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RETREMENT PLANNING SYSTEMAND 
METHOD 

BACKGROUND OF THE INVENTION 

0001. The present invention relates generally to the field 
of retirement investment planning systems and methods. 
0002 Different individuals have different financial goals 
for retirement. For many people, an important financial goal 
during retirement is to have “income forever.” That is, such 
individuals wish to avoid running out of money while they 
are still alive. As part of this desire, individuals want to have 
enough money to pay long term care costs and health care 
costs during later years in life. At the same time, many 
people want to have money for leisure spending, particularly 
in the early years of retirement, to enjoy some of the things 
that they did not have the time to enjoy previously, such as 
traveling. Also, many people want to have money to pass on 
to heirs and/or charitable organizations. 
0003 Individuals may have different tolerances for dif 
ferent types of risk in connection with different ones of the 
above goals. For example, the retiree may be relatively risk 
averse in connection with the retiree’s desire to avoid 
running out of money. On the other hand, in order to have 
the potential of greater investment returns, the retiree may be 
willing to live with more risk in connection with wealth to 
be passed on to heirs and/or charitable organizations. Dif 
ferent levels of risk tolerance have different implications for 
the types of investments that a retiree should be holding and 
the return on investment which the retiree can reasonably 
expect. 

0004 Planning for retirement is difficult due to the many 
seemingly conflicting goals and risks that a retiree faces. 
Retirees may have accumulated retirement savings well in 
excess of what is needed to provide for basic needs spend 
ing, but may be overly-cautious about spending it too 
quickly during early years of retirement, preventing them 
from fully enjoying the traveling and other activities that are 
Supposed to be part of the golden years of life. Maximizing 
the benefit that can be derived from a given set of retirement 
assets can be difficult, particularly while taking into account 
a given retirees tolerance for risk. 
0005. An ongoing need exists for retirement planning 
tools which help maximize the benefit that can be derived 
from a given set of retirement assets, while also taking into 
account a given retiree's tolerance for risk. An ongoing need 
also exists for retirement planning tools which allow for an 
accurate identification of the goals of the retiree and asso 
ciated risks, which help distinguish between different invest 
ment goals, and/or which help plan more efficiently for each. 
Although certain advantages of systems and methods which 
incorporate the teachings herein are described, it will be 
appreciated that the teachings herein may be used to imple 
ment other systems and methods which do not exhibit some 
or any of these advantages, but rather which exhibit other 
advantages. 

SUMMARY OF THE INVENTION 

0006. One exemplary embodiment of the invention 
relates to a computer-implemented retirement planning sys 
tem. The system comprises data collection logic, modeling 
logic, and report generation logic. The data collection logic 
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is configured to receive data pertaining to an individual 
planning for retirement. The retirement modeling logic is 
configured to process the data to generate parameters of a 
retirement plan. The retirement plan comprises a retirement 
income arrangement in which the amount of inflation 
adjusted retirement income (from sources other than long 
term care insurance and health insurance) is larger during 
early years of the retirement plan and decreases as the 
maximum life expectancy of the individual is reached. The 
report generation logic is configured to generate a retirement 
plan report describing the retirement income arrangement. 
0007 Another exemplary embodiment of the invention 
relates to a computer-implemented retirement planning 
method. The method comprises receiving user inputs indi 
cating a level of income an individual considers to be a worst 
case scenario basic needs level of income. The method 
further comprises receiving user inputs indicating the indi 
viduals tolerance for risk in connection with the prospect 
that actual retirement income during a final phase of retire 
ment may be less than the basic needs level of income. The 
method further comprises generating a retirement plan based 
on (1) the worst case scenario basic needs level of income 
and (2) the individuals tolerance for risk in connection with 
the prospect that the actual retirement income during the 
final phase of retirement may be less than the worst case 
scenario basic needs level of income. 

BRIEF DESCRIPTION OF THE DRAWINGS 

0008 FIG. 1 is a retirement planning system according 
to an exemplary embodiment. 
0009 FIG. 2 is a chart showing spending habits taken 
into consideration by the retirement planning system of 
F.G. 1. 

0010 FIG. 3 is a retirement plan generated by the system 
of FIG. 1. 

0011 FIG. 4 is a graph showing model retirement 
income generated by the retirement plan of FIG. 3. 
0012 FIG. 5 is a retirement planning process imple 
mented by the system of FIG. 1. 
0013 FIGS. 6-8 are screen displays that may be provided 
by data collection logic of FIG. 1 to elicit information from 
a U.S. 

0014 FIGS. 9-11 are graphs showing hypothetical retire 
ment income generated during different phases of by the 
retirement plan of FIG. 3. 
0015 FIG. 12 is a graph combining the graphs shown in 
FIGS. 9-11. 

0016 FIG. 13 is a graph showing a range of outcomes 
that may be achieved by the retirement plan of FIG. 3. 

DETAILED DESCRIPTION OF THE 
PREFERRED EMBODIMENTS 

0017 Referring to FIG. 1, a retirement planning system 
10 is shown. System 10 may be implemented, for example, 
using a programmed computer (e.g., a desktop computer, 
laptop computer, etc.) provided with program modules 
including routines, programs, objects, components, data 
structures, etc. that perform particular tasks described 
herein. Planning system 10 may be accessed locally or 
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remotely (e.g., logic for planning system 10 may be stored 
and accessed locally, or may be provided on a server and 
made available to a user remotely via the World Wide Web). 
The program modules may be custom programmed or may 
be based on commercially available software (e.g., a spread 
sheet program operating on a data file which incorporates 
the teachings provided herein). 

