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Welcome! 
Welcome to Retirewise® – an award-winning onsite financial 
education workshop series. Now in its 12th year, Retirewise has 
been offered at more than 2,000 companies in all 50 states.  
Our surveys consistently show that 99% of employees would 
recommend Retirewise to their colleagues. 

Let us help you sort it all out

By attending the Retirewise workshop 
series, you will learn a lot. Each session 
builds on one another and takes you 
through the different stages of financial 
and retirement planning. From investment 
basics and budgeting to tax strategies 
and estate planning, there’s something for 
everyone, regardless of your age or where 
you are in your career. 

 
We want you to walk away feeling:

 •   More informed about personal 
finance and retirement planning

 •   Better prepared to make  
financial decisions

 •   Confident, in control and ready  
to take action

Get your questions answered

This workbook makes it easy for you to  
follow along, and it’s yours to keep for 
future reference. During the program,  
you will have the opportunity to ask any 
questions and hear from your co-workers. 
You can also sign up for a personal one- 
on-one consultation with the presenter  
or a member of their team. There is no  
cost and no obligation. It is part of the 
financial education program offered by  
your employer.

We know your time is valuable and thank 
you for participating in the Retirewise  
workshop series. Remember, it’s never too 
early or too late to get a better financial 
plan in place. 

L0120000996[EXP0222][ALL STATES][DC,PR]
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Session 1:  
Building the 
Foundation

Please note: Throughout our workshop series we use the term spouse/partner to reflect the various domestic arrangements 
individuals may have. Federal and tax legislation may vary based on your particular arrangement.

When it comes to retirement, we have  
more choices than ever because Americans 
are in better health and live longer than  
any previous generation.

That means learning how to make smart 
choices that usually focus on money.  
Money is important, but there is much more 
to retirement. You need to set money and 
lifestyle goals. That means making plans 
for how you want to live — to accomplish 
those goals. 

This first Retirewise session is called 
Building the Foundation. It sets the stage  
for the “why” and “how” of the planning 
process. We’ll talk about money, of course, 
but also about what retirement might look 
like, what you need to think about, and  
how to plan so that unforeseen events  
do not prevent you from achieving your 
financial and retirement plan goals. 

Introduction
We live in a time when the entire context of setting  
financial goals for retirement has changed radical  ly.  
The word itself used to evoke images of old age,  
declining health, and inactivity. Today, retirement  
can be a transition to a new way of life, not just  
from a job.
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Is the American dream within reach? 

 
The American dream means different  
things to different people. A recent  
survey indicates that far fewer Americans 
say “becoming wealthy” is essential to the 
American dream than say the same about 
personal freedom and good family life.

Overall, 36% of U.S. adults say their family 
has achieved the American dream, while 
another 46% say they are “on their way”  
to achieving it, according to the survey. 
Those who say they have already achieved 
the American dream are generally older, 
more affluent and better-educated than 
those who say they are on their way to 
achieving the American dream and those 
who say it’s out of reach.*

* Pew Research Center August, 2017 

 
Americans and their shared values

 
When it comes to money, nearly everyone, 
regardless of educational level or affluence,  
is concerned with:

 •  The sufficiency of their money – 
“Do I have enough?”

 •  The sustainability of their resources – 
“How long will my money last?”

 •  The appropriateness of their financial 
decisions – “Is this the right choice  
for me?”

Of course, everyone is different, so the 
answers to these questions will be based 
on an individual’s financial values. Those 
less concerned about the appropriateness 
of purchases are less likely to be prepared 
for financial emergencies. Those who think 
more about how long their money will last 
may have more savings. And of course, 
what is “enough” to one person is not  
necessarily “enough” for the person sitting 
next to him or her.

Retirement quiz

1.  At what age are you eligible to receive 
your Social Security benefits?

  a) 60

  b) 62

  c) 66

  d) 70 

 

 
2.  What is the national average annual  

cost of a nursing home?

  a) $40,000-$59,000

  b) $60,000-$79,000

  c) $80,000-$99,000

  d) Over $100,000

3.  Which of the following strategies is least 
likely to improve retirement security?*

  a)  Saving an additional 3 percent of  
salary in the five years before  
retirement 

  b)  Deferring Social Security benefits 
for two years longer than originally 
planned

  c)  Working for two years past the 
planned retirement date

 
4.  If you were to need long term care  

services that required home health care 
or assistance in a facility (nursing home 
or otherwise) over an extended period, 
the expenses would be covered by:

  a) Disability income insurance

  b) Medicare/Medicaid

  c) Health insurance

  d) None of the above

* Smart About Money, LifeValues, National Endowment for Financial Education 2017
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Retirement quiz answers

 
1.  Answer — B: 62  

  You are eligible for Social Security  
benefits beginning at age 62, BUT you 
aren’t eligible to receive your full benefit 
until after age 65 (if you were born  
after 1938).

Full retirement ageYear of birth

At age 62 benefit,   
what percentage  
do you get of the  

full benefit?

Before 1938

1938

1939

1940

1941

1942

1943–1954

1955

1956

1957

1958

1959

1960 and later

65

 65 and 2 months

 65 and 4 months

 65 and 6 months

 65 and 8 months

 65 and 10 months

66

 66 and 2 months

 66 and 4 months

 66 and 6 months

 66 and 8 months

 66 and 10 months

67

Source: Social Security Administration, 2017

The year you were born is used to determine  
the normal retirement age.

80.0

79.1

78.3

77.5

76.6

75.8

75.0

74.1

73.3

72.5

71.6

70.8

70.0

19

Facility Care: Nursing Home (Private Room) Median Annual Cost**

TX

HI

CA

NV

CO

NM

KS

OK

NE

SD

ND

MN

IA

MO

AR

IL

KY

WI
MI

IN
OH

WV

PA

NY

VT
NH

MA

MD
DE

NJ

CT

ME

UT

AZ

OR

WA

ID

WY

MT

AK
FL

NC

SC

GA
AL

MS

TN

LA

VA

RI

DC

$362,628

$81,395

$73,000

$97,638

$127,750
$113,150

$166,988

$127,750

$136,328

$112,639

$85,775

$160,418

$82,537

$102,748

$82,125
$102,200

$74,095
$91,250

$68,109

$158,545

$120,085

$125,825

$111,508

$132,448

$68,255

$85,045

$92,608

$91,980

$143,832

$92,345

$125,925

$139,795

$96,725

$111,325

$148,190

$93,805

$67,525

$124,100

$124,830

$127,750

$91,250

$86,323

$87,600

$77,015

$91,250

$98,550

$135,415

$119,173

$112,785

$138,335

$96,360

USA $102,200

**Numbers exclude Puerto Rico

Source: Genworth Cost of Care Study, 2019

2.  Answer — D: The national average 
annual cost of nursing home care is 
over $100,000. 

  Below are the actual nursing home care 
(private room) costs by state throughout 
the country.

3. A — Saving an additional 3 percent.*

  This is crucial to understand. Working 
longer and deferring Social Security are 
the two best ways to improve financial 
security. Saving a little bit more in the 
years just before retirement will not have 
a big impact on retirement savings as 
the money does not have a lot of time to 
grow with investment earnings.

 *Squared Away Quiz, 2016
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4.  Answer — D: None of the above

  Generally speaking, Medicare/Medicaid, 
health insurance, and disability income 
insurance are not designed to pay for  
the expenses incurred if you were to 
require long term care services over an 
extended time.  

 •  Disability income insurance replaces 
a portion of your income if you were 
to be out of work with a disability.

 •  Medicare/Medicaid and health  
insurance may provide for some 
skilled nursing homes, home  
health aides and hospice care, but 
coverage is limited and you must 
meet certain criteria to qualify. 
These programs are designed to 
cover acute medical care and do not 
account for the custodial everyday 
care one may need with a chronic 
condition such as Alzheimer’s.  

Manage the future

How much will I need each year to equal my current annual income if inflation is steady at 3%?

This table is hypothetical and is just an example. It does not seek to reflect or predict actual inflation rates, which will vary over 
time. Source: U.S. Department of Labor, 2010

Current 
income

In 10 years

In 15 years

In 20 years

In 25 years

In 30 years

$40,317.49

$46,739.02

$54,184.34

$62,813.34

$72,817.87

$53,756.66

$65,318.70

$72,244.45

$83,751.12

$97,090.50

$67,195.82

$77,898.37

$90,305.56

$104,688.90

$121,363.12

$80,634.98

$93,478.04

$108,366.67

$125,626.68

$145,635.75

$100,793.73

$116,847.56

$135,458.34

$157,033.34

$182,044.69

$30,000 $40,000 $50,000 $60,000 $75,000 $100,000

$134,391.64

$155,796.74

$180,611.12

$209,377.79

$242,726.25

Every year it costs more to maintain our standard of living.

76.2

84

81.1

86.5

*Center for Disease Control and Prevention, 2020 
** SSA, 2020

How long can we expect to live?

At birth*
Male

Female

At age 65**
Male

Female

And those are just averages. About one out of every four 65-year-olds today will live past 
age 90, and one out of 10 will live past age 95.*

20 40 60 80 100
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You may spend as much time retired as you did working. You need to make sure your  
money will last.

This chart shows how long your retirement savings will last at various withdrawal  
rates. The chart assumes $500,000 in savings at retirement, a 3% annual inflation  
rate, and a 6% annual rate of return.

Compares how long retirement savings would last at various annual withdrawal rates. 

Source: ChartSource®, Wealth Management Systems Inc. Example is hypothetical and not representative of any actual  
investment. Actual investing includes fees and other expenses that may result in lower returns than this hypothetical example. 
Your results will vary. Copyright © 2014, Wealth Management Systems Inc. All rights reserved. Not responsible for any errors  
or omissions.

$700,000

$600,000

$500,000

$400,000

$300,000

$200,000

$100,000

$0
1 3  5 7 9 11 13 15 17 19 21 23 25 27 29 31 33 34 37 39 41 42 43

8%  4% 5% 6% 7% 

Will Social Security really assist in maintaining your current standard 
of living? For example, in 2020 the average monthly Social Security 
benefit for both men and women is estimated to be $1,503*. Many  
people tend to overestimate the amount of guaranteed lifetime  
income Social Security will provide.

*SSA. Gov 2019 

As you can see from the chart below, health care costs continue  
to rise at a much greater rate than inflation. Not only are Americans 
paying more for health care in out-of-pocket expenses, but 
Medicare and the health care system, in general, are becoming 
increasingly strained by our aging population.

$2,814

$16,168**

202620171990
0

$3,000

$6,000

$9,000

$12,000

$15,000

$18,000

$10,739* 

*CMS.gov 2019 
**Peterson Kaiser, Health System Tracker: 2018

Estimated annual U.S. health care expenditure  
per person
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A new look at money and retirement

Let’s take a moment to compare your generation to others and see how views on life,  
money and general habits may be quite different.

•   World War II
•   The Depression
•   Radio
•   Frank Sinatra
•   First cross- 

Atlantic flight
•   Roaring  

Twenties

•   Owns, spends  
and saves more

•   Trust authority
•   Patriotic
•   Dependable
•   Not “me”  

focused

•   John F. Kennedy 
and Martin  
Luther King Jr. 
assassinations

•   The Beatles
•   Vietnam War
•   Racial and  

feminist  
movements

•   Television

•   More  
conservative  
lifestyle

•    Open to new  
ideas

•   Homeowners
•    Involved in  

civic activities

•   Health issues
•   Death of a  

spouse
•   Women living  

longer
•   Still want to  

enjoy life

•   Grandchildren
•   Death of a  

parent
•    Retirement  

transition
•   Getting older  

but “better”

•   Nuclear  
family

•   Watergate
•   Sesame Street
•   Man on the  

moon 

•   9/11 terrorist 
attacks

•   Columbine High 
School shooting

•   Challenger  
explosion

•   Smartphones
•   Social media
•   Diverse Internet 

resources 

•   Weight gain
•   Working  

women
•   Center of  

the universe
•   High home  

ownership  
rates

•   Multi-taskers
•    Prefers virtual  

problem solving
•   Tech-savvy
•    Independent  

thinkers
•   Seeks instant  

gratification
•   Peer oriented

•   Driven
•   Empty nest
•   Boomerang  

kids
•   Aging parents
•   Divorce
•   Second homes

•   Emphasis on 
family

•   Hands-on  
parents

•   Frequent job 
change

•   Large student 
loans

•   Civic-minded
•   Well-traveled

•   Two-earner  
households

•   More educated
•   Larger families
•   Homeowners
•   Children at  

home
•   High spenders

•   Active lifestyle
•   Increased  

longevity
•   Retirement  

saving shortfall
•   Aging parents
•   Tuition bills

•   U.S. Iran  
hostage crisis

•   MTV 
premiers

•   U.S. stock  
market drops 
22.6%

•    First Apple  
computer  
created

1910-1945 1946-1951 1952-1958 1983-20021959-1964

 B
eh

av
io

rs
 L

ife
 e

ve
nt

s
 In

flu
en

ce
s

•   Highly  
educated

•   Self-reliant
•   Distrust  

institutions
•   Technologically  

adept
•   Work hard/ 

play hard
•   International  

travelers

•   Divorce
•   Work-life  

balance
•   Economic  

and job  
uncertainty

•   Workaholic  
parents

•   Alternative  
lifestyles

1965-1983

•   Fall of the  
Soviet Union

•   Internet
•   Rise of mass 

media
•   Game Boy
•   Personal  

computers

Young boomer  
or “tailing edge”

Middle  
boomer

Gen Y or  
millennials

Older boomer or 
“leading edge”

66+ or  
“traditionalists” Generation X

The early bird gets the worm

Procrastination carries a high cost. In this example, Investor A  
starts contributing $5,000 annually to an IRA for 10 consecutive  
years then stops contributing permanently. Investor B starts  
10 years after Investor A and also contributes $5,000 annually to  
an IRA for 20 consecutive years. Who ends up with a higher  
investment value at the end of thirty years?

 •   In total, Investor A contributed $50,000 at a 6% compounded  
rate for 10 years and finishes with an investment value of  
$224,044 at the end of 30 years.  

 •   In contrast, Investor B contributed $100,000, twice as much,  
at a 6% compounded rate for 20 years and finished with an  
investment value of $194,963 at the end of 30 years.

Figures, calculations, and illustrations are for illustrative purposes only. They are based on  
hypothetical rates of return and do not represent an investment in any specific product. They 
may not be used to predict or project investment performance. Unless otherwise noted, charges 
and expenses that would be associated with an actual investment are not reflected.

First 10 years

Next 20 years

Total contribution

Value at end of 30 years

$5,000

$0

$50,000

$224,044

$0

$5,000

$100,000

$194,963

Investor A Investor BContribution
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The cost of waiting

Meet Jane. At age 45, she decides to begin contributing to her IRA. She contributes  
$4,000 per year for 20 years. At age 65 she has accumulated over $132,000. At that time, 
she begins to receive a life income with an annuity. Her monthly income from the annuity  
is $794.91 before taxes. What if Jane had decided to wait before beginning her IRA  
savings? What if Jane waited 1 year, 2 years, 5 years or even 10 years? What is the impact 
on her IRA “nest egg” and on her lifetime income stream?

Now imagine at age 50, Jane began making an additional $1,000 deposit into her IRA 
annually. Look at the numbers again:

1. Compound interest rate assumption 5%. 

2.  Monthly income rates based on hypothetical Single Premium Immediate Annuity (SPIA), Annuity 2000 
Mortality Table, 4% interest assumption, 4% expense assumption. All numbers nearest dollar. 

Can you afford to wait?

How to become a millionaire  
by age 65 

If you start saving at age 25, you will need to save $381 per  
month to become a millionaire by age 65. However, if you  
put this off just 10 years until age 35, your monthly savings  
rate must increase to $820. That number steadily increases  
over time. If you are a real procrastinator, that number  
increases to almost $5,800 at age 55.  

It pays to start saving and invest as early and as much as  
possible. 

Waiting period Accumulation 
amount age 651

Reduction in  
accumulation 

amount  
from waiting

Monthly income 
age 65

 Life annuity —  
life only2

Reduction  
in lifetime  

monthly income 
from waiting

N/A

$61

$118

$276

$493

$132,264

$122,156

$112,530

$86,314

$50,312

N/A

$10,108

$19,734

$45,950

$81,952

$795

$734

$676

$519

$302

No wait

1 year

2 years

5 years

10 years

Figures, calculations, and illustrations are for illustrative purposes only. They are based on hypothetical rates of return and do not 
represent investment in any specific product. They may not be used to predict or project investment performance.  Unless noted, 
changes and expenses that would be associated with an actual investment are not reflected.

Waiting period Accumulation 
amount age 651

Reduction in  
accumulation 

amount  
from waiting

Monthly income 
age 65

 Life annuity —  
life only2

Reduction  
in lifetime  

monthly income 
from waiting

No wait

1 year

2 years

5 years

10 years

$153,842

$143,735

$134,108

$107,893

$62,889

N/A

$10,107

$19,734

$45,949

$90,953

$925

$864

$806

$648

$378

N/A

$61

$119

$276

$547

Assumes a 7% annual rate of return, compounded monthly

25

$381

35

$820

45

$1,920

55

$5,776

Start saving at age

Monthly savings required*

Monthly savings needed to accumulate $1 million by age 65
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Payment history

Amounts owed on credit and debt

Length of credit history

Type of credit used

New credit

10%

10%

35%

15%

30%

Your credit score

Your FICO credit score can range from 300 to 850 and can influence what credit is  
available to you, how much interest you’ll pay and even how much you pay for utilities 
and car insurance. Scoring ranges are just one of the tools lenders can use to make more 
informed lending decisions quickly and fairly — the higher the score, the lower the risk. 
The lower the score, the higher the risk.

What it is and why it matters

You are entitled to one free credit report every 12 months from each of the three reporting 
agencies — Experian, TransUnion or Equifax. You can order your credit report online  
from annualcreditreport.com or by calling 877-322-8228. After you get your report 
always check it for accuracy — especially if you are a victim of identity theft, trying to 
repair credit, or applying for a major loan.

Know your score

Aim for 740 or higher

Virtually all lenders use your credit score as a factor when you apply for credit. Whether 
you are applying for a credit card, a mortgage, a car loan, or refinancing your student 
loans, your score will more than likely come into account.

The most widely used credit scores are FICO Scores created by Fair Isaac Corporation. 
FICO Scores are calculated based solely on the information in consumer credit reports  
maintained at the credit reporting agencies.

How scores are calculated?
Your score considers positive and negative 
information in your credit report, and it’s 
divided into five categories.

Credit applicants may be required to pay  
a fee or deposit, and applicants with this 
rating may not be approved for credit at all

Applicants with scores in this range are 
considered to be subprime borrowers 

Only 8% of applicants in this score range 
are likely to become seriously delinquent 
in the future

Applicant with scores here are likely 
to receive better than average rates  
from lenders

Applicants with scores in this range are 
at the top of the list for the best rates  
from lenders

Investor A Investor B % of People Impact

17%

20.2%

21.5%

18.2%

19.9%

300-579

580-669

670-739

740-799

800-850

Very poor

Fair

Good

Very good

Exceptional
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Improve your score

Once you know your score and have your 
credit reports in hand, there are steps you 
can take to improve your credit score.

•  Make sure you make all loan payments
on time and for the appropriate amount.
Even one late payment can affect your
score for some time.

•  Try to avoid carrying large balances on
your credit cards and stay below 30% 
of the limit.

•  The longer a credit account has been 
open and in good standing, the better 
this reflects on your credit score.

•  A home loan has a more positive impact 
on your credit score than a credit 
account with some financing companies.

•  Try to limit the number of times you 
apply for credit. While not all views
by prospective creditors are viewed 
negatively, frequent credit
applications will depress your score.

•  Paying off your debts will generally 
improve your score within a few months. 
Keep this goal in mind and diligently 
work toward it.

When shopping for a credit card, a consumer should carefully compare the terms under 
which a card is offered:

•  Interest rate on unpaid balances: The interest rate on unpaid balances
can be either a fixed rate or variable rate. Card issuers are required to state
the interest rate as both an annual percentage rate (APR) and as periodic
interest rates for each billing cycle.

•  Unpaid balance computation: The method by which a card issuer calculates
the unpaid balance on an account. The unpaid balance, multiplied by the 
periodic interest rate, determines the finance charge. 

• Fees: Some card issuers will charge you an annual fee, just to have the
card. Fees may also be charged for such items as cash advances, late
payments, charging over the established credit limit, and lost card
replacements.

•  Grace period: The amount of time during which no interest is charged,
if the entire amount is paid off.

• Other benefits: A card may provide other benefits such as loyalty rewards,
cash advances, flight insurance, or discounts on travel.

Shopping for a credit card

Each day the issuer  
subtracts any payments from 
and adds new purchases  
to the account balance. The 
daily balances for each day 
in the billing cycle are added 
together and then divided  
by the number of days in  
that cycle. 

The issuer charges interest 
on the balance outstanding 
at the end of the previous 
billing cycle. 

The issuer starts with the 
previous balances, subtracts 
any payments or credits, 
and charges interest on any 
remaining unpaid amount.

Average daily balance Previous balance Adjusted balance

Remember: 
Even an unpaid library book fine 
of $16 can affect your credit.
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There are two things Jane, Tracey, and Bill have shown us:

1.  Making only minimum payments on credit cards will have you paying a lot
of interest, and it will take a long time to reduce your debt to zero.

2.  APRs matter — a lot. Make sure you know what you’re paying and shop
around for the best rate available.

Making minimum payments only:

How much do your credit cards 
really cost?

The magic of compounding can work for 
you when you’re trying to build your  
savings. But, when it comes to your credit 
card debt, compounding suddenly becomes 
much less “magical.” If you’re paying only 
the minimum balances on your credit cards 
each month, the interest you’re being 
charged each month — stated as your 
Annual Percentage Rate or APR — is being 
tacked onto your balance. Your APR for  
the next month is based on the new,  
higher balance. 

Jane, Tracey, and Bill have decided to pay off 
their credit cards. Jane has $5,000 in debt, 
Tracey has $15,000 in debt, and Bill, the  
biggest spender of the three, has $25,000  
outstanding. 

Let’s look at their situations at two  
different hypothetical APRs: 18% and 10%. 
Jane, Tracey and Bill all are planning to 
continue making their minimum payments 
of 2.5% of their balances each month, make 
no new purchases on the cards and, lucky 
them, pay no annual fee. 

 Jane 10% APR 18% APR

 How long until her balance will be paid off? 16 years, 6 months 26 years, 8 months

 How much will she pay in interest? $2,338.45 $7,115.42

 Total amount Jane will pay on her $5,000 balance $7,338.45 $13,115.42

 Tracey 10% APR 18% APR

 How long until her balance will be paid off? 22 years, 8 months 35 years, 2 months

 How much will she pay in interest? $7,388.13 $22,115.70

 Total amount Tracey will pay on her $15,000 balance $22,338.13 $37,115.70

 Bill 10% APR 18% APR

 How long until his balance will be paid off? 24 years, 5 months 39 years, 5 months

 How much will he pay in interest? $12,387.70 $37,115.16

 Total amount Bill will pay on his $25,000 balance $37,387.70 $62,115.16 

Please note: No additional expenses are added to credit card. 

Bankrate.com
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Good debt vs. bad debt

Example of good debt: 

The borrowed money goes towards  
something that will appreciate over time

• Mortgage

•  Refinancing home to reduce high rates

Example of bad debt: 

The borrowed money goes towards  
something that will depreciate over time

• Disposable items purchased on
credit card

• Cars — A car depreciates the minute
you drive it off the lot!

Having trouble? Here are some tips:

• Develop a daily, weekly, or monthly
budget

•   Record all expenses

• Begin paying off debts

•   Avoid charging on your credit cards
until the balances are paid off

• Remember: If you are feeling over-
whelmed or are having a hard time
dealing with your debt on your own —
seek financial counseling from a debt
management professional

Dos and don’ts of debt

Quick tips

 Do:

• Close extra and unnecessary accounts
or credit cards

•  Save
 Never underestimate savings  — no matter
what age, no matter how much, just start!

