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OVERVIEW

The Fidelity Income Strategy Evaluator® (ISE, the “Tool”) is  
an educational tool designed to help users who are about to 
retire, or who are already in retirement, identify a strategy that 
may meet their income needs in retirement. ISE considers a 
user’s stated financial information (age, income needs, tax 
rates, asset types and amounts, etc.) and preferences for certain 
features to suggest a hypothetical mix of income-generating 
product types and, if available, a model portfolio of products  
to illustrate one way to consider allocating his or her portfolio. 
The Tool can help address both lifetime income goals and more 
short-term (temporary) income needs. 

The Tool is provided for educational purposes only. It is not 
intended to serve as the primary basis for your investment 
decisions and should not be considered as investment advice 
under the Employee Retirement Income Security Act of 1974 
(ERISA), as amended, or as legal or tax advice. Each Tool session 
is a one-time, nondiscretionary service, which means that it is 
up to you to implement and monitor a plan if you so choose.

Limitations of the Tool

The Tool was designed for users planning for retirement 
income now or in the near future. If you do not require  
current income, the Tool may not be appropriate for you. 

The Tool does not make predictions of future market 
conditions, but for certain products does use historical returns 
(based on indexes,1 not actual holdings or investments in your 
portfolio), to project estimated income and assets over your 
stated planning time frame.

All calculations and results are purely hypothetical in nature 
and will not affect your actual accounts. Past performance is 
no guarantee of future results. Performance returns for actual 
investments will vary and will generally be reduced by fees 
or expenses not reflected in the hypothetical illustrations.

If you have previously used a tool such as Fidelity Retirement 
Income Planner, or certain other Fidelity tools, you may have 
information prefilled for you. You can edit or delete this infor-
mation as you choose, but any changes you make in this tool 
will also be reflected in the other Fidelity planning tools.

Keep in mind that the strategies and any corresponding projec-
tions displayed in the Tool are current as of the date provided. 
Any results provided are based on certain quotes and other 
pricing data that the Tool obtains from Fidelity and third parties 
on a periodic basis. Results are also based on the value of 
accounts that you choose to include in your retirement income 
portfolio. Because these values change over time, your results 
may change if you use the Tool more than once. If you select a 
strategy but do not implement that strategy soon after leaving 
the Tool, you should recalculate it when you are ready to put 
your plan into action.

It is important to remember that the asset and income amounts 
that the Tool calculates are approximate, as is much of the 
information entered into the Tool. Much of this information is 
based on what you know today and on how you assume the sit-
uation may change in the future. Many inputs are projected 
using assumptions about the future. These assumptions cover 
future market returns, inflation, income, asset growth, and cer-
tain assumptions about your personal situation (for example, 

that you have already planned to meet certain future needs, 
such as health care expenses). While solid processes and meth-
odologies were used to come up with those assumptions, they 
may or may not materialize. The Tool will not notify you if you 
fail to include anticipated essential expenses, such as housing, 
food, or insurance costs in your analysis. Annuity quotes and 
asset balances change with the market. It is very important that 
you treat your results as approximate and indicative.

Certain income taxes have been assumed and estimated by  
the Tool, but they may not reflect all taxes applicable to your 
specific situation. While reasonable efforts are made to use and 
maintain the most current actual rates, income tax brackets, 
and other tax rules for estimating taxes, there may be a time 
lag between when new actual tax rates, brackets, and other 
rules become effective and when the Tool is updated to reflect 
them. 

The Tool assumes that when tax-deferred annuity assets are 
used to purchase an investment product, then a taxable 
liquidation of assets occurs. In certain cases, it is possible to 
withdraw money from a tax-deferred annuity and use the 
proceeds to purchase an investment product without triggering 
a taxable event.

The Tool may overstate or understate the amount of after-tax 
proceeds available from sales of securities in taxable accounts 
because it assumes that the tax basis for each security is the 
fair market value of the security on the date the Tool is used. 
The actual adjusted tax basis of the securities in your taxable 
account often will be different from the fair market value of 
those securities on any given day. For example, if you have 
highly appreciated securities in your taxable account, the 
adjusted tax basis actually will be much lower than the fair  
market value, and you will be subject to capital gains tax on 
your net gain. Because the Tool assumes that the adjusted tax 
basis is equal to fair market value, however, its calculations will 
show that there was no taxable gain and that 100% of the sale 
proceeds were available to you. Conversely, if your taxable 
account holds securities that are currently in a loss position,  
the Tool will not take into account any tax benefit that may  
be generated upon a sale of those securities.

