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Running Out
of Money
by Tom Hegna, CLU®, ChFC®, CASL®

> The power of lifetime annuity income in safeguarding fi nancial stability

The Wall Street Journal dated April 4, 2011, had 
a fascinating article titled “Feds Low Interest Rates 
Crack Retirees’ Nest Eggs.” The article described 
the dilemma facing 91-year-old Forrest Yeager, a 
resident of Port Charlotte, Fla. Forrest was down 
to his last $45,000, which he had invested in a CD 
paying less than 1 percent per year. He was receiv-
ing about $300 per year in income, which obvious-
ly was inadequate, so he was 
forced to withdraw principal 
each year from his CD. 

“It hurts,” said Yeager, who 
estimated his bank savings 
would be depleted in about 
six years at his current rate 
of withdrawal. “I don’t even 
want to think about it.”

The story went on to say 
that Yeager was just one of 
many who now fi nd them-
selves on the wrong end of 
the Federal Reserve’s attempt to rescue the economy 
with low interest rates, and the article struck me to 
the core. I wanted to know why Yeager didn’t simply 
walk into any life insurance company in America 
and buy an immediate annuity. At age 91, he would 
be guaranteed more than 20 percent per year from 
any major life insurance company in this country. A 
recent quote from immediateannuities.com showed 
that a 90-year-old purchasing a $45,000 Life Only 
Immediate Annuity would receive $754 per month, 
or $9,048 per year. Moreover, this payout would be 
guaranteed for the rest of his life. He would never 
be concerned about running out of money.

The Wall Street Journal article also highlighted 
70-year-old John Lehman, who took a different ap-

proach. He said he’s keeping about 80 percent of his 
investments in stocks despite the shock he suffered 
during the fi nancial crisis. “That’s why most of us 
are in the stock market,” he said, “because there’s no 
place else to go.” The problem with this approach 
is that people in their 70s lose their peace of mind. 
They end up spending their retirement watching 
CNBC rather than actually enjoying themselves. 
The volatility of the stock market causes signifi cant 
stress and increases the risk that they will indeed 
run out of money.

The solution is a simple two-step process that 
says, fi rst, a retiree should cover their basic expenses 
with guaranteed lifetime income. What counts as 
guaranteed lifetime income? Social Security counts. 
Pensions count. So, when working with clients, 

Even a very conservative client 
needs to optimize his/her portfolio 
with exposure to commodities, 
stocks, TIPs and other infl ation-
sensitive investments.
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simply ask them how much money they need 
to live their normal retirement lifestyle. Take the 
level of income needed to cover basic expenses, 
subtract what they are receiving in Social Security 
and pension benefits, and the remaining shortfall 
should be covered with a single premium immedi-
ate annuity (SPIA).

Second, optimize the remaining portfolio with 
a special eye on inflation. Why the attention on 
inflation? Well, what are the risks to today’s re-
tiree? One of the risks is deflation. If you think 
about it, we’ve already taken care of that risk with 
a lifetime income annuity. In a deflationary envi-
ronment guaranteed lifetime income is a big win-
ner. The paycheck stays the same while expenses 
decrease, allowing the client to have increased real 
cash flow year after year. Longevity risk and with-
drawal rate risk, otherwise known as sequencing 
or the order of returns, have been taken care of by 
the guaranteed lifetime income, as well. So infla-
tion is the main remaining risk to the client.

Even a very conservative client needs to opti-
mize his/her portfolio with exposure to commodi-
ties, stocks, TIPs and other inflation-sensitive 
investments. If inflation starts to increase, these 
investments should also increase in value. As they 
do, the client takes some profits and buys more 
guaranteed lifetime income. A retiree also could 
buy inflation protection in 
their lifetime income annu-
ity, but my experience is that 
laddering lifetime income 
annuities gives the client 
more flexibility throughout 
retirement. It also gives them 
a sense of control and ties up 
fewer assets initially in an im-
mediate annuity.

If a client follows this sim-
ple strategy, whether we have 
inflation, hyperinflation, de-
flation or another Great De-
pression, the client will have 
income guaranteed for life that increases with in-
flation, stays the same with deflation and allows 
them to never run out of money. That’s incredible 
peace of mind. 

Take the level of income needed to cover 
basic expenses, subtract what they are 
receiving in Social Security and pension 
benefits, and the remaining shortfall 
should be covered with a single premium 
immediate annuity (SPIA).
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What are some of the objections you will 
encounter using this strategy? The usual sus-
pects include: 

•	 Lack of liquidity;

•	 Giving up control;

•	 Low interest rate environment;

•	 A dislike of giving money to the 
insurance company; and 

•	 Believe that they can do better on their 
own.

For those who fear giving up control of 
their money and not having the liquidity they 
may need in the future, the research is clear. 
The people who run out of money are exactly 
the people who wanted to be in control and have all of their 
money liquid. Remember, liquidity is not a one-time event. It 
is a lifetime event. By covering your basic expenses with guar-
anteed income, you increase your liquidity over your lifetime. 
Giving up control of some of your money actually means you 
do have liquidity of your other funds. Too many people have 
a false sense of liquidity—they have their money in bonds or 
CDs and use the interest for income. At the same time, they 
count that money as liquid. Yet, if they liquidate the money, 
they lose their income. This common double counting of as-
sets is a myth that puts many seniors at risk of running out of 
money.

“Why would I want to lock in interest rates that are at 40- 
year lows for the rest of my life?” First of all, this assumes that 
interest rates are going to rise significantly in the next 20 years, 
and I could give volumes of reasons why that may not happen. 
Regardless, if this is your client’s position, encourage them to 
study the payouts of lifetime income annuities. Remember, 
every paycheck is composed of three parts—principal, interest 
and mortality credits. The older a person is, the less interest 
rates even matter. For example, if Forrest Yeager bought that 
lifetime income annuity, interest rates could double or triple 
and it would barely have an impact on his payout rate. Con-

versely, if you were working with a 55-year-old, the objection 
may be valid and that client might be better off with some 
type of variable annuity or variable immediate annuity.

I am often asked this question: “I know my payout rate 
is good, but what is my actual interest rate?” Remember, the 
insurance company does not set the interest rate; the client 
does—by how long they live. You can’t even determine the 
interest rate until you know when the client is going to expire.

Those individuals who feel like they don’t want to give their 
money to an insurance company, or they can do better on 
their own, again, in my experience are the people in danger 
of running out of money. Just like some people don’t believe 
in life insurance, some people don’t believe in lifetime income 
annuities. I am sorry about that, but there is nothing I can do 
other than present the facts. Laddered bonds can’t do what I 
have recommended. Withdrawals from a diversified portfolio 
can’t do it either. 

The Financial Research Corporation of Boston said, “Our 
analysis shows that no other investment vehicle can rival the 
income annuity for retirement security. There is no other ve-
hicle in the marketplace that can convert assets into income as 
efficiently as the income annuity.” 

I couldn’t have said it better myself.

Double counting of assets is a myth 
that puts many seniors at risk of 
running out of money.