0018. Retirement planning system 10 may be used to help 
a retiree plan for retirement. Herein, the term “retiree’ is 
used to refer to any person planning for retirement (i.e., 
regardless whether that person is already retired). A retiree 
may plan for retirement alone or with the assistance of a 
third party, such as a financial planner, investment adviser, 
other representative of a financial services company, and so 
O. 

0.019 Retirement planning system 10 comprises data 
collection logic 12, modeling logic 14, and report generation 
logic 16. Data collection logic 12 are used to receive input 
from the retiree (e.g., directly, by way of a financial planner 
or investment adviser, etc.). Data collection logic 12 may 
comprise screen displays and data collection fields that are 
presented to the user in the form of a questionnaire. For 
example, data collection logic 12 may be used to collect 
financial data concerning the retiree (e.g., existing assets, 
Sources of income including other retirement plans, spend 
ing habits, budgets, and so on). Data collection logic 12 may 
also be used to collect data concerning the retiree’s goals 
(e.g., how much does the retiree wish to give to charities, 
how much does the retiree wish to leave to heirs, and so on). 
Data collection logic 12 may also be used to collect data 
concerning the retiree's tolerance for risk. For example, data 
collection logic 12 may configured to pose a series of 
questions to a borrower that elicit information which may be 
used to evaluate the retiree’s tolerance for risk. Such infor 
mation may be obtained by posing a series of quantitative 
and/or qualitative questions to the borrower. Examples of 
such questions are described in detail below. 
0020 Modeling logic 14 is used to process the data 
provided by the retiree and collected by data collection logic 
12. For example, modeling logic 14 may be used to convert 
data provided by the user into data useable to generate 
potential retirement plans. For example, as previously noted, 
data collection logic 12 may pose qualitative questions 
asking the retiree to select from predefined answer choices. 
Modeling logic 14 may comprise equations and weighting 
coefficients useable to generate a composite profile of the 
retiree’s answers to certain types of questions. For example, 
a scoring algorithm may be used to assign weightings to 
different questions/answers and to generate numeric scores 
Summarizing the users answers which may be used in 
downstream calculations. For example, different scores may 
be generated reflecting the retirees tolerance for different 
respective types of risk. Modeling logic 14 may then be used 
to use the processed data to generate different potential 
retirement plans for user comparison and selection. The 
different potential retirement plans may reflect different 
assumptions about investment performance, different mixes 
of investments, different risk tolerance levels, different 
spending patterns, and so on. 

0021 Report generation logic 16 is used to present output 
of modeling logic 14 to the user. Report generation logic 16 
may be used to generate reports to provide the retiree. For 
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example, report generation logic 16 may be used to generate 
reports presenting the retiree with the different potential 
retirement plans generated by the modeling logic 14. Such 
reports may be presented to a user via a computer display 
screen, presented electronically via the internet, presented in 
hardcopy format using a printer, and so on. For example, 
such reports may include graphs of the type shown in FIG. 
4 and FIGS. 9-12. Such reports may be configured to 
include cautionary information, Such as warnings that no 
investment strategy can guarantee a profit or protect against 
loss, limitations of the information presented (e.g., that the 
graphs do not account for taxes and investment costs which 
would reduce performance results), and so on. Data collec 
tion logic 12, modeling logic 14, and report generation logic 
16 are described in greater detail below. 
0022 Referring now also to FIG. 2, retirement planning 
system 10 is configured to view retirement as comprising a 
number of phases. In FIG. 2, three phases are shown, 
although it will be appreciated that a different number of 
phases may be used. The three phases in FIG. 2 comprise an 
active phase 20, a slow down phase 22, and a passive phase 
24. During active phase 20, the retiree is assumed to be more 
active, enjoying activities such as travel, entertainment, 
sports, and so on. As a result, lifestyle spending is at its 
highest. Herein, the term “lifestyle spending refers to that 
portion of spending during retirement which varies as a 
function of whether the retiree is in the active phase, slow 
down phase of retirement. “Lifestyle spending is distin 
guished from “basic needs spending.” Herein, the term 
“basic needs spending refers to that portion of spending 
which, absent financial difficulties, tends to be relatively 
constant regardless whether the retiree is in the active phase, 
slow down phase or passive phase of retirement. Lifestyle 
spending and basic needs spending are both distinguished 
from health-related spending. “Health-related spending 
refers to spending that is motivated or necessitated by health 
reasons. Examples of health-related spending include spend 
ing for medical care including hospitalization, prescriptions, 
treatments, long term care, and so on. As will be appreciated, 
the dollar value cutoff between basic needs spending and 
lifestyle spending may vary from retiree to retiree. 
0023. In the active phase, even after basic living needs 
have been met, the marginal utility of money remains high 
because money can be spent in a variety of different ways 
which bring enjoyment to the retiree. During the slowing 
down phase, the retiree is assumed to be less active. The 
retiree still engages in activities such as travel, entertain 
ment, sports, and so on, but not to the same extent as during 
the active years, and so retirement spending decreases. After 
basic living needs have been met, the marginal utility of 
money decreases because the retiree has fewer options for 
spending money. During the passive phase, the retiree is 
assumed to be relatively inactive, engaging in significantly 
Smaller number of the activities that the retiree engaged in 
during more active years. In the passive phase, once basic 
living needs have been met, it is assumed that the marginal 
utility of money is relatively low. 
0024. In FIG. 2, by way of example, the active phase is 
shown to be from age 65 to age 75, the passive phase is 
shown to be from age 75 to age 85, and the passive phase is 
shown to be from age 85 and beyond. Transition ages for the 
different phases are shown to be age 75 and age 85. It will 
be appreciated that the ages at which an individual is 
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assumed to be in each of the phases may be defined 
differently from individual to individual. Those individuals 
that are in better health may be able to enjoy an active 
lifestyle for a longer period of time. 
0025. As previously mentioned, absent financial difficul 

