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Perhaps the most publicized
provision of the SECURE Act has 

been the so-called 10-year rule’s 
impact on beneficiaries of IRAs and 
qualified plans. Under the SECURE 
Act, for deaths occurring after 2019, 
most non-spouse beneficiaries 
have lost the ability to stretch tax 
deferral over multiple generations 
and multiple decades. Instead, the 
inherited accounts must be emptied 
after 10 years. Recent developments, 
though, may create confusion about 
the 10-year rule. 

“Virtually all commentators, including 
representatives of financial firms and 
professional practices, have written 
that the 10-year rule has no annual 
required minimum distributions 
(RMDs) until the final deadline,” says 
Ed Slott, editor-in-chief of Ed Slott’s 
IRA Advisor. “The IRS had ample time 
— more than a year since the passage 
of the SECURE Act in late 2019 — to 
state otherwise.”

The idea of annual RMDs under 
the 10-year rule didn’t appear until 
the latest version of IRS Publication 
590-B, Distributions from Individual
Retirement Arrangements (IRAs), 
which came out in March 2021 as a 
guide for preparing 2020 tax returns. 
The publication seems to impose 
RMDs for years 1 through 9, before 
complete depletion a decade after 
death.

Puzzling Position

Coming without warning, this 
contention has generated skepticism. 
“It is difficult to see the support for the 
publication’s position that designated 
beneficiaries need to combine the 
life expectancy rule with the ten-
year rule,” says Robert Keebler, who 
heads Keebler & Associates, a tax 
advisory and CPA firm in Green Bay, 
WI. “The statutory guidance appears 
to indicate that a taxpayer holding an 
inherited IRA simply needs to take out 
100% of the funds by the end of the 
tenth year following death.”

“It is difficult to see 
the support for the 
publication’s position 
that designated 
beneficiaries need to 
combine the life      
expectancy rule with  
the ten-year rule.”    
-Robert Keebler

Similar comments come from Natalie 
Choate, an attorney with the Boston, 
MA law firm Nutter McClennen 
& Fish. “Publication 590-B is not 
consistent about how the 10-year rule 
works,” she says. “The SECURE Act 
appears to simply adopt the 5-year 
rule, the operation of which is already 
well established via IRS regulations — 
namely, no distributions are required 
until the final year." 

The SECURE Act's 10-Year Rule Confusion 

https://www.youtube.com/channel/UCdYCkizV3RuZHtXrODGLQ_w
https://www.facebook.com/ed.slott
https://www.linkedin.com/in/edslott
https://twitter.com/theslottreport
https://www.irahelp.com/2-day/virtual-ira-workshop-2021-02
https://www.irs.gov/pub/irs-pdf/p590b.pdf
https://www.irs.gov/pub/irs-pdf/p590b.pdf
https://www.irs.gov/pub/irs-pdf/p590b.pdf
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Executive Summary

Executive Summary
The SECURE Act's 10-Year Rule Confusion

■  Under the SECURE Act, for deaths occurring after 2019, most non-spouse beneficiaries have lost the
ability to stretch tax deferral over multiple generations and multiple decades. Instead, the inherited
accounts must be emptied after 10 years.

■  The idea of annual RMDs under the 10-year rule didn’t appear until the latest version of IRS Publication
590-B, which came out in March 2021 as a guide for preparing 2020 tax returns.

■  “There seem to be many contradictions here,” says Ed Slott, “which leads me to believe the idea of
annual RMDs under the 10-year rule is just one big mistake that needs to be corrected or at least
clarified with certainty.”

■  Consequently, Slott advises such beneficiaries to wait for future guidance from the IRS on this issue,
perhaps in the form of proposed regulations. “Don’t rush to pay an RMD this year,” he says.

The Year-of-Death RMD
■  The RMD for the year of death will only need to be taken if the IRA owner died on or after her required

beginning date (RBD).
■  The RMD for the year of death is calculated as if the IRA owner had lived. In most cases, this means it

will be calculated using the Uniform Lifetime Table.
■  If the year-of-death RMD was not already taken by the IRA owner, it must be taken by the beneficiary; if

the year-of-death RMD is not taken, there is a 50% penalty.
■  The year-of-death RMD can be satisfied by one beneficiary when there are multiple beneficiaries.
■  A spouse beneficiary can transfer the entire account to an IRA in her own name or treat the account as

her own and then take the RMD from that account.
Understanding Retirement Income Style

■  The two factors that best capture an individual’s retirement income style are: Probability-Based vs.
Safety-First; and Optionality vs. Commitment.

