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In our July 13th ONEIdea, we discussed the benefits of cash value life insurance from a tax diversification 
perspective. To summarize, clients who allocate assets earmarked for retirement distribution purposes into 
nest eggs that are taxed differently can benefit greatly from enhanced income during their retirement 
years.  One of those nest eggs should be life insurance due to the potential tax-free nature of distributions 
from accumulated cash values. 
 
This ONEIdea takes a bit of a different approach, although the conclusion of setting aside retirement assets 
into a nest egg called "cash value life insurance" is the same. 
 

We have all heard the following trick question ... "if the stock market (as measured by the S&P 500) goes 
down by 50% in a year, how much does the market have to go up in the following 
year to recover to the same level?"  Many people will say "50%" as a quick answer, 
but that's not correct. Once 
these people think about the 
question for more than a few 
seconds, they realize that the 
answer is "100%". 
 
When there is a market 
correction during the 
accumulation phase and time is 
on your side, you can ride it out 
and wait for the inevitable 
market rebound, which has 
always happened.  After the 
Tech Bubble of 2000, 2001, 
2002, the market generated 5 
straight years of positive 
returns and after the Great 
Recession of 2008, the 
market generated 8 straight 
years of gains. 

  
The S&P 500 Returns for the 28-
year period from January 1989 
until December 2016 is shown 
to the left as they occurred. 

 

 

Retirement Distribution Planning – Part II 
Sequence of Returns 

 

Aug 2nd 
 

S&P 500 12 Months

Returns Ending

31.69% 31-Dec-89

-3.10% 31-Dec-90

30.47% 31-Dec-91

7.62% 31-Dec-92

10.08% 31-Dec-93

1.32% 31-Dec-94

37.58% 31-Dec-95

22.96% 31-Dec-96

33.36% 31-Dec-97

28.58% 31-Dec-98

21.04% 31-Dec-99

-9.10% 31-Dec-00

-11.89% 31-Dec-01

-22.10% 31-Dec-02

28.68% 31-Dec-03

10.88% 31-Dec-04

4.91% 31-Dec-05

15.79% 31-Dec-06

5.49% 31-Dec-07

-37.00% 31-Dec-08

26.46% 31-Dec-09

15.06% 31-Dec-10

2.11% 31-Dec-11

16.00% 31-Dec-12

32.39% 31-Dec-13

13.69% 31-Dec-14

1.38% 31-Dec-15

11.96% 31-Dec-16

Starting Market Ending

Age Balance Return Distribution Balance

40 100,000$        31,690$          -$                 131,690$        

41 131,690$        (4,082)$           -$                 127,608$        

42 127,608$        38,882$          -$                 166,490$        

43 166,490$        12,687$          -$                 179,176$        

44 179,176$        18,061$          -$                 197,237$        

45 197,237$        2,604$            -$                 199,841$        

46 199,841$        75,100$          -$                 274,941$        

47 274,941$        63,126$          -$                 338,067$        

48 338,067$        112,779$        -$                 450,846$        

49 450,846$        128,852$        -$                 579,698$        

50 579,698$        121,969$        -$                 701,667$        

51 701,667$        (63,852)$        -$                 637,815$        

52 637,815$        (75,836)$        -$                 561,979$        

53 561,979$        (124,197)$      -$                 437,782$        

54 437,782$        125,556$        -$                 563,337$        

55 563,337$        61,291$          -$                 624,628$        

56 624,628$        30,669$          -$                 655,298$        

57 655,298$        103,471$        -$                 758,769$        

58 758,769$        41,656$          -$                 800,426$        

59 800,426$        (296,157)$      -$                 504,268$        

60 504,268$        133,429$        -$                 637,697$        

61 637,697$        96,037$          -$                 733,735$        

62 733,735$        15,482$          -$                 749,216$        

63 749,216$        119,875$        -$                 869,091$        

64 869,091$        281,499$        -$                 1,150,590$    

65 1,150,590$    157,516$        -$                 1,308,105$    

66 1,308,105$    18,052$          -$                 1,326,157$    

67 1,326,157$    158,608$        -$                 1,484,766$    
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Had a 40-year-old client started with $100,000 in his or her IRA on January 1989, upon reaching retirement 
age of 67, the balance of the funds would be $1,484,766 assuming no further contributions (table above 
right). 
 
But what if the returns had not been in that order?  What if we shuffled the returns from lowest (worst 
performing years) to highest (best performing years) or highest to lowest? 
 

Interestingly enough, the ending balance after the 28-year period would be exactly the same.  In fact, no 
matter how you randomize the returns, the ending balance will always be $1,484,766.  See the table below. 

 
 

 
 
 
As we mentioned in our prior ONEIdea, everything changes at retirement when the distribution phase 
begins.  In fact, the sequence of returns during the distribution phase is critical to the long-term success of a 
client's retirement years.  Unfortunately, neither the timing nor the sequence of returns is something that 
can be controlled. 
 
Let's assume the exact same sequence of returns as in the example above.  If we take the ending balance of 
$1,484,766 and take $100,000 in distributions annually, the results are DRAMATICALLY different.  As you see 
below, when the negative return years are experienced first, the client runs out of money in year 7, whereas 
the client that started with the positive returns ends up with over $16MM at age 95. 

http://www.agencyone.net/
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The reason for this, of course, is that the client that starts with negative returns is selling into down markets, 
resulting in a loss that cannot be recovered from over time.  The losses are "realized" upon the sale of the 
asset and the money is forever gone. 
 

 
 
This is a rather dramatic and possibly ridiculous set of assumptions, but it proves a point.  A more realistic 
analysis would be to look at what would have happened to this client had he or she suffered the unfortunate 
experience of retiring in the year 2000.  Had that been the case, he or she would have run out of money by 
age 81 - 14 years into retirement. 
 
What if a client could time their distributions from IRA invested assets based on the market returns while 
having another nest egg of funds to draw upon when the markets have suffered losses?  If the client, at age 
40 as in our example, planned for it and had allocated part of his or her savings nest egg into life insurance 
he or she could time the distributions based on market returns.  Let's look at the following example which is 
taken from an excellent marketing piece from AXA Financial called "Smooth Sailing on Uncertain 
Waters" which includes the chart shown below.  In this case study, the hypothetical client, Tom, had 
purchased a cash value life insurance policy at age 40 in the amount of $500,000 with an annual contribution 
of $7,000 per year. 
 

http://www.agencyone.net/
http://files.constantcontact.com/a0ee1029001/f656e3c8-75e9-4d72-bfaa-580acb05ba7d.pdf
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In the years following a down market, Tom takes a distribution from his life insurance policy to cover his 
income needs during retirement.  Please note that because a withdrawal or loan from a life insurance policy 
is not taxable, Tom can withdraw a lower amount of money than would otherwise be needed from his IRA. 
 

 
 
As you can see, at age 85 Tom still has over $3.2MM in his retirement account, whereas had he been forced 
to take distributions from his IRA to fund his retirement needs in the years after a market loss, his account 
would have had a balance of $444,000.  The difference is dramatic. 
 
It is important to note that we are not taking a stand on whether the cash value policy should be a universal 
life, whole life or indexed universal life.  However, we do not recommend a variable life product in this 
situation because it is subject to the same positive and negative returns as in the IRA. 
 
AXA has created an illustration template in their life insurance proposal system that can be used to illustrate 
this sales concept.   
 
Let AgencyONE help you show your clients how they can realize significantly enhanced income during their 
retirement years by including the purchase of a life insurance policy as a part of their retirement savings plan. 
 

  
 

Please call AgencyONE's Marketing Department at 301.803.7500 for more information or to discuss a 
case! 
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