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The Pilot Test Approach
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üFinancialAdvisorspreparedan input sheetfor a test clientcase

üThe client was in the accumulationphase and the various goals extended from
accumulationto distributionphase

üThe objective of the test was (a) to benchmark WealthDefenderTM against a
deterministicprobability of goalsuccessand (b) demonstratehow WealthDefenderTM

can extend this analysisin the areasof risk analysis,portfolio optimization,and plan
optimizationviaactionablerecommendations

üThetest wasconductedin two parts:

üTheFinancialAdvisorproducedresultsusingthe deterministicapproach

üThesameinput sheetwasusedto enter the caseinto WealthDefenderTM

üResultswerecompared



The Pilot Case in More Detail
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Bob and Mary have been married for over twenty-five years. They have two children.  
CǊŀƴƪƭƛƴΣ мсΣ ŀƴŘ !ƴƴŀΣ уΣ ǿƛƭƭ ŀǘǘŜƴŘ ŎƻƭƭŜƎŜΦ  .ƻōΩǎ ǇŀǊŜƴǘǎ ŀǊŜ ƛƴ ōƻǘƘ ƎƻƻŘ ǇƘȅǎƛŎŀƭ ŀƴŘ 
ŦƛƴŀƴŎƛŀƭ ƘŜŀƭǘƘΦ  hƴƭȅ aŀǊȅΩǎ ƳƻǘƘŜǊ ƛǎ ǎǘƛƭƭ ŀƭƛǾŜ ōǳǘ  ǎƘŜ ƛǎ ŎǳǊǊŜƴǘƭȅ ƛƴ ƘŜǊ ǊŜǘƛǊŜƳŜƴǘ 
ŎƻƳƳǳƴƛǘȅΩǎ ŜƴŘ ƻŦ ƭƛŦŜ ǿŀǊŘΦ  .ƻō ŀƴŘ aŀǊȅ ŀǊŜ ŎƘŀǊƛǘŀōƭȅ ƛƴŎƭƛƴŜŘΦ

Bob owns a successful small real estate firm and invests in real estate.  His businesses' 
success is directly correlated to the  local real estate market.  With the combination of the 
depressed prices and lack of turnover in the market his business income and value were 
ǊŜŘǳŎŜŘ ǳǇ ǘƻ тл҈Φ  Iƛǎ ōǳǎƛƴŜǎǎΩǎ ǇǊƻŦƛǘ ǎƘŀǊƛƴƎ 401k contributions were also affected by 
the volatility.  His business has since recovered but he his acutely aware of the risks as 
retirement approaches even closer.  The business  owns a  rental property portfolio which 
Bob plans to sell when he retires because he does not want to handle the  property 
management associated with the rental income.  



The Pilot Case in More Detail
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Mary is a public school teacher.  She is under the old Tier 1 benefits package which 
includes a 50% pension, 403b with a matching provision and lifetime medical care for her 
and Bob.  She will receive some social security benefits from her first career as a real 
estate agent, where she met Bob.  Her benefits will be reduced due to the Windfall 
Elimination Provision due to her time served in a public pension program.

Franklin was born before Bob and Mary achieved their current level of success  so they 
have been attempting to make up for lost  college funding time.  He has qualified for a 
small private scholarship fund.  Anna is showing signs of high level academic competence 
ǎƻ ǘƘŜȅ ŀǊŜ ǇƭŀƴƴƛƴƎ ŀŎŎƻǊŘƛƴƎƭȅΦ   !ƭǎƻΣ .ƻōΩǎ ǇŀǊŜƴǘǎ ƘŀǾŜ ōŜŜƴ ǎŀǾƛƴƎ ƛƴǘƻ рнф Ǉƭŀƴǎ ŦƻǊ 
both children and plan to for the foreseeable future.