•  Use cash
 You’ll be more aware of where your money
is going

•  Use a debit or check card
 Using these instead of a credit card makes
you account for your cash immediately

•  Check your credit report

•  Seek financial counseling if you’re
feeling overwhelmed

 Don’t:

•  Create more credit card debt
 Use only in an emergency

 Don’t use for non-essential items unless you
pay them off completely every month

•  Borrow from your 401(k) or any
retirement savings to pay off credit
card debt
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 How much will your investments really be worth when you need them to help reach your 
goals? Many investments have an average stated nominal rate of return. In fact, it’s usually 
the first thing people look at when choosing one type of investment over another. But not 
only is the past performance of an investment no assurance of the future results, what you 
bring home can vary from the stated rate of return quite significantly.

Real rate of return on a CD after taxes and inflation

Let’s look at a 6-month certificate of deposit or CD. The chart below shows actual average 
historical CD rates, the tax rate for an individual with an annual income of $100,000 and the 
effect of inflation. When looking at the actual CD rate of return, understand the impact of 
both taxes and inflation on this common savings vehicle. 

What’s the moral of this story? No matter what your goals, be sure to look at the big 
picture when selecting investments. And get some help if you need it.

The impact of taxes and inflationRule of 72

Rule of 72

Estimate how long it will take for compounding to double your money:

1.  The Rule of 72 is based on a hypothetical illustration and is not a guarantee of future performance.
This illustration does not represent the performance of any specific product and there is no assurance
that investments would double or triple within any specific time frame.

Annual
interest rate %

72 ÷ 1010% 7.2

72 ÷ 99% 8.0

72 ÷ 88% 9.0

72 ÷ 77% 10.3

72 ÷ 66% 12.0

72 ÷ 55% 14.4

72 ÷ 44% 18.0

72 ÷ 33% 24.0

Years to
double

72
annual 
interest 
rate %

number of 
years to  

double value1
=÷

  2005 3.73% 28.0% 3.40% –0.71%

 2006 5.24% 28.0% 3.20% 0.57%

  2007 5.23% 28.0% 2.85% 0.91%

  2008 3.14% 28.0% 3.85% -1.59%

 2009 0.87% 28.0% -0.34% 0.97%

  2010 0.44% 28.0% 1.64% -1.32%

  2011 0.42% 28.0% 3.16% -2.86%

  2012 0.63% 28.0% 2.10% -1.65%

 2013 0.50% 28.0% 1.20% -1.56%

  2014 0.65% 28.0% 1.30% -0.83%

  2015 0.55% 28.0% 0.73% -0.33%

 2016 0.55% 28.0% 1.70% -1.30%

 2017 0.40% 28.0% 2.20% -1.91%

 2018 2.00% 24.0% 1.90% -0.38%

 2019 2.00% 24.0% 2.10% -0.58%

Year CD Rate1 Inflation3 Real rate 
of returnTaxes2Year CD Rate1 Inflation3 Real rate  

of returnTaxes2

  1990 8.17% 31.0% 6.11% 0.47%

  1991 5.91% 31.0% 3.06% 1.02%

  1992 3.76% 31.0% 2.90% –0.31%

 1993 3.28% 31.0% 2.75% –0.49%

  1994 4.95% 31.0% 2.67% 0.75%

  1995 5.98% 31.0% 2.54% 1.59%

  1996 5.46% 31.0% 3.32% 0.45%

 1997 5.72% 31.0% 1.70% 2.25%

  1998 5.44% 31.0% 1.61% 2.14%

 1999 5.39% 31.0% 2.68% 1.04%

 2000 6.63% 31.0% 3.39% 1.18%

 2001 3.53% 30.5% 1.55% 0.90%

 2002 1.78% 30.0% 2.38% –1.13%

  2003 1.17% 28.0% 1.88% –1.04%

 2004 1.74% 28.0% 3.30% –2.04%

1.  CDA Weisenberger 7/03 and Federal Reserve Board H15 Data Releases ending November 2017, 6-month CD rate.
Bankrate.com, 1 year CD 2017. Citibank 6 month CD 2018. Harris Bank CD 2019

2. Rates based on $100,000 of taxable income, filing singly, Tax Facts.

3. InflationData.com
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What do things cost?

In another 20 years?

1967 2007 2027?Year 1987

      Eggs .49 .65 1.79

 Bread .25 .75 1.29

Postage Stamp .05 .21 .41

Source: Cost of Gas, Eggs and Bread: Consumer Price Index, U.S. Department of Labor, Bureau of Labor Statistics up to 2009

How much did your first car cost?

How much did your current car cost?

How much did you pay for a soda as a kid?

How much does a soda cost now?

Effect of inflation

Source: data.bls.gov/cgi-bin/cpicalc.pl. 2019 January-September

“ There is one difference between a tax collector and 
a taxidermist — the taxidermist leaves the hide.” 

Mortimer Caplin, Former IRS Commissioner

How are things taxed?

Very few people like to think or talk about taxes. However, as an  
investor, knowing more about the kinds of taxes you pay on your 
investments can help you become a more effective decision-maker.

A key part of any investment strategy is developing a good mix of 
short- and long-term investments. It’s important to keep in mind 
that all investments do not receive the same tax treatment — some 
are taxed at   capital gains rates, others as ordinary income. 

1.  Some dividends may still be taxed at ordinary income tax rates. For higher
income brackets, a 3.8% Medicare surtax may result in a maximum 23.8% rate.

2.  Additional penalties may apply.

Interest Ordinary income

Dividends 20% rate1

Capital gains 

  Asset held one year or less Ordinary income

  Asset held for more than one year 20% rate1

Capital gains distributions Same as capital gains, based on how long the 
from mutual funds mutual fund held the assets

Tax-deferred Taxed as ordinary income when withdrawn2

How are things taxed?

In 2019,  
due to inflation, 
the same item  

cost:

In 1980, 
if something 

cost:

In 1990, 
due to inflation, 
the same item  

cost:

In 2000, 
due to inflation, 
the same item  

cost:

$2.00 $3.41 $4.46 $6.61

$20.00 $34.11 $44.65 $66.10

$200.00 $341.10 $445.50 $660.60 
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We hope that the following questions and answers will help you become a better and more 
confident investment decision maker.

Q.   In general, what are the differences
among taxable, tax-deferred and

tax-exempt income?

A.  Taxable income is the income that you
are required to report on your federal
income tax return. Tax-deferred income
is income that will not be taxed until
the future. Tax-exempt income is free
from federal and/or state income tax
(depending on the type of investment
and the issuer). Municipal bonds and
some U.S. Government securities
generally produce tax-exempt income.

 What happened to the investment in the
past year? If it produced income, such
as interest or dividends, it is probably
ordinary income. Taxable and tax- 
deferred income, as well as income that
was previously tax-exempt, are each
taxed at the investor’s current rate
(usually higher than capital gains tax
rates), while other types of ordinary
income, such as dividends, may be
taxed at a lower, preferential rate.

Q.     How are capital gains and ordinary
income different?

A.  A capital gain (or loss) equals the amount
that you gain or lose on the sale of an
asset (the amount of money or value
of the property you receive) less your
“adjusted cost basis” in the asset,
which is the amount you paid when
you bought it. If you sell a stock for
$5,000 and paid $3,000 for it, your
capital gain is $2,000. If you sell an
asset for less than your adjusted basis,
you have a capital loss. Let’s say you
bought the stock for $5,000 and sold
it for $3,000. In that case, your capital
loss would be $2,000.

 Common types of ordinary income
are dividend income, interest, or rent.
Savings accounts, CDs, annuities,
bonds, and some preferred stock
produce ordinary income, taxed at the
investor’s current rate, usually higher
than capital gains tax rates.

Q. How are capital gains taxed?

A.  If you sold an investment, you probably
had a capital gain or loss. Capital gains

are taxed differently than ordinary
income. The specific rate that applies to
you depends on the type of asset you
sold, your cost basis, the length of time
you held the asset before selling it, and
your level of income.

Holding period 

This refers to how long you held the  
asset before you sold it. A capital gain is 
long-term if you held the asset for longer 
than one year. It is short-term if you held  
it for a year or less. Tax rates applied to 
long-term capital gains are generally lower 
than rates for short-term gains, which are 
taxed at the same rate as ordinary income 
(your normal tax bracket). 

Cost basis

The initial cost basis is the amount  
you paid for the investment when you 
bought it. Let’s say the initial cost basis  
for a stock was $10,000. If you sell the  
stock for $15,000, then $5000 would be 
a taxable gain.  

Tax bracket

Your amount of income and filing status 
(joint, married filing separate, single, or 
head of household) determine your capital 
gains tax rate. In general, capital gains tax 
rates are either 0%, 15% or 20% for most 
assets held for more than a year. Capital 
gains tax rates on most assets held for less 
than a year correspond to ordinary income 
tax brackets (10%, 12%, 22%, 24%, 32%, 35%  
or 37%). 

Realized vs. unrealized gains

Realized capital gains occur when the  
actual sale of the asset returned more 
money than you paid for it. Unrealized  
capital gains occur when the asset has 
appreciated but has not yet been sold. 

IRS Publications 551 (Basis of Assets)  
and 550 (Investment Income and Expenses) 
offer easy to understand guidance on the 
taxation of investment assets. These  
articles offer general information only and 
do not provide tax advice or recommend 
specific financial actions. Please contact 
your tax advisor for advice that is relevant 
 to your particular situation.
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Traditional IRAs

Tax-deferred growth

A traditional IRA grows tax-deferred.  In other words, you don’t have to pay taxes on  
your earnings until you make withdrawals—a significant benefit that can help your money 
grow faster.

Possible deductible contributions

For many individuals, contributions to a traditional IRA may be deductible. Deductibility 
depends on whether or not you are an active participant in a company-sponsored  
retirement plan. If you are an active participant, you still may be able to deduct your  
contribution if your Adjusted Gross Income (AGI) is below a certain level. The chart  
below shows the AGI limits for 2020:

How much can you contribute?

How can you contribute to a traditional and Roth IRA?

•   You may contribute up to $6,000 or 100% of compensation (whichever is less) in 2020.
•    If you are age 50 or older, you qualify for an additional “catch-up contribution” of

$1,000 a year. For 2020, you may, therefore, contribute up to $7,000, depending on your
compensation.

•    If you are married and file a joint return, you and your spouse may each contribute up
to the allowable annual limit. For 2020, you may, therefore, contribute up to $6,000 each
or $12,000 in total, plus any catch-up contributions that apply.

•   There is no age limit for Roth or traditional IRA contributions.

Single and you  
participate in  
retirement plan

Married filing jointly  
and you participate in 
retirement plan

Married filing jointly. 
You don’t participate in 
a retirement plan but 
your spouse does

Married filing separately

$65,000 or less 

$104,000 or less 

$196,000 or less 

More than $65,000 but 
less than $75,000 

More than $104,000 but 
less than $124,000 

More than $196,00 but 
less than $206,000 

Less than $10,000

Partially deductible

$75,000 or more 

$124,000 or more 

$206,000 or more 

$10,000 or more

Who is eligible? 100% 
deductible Nondeductible

Source: Yahoo Finance, 2020

Source: IRS.Gov 2020
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Rollovers* and transfers

Subject to certain crucial technical  
requirements, you can generally transfer 
money from one existing Traditional IRA  
to another or, upon the occurrence of  
certain events, from an employer- 
sponsored retirement plan to a Traditional 
IRA without tax liability. Consolidating 
assets in one IRA can offer several benefits, 
including reduced administration of costs 
and a more cohesive investment strategy 
for your retirement. Besides, IRAs typically 
offer a much broader range of investment 
choices than    employer-sponsored  
retirement plans, as well as greater  
flexibility in designating beneficiaries.

* You can make only one rollover from an IRA  
to another (or the same) IRA in any 12 months,  
regardless of the number of IRAs you own. 

Transfers by non-spouse beneficiaries

A non-spouse beneficiary may transfer a 
deceased participant’s eligible retirement 
plan amounts into an inherited IRA. The 
transfer must be a direct trustee-to- 
trustee transfer, directly from the plan 
administrator to the inherited IRA. 

Mandatory withdrawals and tax  
implications

When you reach age 72, you must begin 
taking distributions from your Traditional 
IRA each year, whether you want to or not. 
These Required Minimum Distributions, as 
they’re called, are based on your age, the 
age of your beneficiary, and your year-end 
account balance. Failure to take the proper 
amount can result in tax penalties. However, 
most IRA custodians will help you  
determine how much you’re required to 
withdraw each year.

Like other withdrawals from a Traditional 
IRA, Required Minimum Distributions are 
subject to income tax on the portion that 
consists of investment earnings and  
deductible contributions.

Nondeductible contributions

If you find you cannot deduct your IRA  
contributions, you may still contribute to  
a Traditional IRA; however, your initial  
contributions will be made on an after-tax 
basis and you must keep track of this  
after-tax amount using IRS form 8606. If 
you are in a situation where nondeductible 
contributions are your only option, you may 
want to consider another investment  
alternative. Your representative can help 
you look at other alternatives. 

A retirement plan is a great employer 
benefit

If you are looking to set aside funds for 
retirement, you should maximize your 
opportunities to participate in an  
employer-sponsored retirement plan  
before opening an IRA.

Contributions

Owners of Roth or traditional IRAs can 
make contributions at any age as long as 
they are working. 

Flexibility

You may choose from a wide variety of  
savings and investments to fund your IRA—
mutual funds, annuities, bank products, and 
investment management accounts, to name 
a few. Life insurance and collectibles,  
however, are not eligible IRA investments. 

Access to your money when you need it

Once you’re ready to take withdrawals from 
your IRA, you will pay income tax on any 
earnings you’ve accrued and deductible 
contributions you’ve made. If you are under 
age 59½ when you withdraw IRA assets, 
you may also be subject to a 10% penalty 
on taxable amounts unless an exception 
applies.

Penalty-free withdrawals under age  
59½ are available under the following 
conditions:

 •   Your disability (as defined by the  
Internal Revenue Code)

 •   Your death

 •   Deductible medical expenses

 •   Qualified higher education expenses

 •   First-time home purchase expenses  
(up to $10,000)

 •     Health insurance premiums (only  
available to certain unemployed  
individuals)

 •   Certain tax levies

 •   As a part of a series of lifetime income 
payments (special rules apply—please 
consult your tax advisor)

 •   Special situations for those active in  
the military (special rules apply— 
please consult your tax advisor)

 •   Had a baby or adopted a child (up to 
$5,000)
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Income tax-free distributions for  
beneficiaries

At your death, your beneficiaries may 
receive the proceeds of your Roth IRA free 
from federal income tax. To do so, the Roth 
IRA must have been in existence for at  
least five years. Roth IRAs will be included 
in your gross estate and may be subject  
to federal estate tax. The Required 
Minimum Distribution rules do apply to  
your beneficiary after your death.  

Rollovers and transfers  

You can typically transfer assets from one 
Roth IRA without tax liability. Consolidating 
your Roth IRA assets can help reduce 
administration costs and result in a much 
more cohesive investment strategy.

 

Rolling over assets from a qualified plan 

You can roll over amounts from an eligible 
retirement plan into a Roth IRA. This 
includes:

 •   Qualified pension, profit-sharing, or 
stock bonus plan (including a 401(k) plan)

 •   Annuity plan

 •   Tax-sheltered annuity plan (section 
403(b) plan)

 •   Deferred compensation plan of state  
or local government (section 457 plan) 

 •   Traditional IRA

Any amount rolled over is subject to the 
same rules for converting a Traditional IRA 
into a Roth IRA, except that amounts rolled 
over to a Roth IRA are generally subject to 
immediate income taxes. 

Note: You can make only one rollover from an IRA  
to another (or the same) IRA in any 12 months,  
regardless of the number of IRAs you own. 

Roth IRAs

 
Tax-advantaged growth

Tax-free access 
Because your contributions are made  
on an after-tax basis, if you meet certain 
requirements, contributions can be  
withdrawn at any time without tax or  
penalty; however, there may be an early 
withdrawal penalty and exceptions to  
tax-free distributions for distributions  
of income.

Tax-free growth 

To benefit from tax-free growth, you must 
follow certain guidelines. The distribution 
must occur at least 5 years after the first tax 
year for which you made a Roth IRA  
contribution, and:

 •   Attainment of age 59½
 •   Your death or disability 
 •   A qualifying first-time home purchase 

(up to $10,000)

Flexibility
Like Traditional IRAs, Roth IRAs offer a 
wide variety of funding options based on 
your objectives and risk tolerance. Unlike a 
Traditional IRA, contributions to a Roth IRA 
may be made beyond the age of 70½, if  
you qualify, so you have the opportunity to  
continue to build what is potentially tax-free 
income. Also unlike a Traditional IRA, a  
Roth IRA does not require you to begin  
withdrawals once you reach age 70½, or  
at any point in your lifetime. 
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If you answer “yes” to most of the following questions, you should  
consider contributing to a Roth IRA — assuming that your Modified 
Adjusted Gross Income (MAGI) is at or below the eligibility limits.

1.      Do you want the potential of tax-free earnings (after owning the account
for five years and upon turning age 59½   )?

2.  Do you think your tax rate is lower now than it will be when you retire?

3.   Do you want to be able to pass on tax-free earnings to your beneficiaries?

o	 o

o	 o

o	 o

Yes No

If you answer “yes” to most of the following questions, then you 
may want to consider a Traditional IRA instead of a Roth IRA.

1.      Do you qualify to deduct all or part of your annual IRA contributions?

2.  Do you think your tax rate will be lower when you retire than it is now?

3.   Do you want a fully deductible IRA for a spouse who is not participating in
an employer plan, while you are participating (if joint adjusted gross income
is not more than $206,000)?

4.  Do you want to be able to contribute to an IRA no matter how high
your income?

o	 o

o	 o

o	 o

o	 o

Yes No

These questions are meant to guide you, not give you a definitive answer. Before taking any 
action, consult with a financial professional and tax advisor. 

Which IRA is right for you? Retirement plan limits

401(k) contribution limits

2019

2020

Year

$25,000

$26,000

Age 49 & below Age 50 & above

$19,000

$19,500

Section 457 plan limits

Year

2019

2020

$25,000

$26,000

Age 49 & below Age 50 & above

$19,000

$19,500

403(b) contribution limits

2019

2020

Year

$25,000

$26,000

Age 49 & below Age 50 & above

$19,000

$19,500
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MetLife administers the Retirewise program, but has arranged for specially-trained third party financial  
professionals to offer financial education and, upon request, provide personal guidance to employees and 
former employees of companies providing Retirewise through MetLife.  

This material and any estate, gift or generation skipping transfer (GST) tax (together referred to as “transfer 
tax”) calculations reflect the law established under the American Taxpayer Relief Act of 2012 (the “Act”) along 
with changes made by the recent Tax Cuts and Jobs Act. Starting in 2018, the transfer tax exemption amount 
has been increased from $5,000,000 to $10,000,000 (indexed for inflation) per person, provides a maximum 
estate tax rate of 40% and provides for continuing portability of the estate tax exemption between spouses. 
Customers should understand that tax law is always subject to interpretation and change. Any discussion of 
taxes is for general informational purposes only, does not purport to be complete or cover every situation,  
and should not be construed as legal, tax or accounting advice. Clients should confer with their qualified legal,  
tax and accounting advisors as appropriate.  

State estate and inheritance tax rules vary widely: a few states have no estate or inheritance taxes while  
others have a separate estate tax with varying exemption amounts. Thus, while you may have no Federal estate 
tax liability, your estate may owe some to the state in which you resided. If you’ve got enough assets to think 
your estate may have to pay estate taxes, you’ll probably fall into a discussion that’s beyond the scope of this 
session—and it’s probably best handled by your attorney and/or tax advisor with specialized knowledge and 
planning skills.

L0520003884[EXP0223][ALL STATES][DC,PR]  © 2020 METLIFE SERVICES AND SOLUTIONS, LLC 
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Introduction
Now that we’ve envisioned how we would like our retirement 
to look, we’re going to learn how to spend it. But we need to 
know how to spend it the right way — not too little and not  
too much — to reach the level of income, we’ll need each  
year in retirement. As we’ve seen, today’s retirement can last 
30 years or more. 

In this session, Creating and Managing 
Wealth, we’re going to start the discussion 
about investments. By choosing the  
right investments, in the right amounts,  
at the right times, you can build a  
diversification strategy designed to help 
protect your money.

Session 2:  
Creating and 
Managing 
Wealth
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Cash equivalents and 
savings accounts

Almost everyone has had experience with  
a cash account of some type — bank and/ 
or credit union accounts, Certificates of  
Deposit (CDs). The primary advantage of 
bank savings accounts are that they are 
 federally insured against loss of principal 
and accrued interest through the Federal 
Deposit Insurance Corporation (FDIC) for 
up to $250,000.1 

The equivalent agency insuring most  
credit union accounts from loss of the 
principal is the National Credit Union  
Share Insurance Fund (NCUSIF), for up  
to $250,000 per account. Safety of  
principal comes at a “cost;” typically,  
such accounts offer low returns, which  
are further reduced by taxes and inflation. 

These accounts are highly liquid (though  
penalties or fees can apply for early  
withdrawals from a CD). Cash accounts  
are excellent for funds earmarked for  
short-term needs such as $25,000 needed 
in one year for a down payment on a home. 
Additionally, cash savings accounts or cash 
equivalents are commonly part of a  
diversified asset allocation strategy along 
with stocks and bonds. 

Cash-related accounts also include money 
market funds, a type of mutual fund that 
invests in short-term money market  
instruments (see next page). Money  
market funds commonly offer somewhat 
higher returns than savings accounts.

Money market funds are neither insured 
nor guaranteed by the Federal Deposit 
Insurance Corporation or any other  
government agency. Although they seek 
to preserve the value of your investment 
at $1.00 per share, it is possible to lose 
money by investing in the fund. 

Mutual funds are sold by prospectus only, 
which is available from your registered 
representative. Please carefully consider 
investment objectives, risks, charges, and 
expenses before investing. For this and 
other information about any mutual fund 
investment, please obtain a prospectus 
and read it carefully before you invest.  

Investment return and principal value  
will fluctuate with changes in market  
conditions such that shares may be  
worth more or less than original cost  
when redeemed. Diversification cannot 
eliminate the risk of investment losses.

1.  Information summarized here regarding FDIC deposit insurance coverage was derived primarily from
publications of the FDIC, and is presented in a non-technical manner. Such information is not intended to be
a complete legal interpretation of the FDIC’s laws and regulations on deposit insurance coverage. For greater 
detail regarding FDIC deposit insurance coverage, see the Federal Deposit Insurance Act (12 U.S.C. 1811 et seq.)
and the FDIC’s deposit insurance regulations (12 C.F.R. Part 330). FDIC deposit insurance information
is also available online at www.fdic.gov.

The most common types of short-term money market investments are:

Bankers‘ acceptances: A draft or bill of exchange accepted by a bank 
to guarantee payment of the bill.

Commercial paper: An unsecured promissory note with a fixed maturity 
of one to 270 days, usually sold at a discount from face value.

Repurchase agreements: Short-term loans, normally for less than  
two weeks and frequently for one day, arranged by selling securities to 
an investor with an agreement to repurchase them at a fixed price on a 
fixed date. 

The FDIC 

So what’s the FDIC anyway? The Federal Deposit Insurance Corporation (FDIC)  
is an agency of the federal government that was created in 1934 in response to the  
extensive bank failures that occurred in the Great Depression. It essentially insures  
deposits up to $250,000 per FDIC-insured bank or thrift institution. Deposit insurance 
coverage is adjusted for inflation and, hence, may exceed $250,000.

But, not all your money may be covered under an FDIC-insured facility. Let’s take 
a closer look at the specifics:

FDIC insurance for banks and thrift institutions

Checking accounts

Savings accounts

Trusts

Certificates of deposit (CDs)

Individual retirement accounts

 Mutual funds

 Annuities

 Life insurance policies

 Stocks

Bonds

Please Note: FDIC insurance does not cover investment products/securities such as stocks, 
bonds, mutual funds or variable products.

 What is not insured?What is insured?
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FDIC limitations and types 
of ownership

FDIC limitations

Certain retirement accounts

Ownership detail  Owner directs how the funds are invested, including 
directing funds to a specific FDIC-insured bank.

FDIC insurance coverage  All self-directed retirement accounts are added together 
and the total is insured up to $250,000 per person,  
per bank.