ties, basic needs spending tends to be relatively constant. In 
the event of financial difficulties, however, many retirees 
may find ways to further reduce spending, if necessary. That 
is, if the retiree’s investments perform poorly, a retiree may 
decide to cut back in one or more ways in order to reduce 
basic needs spending. As will be described in greater detail 
below, in creating retirement plan 20, a “worst case sce 
nario' basic needs spending level may be defined. As used 
herein, “worst case scenario” refers to a scenario in which 
retirement investments perform at worst case levels. For 
example, in modeling/predicting performance of the retire 
ment plan 20 at worst case levels, Great Depression era data 
or other historical data from periods of poor market perfor 
mance may be used. The worst case scenario basic needs 
spending level is less than the “normal basic needs spend 
ing level (i.e., that which would be used assuming invest 
ments perform at better than worst case levels). For 
example, in defining worst case scenario basic needs spend 
ing, a retiree may decide that the retiree would be willing to 
move to less expensive housing (e.g., move to a smaller 
house or condominium), spend less money dining out (e.g., 
by not dining out as much), to drive a less expensive car 
(e.g., drive a compact car that gets better gas mileage as 
compared to a luxury car), and/or to wear less expensive 
clothing (e.g., off the rack clothing instead of designer 
clothing). In these situations, the retiree is giving up things 
which bring enjoyment, even in the passive phase of retire 
ment, so the marginal utility of the money that is given up 
in a worst case scenario is non-zero. However, by defining 
a worst case scenario basic needs spending level which is 
less than a normal basic needs spending level, the retiree 
creates the opportunity to take on additional risk. This, in 
turn, creates the opportunity for greater investment returns. 
0026 Referring now to FIGS. 3-4, a retirement plan 20 

is shown that may be generated using the system of FIG. 1 
and that reflects the considerations of FIG. 2. The retirement 
plan 20 comprises a series of investment mixes 22, 24, and 
26 which correspond to different phases of retirement. 
Investment mixes 22-26 may comprise various investments 
such as deferred annuities 31, mutual funds 32, specified 
period annuities 33, bond income ladders 34, lifetime annu 
ities 35, other annuities 36, and other investments 37, as will 
be described in greater detail below. Other investments 37 
may include pension income or other assets which the retiree 
intends to use for retirement. Investment mixes 22, 24, and 
26 may be configured to reflect different assumptions about 
risk tolerance of the retiree, income needs, and so on. Again, 
while three phases are shown, it will be appreciated that a 
different number of phases may be used. 
0027. Retirement plan 20 also includes a number of 
additional investments 40 configured to meet other invest 
ment goals. Investments 40 include long term care insurance 
42, heath insurance 44, and wealth transfer investment 
products 46. Long term care insurance 42 and health insur 
ance 44 are configured to pay for long term care and health 
care costs of the retiree. Accordingly, investment mixes 
22-26 provide income for daily living expenses and other 
personal spending, and are not needed to pay long term care 
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and health care costs of the retiree. Likewise, investment 
products 46 are configured to allow the retiree to transfer 
wealth after passing away. For example, the retiree may 
want to provide an inheritance for heirs such as children or 
grandchildren, or may want to donate to a church, college, 
other charitable organizations, and so on. Investment prod 
ucts 46 may comprise life insurance, Stocks, mutual funds, 
or other suitable investments. 

0028 By separating long term insurance 42, health insur 
ance 44, and wealth transfer investment products 46 as 
separate investments, the risk-benefit analysis for goals 
associated with these investments may be performed sepa 
rately. For example, a retiree that has a goal of providing an 
inheritance to children or grandchildren may configure the 
investments to reflect the risk tolerance of the intended 
beneficiaries, which may be more aggressive than the risk 
tolerance of the retiree. At the same time, for the assets 
intended to meet the retiree’s own future retirement needs, 
the retiree may configure at least a portion of the investments 
to have a more conservative risk profile. 
0029 Referring now to FIG. 4, a graph is depicted 
showing income that may be generated by retirement plan 
20 according to one model scenario. In the scenario of FIG. 
4 (and FIGS. 9-12, discussed below), a moderate risk 
tolerance level is assumed, although it will be appreciated 
that the teachings herein may be applied for more conser 
Vative and more aggressive risk profiles. Each of the curves 
in FIG. 4 is inflation-adjusted. Curve 50 shows income 
generated by retirement plan 20 as a function of time. Curve 
52 shows for comparison purposes income that would be 
generated by the same amount of assets if the assets were 
used to generate income in a time-invariant fashion (that is, 
if the retiree received the same amount of inflation-adjusted 
income each year throughout retirement). Curve 54 shows 
the level of income needed to provide for worst case 
scenario basic needs spending. 

