31% of American workers
have no savings set aside
specifically for retirement.

- Social Security Administration, 2017

atility. The reality is if you are
able to implement some of the
strategies the others already
discussed, you can often take
more “risk” in your portfolio
knowing you have protected
your downside risk.

BBJ: What does legacy
mean to your clients and how

do you plan for it?

DOUG: Legacy means different
things to different clients. As
an example, a business owner
who wishes to pass on a family
enterprise may have a much
different view of legacy than
a physician or attorney with
a very large retirement plan.

To me legacy speaks to the
direction of a couple’s or indi-
vidual’s capital at death. This
may include traditional stock
market investments, privately
held business interests, or per-
sonal assets such as a primary
residence or other personal
property. To avoid things like
the probate process, communi-
cation issues when someone is
ill, guardianship, and potential
state or federal estate tax issues
we encourage clients to engage
a team in the estate planning
process. In the end your capital
will go one of several directions.
These include charitable inter-
ests, income or death taxes, or
your children or grandchildren
and other heirs. With some
thoughtful planning a client can
create their own legacy and
make sure that capital goes in
the direction of their choosing.

AARON: My experience is that
legacy can mean many different
things to different people, but
ultimately it is a client’s desire to
want to leave something behind
to someone or something they
care about. Said differently, it is
important to most of our clients
to not die penniless. This is a
great ex-ample of why people
should make sure they have a
comprehensive financial plan
that deals with the realities of

impact on the legacy we decide
to leave. The best approach is
to have a real deep understand-
ing of those wishes and a plan
to ensure they can happen with-
out sacrificing your own retire-
ment lifestyle. Our experience

is that most people will leave
behind something but without
looking at all of your assets (real
estate, business interest, life
insurance, cash etc.) you could
be end leaving a fraction of
what you were hoping to.

TOM: We also find that peo-
ple’s thinking shifts during
different phases of life. | have
seen that once clients become
grandparents, their views
on legacy planning change
very rapidly and become very
focused on making sure that
their grandkids will always
remember them.

BBJ: One of the biggest risk
| see people facing in retire-
ment is the increasing cost
of health and long term care.

What are some things you
are seeing in the marketplace
to help protect against this?

DOUG: Unfortunately, my family
has had firsthand experience
with this issue. My mom is in
the fifth year of an Alzheimer’s
diagnosis that showed signs of
being an issue as early as eight
to 10 years ago. We have had
a full view of the cost of care
both at home and through the
various stages of the illness.
The checks were modest at first
(she forgot to take her med-
ications). A nurse to remind
her was $250 a month. Five
years later we have 24/7 care
in a nursing facility that costs
$13,500 a month and con-
tinue writing monthly checks
today. As it relates to the prior
question (legacy) we encour-
age clients to think today about
issues that may be a risk to their
and their spouse’s assets down
the road. It’s never too early to
begin planning for these risks if
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Northwestern Mutual’s Managing

Partner Aaron Miller as well as
Advisors Tom Mitchell and Doug
DiCerbo lent their expertise in

retirement distribution planning.

clients have assets to protect.

MIKE: To Doug’s point, the most
critical thing clients can do is have
an estate plan. A lot of clients
don’t have an estate plan at all or
maybe they just have a basic will
which will generally not address
the issues of health and extended
care. We try to make sure clients
have an attorney with expertise
in the estate planning & elder law
space. When it comes to long
term care or health care, often
time it’s the smallest documents
that have the biggest impact such
as health care proxy, power of
attorney, HIPPA form and a living
will.

AARON: Unfortunately my wife
and | became experts in the last
18 months as my father in law
started to show signs of dementia
and we quickly learned that things
like Medicare, Medicare supple-
ment, Medicaid and the like are
not designed for conditions like
dementia and others that are long
term in nature. Fortunately for us,
my father in law had a really well
designed long-term care policy, so
his assets are protected but more
importantly he is getting quality
care and my wife can focus on
providing care for our kids instead
having to give care for her father.

BBJ: What can people do now

to put themselves in a position
to minimize taxes in retirement?

MIKE: A lot of the traditional guid-
ance says when you retire you’ll
be in a lower tax bracket. What
we find however is a lot of our cli-
ents have a tremendous amount
of their retirement money in tax
qualified plans. Unfortunately for
them, these dollars are all count-
able as ordinary income at distri-
bution. And those above certain
income levels are also taxed on
social security and most pensions.
We found that one of the biggest
complaints from clients is how
much they still pay in taxes during
retirement.