■  Four factors play a secondary role through their correlations with the primary factors: Time-Based
vs. Perpetuity; Accumulation vs. Distribution; Front-Loading vs. Back-Loading Income; and True vs.
Technical Liquidity.

■  Each individual investor must ultimately identify the style and its associated strategies that can best
support his or her financial and psychological needs for retirement.

■  Advisors should also be aware of their own personal style and how it impacts advice and seek to help
clients find strategies that are best aligned with their style.

Publication 590-B seems to 
recognize that fact in some places.
That said, Choate goes on to 
mention an example that indicates 
annual RMDs will be needed 
throughout the 10-year period. “It 
is copied word for word from prior 
editions of Publication 590-B, with 
just the years changed,” she says. 

“This example seems to state that 
annual minimum distributions are 
required for a son who inherited 
his father's IRA in 2020. In other 
words, in this example, nothing at 
all has changed since 2019!  

I think it is just a mistake and 
blame it on COVID-19.” 

“In other words, in 
this example [on 
Publication 590-B, 
page 12] nothing at 
all has changed 
since 2019! I think    

         it is just a mistake   
and blame it on       
COVID-19." 
-Natalie Choate

Examining the Example

The example mentioned by Choate 
appears on page 12 of the current 
edition of IRS Publication 590-B:

"Your father died in 2020. You are 
the designated beneficiary of your 
father's traditional IRA. You are 53 
years old in 2021, which is the year 
following your father's death. You 
use Table I and see that your life 
expectancy in 2021 is 31.4. If the 
IRA was worth $100,000 at the end 
of 2020, your required minimum 
distribution for 2021 would be 
$3,185 ($100,000 ÷ 31.4)."
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If this is the case, under post-
SECURE law, annual RMDs would 
apply to years 1 through 9, followed 
by the total distribution in year 10.  
“This position seems to contradict 
the actual SECURE Act,” says Slott. 
To support this comment, he cites 
this passage from Publication 590-
B, Page 12:

“No table. Don't use any of the 
tables if either the 5-year rule or 
the 10-year rule (discussed earlier) 
applies.”

In this line, Slott explains, the IRS 
is contradicting its own example 
found earlier on the same page. 
Here, the agency is saying that you 
don’t need to use a table because 
there are no annual RMDs, the 
same as under the 5-year rule. 
“This implies that both the 5- and 
10-year rules work the same way,”
he says, “which is what the actual
text of the SECURE Act seems to
say. In the SECURE Act, the 10-
year rule is referenced by saying
that the 10-year rule “shall be
applied by substituting ’10 years’
for ‘5 years’….”

“This implies that 
both the 5- and 
10-year rules work
the same way,
which is what the
actual text of the
SECURE Act
seems to say. "
-Ed Slott

The “No table” line from page 12 
adds to the case that both of these 
rules are treated the same — no 
annual RMDs. The entire amount 
must be withdrawn only by the end 
of the 5- or 10-year term. “There 
seem to be many contradictions 
here,” Slott concludes, “which leads 
me to believe the idea of annual 
RMDs under the 10-year rule is just 
one big mistake that needs to be 
corrected or at least clarified with 
certainty.”

Does 10 Equal 5?

