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The Pilot Test Approach
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 Financial Advisors prepared an input sheet for a test client case

 The client was in the accumulation phase and the various goals extended from
accumulation to distribution phase

 The objective of the test was (a) to benchmark WealthDefender TM against a
deterministic probability of goal success and (b) demonstrate how WealthDefender TM

can extend this analysis in the areas of risk analysis, portfolio optimization, and plan
optimization via actionable recommendations

 The test was conducted in two parts:

 The Financial Advisor produced results using the deterministic approach

 The same input sheet was used to enter the case into WealthDefender TM

 Results were compared



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.  
Franklin, 16, and Anna, 8, will attend college.  Bob’s parents are in both good physical and 
financial health.  Only Mary’s mother is still alive but  she is currently in her retirement 
community’s end of life ward.  Bob and Mary are charitably inclined.

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 
reduced up to 70%.  His business’s profit sharing 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 
so they are planning accordingly.   Also, Bob’s parents have been saving into 529 plans for 
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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 For the Acceptable Retirement Age scenario, the advisor computed a 99% probability
of success and WealthDefender TM the same

 For the Ideal Retirement Age scenario, the advisor computed a 49% probability of
success and WealthDefender TM the same

 This is because for this case we had not activated the WealthDefender TM stochastic-
based simulation of investments, cash flows, and net worth in order to mirror the
advisor’s deterministic method of treating returns and volatilities

While the advisor’s calculation stopped at analysis of acceptable vs. ideal with a basic
portfolio reallocation, WealthDefender TM optimizes the ideal allocation via product
selection (including a variable annuity purchase) and optimal asset allocation powered
by VaR and CFaR

 Introducing a variable annuity brings probability of success up to 59%

 Further optimizing asset allocation brings probability of success up to 99%

 This result is then subject to stress testing which shows the probability of success
dropping to 88%

 To maintain a 95% probability of success, WealthDefender TM suggests dialing down
the retirement lifestyle cash flow down by 30% (other solutions are possible, including
increasing starting investments, or optimizing the duration or amount of other flows)



The Details…
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Goal Setting

• Advisor calculation and WealthDefender™: Multiple goal inputs with 
priority order goal definition capabilities.Adding Goals:

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

• WealthDefender™: The system has the ability to stochastically model all 
wealth drivers specific to each type of goal and cash flow, using 
historically-based or forward-looking capital markets assumptions.

Assumptions:

• Advisor calculation: Defined inflows and outflows.

• WealthDefender™:  Both inflows and outflows can be sensitive to a goal 
specific volatility range, statistical distribution, or an assigned variable 
index.

Cash Flows:



8Strictly Confidential – Patent Pending Trade Secrets of Levine Services, LLC

Current Accounts

Account Type:

• Advisor calculation and WealthDefender™:  Identify specific accounts and the associated tax implications.

Assets:

• Investments-

• Classification:

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

• WealthDefender™: Identifies specific investments and their individual risk and return drivers as well as their 
dependencies with other investments. 

• Characteristics:

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

• WealthDefender™: Not only identifies the individual investment’s metrics but also how they effect the entire 
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:

• Advisor calculation: Deterministic

• WealthDefender™: Able to use deterministic or stochastic approaches.



Conclusions
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 The client can choose between pursuing the acceptable retirement age scenario, an
optimized ideal retirement age scenario, or a “defensive” optimized retirement age
scenario that delivers 95% probability of success even under stressed market conditions

WealthDefender TM benchmarks to the advisor’s calculation for the acceptable and
ideal retirement age scenarios

WealthDefender TM goes far beyond the advisor’s calculation by presenting optimized
alternatives to the client that consider introduction of new products, optimized asset
allocation, and optimized cash flows

 In particular, addition of a variable annuity with a guaranteed minimum withdrawal
benefit and portfolio reallocation based on risk, goals, and goal bucketing raises the
probability of success to 99% - and planning to reduce lifestyle costs during
retirement by 30% can maintain that probability of success even in sustained poor
market conditions

 The advisor can persuade Bob and Mary through such fact-based, actionable ideas
that it will be their best advisory choice for their lifetime planning needs



Appendix – Detailed Output
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 Account Definition



Appendix – Detailed Output
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 Account and Tax Waterfall



Appendix – Detailed Output
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 Balance Sheet



Appendix – Detailed Output
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 Balance Sheet



Appendix – Detailed Output
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 Input of historical price timeseries’ – note that computed historical returns and
volatilities can be overridden with forecast values



Appendix – Detailed Output
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 Definition of Cash Inflows



Appendix – Detailed Output
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 Definition of Cash Outflows 1



Appendix – Detailed Output
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 Definition of Cash Outflows 2



Appendix – Detailed Output

18Strictly Confidential – Patent Pending Trade Secrets of Levine Services, LLC

 Goal Definition (each of these is linked to a cash flow)



Appendix – Detailed Output
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 Capital Markets Assumptions – Acceptable Retirement Age



Appendix – Detailed Output

20Strictly Confidential – Patent Pending Trade Secrets of Levine Services, LLC

 Capital Markets Assumptions – Ideal Retirement Age



Appendix – Detailed Output
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 Capital Markets Assumptions – Ideal Retirement Age Optimized



Appendix – Detailed Output
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 Capital Markets Assumptions – Ideal Retirement Age Optimized Stress



Appendix – Detailed Output
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 The portfolio can be optimized on the basis of Value at Risk, Initial Balances, and on
any cash flow / goal amount or duration



Appendix – Detailed Output
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 Simulation Results – Acceptable Retirement Age



Appendix – Detailed Output
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 Simulation Results – Ideal Retirement Age



Appendix – Detailed Output
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 Simulation Results – Ideal Retirement Age Optimized



Appendix – Detailed Output
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Ideal Retirement Age – Current Allocation – Stressed Returns, Volatilities and Perfect Correlations



Appendix – Detailed Output
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 Simulation Results – Ideal Retirement Age Optimized Stress



Appendix – Detailed Output
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 Example of Simulated Cashflows – Ideal Retirement Age Optimized Stress



Appendix – Detailed Output
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 Example of Simulated Balance Distribution – Ideal Retirement Age Optimized Stress



Appendix – Detailed Output
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 Value at Risk



Appendix – Detailed Output
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 Value at Risk – based suggestions to improve portfolio performance

Suggested portfolio 
rebalancing