 Includes all IRAs, Simplified Employee Pension accounts, 
“Section 457” deferred compensation plan accounts,  
self-directed Keogh plan accounts, and self-directed 
defined contribution plan accounts

Single ownership

Ownership detail Owned by one person

FDIC insurance coverage Up to $250,000 per person, per bank

 Includes accounts established by agent, nominee, guardian, 
custodian or conservator (escrow and brokered deposit 
accounts). 

Joint ownership

Ownership detail  Owned by two or more people who have equal rights to 
withdraw funds

FDIC insurance coverage  Each owner’s share of every account that is jointly held at 
the same insured bank is added together with the owner’s 
other shares, and the total is insured up to $250,000.

 Legal entities such as corporations, trusts, estates, or  
partnerships are not eligible for joint account coverage — 
owners must be individual persons.

Revocable trust

Ownership detail  Owned by one or more people (grantor/trustor/settlor) 
who indicate an intention that the deposit will belong to 
one or more named beneficiaries to receive funds upon the 
death of the owner(s).

FDIC insurance coverage  Account is insured up to $250,000 for each account  
owner’s trust relationship with a beneficiary if all of the 
following requirements are met:

•   Account must be titled as “payable-on-death, in trust
for,” or “as trustee for” for informal trusts and “living
trust,” “family trust,” or similar language for formal
trusts.

•   The beneficiaries must be identified by name in the
deposit account records of the insured bank. (For
informal trusts only.)

•   The beneficiaries must be “qualifying”: owner’s spouse,
child, grandchild, parent, or sibling. Adopted and
stepchildren, grandchildren, parents, and siblings also
qualify. Others, including in-laws, cousins, nieces and
nephews, friends, organizations (including charities),
and trusts do not qualify.

    Two types:
•    Formal living or family trusts used for estate planning

purposes. Owner controls funds during their lifetime.
Upon the owner’s death, the trust generally becomes
irrevocable.

•   Informal (POD, Totten trust or ITF): owner signs an
agreement — usually part of the bank’s signature
card — stating that the funds are payable to one or
more beneficiaries upon the owner’s death.
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Irrevocable trust account

Ownership detail  The grantor (the creator of the trust — also referred to as a 
trustor/settlor) contributes funds or property and gives up 
all power to cancel or change the trust.

FDIC insurance coverage  The interests of a beneficiary in all accounts established 
by the same grantor and held at the same insured bank are 
added together and insured up to $250,000, provided all 
of the following requirements are met: 

•   Account records must disclose the existence of the
trust relationship.

•    Beneficiaries must be identifiable from the deposit
account records of the bank or from the records of the
trustee. (A beneficiary does not have to be related to
the grantor.)

•    Each beneficiary’s interest must not be contingent as
defined by FDIC regulations.

•   Trust must be valid under state law.

 Since irrevocable trusts often contain specific conditions 
that affect the interests of the beneficiaries or provide a 
trustee or a particular beneficiary with authority to invade 
the principal, deposit insurance for an irrevocable trust 
account often is limited to a total of $250,000. 

Bonds

In exchange for the purchase price, the 
issuer owes the bondholders a debt and 
is generally obliged to repay the principal 
and interest at a later date called maturity. 
Bonds are generally issued for a fixed term 
of at least ten years. U.S. Treasury-issued 
debt with a maturity of ten years or more is 
a bond. U.S. Treasury-issued debt between 
one year and ten years is a note, and a new 
debt of less than a year is a bill.

U.S. Government and agency bonds are 
considered the safest, since they are backed 
by the full faith and credit of the U.S.  
government. However, this comes at a  
cost — these bonds have practically no risk  
premium, which is generally why interest 
rates on government debt are lower than  
on other types of bonds.

Investors considering investing in bonds, 
bond mutual funds, or variable annuity 
sub-accounts investing in underlying bond 
funds need to consider interest rate risk 
and inflation risk — the possibility that the 
investment’s return might not keep pace 
with long-term interest rates or inflation.

Most bonds pay a specified interest rate 
and have a stated maturity date. Bonds  
that mature in one to three years are  
considered short-term, bonds with  
maturities of between four and seven years 
are considered intermediate-term, and 
bonds with maturities of eight years or  
more are considered long-term.

In a low-interest-rate environment, most 
individual purchasers of bonds prefer to 
“stay liquid”: with short-term maturities. 
This allows for greater flexibility should 
interest rates rise. Locking in long-term 
rates during a period of low but rising 
interest rates can be a risky decision.

Perhaps the most common bond question 
is, “why are bonds worth less when interest 
rates rise?” Bond prices are influenced most 
by general supply and demand conditions  
in the overall bond market, as well as  
interest rate trends and expectations for 
inflation. Here is why bond prices and  
interest rates move in opposite directions. 

When interest rates are low or falling, the 
prices of existing bonds that pay higher 
interest rates go up — they become more 
valuable to investors than new bonds issued 
with lower interest rates. 

Now, let’s consider the reverse — when 
interest rates are high or rising. Under these 
conditions, the price of existing bonds that 
pay lower interest rates go down — they 
become less valuable to investors than new 
bonds issued with higher interest rates.

Ownership detail  Employee benefit plan accounts are deposits of a pension 
plan, profit-sharing plan or other employee benefit plan  
that is not self-directed.

FDIC insurance coverage  Employee benefit plan deposits are insured up to $250,000 
for each participant’s non-contingent interest in the plan.

 Coverage for a plan’s deposits is not based on the number  
of participants, but rather on each participant’s share of  
the plan. Because plan participants normally have different 
interests in the plan, insurance coverage cannot be  
determined by multiplying the number of participants  
times $250,000. 

Employee benefit accounts
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Bond laddering

Some investors prefer to “ladder” their  
longer-term bond holdings. Bond laddering 
works by purchasing bonds with different 
maturities, and continually rolling over the 
proceeds to successive bonds with the 
same maturities. 

Here’s how it works: You might purchase 
1-year, 2-year, and 3-year bonds and  
continually roll over the proceeds to new 
bonds maturing at subsequent 1, 2 and 
3-year periods. You can continue to do this 
indefinitely, or for as long as the tactic is 
profitable for your portfolio. Bond laddering 
 is a good idea for anybody who needs 
liquidity and a greater certainty of receiving 
their money at regular intervals.

Yield is a critical concept in bond investing. It is an important tool used to compare one 
bond against another, enabling you to make an informed decision about which bond to  
purchase. There are three types of yields: 

Bond yields

Nominal yield: The annual interest rate 
payable on a bond, usually printed on the 
face of the bond itself. Also known as the 
coupon rate. 

Yield to maturity: The total return an  
investor will receive if a bond is held until 
maturity. It also enables investors to  
compare bonds with different maturities  
and coupons. Yield to maturity includes  
all your interest plus any capital gain you 
will realize if you purchase the bond at a 
discount (below its par value) or minus  
any capital loss you will have if you  
purchase the bond at a premium (above  
par value).

Yield to call: Some types of bonds have a 
“call” provision, in which the bond issuer 
has the right to redeem the bond before 
the maturity date. Yield to call is the total 
return realized on a callable bond if it were 
redeemed by the issuer on the specified call 
date. Investors risk losing a bond paying a 
higher interest rate when rates decline and 
companies elect to “call” the bonds back. 
When a bond is called, the investor may 
have to reinvest in similar securities paying 
a lower yield.

Because the call feature puts the investor 
at a disadvantage, callable bonds carry 
somewhat higher yields and higher price 
than non-callable bonds. The difference 
between the call price and the par value  
is the call premium. Most callable bonds  
will state the potential call dates on the  
prospectus or offering document that 
accompanies the bond.Bond matures in 1 year

Bond matures in 2 years

Bond matures in 3 years

Use proceeds from bond to purchase another

Use proceeds of bond to 
purchase another

To help minimize exposure  
to interest rate fluctuations, 
investors purchase bonds that 
mature at staggered future dates

Bond Ladders

Year 1 Year 2 Year 3

For illustrative purposes only.
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Types of bonds

High yield bond: These bonds are  
relatively risky and investors expect to  
earn a higher yield. They are rated below 
investment grade and are also called  
junk bonds. 

Inflation-linked bond: A bond in which  
the principal amount is indexed to inflation. 
The interest rate is lower than for fixed-rate  
bonds with a comparable maturity. 
However, as the principal amount grows, 
with inflation, the interest rate is applied  
to this increased amount. This causes  
interest payments to increase over time.

Investment-grade bond: A bond judged 
by the credit rating agencies as likely 
enough to meet payment obligations that 
banks are allowed to invest in it.

Municipal bond: A bond issued by a  
state, city, or local government, or their 
instrumentalities. Interest income received 
by holders of municipal bonds is often 
exempt from federal income tax and from 
the income tax of the state in which they  
are issued. Certain municipal bond  
interest may be subject to the alternative 
minimum tax.

Bond ratings

A bond rating is like a “cheat-sheet” for  
an investor assessing the credit risks  
associated with the bond — the probability 
that the issuer (a company, corporation, 
government, or municipality) would not be 
able to meet its debt obligations.

The ratings are essentially a scorecard of 
the company’s ability to handle current and 
future financial or economic pressures. Will 
they be around and able to pay you the 
interest and principal due under the bond? 

Several companies issue these ratings after 
thorough and detailed research. The best 
known are Moody’s Investor Services, 
Standard & Poor’s and Fitch Ratings. They 
can each give their ratings to a particular 
company, and they may sometimes vary. 
However, evaluations and ratings are not 
very different.

Types of bonds and ratings How to read the ratings:

There are two main categories of bond ratings: 

• Investment-grade bonds = low probability of default

• Below investment-grade = greater probability of default

Credit ratings

Highest quality: extremely strong capacity Aaa AAA AAA 
to meet financial commitment

High quality: very strong capacity Aa AA AA

Upper medium quality: strong capacity A A A

Medium quality: adequate capacity Baa BBB BBB

Investment grade

Lower medium quality: somewhat Ba BB BB 
speculative capacity 

Low grade: speculative B B B

Poor quality: may default Caa CCC CCC

Most speculative Ca CC CC

No interest is paid or bankruptcy petition filed C C C

In default D D D

Below investment grade

Credit risk  Moody’s Standard Fitch 
& Poor’s Ratings 
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Another form of stock ownership is  
preferred stock. Preferred stockholders 
generally do not have the right to vote  
for company directors, but do have the  
following rights:

• To receive dividends before common
stockholders. Dividends paid to
preferred stockholders are generally
at a fixed amount. Dividends paid to
common stockholders may vary as
declared by the company’s board
of directors.

• Claim to assets over common
stockholders — If a company runs into
financial difficulty and has to liquidate,
there may not be enough money to pay
all stockholders. Preferred stockholders
will be paid before payments (if any)
are made to common stockholders.

Stocks

A stock represents a fractional share of 
ownership in a corporation. A common 
stockholder has the right to vote for the 
company’s board of directors and certain 
matters that come before the board for  
consideration, and to receive information 
on the firm’s activities and business results. 
A stockholder usually has the opportunity 
to share in the profits of the corporation 
through dividends.

If the corporation is successful and  
growing, the value of its stock will generally 
rise. If the firm is not successful, the price 
of the stock will generally fall or not rise as 
fast as that of other companies in the same 
industry group.

Stocks are usually considered long-term 
investments. Historically, they offer the 
greatest potential for growth, but also the 
greatest potential for loss. It is not unusual 
for a company’s stock to experience  
significant fluctuations in price over the 
short and medium term. Based upon recent 
events and newspaper articles, stocks have 
significant volatility over the short, medium 
and long run.

Stocks are often classified as/by 

• Blue chip, growth, income, value

• Market capitalization

• Domicile of company

Blue chip: Stocks of well-established  
companies that have relatively stable  
earnings and, manageable liabilities.  
They have a track record of paying  
regular dividends, and are valued by  
investors seeking relative safety and  
stability. The name comes from the 
blue-colored chips in the game of poker, 
which are typically the most valuable. 

Growth: A company that has exhibited  
faster than average gains in earnings  
over the last few years and is expected  
to continue to show high levels of growth 
in profits. They make little or no dividend  
payments to shareholders and the bulk  
of the shareholders’ growth will come  
from the change in the share price. Many  
technology companies are considered 
growth stocks.

Income: Offer a higher dividend in relation 
to their market price. They are especially 
attractive to investors who are looking for 
current income that will gradually grow over 
the years as a way to offset inflation. 

Value: A company whose stock is  
undervalued relative to its fundamentals. 
Generally, a value stock will produce a high 
dividend yield, a low price-to-book ratio 
and/or a low price-to-earnings ratio.

Market capitalization:

The value of a corporation as determined  
by the market price of its issued and  
outstanding common stock. Its market  
capitalization is calculated by multiplying 
the number of outstanding shares by the 
current market price of a share. 

Below are approximate market cap sizes 
for mega, large, mid, small and micro cap 
companies. These size ranges may vary. 

•  Mega-Cap: Market capitalization of
$200 billion or more.

•  Large-Cap: Market capitalization of at 
least $10 billion.

•  Mid-Cap: Market capitalization of 
between $2 billion and $10 billion.

• Small-Cap: Market capitalization of 
between $300 million and $2 billion.

• Micro-Cap: Market capitalization less 
than $300 million.

Domicile of company:

• Domestic: Issued by corporations
located in the United States.

• International: Issued by corporations
located outside of the United States.
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Well-known stock indexes

Dow Jones Industrial 
Average

NASDAQ Composite Index 

S&P 500 Index 

Wilshire 5000 Total 
Market Index 

EAFE® Index

Market indicator

The Dow Jones Industrial Average, or simply the Dow, is a stock market 
index that measures the stock performance of 30 large companies listed 
on stock exchanges in the United States. 

The NASDAQ Composite is a stock market index of the common stocks 
and similar securities listed on the Nasdaq stock market. Along with the 
Dow Jones Industrial Average and S&P 500 it is one of the three most- 
followed indices in US stock markets and includes over 3000 companies. 

The S & P 500 index includes a representative sample of leading  
companies in leading industries and is widely regarded as the standard 
for measuring large-cap U.S. stock market performance. 

The Wilshire 5000 Total Market Index is a broad-based market  
capitalization-weighted index composed of more than 6,700 publicly  
traded companies that are headquartered in the USA and are actively  
traded on the American stock exchange. It is often used as a benchmark 
for the entirety of the U.S. stock market. 

The EAFE Index is a stock index offered by Morgan Stanley Capital 
International (MSCI) that covers non-U.S. and Canadian equity markets. 
It serves as a performance benchmark for the major international equity 
markets as represented by 21 major MSCI indices from Europe,  
Australia, and the Middle East.

Description

Well-known stock indexes Component companies of the Dow Jones Industrial Average (DJIA)*:

• 3M (Conglomerates, manufacturing)

• American Express (Credit services)

• Apple (Technology)

• Boeing (Aerospace/defense)

• Caterpillar (Farm and construction equipment)

• Chevron (Integrated oil and gas)

• Cisco Systems (Computer networking)

• Coca-Cola (Beverages)

• Disney (Entertainment)

• DowDuPont (Chemicals)

• ExxonMobil (Major integrated oil and gas)

• Goldman Sachs (Banking, Financial services)

• Home Depot (Home improvement stores)

• Intel (Semiconductors)

•  IBM (Diversified computer systems)

• Johnson & Johnson (Consumer and health care products conglomerate)

• JPMorgan Chase (Money center banks)

• McDonald’s (Restaurant franchise)

• Merck (Drug manufacturers)

• Microsoft (Software)

• Nike (Apparel)

• Pfizer (Drug manufacturers)

• Procter & Gamble (Consumer goods)

• Travelers Companies (Insurance)

• UnitedHealth (Health services)

• United Technologies (Conglomerates)

• Verizon (Telecommunications)

• Visa (Consumer banking)

• Wal-Mart (Discount, variety stores)

• Walgreens  (Consumer staples)

*As of January, 2020

Source: Investopedia, 2020

Source: Merriam-Webster

The Dow Jones Industrial Average (DJIA)

The Dow Jones Industrial Average (DJIA) is one of several well-known stock market indices. The DJIA 
was created by Charles Dow, founder of the Wall Street Journal, to measure the daily stock price 
movements of 30 large, publicly-owned U.S. companies.

The Dow Jones Industrial Average was originally intended to measure the movements of companies 
within the heavy industry, like construction companies and businesses dealing with heavy products. 
Today, however, that name is strictly historical; very few of the index’s 30 companies have anything to 
do with industrial goods.

The 30 blue-chip companies, considered to be the leaders of the economy are chosen by the editors 
of the Wall Street Journal, a practice that dates back to its inception in 1896.*
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Real estate ownership is generally considered part of a long-term 
investment strategy in conjunction with other diversified asset 
classes. It may provide a hedge against inflation and its market 
cycle does not correlate with stocks and bonds. However, a  
challenge with real estate, compared with most other investments, 
is lack of liquidity.

For many, their home represents not only their primary means of 
shelter, but their largest asset, even with the recent downturn in the 
real estate market. If the market is viable, some individuals and  
families elect to downsize their residence as they move into  
retirement. This can provide additional money for retirement  
expenditures and/or savings. The equity in one’s home may also be  
available without selling, through a home equity loan.

We know that “life insurance” is not the first thing you think of  
when talking about retirement.  However, whole life insurance offers 
flexibility that can be an important part of your retirement income 
strategy for managing market volatility. 

Market volatility can be a real threat during retirement, especially 
when you are taking a portion of your income from sources invested 
in equities. Whole life insurance can help you overcome and weather 
the ups and downs of the financial markets during retirement. It can 
add a conservative element to your retirement accumulation and 
income strategy because the cash value, which accumulates on a 
tax-deferred basis, never declines in value due to market conditions.  

Real estate Whole life insurance
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Your net worth is in many ways more important than your salary, what you owe on credit 
cards or pretty much anything else. It’s important to know how well, or not well, you’re  
really doing with your money. That’s done by figuring out your net worth. To calculate your 
net worth, you need to add up your assets — what you own — and then subtract your  
liabilities — what you owe.

Calculate your net worth

 
Assets

Your assets include any money that you 
have, (checking, savings and investment 
account balances), plus the current value  
of any big-ticket items that you own. For 
most people, this includes things like  
retirement accounts, emergency funds, 
houses and cars.

 
Liabilities

Your liabilities are debts that you owe:  
student loans, mortgage, car loan, or even 
a personal loan from a family member or 
friend — basically, any money that you have 
borrowed and are paying back.

$ $ $

Total assets

=–

Total liabilities Net worth

Mortgage(s)

Home equity loan(s)

Car loan(s)

Credit card debt

Student loans

Retirement account
loan(s)

Personal loan(s)

Other

Total liabilities

LiabilitiesAssets Value Value

Taxable

 Checking

 Savings

 Credit union

 Money markets

 CDs

 Mutual funds

 Stocks

 Bonds

 Other

Retirement

 Annuities

 Traditional IRAs

 Stocks

 Bonds

 Partnerships

 Other

Personal Property

 Home(s)

 Car(s)

 Art, jewelry, 
 antiques, etc.

 Bonds

 Life Insurance
 cash value

Total assets
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Nobody knows more about you than you. And nobody cares more about your money  
than you do. After you start learning more about risk and know yourself better as an  
investor, you might become your own most reliable advisor. If that is your goal, you will 
want to become more comfortable with risk management. We will go into some depth 
about what risk is and how to manage it — through diversification, asset allocation, asset 
rebalancing and dollar-cost averaging. 

Manage your investment risks

Diversification cannot eliminate the risk of investment loss.

While the process of diversifying your assets across multiple asset classes can help to 
reduce overall risk, it does not eliminate the market risk.

The goal is to understand the risks inherent in different types of investments and make 
decisions that you will be comfortable with — not by trying to outguess the direction  
of the economy or financial markets but by taking sensible risks with investments  
that you understand. 

* Diversification and asset allocation cannot eliminate the risk of investment loss. While
the process of diversifying your assets across multiple asset classes can help to reduce
overall risk, it does not eliminate the market risk.

** Dollar-cost averaging does not ensure a profit nor does it protect against a loss in 
declining markets. An investor should consider his/her ability to continue purchases 
in periods of low or fluctuating price levels. 

Market and inflation risks

Risk and reward go hand-in-hand

• Generally, the greater the risk, the greater the potential reward

• The lower the risk, the lower the potential reward

Market risk

What it is: 
Unfavorable market price trends of an investment result in possible loss of principal for 
an investor

Example:

• The fluctuation of the stock market

• Ups and downs of bond prices in response to changing interest rates

• Interest rates rise, bonds typically fall — and vice versa

Reduce the risk:

• Only invest what you can afford — try not to use money that will impact your basic
needs and avoid having to sell assets when the market may go down

•  Invest long-term — this helps ride out market downs and allows for the opportunity
of market ups

•  Diversify investments — investing in different asset categories (stocks, bonds, cash,
and real estate) may help reduce the risk that poor performance of one or more
categories could reduce the value of your entire portfolio. Diversification and asset
allocation cannot eliminate the risk of investment loss.

Fundamentals of managing risk

Risk — An investment’s actual return may be different than expected, including the 
possibility of losing some or all of the original investment

• Diversification
A strategy to reduce risk by spreading assets across a mix of companies, investments,
geographic areas, maturity dates, and/or other investment categories*

• Asset allocation
Dividing a portfolio among major asset categories such as stocks, bonds or cash*

• Asset rebalancing
Realigning the mix of assets in a portfolio to restore the originally designed asset balance

• Dollar cost averaging
Invest same amount of money regularly, regardless of high or low prices of stock, bond,
fund, etc.**
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Inflation risk

What it is: 

The possibility that inflation will reduce the purchasing power of the money you invest.

Example:

A $10,000 investment is earning 5% interest per year. The chart below shows how an  
annual inflation rate of 3% can reduce overall purchasing power. This chart does not 
account for taxes, which would further reduce the net return. 

After 10 years, inflation reduced the overall purchasing power of the investor’s money by 
more than 25%. 

Reduce the risk:

• Consider investing some of your assets in the stock market.

• Tangible assets (gold, real estate) generally tend to do
well in periods of inflation.

End of 
Year

Value at 
end of year 

(5%)

Purchasing 
power at 3% 
inflation rate

“Real” value “Loss” due 
to inflation

1 $10,500 97.09% $10,194 $306

2 $11,025 94.26% $10,392 $633

3 $11,576 91.51% $10,594 $982

4 $12,155 88.85% $10,800 $1,355

5 $12,763 86.26% $11,009 $1,753

6 $13,401 83.75% $11,223 $2,178

7 $14,071 81.31% $11,441 $2,630

8 $14,775 78.94% $11,663 $3,111

9 $15,513 76.64% $11,890 $3,624

10 $16,289 74.41% $12,121 $4,168

Other common risks

Interest rate risk

An increase in the level of interest rates 
can cause the market value of existing 
investments to fall.

Reduce the risk: 
• Spread out the maturities in your

bond portfolio so portions of it mature
periodically instead of all at the same
time. It may also be helpful to hold
some bonds until they reach maturity
so you can collect all the interest that
is due to you.

Liquidity risk

An investor may not be able to sell or  
liquidate an asset without losing part of  
the principal. This may be caused by an 
investment’s relative lack of liquidity due  
to an imbalance of buyers vs. sellers (e.g., 
real estate) or an asset that is thinly traded.

Reduce the risk: 
•  Invest in assets traded in active markets,

and only invest dollars that are not
needed for current expenses.

Tax risks

The possibility that changes in tax laws (federal, state or local) can change the tax 
treatment of an investment so that it may no longer meet your needs.

Reduce the risk: 
• Consider the tax implications of your investments on your current situation. Be sure

to talk to your tax advisor.



112 113

SE
SS

IO
N

  2

MetLife Retirewise   |   Session 2

Deferred annuities

An annuity is a contract issued by an insurance company in which 
the company agrees to pay you income for a specified period of 
time either immediately or in the future.

At retirement, you can receive regular income payments based 
on the value of the annuity. Of course, you don’t have to wait until 
retirement to receive income. However, deferred annuities are  
long-term investments by design. Ideally, you may not want to  
withdraw money until you are ready to receive it as retirement 
income, at which time you may be in a lower tax bracket.1 

There are two types of deferred annuities, variable and fixed.  
While fixed annuities return your principal and pay a fixed rate  
of return, variable annuities invest your principal in investment  
portfolios, called sub-accounts, that fluctuate with market  
performance. Variable annuities can offer growth potential if the 
sub-accounts perform well. 