Ian Berger, IRA Analyst with Ed 
Slott and Company, says that 
the IRS’ apparent expectation of 
annual RMDs under the 10-year 
rule is not inconsistent with the 
language of the SECURE Act. “The 
tax code now says that for non-
eligible designated beneficiaries 
(including, most non-spouse 
beneficiaries), the entire IRA must 
‘be distributed within 10 years.’ As 
for whether annual RMDs must 
apply to years 1 through 9, the 
code is silent on that issue.” 
The annual RMD approach 
also is not inconsistent with 
comments made by Congressional 
committees when the SECURE Act 
was passed, Berger adds. “What is 
inconsistent,” Berger continues, “is 
that the IRS seems to be treating 
the 10-year rule differently from 
the way it has treated the 5-year 
rule.” Post-SECURE Act, the 
5-year payout is required when
an IRA owner dies before the
required beginning date (RBD)
without designating an individual
beneficiary.
“If the IRS sticks to its guns,” says 
Berger, “the IRS will be between 
a rock and a hard place in 
interpreting the 5-year rule. It could 
apply the 5-year rule the same way 
as the 10-year rule, by requiring 
annual RMDs in years 1 through 4, 
but that would be inconsistent with 
the way the IRS has interpreted the 
5-year rule. If the IRS decides to
treat the two rules differently, that
would be confusing and difficult to
justify.”

“What is 
inconsistent, is 
that the IRS seems 
to be treating the 
10-year rule
differently from the
way it has treated
the 5-year rule.”
-Ian Berger

Moreover, Slott points out that 
the intent of Congress in creating 
the 10-year rule was to curtail 
stretching of RMDs and thus raise 
revenues. “Annual RMDs during 
those 10 years will add relatively 
little revenue,” he says, “in return 
for the effort facing beneficiaries, 
their advisors, financial institutions, 
and IRS enforcement officials.”

Information, Please

What can be made of this new 
10-year-riddle? “Just disappointing,”
says Andy Ives, IRA Analyst
with Ed Slott and Company. “It’s
16 months after passage of the
SECURE Act. People have been
making decisions on how to
proceed, as the 10-year rule was
implemented across the country.
There’s no way the IRS wasn’t
aware of how the SECURE Act’s
10-year rule was being interpreted
and applied. And then the agency
decides to throw a monkey wrench
into the whole process!”
What's more, as Berger puts it, 
“the IRS offered the information 
in an informal publication that no 
one should rely on.” According to 
Slott, “Everything seems wrong” 
about the aforementioned annual 
RMD example reprinted and its 
implications. “It’s very cryptic,” Slott 
adds. “Beneficiaries who inherited 
an IRA in 2020 would owe an RMD 
in 2021, if this turns out to be the 
case.”
Consequently, Slott advises such 
beneficiaries to wait for future 
guidance from the IRS, perhaps in 
the form of proposed regulations. 
“Don’t rush to pay an RMD this 
year,” he says. “Once you’ve taken 
it out, you can’t put it back in.”

Compounding the Confusion

Beyond the question of annual 
RMDs during the 10 years after 
death, Choate cites a “blatant 
error” in Publication 590-B. As 
she reported to the IRS, another 
example states that if an IRA 
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owner died in 2019, a beneficiary 
who is not taking life expectancy 
payments would have to fully 
distribute the plan by December 31, 
2024, under the 5-year rule.
“Because the owner in the example 
died in 2019, and there were no 
RMDs in 2020, the CARES Act 
converted the 5-year rule to a 
6-year rule for beneficiaries of
owners who died in the years
2015–2019,” Choate says. “The
actual deadline for the beneficiary
in the example is December 31,
2025, not 2024.”
Still, other issues are raised 
by this year’s Publication 590-
B. “One question,” says Sarah
Brenner, Director of Retirement 
Education at Ed Slott and 
Company, “is whether or not an 
eligible designated beneficiary 
(EDB) could elect the 10-year 
rule or would he be forced to 
use it.” EDBs, including surviving 
spouses, disabled or chronically 
ill individuals, people who are not 
more than 10 years younger than 
the IRA owner, and minor children 
of the IRA owner typically are not 
compelled to use the 10-year rule. 

“Publication 590-B 
clarifies this issue 
by saying that an 
EDB can elect the 
10-year rule if the
IRA owner has died
before the required
beginning date."
-Sarah Brenner

“Publication 590-B clarifies this 
issue,” says Brenner, “by saying 
that an EDB can elect the 10-year 

rule if the IRA owner has died 
before the required beginning date. 
Of course, the IRS interpretation 
of the 10-year rule requiring RMDs 
during the 10-year period raises 
the question as to why EDBs 
would make this election, as they 
would still need to take annual 
RMDs. The election would not gain 
them anything.”
Publication 590-B also clarifies 
some rules for inherited IRAs that 
the SECURE Act did not seem to 
affect, according to Brenner. “The 
publication confirms that the year-
of-death RMD still must be taken,” 
she says, “even after the SECURE 
Act, and that the rules for spouse 
beneficiaries remain the same. 
Spouse beneficiaries still can delay 
RMDs from an inherited IRA until 
the year for which the decedent 
would have had to begin them.”