0030. As shown in FIG. 4, retirement plan 20 generates 
greater income in early years, that is, during the active phase 
when the marginal utility of money is the highest. Brace 54 
shows the difference in income in early retirement between 
the income generated by retirement plan 20 and the income 
that would be generated if the income were generated in 
time-invariant fashion. Retirement plan 20 steadily gener 
ates less income as time passes. At point 62, the amount of 
income generated by retirement plan 20 drops below the 
amount of income that would be generated if the income 
were generated in time-invariant fashion. When the retiree 
reaches age 105, the income generated by retirement plan 20 
has dropped sufficiently such that it is only able to satisfy the 
basic needs spending of the retiree. Brace 56 shows the 
difference in income in late retirement. At age 105, however, 
the marginal utility of money of the retiree is substantially 
less than during the early years of retirement, and may even 
be Zero considering the fact that the retiree also has long 
term care insurance and health insurance. 

0031. For those retirees that have accumulated retirement 
savings in excess of what is needed to provide for basic 
needs spending, retirement plan 20 provides a way to 
maximize the benefit from those savings. The system is 
configured to maximize the benefit the retiree receives from 
the retiree’s retirement assets by configuring retirement 
income to reflect the retiree's estimated marginal utility of 
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money. The retiree has more money to spend during early 
years of retirement. Although the retiree has less money to 
spend during later years of retirement, the retiree derives less 
benefit from the money in the later years anyway. Also, 
statistically, the retiree stands a 50% chance of passing away 
before age 85. For those retirees that die before age 85, more 
benefit is derived by spending additional money before age 
85 is reached. 

0032 Reports provided by report generation logic 16 
may include information concerning how the retirement 
income varies in accordance with the marginal utility of 
money. For example, the reports may include text concern 
ing various phases of retirement and the levels of activity in 
each phase. As yet another alternative, the reports may 
include information indicating how the relative levels of 
enjoyment derived from money may vary throughout retire 
ment. As yet another alternative, the reports may include 
information describing the amount of money that is bud 
geted for lifestyle activities during early years of retirement 
(e.g., discretionary travel, entertainment, recreational activi 
ties, dining out, and so on). 

0033 Referring now to FIG. 5, a retirement planning 
process 70 which may be performed using retirement plan 
ning system 10 and which may be used to generate retire 
ment plan 20 is shown. In an exemplary embodiment, 
retirement planning process 70 starts (at step 72) with the 
final phase of retirement and solves the risk-based need of 
outliving retirement assets beyond age 85. In order to meet 
this goal, retirement plan 20 positions the retiree to purchase 
a lifetime annuity at the beginning of phase 3. A lifetime 
annuity provides payments for the lifetime of the retiree, and 
stops providing payments when the retiree dies. Typically, a 
lifetime annuity is configured as a risk-pooling arrangement 
in which benefits to individuals that live longer are funded 
by those that die early. Due to risk-sharing, lifetime annuities 
have an asset-multiplying effect. Various types of lifetime 
annuities exist, including annuities in which income is 
received over the lifetime of a single person, and joint and 
survivor lifetime annuities in which income is received over 
the lifetime of two persons. With the purchase of a lifetime 
annuity, the retiree is guaranteed an income stream for the 
remainder of the retiree’s life. 

0034 Preferably, the retirement plan 20 allocates enough 
money for the purchase of the lifetime annuity such that the 
lifetime annuity provides an income stream that is adequate 
to meet the basic needs spending of the retiree for the 
remainder of the retiree’s life. In order to determine the 
amount of money that the retiree should have on-hand at the 
beginning of phase 3 to purchase a lifetime annuity, the 
worst case scenario basic needs level of income that the 
retiree would like to receive during phase 3 of retirement is 
determined. The worst case scenario assumes that the invest 
ments perform at worst case levels (at or below long term 
historical lows, e.g., at “Great Depression' levels of perfor 
mance) during intervening years. To determine this amount, 
as part of the retirement planning process, data collection 
logic 12 may be configured to pose questions to determine 
the level of income that meets the retiree’s worst case 
scenario basic needs spending. 

0035) Referring now to FIGS. 6-7, screen displays 82 
and 84 are shown that may be used to elicit information 
concerning what the retiree considers to be worst case 

Jul. 6, 2006 

scenario basic needs spending. As will be appreciated, the 
screen displays may be formatted in a variety of different 
ways. As shown in FIGS. 6-7, the user may be presented 
with a variety of different questions which ask the retiree to 
provide quantitative answers or to select from predefined 
qualitative answer choices (e.g., “Yes” or “No”). The worst 
case scenario basic needs spending amount may be deter 
mined by starting with budget information for the early 
years of retirement, and then estimating the retiree’s worst 
case scenario basic needs spending by adjusting spending 
levels in accordance with the answers provided by the 
retiree. Once the adjustments have been made, data collec 
tion logic 12 may present the retiree with the worst case 
scenario basic needs spending information, and ask for 
confirmation that the amount calculated accounts for all of 
what the retiree considers to be needed and is otherwise 
considered by the retiree to be appropriate. 
0036). In determining the amount of income that needs to 
be generated by the lifetime annuity, other assumptions are 
also made. For example, such assumptions may include that 
the retiree will not live beyond a particular maximum life 
expectancy (in FIG. 4, age 105), assumptions about average 
inflation rates, and so on. As will be appreciated, these other 
assumptions also introduce uncertainty in the calculations 
for determining how much money to allocate for a lifetime 
annuity. Accordingly, to determine the retiree’s risk toler 
ance in connection with phase 3 income, as part of the 
retirement planning process, data collection logic 12 may be 
configured to pose questions to determine the retiree’s 
tolerance for risk in connection with the prospect that the 
retiree’s income may be less than what is needed to meet 
worst case scenario basic needs spending due to erroneous 
assumptions about inflation, longevity, etc. FIG. 8 shows a 
screen display which includes examples of Such questions. 

