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Many financial firms have sophisticated retirement-
planning calculators that have the ability to model
income from work while in retirement and the
ability to accommodate different expense
patterns throughout retirement.While this cash flow
approach is much better than traditional retirement
planning in which work stops at retirement and
expenses merely grow with inflation, it often falls
short in profound ways.

Critical inputs added into financial calculators, such
as estimated future income from working during
retirement years, Social Security income,
healthcare expenses and expenses for leisure
activities, can be a mystery to many people. In
addition to these inputs, a person’s vision for what
we refer to as the ‘second act’ of their life will also
be a significant factor in their retirement-income
calculations. In short, people without a clear

vision of their future simply won’t know what
numbers to plug into these planning calculators,
which can also make it difficult for them and their
financial advisor to help calculate if their assets will
last throughout their lifetime.

In addition to traditional descriptors such as
freedom and relaxation, for many people retirement
is a time of opportunity, a time to search for
purpose and meaning, and a time for activities more
intellectually and emotionally satisfying. Taking care
of one’s physical well-being is also of prime
importance during this period in life, considering
that physical abilities and limitations have a
profound impact on a person’s leisure activities, their
ability to continue working and their finances.

The emotional, physical and financial well-being
of people living their second act are interrelated and
critical for the success of any retirement plan – a
theory supported by recent Merrill Lynch research,1

which found that:
� For many, the social and emotional benefits of

working are just as important as the financial
benefits

� A clear vision of their life plan is very
important

� People want help building a plan for their
second act

� Flexibility is required to handle changes and
unexpected events

For those nearing their second act, including the
10,000 baby boomers who will turn age 65
every day for the next two decades, the financial
services industry needs to continue to evolve its
approach in order to help these people meet their
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retirement goals. This evolution must include
helping individuals think about the work and
leisure activities and social connections they wish
to maintain in retirement. Planning for when to take
Social Security and how to meet future healthcare
needs must also be taken into account, both from
a life planning and a financial perspective.

These second act planning activities can be time
consuming, overwhelming and emotionally
stressful for an individual or couple. Therefore,
financial advisors should consider and be armed
with more interactive and engaging tools and
resources that allow for greater collaboration and
efficiency when working with clients in these areas.

Less a Question of ‘Will I Work?’
Planning for one’s second act and retirement-income
strategy leads naturally into the question of whether
one intends to work in retirement, at least part time.
The reality is that many people entering retirement
will either need to or, increasingly, want to keep
working. Therefore, people need to ask themselves
some important questions, such as:
� Is it better to take a lower paid position that will

be more fulfilling rather than a higher paid one
that may be more stressful and less fulfilling?

� What are my other options?
� Could I stop working altogether and do some

fun things for a year or two, and then reenter
the workplace without zapping my nest egg?

� Is it feasible and do I have the skills to be a
consultant?

� Do I need to work at a corporation to get
employer-sponsored health insurance for me or
my family?

Answers to these questions will make a significant
difference in one’s income flows and consequently
their financial success in retirement. Therefore, it
should come as no surprise thatMerrill Lynch focus-
group research finds that pre-retirees who have a
clear vision for their second act are also more likely
to have confidence in their long-term financial
strategy.2

Maximizing Social Security
When they ask clients for inputs for their financial
models, financial advisors are aware that retirement
income may come from several sources, such as
savings and investments, pensions, work, rental
properties, Social Security and more. Determining
when to start taking Social Security benefits will
have a big impact on a client’s long-term financial
strategy, and can become a complex decision
when analyzing retirement-income goals.

Even for individuals who, along with their
financial advisor, have adequate information to help
them with their Social Security decisions, there is
another hurdle. How can people determine the right
age to start Social Security payments if they are

FIGURE 1: THE RETIREMENT-PLANNING EVOLUTION
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unsure about their vision for their second act?
Lacking this vision and the inability to answer
questions such as these can be detrimental to
maximizing one’s Social Security benefit:
� Will I be earning an amount that would result

in benefits being withheld if I started taking
Social Security before full retirement age?

� Will I need income for a period of time to get
a small business going?

� Am I going to do volunteer work or paid work,
or both?

� What is my plan to take care of my physical
well-being to hopefully live a longer,
healthier life, which could make deferral of
benefits more advantageous?

