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. rofessor Mandell, editor of Financial Services Review,

REtlrement invited me to contribute an article related to financial

Requires a research for the individual for the first issue of this
journal. Since the subject is not my specialty, it was

Different uncharacteristically risky of me to have accepted the
invitation. But an evening of reflection convinced me
Approach that there were clear differences in the central features

of investment for institutions and investment for
individuals, that these differences suggest differences in
desirable research methodology, and that a note on

these differences may be of value.” J

Financial Services Review, 1991

Harry Markowitz

A\ Retirement Researcher

What’s Different About Retirement?

e Reduced earnings capacity
*Visible spending constraint }“’8\ ‘1 %. S
* Heightened investment risk

e Unknown longevity

e Spending shocks

e Compounding inflation

* Declining cognitive abilities

© Wade Pfau, Ph.D., CFA, RICP, 2020 2



www.mutualmortgage.com Webinar Series 3.18.20

y_ﬁﬁ Retirement Researcher

Pre-Retirement

VS.

Retirement

5
Key Retirement Risks
Longevity Risk
Unknown Planning Horizon
: Personal
Macro/Market Inflation Spending
Investment Volatility Rising Costs of Living Health & Long-term Care
iR liatly
Sequence of Returns Fraud/Theft
6
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Survival Probabilities
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Source: Society of Actuaries, 2012 Individual Annuity Mortality tables, with projections for 2020
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5 10 15 20
Year in Retirement

Market Risk: Fixed vs. Random Returns

Wealth Glidepath Over
a 30-Year Retirement

For a 6.3% Initial
Withdrawal Rate, 50/50
Asset Allocation,
Inflation Adjustments

Using SBBI Data, 1926-2019,
S&P 500 and Intermediate
Term Government Bonds
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Basis for the 4% Rule
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Maximum Sustainable Withdrawal Rates

1
1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990

Retirement Year

For 50/50 Asset Allocation, 30-Year Retirement, Inflation Adjustments, No Fees
Using SBBI Data, 1926-2019, S&P 500 and Intermediate Term Government Bonds

."A\ Retirement Researcher

Maximum Sustainable
Withdrawal Rates for
Retirees

Global Returns Dataset,
1900-2017

Asset Allocation:
50% Stocks & 50% Bills

Note: Assumptions include a thirty-year retirement duration, no
investment fees, constant inflation-adjusted withdrawal
amounts, and annual rebalancing.

Success Rate for Withdrawal Rate

SAFEMAX 4% Rule for 90% Success

Canada 4.0% 99% 4.6%
United States 3.9% 98% 4.4%
New Zealand 3.8% 92% 4.1%
Denmark 3.7% 93% 4.2%
United Kingdom 3.4% 78% 3.8%
Australia 3.2% 78% 3.5%
Switzerland 3.1% 69% 3.4%
Sweden 3.1% 87% 3.8%
South Africa 3.0% 85% 3.9%
Norway 3.0% 56% 3.1%
Netherlands 2.8% 80% 3.8%
Ireland 2.8% 66% 3.2%
Spain 2.2% 51% 2.6%
Portugal 1.5% 55% 1.8%
Belgium 1.5% 53% 1.9%
Finland 1.3% 61% 1.8%
Germany 1.2% 56% 1.6%
France 0.9% 36% 1.3%
Italy 0.8% 26% 1.1%
Japan 0.3% 63% 0.3%
Austria 0.1% 39% 0.1%
Across

Countries 68% 2.8%

10
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Lifetime Sequence of Returns Risk

Relative Importance for Annual Returns

50/50 Asset Allocation,
Inflation-Adjusted Spending
100,000 Monte Carlo Simulations
Based on SBBI Data, 1926—-2019, 0 10 20 30 40 50 60
S&P 500 and Intermediate-Term Government Bonds Year

11

‘JA\ Retirement Research

Managing Volatility in Retirement
*Spend Conservatively

- Spending Flexibility

* Reduce Volatility

- Buffer Assets — Avoid Selling at Losses

12
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Retirement Goals

Longevity

retirementresearcher.com

13
Retirement Optimization Plan
GOALS ASSETS LIABILITIES
- | Essential
SR Expenses
S::;bility
: . ‘g Di ti
Hifestyle Diversified s
Portfolio
g -
Liquidity Reserves il Contingencies
14
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Sources of Investment Spending

Interest,
Dividends

Capital Gains

(Risk
Premium)

15

fé\ Retirement Researcher

Sources of Annuity Payments

Variable Annuities

‘ Risk Premium too

Mortality
Credits
(Risk Pooling)

Survival-Weighted
u Present Value of Cash Flows

16
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This chart illustrates a hypothetical example and does not represent the performance of any product.

110

Income Sources for
Income Annuity

Assumptions:

65-Year Old Female, $1 million
Bond Ladder Planning Age: 100
0.5% fixed real yield curve

Society of Actuaries
Individual Annuitant Mortality Table
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fixed real return of 0.5%. Stocks earn an arithmetic average real return of 6.5% with a 20% annual volatility.
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Polling Question

* Have recent market declines left you more open to exploring the idea
of reverse mortgages as an option for clients?