0037 Based on the above information, the cost of a 
lifetime annuity that can be purchased at the beginning of 
phase 3 and that will provide income at least sufficient to 
meet worst case scenario basic needs spending until age 105 
is determined. In turn, based on the cost of the lifetime 
annuity at the beginning of phase 3, the amount of money 
that needs to be invested at the beginning of phase 1 to yield 
enough money at the beginning of phase 3 to purchase the 
lifetime annuity may be determined. This amount of money 
may then be set aside (i.e., invested) to fund the lifetime 
annuity component of the retirement plan 20. The type of 
investments that may be made may vary depending on 
whether the retiree wishes to be conservative, moderate, or 
aggressive in their assumptions about investment perfor 
aCC. 

0038. In an exemplary embodiment, the lifetime annuity 
is funded with a deferred annuity which is purchased at the 
beginning of phase 2. The deferred annuity may comprise an 
annuitization payout option which allows the individual to 
exchange the value of the deferred annuity for the issuing 
company's guarantee to make payments to the retiree for the 
retiree’s lifetime. The deferred annuity preferably has a 
guaranteed minimum settlement rate. The guaranteed mini 
mum settlement rate is an interest rate at which payments are 
made under the annuitization payout option. It is 'guaran 
teed in that, if settlement rates currently offered at the time 
the annuitization payout option is exercised are less than the 
guaranteed minimum settlement rate, the retiree has the 
option to select the guaranteed minimum settlement rate to 
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receive a higher payout. The deferred annuity may also have 
other features. Such as a guaranteed minimum death benefit. 
0039. Although retirement plan 20 positions the retiree to 
purchase a lifetime annuity at the beginning of phase 3, in 
practice, the retiree may or may not ultimately decide to 
purchase the lifetime annuity when the time comes. Depend 
ing on the retiree’s circumstances, the retiree may or may 
not need a lifetime annuity at the beginning of phase 3. As 
previously noted, the lifetime annuity allows people to 
participate in risk pooling, which allows a smaller amount of 
assets to last a longer period time if needed. However, if the 
retiree’s investments have performed very well, the retiree 
may decide to defer indefinitely the purchase of a lifetime 
annuity, and potentially pass on remaining wealth to heirs, 
rather than losing it to other participants in the aforemen 
tioned risk-sharing arrangement. Alternatively, if the retiree 
is in poor health by the time age 85 is reached, and does not 
expect to outlive the retirees assets, the retiree may decide 
not to purchase a lifetime annuity, and pass on remaining 
wealth to heirs. Alternatively, the retiree may prefer to have 
inflation-adjustment income. For example, if a deferred 
annuity is purchased as mentioned above, the retiree may 
select between an annuitization option (i.e., lifetime annuity) 
and taking inflation adjusted withdrawals. If the inflation 
adjusted withdrawal option is selected, the income stream is 
adjusted for inflation but there is no lifetime payment 
guarantee. 

0040 FIG. 9 shows a hypothetical income stream 
received by the retiree during phase 3. Although the discus 
sion above has been phrased in terms of one lifetime annuity, 
in practice, it will be appreciated that multiple lifetime 
annuities may be purchased. Purchasing multiple lifetime 
annuities prevents the retiree from locking in an unduly low 
interest rate. 

0041 After parameters of the retirement plan 20 have 
been determined (e.g., the amount of money that is needed 
to fund a lifetime annuity in phase 3), retirement planning 
process 70 works backwards and plans phase 2 and 1. FIG. 
10 shows a hypothetical income stream received by the 
retiree during phase 2. For phase 2, the retirement plan 20 
uses an income bridge to provide income for the retiree from 
age 75 to age 85. Again, the retiree may work backwards by 
determining how much income is desired during phase 2 and 
determining how much money will be needed to fund the 
phase 2 income bridge at the beginning of phase 2. The 
income bridge may be implemented using a specified period 
annuity, bond income, and/or other investments. With a 
specified period annuity, the retiree receives fixed income 
for a specified period of time, and benefits stop at the end of 
the specified period. Money to fund phase 2 retirement 
income is likely to be funded from qualified assets (e.g., 
401(k) plans) and non-qualified assets (e.g., mutual funds). 

0.042 FIG. 11 shows a hypothetical income stream 
received by the retiree during phase 1. During phase 1, the 
retiree may decide to purchase a deferred annuity. With a 
deferred annuity, the investor has an option to receive a lump 
Sum payment at the end of the annuity term. The retiree may 
also decide to invest in mutual funds or other investments. 
As will be appreciated, retirement planning process 70 may 
be iterative. That is, different scenarios for phase 1, 2 and 3 
may be tested until an appropriate income/risk arrangement 
is reached. Additionally, investment performance and other 
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assumptions that were factored into constructing retirement 
plan 20 may be revisited from time to time, such that 
retirement plan 20 may be updated. Desired income levels 
during various phases may be adjusted to until an arrange 
ment as shown in FIG. 12 is reached. In FIG. 12 income 
gradually decreases as the retiree gets older, without sig 
nificant changes income as the retiree moves from one phase 
to the next phase. FIG. 12 is similar to FIG. 4, except that 
it shows various minor discontinuities associated with tran 
sitions from one phase to the next result from investment 
performance. 