With 18% of the affluent retirees saying that the
most valuable piece of advice they received from
their financial advisor while planning for retirement
was how to incorporate Social Security into their
retirement planning, advisors who have not found
a way to help clients with this decision should
consider augmenting their advice.3

Planning for Retirement Expenses
Financial advisors may ask clients to complete a
budget worksheet before they enter data into their
financial models. Individuals and financial
advisors realize that expenses must be informed by
lifestyle choices. While it may be simple to
reallocate dollars that had been set aside for home
improvement into a travel budget, some costs are
more difficult to estimate if you don’t have a life plan.
Before retirement, it is important to ask questions like
‘Will we move closer to the grandkids, even
though that may mean a higher cost of living?’ and
‘Do I want to start my own business, and if so, what
are the costs?’ in order to allow for proper planning.
In fact, more than half of affluent retirees said they
wished they had spent more time on their life plan
as opposed to more time focusing more on just the
numbers, according to a recent Merrill Lynch
Affluent Insights Quarterly survey.4

While it is important to estimate expenses for the
lifestyle choices mentioned above, it is equally
important to have a plan to cover the essentials, such
as healthcare costs.According to the aforementioned
survey, more than half of affluent pre-retirees and
retirees indicate that the rising cost of healthcare
is their top financial concern. For pre-retirees
expressing concern in this
area, they say this stems
from underlying worries
about declines in health as
they get older, confusion
about healthcare reform,
and uncertainty about how
to factor healthcare costs
into an overall retirement
plan.

This is echoed in another
recent study which found
that two-thirds (66%) of
pre-retirees have a lack of
confidence in their ability to
cover their healthcare costs
in retirement.5 Represen-
tative quotes from a
pre-retiree focus group
included: “I’m not sure
what exactly Medicare will
cover. I don’t understand
the limitations.” and “I want
to stay healthy so that I don’t have to be a burden
to my kids. I’ll probably take a second look at long-
term care insurance.”6

According to our research, pre-retirees citeAARP,
government and financial advisors as the best
sources of information about healthcare costs in
retirement. Yet estimating retiree healthcare costs
is still difficult, due to the wide range of costs that
may be experienced by retirees.7 RIIAhas addressed
this in a special software program, which allows
advisors to give more personalized healthcare

“Therefore,
it should come as

no surprise...

that Merrill Lynch focus-group

research finds that pre-retirees

who have a clear vision for their

second act are also more likely

to have confidence in their

long-term financial strategy.”
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cost guidance to clients. In addition, some
financial firms, such as Merrill Lynch, have
developed materials for clients and financial
advisors that offer information about Medicare
choices and pre-Medicare insurance options, and
new tools are expected to be introduced in this area
to meet the increasing needs of an aging
population.

Flexibility is Key
Merrill Lynch firmly believes that retirement
planning must be flexible to allow pre-retirees and
retirees to adjust their plans as their lives change.
There is overwhelming evidence of this from
recent studies which find that 70% of the affluent
don’t think their retirement plan adequately takes
into account the potential for unexpected events, yet
35% say they have already experienced such an
event in their lives.8

One ramification of this is that clients are tapping
savings and investments that were meant for the
long-term to meet short-term financial needs. In
2010, one in five affluentAmericans said they have
done this. Among their primarily reasons were to
cover regular monthly expenses (e.g., primary
mortgage, bills, etc.) (35%); to pay off excess debt
(27%); and/or to compensate for a loss in income
within their family (19%).9 Pre-retirees also say that
unforeseen events impacted their level of retirement
preparedness, and one in five cited a medical
emergency as the cause.10

In addition, when planning, it is important for
individuals and their financial advisors to realize
that a person’s second act may not center on
retiring at a specific age. More often, retirement is
a reaction to work or family triggers that were both
anticipated and unanticipated. In our focus-group
research, individuals said that the reasons they
entered retirement were not so much because of their
specific age but rather due to health problems,
involuntary job separation, work no longer being

meaningful, wanting to join a spouse in retirement
and eligibility for a company pension.11 This was
confirmed in another Merrill Lynch study where
25% of affluent retirees admitted they didn’t retire
when they hoped to when they were in their 40s.
The reasons given for delayed retirement were:
� The recession took a toll on my finances

(34%)
� Changed my mind and decided to keep

working (23%)
� Needed to support adult children more than

anticipated (23%)
� Didn’t realize how much I needed to save for

retirement (21%)12

To address some of these potential issues, retirement
plans need to be flexible. Individuals working with
a financial advisor should have them run “what if”
scenarios and the stress tests that are available in
most advisors’ retirement-planning tools.