While both types of annuities have long been characterized by  
their ability to provide retirement income, you cannot outlive the 
income you receive during the payout phase if a lifetime income 
option is chosen. 

Guarantees apply to certain insurance and annuity products or  
contractual riders (not securities, variable or investment advisory 
products) and are subject to product terms, exclusions and  
limitations, and the insurer’s claims-paying ability and financial 
strength. The decision to purchase an annuity within a qualified 
plan or IRA should not be based upon the annuity’s tax-deferred 
accrual feature as this is already provided by the qualified plan or 
IRA itself. 

  1.  Withdrawals of taxable amounts are subject to ordinary income tax and if made before age 59½ may be subject to a 10%
federal income tax penalty. Withdrawals will reduce the living and death benefits and account value. Withdrawals may be
subject to withdrawal charges.

Annuities Variable annuity living benefits

Variable annuity living benefit options

Many variable annuities offer optional living benefits that guarantee a benefit base or 
death benefit base. There are three primary types of living benefits. While similar in  
design and purpose, the specifics vary from insurer to insurer and are available for an 
additional charge. 

Let’s take a look at some examples:

Guaranteed minimum income benefit

Jill Jones, age 58, is looking for a  
predictable guaranteed income amount  
to pay for the rest of her mortgage and 
other expenses when she retires in  
12 years. She purchases a $50,000  
variable annuity and elects an optional  
guaranteed minimum income benefit.  
She does not make any withdrawals  
from the annuity. The account value  
grows to $80,000 in year 8 then declines  
to $72,000 in year 12. Although the  
contract value is now only worth $72,000, 
Jill annuitizes to convert the contract  
into an income stream for the rest of her  
life based on the $80,000 contract value.  
The annuitization values for the  
guaranteed minimum income benefits  
are generally based on conservative  
annuity factors and are only available  
to be exercised after a contractually  
specified waiting period.
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Guaranteed minimum withdrawal benefit

Jane Brown, 63, is ready to retire in the next 
3 years and is looking for a way to manage 
the amount of income she’ll receive while 
still allowing for her investment to grow. 
She’d also like to make sure her 65-year-old 
husband, John, will be taken care of if she 
passes away.

Jane purchases a variable annuity with  
an optional guaranteed minimum  
withdrawal benefit. The contract with  
this benefit allows her to stay invested in 
the funding options and take advantage  
of its growth potential while receiving  
periodic guaranteed income payments. 

Since her $70,000 contract value has  
grown to $75,000 in year three and she’s 
taken no withdrawals, she can step up  
the contract and will receive income for  
the rest of her life based on a percentage 
of the $75,000 rider value. Jane elects a 
joint and survivor life income option, and 
has qualified with lifetime withdrawals as 
specified in the contract. If Jane passes  
away in year 25, John will continue to 
receive payments for the rest of his life. 

Please note that all the variable annuity  
living benefit options listed below have  
additional fees which usually can be 
increased upon a ‘step-up’. In some cases, 
the rider permits you to take a benefit for 
which you paid an additional fee to also  
utilize the same benefit (with no guarantee) 
 under the base contract terms. For  
example, a guaranteed minimum income 
benefit will permit you to take your annuity 
payments under the base contract if those 
payments would be larger than those  
with the benefit rider. In that case, you 
would have paid for the rider without ever 
using it.

Typically, these additional riders have  
limited cancellation provisions. Sometimes, 
they are irrevocable. Read the contract  
and the prospectus to make sure that  
you understand these features and their  
limitations.

Generally, these features use a separate 
calculation — not contract balance —  
to determine their value. These separate 
values, for example, “benefit base” or 
“income base”, may not be withdrawn in a 
lump sum or guarantee a specific contract 
value or investment return. Withdrawal 
charges may apply.

Variable annuity living benefit options1

Guarantees apply to certain insurance and annuity products or contractual riders (not securities, variable or investment  
advisory products) and are subject to product terms, exclusions and limitations and the insurers claims-paying ability and  
financial strength.

1.  For qualified retirement plans and IRAs, certain living benefits may have limited or diminished usefulness as a result 
of having to comply with the required minimum distribution rules. Please consult your own independent legal or 
tax advisor.

Benefit 
option:

Guaranteed minimum 
income benefit*

Guaranteed minimum 
withdrawal benefit

What:

Guarantees minimum future fixed  
lifetime income (via annuitization) based 
on higher of two income bases

• Must annuitize to receive benefit

•  Funding options restrictions may 
apply

•  Before annuitization or lifetime
payments, you may have the
opportunity to take withdrawals while
preserving your lifetime income
guarantee

Guarantees the return of principal  
(plus the potential for additional  
credit) — for specified period or life  
contingency, depending on contract, 
over time through systematic  
withdrawals without annuitizing the 
contract

• Maximum withdrawal amounts vary

•  Annuitization not required

•  Income for one life or two

•  Often able to step up guaranteed
amount if account performs well

•  Funding options restrictions may
apply

Details:
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Variable annuity death benefit options

Most variable annuity contracts include a standard death benefit where your beneficiary is 
guaranteed to receive a specified amount — typically the greater of the current account 
value or the amount of purchase payments minus any withdrawals. This benefit gives the 
annuitant a guarantee that his or her beneficiary will be protected from down markets 
and decreases in account value. For example, if there is an economic downturn and the 
account value falls by 20% when the annuitant dies, the beneficiary will still receive the full 
guaranteed amount as dictated by the contractual terms of the annuity. Some contracts also 
offer optional enhanced death benefits at an additional cost. Like living benefit options,  
the specifics vary from provider to provider and are available at an additional cost. Death 
benefits are payable only before annuitization.

Variable annuity death benefits

Variable annuities are offered by prospectus only, which is available from your  
registered representative. You should carefully consider the product’s features,  
risks, charges and expenses, and the investment objectives, risks and policies of  
the underlying portfolios, as well other information about the underlying funding 
choices. This and other information is available in the prospectus, which you should 
read carefully before investing. Product availability and features may vary by state.  
All product guarantees are based on the financial strength and claims-paying ability 
of the issuing insurance company.
The amounts allocated to the variable investment options of your account balance  
are subject to market fluctuations so that, when withdrawn or annuitized, it may be 
worth more or less than its original value. It is possible to lose money in a variable 
annuity even with a protection benefit rider. Optional riders may be irrevocable and 
expire without use. 

Variable annuity death benefit options

Death 
benefit 
option:

Step-up death benefit Annual increase amount 
death benefit

Earnings preservation 
benefit

The amount your  
beneficiaries receive at 
death is based on the 
greater of the initial  
purchase payment or 
highest anniversary 
account value.

Annual increase amount 
death benefit compounds 
 your standard death  
benefit amount by a  
specified percentage 
year.

Beneficiaries not only 
receive the death  
benefit selected, but an 
additional death benefit 
equal to a specified  
percentage of “earnings” 
in the account.

•  The step-up “locks in”
your account value
performance and
prevents a later decline
in value.

•  The “step-up” can
occur at different
intervals, usually 1, 3
or 5 years.

The percentage your 
standard death benefit 
is compounded by is 
usually about 5%.

This optional benefit 
may increase the amount 
passed on to your  
beneficiaries to help 
pay for taxes upon your 
death. There is no guar-
antee that this amount 
will be sufficient to pay 
taxes upon your death.

What:

Details:



118 119

SE
SS

IO
N

  2

MetLife Retirewise   |   Session 2

Asset allocation

As an investment strategy, asset allocation 
may reduce the overall risk to your  
investments. Spreading your assets among 
asset classes could alleviate the losses  
associated with the up and down fluctuations 
of any one asset class.

Choosing how to allocate your assets is a 
personal decision and needs to take your 
individual situation and goals into account, 
along with the risk/return profile and  
historical performance of each asset class. 
You can develop an investment strategy that 
is customized to your needs, and it should  
be reviewed at least annually to determine  
if your portfolio needs to be rebalanced. 

The next page presents some asset allocation 
models that exemplify different types of  
investors (aggressive to conservative) and 
how they may choose to distribute their 
investment portfolio.

Asset allocation is a strategy to help  
maximize gains and minimize risks in your 
investment portfolio. Asset allocation 
involves dividing your assets on a percentage 
basis among major asset categories such as 
stocks, bonds or cash.

Diversification mixes a variety of investments 
within a portfolio. It is diversifying investments 
to help reduce risks. Diversification does not 
ensure a profit or guarantee against a loss.

Moderate investors

Sample asset allocation models

Aggressive investors

Large co. stocks Small co. stocks Domestic bonds

Large co. stocks Small co. stocks Domestic bonds

Conservative investors

Large co. stocks Small co. stocks Domestic bonds T-bills and cash

Note: These are hypothetical examples and not specific recommendations.

Sample asset allocation models
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Invest in a variety of short-term debt (Treasury Bills, commercial paper, etc.)

A mutual fund pools the assets of many investors to achieve a common purpose.  
The money raised is then invested in accordance with pre-defined goals. The mutual 
effort of many of investors provides benefits that an individual, working alone, might  
not be able to receive: 

Mutual funds

•  Professional management: Experienced investment
professionals provide the research, selection, and monitoring 
skills needed to manage an investment portfolio.

•  Diversification: Owning shares in a mutual fund allows an
investor to participate in a diversified portfolio. Although this
spreads the risk over many different securities, it cannot
eliminate the risk of investment loss.

•  Convenience: Investment programs start with relatively
small amounts of money. Dividends and other gains can be
automatically reinvested. Many funds offer features to
automate both contributions and withdrawals. Regular fund
statements make bookkeeping easier by tracking an investor’s
purchases, withdrawals, and reinvestments, as well as
providing tax information.

Money market funds are neither insured nor guaranteed by the Federal Deposit 
Insurance Corporation or any other government agency. Although they seek to  
preserve the value of your investment at $1.00 per share, it is possible to lose  
money by investing in the fund. 

Types of mutual funds

•  Open-end mutual funds: Mutual funds that issue as many shares as the public
wishes to buy are called open-end mutual funds. When the public wants to sell,
open-end funds are required to redeem all shares tendered. Shares are
redeemable on any business day at the net asset value.

• Closed-end mutual funds: Funds that have a fixed number of shares. Unlike shares
in open-end funds, the share is traded on public exchanges.

Share classes

A single mutual fund usually offers more than one “class” of shares. The most common, 
A, B, and C, are described below. When choosing the share class that’s best for you, think 
about your investment’s size, how long you want to hold the fund and the expenses you’ll 
pay for each class. 

•  Class A shares usually have a front-end sales charge or load that is included in the 
price of fund’s shares. They often offer volume discounts (breakpoint discounts) if you 
make a large purchase. Class A shares may impose an asset-based sales charge, but it 
is generally lower than the asset-based sales charge imposed by the other classes.

• Class B shares typically don’t charge a front-end sales charge but purchasers may be 
required to pay a contingent deferred sales charge (CDSC) if you sell your shares within 
a specified time period (typically 6 years). The CDSC usually declines during that 6-
year period. Once the CDSC is eliminated, Class B shares often then “convert” into 
Class A shares. When they convert, they will begin to charge the same asset-based 
sales charge as the Class A shares.

•  Class C shares typically do not impose a front-end sales charge on purchase, but they 
usually impose a CDSC or other redemption fees if you sell your shares within a short 
time of purchase, usually one year. Class C shares typically impose higher asset-based 
sales charges than Class A shares, and since their shares generally do not convert into 
Class A shares, their asset-based sales charge will not be reduced over time. As a result, 
in most cases your expense ratio would be higher than for Class A shares, and for Class B 
shares if held for a long time.

Mutual funds are sold by prospectus, which is available from your registered  
representative. Please carefully consider investment objectives, risks, charges, 
and expenses before investing. For this and other information about any mutual 
fund investment please obtain a prospectus and read it carefully before you invest. 
Investment return and principal value will fluctuate with changes in market  
conditions such that shares may be worth more or less than original cost when 
redeemed. Diversification cannot eliminate the risk of investment losses, and past 
mutual fund performance is not a guarantee of future results.

Emphasize long-term capital growth. Usually invest in common stock.

Focus on current income using bonds and other income producing securities.

Strive for both income and long-term gain using both stocks and bonds.

Seeks to generate returns that equal the return of the respective index minus fees. 

Money market funds

Growth funds

Income funds

Balanced funds

Index funds
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Trying to go for the “hot” investments or market leaders? It is really a game 
for amateurs. This chart shows the best performing types of investments 
for each year from 2008 through 2019. It reflects a comparative analysis 
of the indices for different categories of investments.

You’ll notice that there is no pattern – a few years of consistent rankings, 
but otherwise all over the place.

The point is that different investment categories fall in and out of favor  
in different market environments.

Source: Callan Associate Inc., 2019
Bloomberg Barclays Aggregate US Bond Index includes U.S.  
government, corporate, and mortgage-backed securities with  
maturities of at least one year.

Bloomberg Barclays High Yield Bond Index measures the market 
of USD-denominated, non-investment grade, fixed-rate, taxable 
corporate bonds. Securities are classified as high yield if the middle 
rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB+ or below, excluding 
emerging market debt.

MSCI World ex USA is a Morgan Stanley Capital International Index 
that is designed to measure the performance of large and mid cap 
equities in developed markets in Europe, the Middle East, the Pacific 
region, and Canada.

MSCI Emerging Markets is a Morgan Stanley Capital International 
Index that is designed to measure the performance of equity markets 
in 23 emerging countries around the world.

Russell 2000 measures the performance of small capitalization U.S. 
stocks. The Russell 2000 is a market-value-weighted index of the 
2,000 smallest stocks in the broad-market Russell 3000 Index.

Russell 2000 Growth and Russell 2000 Value measure the  
performance of the growth and value styles of investing in small cap 
U.S. stocks. The indices are constructed by dividing the market  
capitalization of the Russell 2000 Index into Growth and Value  
indices, using style “factors” to make the assignment. The Value Index 
contains those Russell 2000 securities with a greater-than-average 

value orientation, while the Growth Index contains those securities 
with a greater-than-average growth orientation. Securities in the Value 
Index generally have lower price-to-book and price-earnings ratios 
than those in the Growth Index. The indices are market-capitalization- 
weighted. The constituent securities are not mutually exclusive.

S&P 500 measures the performance of large capitalization U.S. 
stocks. The S&P 500 is a market-value-weighted index of 500 stocks. 
The weightings make each company’s influence on the Index  
performance directly proportional to that company’s market value.

S&P 500 Growth and S&P 500 Value measure the performance of 
the growth and value styles of investing in large cap U.S. stocks. The 
indices are constructed by dividing the market capitalization of the 
S&P 500 Index into Growth and Value indices, using style “factors”  
to make the assignment. The Value Index contains those S&P 500 
securities with a greater-than-average value orientation, while the 
Growth Index contains those securities with a greater-than-average 
growth orientation. The indices are market-capitalization-weighted. 
The constituent securities are not mutually exclusive.

A mutual funds portfolio may differ significantly from the securities 
held in the indices. These indices are not available for direct  
investment, therefore, their performance does not reflect the  
expenses associated with the active management of an actual  
portfolio. Past performance is no guarantee of future results and 
investment results and principal value will fluctuate so that shares, 
when redeemed, may be worth more or less than their original cost. 
Total return includes reinvestment of dividends and capital gains.

A disciplined approach to investing
How does asset allocation help reduce market volatility? 
As you can see, each year has its strongest and its poorest performers.

Annual index returns 2008 – 2019
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U.S.
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Fixed
U.S.
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Fixed
U.S.
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Fixed
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4.95%

Fixed
U.S.
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Fixed
U.S.
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4.09%

Fixed
U.S.
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-3.08%

Fixed
U.S.
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-3.09%
Fixed
U.S.
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Fixed
U.S.
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1.49%
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U.S.
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U.S.
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-2.15%

Fixed
U.S.

Glbl ex-

5.09%

Equivalent
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6.18%

Equivalent
Cash

4.42%

Equivalent
Cash

1.78%

Equivalent
Cash

1.15%

Equivalent
Cash

1.33%

Equivalent
Cash

3.07%

Equivalent
Cash

4.85%

Equivalent
Cash

5.00%

Equivalent
Cash

2.06%

Equivalent
Cash

0.21%

Equivalent
Cash

0.13%

Equivalent
Cash

0.10%

Equivalent
Cash

0.11%

Equivalent
Cash

0.07%

Equivalent
Cash

0.03%

Equivalent
Cash

0.05%

Equivalent
Cash

0.33%

Equivalent
Cash

0.86%

Equivalent
Cash

1.87%

Equivalent
Cash

2.28%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

The Callan Periodic Table of Investment Returns
Annual Returns for Key Indices Ranked in Order of Performance (2000–2019) 

The Callan Periodic Table of Investment Returns conveys the strong case for diversification across asset classes

(stocks vs. bonds), capitalizations (large vs. small), and equity markets (U.S. vs. global ex-U.S.). The Table highlights the

uncertainty inherent in all capital markets. Rankings change every year. Also noteworthy is the difference between

absolute and relative performance, as returns for the top-performing asset class span a wide range over the past 20 years.

A printable copy of The Callan Periodic Table 
of Investment Returns is available on our 
website at www.callan.com.

© 2020 Callan LLC
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MetLife administers the Retirewise program, but has arranged for specially-trained third party financial  
professionals to offer financial education and, upon request, provide personal guidance to employees and 
former employees of companies providing Retirewise through MetLife.  

Any discussion of taxes is for general informational purposes only, does not purport to be complete or cover 
every situation, and should not be construed as legal, tax or accounting advice. Clients should confer with  
their qualified legal, tax and accounting advisors as appropriate.
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Introduction
Now that you’ve envisioned how you would like your  
retirement to look and learned about some of the 
investments that can help you get there, you’re now 
going to learn how to spend it. But you need to know 
how to spend it the right way — not too little and not 
too much — to reach the level of income you’ll need 
each year in retirement. 

As you know, today’s retirement can last 30 years 
or more. Making your income last can seem like a 
daunting task. However, with a sensible and efficient 
withdrawal strategy on your side, it’s possible. 

Planning for retirement income is a process and this 
session will walk you through the process we began 
in the last session, one step at a time. 

Session 3:
Establishing  
Your  
Retirement  
Income Stream
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Understand your risks: 
Sequence of returns

Here’s a hypothetical example of how market returns in a different 
sequence could affect how long your income lasts.

Hypothetical example. For illustrative purposes only.

Two market scenarios. Same average return. 
Very different outcomes.

• Both times, you start with $250,000

•   Withdrawals of $12,500 per year

•   The average annual rate of return for both 10-year periods is 3.7%

Accumulat
io

n 
ph

as
e Distribution phase

$100K

$75K

$50K

$25K

0

Lifetime wealth cycle

30 40 50 60 70
Age

80 90 100

Wealth Level

“Fragile risk zone”
During the fragile risk zone — the years 
right before and right after retirement — 
your money is most susceptible to market 
downturns. This is where you have the 
most money to lose. 

You retire at age 67 and 
begin taking $3,400 a year. 
At this amount, your money 
runs out near age 100. The 
higher the withdrawal, the 
sooner your money runs out.

1

3

4

Starting at age 30, you invest $2,400 a year and receive 
a return of 1% (assuming an average 4% return less 
an average in�ation rate of 3%).

2 At age 65, your money has grown to $100,000.

This example is hypothetical and is for illustrative purposes only. It is not meant to represent the performance of any  
particular investment. Results shown are before tax; therefore, they do not reflect the effect of taxes.

What is your fragile risk zone? 

Negative returns later on Negative returns early on

 $250,000
  1 24% $12,500 $294,500
  2 20% $12,500 $338,400
  3 16% $12,500 $378,044
  4 12% $12,500 $409,409
  5 8% $12,500 $428,662
  6 4% $12,500 $432,809
  7 0% $12,500 $420,309
  8 –8% $12,500 $375,184
  9 –10% $12,500 $326,415
10 –20% $12,500 $251,132

 $250,000
  1 –20% $12,500 $190,000
  2 –10% $12,500 $159,750
  3 –8% $12,500 $135,470
  4 0% $12,500 $122,970
  5 4% $12,500 $114,889
  6 8% $12,500 $110,580
  7 12% $12,500 $109,849
  8 16% $12,500 $112,925
  9 20% $12,500 $120,510
10 24% $12,500 $133,933

End of  Rate of Withdrawals Account value
 year  return  at end of year

Average annual 3.7% 
rate of return: 

Average annual 3.7% 
rate of return: 

End of  Rate of Withdrawals Account value
 year  return  at end of year

These examples are hypothetical and are for illustrative purposes only. They are not 
meant to represent the performance of any particular investment. These examples 
are meant to demonstrate the impact of the sequence of returns, assuming annual 
withdrawals of $12,500 (initially 5% of the account value). Withdrawals are taken 
before the rate of return is calculated. Results shown are before tax; therefore, they 
do not reflect the effect of taxes.

In both scenarios, on a before-tax 
basis, your average annual return  
is 3.7%. However, at the end of year 
10, the portfolio with negative returns 
early on has just over half  
as much as the other portfolio!

{

Lifetime wealth cycle
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Pension payout options 

Should I take payments?
• Do I need a source of guaranteed income

for life?
• Does longevity run in my family?
• Is your former employer �nancially stable?

Is there a chance they could default on
their payments?

• Am I in a better position to pay 
taxes now instead of later?

• Do I want to provide lifetime
income for my spouse?

• Do I know my distribution options
and how they’ll a�ect my payments?

Should I take the lump sum or roll it into an IRA?
• Am I comfortable investing a large sum of money?
• Do I want more access to my assets? Or less?
• Do I have current needs that must be met?
• Is there a way I can generate more income from

assets by investing it myself?
• Do I have employer stock in my plan?

I’ll take the lump sum 
and invest in a 

taxable account

I’ll roll the money into 
an IRA

• Do I want my spouse to continue to
receive payments after my death?

• If so, what percentage of my bene�t
do I want him/her to receive?

• How big a reduction of current bene�ts
am I comfortable with to provide my
spouse with income later?

• Are there other ways I can ensure my 
spouse will have survivor income?

• Do I realize the tax
implication if I’m under
age 591⁄2?

• Have I factored
in the 20% withholding
when calculating the
amount I’ll receive?

• Am I in a better position
to pay taxes now or
later?

• Do I understand how 
a Roth IRA works and its
conditions?

You’re not done yet

If you choose 
to take payments, 

you have to choose your 
distribution option 

You’re not done yet

Traditional IRA 
or Roth IRA?  

Do I take payments 
from the plan?

Should I take 
the lump sum?

Should I roll the lump 
sum into an IRA?OR OR

Pension plans are less common today. However, if your employer does offer one, this 
section may help you with your payout options. 

Most defined benefit pension plans base the payment on years of service, salary  
throughout employment and your final salary. While your employer’s defined benefit plan 
determines how much you’ll receive, you may have some control over how you receive the 
money. In most cases, you can either take a lump-sum distribution to invest as you wish 
or convert your pension assets to an income stream that can provide income for both you 
and your spouse. If you take a lump-sum payment, many people roll it into an IRA to keep 
assets growing tax-deferred. The chart below shows some questions to ask yourself if 
you’re deciding what to do with your pension payout. This is not a full list of considerations, 
but a good place to start. 

Calling it quits 

When you think about your ideal time to retire, you may automatically think age 65. Since 
the establishment of Social Security in the 1930s, it’s been the landmark age for many 
Americans when they think about retirement. However, as retirements are lasting longer than 
ever, there are several factors to consider when choosing your retirement date. 

• Less time in “key earnings years”
at your job

• Less time in pension plans
and a potentially smaller payout

• Less time for assets to accumulate
in personal investments

• Smaller Social Security bene�ts
• Employer’s health insurance may 

not be available

• More earned income
coming in for a
longer time

• Maximum pension
plan bene�ts

• Maximum Social
Security bene�ts

• More time for assets
to accumulate in
personal investments

Traditional 
retirement age

• Eligible for medicare

50Age:

Earlier? Later?

60 70 80

65

Traditional Retirement Age represented may not be the normal retirement age for many Baby Boomers (who need to wait as late 
as age 67 to receive full Social Security benefits).

Factors to consider when choosing 
the year of your retirement
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• Immediate
access to your
money

• Spend your
money any way 
you’d like

 

 

 

• No mandatory 20% federal
income tax withholding if 
you leave the money in a
previous employer plan or 
roll over into a new employer 
plan, but only if it's a direct
rollover. If you receive money
and then roll it over within
60 days, the mandatory 
withholding will apply.