0043. The retirement planning process is preferably per 
formed no later than when the retiree is at retirement age or, 
preferably, several years before. Retirement plan 20 prefer 
ably includes a seamless transition from qualified plan to 
deferred annuity to specified period annuity to lifetime 
annuity. All phases may be funded from qualified and 
undualified assets. For example, pension income and other 
Sources of income may also be factored in throughout each 
of the phases, if applicable. 

0044 By way of example, in the first year of retirement 
(e.g., at age 65), the worst case scenario basic needs spend 
ing amount may be determined, as described above in 
connection with FIGS. 6-7. A multiple of this amount (e.g., 
4x this amount) is set aside and invested in accordance with 
the retiree’s risk tolerance as described above in connection 
with FIG. 8. Then, a portion of the remaining asset balance 
may be invested in relatively conservative investments to 
fund phase 1 retirement and a remaining portion may be 
deferred and invested in more aggressive investments. For 
example, a moderately conservative investor may invest in 
60% fixed income to fund phase 1 retirement income and 
may invest the remaining 40% in a more aggressive mix of 
investments to fund additional phase 2 and phase 3 retire 
ment income. Because the investment horizons for phases 2 
and 3 are quite long (10 years and 20 years at age 65. 
respectively), the money used to fund phases 2 and 3 may 
more appropriately be invested in more aggressive (higher 
risk, higher potential yield) investments. Small cap funds 
may be more volatile and more risky than large cap funds in 
the short term, but present more opportunity for high 
growth, especially when invested in over the long term. 
Over long periods of time, the probability of getting a high 
rate of return increases. By way of example, in addition to 
the 60% invested in fixed income for phase 1, 30% may be 
invested in large cap funds, and 10% may be invested in 
Small cap funds for phases 2 and 3. Other aggressive mixes 
of investments may also be used. For example, for the 
remaining 40% for phases 2 and 3, 40% may be invested in 
large cap funds, 30% may be invested in Small cap funds, 
and 30% may be invested in international funds. In one 
embodiment, the annual income from the phase 1 income 
bridge is capped at 7% of the original assets in order to 
prevent a higher-than-expected level of inflation from caus 
ing the retiree to spend too much in the early years of 
retirement. At age 75, the retiree moves more money to fixed 
income and large cap funds (e.g., 75% fixed income, 19% 
large cap funds and 6% small cap funds), reflecting a shorter 
investment horizon. The retiree may continue to defer the 
age 85 set aside, including earnings and remaining balance. 
Again, other mixes of investments may be used, including 
mixes which include international funds. At age 85, the 
retiree’s financial position is evaluated to determine whether 
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to annuitize for a lifetime income and, if so, what percentage 
to annuitize. In a worst case scenario, the retiree may invest 
in 100% fixed income. 

0045. As shown in FIG. 13, depending on the perfor 
mance of the retiree’s assets, different ranges of outcomes 
are possible. Curve 92 shows a median case outcome, curve 
94 shows a worst case outcome, and curve 96 shows a best 
case outcome. In the worst case scenario, curve 94, it is 
likely that the retiree will purchase a lifetime annuity at age 
85 to provide for worst case scenario basic needs spending. 
In the best case scenario, curve 96, the retiree’s investments 
have performed very well and the retiree is unlikely to 
purchase a lifetime annuity. The retiree's basic spending and 
then some are more than adequately met by returns on 
investments. 

0046. In FIG. 3, it may be noted the investment mixes 
22-26 each include one or more annuity products. In one 
embodiment, the annuity products in investment mixes 
22-26 are bundled to form a single product 28 which may be 
purchased by the retiree and which incorporates the different 
features of the individual annuity products. Annuity product 
28 may include combinations of opt-out and opt-in provi 
sions in order to provide the retiree with the flexibility 
offered by purchasing the annuity products individually as 
well as the convenience of purchasing them in bundled form. 
Long term care insurance 32, health insurance 34, and/or 
wealth transfer investment products 36 may also be bundled 
and included in product 28, if desired. 
0047 Exemplary embodiments of the invention have 
been described with reference to drawings. However, 
describing the invention with drawings should not be con 
Strued as imposing on the invention any limitations that may 
be present in the drawings. 

0.048. As noted above, embodiments within the scope of 
the present invention include program products comprising 
machine-readable media for carrying or having machine 
executable instructions or data structures stored thereon. 
Such machine-readable media can be any available media 
which can be accessed by a general purpose or special 
purpose computer or other machine with a processor. By 
way of example, Such machine-readable media can comprise 
RAM, ROM, EPROM, EEPROM, CD-ROM or other opti 
cal disk storage, magnetic disk storage or other magnetic 
storage devices, or any other medium which can be used to 
carry or store desired program code in the form of machine 
executable instructions or data structures and which can be 
accessed by a general purpose or special purpose computer 
or other machine with a processor. When information is 
transferred or provided over a network or another commu 
nications connection (either hardwired, wireless, or a com 
bination of hardwired or wireless) to a machine, the machine 
properly views the connection as a machine-readable 
medium. Thus, any such a connection is properly termed a 
machine-readable medium. Combinations of the above are 
also included within the scope of machine-readable media. 
Machine-executable instructions comprise, for example, 
instructions and data which cause a general purpose com 
puter, special purpose computer, or special purpose process 
ing machines to perform a certain function or group of 
functions. 