Ideally, Bob and Mary would retire in 2021.   It is less preferable, but acceptable, for them 
to retire in 2026.    Given their current investments, finances, and a group of potential 
alternate investments including a variable annuity, we want to help them to understand 
the probability of meeting their goals under both of these scenarios.   If these probabilities 
are not acceptable to them, we will help them to optimize their portfolio and cash flows, 
and subject these to stress testing, to achieve better probabilities of success. 



Results Summary
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üForthe AcceptableRetirementAgescenario,the advisorcomputeda 99%probability
of successandWealthDefenderTM the same

üFor the Ideal RetirementAge scenario,the advisorcomputed a 49% probability of
successandWealthDefenderTM the same

üThisis becausefor this casewe had not activatedthe WealthDefenderTM stochastic-
basedsimulation of investments,cash flows, and net worth in order to mirror the
ŀŘǾƛǎƻǊΩǎdeterministicmethodof treatingreturnsandvolatilities

üWhile theŀŘǾƛǎƻǊΩǎcalculationstoppedat analysisof acceptablevs. idealwith a basic
portfolio reallocation,WealthDefenderTM optimizes the ideal allocation via product
selection(includinga variableannuity purchase)and optimal assetallocationpowered
by VaRandCFaR

üIntroducinga variableannuitybringsprobabilityof successup to 59%

üFurtheroptimizingassetallocationbringsprobabilityof successup to 99%

üThis result is then subject to stresstesting which showsthe probability of success
droppingto 88%

üTo maintain a 95% probability of success,WealthDefenderTM suggestsdialingdown
the retirement lifestylecashflow down by 30%(other solutionsare possible,including
increasingstartinginvestments,or optimizingthe durationor amountof other flows)



¢ƘŜ 5ŜǘŀƛƭǎΧ
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Goal Setting

ωAdvisor calculation and ²ŜŀƭǘƘ5ŜŦŜƴŘŜǊϰΥ aǳƭǘƛǇƭŜ Ǝƻŀƭ ƛƴǇǳǘǎ ǿƛǘƘ 
priority order goal definition capabilities.Adding Goals:

ωAdvisor calculation: Assign a base inflation rate and capital markets 
assumptions and define how each goal relates to that assumption.

ω²ŜŀƭǘƘ5ŜŦŜƴŘŜǊϰΥ ¢ƘŜ ǎȅǎǘŜƳ Ƙŀǎ ǘƘŜ ŀōƛƭƛǘȅ ǘƻ ǎǘƻŎƘŀǎǘƛŎŀƭƭȅ ƳƻŘŜƭ ŀƭƭ 
wealth drivers specific to each type of goal and cash flow, using 
historically-based or forward-looking capital markets assumptions.

Assumptions:

ωAdvisor calculation: Defined inflows and outflows.

ω²ŜŀƭǘƘ5ŜŦŜƴŘŜǊϰΥ  .ƻǘƘ ƛƴŦƭƻǿǎ ŀƴŘ ƻǳǘŦƭƻǿǎ Ŏŀƴ ōŜ ǎŜƴǎƛǘƛǾŜ ǘƻ ŀ Ǝƻŀƭ 
specific volatility range, statistical distribution, or an assigned variable 
index.

Cash Flows:
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Current Accounts

Account Type:

ωAdvisor calculation and ²ŜŀƭǘƘ5ŜŦŜƴŘŜǊϰΥ  LŘŜƴǘƛŦȅ specific accounts and the associated tax implications.

Assets:

ωInvestments-

ωClassification:

ωAdvisor calculation: Reclassifies investments into broad asset classes with their associated characteristics. 

ω²ŜŀƭǘƘ5ŜŦŜƴŘŜǊϰΥ LŘŜƴǘƛŦƛŜǎ ǎǇŜŎƛŦƛŎ ƛƴǾŜǎǘƳŜƴǘǎ ŀƴŘ ǘƘŜƛǊ ƛƴŘƛǾƛŘǳŀƭ Ǌƛǎƪ ŀƴŘ ǊŜǘǳǊƴ ŘǊƛǾŜǊǎ ŀǎ ǿŜƭƭ ŀǎ ǘƘŜƛǊ 
dependencies with other investments. 