• No 10% federal tax penalty 
on premature distributions

• Money in a quali�ed plan grows
tax-deferred

Leave money 
in previous 
employer’s 
plan or roll over 
into a new 
employer plan

• Employer plan
may have loan
provisions

• May provide for 
life insurance

• Limited to
those o�ered
by the plan

• May have
employer stock

• Immediate taxes due on your 
distribution

• Mandatory 20% federal
income tax withholding

• Earnings on your money taxed
each year (unless you invest in
tax-free or tax-deferred
investments)

• Future annual earnings on this
money will be added to your 

 other income, possibly raising
your income tax bracket

Take retirement 
savings in a 
lump sum

 

• Not all qualified 
plans accept a
rollover

• Distributions from 
qualified plans
are required to begin 
April 1
of the calendar 
year following the 
later of your 
attaining age 70½
or the calendar year 
you retire

• Lose benefits
of tax deferral

• Possible 10%
federal income tax 
penalty if under age 
591/2

• Reduced growth
or income 
potential

• Rollover to an
IRA or qualified plan 
is generally only 
available during the 
first 60 days after
the distribution

• Must start taking 
Required Minimum 
Distributions from 
IRAs by April 1 of the 
year following the 
year you turn age 
70½. Roth IRAs are 
the exception as 
they have no such
Required Minimum 
Distributions

• Distributions from 
qualified plans are 
generally required to 
begin April 1 of the  
calendar year 
following the later of 
your attaining age 
70½ or the calendar 
year you retire

• No mandatory 20% withholding
• No 10% federal income tax

penalty on premature
distributions

• Maintain tax deferral

Direct transfer 
to an IRA or 
employer plan

• Provides control
over money 

• Employer plan —
if it accepts a
rollover or
transfer, it may 
provide loans

 or employer 
stocks

• Wide range of 
choices in an
IRA including
stocks, mutual
funds, bonds,
annuities, CDs

• In employer plan,
limited to what
employer o�ers
but may include
employer stock

Distribution 
option

Bene�ts Investment 
choices

Items 
to consider

Tax 
considerations

Understand your defined  
contribution plan choices

Many people have been accumulating assets for years by participating in their employer’s 
401(k), 403(b) or other retirement plans. When you’re ready to leave your employer for a 
new career opportunity or retirement, you have an important financial decision to make. 

You can:

•  Leave your money in your employer’s plan

•   Take your savings in a lump sum and pay taxes and
possibly penalties

•   Take your savings in a check and roll it into an IRA
or another retirement plan within 60 days

•   Directly transfer your retirement savings into an IRA
or another employer retirement plan
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Note: Deferred income annuities have an account value as opposed to fixed and variable income annuities that do not. 

The following examples are hypothetical and are not based upon any particular product.

How does an income 
annuity work?

Doesn’t keep pace with in�ationFixed income 
annuity

Variable income
annuity

Deferred 
income

Type Advantage Consideration

Guaranteed lifetime income with pension-
like level payments that may increase if life 
expectancies continue to improve — 
providing a form of “longevity insurance.” 
May also offer a death benefit if you die 
before taking income.

Guaranteed lifetime income with growth 
potential to help keep pace with in�ation

Guaranteed lifetime income with pension-
like level payments

May not keep pace with in�ation 
if life expectancies do not adjust

Payments �uctuate based upon
the performance of underlying 
investments 

Purchasing an income annuity is like buying a monthly pension check. Income annuities are 
immediate annuities that are purchased from the issuing insurance company with a single 
lump-sum payment in exchange for a guaranteed income stream. The monthly payments  
start immediately — usually within 30 days of making the purchase payment. 

Immediate income annuities shouldn’t be confused with deferred annuities. A deferred annuity 
is a retirement savings vehicle in which income payments are deferred until some later date. 

An income annuity is a way to convert at least a portion of your retirement funds into a steady 
income that lasts as long as you do. When you receive income payments from an immediate 
annuity, a portion of each payment is considered a tax-free withdrawal of premium; the  
portion attributable to earnings is taxed. The return of premiums only relates to a non-qualified 
annuity. There are three types of income annuities:

Make the most of your income 
with income annuities

When planning your retirement income 
stream, the goal is to have the greatest 
amount of inflation-adjusted income  
possible for every dollar you invest to  
live the lifestyle you want — for as long 
as you live. Making the most of your 
income also gives you more resources  
for other important retirement needs.  
They might include healthcare costs  
or leaving a legacy for children,  
grandchildren or charitable interests.

Annuities are one product that can provide 
an income stream for life; adding an  
income annuity to your retirement income 
plan can help reduce the uncertainty of  
outliving your assets. This income stream 
can supplement Social Security and  
pensions to help you cover fixed or rising 
expenses.

Guarantees are based on the claims-paying 
ability and financial strength of the issuing 
insurance company.
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Payment year Alex’s monthly income
100% �xed

Ben’s monthly income
100% variable option

How funding choices a�ect their payments 

$664

$664

$664

$664

$664

$664

Year 1

Year 3

Year 5

Year 7

Year 9

Year 11

$605

$670

$620

$738

$823

$780

Key assumptions:

• Income type: Lifetime income

• Purchase payment: $100,000

• Annuitant age at purchase: 65

• Pricing basis: Annuity mortality
table C; variable annuity AIR: 4%;
fixed annuity interest rate: 5%;
no expense load

• Assumed net investment return
under immediate variable annuity:
7% per year for the first three years,
12% per year for the next six years,
–9% per year for the next three years

Rates are for illustrative purposes only and not guaranteed. Actual monthly income payments would be based on an  
insurer’s current annuity purchase rates when a purchase payment is received.

These examples are hypothetical and are not based upon any particular product or MetLife product.

As long as payout is taken with a life income option. Refer to page 161 for life income payout option descriptions.

Variable annuities are offered by prospectus only, which is available from your  
registered representative. You should carefully consider the product’s features, risks, 
charges and expenses, and the investment objectives, risks and policies of the  
underlying portfolios, as well other information about the underlying funding choices. 
This and other information is available in the prospectus, which you should read  
carefully before investing. Product availability and features may vary by state. All  
product guarantees are based on the financial strength and claims-paying ability of  
the issuing insurance company.

The amounts allocated to the variable investment options of your account balance are 
subject to market fluctuations so that, when withdrawn or annuitized, it may be worth 
more or less than its original value. It is possible to lose money in a variable annuity 
even with a protection benefit rider. Optional riders may be irrevocable and expire 
without use. 

Alex and Ben both retired the same year from the same company at age 65. Each used 
the $100,000 from their retirement savings accounts to purchase annuities for monthly 
income.

•    Alex chose to purchase a fixed income annuity and, based on his age and other factors
on the date of purchase, receives $665 a month for as long as he lives. Because Alex
needs his annuity income to cover his basic living expenses, he cannot risk having his
payments decrease. A fixed income annuity may be a good choice for him.

•   Ben, an experienced investor, was comfortable taking on some risk to achieve
potentially higher returns. He chose a variable income annuity and allocated his
entire purchase payment to a stock index fund option. Ben’s income fluctuates each
month based on the performance of his investment. But because he has other
sources of income to meet his basic expenses, he is comfortable with changes in his
payment levels.

Joe, a recent 65-year-old retiree, discovers he has a retirement income gap of $600 
per month. 

Joe takes $100,000 of his savings and expects to earn 8% per year, less 4% for inflation. 
Taking inflation into account, he expects an adjusted rate of return of 4% per year and  
finds he can plan to withdraw an inflation-adjusted $602 per month — enough to cover  
his income gap for 20 years. However, after 20 years, his savings will be depleted. What 
can he do? 

Joe has a couple of choices. He could reduce his monthly income to make his savings 
last longer, but that would mean compromising his lifestyle. Another option is to use this 
$100,000 to purchase an annuity. 

With a fixed income annuity’s life-only annuitization option under the assumed annuity  
factors below, based on his age and other factors on the date of purchase, Joe would receive 
$631 per month — no matter how long his retirement lasts. 

This example helps illustrate the benefits of guaranteed lifetime income.*

Income duration

20 years

30 years

40 years

Fixed immediate annuity

$602

$473

$414

$631

50%

14%

1%

0%

Monthly income
Probability of

outliving income

Joe’s options

*Assumes standard mortality
projections and a 4% interest
rate. Payments commence one
month after the contract date.

Examples shown are for illustrative purposes only.  Income payment amounts illustrated here are not guaranteed. Actual monthly 
income amounts would be determined based on an insurer’s current annuity purchase rates when the payment was received. 

These examples  are hypothetical and are not based upon any particular product or MetLife product.
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Annuitization payout options

 •   Life only: Lifetime income that ends at 
the death of the annuitant

 •   Life with a period certain: Lifetime 
income that continues for the life of  
the annuitant.   If the annuitant dies 
before the end of the period certain,  
the beneficiary will receive the  
remaining number of payments

 •   Joint and 100% survivor: Lifetime 
income for two that continues at the  
death of the first. Payments end at the 
death of the second person, typically  
a spouse.1

 •   Joint and 50% survivor: Life income  
for two that at the death of the first 
continues at 50% to the second person, 
typically a spouse. Payments end at  
the death of the second person.1

 •   Fixed period: Income that lasts for  
a guaranteed period only, 10 years,  
for example

Income annuities myths  
vs. realities

Myth Reality

If I die, the insurer keeps all 
my money

With a life-only payout, this is true; however, there 
are income annuities with refund options. These 
income annuities guarantee to pay back to the annuitant 
at minimum the amount invested. If the annuitant dies 
before repayment, the beneficiary receives the balance. 
Also, insurers offer income annuities with survivorship  
features (even lifetime income) that continue to pay 
income to a surviving spouse.

Income annuities lack  
liquidity

Income annuities are only  
appropriate for older  
individuals

Although some do, an increasing number of income 
annuities now offer liquidity for either a portion of or 
the entire annuitized amount. Additionally, all of your 
assets should not be allocated to any one investment, 
including an income annuity.

Not all income annuity payout options provide for a 
lifetime income. Sometimes, an individual needs to 
secure a specific income stream for a specific number of 
years. Fixed-income annuities can provide a guaranteed 
fixed monthly payment for a specified number of years. 
Additionally, some insurers offer deferred income annuities 
that allow an individual to deposit a lump sum today for 
guaranteed income payments at a specific point in the 
future. Some annuities allow for withdrawals if you change 
your mind before the selected payout option begins.

1.  For qualified retirement plans and IRAs, if annuity 
payments are payable over the joint lives (or a 
period not exceeding the joint life expectancy) of 
you and a non-spousal beneficiary, the federal tax 
law may require that the payments be made over a 
shorter period or that payments to your beneficiary 
be reduced after your death. Please consult your 
own independent legal and tax advisor.

When it’s time to start taking payments through annuitization, you have a decision to  
make on how you want the payments structured. In most cases, five options can provide 
guaranteed lifetime income for either one life or two. The options may include:



162 163

SE
SS

IO
N

  3

MetLife Retirewise   |   Session 3

Where will your retirement 
income come from? 

Guaranteed income sources — provides 
a retirement income you can usually  
rely on:

• Social security

• Employer-sponsored defined benefit
plans (pension plans)

• Fixed annuity income*

• Veteran’s benefits

Other income sources — provides income 
that will be available, but may vary  
greatly with the market performance or 
other variables:

• Employer-sponsored defined 
contribution plans (401(k))

•   Earned income (employment income)

• Unearned income (investment-related 
income)

• Personal savings

• Rental income

• Inheritances

• Gifts 

•   Sale of a business

*  Certain fixed annuities provide guaranteed income. Such guarantees are subject to the financial strength and claims-paying ability of 
the insurer.

You can generally get an overview of many of the company ratings by contacting the 
company or taking a look at its website.  

• A.M. Best: 908-439-2200; ambest.com

• Standard & Poor’s: 877-772-5436; standardandpoors.com

• Moody’s Investors Service: 212-553-1653; moodys.com

• Fitch Ratings: 212-908-0500; fitchratings.com

Rating annuity providers 

One of the primary things to consider when choosing an annuity provider is its financial 
strength or what’s known as the “claims-paying ability rating”. These ratings reflect the  
rating agencies’ opinions of the ability of the insurance company to pay its policyholder  
and contract holder’s claims under their terms. Each agency assigns a rating to insurance 
companies that it evaluates, typically as a letter grade. While they act independently of  
each other, agencies generally focus on:

•  A company’s financial strength measured by its balance sheet reserves
and liquidity to pay claims

•   The skill and historical record of the company’s investment process

•   The track record of its ability to generate profits and sustain its capital

NOTE: The rating opinion is not specific to any particular policy or contract, nor does it address the suitability of a particular policy or 
contract for a specific purpose or purchaser. It is not a recommendation to purchase, sell or hold a financial obligation of any issuer.

Investment grade/Secure credit ratings

A++, A+

A, A–

B++, B+

Superior

Excellent

Good

AAA

AA

A

BBB

Extremely Strong

Very Strong

Strong

Good

Aaa

Aa

A

Baa

Exceptional

Excellent

Good

Adequate

AAA

AA

A

BBB

Exceptionally Strong

Very Strong

Strong

Good

A.M. Best
Company Standard & Poor’s Moody’s  

Investors Service Fitch Ratings

Income during retirement comes from a variety of sources. The sources generally fall into 
one of two categories:

S&P uses + and –  
to indicate relative position  

within the category

Moody’s uses numerical  
modifiers 1, 2, and 3 to rank  

each rating within the category 
with 1 being the highest

Fitch uses + and –  
to indicate relative position  

within the category
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What are the benefits based on?

In general, a covered worker’s benefits 
and those of his or her family members 
are based on the worker’s earnings record. 
The earnings taken into account are only 
those reported to the Social Security 
Administration (SSA), up to a certain annual 
maximum known as the “wage base.” 

The “wage base” is indexed for inflation 
each year and effectively places a cap on 
wages subject to OASDI contributions as 
well as on the amount of Social Security 
benefits a worker can receive, regardless 
of earnings. The wage base for 2020 is 
$137,700. Using a worker’s earnings record, 
the SSA calculates a number known as the 
Primary Insurance Amount or PIA. The PIA 
is the basic value used to determine the 
dollar amount of benefits available to a  
worker and his or her family.

Social Security, which began in 1937, is  
a system of social insurance benefits  
available to all covered workers in the 
United States. The system covers a wide 
range of social programs. The term “Social 
Security” refers to the benefits provided 
under one part of the system, known by  
its acronym, OASDI, or Old Age, Survivors 
and Disability Insurance.

OASDI benefits are funded primarily by 
payroll taxes paid by covered employees, 
employers, and self-employed individuals. 

Both the OASDI portion of the payroll tax 
and the part of the tax that goes to finance 
Medicare are provided under the Federal 
Insurance Contributions Act (FICA). 

Generally, the following people are entitled 
to receive OASDI benefits through their 
relationship to a covered worker:

•  Worker: Provides a monthly income to
the covered worker

• Spouse: Provides monthly income for
the spouse or former spouse of a retired
or disabled worker

• Widow(er): Provides monthly income
for the surviving spouse of a deceased
worker

• Child: This is a monthly income for the
dependent child of a deceased, disabled
or retired worker. To receive benefits,
the child must be under age 18, over
18 and attending elementary or high
school full-time, or over 18 and disabled
before 22.

• Mother or Father: Monthly income
paid to a surviving spouse who is caring
for a worker’s dependent child who is
under age 16 or over age 18 but disabled
before age 22. If under age 62, the
spouse of a retired worker receives
the same benefit.

Overview of Social Security benefits 

Information summarized here regarding Social Security benefits were derived primarily from publications of the Social Security 
Administration (SSA) and is presented in a non-technical manner. Such information is not intended to be a complete legal  
interpretation of the SSA’s laws and regulations. For greater detail regarding Social Security benefits, visit www.ssa.gov or  
consult a qualified advisor.
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What’s your full retirement age?

1937 or earlier

1938

1939

1940

1941

1942

1943–1954

1955

1956

1957

1958

1959

1960 or later

65

65 and 2 months

65 and 4 months

65 and 6 months

65 and 8 months

65 and 10 months

66

66 and 2 months

66 and 4 months

66 and 6 months

66 and 8 months

66 and 10 months

67

Year of birth  Full retirement age

At the early retirement age of 62, you can start receiving a percentage of your Social 
Security benefit. However, under current law, the year you were born determines when 
you’re eligible for full Social Security retirement benefits. The longer you wait to take  
your benefits, the greater the percentage you’ll receive until you eventually qualify for  
full benefits.

How are Social Security 
benefits taxed? 

Social Security is a critical source of income for many retirees and their families. A portion 
of it is subject to income tax, depending on your income. 

The chart below shows the guidelines based on whether you file a single or joint tax return. 
Consult your tax advisor regarding your situation. 

If your income is below $25,000, none of 
your Social Security benefits is taxed.

If your income is $25,000–$34,000, up to 
50% of your benefit is taxable.

If your income is more than $34,000, up to 
85% of your benefit is taxable. 

If your income is below $32,000, none of 
your Social Security benefits is taxed.

If your income is $32,000–$44,000, up to 
50% of your benefit is taxable.

If your income is more than $44,000, up to 
85% of your benefit is taxable. 

For purposes of this chart, “your income” refers to your modified adjusted gross income, including tax-exempt interest plus  
one-half of your Social Security benefits.

Source: IRS 2018 

Filing single Filing jointly
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Your benefit 
information 
is displayed 
on page 2. 

The amount 
of benefits 
in relation 
to your full 
retirement 

age. 

The basis for  
the Social Security 

Administration’s  
calculations and your  
personal information  

are shown at the  
bottom. Be sure to  

store it in a safe place!

Your full  
retirement age 

is here. 

Understand your Social Security 
statement

There’s an annual cap on the  
amount of income that is taxed 

for Social Security.

Since you receive your statement 
about 3 months before your  

birthday, the current year’s income 
may not be recorded.

Your earnings 
information  
is displayed  
on page 3. 

You put  
money into  

Social Security 
each year  
you work.
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Social Security benefits tipsThe benefits of waiting 

1.  If you haven’t received your Social
Security Statement, request it online
at SSA.gov. The Social Security
Administration charges for each request
of certified yearly Social Security
earnings information, regardless of the
number of earnings years requested.
Non-certified, yearly earnings totals
(Form SSA-7004, Request for a Social
Security Statement) are available as a
free online service and do not show any
employer information.

2.  Decide the age at which you will start
receiving benefits.

3.  Plan to file for Social Security benefits
three months before you want to receive
them.

4.  Take into account the effect of working
during your retirement and how it will
affect your benefit.

5.  When you file for Social Security, you
will need the following documents:

     • Social Security card

• Proof of age

• W-2 wage form from the previous 
year, or Schedule C if self-employed

• Marriage certificate

• Divorce decree

•   Proof of death of worker if you’re
applying for survivor benefits

The Social Security Bene�t Bridge

Bene�ts at age 62

Bene�ts at age 67

Bene�ts at age 70

$1064 
per month

Full 
retirement age

$1543
per month

$1924 
per month

Keep in mind that these examples are based on the above hypothetical Social Security Statement and current 
Social Security policy.

As you can see above, delaying your Social Security payments beyond the full retirement age 
results in an increase in monthly guaranteed income payments. 
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Social Security

Employer-sponsored defined benefit plans

Variable annuities

Immediate annuities

Whole life insurance 

Veteran’s benefits

Social Security widow or survivor’s benefits

Employer-sponsored defined contribution plans

Earned income

Unearned income (investment-related income)

Personal savings

Rental income

Sale of a business

Inheritances

Alimony

Income from a trust

IRA/Roth IRA

Stock options

Bank products (CDs)

Brokerage accounts

Other:

Other:

Other:

Other:

Other:

Other:

TOTALS:

Identify sources of  
retirement income

Sources of income Guaranteed Other

 Total anticipated monthly income:  $

Social Security and earned income

Social Security benefits are reduced for every dollar of income a person earns over a specified  
amount. How much the benefits are reduced, and to what age is based on your full retirement age. 

Let’s look at an example. Wanda starts receiving Social Security benefits at age 62; her full  
retirement age is 67. Below is a section of her most recent Social Security Statement. 

Source: SSA, 2020 Limits

Under the full retirement age

At the year you reach your full 
retirement age

At the month you reach your full 
retirement age

$18,240

$48,600

 
No Limit

Every 2 dollars you earn

Every 3 dollars you earn 

There is no loss of benefit

Over that amount, one dollar of  
Social Security benefits is lost forIf you are You can  

earn up to

Her Social Security benefit is:  $11,700/year

She earns an additional: $20,000/year

The Social Security earnings limit is: $13,560/year

Her benefits would be reduced by 50%   –$3,220/year 
of the amount she earns over the limit: 
($20,000 – $13,560) x .5 

Her new Social Security benefit would be:  $8,480/year

If Wanda returns to work at 65 years old
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Try this for yourself – don’t worry about dollar amounts, just expenses and income sources. 

Income sources ExpensesMatch

Needs

Wants

Guaranteed 

Other

Cover 
needs

Cover 
wants

Match sources of retirement 
income with expenses 

Income sources ExpensesMatch

Needs

Wants

Guaranteed 

Other

• Social Security
• pensions
• �xed annuities
• veteran’s bene�ts
• Social Security widow or

survivor’s bene�ts

• variable annuities
• de�ned contribution plans
• earned / unearned income
• rental icome
• alimony
• bank products
• brokerage accounts
• IRA / Roth IRA
• income from trusts

• food
• housing
• healthcare
• utilities

• clothing
• transportation
• insurance

Cover 
needs

Cover 
wants

Matching your different income sources with types of expenses can be the first step in 
determining if you have a retirement income gap that you need to plan for. What’s  
important is to make up any shortfall in your basic needs before contributing to your  
personal wants. 

Certain fixed annuities provide guaranteed income. Such guarantees are subject to the claims-paying ability of the 
insurance company.
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There is an exception to the tax for distributions if they are made as part of a scheduled 
series of substantially equal periodic payments. They must be made at least once a  
year, over the life (or life expectancy) of the participant, or the joint lives (or joint life  
expectancies) of the participant and a beneficiary. If the series of payments is substantially 
modified (except because of death or disability) within a 5 years, the 10% penalty will be 
reapplied and interest will be charged.

Substantially equal periodic  
payments

At age 591⁄2, you can begin taking withdraw-
als from IRAs and other qualified retirement 
plans without the 10% early withdrawal 
income tax penalty. These withdrawals will 
be subject to ordinary income tax rates.

Distributions from qualified plans, 403(b) 
annuities, SIMPLE plans and all IRAs may  
be subject to a 10% penalty tax if made 
before the participant reaches age 591⁄2. 
The penalty tax is waived if the distribution 
is rolled over to an eligible recipient plan or 
if the participant is totally disabled or dies.1 
Since premature withdrawals are generally  
also subject to ordinary income tax, the 
extra 10% penalty could make the total  
tax very high.2

There are several possible exceptions to  
the 10% penalty rule:

 •   For qualified employer plans, 403(b) 
annuities and SIMPLE 401(k) plans, for 
distributions to participants who have 
separated3 from employment after  
age 55.

 •    When distributions are for deductible 
medical expenses or under a qualified 
domestic relations order, e.g., a  
divorce decree.

 •    In certain situations, premature distribu-
tions from IRAs to pay health insurance 
premiums for unemployed individuals 
may also avoid the penalty tax.

For IRAs there are additional exceptions:

 •    If the distribution is used to pay for  
qualified education expenses of the  
individual, spouse, child, or grandchild, 
the 10% penalty tax is not assessed.

 •    For a first-time homebuyer, there is a 
lifetime exemption of $10,000 from the 
10% penalty tax. The purchaser of the 
home may be the individual, a spouse, 
child or grandchild. A first-time home-
buyer is someone, or his or her spouse, 
who had no ownership in a principal  
residence during the preceding two 
years before purchasing the new home.

 •    Early access to IRA funds ($ 5000  
lifetime limit) for any “qualified birth  
or adoption” is exempt from the  
10% penalty.