19

/é\ Retirement Researcher

2ND EDITION

Reverse

Mortgages REVERSE
MORTGAGES

How to use Reverse Mortgages to Secure Your Retirement

Wade Pfau, Ph.D., CFA

20
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Managing Volatility in Retirement

* Spend Conservatively

(tenure payment, refinance mortgage, Social Security delay bridge)
- Spending Flexibility
* Reduce Volatility

* Buffer Assets — Avoid Selling at Losses

(coordinated spending strategies)

21
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Sequence Risk and the Portfolio Impact of Spending Levels

Inflation-Adjusted Spending Defined as a Percentage of Retirement Date Assets, No Fees

Using SBBI Data, 1966-1995, S&P 500

$0
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Sequence Risk and the Portfolio Impact of Skipping a Year of Distributions
Using SBBI Data, 1966-1995, S&P 500
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Sequence Risk and the Portfolio Impact of Skipping a Year of Distributions
Using SBBI Data, 1966-1995, S&P 500
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The Spectrum of Potential Reverse Mortgage Uses

Refinance an Existing Mortgage

Portfolio/Debt Coordination Transition from Traditional Mortgage to Reverse Mortgage

for Housing Fund Home Renovations to Allow for Aging in Place
HECM for Purchase for New Home
Spend Home Equity First to Leverage Portfolio Upside Potential
Coordinate HECM Spending to Mitigate Sequence Risk
Use Tenure Payments to Reduce Portfolio Withdrawals
Tenure Payments as Annuity Alternative
Social Security Delay Bridge
Tax Bracket Management & Taxes for Roth Conversions

Portfolio Coordination
for Retirement Spending

Funding Source
for Retirement Efficiency

Improvements
Premiums for Existing Long-Term Care Insurance Policies
Support Retirement Spending After Portfolio Depletion
Preserve Credit Protective Hedge for Home Value
as Insurance Policy Provides Contingency Fund for Spending Shocks

(In home care, health expenses, divorce settlement)

© 2020 Wade D. Pfau, www.retirementresearcher.com

25
.".\ Retirement Researcher
Reverse Mortgage Conclusions
* Conventional wisdom hurts retirement sustainability: HECM shouldn’t be last
resort
* Strategic HECM use: improved retirement sustainability, larger legacy
* WHY IT WORKS: Buffer to Mitigate Sequence Risk; Growing Line of Credit
* Low interest rates favor HECM (unlike everything else)
* HECM helps middle class: more benefits when home value is large relative to
portfolio size (and when home value is under $765,600)
* Responsible use of HECM can improve retirement income efficiency
26
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Key Takeaways

* Retirement income planning means managing a combination of
longevity risk and amplified investment volatility

* Investments alone do not best manage these risks

* Tools such as annuities and reverse mortgages can help to preserve
investments in the face of these risks

27
5 Wade Pfau, Ph.D., CFA, RICP
QUESt|0nS RICP Curriculum Director

The American College of Financial Services
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IND EDITION

Dr. Pfau’s Four Nevers

ol T PRI BRIV Bt SERES

NEVER give up title to the home. GE%EQGSEE
The bank does not get the house.

e o et Ui g b T it et |

ke iz, PRI, CFA

NEVER owe more than home’s value.

Neither the homeowner nor his estate are subject to a deficiency judgment. Any remaining equity
beyond the loan balance belongs to the borrower or his heirs.

NEVER be forced to move.
Should the available credit be exhausted the homeowner has the right to remain in the home.

NEVER monthly payment required on principal or interest.
No payment is ever expected until the last borrower leaves the home permanently.

* Until the last borrower dies, moves or sells. Like all mortgages, the borrower must stay current on property
@ MuruarOmana obligations such as taxes and insurance and maintain the home in reasonable repair. © 2000 Giordano

MORTGAGE

29
Academy for Home Equity in
Bibliography Financial Planning
HOME EQUITY IN
FINANCIAL PLANNING
Shelley Giordano, Enterprise Integration :
Mutual of Omaha Mortgage
E: sgiordano@mutualmortgage.com
the
Puzzle
= Dr. Craig Lemoine
MuruarOmana R
@ Momgg https://ahe.illinois.edu/
30
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Would you like a copy? Send an email
to Shelley Giordano

sgiordano@mutualmortgage.com
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The Advisor's Guide to

REVERSE
MORTGAGE

Why the Home Asset Powers a
More Secure Retirement

TRILLION

Q?phmlze the
$6 trillon +
Semor Housing
Treasure

MONETIZING
AMERICA'S

Retirement —

S
DIVERSIFY
An llliquid,
Indivisible
Non-Market
‘@ Mumﬂlg‘omﬂHﬂ Correlated
MORTGAGE Resource

Save the date!

The Platinum Retirement
Challenge: Grey Divorce

Lili Vasileff, CFP®, CDFA®,
MAFF® with specialty in
Matrimonial Litigation,
President of Wealth
Management Protection

Wednesday, May 20, 2020
2-3 pm ET/1-2 pm CT, 11 am —12 pm PT

@ MuruarOmana

MORTGAGE

32
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advice. Please consult a financial advisor.