Often times this is a problem
to best solve with a client years
before they retire. When someone
has time they can build up after
tax and tax deferred investments.
In doing so retirees have multi-
ple buckets to withdraw from it
gives them so levers to pull and
minimize their income tax rate.
We feel this is a big differentiator
in terms of what we do. By hav-
ing tax diversification our client
can then have a bit more control
over the taxes they will pay year
to year. If income taxes go up
and capital gains taxes are lower,
it may be best to liquidate from
accounts that are subject to cap-
ital gains. One idea is to contrib-

ute to a Roth 401(K) instead of a
traditional 401(k) if possible, we
find many clients don’t know this
is an option. The benefit being
these distributions will be tax free
in retirement and not subject to
RMD'’s. Another relevant strategy
is utilizing an efficiently designed
life insurance program that is
guaranteed to grow every year and
the cash value can be with-drawn
basis first.

DOUG: In my role as the business
and estate planning specialist in
Boston for the past several years
| have had unique exposure to the
impact of estate taxes, income
taxes, and capital gains tax when
planning for legacy and retirement
income distribution for older cli-
ents. These are issues that can
affect even a modest estate of $1
million in Massachusetts. Most
individuals who own a home near
Boston that is paid for have a
net worth in excess of 1 million.

If they own assets in addition

to this or a family business and
commercial real estate, the impli-
cations of taxes during retirement
and at death can be significant.
Individuals and business owners
should consider the long term
impact of taxes well before they
reach retirement. Advance plan-
ning can be very powerful for mit-
igating or perhaps eliminating the
tax burden during retirement and
at death.

BBJ: With people living longer,
what are some problems this

can create and what thoughts
do you have on how to plan for
this?

AARON: In looking at all the dif-
ferent challenges a person faces
in retirement distribution plan-
ning, this may be the most signif-
icant. Longevity is essentially the
accelerant to all other risks thus
making it something that needs
to be looked at in every situation.
Regardless of what happens in
the market, we know the value of
your assets will erode each year
by inflation alone, so the longer
you live the more erosion that
takes place. Therefore, one of the
key strategies we have seen is to
make sure that you have created
some income streams that will
continue as long as you do. This
helps compliment whatever assets
you have accumulated along the
way. Income streams not only help
smooth out your plan, but they
essentially act as a fence around
the rest of your wealth.

TOM: The perfect storm is now
brewing for future retirees: social
security is underfunded and will
most likely not be what is was to
our parents; pensions went the
way of the dodo; people are living

longer and running out of money.

We need to focus on the behav-
ioral side of retirement planning
that is not all about the numbers.
We are concerned with low stress
and being happy financially, and
less worried about money like
they have been their whole lives.
Having a financial plan that is
stress tested annually, having mul-
tiple guaranteed income streams,
working with an advisor who
knows you and is there for finan-
cial guidance at every turn in life.

DOUG: Taking care of both sides
“risk & accumulation planning”
helps us think not only about long
term accumulation but about the
risks of living a very long life.
Northwestern Mutual has helped
build tools to take some of the
emotion out of retirement income
uncertainty. These tools help our
clients and us predict with more
certainty the likelihood of retire-
ment success.

MIKE: The latest thinking and
research is saying that having
guaranteed income streams will
increase your likelihood of retire-
ment success. Success is defined
by not running out of money.
Among those income streams
people typically will utilize are:
social security, pensions and vari-
ous income annuities.

The old school of thought was
someone would stop working, col-
lect a company pension and rely
on social security. People expect-
ed to retire at 60-65 and probably
pass away in their 70s or 80s.
Now, the new school thinking and
research revolves around the fact
that most people don’t have a pen-
sion and they are worried about
relying on social security. Because
of this financial intuitions have put
together a lot of strategies around
replacing these options. Vanguard
found in a study from 2017 that a
healthy 65 years couple had a 45
percent chance of at least one of
them living until age 90 and an
18 percent chance of living until
age 95. As aresult, income annu-
ities have become more relevant
because they reward clients for
living longer while taking on less
risk. There was some landmark
research done by Dr. Michael
Finke and what he found was that
adding income annuities into your
retirement plan reduced the risk
of outliving your assets by 24 per-
cent and actually increased the
size your legacy at death.

The BBJ will have more Table of
Experts programs on other topics
and if you are interested in partic-
ipating, please contact the BBJ
advertising department at 617-316-
3212.

All investments carry some level of risk including the potential loss of principal invested. No investment strategy can guarantee a profit or protect against loss.
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WE'LL HELP YOU PLAN FORT.

We're here to help you do the things that matter most, with the people who matter
most. Now and years from now. Because when you're in control of your money and
start realizing your financial goals, planning looks less like planning and more like living.
Spend your life living.

LET'S GET STARTED

Northwestern Mutual
1Beacon Street Fl 25
Boston, MA 02108
617-742-6200
bostondowntown.nm.com
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