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Annuities:
Guaranteed Lifetime 

Income Riders



There Are Many Reasons 

 

It doesn’t matter why, how, etc.  

•Companies cannot manage the payments 

due to miscalculation of longevity 

•Companies cannot manage the payments 

due to inherent randomness of financial 
markets 

•Companies have other priorities, like sur-

vivng in a globally competitive world. The 

competitors don’t really care about the chal-

lenges that your employer faces (nor should 

they). 

 

The fact is that the traditional pension, one 

that pays until you pass away, is gone for-

ever. Formally, this was known as Defined 
Benefit. 
 

It is now replaced by Defined Contribution, 
where you are the contributor. In an IRA, 

the contributor is you. In variations, there 

are 401(k), etc, where the employer may 

contribute, or not. However, the guaranteed 

income stream is gone: you are left to man-

age the liquidation of the new structures. 

Therein lies the fundamental problem. 

 

You will need to rely on yourself to man-

age the liquidation of your lifetime savings 

throughout the remainder of your life.

Traditional Pensions 

Are Gone Forever



This is extreme but correct. The point here 

is that let’s presume you need to withdraw 

$7500 a month to pay for monthly expenses. 

Source: Penn Mutual

Timing is Everything



The problem is that the timing of market 

movements is vital when you are withdraw-

ing money from retirement savings/accounts. 

 

As you can see in the table, if the market 

goes straight down during the first year, 
and when you liquidate to pay for expenses, 

then you are “selling at the low.” Even if it 

“all works out in the end” for the market as 

a whole, that doesn’t mean it has worked out 

for you. This is the fallacy of the idea that 

“stocks are better over the long run.” 

  

That entirely presumes that you are not 

withdrawing at any point in between, which 

is untrue when you need to withdraw from 

retirement savings in order to pay for expens-

es, even if those expenses are known. 

This becomes worse if there are unplanned 

expenses. 

 

The point here is that you can easily 

find “invest for the long run,” but when 
you are liquidating your savings to live 
and pay expenses, those occur no mat-
ter what. Those bills do not magically 
cease when the markets are lower. 
The challenge is: can you manage this 
process by yourself? 

 

For some, you can, but as you can see, it is 

difficult. If your savings always grows be-

cause the market is continually higher, then 

it is convenient to take false credit for “man-

aging it well.”  

When it goes the other way, this is the rea-

son for virtually all financial distress. 
It is not a single issue that strikes, it is when 

multiple issues arise at the same time, it is 

known in everyday language: Murphy’s Law.



In Theory, Yes 

 

It may be possible to withdraw a given 

amount from your accounts in a very dis-

ciplined way. For example, you could sys-

tematically sell or liquidate your savings/

retirement funds every month or year or 

whatever. 

 

In Practice, Difficult

The problem is that you are effectively risk-

ing selling securities at the low. 

 

Example, let’s say you own an IRA worth 

$100,000, and you need to withdraw $1,000 a 

month. It is entirely invested in the S&P 500 

via shares of SPY (an ETF that mimics the 

performance of the S&P500). 

 

At the end of December 2018, you withdraw 

$1,000, your account is now worth $99,000. 

You have just missed out on an 8% return 

during the month of January 2019. That 

$1000 would’ve been worth $1080. 

 

The point: you can be left with self-doubt 

and worries about what remains. Worse, the 

actual results can be problematic.  

 

That is shown on the table on page 3 (of 13).

Can You Create This 
Stream Yourself?



Deposit Today, Liquidate Later 

 

Day 1: Deposit. 
Day X: You liquidate, based off a num-

ber called the “income base.” It is a cal-

culated, guaranteed number, determined by 

the carrier. It is determined by your age and 

a formula. Every seller has it own, unique 

formula. 

 

There are liquidity restrictions, which is why 

the amount cannot be the entirety of your 

savings. Note that most annuities have the 

penalty-free option of a 10% withdrawal, 

after a specified period of time.  
 

Simple Example 

Let’s say you deposited $100,000 at age 70. 

After 10 years, this amount can be approx-

imately $12,000 a year. That payment will 

last as long as the “second to die.”  

 

It does not decline if the first spouse passes 
away (unlike traditional pensions or Social 

Security, when the amount usually declines 

and you cannot receive two Social Security 

checks). 

The payment pattern can depend on your 

selection (life only, period certain, etc, de-

scribed by the carrier, in advance of selection 

of the payout pattern). 

How Does It Work?



Yes, For a Number of Reasons 

 

The “investment-like” performance of 
the annuity will unlikely exceed the cal-
culated income base. 
The issuer of these annuities state a guaran-

teed amount, lets call it $ZZZ, for every point 

in time in the future. 

There are allocation options inside every an-

nuity. Let’s say you allocate your deposit into 

100% of the S&P500 with participation per-

centages and caps, but no downside risk. That 

amount is reported to you, and let’s call that 

number $YYY. 