These materials are designed to provide the reader with a general overview and understanding of the topic(s) presented and are not intended as a substitute for
consultation with qualified legal counsel regarding the manner in which the laws, regulations, and guidelines covered may apply to a particular fact pattern or
business model. No part of this presentation may be reproduced, forwarded, copied, or redistributed in any form or by any means without the prior written consent
of Synergy One Lending, Inc. d/b/a Mutual of Omaha Mortgage. This presentation could include technical inaccuracies or typographical errors. Mutual of Omaha
Mortgage does not guarantee the accuracy of the information provided and disclaims any and all express or implied warranties, including, but not limited to, any
warranties of merchantability or fitness for a particular purpose or use. This presentation should not be construed as legal advice or relied on as a sole resource for
any part of the Home Equity Conversion Mortgage program. Unauthorized reproduction, forwarding, distribution or display of this copyrighted work is subject to
criminal and civil penalties under federal law. These materials are not from and were not approved by HUD or FHA.

Synergy One Lending Inc. d/b/a Mutual of Omaha Mortgage, NMLS ID 1025894. 3131 Camino Del Rio N 190, San Diego, CA 92108. Alabama Consumer Credit License
22123; Alaska Broker/Lender License AK1025894. Arizona Mortgage Banker License 0926603; Arkansas Combination Mortgage Banker/Broker/Servicer License
109250; Licensed by the Department of Business Oversight under the California Residential Mortgage Lending Act, License 4131356; Loans made or arranged
pursuant to a California Finance Lender Law license, 60DB093110; Colorado Mortgage Registration 1025894; Connecticut Mortgage Lender License ML-1025894;
District of Columbia Mortgage Dual Authority License MLB1025894; Florida Mortgage Lender Servicer License MLD1827; Hawaii Mortgage Loan Originator Company
License HI-1025894; Idaho Mortgage Broker/Lender License MBL-2081025894; lllinois Residential Mortgage Licensee MB.6761115; Indiana-DFI Mortgage Lending
License 43321; lowa Mortgage Banker License 2019-0119; Kansas Mortgage Company License MC.0025612; Kentucky Mortgage Company License MC707287; Maine
Supervised Lender License 1025894; Maryland Mortgage Lender License 21678; Massachusetts Mortgage Broker and Lender License MC1025894; Michigan 1st
Mortgage Broker/Lender/Servicer Registrant FR0022452; Minnesota Residential Mortgage Originator Exemption MN-OX-1025894; Mississippi Mortgage Lender
1025894; Missouri Mortgage Company License 19-2472; Montana Mortgage Broker and Lender License 1025894; Nevada Exempt Company Registration 4830.
Licensed by the New Hampshire Banking Department, Mortgage Banker License 19926-MB; Licensed by the New Jersey Banking and Insurance Department. New
Jersey Residential Mortgage Lender License 1025894; New Mexico Mortgage Loan Company License 1025894; North Dakota Money Broker License MB103387; Ohio
Residential Mortgage Lending Act Certificate of Registration RM.804535.000; Oklahoma Mortgage Lender License ML012498; Oregon Mortgage Lending License ML-
5208; Rhode Island Lender License 20163229LL. Rhode Island Loan Broker License 20163230LB; South Carolina BFI Mortgage Lender/Servicer License MLS-1025894;
South Dakota Mortgage Lender License ML.05253; Tennessee Mortgage License 190182; Texas Mortgage Banker Registration 1025894; Utah Mortgage Entity License
8928021; Vermont Lender License 6891; Virginia Mortgage Broker and Lender License, NMLS ID #1025894 (www.nmlsconsumeraccess.org); Washington Consumer
Loan Company License CL-1025894; Wisconsin Mortgage Banker License 1025894BA; Wyoming Mortgage Lender/Broker License 3488. (866) 200-3210. Subject to
Credit Approval.

Charges such as an origination fee, mortgage insurance premiums, closing costs and/or servicing fees may be assessed and will be added to the loan balance. As long
as you comply with the terms of the loan, you retain title until you sell or transfer the property, and, therefore, you are responsible for paying property taxes,
insurance and maintenance. Failing to pay these amounts may cause the loan to become immediately due and/or subject the property to a tax lien, other
encumbrance or foreclosure. The loan balance grows over time, and interest is added to that balance. Interest on a reverse mortgage is not deductible from your
income tax until you repay all or part of the interest on the loan. Although the loan is non-recourse, at the maturity of the loan, the lender will have a claim against
your property and you or your heirs may need to sell the property in order to repay the loan, or use other assets to repay the loan in order to retain the property.

*These materials are not from HUD or FHA and the document was not approved by HUD, FHA or any Government Agency.

. MutuarOmana
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Synergy One Lending Inc. d/b/a Mutual of Omaha Mortgage, NMLS ID 1025894.

3131 Camino Del Rio N 190, San Diego, CA 92108.Subject to Credit Approval. [a] Equal Housing Lender
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