The Tool assumes that any assets in either a workplace savings 
plan account or a non-Roth individual retirement account (IRA) 
are held on a tax-deferred basis and that the entire amount will 
be subject to ordinary income taxation upon distribution. If you 
assign a workplace savings plan account that holds after-tax 
contributions or a non-Roth IRA that holds nondeductible or 
after-tax contributions, the Tool’s analysis will not correctly 
characterize such amounts. As a result, the Tool may understate 
the after-tax income from products purchased using these 
assets and may overstate any product purchase amounts.

The Tool does not calculate minimum required distribution 
(MRD) amounts from IRAs or workplace savings plan accounts. 
The income projections provided in the Tool’s results may not 
satisfy applicable MRD requirements. You should separately 
check to confirm that applicable MRD rules are satisfied once 
you reach age 70½ and thereafter.

In certain cases, the annuity products available for modeling  
in the Tool may not be available to purchase with assets from  
a Roth IRA or Roth 401(k).

FIDELITY INCOME STRATEGY EVALUATOR® METHODOLOGY

 1 It is not possible to invest directly in an index. 
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Tool Availability

This report is provided to you for informational purposes only 
by either Fidelity Brokerage Services LLC, a registered broker-
dealer, or its affiliate, Fidelity Personal and Workplace Advisors 
LLC, a registered investment adviser, depending on your rela-
tionship with Fidelity Investments. 

The Tool is offered free of charge by Fidelity Brokerage Services 
LLC to Fidelity retail and insurance customers and guests who 
have registered for a Fidelity membership.

The Tool may also be available to participants in certain Fidelity-
recordkept workplace savings plans. Note that many of the  
products discussed in the Tool are not generally available in  
such workplace savings plans and, as a result, the Tool effectively 
assumes that a plan participant will roll over plan assets to a 
Fidelity IRA in order to obtain access to such products, if desired, 
and if the plan terms allow for rollovers (assuming the customer 
is still actively employed).

Please note that when rolling out of your current workplace  
savings plan, you may lose access to options not available in  
an IRA, such as company stock purchase plans, institutionally 
priced funds, and custom funds. You are encouraged to speak 
with a tax advisor prior to making any decisions regarding com-
pany stock holdings. Be aware that an IRA does not offer the 
same protection from creditors that is available in an employer-
sponsored plan. Distribution options are subject to plan rules. 
You should make sure you are aware of all the implications of 
rolling out of your workplace savings plan before making your 
decision. When reviewing available investment options, be sure 
to also consider any associated fees to help you in your determi-
nation. A number of financial services providers offer IRAs. You 
should pick the financial services provider that best suits your 
personal needs and investment objectives. Your employer does 
not endorse any provider of personal investment accounts.

ACCOUNT INFORMATION

Certain accounts maintained by or at Fidelity automatically  
display and are defaulted to be included in your plan, although 
you always have the option of deselecting an account if you 
prefer not to include it.

IMPORTANT: Unsettled transactions pending in any of your 
selected accounts at the time of your Tool interaction may 
materially impact the value of that account included in your 
analysis. For an unsettled equity purchase, the value may be 
materially overstated (and the investment risk understated 
due to cash remaining in the account), and for an unsettled 
equity sale, the value may be materially understated (and the 
investment risk overstated). Depending on the size and scope 
of such unsettled transactions, you may want to exclude the 
affected account(s) from your analysis or, if included, consider 
the reliability of the Tool’s results.

Social Security Benefits

The Social Security retirement benefit estimated by the Tool is 
based on your date of birth, your most recent earned income 
amount, and the retirement age you enter. (The Supplemental 
Security Income [SSI] program retirement benefits commence-
ment age may be no earlier than age 62 and no later than  
age 70.) Surviving spouses can start taking early Social Security 
by age 60. Surviving spouses who are also disabled can begin  
taking early Social Security by age 50, but only if the recipient 
qualifies for disability payments.