   However, money is still subject to tax. 
The $5,000 amount applies to any  
distribution from the retirement account 
within one year from the date of birth 
or legal adoption. The exception applies 
to children under age 18, or physically 
or mentally disabled and incapable of 
self-support.*

One other exception available to any  
qualified plan, SIMPLE, 403(b), Tax 
Sheltered Annuity (TSA) plan or IRA  
participant is the substantially equal  
periodic payments exception in IRC Sec. 
72(t)(2)(A)(iv).

Happy legislative birthday!  
Age 591⁄2

1.   Distributions before age 591/2 from SIMPLE IRA plans made within the first two years of participation are subject 
to an increased penalty amount of 25%, with the usual exceptions. If a premature distribution from a SIMPLE IRA 
is made after two years of participation, the 10% penalty applies. See IRC Sec. 72(t)(6).

2.  The discussion here concerns federal income tax law. State or local income tax law may differ.

3.  For the owner of a small business, it can be very difficult to separate from employment.

*Insurancenewsnet 2020

 •    Required minimum distributions: The 
annual payment is determined using a 
method acceptable for calculating the 
required minimum distribution required 
under IRC Sec. 401(a)(9). In general, 
the account balance is divided by a life 
expectancy factor, resulting in a pay-
ment that fluctuates from year to year.

 •   Fixed amortization method: The  
payment under this method would be 
similar to the annual amount required 
to pay off a loan (equal to the amount in 
the plan at the start of the distributions), 
at a reasonable interest rate, over the 
number of years of life expectancy. The 
dollar amount of the payment remains 
the same in each subsequent year.

 •    Fixed annuitization: An annuity factor  
is determined from a reasonable  
mortality table at an interest rate  
which is then reasonable for the age  
of the recipient of the distribution.  
The payment is determined for the first 
distribution and remains the same in 
each subsequent year.
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Uniform life table

Age
Distribution 

period 
(in years)

Age
Distribution 

period 
(in years)

Age
Distribution 

period 
(in years)

70

71

72

73

74

75

76

77

78

79

80

81

82

83

84

85

27.4

26.5

25.6

24.7

23.8

22.9

22.0

21.2

20.3

19.5

18.7

17.9

17.1

16.3

15.5

14.8

14.1

13.4

12.7

12.0

11.4

10.8

10.2

9.6

9.1

8.6

8.1

7.6

7.1

6.7

6.3

5.9

5.5

5.2

4.9

4.5

4.2

3.9

3.7

3.4

3.1

2.9

2.6

2.4

2.1

1.9

86

87

88

89

90

91

92

93

94

95

96

97

98

99

100

101

102

103

104

105

106

107

108

109

110

111

112

113

114

115 and over

Source: Internal Revenue Service, Publication 590-B, 2018

For use by unmarried owners, married owners whose spouses are not more than 10 years younger and married owners whose 
spouses are not the sole beneficiaries of their IRAs

Happy legislative birthday!  
Age 72

Like all good things, the tax deferral offered by qualified plans must eventually come to  
an end and the IRS must be paid. The tax benefits of these accounts are provided for one 
purpose — to help individuals save for retirement.

Therefore, once an individual reaches age 72, the same rules that provided the tax deferral 
benefits dictate that a required portion of the qualified plan funds must be withdrawn, and 
the taxes that have been previously deferred on that amount must be paid.

What does this mean?
The Required Minimum Distribution rules 
are very complicated, and you should  
consult your tax advisor regarding your  
situation. Generally, it means the federal 
government has created a set of rules  
that require that a minimum amount of 
money must be withdrawn from qualified 
retirement plan accounts, starting at a  
specific age known as the “required  
beginning date”— generally age 72.

The amount required to be distributed is 
determined by a special calculation that, 
in essence, takes the total amount in the 
account and divides it by the number of 
years the individual is expected to live.  
It’s actually a three-step process:

 •   Find the value of your account at the 
end of your plan’s fiscal year, usually  
December 31.

 •    Look up the distribution period you 
must use on the applicable life  
expectancy table (in most cases the 
Uniform Life Table) based on your  
current age.

 •    Divide your account balance by the  
distribution period to find your  
Required Minimum Distribution (RMD). 

Do you have a retirement income gap?

It’s time to take a look at some numbers to determine if you have an income gap. You’ll need your total 
expense and income sources from your Session 2 homework.

= x 12 =–

Total anticipated 
monthly income

Total anticipated 
monthly expense

Potential monthly 
income gap

Potential annual 
income gap
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MetLife administers the Retirewise program, but has arranged for specially-trained third party financial  
professionals to offer financial education and, upon request, provide personal guidance to employees and 
former employees of companies providing Retirewise through MetLife.  

Any discussion of taxes is for general informational purposes only, does not purport to be complete or cover 
every situation, and should not be construed as legal, tax or accounting advice. Clients should confer with  
their qualified legal, tax and accounting advisors as appropriate.

L0520003882[EXP0223][ALL STATES][DC,PR]  © 2020 METLIFE SERVICES AND SOLUTIONS, LLC
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Introduction
Making the Most of What You Have, marks a key 
turning point in the MetLife Retirewise program.  
In this session, we will be discussing the features  
and advantages of the retirement and health plans 
available to you as an employee. After then, move  
to estate planning basics that anyone can use.

We have talked a great deal about your 
money in this program. But it’s not  
about money alone. It’s about YOU, the 
people you love and those who love you.  
Although there are no guarantees, it can  
be a wonderful life by being informed  
and “Making the Most of What You Have.”

Session 4:  
Making the  
Most of What  
You Have
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Managing your health while aging could  
be the most important part of your  
retirement plan. While you’re thinking  
about the opportunities that this phase 
of your life offers and struggling with the 
details of aligning your finances to fit  
them, basic health maintenance is  
sometimes forgotten.

Many things in this world are within your 
control and plenty that are not. So do  
what you can: Stay in touch with your  
body and treat it well with healthy foods 
and regular exercise. 

Equally important, see your doctor for  
regular check-ups. Many health  
complications can be minimized with  
early detection. And medical advances 
offer you opportunities to maintain and 
even restore your health.

Keep healthy

Think long term!

Don’t beat yourself up if you miss one day  
of exercise or overeat at a wedding. Just  
get back on track and back to your  
routine. It’s a way of life, remember, not a 
crash diet plan. 

Life will always take us on a roller coaster 
ride with highs and lows. But a low point 
does not mean you’re a failure at achieving 
a healthy lifestyle. Think long-term and  
move toward short-term goals.

Additional tips:

• Maintain a healthy weight

•   Don’t smoke and consume alcohol
in moderation

•  Monitor medication and use correctly

•  Control stress levels

• Exercise

You’ll realize how much better you feel and 
look when you are treating your body well.

It’s all connected 

With the advances in modern medicine, it is 
becoming more and more clear that overall 
health goes beyond the basics of nutrition 
and exercise. Our health is now considered 
the combined status of our physical, mental 
and emotional well-being. Each is reliant on 
the other, and each must be cared for equally.
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Food and nutrition:

• Eat well-balanced meals, regularly

•  Include whole grains, fruits, vegetables, 
and protein

•  Avoid processed foods as much as
possible (high sodium/low nutritional 
value)

•  Make smart choices: Keep it simple
(easy-to-grab snacks) and prepare
in advance

Control portions:

•  Eat until you are full. Then stop.

•  Consider the size of your meal when
you go out to eat — you can always
take half home.

 Drink plenty of water:

•  Our body is composed mainly of
water — keep it replenished.

•  Avoid drinking soda and juice regularly
— have it as a treat once in a while.

Don’t diet!

•  A diet implies a beginning and end —
you must think of eating healthy as
a lifestyle.

• Eat everything in moderation.

Exercise:

•  Know the parameters in which you
can work out safely. Check with your
doctor, get a physical exam if necessary.

–  If you do have any physical
limitations, ask your doctor for  
safe alternatives that won’t stress 
your body.

•  Set realistic goals.

–  It is not normal to lose 20 pounds
in a week and expect to be able
to run a marathon the next month.

–  Small steps are the way to
success — choose an enjoyable
cardio routine, increase small
goals gradually over time.

–  Switch up your activities to keep
your mind and body stimulated
and challenged.

•  Keep to a routine.

–  Set aside 30–45 minutes a day,
3–4 times a week for your activity.

–  Remember that a little is better
than nothing – just do something.

Here are some tips that can help you get or stay on a healthy track:

The human brain represents the single greatest system in the universe. Weighing but two 
to four pounds and made up of nearly 60% fat, this wonderful integration of brain cells and 
supportive cells produces our every thought, emotion and behavior. A lifestyle to promote 
brain health should be considered a lifelong process and one that has benefited at any age.

Building a robust and healthy brain has the benefits of not only achieving health for the 
central nervous system but may also delay the onset of neurodegenerative diseases such 
as Alzheimer’s or other forms of dementia. Also, remember that the state of our mind can 
profoundly affect what goes on with our body. Stress, anxiety and depression can become 
huge factors in many physical ailments. These “Ten Tips for Maintaining a Healthy Brain”  
represent critical ingredients of a brain-healthy lifestyle.

Mental and emotional well-being

1. Don’t smoke
 Smoking represents a major risk
factor for cancer, heart disease, and
stroke. These leading causes of
death represent an ongoing concern
for all Americans. Nonsmokers might
consider taking an empathetic
approach to smokers who are trying
to quit, and parents use a “tough love”
approach with their children to make
sure they don’t even start.

2. Follow your physician’s advice
 Your relationship with your physician is
critical to your health. Remember that
as a consumer of health services, your
doctor is your employee, so establish a
good working relationship based on the
understanding that you are the boss of
your body. Develop a proactive attitude
toward maintaining your health and take
responsibility to change those aspects
of your lifestyle that are minimizing your
longevity potential.
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3. Exercise regularly
 Exercise and physical activity continue
to emerge as primary components of
a healthy lifestyle at any age. Aerobic
exercise, weight training and recreation
are critical not just to our cardiovascular
health, but to our brain health as well.
Every time our heart beats, 25 percent
of its output goes to our brains!
Maintaining efficient blood flow to
our brains through regular exercise
promotes health. If you don’t exercise
regularly, start by walking around the
block and build from there.

4.  Reduce the overall calories
you consume daily
 The leading factor for longevity in
animals is calorie restriction. Although
this finding has yet to be proven in
humans, provided you get your daily
nutritional needs from the USDA’s food
pyramid, you should pay close attention
to how much you eat. Take the following
physician’s advice: Never go to bed
stuffed and eat only 80 percent of what
you intend to consume at every meal.

5. Socialize and have fun
 Americans seem to specialize in stress.
Everyone needs to socialize, celebrate
and laugh! Kofi Annan, the former
Secretary-General of the United
Nations, once stated that every time
“we lose an elder from our village, we
lose a library.” If you begin to think of
everyone as a library, it becomes clear
that you can learn from others.

6. Develop your spirituality
 Meditation, yoga, relaxation procedures
and prayer have a neurophysiological
basis. They help us to positively alter
existing inner balance and combat the
stresses of life.

7.  Engage in mentally
stimulating activities
 “Mental stimulation” refers to the way 
our brains respond to stimuli in the 
environment. Novel and complex stimuli 
are health-promoting for the brain. New 
learning translates to neurophysiological 
growth and mental stimulation in the 
same way that aerobics translates to 
cardiovascular health. We can benefit 
from being challenged, from learning 
new information and acquiring new 
skills that we do not yet understand, and 
from engaging in pursuits that are 
initially hard for us.

8.  Maintain your role and
sense of purpose
 Retirement, as it is presently envisioned 
in this country, is not good for the 
human brain, which benefits from 
environments rich in novel and complex 
stimuli. Retirement by definition 
reinforces disengagement and passivity. 
That’s why it’s important, especially in 
retirement, to understand the 
importance of actively participating in 
society and finding personally relevant 
roles and a sense of purpose.

9. Seek financial stability
 Research demonstrates that having
some money late in life correlates with
better health. Therefore, a practical tip
for maintaining lifelong health is to make
sure you have a financial plan in place
that works for you.

10. Engage family and friends
 Developing and maintaining a social
network of relationships is important
from a health perspective. Your friends
and family help you stay active and
involved in the fabric of society. They
can provide emotional support and
nurture trust. Your roles in life, from
child to parent to grandparent, provide
human enrichment. Intimacy, broadly
defined, is itself a health-promoting
behavior at any age.
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Health insurance

Let’s look at the basics:

Health Insurance helps cover the costs 
incurred by sickness or accidental bodily 
harm. It provides payment for benefits  
that cover an illness or injury.

Insurance terminology: 

Deductible: This is the amount of money 
the insured must pay before the costs are 
picked up by the insurance. 

Find out:

•  How much (the amount may differ for
different services)

•  How is it applied: once a year, one per
covered family member.

Coinsurance: The amount or percentage  
of expenses the insured must pay which is 
typically a ratio.

For example: An insured has a 20%  
coinsurance which means that the  
insurer covers 80%. For a $1,000 doctor 
visit, the insured would pay $200, and the 
insurer would cover the remaining $800. 

Coinsurance does not include any  
deductibles or co-payments that the plan 
requires the insured to pay.

From the rising costs of medical care to individuals’ lack of coverage, issues surrounding  
health insurance make headlines every day. There are many factors to take into account 
when deciding which health insurance program will work best for you as an individual or 
for you and your family. However the more you pay, the more freedom you have to choose 
things such as your doctor and medical facility.

Co-pay: The amount of money paid  
by the insured for any services at the time 
they are received. For example, when you 
have a doctor’s visit, you might have a  
specific fee that you must pay at that time. 

Inside limits: Limits for specific benefits  
of a health insurance policy that are less 
than the maximum policy benefits or that 
modify the policy benefits to some extent. 
For example, your hospital room benefit is  
limited to a semi-private room for 90 days.

Child age limits: This is the age limit on 
coverage for your children. The Patient 
Protection and Affordable Care Act extend 
health care coverage for young adult  
children under their parent’s health plan  
up to the age of 26.

Lifetime and annual limits: The Affordable 
Care Act prohibits lifetime limits on most 
benefits in any health plan or insurance  
policy. The Act also bans annual dollar  
limits that all job-related plans and individual  
health insurance plans can put on most 
covered health benefits. 

It’s important to note that plans can put an 
annual dollar limit and a lifetime dollar limit 
on spending for health care services that 
are not considered essential health benefits. 
In addition, grandfathered individual health 
insurance policies are not required to follow 
the rules on annual limits.

Preferred providers: Some plans have a  
list of preferred care providers sometimes 
called in-network doctors and hospitals or 
facilities that must be used. Make sure  
your favored doctors are in your approved 
network.

Outpatient benefits: Due to the high  
costs of hospitalization, outpatient services 
are becoming more and more common. 
Look carefully into what is covered  
under your plan for services such as  
pre-admission testing, diagnostic testing, 
and other services.

Know your family’s needs

Have an idea of the kinds of services your 
family uses regularly. 

•  Orthodontia

•  Well-care preventive visits 

•  Preventive therapies

•  Mental health/Substance use disorders
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Individual health plans

If you are ever between jobs, self-employed 
or ineligible for a group policy, you can  
purchase an individual policy. The cost 
of an individual plan is determined by 
the deductible you choose, the coverage 
options you select and any current  
medical conditions. 

Think about how much you might spend  
on your healthcare per year and ensure that 
the maximum coverage per claim and 
lifetime lines up with your potential needs.

Keep in mind that the higher your  
deductible, the lower your premiums and 
vice versa.

Health plan options

When you are looking for health insurance, 
the first step is to find out what plans are 
available to you.

Different types of health insurance plans 

•  Discount plans 

•  Health savings accounts (HSAs)

•  Healthcare management organization
(HMO)

•  Point-of-service plans (POS)

•  Preferred provider organization (PPO)

•  Prescription plans 

•   Short-term health plans (coverage from
30 - 365 days)

•  Small-group health plans

Understanding Health Savings 
Accounts (HSAs) 

As you probably know, health insurance plans have consistently topped the list of employees’ 
most precious benefits.* You may have heard about Health Savings Accounts (HSAs), which 
are growing in popularity. When paired with high-deductible health plans, HSAs offer tax 
benefits and are designed both to help you with the rising costs of healthcare and to save for 
future medical expenses. But are they right for you?

So...is an HSA right for  you?
As you consider your choices, think about your budget and what healthcare you may need. If 
you are generally healthy and want to save for future expenses, than an HSA may be the right 
choice. And, if you are near retirement, it may also make sense to offset healthcare costs in 
retirement.

Alternatively, if you think you might need expensive medical care over the next year and 
would find it hard to meet a high deductible, even with money in an HSA, it might not be the 
best solution.

What is right for you is to get all the information and help you need to make the most of your 
healthcare plan options.

Advantages of an HSA:
•  You decide how much money to set

aside for healthcare costs – puts you
in control

•  You decide how to spend your HSA
money – you can shop around for
care based on quality and cost

•  You always own the account and
the money – even if you change jobs,
retire or stop contributing – the
money is yours

•  Any unused money rolls over to the next
year – there is no “use it or lose it” rule

•  You don’t pay taxes on contributions
and any earnings in the account – just
like a 401(k)

Disadvantages of an HSA:
•  Illness is usually unpredictable making

it difficult to budget

•  Information on cost and quality of care
may be difficult to find and understand

•  Depending on your situation, it may
be challenging to set aside money to
put in an HSA

•  Pressure to save money may prevent
you from getting medical care when
needed

•  If you take money out for nonmedical
expenses, you will have to pay taxes
on it
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Review your employee benefits

Reviewing your employee benefits is an important step in preparing for retirement. 
Employee benefits have traditionally provided you with a safety net — protection from  
the financial impact of unforeseen events. As you begin to prepare for retirement, an 
important step is to review your benefits to determine what actions you may need to take 
to help ensure that your safety net continues into retirement. This can be just as important 
as having a sound investment strategy.

Retiree health care benefits

As health care costs continue to rise,  
individuals run the risk of compromising 
their retirement goals if they do not  
plan properly for anticipated and  
unanticipated expenses. It is important  
to address any potential coverage gaps  
to protect against health care cost risks.

About retiree health care 

•  Over the years, many employers have
reduced or discontinued retiree health
care benefits. Currently only 18% of
firms, with 200 or more workers offered
health benefits to retired workers.
Source: KFF.org 2018

•  The Affordable Care Act (ACA), through
its Health Insurance Marketplace,
helps uninsured people find health
coverage by filling out the application
at Healthcare.gov.

 No matter what state you live in, you
can use the Marketplace. Some states
operate their own Marketplace. In some
states, the Marketplace is run by the
Federal government. If you have, or
are considering COBRA coverage,
you can buy a plan in the marketplace,
where you may find lower-cost options.

•  Under federal law, firms with 20 or 
more employees that offer healthcare 
benefits must offer employees 
continuation health insurance known as 
COBRA for up to 18 months after an 
employee leaves. The employee pays 
the cost of the insurance plus in most 
instances, a 2% administrative fee.  
COBRA can bridge the gap to Medicare 
for up to 18 months or serve as a 
temporary solution while you explore 
private insurance options.
 Source: Consolidated Omnibus Budget Reconciliation 
Act of 1985

• I f you are not eligible for COBRA, or 
your COBRA coverage expires, and you 
are not eligible for Medicare, under the 
Health Insurance Portability and 
Accountability Act (HIPAA), you may 
have a guaranteed right to purchase an 
individual policy. (Health Insurance 
Portability and Accountability Act of 
1996.) Rates for these policies will 
generally be higher than COBRA and 
benefits may be less favorable.

•  There are also many private health 
insurance plans available, but in most 
cases, you must qualify for coverage.
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If you will have health insurance benefits 
through your employer at retirement, 
consider the following:

•  When do you qualify for coverage?

•  Are benefits available to all retirees, or
must one have worked for the employer
for a specific period?

•  What is the projected cost for these
benefits? Is coverage “access only”
(i.e., retiree pays all of the premium,
at group rates), or does your employer
also contribute to the premium?

•  Will you have access to prescription
drug, dental and vision coverage? 
What are the projected costs for  
these benefits?

•  What type of plan is it (PPO, HMO, etc.)
and what will be covered if you are out
of your home area?

•  If you are married, will your spouse
be covered? And will your spouse be
entitled to continue with the benefits
should you die?

•  How will the premiums and benefits
change at the point that you become
eligible for Medicare?

If you will not have retiree health  
insurance benefits through your  
employer, and you will not be eligible 
for Medicare at retirement, consider  
the following:

•  Do you have the option to work part-
time rather than retire and retain your 
health benefits?

•  What will your premiums and benefits 
be if you elect COBRA coverage or if 
you elect an individual healthcare 
policy under HIPAA?

•  Do you qualify for private health
insurance and if so, what are the  
costs and benefits of this option?

•  Do you have the option to receive
coverage through your spouse’s
employer?

If you are eligible for Medicare at  
retirement, consider the following:

•  When should you enroll in Medicare’s
voluntary options including Part B and
Part D to avoid penalties for late
enrollment?

What COBRA does

COBRA provides former employees,  
retirees, and family members continuing 
health care coverage at group rates.  
COBRA generally covers the health plans 
of employers with 20+ employees,  
employee organizations and state/local  
governments.

Who pays for COBRA?

The beneficiary pays premiums for  
continued health insurance coverage. 

COBRA coverage

COBRA = Consolidated Omnibus Budget Reconciliation Act. Passed by Congress 
in 1986. It amends the Employee Retirement Income Security Act (ERISA), the Internal 
Revenue Code and the Public Health Service Act to provide health coverage to employees 
and immediate family members in the event that would normally cause them to lose  
coverage (divorce, loss of employment, resignation, death of a spouse, etc.).

The basics

How much does it cost?

Generally, the beneficiary pays 100% of  
the costs that would normally be divided  
by the employee and the employer. In  
addition, there is usually a 2% administration 
fee. If a beneficiary is qualified to receive 
extended coverage, premiums can increase  
to 150% of the total cost of coverage.

Who is eligible?

If you were covered by an employer group 
health plan up until the day before a  
“qualifying event,” you may be eligible for 
COBRA benefits.
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Income and asset protection 
benefits

At retirement, it will be important to protect your retirement income and legacy goals and 
ensure you have enough money to enjoy your retirement. For example, life insurance can 
help protect income for the partner who lives longer as well as securing your legacy  
goals. It will also be important to protect your income-producing retirement assets from 
unexpected costs that could significantly reduce your asset base. 

As you near retirement, review your current disability income insurance. It protects your 
ability to generate income and continue saving for retirement. Loss of income at this stage 
of life may prevent you from meeting your goals for retirement.

About income and asset protection

•   Employer group term life insurance
plans may have a conversion option
that allows employees to continue their
coverage, but typically at significantly
higher premiums.

•  Life insurance can be a tax-efficient
vehicle for funding estate planning and
legacy goals and for providing income
to a surviving partner or dependent.

•  Many employer group disability
income insurance plans cover only a
certain portion of an employee’s
current income. There may also be
maximum benefit caps that can
reduce this amount even further,
especially for higher wage earners.

What is a qualifying event?

The reasons for loss of health insurance, 
known as a qualifying event, vary for each 
individual and are as follows: 

Employees:

•   Termination of employment (voluntary
or involuntary) — does not include
termination for gross misconduct

•  Reduced hours of employment

Spouses:

•   Termination of the covered employee’s
employment (voluntary or involuntary) —
does not include termination for gross
misconduct

•   Reduction in hours of covered
employee’s work schedule

•  A covered employee becoming eligible
for Medicare

•  Divorce or legal separation from
the covered employee

•  Death of covered employee

Dependent children:

•  Loss of dependent child status under
the plan rules

•  Termination of the covered employee’s
employment (voluntary or involuntary) —
does not include termination for gross
misconduct

•  Reduction in hours of covered
employee’s work schedule

•  A covered employee becoming eligible
for Medicare

•  Death of covered employee

What does COBRA cover?
Eligible beneficiaries under COBRA must be 
offered the same health coverage offered 
before their losing it under their qualifying 
event. It is essentially the same plan they 
had as active employees.

How long does COBRA coverage last?
COBRA coverage begins the date the  
eligible beneficiary lost his or her coverage 
due to a qualifying event. Generally,  
these benefits last up to 18 months.  
In some instances, a second qualifying 
event may allow coverage to continue up  
to 36 months.

Benefits may terminate earlier if premiums 
are not paid, if the employer terminates 
their health insurance coverage altogether  
or the beneficiary becomes eligible for 
Medicare (after electing COBRA), or he/
she obtains health coverage under another 
employer group health plan.
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Questions to ask about your benefits

•  Will you be able to continue your life
insurance benefit at retirement?