Drilling Down

Digging deeper into the new 
Publication 590-B, Ives reports 
finding another surprise. “Prior 
to the SECURE Act, we used to 
say that if the first beneficiary 
died, the successor beneficiary 
would ‘step into the shoes’ of the 
first beneficiary and continue 
stretch payments based on the 
first beneficiary’s life expectancy,” 
he says. “Stepping-into-the-
shoes was rendered moot by the 
SECURE Act’s 10-year rule — or 
so we thought. We believed that 
once the 10-year period began, 
any successor beneficiaries would 
just continue that same 10-year 
window until it expired.” 
However, the current Publication 
590-B includes this language:

“…if the designated beneficiary 
dies before his or her portion of 
the account is fully distributed, 
continue to use the designated 
beneficiary’s remaining life 
expectancy to determine the 
amount of distributions.”

“This is quintessential 'step-into-
the-shoes' language,” says Ives. 
“By those words, any successor 
beneficiary will have to use the 
first beneficiary’s life expectancy to 
continue RMDs for years 1 through 
9 within the 10-year period. Talk 
about adding confusion to an 
already muddled situation.”

“Any successor 
beneficiary will 
have to use the first 
beneficiary’s life  
expectancy to         
continue RMDs for  
years 1 through 9  
within the 10-year  
period. " 
-Andy Ives

Yet another area of confusion in 
Publication 590-B involves the 
expiration of the 10-year rule. 
“Based on existing IRS regulations 
on the 5-year rule, we assumed the 
10-year payout period would end
on December 31 of the 10th year
following the IRA owner’s death,”
says Berger. “However, Publication
590-B indicates that the 10-year
period ends on the 10th anniversary,
at least in certain situations.”
Hopefully, all the uncertainties 
raised by Publication 590-B will be 
addressed by the IRS before the 
2nd anniversary of the SECURE Act, 
by the end of 2021. ◼

The required minimum
distribution (RMD) rules 

are back, and with that comes 
questions about the correct way 
to handle the RMD in the year of 
death of the IRA owner. 

Is There a Year-of-Death RMD?

Determine whether or not there 
even is an RMD that must be taken 
in the year of death. The RMD for 
the year of death will only need 

to be taken if the IRA owner died 
on or after her required beginning 
date (RBD) and had not already 
taken all of her RMD. Under the 
new rules of the SECURE Act, 
the RBD is now April 1 of the year 

The Year-of-Death RMD
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following the year the IRA owner 
reaches age 72.

Example 1: Julie's 72nd birthday is 
November 21, 2021. She dies in 
December of 2021 without taking 
her 2021 RMD. Julie died before 
her RBD (April 1, 2022). Therefore, 
no RMD is required for the year of 
her death (2021).

There is a strange tax law quirk 
for 2021. No IRA owner will have 
an RBD in 2021. An IRA owner 
who attained age 70½ in 2020 
falls under the SECURE Act rule 
allowing RMDs to be delayed until 
age 72. Thus, the earliest RBD 
would be April 1, 2022. Anyone 
who turned age 70½ before 2020 
would already be taking RMDs and 
would have an RBD of April 1, 2020 
or earlier. 

All Roth IRA owners are 
considered to have died before 
their RBD. This means that there 
is never a year-of-death RMD 
required from a Roth IRA. Nothing 
needs to be withdrawn in the year 
of death. 

Calculating the  
Year-of-Death RMD

The RMD for the year of death is 
calculated as if the IRA owner had 
lived. In most cases, this means 
it will be calculated using the 
Uniform Lifetime Table. 

The requirement that a year-of-
death RMD be taken is unaffected 
by the SECURE Act. This is 
because the changes made in the 
SECURE Act to the calculation of 
RMDs deal only with post-death 
RMDs. The amount of the year-of-
death RMD is based on the IRA 
owner’s (or plan employee’s) pre-
death lifetime payments. 