Social Security retirement benefits are adjusted by the applica-
tion of a cost-of-living adjustment (COLA) defined in a federal 

legislative enactment. The Tool estimates increasing future 
Social Security retirement benefits using a default inflation rate, 
which is updated from time to time. When the retirement age 
you enter is the same as your full retirement age, as defined  
by the Social Security Administration (SSA), a default benefit 
amount is retrieved from a table provided annually by Fidelity 
Actuarial Services.

If the defined retirement age you enter is younger than the  
full retirement age, as defined by the SSA, the full retirement 
benefit is adjusted down to acknowledge an early benefit start 
date. Benefits can start as early as age 62 for individuals with  
a full retirement age of 65, 66, or 67. The earlier a benefit start 
date is from the full retirement age, the greater the reduction 
will be; the reduction currently can reach a maximum of 
approximately 30%.

Notes:

•  Early commencement benefit reductions are permanent.

•  An SSA reduction table is used to calculate the adjustment.

If the defined retirement age you enter is older than the full 
retirement age, as defined by the SSA, the full retirement  
benefit is adjusted upward to acknowledge a delayed benefit 
start date. Benefits can be deferred up to age 70 for individuals 
with a full retirement age of 65, 66, or 67. The later a benefit 
start date is from the full retirement age, the greater the pre-
mium is; the deferral can result in a premium currently reaching 
a maximum of approximately 37%. Deferring benefits beyond 
age 70, however, will not increase the benefit any more.

Notes:

•  Deferred commencement benefit premiums are permanent.

•  An SSA premium table is used to calculate the adjustment.

If you earn income while receiving Social Security benefits and 
you are under your full retirement age, your benefits may be 
reduced. After you reach your full retirement age, earned 
income should not reduce your benefits. The Tool estimates  
the reduction in benefits up to the month before you reach 
your full retirement age. In the month you reach your full  
retirement age, and thereafter, the Tool assumes no reduction 
in your benefits.

Social Security is assumed to be received until your death or 
the death of your spouse. The Tool assumes that your spouse 
qualifies for Social Security survivor benefits. If both you and 
your spouse receive individual Social Security benefits, the Tool 
assumes that the higher of the two benefits will be received by 
the surviving spouse.

If you have obtained an estimate of benefits directly from the 
SSA, you may prefer to enter that amount. If you do not expect 
to receive Social Security or if you want to calculate a retire-
ment income plan based on other sources alone, enter $0 for 
the amount.

For more information, go to the SSA Web site at http://www 
.ssa.gov/pgm/retirement.htm. Please consult your tax advisor  
if you have any questions regarding the taxability of Social 
Security income.

INVESTMENT STRATEGIES

We believe you should consider building a retirement 
income portfolio using diversified income sources to help 
provide sustainable income throughout your retirement.  
ISE categorizes income-generating investments into two 
broad categories: 
•  Fixed income annuities that provide regular payments that 



are guaranteed2 to last a specified time period or for as  
long as you, or you and your spouse, live, as applicable.  
The payments from fixed annuities can be level or grow  
at a fixed rate over time. The amount used to purchase a 
fixed income annuity is generally not accessible once the 
contract is issued.

•  A diversified investment portfolio with a systematic with-
drawal program (SWP) uses withdrawals of dividends and 
interest and/or withdrawals of principal from your invest-
ments to provide nonguaranteed withdrawal income, while 
potentially allowing the portfolio assets to grow, subject  
to the performance of the market.

The Tool attempts to suggest a mix of these two broad  
classes of products that may be appropriate. This mix is called 
a model strategy and is intended to illustrate a hypothetical 
mix of guaranteed and nonguaranteed income sources that 
may provide enough income to meet your stated income 
needs over the course of your retirement. Model strategies 
are effectively asset allocation portfolios for hypothetical 
individuals with different time horizons and risk profiles. With 
respect to any specific products or product types associated 
with a model strategy, you should note that other investment 
alternatives having similar or superior risk and return 
characteristics may be available through either Fidelity or 
another financial services provider. Note also that if applying 
a model strategy to your particular situation, you should 
consider all your assets (for example, assets in a workplace 
savings plan, equity in a home, IRA investments, savings 
accounts, and any other savings).