•  If you have a life insurance conversion
option, what would your premium rate
be and will it increase over time?

•  Do you have the opportunity to increase
your life insurance coverage level before
you retire?

•  Will you qualify for an individual life
insurance policy, and, if so, what
will the premiums be compared to
other options?

•  If an injury or sickness prevents you
from working, how much of your
current income will be replaced by your
disability income insurance benefit?

•  Does your disability income insurance
benefit cover salary only or does it
include bonuses and overtime?

•  How much disability income insurance
benefit would you receive if you became
disabled today?

•  Is there a waiting period before you
can receive disability income insurance
benefits?

•  Would your disability income insurance
benefit be taxable?

•  Do you have the opportunity to increase
your disability income insurance
coverage level at your next annual
benefits enrollment?

The primary purpose of life insurance is to protect your family’s current and future  
financial security in the unfortunate event of your premature death. Life insurance can  
be a low-cost way to guarantee that your family receives cash when it is most needed. 
The money from a life insurance policy is called a death benefit and is generally free  
from income tax.

That cash payment guarantee is the promise of an insurance company and, accordingly, 
is subject to the financial strength and claims-paying ability of the insurance company.

Some of the possible uses of life insurance death benefits include:

Life insurance

•   Payment of debts: Provides funds
to pay a home mortgage or other debts.

•  Replace income: Replaces income
of deceased policyholder with an
immediate lump sum cash benefit.

•  Create immediate estate: Death
benefit provides the family with an
infusion of cash, giving them time
and flexibility to think about financial
decisions.

•  Pay estate costs: Life insurance
provides money to pay estate taxes
and other estate settlement costs so
family assets can remain intact.

•  Business needs: “Key person”
insurance provides the financial
resources to replace a key employee
upon death. There is also buy-sell
insurance, which provides cash to
buy out the interest of a deceased
partner’s heirs.

•   Inheritance equalizer: Life insurance
can provide a fair inheritance to
family members who do not want to
participate in the family business.

•  Charitable giving: Life insurance can
provide for a specified benefit to a
charitable organization or to replace
family assets with other advanced
charitable strategies.
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Sometimes o�ered by an employer, group insurance pays a death 
bene	t that is typically a multiple of your salary. Since an employer 
o�ers it, the premiums are often partially or completely paid 
by the company.

Pays if the insured dies during the speci	ed term period (e.g., 10, 15
or 20 years). The longer the policy is in e�ect, the higher the premiums 
will be.

It will pay at your death. Bene	t payment is not limited by time like term 
life. Premiums remain level for the insured’s lifetime. Generally it costs 
more than term insurance, and it builds cash value.

A form of permanent insurance like whole life. However, premiums and 
the bene	t at death can go up and down based on the performance of 
an underlying account. You have a degree of control over your premium 
payment and death bene	t. You may have a choice of death bene	ts. 

A form of permanent insurance like whole and universal life. However, 
you choose how to invest your cash values in the sub-accounts o�ered 
by the contracts. The policy cash value and death bene	ts will �uctuate 
based on the performance of the sub-accounts.

Group 

Term 
life

Whole 
life

Universal 
life

Variable 
life

Variable life insurance is offered by prospectus only, which is available from your 
registered representative. You should carefully consider the product’s features, risks, 
charges and expenses and the investment objectives, risks and policies of the  
underlying portfolios, as well other information about the underlying funding choices. 
This and other information is available in the prospectus, which you should read  
carefully before investing. Product availability and features may vary by state. All 
product guarantees are based on the claims-paying ability of the issuing insurance 
company. The amounts allocated to the variable investment options of your account 
balance are subject to market fluctuations so that, when withdrawn or surrendered  
it may be worth more or less than its original value.

Common types of life insurance 

Areas that you may wish to address: 

Needs in the event of death: Understand 
the financial impact of death on survivors, 
including continuing income needs, debt 
payment and immediate cash needs.

Disability income insurance: Examine the 
impact should you lose your ability to earn  
a living due to illness, disease or injury. 

Long term care insurance: Understand  
the potential depletion of assets that any  
prolonged stay in a nursing home or  
receiving home health care may have. 

Automobile insurance: A liability judgment 
or the loss of a car resulting from an  
automobile claim could have a devastating 
impact on your finances. Review your  
current coverage with an insurance agent  
to make sure that you have appropriate 
coverage in place. 

Homeowners insurance: Certain personal 
liability exposures are covered in the liability 
section of your homeowners insurance  
policy. Review your current policy with an 
agent to make sure you have appropriate 
coverage in place. 

Personal excess liability: This generally 
provides one million dollars or more  
over your current liability limits on your  
automobile and homeowners’ insurance 
policies. This is often called an umbrella 
policy.

What concerns you?

There are many different risks to manage in retirement. Fortunately, insurance provides a 
way to take certain unknowns, such as financial risk, and make them known insurable risks. 
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Consider your insurance needs

Life insurance 

•  How much coverage do you need
on your life and, if applicable, your
spouse’s life?

•  Consider whether term or permanent
life insurance is the better option.

•  Consider your employer-sponsored 
life insurance and understand cost
and portability options.

Disability income insurance

•  Calculate how much income you will
lose if you were to become disabled.

•  Consider employer-sponsored coverage
as your first option.

Long term care insurance 

•  What do hourly home health care
and annual nursing home care cost in
your area?

•  Do you have sufficient income to cover
the cost of long term care?

Automobile insurance

•  Determine whether your current liability
insurance is adequate.

•  Review with your insurance agent
your current underinsured/uninsured
motorist coverages.

Homeowners insurance

•  Is your current liability insurance
adequate?

•  Are your property damage limits
sufficient based on the current value
of your home?

•  Do you require a rider to insure
jewelry, art, collectibles above the
base policy limits?

•  Consider whether you want to
purchase a flood insurance policy
or optional earthquake coverage.

•  Create a record by videotaping
and preparing a catalog for your
possessions.

Excess liability insurance

In coordination with your automobile and 
homeowner’s liability coverage, consider 
purchasing one million dollars or greater of 
personal excess liability insurance. This is 
also called an umbrella liability policy.

Income replacement benefits

About income replacement

•  As you begin to plan for your income
in retirement, look at the big picture.
Determine your retirement goals and
expenses and sources of income. Then
match your income sources to expenses
and identify and close any income gaps.

•  A general guideline for retirement
income is that you’ll need a minimum
of 70-80% of your pre-retirement
income each year to maintain your
current lifestyle.
 Source: CBS MoneyWatch  http://moneywatch.bnet.
com/topic/retirement-income/

•  If you have a defined contribution plan,
such as a 401(k) or 403(b), when you’re
ready to take withdrawals, you can take
a lump-sum distribution or roll it into
an IRA. Many employers will allow you
to leave it in their plan until you’re ready
to take withdrawals. If you make
withdrawals before age 591⁄2, generally,
you’ll be subject to a 10% IRS penalty.

  Note: You can make only one rollover from an IRA to 
another (or the same) IRA in any 12 months, regardless 
of the number of IRAs you own.

•  If you have a defined benefit pension
plan, typically, the earlier you start
receiving benefits, the smaller the
benefit. Generally, if you start before
age 591⁄2, your withdrawals will be
subject to a 10% federal income tax
penalty. All plans must provide for
spousal survivor income, unless the
spouse waives it. Most plans provide
a lifetime income stream option, and
some allow for a lump-sum distribution.

•  Social Security benefits can begin at
62 but will be at a reduced level. If you
delay taking benefits until your “normal
retirement age” or even later, you can
receive higher payments.
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Questions to ask about your benefits

If you are eligible for a pension at 
retirement:

•  What is your benefit formula under
the plan?

•  What are your distribution/payout
options at retirement?

•  How much income will you receive
under each option?

•  How much income will your spouse/
partner receive under each option?

•  Should you elect the maximum payment
and provide no income to a surviving
spouse or take a lower payment and
provide income to surviving spouse?

•  What do you gain by waiting?

If you have a traditional or Roth 401(k) or 
403(b) plan:

•  Are you currently contributing the
maximum permitted by law, including
catch-up contributions?

•  What are your distribution options at
retirement?

•  What are the tax consequences of each
distribution option?

If you have traditional or Roth IRAs, or if 
you have non-qualified retirement plans:

•  What are the different payout options
and the tax consequences of each?

Review your Social Security statement 
to determine:

•  What is your estimated benefit level at
your “normal retirement age”?

•  What is your estimated benefit level if
you begin to take benefits before your
“normal retirement age”?

Many of us don’t take enough time to consider the value of all of the benefits offered by our  
employers. These additional benefits are paid completely or mostly by employees. They are  
important because they can close gaps in employer-sponsored coverage, allow easy access through 
payroll deduction, and help ease the burden of what can be high and unpredictable out-of-pocket 
expenses. Here are some of the traditional additional benefits your company may offer:*

Look at your additional benefits

•  Accident insurance: Helps offset costs 
that may not be covered under your 
employer’s existing medical plan. It 
generally provides a lump-sum payment 
after an accident and helps with out-of-
pocket expenses such as deductibles, 
copays, and transportation to medical 
centers, childcare and more. It may also 
include benefits for Injuries: fractures, 
dislocations, concussions, lacerations, 
eye injuries, torn knee cartilage,  
ruptured discs, and second and third- 
degree burns.

•   Cancer insurance: A cancer diagnosis
can mean unexpected expenses such
as deductibles, copays, and costs for
out-of-network care. Even if you have
a disability plan, it may only cover a
portion of your income. There could
also then be a significant gap between
any disability payments you receive and
your family’s everyday living expenses
like utilities, groceries, and rent.

•   Critical illness insurance: Critical
illnesses can happen when you least
expect them – and they can be costly.
Even quality medical plans can leave
you with extra expenses to pay.
Costs like plan deductibles, copays
for doctor visits, and extra costs for
out-of-network care can add up fast.
A critical illness insurance policy can
help close those gaps.

 •   Hospital indemnity insurance: A hospital
stay can be expensive. Be ready for costs not 
covered by your medical plan with hospital 
indemnity insurance which may include cov-
erage for hospital admission, accident-related 
inpatient rehabilitation and hospital stays.

•   Legal services: Group legal plans provide
affordable, convenient access to a highly
qualified network of attorneys for everyday
personal legal matters which may include
preparation of wills, living wills and trusts,
purchase, sale and refinancing of a residence,
debt collection and foreclosure defense,
Identity theft defense, tenant negotiations,
civil litigation defense, and adoptions.

•   Pet insurance: Vet visits can be expensive.
Pet insurance helps cover the cost of injuries
and illnesses so you can give your pet the best
possible care.

•   Auto insurance: Whether it’s a car, boat, or
RV, auto insurance protects your vehicles,
yourself and your family. Policies generally
offer a wide variety of coverage options,
including liability protection, collision and
comprehensive coverage, personal injury
protection and uninsured motorists’ coverage.

•   Home insurance: If you own a house, condo,
or apartment, a homeowners’ insurance policy
can protect you if you have to rebuild your
home and replace lost or damaged property.
Some policies may also include customizable
coverage in the event of tornadoes, hail, fire,
theft, and vandalism.

*Not all companies will offer these benefits
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Volunteer opportunities 
in retirement

Your may decide that retirement is an opportunity to try new things and give back to your  
community. You may also have no idea how to get involved or how much time to dedicate to 
these endeavors. 

1.  What types of activities are you
interested in? Is there anything new
you would like to do? Do you have
a passion you would like to pursue
through a volunteer opportunity?

•  Children

•  Underprivileged families, battered 
women, homelessness

•  Advocacy for health or political
issues

•  Cancer/disease research

•  Women’s issues, multicultural
opportunities

•  Mental/physical illness

2.  How much time can you devote to
volunteering?

•   Some opportunities may require
more time than others. Being a
mentor to a child may require a
different time frame than
volunteering to deliver meals or
to serve them at a shelter.

3.  What special skills do you have to
offer or hope to gain?

•  You can align your expertise and
passion in many circumstances. Just
because there isn’t an advertisement
for a specific opportunity doesn’t
mean you can’t create it! For
example, if you enjoy art and want
to work with the elderly, ask a
facility if you could do craft activities
once a week.

Here are a few things to ask yourself when looking for volunteer opportunities:
Search to find a cause: 

•  Start with an online search to find
nonprofit organizations that fit your
interests

•    Contact churches, hospitals, schools,
etc., for potential volunteer opportunities

Do research and get background 
information:

•  What kind of organization is it (profit
or nonprofit)?

•  Are they a respected, charitable
organization?

•   Are you comfortable with the work
they do and would you be proud to be
an advocate?

•  Can you see yourself making a
difference there?

Get in touch:
•  Call, schedule an appointment or visit

the facility/organization

•  Find out what opportunities are
available and the time involved

•  Share your skills, interests and desire
to volunteer for that cause

•   Make sure the opportunity aligns with
your goals and that it is a “good” fit

Take the next atep:
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Retirement living arrangements are just as diverse as your personal retirement goals 
Many retirees choose to stay in the home they raised their children in, and many do not. 
Downsizing, moving, single living, health conditions — these are all factors to consider when 
deciding “where” to live in retirement. Fortunately, there are many options. Let’s take a look 
at some of them:

Senior living options

Active adult communities 
Active Adult Communities typically offer 
a resort-style living environment for  
younger or active seniors. Many times 
these communities offer stand-alone  
houses with similar designs or are  
apartment/condo complexes with many 
individual units and can be purchased  
or rented. 

Whatever style of housing, they often 
accommodate senior living with open  
floor plans and low-maintenance so the 
transition for those with physical  
abilities while aging doesn’t seem so 
severe. The community may have 1st floor 
master bedrooms, wider hallways and 
on-call maintenance for snow removal or 
landscaping services. There may also be 
on-site activities or activity planners to  
promote sports, events, and other activities. 

Continuing care retirement communities 
Continuing Care Retirement Communities 
(CCRCs) are similar to Active Adult 
Communities in that they support seniors 
enjoying an independent lifestyle. The  
difference with a CCRC is that a senior  
can remain in the same environment as  
their physical needs increase. Medical  
and nursing care services are available 
when needed. Also, many of these  
communities may include services for 
meals, housekeeping and transportation. 

Assisted living communities 
Assisted Living Communities or Facilities 
(ALFs) are designed for individuals who 
cannot function in an independent living 
environment — seniors who need help 
with the activities of daily living — but do 
not need nursing care daily. 

These communities can range in size from 
a residential house to a large-scale facility 
and typically allow residents to choose the 
level of care they require and define their 
own lifestyle needs. Residents can live in  
a single room/apartment, choose up to 
three meals a day, have assistance with 
personal care, transportation, laundry and 
maintenance services as well as medical 
supervision.  

Adult day care centers
Adult Day Care Centers are centers  
open during daytime hours to offer  
seniors a supportive, stimulating and safe  
environment. There are meals and planned 
activities designed to promote well-being 
in a social setting. These centers are for 
seniors who may be physically or  
cognitively impaired (for example, early 
stages of Alzheimer’s). Some of these  
centers, referred to as “Adult Day Health 
Care Centers” (ADHC) often provide  
physical and speech therapy. 

Nursing homes, skilled nursing facilities 
and rehabilitation centers 
Nursing Homes, Nursing Facilities or 
Nursing Care Centers provide care to  
individuals who need specialized care on  
a regular basis but do not need to be  
hospitalized. They provide 24-hour medical 
and custodial care to those who cannot 
function independently because of a  
chronic illness or injury. A licensed physician 
supervises each patient’s care and a nurse 
or other medical professional is avilable. 
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Basic steps in the estate 
planning process

Steps to take

1.  Choose your team: Choose, as needed – your attorney, tax professional, insurance
professional, planned-giving specialist and financial professional.

2.  Gather information: A completed fact-finder lists your goals and objectives and the names,
ages, assets and liabilities of your desired heirs.

3.  Analyze data: Pretend your death occurred yesterday. What happens to your estate and
your family? What if you die in ten years? Have your team analyze data to provide you with
the results.

4.  Decide and implement: Select the plan that best fits your needs and goals. Sign essential
documents, purchase needed insurance and change investments, if necessary.

5.  Start the cycle over: Because the world (and your estate) is constantly changing, consider
an annual planning review or whenever you experience a major life event.

Step 5
Periodic 
review

Step 2
Gather 
information

Step 3
Analyze 
data

Step 4
Decide and 
implement

Estate  
Planning 
Process

Step 1
Choose 
your team

Estate settlement costs

At a person’s death, his or her assets are subject to expenses that can significantly reduce 
the size of the estate left for the heirs. Proper estate planning can minimize these expenses 
and determine in advance how the costs that remain are to be paid. 

Personal property / Business interests

Federal and state taxes

Accounting fees

Appraiser’s fees

Probate expenses

Attorney fees

Executor’s commissions
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Who needs estate planning?

Everyone and those who care about:

 •  Who inherits their property

 •  Minor or special needs child

 •  Heirs who are financially irresponsible

 •  Spouses or parents who are dependent on them

 •  Outstanding debts

 •  Businesses and business partners

 • Taxable retirement plans and employee benefits

 • Estates large enough that they may be subject to estate taxes

 •  Benefits to their grandchildren

 • Benefits to charities 

 •  Possibility of needing expensive medical assistance during life

 •  Not being able to manage their finances during life

 •  “Blended families,” involving multiple marriages and children  
with different spouses

The state estate tax system

Aside from federal estate taxes, a handful of U.S. states collect a death tax at the state 
level. In some states, the tax is based on the overall value of the estate, which is referred to 
as an estate, while in other states, the tax is based on who inherits the estate, referred to as 
an inheritance tax.   

State estate and inheritance tax rules vary widely: a few states have no estate or  
inheritance taxes while others have a separate estate tax with varying exemption amounts.

Your home and retirement accounts will count when your estate is valued for tax purposes. 
Proceeds from your life insurance could be counted, too, depending on how the policy is 
owned and who gets the money.*

The least friendly places to die

HI

NE

MN

IA

IL

KY

PA

NY

VT

MA

NJ

MD

CT

ME

OR

WA

RI

DC

State has both an estate  
& inheritance tax

State has an inheritance tax

State has an estate tax

Facility Care: Nursing Home (Private Room) Median Annual Cost**

*Source: Wolters Kluwer Tax & Accounting U.S., 2019
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Common forms of ownership

Separate property 

Community property 

Joint tenancy 

Tenancy by entirety 

Tenancy in common 

Severalty 

Tenancy in partnership 

Trustee 

Life estate

In community states, property owned by either a husband or  
a wife (separately) is called separate property. In general,  
this will include property acquired by either spouse before  
marriage, by will, by inheritance (and not placed in the name  
of both spouses), or the rents and earnings on such properties 
of the above or any money damages for personal injury. 

Both real and personal property earned or accumulated  
during the marriage through the efforts of either spouse living 
together in a community property state. Deceased spouse’s  
will has control over one-half of the community property. 

Joint ownership of equal shares by two or more persons with 
the right of survivorship. 

Joint ownership of an asset between a husband and wife  
(with rights of survivorship) that generally cannot be terminated 
without the consent of both parties or by divorce.

Ownership by two or more people who hold undivided interests 
without the right of survivorship. Interests need not be equal 
and will pass under the terms of the owner’s will.

Ownership held by one person only. This can be a non-natural 
person, such as a corporation.

A method by which the property is owned by a partnership. 
Specific interest in the property cannot be conveyed by one  
partner alone.

The trustee of a living or testamentary trust holds legal title  
to the property for beneficiaries who have equitable title.

A form of ownership in real or personal property that terminates 
upon the death of the life tenant.

Understanding probate

Probate is the process of passing assets through a will. Although many states have simplified 
their probate process, probate can still be costly, time-consuming, and public. Costs include 
attorney’s fees and court costs. They do not include federal or state estate taxes. 

Typically, the process can take one year, with six months being the minimum time if all is 
in order.

Common steps in the probate process
1.  The Executor/Administrator submits

will for probate

2. Assets are appraised and insured

3.  Creditors are notified of the probate
process

4.  Assets are sold to cover any creditor
claims

5. The tax return is prepared

a. Final income taxes

b.  Federal and state estate tax
returns (if necessary)

6.  The court is petitioned to pay attorney
and executor fees

 7.  The rest is distributed to the  
beneficiaries 

Avoiding probate can save time, money 
and publicity. There are many methods 
available to transfer assets outside the  
probate process.

•  Joint tenancy: a form of title
arrangement that conveys 100%
ownership to two or more people.
Title passes automatically to
surviving joint tenants. Tenants by
entirety is a form of joint ownership
between spouses.

•   Community property with rights
of survivorship: title automatically
passes to surviving spouse.

•  Totten trust: a vehicle for passing
savings accounts to heirs.

 •   By contract: involves a contract where
a beneficiary has been named, such as
in a life insurance policy or annuity.

•  Lifetime gifts: may be brought back
into the estate for estate tax purposes
but will pass outside of probate.

•   Transfer on death: permits securities
to be registered so that ownership
automatically passes to named
beneficiary at the death of the owner.
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Steps in the probate process

Note: Steps will vary with each state in which assets are owned.

Executor/ 
Administrator

Submits will 
for probate

Probate court

•  Makes an inventory
•  Has assets appraised
•  Maintains insurance on assets

1. Takes control of estate assets

•  Sells assets, if necessary
•  Pays valid creditor’s claims
•  Defends against frivolous claims

2. Notifies creditors of probate

•  Prepares final income tax return
•  Prepares federal estate tax return, if necessary
•  Prepares state estate or inheritance tax return

3. Prepares tax returns

•  Pay attorney and executor fees
•  Distribute remaining assets to beneficiaries

(or their trusts)

4. Petitions court to:

The advantages of a will

•   Avoids distribution under the law of
intestacy. The state’s intestacy law will
pass property to certain relatives of the
decedent. These laws have been drafted
to be fair in the average situation, but
most people would like to choose who
will receive their estate when they die.

• Permits the nomination of a guardian
for minor children. Without a
nomination in a will, the court will
appoint a guardian for minor children
of the deceased. Relatives are not
always the best choice for a guardian
and consideration must be given to
the financial situation of the potential
guardian, as well as his or her health,
age, willingness and ability to care
for children.

•  Waiver of probate bond. In the
absence of a will, the court will require
a fiduciary bond to be posted by the
administrator of the estate to guarantee
the replacement of any funds embezzled
or diverted to him or her and to protect
unsecured creditors. Since this additional
cost must be borne by the estate, the
will may want to waive the bond
requirement.

•  Choosing the executor. The duties of the
executor of an estate can be very time
consuming and frustrating, especially to
a spouse. In the will, a qualified individual
and/or a corporate trust company can be
chosen to handle these responsibilities.

•  Making specific bequests to individuals.
An individual may bequeath specific
items of jewelry, heirlooms and furniture
or make cash bequests to be certain
that they will pass to the proper persons.
Without a will, written or oral instructions
may not be followed.

•  Sale of assets during the administration
of probate. An additional expense to
the estate can generally be avoided
by permitting the sale of assets without
the executor’s having to obtain court
approval. A sale of assets may be
necessary to pay death taxes and
expenses of probate.

•  Authorizing the continuation of
business. Unless the will authorizes the
continuation of a business, the executor
must operate it at his or her own risk.

•  Deferring distributions to minors. When
parents die leaving young children, the
will can provide that the share of such
beneficiaries be retained in the trust,
under the control of a trusted family
member or another advisor, for the
benefit of the child, until he/she reaches
a stated age.

•  Tax savings. Certain, sustainable tax
savings are possible through the use of
trusts. The will can be used to create
trusts after death. Such trusts are known
as testamentary credit shelter trusts.

•  Peace of mind. Although this advantage
cannot be measured in dollars, when the
estate is in order, an emotional load is
lifted from the person who is concerned
for his or her family’s well-being.
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An executor’s role

•  Locate the latest will and read it

•  File a petition with the courts to probate
the will

•  Assemble all of the decedent’s assets
and get them appraised, if appropriate

–  Take possession of safe deposit 
boxes

–  Consult with banks and check for
cash and valuables in the home

– Manage digital assets

–  Transfer all securities to his
or her name (as the executor)

–  Review life insurance proceeds

–  Take inventory of all real estate
deeds, mortgages, leases and
tax information

–  Collect monies owed the deceased

•  Determine liquidity needs and sell
assets, if necessary

•  Pay valid claims against the estate

•  File the income taxes for the
deceased and the estate and estate
taxes, if required

•   Prepare a statement of all receipts and
disbursements

•  Distribute specific bequests and what
remains as directed in the will

The executor of an estate is named in a person’s will and has many duties and responsibilities to carry 
out including:

Durable power of attorney

A power of attorney is a written document that one person uses to empower another 
person to act on his or her behalf. 