Example 2: Kevin, age 75, dies in 
2021. The year-of-death RMD that 
must be taken from his IRA will still 
be calculated using the factor that 
corresponds to his age 75 on the 
Uniform Lifetime Table (22.9).

Taking the Year-of-Death RMD

Who must take the year-of-death 
RMD? If the year-of-death RMD 
was not already taken by the IRA 
owner, it must be taken by the 
beneficiary. It is not paid to the IRA 
owner’s estate (unless the estate is 
named as the beneficiary). Due to 
the confusion on this point, the IRS 
confirmed who is responsible for 
taking the year-of-death RMD in 
regulations and in Revenue Ruling 
2005-36. The beneficiary will also 
pay the tax on the distribution. 

If the year-of-death RMD 
was not already taken by the 
IRA owner, it must be taken 

by the beneficiary. 

The SECURE Act’s requirement 
that most nonspouse beneficiaries 
use the 10-year rule does 
NOT remove the beneficiary’s 
responsibility to take the year-of-
death RMD.
Example 3: Joe died in 2021 at age 
75. He named his nephew Billy 
as his IRA beneficiary. However, 
Joe did not take his RMD prior to 
his death. Billy is a non-eligible 
designated beneficiary and is 
subject to the 10-year payout term 
under the SECURE Act. Billy is 
responsible for taking Joe’s year-
of-death RMD prior to the end of 
2021. 
The year-of-death RMD can be 
satisfied by one beneficiary when 
there are multiple beneficiaries. 
Many custodians will take the 
conservative position and require 
the RMD to be pro-rated equally 
among all the beneficiaries. 
However, IRS regulations say 
that the year-of-death RMD must 
be taken by “a beneficiary.” They 
do not give further direction 
specifying any sort of pro-rata 
requirement.
The ability of one beneficiary to 
satisfy the year-of-death RMD, 

instead of it being required to 
be pro-rated among multiple 
beneficiaries, is beneficial to keep 
in mind when a charity is one of 
the IRA beneficiaries. 
Beneficiaries that are charities will 
almost always take distributions 
of IRA funds fairly quickly after the 
death of an IRA owner. When the 
charity takes a total distribution 
of their share of the IRA in the 
year of death, that will satisfy the 
RMD for the year (assuming the 
charity’s portion was enough to 
cover the RMD amount). Any 
other beneficiaries would then 
be absolved from having to take 
anything additional that year.
Example 4: Lori, age 77, named 
her two daughters, Mary and 
Marcia, and her church as equal 
beneficiaries of her IRA. Lori dies 
in 2021. A month later, Lori’s church 
takes a distribution of its one-third 
portion of the IRA. This distribution 
satisfies the RMD for the year of 
death. Lori’s daughters, Mary and 
Marcia, do not have to take any 
additional distributions for 2021. 
Beneficiaries can aggregate 
year-of-death RMDs, but there 
are limits. These limits are the 
same as those that apply to 
any aggregation of RMDs by 
beneficiaries. The inherited IRAs 
must be the same type and 
inherited by the same beneficiary 
from the same IRA owner. 
Example 5: Sylvia, age 82, dies in 
2021. She has three IRAs and has 
not taken her 2021 RMD from any 
of them at the time of her death. A 
charity is the beneficiary of IRA 1, 
and Sylvia’s daughter, Karen, is the 
beneficiary of IRA 2 and IRA 3. 
In October 2021, the charity takes a 
total distribution from IRA 1. Karen 
cannot use any of this distribution 
to satisfy the year-of-death RMDs 
that she must take from IRAs 2 and 
3. 
Why? Aggregation is only 
permitted when the IRA 

https://www.irahelp.com/printable/2021-uniform-lifetime-table
https://www.irs.gov/irb/2005-26_IRB#RR-2005-36
https://www.irs.gov/irb/2005-26_IRB#RR-2005-36
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beneficiaries are the same. 
However, Karen can aggregate 
and take the total amount of the 
year-of-death RMDs for IRAs 2 
and 3 from either one.