0049 Embodiments of the invention have been described 
in the general context of method steps which may be 
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implemented in one embodiment by a program product 
including machine-executable instructions. Such as program 
code, for example in the form of program modules executed 
by machines in networked environments. Generally, pro 
gram modules include routines, programs, objects, compo 
nents, data structures, etc. that perform particular tasks or 
implement particular abstract data types. Machine-execut 
able instructions, associated data structures, and program 
modules represent examples of program code for executing 
steps of the methods disclosed herein. The particular 
sequence of Such executable instructions or associated data 
structures represent examples of corresponding acts for 
implementing the functions described in Such steps. 

0050 Embodiments of the present invention may be 
practiced in a networked environment using logical connec 
tions to one or more remote computers having processors. 
Logical connections may include a local area network and a 
wide area network. Embodiments of the invention may also 
be practiced in distributed computing environments where 
tasks are performed by local and remote processing devices 
that are linked (either by hardwired links, wireless links, or 
by a combination of hardwired or wireless links) through a 
communications network. In a distributed computing envi 
ronment, program modules may be located in both local and 
remote memory storage devices. 

0051. An exemplary system for implementing the overall 
system or portions of the invention might include a general 
purpose computing device in the form of a computer, 
including a processing unit, a system memory, and a system 
bus that couples various system components including the 
system memory to the processing unit. The system memory 
may include Volatile and non-volatile memory including 
optical and magnetic disk drives for short and long term 
storage. The drives and their associated machine-readable 
media provide nonvolatile storage of machine-executable 
instructions, data structures, program modules and other 
data for the computer. 

0052. It should be noted that although the flow charts 
provided herein show a specific order of method steps, it is 
understood that the order of these steps may differ from what 
is depicted. Also two or more steps may be performed 
concurrently or with partial concurrence. Such variation will 
depend on the Software and hardware systems chosen and on 
designer choice. It is understood that all Such variations are 
within the scope of the invention. Likewise, software and 
web implementations of the present invention could be 
accomplished with standard programming techniques with 
rule based logic and other logic to accomplish the various 
database searching steps, correlation steps, comparison steps 
and decision steps. It should also be noted that the word 
“component’ as used herein and in the claims is intended to 
encompass implementations using one or more lines of 
Software code, and/or hardware implementations, and/or 
equipment for receiving manual inputs. 

0053. The foregoing description of embodiments of the 
invention has been presented for purposes of illustration and 
description. It is not intended to be exhaustive or to limit the 
invention to the precise form disclosed, and modifications 
and variations are possible in light of the above teachings or 
may be acquired from practice of the invention. The embodi 
ments were chosen and described in order to explain the 
principals of the invention and its practical application to 



US 2006/O 149651 A1 

enable one skilled in the art to utilize the invention in various 
embodiments and with various modifications as are Suited to 
the particular use contemplated. 

What is claimed is: 
1. A computer-implemented retirement planning system, 

comprising: 
data collection logic, the data collection logic being 

configured to receive data pertaining to an individual 
planning for retirement; 

retirement modeling logic, the retirement modeling logic 
being configured to process the data to generate param 
eters of a retirement plan, the retirement plan compris 
ing a retirement income arrangement in which the 
amount of inflation-adjusted retirement income from 
Sources other than long term care insurance and health 
insurance is larger during early years of the retirement 
plan and decreases as the maximum life expectancy of 
the individual is reached; and 

report generation logic, the report generation logic being 
configured to generate a retirement plan report describ 
ing the retirement income arrangement. 

2. The system of claim 1, wherein the retirement plan is 
configured to vary the amount of inflation-adjusted retire 
ment income provided to the individual in accordance with 
an estimated marginal utility of money for the individual 
during the retirement. 

3. The system of claim 2, wherein the retirement plan 
report is configured to provide the individual with informa 
tion describing how the amount of inflation-adjusted retire 
ment income varies in accordance with the estimated mar 
ginal utility of money for the individual during the 
retirement. 

4. The system of claim 1, wherein the retirement income 
steadily decreases towards a basic needs level as the maxi 
mum life expectancy of the individual is reached. 

5. The system of claim 1, wherein the retirement plan 
report presents a comparison of the amount of inflation 
adjusted retirement income received by the individual under 
the retirement plan with the amount of inflation-adjusted 
retirement income that would be received by the individual 
from the same starting retirement assets if the income were 
generated in an inflation-adjusted but otherwise time-invari 
ant fashion. 

6. The system of claim 1, wherein the amount of inflation 
adjusted retirement income from sources other than long 
term care insurance and health insurance is at least two times 
as large during the early years of the retirement plan as 
compared to when the maximum life expectancy of the 
individual is reached. 

7. The system of claim 1, wherein the amount of inflation 
adjusted retirement income from sources other than long 
term care insurance and health insurance is at least three 
times as large during the early years of the retirement plan 
as compared to when the maximum life expectancy of the 
individual is reached. 

8. The system of claim 1, wherein the data collection 
module is configured to present questions configured to 
elicit information concerning the individuals tolerance for 
risk in connection with the prospect of receiving an amount 
of income which is less than a worst case scenario basic 
needs level as the maximum life expectancy of the indi 
vidual is reached. 
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9. The system of claim 1, wherein the data collection 
module is configured to present questions configured to 
elicit information useable to ascertain what the individual 
planning for retirement considers to be a worst case scenario 
basic needs level of retirement income. 