Powers that may be included:

Non-tax powers Tax-related powers

•  To buy, sell or lease assets

•  To sue on the principal’s behalf

•  To collect from creditors

•  To operate the principal’s business

•  The power to make gifts to the spouse
(to equalize the estates) and to
children, etc. (to utilize the annual gift
tax exclusions)

•  The power to make a disclaimer

•  The power to complete transfers to
a living trust if the principal becomes
incompetent

•  The power to join the competent
spouse in signing income and gift
tax returns
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Advanced health care directives

A living will is also known as a directive 
to physicians. The document guides an 
appointed person, usually a family member, 
to make health care decisions for the  
individual, or to the attending physician if 
there is no health care agent. A living will 
generally includes:

• Directions for administering pain 
medication

•  Directions on what to provide or
withhold, including CPR and artificial
nutrition

•   A discussion of any religious beliefs
that might impact medical treatment

•  Instructions for funeral or burial
expenses

Durable Power of Attorney for Health Care 
is also known as a health care proxy.  
With these directives, an individual directs  
another person to make health care  
decisions for them if he/she is incapable  
of doing so. Additional powers that could 
be granted to the agent include:

• Access to medical records

•   Authority to transfer the individual to
another facility or another state

•   Ability to authorize a “Do Not
Resuscitate” (DNR) order

•   Postmortem powers to dispose of
the remains, authorize an autopsy or
donate all or part of the body for
transplant or research purposes

•  Admission to a nursing home

• Consent for surgical operations

How often should legal documents 
be reviewed?

Once a legal document is completed and signed, it is often put in a safe deposit box 
or file drawer and comes out again only when a party dies or a conflict arises.

Careful people periodically review and update their legal documents. Just how often 
depends, of course, on the document and what circumstances have changed. 

The following list are some events that may require the updating of a legal document.

Life events

•  Marriage

• Divorce

•  Death of a spouse

•   A substantial change in estate size

•   A move to another state

•  Death of executor, trustee or guardian

• Birth or adoption

•  Serious illness of a family member

•   Change in business interest

• Retirement

• Change in health

•   Change in insurability for life insurance

•   Acquiring property in another state

•  Change in tax (property or probate)
and trust law

•   A change in beneficiary attitudes

•   Financial responsibility of a child
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Many people think that “estate planning”  
is something meant for just the “rich.”  
This is a misconception that all too often 
leads to miscommunication, hurt feelings 
and unhappy surprises. Here are eight  
mistakes people often make and how you 
can avoid them. 

1.  Failing to plan. Estate Planning is
about making sure your wishes are
carried out and that the people and/or
organizations you wish to receive your
assets do so. Working with a team that
includes a financial planner, tax
professional and estate planning
attorney can help put you on course.

2.  Not documenting your wishes. It’s 
important to work with your attorney to 
create:

•  Will: One that spells out what you 
want to have happen to your assets 
and possessions at your death. 
Without a will, state law will determine 
how your property will
be distributed.

•   Durable health power of attorney or 
proxy: Used for assigning the person 
who you want to make health 
decisions for you if you are unable.

•  Durable financial power of attorney: 
Used for assigning the person who will 
make financial decisions if you are 
unable.

•  Living will: Provides clear instructions 
as to what treatment you do or do not 
want if you are terminally ill and 
unable to speak for yourself.

•  HIPAA release form: Several years 
ago the federal government passed a 
law to help protect our health care 
information. In doing so, it made it 
more difficult for our family members 
or trusted individuals to deal with 
health insurance matters at the time of 
our incapacitation. By having this 
special form completed ahead of time, 
you allow those individuals, named in 
your advanced health power of 
attorney, to have access to healthcare 
information to deal with insurance 
matters on your behalf at a time when 
you cannot do so.

Eight common mistakes people 
make with their estates

3.  Not properly setting up guardianship
for minor children. If you do not name
a guardian to care for your minor
children, a judge will appoint one, and
it may not be someone you would have
chosen. Talk to the person ahead of time
about what you are asking. Remember
that the person you are naming as a
guardian doesn’t necessarily have to
be the person that manages the money
that is left for your child’s benefit. You
can name a couple as co-guardians,
but should the couple divorce, custody
will come into question and your
children may not end up with the person
you originally chose.

4.  Not taking advantage of trusts.
The reason to set up a trust is to give
you additional control. Think of a trust
as a container designed to hold money
for your heirs. You decide what you
are going to put into the trust, which
heir gets what in the trust and how it is
distributed. So, a properly structured
trust can help ensure that your plan is
executed exactly the way you intended
it to be. A trust should be drafted by
an attorney with experience dealing
with estate planning and trusts.

5.  Disregarding federal and state estate
taxes. If your estate is subject to federal
or state estate taxes, keep in mind

that they are due within nine months of
death — in cash. This may be a concern
if much of your estate is not actually in
cash. That will mean selling assets, such
as a house, for instance, that you may
have meant to leave to an heir. Federal
and state estate taxes also can eat away
at the assets you meant for your heirs
to enjoy — not Uncle Sam. You can
work with a financial planner, tax
professional and estate planning
attorney to determine which strategies
may best help you avoid this.

6.  Subjecting all assets to probate.
Probate is the legal process of verifying
your will through the courts. It can be
slow and costly and isn’t private —
it’s all a matter of public record. So, if
you didn’t want Cousin Sally to know
Cousin Jimmy is getting your baseball
collection, you’re out of luck. You still
need a will, but there are actions you
can take so that a portion of your
assets does not need to go through
the probate process.

7.  Not being prepared for long term
care. Suppose your partner requires
long term care services. Such care can
be quite costly and can eat away at
assets — assets that you originally had
earmarked for your heirs. The good
news is that you can properly prepare
for the possible need of long term care
while preserving your hard-earned
assets for your heirs.
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8.  Forgetting about digital assets.
Digital is a relatively new and often
overlooked category of assets that you
should consider when creating an estate
plan. Most of us have many digital
accounts, and those accounts may be
inaccessible when a person becomes
incapacitated or dies.

 What’s more, if you have strong
passwords–using different ones for
different accounts and changing them
frequently–you can pretty much
guarantee no one can get easy and
timely access to your digital world
when the time comes.

 So what should you do? An estate
plan can designate a “digital fiduciary”
who has the right to access digital
information, such as login names and
passwords.

 Planning for digital assets is an
important part of good estate planning.
That’s why you should work with an
attorney and make sure you have a plan
to shut down your “online” presence.

These are eight of the more common  
mistakes people make when planning their 
estates. But they don’t have to be your  
mistakes. Work with your team including 
your financial professional, tax advisor and 
estate planning attorney to create a plan 
that will help you avoid these mistakes.

The federal estate tax: Overview

The federal estate tax is a tax on the right 
to transfer property at the date of death.  
The gross estate includes the fair market 
value of all assets owned by the decedent 
as of the date of death, including life  
insurance policies.

•  The estate tax applies only to taxable
estates that exceed the applicable
exclusion amount.

•  Transfers to a U.S. Citizen Spouse
generally qualifies for the unlimited
marital deduction and are free of
the current estate tax. 

•  Upon the death of the first spouse,
if a portability election is made, the
surviving spouse can use the deceased
spouse’s unused exclusion amount.

•  The estate tax return (Form 706) and
any taxes due are generally payable
nine months after the date of death.
In some situations, a portion of the
taxes may be paid to the IRS in
installments.

•   If the value of the estate assets
declines during the first six months
after death (which often happens if the
decedent owned a business), the value
(for all assets) as of six months after
death may be used on the tax return.

•  Lifetime gifts that exceed the annual
gift tax exclusion will also reduce the
estate owner’s remaining applicable
exclusion amount.

Some transfers made during one’s lifetime 
may be brought back into the decedent’s 
estate. A few examples are listed below. 

•  Transfer of life insurance policies within
three years prior to death

•  Transfer of an asset from which the
donor retains an interest income for his
or her life

•  Transfer of an asset where the donor
retains the right to alter or terminate
the transfer

•  Assets placed in joint tenancy with
another are included in the gross estate
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How federal estate tax works

Total the fair market value of all assets the decedent owned
•  Residence, real estate
•  Business interests, stocks, bonds
•  Life insurance, personal property, etc.

1. Determine the gross estate.

Using the taxable estate amount, calculate the federal estate tax

3. Calculate the tax.

For assets passing to someone other than a spouse, reduce the tax by  
the unified credit

Also, other credits may apply

4. Take applicable credits.

After subtracting the credits, any remaining tax is due nine months after  
death — in cash

5. Pay the tax.

Due in cash

Certain items may be deducted to determine the taxable estate amount
•  Assets passing to surviving spouse
•  Debts of the decedent
•  Probate and burial expenses
•  Bequests to charities, etc.
•  State estate and inheritance taxes

2. Subtract the deductions.

How death taxes are paid

5 ways to provide money for death taxes

 1.  The executor may borrow the cash: 
This only defers the problem, since  
the money will have to be repaid  
with interest.

 2.  The taxpayer may pay in cash: Rarely 
does a person accumulate large sums 
of cash. If he or she does, it’s at the 
expense of investment opportunities to 
keep the estate in a liquid position. 

 3.  The taxpayer may sell stock market  
investments: This may be a wise 
choice if the market is “up” when the 
stocks or bonds need to be converted  
to cash. 

 4.  The executor may liquidate other 
assets. If there is not a ready market, 
however, the assets may be sold at a 
great loss.

 5.  The estate can pay the estate  
settlement costs with life insurance 
proceeds. 

Advantages of life insurance

 •   Payment of benefit is quick.

 •   There is generally no income tax on  
the proceeds.

 •   Proceeds may be free of estate tax  
if there is no incidence of ownership. 
This usually involves the ownership  
of the policy by an irrevocable life  
insurance trust.

 •  Payments can be spread out rather  
than paid all at once.

 •  The proceeds are generally not  
subject to probate.

 •    If ownership of the life insurance is 
structured properly, the proceeds can 
provide cash for a predictable and  
certain need that will arise at some 
unpredictable moment.

Death taxes are due in cash within nine months of the taxpayer’s death. 
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Valuation of estate assets

Assets belonging to the deceased estate owner are included in his or her estate at their fair 
market value on the date of death or, if the executor elects, their value six months after the 
date of death.

Listed stocks and 
bonds (including  
over-the-counter)

Mutual funds

Survivor’s annuity 
(under a joint and  
survivor annuity  
contract)

Close corporation
stock

Real estate

Real estate (farm or 
corporate-owned)

Mortgages and notes

Life insurance on  
the decedent’s life

The mean between the highest and lowest quoted selling prices on 
the valuation date.

Valued at their bid price or redemption value (i.e., the amount the 
fund would pay the shareholder if it redeemed the shares on the 
valuation date).

The amount that the same insurance company would require for a 
a single-life annuity on the survivor, as of the applicable valuation 
date.

Fair market value is based on the history and nature of the business, 
economic outlook, book value, earning capacity, dividend-paying 
capacity, goodwill, recent sales of stock, and similar publicly-traded 
company stock.

The fair market value of real estate in the United States or a  
foreign country.

The value may be determined by actual use rather than on its  
highest and best use if certain conditions are met.

The amount of the unpaid principal plus accrued interest, unless a 
lower value can be proven (i.e., an insolvent debtor).

The amount receivable by the estate or by a named beneficiary if the 
deceased insured had any incidents of ownership in the policy at the 
time of his/her death or at any time within the three years ending on 
his or her death.

Type of assets How asset is valued
•  Basic will: A basic or simple will  

generally gives everything outright to a 
surviving spouse, children or the heirs.

•  Will with contingent trust: Frequently, 
married couples with minor children  
will pass everything to the spouse if  
living, and if not, to a trust for their minor 
children until they become more mature.

•  Pour-over will: The so-called pour-over 
will is generally used in conjunction with 
a living trust. It picks up any assets that 
were not transferred to the trust during 
the person’s lifetime and pours them  
into the trust upon death. The assets  
will generally be subject to probate 
administration.

•  Tax-savings will: A will may be used to 
create a testamentary credit shelter trust. 
This trust provides lifetime benefits to the 
surviving spouse, without having those 
trust assets included in the survivor’s 
estate at his or her subsequent death.

 •   Living (revocable) trusts: This type  
of trust, sometimes referred to as a  
“will substitute,” provides both lifetime  
benefits and benefits at death. 
Generally, the creator of the trust 
(sometimes called the settlor or the 
grantor) has full control over the  
principal and income of the trust. Its 
main purpose is to avoid probate, and 
all assets held in the trust at the date of 
the settlor‘s death will not be subject to 
probate. On the death of the settlor, the 
trust can create new trusts to use the 
settlor‘s applicable credit amount. 

   In addition, living trusts can be used  
to set up trusts for beneficiaries who  
are not yet ready to inherit the assets  
outright, because they lack experience 
in financial and investment matters.

 •   QTIP trust: A type of trust known as a 
QTIP trust allows the spouse who dies 
first to specify who will receive his or 
her assets after the surviving spouse 
dies. The use of a QTIP also permits the 
deferral of death taxes on the assets 
until the death of the surviving spouse. 
QTIP means qualified terminable interest 
property. The income earned on assets 
in a QTIP trust must be given to the  
surviving spouse for his or her lifetime, 
and no one other than the surviving 
spouse may be a beneficiary of the  
QTIP Trust while the surviving spouse 
is alive. After the death of the surviv-
ing spouse, however, the assets then 
pass to beneficiaries chosen by the first 
spouse to die, frequently children of a 
prior marriage. 

 •  Qualified domestic trust: Transfers at 
death to a noncitizen spouse will not 
qualify for the marital deduction unless 
the assets pass to a qualified domestic 
trust (QDOT). The QDOT rules require 
a U.S. Trustee and other measures that 
help ensure the collection of a death  
tax at the surviving noncitizen spouse’s 
last demise. 

Types of wills and trusts

There are many varieties of wills and trusts to fit the needs of each individual. Only a  
qualified attorney should draft these documents. A few of the more common documents 
are listed below:
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How a special needs trust works

Trusts for children with disabilities
A parent of a child with a disability should 
review each asset to see whether or not  
it will pass to that child at the time of the 
parent’s death. For example, life insurance,  
annuities, IRAs, pension benefits, and joint 
bank accounts often pass to persons  
other than those named in one’s will or  
trust. If such assets pass to a disabled 
child, however, he or she may lose current  
government benefits. 

One must also decide whether or not to 
disinherit a child with a disability or use  
a special needs type of trust. 

Special needs trusts are generally  
established by the parent or other relatives 
of the disabled child. The trustee should  
have absolute discretion over how to 
expend the trust funds for the benefit of 
the disabled child. 

 •  Government benefits: Government 
benefits should be used to meet  
basic needs such as food, clothing  
and shelter.

 •   Special needs trust: The funds  
from the trust should be used for  
supplementary needs such as utilities, 
medical care, special equipment,  
education, job training or entertainment.

To preserve the public assistance benefits of a person with a disability, such as a child with a 
developmental disability, many people use a special needs trust.  

Parents (or relatives) 
establish atrust

Cash or assets Government benefits

• Food 
• Clothing 
• Shelter

Basic needs:
• Telephone bills 
• Medical care 
• Special equipment 
• Education 
• Entertainment, etc.

Supplementary needs

Don’t try this alone

Since the laws for special needs trusts are very complex and vary from state to state,  
experienced, knowledgeable legal counsel should draft the appropriate documentation and 
provide advice based on your situation and current law. 

Special needs trusts allow family members to provide some benefits to a special needs 
child without causing him or her to lose government benefits. 
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Documents that you need  
when your child turns 18

Turning 18 is a big deal, not just from a parent’s emotional perspective, but legally too. 
Parents may not realize they can no longer make legal decisions. If your child is going away 
to college, many of them do a good job of notifying parents of these matters. However, it is 
probably a good idea to take the initiative by having documents in place. Here are some of 
the primary ones to consider. 

Health care power of attorney/Proxy: 
When we think of a Health Care Power of 
Attorney, it is frequently for an older parent, 
but it is just as important for college-age 
adult children. This document gives parents 
the ability to make decisions about their 
child’s health care. Usually, this is not used 
unless a child becomes incapacitated. If a 
student goes to school in a different state  
it is suggested to have a document from 
each state. 

HIPAA authorization: This authorization 
allows doctors to speak about a student’s 
medical condition with whomever the  
student chooses. Students can also set  
limits on how much and what type of  
information can be shared. This autho-
rization should be kept in a handy place 
because you will need to show it to a  
local medical professional or hospital  
if you should need access to otherwise  
private information. Even with this  
authorization, students might still need  
to sign a release form that is specific  
to their college, as many have varying  
policies and procedures. 

Financial power of attorney: This  
document is a way to allow parents to  
manage their child’s finances. It can 
become effective immediately upon  
signing or at a point in the future. It can  
also permit parents to act on all financial 
matters or have limits on their authority. 
This would be especially useful if the child 
has a car accident or is ill, leaving him or 
her unable to make financial decisions.  
It may also be useful if a child is planning  
on traveling abroad or has an overdrawn 
bank account due to fraud. 

Education record release: The Family 
Educations Rights and Privacy Act (FERPA) 
require students age 18 and older to  
provide written consent (with very few 
exceptions) before grades, transcripts  
and disciplinary actions can be shared  
with parents. This would also include  
notifications of financial-aid documents. 
Colleges usually notify parents of this 
requirement but even so, many may not 
understand the implications or forget to  
act upon it.

Source: Wall Street Journal, December 2017

Lifetime gifts

Lifetime gifts and transfers at death are taxed using a tax schedule that has cumulative  
progressive rates. Each taxable transfer, including the final transfer at death, begins in the 
tax bracket attained by the prior gift. 

The chart below illustrates gifts from 2012 – 2020. 

Calendar year At-death exemption Gift tax exemption

Source: Internal Revenue Service, 2020

$5,120,000

$5,250,000

$5,340,000

$5,430,000

$5,450,000

$5,490,000

$11,180,000

$11,400,000

$11,580,000

$5,120,000

 $5,250,000

 $5,340,000

$5,430,000

$5,450,000

$5,490,000

$11,180,000

$11,400,000

$11,580,000

2012

2013

2014

2015

2016

2017

2018

2019

2020
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Annual gift tax exclusion
Each taxpayer is allowed to transfer/gift  
a certain amount of assets each year  
without concern for gift taxes. This  
annual exclusion amount is currently 
$15,000 per donor and a gift of this  
amount can be given to each of any  
number of donees. If the husband and  
wife agree, they can “split“ gifts and  
give twice this amount to any number  
of children, grandchildren, etc.

Marital deduction
There is an unlimited marital deduction  
for gifts of separate or community  
properties passing from one spouse  
to another. Transfers to spouses who  
are not U.S. citizens are not protected  
by the gift tax marital deduction,  
but a non-citizen spouse is entitled  
to a special annual gift tax exclusion  
if such a gift would qualify for the  
marital deduction if the spouse were  
a U.S. citizen.

Educational or medical expenses
A donor may give, free of gift tax  
consequences, unlimited amounts for  
a donee’s school tuition or qualified  
medical expenses. Such gifts must be  
made directly to the school or health  
care provider and not to the donee.

Deductibility for income tax purposes
Gifts to family and /or other loved ones, or 
gift taxes, are not deductible for income tax 
purposes. Gifts may be deductible if made 
to a qualified charity.

Gift tax returns: These returns are filed 
annually on April 15 of the year following the 
gift for amounts above the annual gift tax 
exclusion, or if a husband and wife agree to 
split gifts. 

Includability of gifts in the estate
Gifts made by a decedent more than three 
years from the date of death are generally 
not considered in the computation of the 
gross estate. Gifts above the annual gift tax 
exclusion amount, even if made beyond  
three years of death, are generally added to 
the taxable estate as adjusted taxable gifts. 
This can push the assets remaining in the  
taxable estate into higher tax brackets;  
however, the appreciation of the assets from 
the date of the gift until the date of death is 
not brought into the computation. 

Death proceeds of life insurance policies, 
however, are still included in the gross 
estate if the decedent relinquished an  
incident of ownership (which includes  
making a gift of the policy) within three 
years of death. Certain incomplete transfers  
will also be included in the gross estate 
without regard to when they were made. 

Annual exclusion gifts

By following a consistent program of annual lifetime gifts to children or grandchildren, an  
estate owner can dramatically reduce his or her taxable estate. 

The following hypothetical chart illustrates the results of such a gifting program. It assumes  
that the gifts are made at the beginning of each year and will grow at 6% annually outside  
the donor’s estate. A person can give up to $15,000 per year in 2020 to any number of  
people without incurring a gift tax. 

This material and any estate, gift or generation skipping transfer (GST) tax (together referred to as “transfer 
tax”) calculations reflect the law established under the American Taxpayer Relief Act of 2012 (the “Act”)  
along with changes made by the recent Tax Cuts and Jobs Act. Starting in 2018, the transfer tax exemption 
amount has been increased from $5,000,000 to $10,000,000 (before adjustments for inflation) per person, 
provides a maximum transfer tax rate of 40% and provides for continuing portability of the estate tax  
exemption between spouses. Customers should understand that tax law is always subject to interpretation 
and change. Any discussion of taxes is for general informational purposes only, does not purport to be  
complete or cover every situation, and should not be construed as legal, tax or accounting advice. Clients 
should confer with their qualified legal, tax and accounting advisors as appropriate.

State estate and inheritance tax rules vary widely: a few states have no estate or inheritance taxes while  
others have a separate estate tax with varying exemption amounts. Thus, while you may have no Federal 
estate tax liability, your estate may owe some to the state in which you resided. If you’ve got enough assets  
to think your estate may have to pay estate taxes, you’ll probably fall into a discussion that’s beyond the  
scope of this session—and it’s probably best handled by your attorney and/or tax advisor with specialized 
knowledge and planning skills.

Number of years over which gifts are made

Annual gift 5 years 10 years 15 years 20 years 25 years

$13,000 

26,000 

39,000 

52,000 

65,000 

78,000 

91,000

104,000

117,000 

130,000  

143,000

156,000  

$519,905 

1,039,811 

1,559,716 

2,079,622

2,599,527 

3,119,433 

3,639,338

4,159,244  

4,679,149 

5,199,054

5,718,960  

6,238,865 

$769,033

1,538,066

2,307,099

3,076,132   

3,845,165

4,614,198

5,383,231

6,152,264    

6,921,297

7,690,330  

8,459,363 

9,228,396

$90,679 

181,358 

272,037 

362,717 

453,396 

544,075 

634,754 

725,433

816,112

906,791

997,471 

1,088,150 

$194,631

389,263 

583,894

778,525

973,157   

1,167,788 

1,362,419

1,557,051

1,751,682   

1,946,314 

2,140,945

2,335,576  

$333,743

667,486 

1,001,229

1,334,971  

1,668,714 

2,002,457 

2,336,200 

2,669,943 

3,003,686

3,337,429  

3,671,172

4,004,914 
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MetLife administers the Retirewise program, but has arranged for specially-trained third party financial  
professionals to offer financial education and, upon request, provide personal guidance to employees and 
former employees of companies providing Retirewise through MetLife.  

Any discussion of taxes is for general informational purposes only, does not purport to be complete or cover 
every situation, and should not be construed as legal, tax or accounting advice. Clients should confer with  
their qualified legal, tax and accounting advisors as appropriate.

MetLife Auto & Home® is offered by Metropolitan Property and Casualty Insurance Company, (Met P&C®)  
Warwick, RI 02887. Not available in all states.
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This disclosure slipsheet must be handed out with all Retirewise® 

workbooks and exercise booklets at workshops. 

 

MetLife  administers  the  Retirewise  program,  but  has  arranged  Securities  and 

investment advisory services offered through qualified registered representatives 

of MML Investors Services, LLC. Member SIPC. www.SIPC.org.  

6 Corporate Drive, Shelton, CT 06484, Tel: 203‐513‐6000.  
MML Investors Services LLC. Is not affiliated with MetLife. 
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