When a spouse inherits an IRA, 
she can take the year-of-death 
RMD from her own IRA. The 
regulations are clear that even a 
spouse beneficiary does not get a 
pass when it comes to the year-of-
death RMD. It must be paid out or 
there will be a penalty. 

However, a spouse who is doing a 
spousal rollover by transfer or by 
treating the account as her own 
does have some flexibility. The IRS 
only cares that the year-of-death 
RMD is taken. It does not care 
from whose account the RMD is 
distributed. A spouse beneficiary 
can transfer the entire account to 
an IRA in her own name or treat 
the account as her own and then 
take the RMD from that account. 
The RMD would be calculated the 
same way a year-of-death RMD is 
always calculated — by using the 
original IRA owner’s age as if he 
had lived.

If the spousal rollover is being 
done by a 60-day rollover (which 
does occassionally happen), there 
is no flexibility — the RMD must be 
paid from the deceased spouse’s 
IRA as a death distribution. 
Because it is an RMD, it is not 
eligible for a rollover. This is one 
more reason to avoid 60-day 
rollovers!

A spouse beneficiary can 
transfer the entire account 
to an IRA in her own name 
or treat the account as her 

own and then take the RMD 
from that account. 

Example 6: Jake is the beneficiary 
of his wife Sofia’s IRA. Sofia died 
at age 78 without taking her 2021 
RMD. Jake does a spousal rollover 
by transferring Sofia’s IRA funds 
to an IRA in his own name. Later 
in 2021, Jake can take the year-of-
death RMD from his own IRA. If 
Jake had done a 60-day rollover, he 
would have had to take the RMD 
at that time before rolling over the 
rest of the funds to an IRA in his 
own name.

50% Penalty and Disclaimers

If the year-of-death RMD is not 
taken, there is a 50% penalty. 
However, a beneficiary who fails 
to take a year-of-death RMD does 
have a potential remedy. He can 
take the missed RMD and file 
Form 5329 and ask for a waiver 
of the penalty. The IRS generally 
grants these requests.
The December 31 year-of-death 
RMD deadline can come fast for 
a beneficiary, especially if the 
IRA owner died late in the year. 
This can cause a dilemma for a 
beneficiary who is considering 
disclaiming the IRA assets. The 
deadline for making a disclaimer 

is generally nine months after the 
date of death. In Revenue Ruling 
2005-36, the IRS made it clear that 
a beneficiary can take the year-of-
death RMD and still disclaim the 
remainder of the IRA funds. But, 
because the beneficiary accepted 
the year-of-death RMD, this 
amount and the pro-rata portion of 
the post-death income allocable to 
it cannot be disclaimed. 
Example 7: Sue, age 80, dies on 
February 12, 2021, well after she 
had begun receiving RMDs. She 
did not, however, receive her 2021 
RMD before she died. Her IRA is 
valued at $200,000 on the date 
of her death, and her 2021 RMD 
is $10,000. Her spouse, Pat, is the 
primary beneficiary and her son, 
Jim, is the contingent beneficiary. 
On May 12, 2021, Pat takes the 
$10,000 year-of-death RMD for 
2021. Seven months after Sue’s 
death, Pat decides to disclaim 
the remaining balance of the 
IRA account. Between Sue’s 
death (2/12/2021) and the date 
Pat delivers the disclaimer 
(11/03/2021), the IRA has 
generated $4,000 of earnings.  
Because Pat took the 2021 year-of-
death RMD, he cannot disclaim the 
$10,000 or the pro-rata portion of 
the post-death earnings allocable 
to it ($200). Pat can choose to 
take a distribution of the $200 in 
earnings or he can keep the funds 
in an inherited IRA. The remainder 
of the IRA funds will now go to Jim 
as the contingent beneficiary. ◼ 