 

The point? The likelihood of $YYY > $ZZZ is 

very low. The issuer has used the difference to 

buy the “insurance” mentioned with the com-

plicated formula shown earlier. The value of 

$YYY doesn’t go down, due to this protection 

that is purchased by the issuer (or theoretical-

ly calculated). That also limits the upside. 

 

The point is that you are shifting lon-

gevity risk to the issuer. It is very import-

ant to crystallize and clarify the objective for 

any deposit into any annuity. The guaranteed 

lifetime income rider adds an extra layer of 

income which never expires. 

For many, this is useful because it reduces the 

stress and burden of watching your accounts 

go up and down beyond your control.

Should I Always 

Liquidate?



Possible, Maybe 

 

The issue is that Indexed Annuities have 

downside protection. To replicate this would 

take knowledge and experience to create a 

“put option” on the portfolio. A “put option” 

can be thought of “insurance,” its value goes 

up if a certain event occurs (the market going 

down). 

 

The pricing of put options is not trivial. There 

is an open market, and the price is never zero. 

It costs money to buy this. The value is deter-

mined, in theory, by this formula.

 

 
Important disclosure: this is my “home base,” as trad-

er of bond “put options” and “call options.” 

Can Your Broker 

Mimic This?



Your Broker May Not Tell You 

As you can from the prior section, the task 

is difficult and many do not understand this 
is the task at hand. To make matters worse, 

the issue is that your broker may be paid a 

management fee, based on the amount in a 

brokerage account.  

 

Therefore, he/she is inherently motivated for 

you to not withdraw, and deposit in other 

programs, even if you fully understand the 

difficulty of administering it yourself. 
 

It’s a Win/Win (for the Broker) 
If the market goes up, then the Broker gets 

the credit. If the market goes down, and 

you are the forced seller at that time, due 

to financial needs which may be planned or 
unplanned, then the Broker’s description can 

be “in the long run, markets revert to nor-

mal.” Ah, if only that is the way that real life 

worked.... 

 

In both instances, the Broker gets the man-

agement fee. 

 

Setting money aside, and depositing into 

a program where you do not have to worry 

about the management of liquidation? That 

would run exactly opposite to a broker’s 

inherent motivation, because that is now no 

longer “assets under management.” 

Brokers’ Inherent 
Conflict



Guidelines 

 

Rule 1. Follow the cash flow. The formulas 

are created by all the different sellers, with 

slightly different variations. The payout calcu-

lation is also determined by the sellers, all dif-

ferently. The way to compare them? Compare 
the guaranteed income amount when 
you “hit the income button.” 

Don’t let the carrier-specific jargon (Premier 
Guaranteed Income Plus, etc) fool you. Just 

follow the cash flow. 
 

Rule 2. Work backwards. People ask “how 

much is appropriate?” This is a calculated 

number. You need to understand what your 

anticipated expenses will be. We know that 

unexpected events will occur. That said, you 

need to have an estimate, a baseline. 

 

The “art” here is balancing the income needs 

with the need for liquidity. As mentioned, life 

can throw a curveball. Annuities have excess 

withdrawal penalties, so you don’t want to 

withdraw in advance of “hitting the income 

button.”  

 

That is key in our planning approach, to un-

derstand what your estimate of costs will be, 

and then also understand there is a need for 

a reserve.

Conclusions



Rule 3. Keep Separate Things Separate. 
It is convenient to be lured into believing 

that a single solution will fit all of your 
needs. That is unlikely for a number of rea-

sons. 

Generally speaking, when you attempt to 

eat at an all-you-can eat buffet, that does 

not mean that you are buying the best single 

dish for you. Same thing here. Something is 

being compromised. That is the case in every 

annuity.  

 

Choosing the balance between what you 

want, versus what you “need,” is not easy. 

Our recommendation is to “divide” your re-

tirement savings and state a specific reason 
for the different “sections” of your retirement 

pot. 

 

Total retirement savings pool = Income + 

Remaining Risk.  

 

If you clearly state the amount required to 

generate the income you want/need, then you 

can examine what amount is in Remaining 

Risk. The allocation betweeen them is indi-

vidualized. The reason for this article is to 

explain how to generate the income, and that 

there are messages you receive, which may 

not reveal everything to you.

Conclusions
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 That balance is best addressed with an in-

tegrated plan, because “Remaining Risk” is 

determined by financial markets, and your 
risk appetite. 

 

The bottom line is that it is your money. 

If you believe there is the need for an extra 

“income layer,” then once you understand 

how income annuities work, then you can 

determine the amount that can be deposited. 

 

From that point, you will have a “remain-

der,” which is called Remaining Risk. Within 

the Remaining Risk amount, that also needs 

to be allocated in a coordinated fashion, be-

cause now, you have addressed the need for 

additional, stable, guaranteed income. 

 

Ask us anything. Our job here?  
•Help people decide whether income annu-

ities fit your objectives/needs, 
•Find the proper “size” or allocation, given 

the facts. 

•Find the optimal contract among the dizzy-

ing array of options sold in a hyper-competi-

tive world.
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