10. A computer-implemented retirement planning system, 
comprising: 

report generation logic, the report generation logic being 
configured to generate a retirement plan report describ 
ing a retirement plan for an individual, the retirement 
plan comprising a series of phases in which the indi 
vidual becomes successively less active in each phase, 
and the retirement plan report describing a retirement 
income arrangement for the retirement plan in which 
inflation-adjusted income allocated for lifestyle spend 
ing varies in accordance with an estimated marginal 
utility of money of the individual during retirement; 

data collection logic, the data collection logic being 
configured to receive data pertaining to an individual 
planning for retirement, the data collection logic being 
configured to present questions configured to elicit 
information concerning what level of income the indi 
vidual considers to be a worst case scenario basic needs 
level of income and being configured to elicit informa 
tion concerning the individuals tolerance for risk in 
connection with the prospect that actual retirement 
income during a final phase of retirement may be less 
than the worst case scenario basic needs level of 
income; and 

retirement modeling logic, the retirement modeling logic 
being configured to process the data to generate param 
eters of the retirement plan, the retirement modeling 
logic generating the parameters of the retirement plan 
based on the level of income the individual considers to 
be a basic needs level of income and based on the 
individuals tolerance for risk in connection with the 
prospect that the actual retirement income during the 
final phase of retirement will be less than the worst case 
Scenario basic needs level of income, the retirement 
plan comprising a retirement income arrangement in 
which inflation-adjusted retirement income allocated 
for lifestyle spending is larger during early years of the 
retirement plan and decreases as the maximum life 
expectancy of the individual is reached. 

11. The system of claim 10, wherein the retirement 
modeling logic is configured to generate the retirement plan 
by generating parameters for the final phase of retirement, 
and then working backwards based on the parameters for the 
final phase of retirement to generate additional parameters 
for earlier phases of retirement. 

12. The system of claim 10, wherein the retirement plan 
report reflects a purchase of a deferred annuity. 

13. The system of claim 12, wherein the deferred annuity 
comprises an annuitization payout option which allows the 
individual to exchange the value of the deferred annuity for 
the issuing company's guarantee to make payments to the 
individual for the individuals lifetime. 

14. The system of claim 13, wherein the deferred annuity 
has a guaranteed minimum settlement rate, the guaranteed 
minimum settlement rate being an interest rate at which 
payments are made under the annuitization payout option, 
wherein, if settlement rates currently offered at the time the 
annuitization payout option is exercised are less than the 
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guaranteed minimum settlement rate, the individual has the 
option to select the guaranteed minimum settlement rate to 
receive a higher payout. 

15. The system of claim 11, wherein the deferred annuity 
has a guaranteed minimum death benefit. 

16. The system of claim 10, wherein the retirement plan 
report reflects the purchase of long term care insurance and 
health insurance. 

17. The system of claim 10, wherein the retirement plan 
report presents the series of phases to the individual as 
comprising an active phase, a slow down phase, and a 
passive phase. 

18. The system of claim 10, wherein the series of phases 
comprise at least three phases, and wherein the retirement 
plan calls for spending at least 60% of retirement assets 
available at the beginning of the first phase during the first 
phase. 

19. The system of claim 10, wherein the retirement plan 
report is configured to present the individual with income 
information based on an assumption that the individual 
receives a lifetime annuity during the last phase of the series 
of phases. 

20. A computer-implemented 
method, comprising: 

retirement planning 

receiving user inputs indicating a level of income an 
individual considers to be a worst case scenario basic 
needs level of income; 

receiving user inputs indicating the individuals tolerance 
for risk in connection with the prospect that actual 
retirement income during a final phase of retirement 
may be less than the worst case scenario basic needs 
level of income; and 

generating a retirement plan based on (1) the basic needs 
level of income and (2) the individuals tolerance for 
risk in connection with the prospect that the actual 
retirement income during the final phase of retirement 
may be less than the worst case scenario basic needs 
level of income. 

21. The method of claim 20, wherein generating the 
retirement plan comprises generating parameters for the 
final phase of retirement, and then working backwards based 
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on the parameters for the final phase of retirement to 
generate additional parameters for earlier phases of retire 
ment. 

22. The method of claim 20, 
wherein the retirement plan is configured to vary the 

amount of inflation-adjusted retirement income pro 
vided to the individual in accordance with an estimated 
marginal utility of money for the individual during the 
retirement; and 

wherein the method further comprises generating a retire 
ment plan report which describes the retirement plan, 
the retirement plan report being configured to provide 
the individual with information describing how the 
amount of inflation-adjusted retirement income varies 
in accordance with the estimated marginal utility of 
money for the individual during the retirement. 

23. The method of claim 20, 
wherein the retirement plan comprises a retirement 

income arrangement in which the amount of inflation 
adjusted retirement income from Sources other than 
long term care insurance and health insurance is at least 
twice as large during early years of the retirement plan 
as compared to the amount of inflation-adjusted income 
that is received as the maximum life expectancy of the 
individual is reached. 

wherein the method further comprises generating a retire 
ment plan report which describes the retirement plan, 
the retirement plan report being configured to provide 
the individual with information describing the decrease 
in the amount of inflation-adjusted retirement income 
throughout retirement; and 

wherein the retirement plan presents a comparison of the 
amount of inflation-adjusted retirement income 
received by the individual under the retirement plan 
with the amount of inflation-adjusted retirement 
income that would be received by the individual from 
the same starting retirement assets if the income were 
generated in an inflation-adjusted but otherwise time 
invariant fashion. 
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