Guest IRA Expert
Wade D. Pfau,  

Ph.D., CFA, RICP® 

The American College 

King of Prussia, PA

If you have spent much time
reading about retirement income, 

it quickly becomes apparent that 
there are vastly different viewpoints 
about the best approach for 
sourcing your retirement spending. 
Very simply, this boils down to 
the debate between investments 
and annuities. More broadly, 
it also hints at different ways 

to incorporate fixed income 
assets. Financial advisors and 
other pundits tend to support 
the approach they feel most 
comfortable with or are otherwise 
licensed or incentivized to provide. 
But there are competing viable 
approaches for retirement income. 
There is no single, right answer 
that works best for everyone, as it 

https://www.irs.gov/pub/irs-pdf/f5329.pdf
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depends on a retiree’s preferences. 
We teach this agnostic approach 
in the Retirement Income Certified 
Professional® program.
Nonetheless, it has not always 
been clear about which strategies 
will best suit any individual’s style. 
Alejandro Murguia and I recently 
tackled this issue in a research 
paper called, “A Model Approach 
to Selecting a Personalized 
Retirement Income Strategy," 
available in the Social Security 
Research Network at ssrn.com/
abstract=3788232. In this research, 
we test and quantify a role for six 
specific and distinct retirement 
income factors which together can 
define retirement income styles 
that match to specific strategies. 
A questionnaire based on this can 
provide a leap forward for clients 
to find their preferred strategies.

Retirement Income Factors

We were able to formally show the 
importance of two main sets of 
factors, as well as four additional 
supporting factors. The two factors 
that best capture an individual’s 
retirement income style are:
1. Probability-Based vs. Safety-

First: Do you prefer to source
your retirement income from
assets providing a potential for
market growth or through assets
that incorporate contractual
protections?

2. Optionality vs. Commitment:
Do you seek to keep your options
open for retirement income, or do
you prefer making a commitment
to a retirement income solution?

The other four factors play a 
secondary role in their correlations 
with the primary factors:
1. Time-Based vs. Perpetuity:

When constructing floors for
retirement income, do you prefer
to do this for fixed time periods or
in perpetuity?

2. Accumulation vs. Distribution:
Do you continue to focus on
maximizing risk-adjusted returns

as with the pre-retirement wealth 
accumulation phase, which can 
lead to more fluctuations in your 
spending, or do you focus your 
investing during retirement on 
being able to support spending 
in a sustainable and predictable 
manner?

3. Front-Loading vs. Back-
Loading Income: Do you feel
more comfortable front-loading
your spending early in retirement
to better ensure that savings
can be enjoyed when one is
more assured to be alive and
healthy, or do you worry more
about outliving your assets and
prefer to spend at a lower rate in
early retirement to better ensure
that a particular lifestyle can be
maintained?

4. True vs. Technical Liquidity:
Do you prefer to have assets
earmarked specifically as
reserves for unexpected needs,
or do you think in terms of a
general pot of assets for any type
of expense?

There is no single, right
answer that works best for 

everyone, as it depends on a 
retiree’s preferences. 

Retirement Income Styles

The Retirement Income Style 
Awareness (RISA) Matrix® 
identifies how one’s scoring for the 
different factors interact to create a 
profile that matches to well-known 
retirement income strategies. 
The two main factors interrelate 
to provide four distinct retirement 
income strategy quadrants. 
Important to this as well is that 
the probability-based perspective 
is correlated with a preference 
for optionality, while those with a 
safety-first outlook also tend to be 
more commitment oriented. The 
four supporting factors are mixed 
in as well through their correlations 
with the main factors to identify 
strategies more strongly.

The upper-right quadrant is home 
to total-return investing strategies 
with systematic withdrawals. This 
is the quadrant of the 4 percent 
rule-of-thumb that sources 
retirement spending to a diversified 
portfolio of 50-75 percent 
stocks. These individuals prefer 
both probability-based growth 
strategies that will probably work 
and they want optionality. There is 
an overlay of three distinct factors 
in which individuals can maintain 
preferences for an investment 
growth perspective, a willingness 
to accept volatile income with 
an accumulation mindset, and a 
desire for optionality. The individual 
is likely to prefer a more variable 
income stream with the potential 
for investment growth rather than 
a stable retirement income stream 
with more muted potential growth. 
They want to enjoy their early 
retirement years and are willing to 
accept the risk from focusing on 
growth. These individuals will likely 
not want an annuity for income.
Next, the lower-left hand quadrant 
reflects individuals with a safety-
first and commitment orientation. 
These characteristics align with 
retirement income strategies 
traditionally referred to as essential 
vs. discretionary or income 
flooring. Assets are positioned 
to match the risk characteristics 
of a spending goal. There is a 
preference for a contractually-
protected lifetime income floor 
for essential or core retirement 
expenses, while a more diversified 
total return portfolio is used for 
discretionary expenses. 