A Clear Vision
Clients say they are concerned about their life plan
in their second act. After living in a structured
environment for many years, pre-retirees are
seeking a sense of direction and a new identity in
retirement. Affluent retirees indicated that
knowing the age at which they could retire was less
important than they had originally expected (32%)
– much less important than having a clear vision
for how they want to spend their time in retirement.13

Affluent retirees’ top recommendation for those
10-15 years away from retirement: build a plan
around what is most important to you in retirement.
This advice is not specific to the wealthy, mind you.
Our focus-group research found that people with
lower asset levels had even more concern about a
clear vision for their second act than their
wealthier counterparts. Top concerns for these
people included missing the social interaction of the
workplace, a sense of purpose, future health and
healthcare costs.14
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THE RETIREMENT-PLANNING EVOLUTION ADVISOR CHECKLIST

BY SHARON CARSON

Ask a different question. Instead of “What age do you want to
retire?” ask about their overall vision for their second act, and how
they anticipate getting there. For example, many clients envision
a phased retirement, where they gradually work less, instead of an
instant switch from full time. If they aren’t sure, encourage them
to think more about it. Use the information about their vision to
revise the inputs in your retirement-planning tools.

Healthcare later in life: For those near or over age 65, let clients
know that Medicare decisions are complex and they may need
several months to make good policy decisions. Ensure you address
annual medical costs and inflation as well as your clients’ plan for
a possible long-term care need. Include an assessment of how
much they may need to help aging parents, and how much
assistance they may receive from other family members.

Look at “what ifs” and build flexibility into your clients’ plans.How
secure is your client’s income?Are they relying on one income or
two incomes? If a couple has two incomes, are they in the same
industry? Can they handle a period of disability? What are the
events that may cause your clients to consider starting their second
act earlier or later? Offer options that help the client build a floor
of guaranteed retirement income that will be there for them
regardless of other variables, but at the same time make sure they
have sufficient liquid resources to allow changes to their plan.

Build a list of information sources for clients about second act life
planning, Social Security and retiree healthcare. Find out what your
firm has available and make your voice heard if there are gaps.
Share ideas about the best sources of information with fellow
advisors at your firm’s events, and industry conferences.

While Merrill Lynch Financial Advisors may discuss healthcare costs as part of a client's
retirement plan, Financial Advisors may not provide specific advice on healthcare coverage
options. This material should be regarded as educational information on healthcare only
and is not intended to provide specific healthcare advice. If you have questions regarding
your particular situation, please contact your healthcare, legal or tax advisor.

Merrill Lynch offers a broad range of brokerage, investment advisory (including financial
planning) and other services. There are important differences between brokerage and
investment advisory services, including the type of advice and assistance provided, the fees
charged, and the rights and obligations of the parties. It is important to understand the
differences, particularly when determining which service or services to select. This article
does not constitute legal, accounting or other professional advice. Although it is intended to
be accurate, neither the author nor any other party assumes liability for loss or damage due
to reliance on this material.

Merrill Lynch is themarketing name for Merrill LynchWealthManagement andMerrill Edge™,
both of which are made available throughMerrill Lynch, Pierce, Fenner & Smith Incorporated
(“MLPF&S”). Merrill Edge is the marketing name for two businesses: Merrill Edge Advisory
Center, which offers team-based advice and guidance brokerage services; and a self-directed
online investing platform. Merrill LynchWealth Management makes available products and
services offered by Merrill Lynch, Pierce, Fenner & Smith Incorporated, a
registered broker-dealer and member SIPC, and other subsidiaries of Bank of America
Corporation.
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Pre-retirees and retirees that participated in our focus-
group research said they want to learn more about
Social Security, Medicare planning, long-term
care insurance, volunteer opportunities, estate-
planning services and staying healthy in
retirement.15 Helping our clients address these life
issues will result in the exchange of information
necessary for better retirement planning, which can
help people to be more confident in their plans and
with their financial advisor.

Many financial advisors would like to help clients
address the issues and questions raised in this
article, but without the proper tools and resources
they may find this difficult. Helping clients create
a clear vision for their second act, in addition to
addressing complex questions around healthcare
costs and Social Security, may not be central to the
skill set of many financial advisors. It may require
new ways for advisors to interact with clients that
can ease time commitments to these important
topics, while making the process more interesting,
engaging and valuable for clients.

To further address these issues, last year Merrill
Lynch launched both Social Security and retiree
healthcare training for its advisors, in addition to
making several client seminars available. We
continue to examine and develop ways to better
support our financial advisors and their clients,
including innovative resources being designed
for greater interactivity and efficiency when sitting
down to tackle some of these lofty issues. �
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