ωCharacteristics:

ωAdvisor calculation: Assigns the broad asset class return and standard deviation assumptions.

ω²ŜŀƭǘƘ5ŜŦŜƴŘŜǊϰΥ bƻǘ ƻƴƭȅ ƛŘŜƴǘƛŦƛŜǎ ǘƘŜ ƛƴŘƛǾƛŘǳŀƭ ƛƴǾŜǎǘƳŜƴǘΩǎ ƳŜǘǊƛŎǎ ōǳǘ ŀƭǎƻ Ƙƻǿ ǘƘŜȅ ŜŦŦŜŎǘ ǘƘŜ ŜƴǘƛǊŜ 
portfolio.  Looking beyond traditional measures to correlations, Value at Risk, Cash Flow at Risk .  Furthermore, 
the system can account for forecasts as opposed to past performance only.

Inflows and Outflows:

ωAdvisor calculation: Deterministic

ω²ŜŀƭǘƘ5ŜŦŜƴŘŜǊϰΥ !ōƭŜ ǘƻ ǳǎŜ ŘŜǘŜǊƳƛƴƛǎǘƛŎ ƻǊ ǎǘƻŎƘŀǎǘƛŎ ŀǇǇǊƻŀŎƘŜǎΦ



Conclusions

9Strictly Confidential ïPatent Pending Trade Secrets of Levine Services, LLC

üTheclient canchoosebetweenpursuingthe acceptableretirement agescenario,an
optimized ideal retirement age scenario,or a άŘŜŦŜƴǎƛǾŜέoptimized retirement age
scenariothat delivers95%probabilityof successevenunderstressedmarketconditions

üWealthDefenderTM benchmarksto the ŀŘǾƛǎƻǊΩǎcalculationfor the acceptableand
idealretirement agescenarios

üWealthDefenderTM goesfar beyondtheŀŘǾƛǎƻǊΩǎcalculationby presentingoptimized
alternativesto the client that considerintroduction of new products,optimizedasset
allocation,andoptimizedcashflows

üIn particular, addition of a variableannuity with a guaranteedminimum withdrawal
benefit and portfolio reallocation basedon risk, goals,and goal bucketingraisesthe
probability of successto 99% - and planning to reduce lifestyle costs during
retirement by 30% can maintain that probability of successeven in sustainedpoor
market conditions

üTheadvisorcan persuadeBob and Mary through suchfact-based,actionableideas
that it will be their bestadvisorychoicefor their lifetime planningneeds



Appendix ςDetailed Output
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üAccountDefinition
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üAccountandTaxWaterfall
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üBalanceSheet
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üBalanceSheet
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üInput of historical price ǘƛƳŜǎŜǊƛŜǎΩςnote that computed historical returns and
volatilitiescanbeoverriddenwith forecastvalues
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üDefinitionof CashInflows
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üDefinitionof CashOutflows1



Appendix ςDetailed Output

17Strictly Confidential ïPatent Pending Trade Secrets of Levine Services, LLC

üDefinitionof CashOutflows2
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üGoalDefinition(eachof theseis linkedto a cashflow)
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üCapitalMarketsAssumptionsςAcceptableRetirementAge
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üCapitalMarketsAssumptionsςIdealRetirementAge
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üCapitalMarketsAssumptionsςIdealRetirementAgeOptimized



Appendix ςDetailed Output
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üCapitalMarketsAssumptionsςIdealRetirementAgeOptimizedStress



Appendix ςDetailed Output
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üTheportfolio canbe optimizedon the basisof Valueat Risk,Initial Balances,and on
anycashflow / goalamountor duration
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üSimulationResultsςAcceptableRetirementAge
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üSimulationResultsςIdealRetirementAge
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üSimulationResultsςIdealRetirementAgeOptimized