https://www.theamericancollege.edu/designations-degrees/RICP
https://www.theamericancollege.edu/designations-degrees/RICP
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3788232
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3788232
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These characteristics speak 
to income protection through 
contractual guarantees, commitment 
to a strategy, a focus on income, 
a focus on having income in 
perpetuity, a focus on earmarking 
assets for specific goals to create 
true liquidity, and a fear of outliving 
assets. These characteristics 
associate with using income 
annuities through the annuitization 
of assets to provide greater 
downside spending protection with a 
lifetime commitment. 
The remaining two quadrants 
reflect hybrid styles. Shifting to the 
lower-right quadrant of the RISA 
Matrix, these individuals maintain 
a probability-based outlook with a 
desire for market participation, and 
they have desire to commit to a 
solution that provides a structured 
income stream. Since the 1990s, 
the retirement industry has been 
creating structured tools that are 
more aligned with the combinations 
of preferences. We use the term 
“risk wrap” as a general description 
of such tools that provide a blend 
of investment growth opportunities 
with lifetime income benefits, such 
as with a deferred annuity with 
living benefits. Those with a greater 
emphasis on probability-based 
growth may lean toward variable 
annuities, while indexed annuities 
may be more appealing for those 
near the center divider.
Finally, the upper left-hand quadrant 
reflects individuals seeking both 
safety-first contractual protections 
and optionality. It can be difficult 
to enter a contract while keeping 
options open, but the retirement 
world has addressed this with 
strategies related to investment-
based bucketing or time 
segmentation. A time segmentation 
strategy usually sources short-
term retirement income needs 
with a rolling bond ladder or other 
fixed income assets. A diversified 
investment portfolio is designed for 
longer-term expenses. That growth 
portfolio will be used to gradually 
replenish the short-term buckets 

as those assets are used to cover 
retirement expenses. This may help 
retirees to be more comfortable with 
a growth portfolio by overlaying 
short-term spending protections 
to help get one through bouts of 
market volatility without panicking.

Conclusion

Discussions about retirement 
income planning can become quite 
confusing for consumers as there 
are so many different viewpoints 
expressed in the consumer media. 
Each individual investor must 
ultimately identify the style and its 
associated strategies that can best 
support his or her financial and 
psychological needs for retirement. 
This new research can help people 
to find retirement income strategies 
that are best aligned with their 
personal retirement income style. 
Advisors should also be aware of 
their own personal style and how 
it impacts advice and seek to help 
clients find strategies that are best 
aligned with their style. ◼

Wade D. Pfau, Ph.D., CFA, RICP® is 
the program director of the Retirement 
Income Certified Professional® 
designation and a Professor of Retirement 
Income at The American College of 
Financial Services in King of Prussia, PA. 
He is also co-director of The American 
College Center for Retirement Income. 
As well, he is a Principal and Director 
for McLean Asset Management. He 
holds a doctorate in economics from 
Princeton University and has published 
more than sixty peer-reviewed research 
articles in a wide variety of academic 
and practitioner journals. He hosts 
the Retirement Researcher website, 
and is a contributor to Forbes, Advisor 
Perspectives, Journal of Financial 
Planning, and an Expert Panelist for the 
Wall Street Journal.  He is the author of the 
books, Safety-First Retirement Planning: 
An Integrated Approach for a Worry-Free 
Retirement, How Much Can I Spend 
in Retirement? A Guide to Investment-
Based Retirement Income Strategies, and 
Reverse Mortgages: How to Use Reverse 
Mortgages to Secure Your Retirement. 

Wade can be reached at wade.pfau@ 
theamericancollege.edu or visit 
theamericancollege.edu to learn more 
about the college's offerings.
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Individual retirement accounts (IRAs) are subject to a complex web of tax laws, with a single misstep 
potentially crippling retirement dreams and generational legacies. But when used properly and planned 
proactively, IRAs are powerful retirement and estate planning vehicles. 
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