Products and Income Classes

If product details are made available to you, you can elect to 
receive a model portfolio of products or product types that 
corresponds to the suggested model strategy. Income classes 
and products that may be presented in a model portfolio 
include (this functionality may not be available in some 
workplace savings plans):

Fixed income annuities represented by:

Guaranteed income annuities from various insurance  
companies 

Period-certain annuities from various insurance companies

(The fixed income annuities considered by the Tool are 
those that are distributed by Fidelity Insurance Agency, Inc.; 
these annuities are issued by third-party insurance compa-
nies, which are not affiliated with any Fidelity Investments 
company.)

Nonguaranteed Investment Portfolios with SWP are  
represented by:

Managed accounts

Target allocation funds

Self-managed investment portfolios

When solving for an additional short-term or “temporary” 
income need, the model portfolio may include one or more 
of the following:

Period certain annuities

Withdrawals from an investment portfolio, assuming a hypo-
thetical allocation to a target allocation fund, bond fund 
(see “Temporary Strategy” for additional information), a tax-
sensitive managed account, a managed account, or a self-
managed account.

How the Model Strategy Is Calculated

The Tool begins by asking for certain financial information to 
help determine the nature of your retirement expenses. Based 
on this information, the Tool calculates your income needs by 
taking the difference between the lifetime income that you 
may already have (Social Security, pensions, etc.) and your 
stated retirement expenses. For your lifetime income needs, 
based on your classification of expenses as either essential or 
discretionary, your essential and discretionary income needs 
are determined.

If you previously completed detailed income and expense 
worksheets in Retirement Income Planner, that information 
automatically transfers to the Tool. If not, you have the 
option of entering either detailed expenses or approximate 
aggregate monthly expense figures for both essential and 
discretionary expenses.

The Tool assumes you provided complete information about 
your essential and discretionary expenses, whether using 
approximate or detailed information entry. The Tool will not 
notify you if you fail to include essential expenses such as 
housing, food, or health care expenses.

Income and expense amounts entered are considered to be 
in today’s dollars. If various expenses were entered, the Tool 
will convert them into an approximate average monthly amount 
over your planning horizon (which is from now through your 
retirement age or the later retirement age if planning with a 
spouse or partner). This process may significantly affect the 
Tool’s results, and, if you create a plan based on averaged 
results, you may be unable to meet your estimated expenses 
for certain periods.

Next, the Tool determines whether you have any shortfalls, or 
gaps, in either essential or discretionary expenses. Any short-
term (temporary) income need is considered an essential 
expense; however, the Tool attempts to first create an income 
portfolio to satisfy your lifetime income need, and then 
attempts to meet any temporary income need.

The Tool aims to cover your essential expense gap with 
guaranteed income sources, and your discretionary expense 
gap with nonguaranteed income sources. In general, essential 
expenses are “must haves” and should be funded from 
guaranteed sources. Discretionary expenses are “nice to haves” 
and therefore may be more appropriately covered from 
nonguaranteed sources, such as withdrawals from savings and 
investments subject to market fluctuation. 

 2 Guarantees apply to certain insurance and annuity products and are subject to product terms, exclusions, and limitations and the 
insurer’s claims-paying ability and financial strength.



Once the essential and discretionary gaps (and corresponding 
income needs) are determined, those gaps are adjusted for 
inflation throughout your retirement. The value of these 
adjusted income gaps at the midpoint of your planning horizon 
is the monthly income need the Tool attempts to solve for by 
converting a portion of your investment portfolio into income.

The second step in the process takes into account your 
information and stated preferences for a number of features 
that certain income-generating products and/or product types 
may have. These questions ask about your preferences for a 
number of items, including guarantees, fluctuations of income 
and assets over time, the importance of access to the principal 
investment, your investing experience, and professional 
investment management. Because some of these features 
come at a cost, the questions also attempt to assess your 
appetite for paying those costs given the associated product 
attributes. Each answer provided is factored into an algorithm 
used to produce a hypothetical model strategy and, to the 
extent applicable, a resulting model portfolio. Your answers to 
these questions may have a significant impact on the output 
of the Tool, and may result in certain products not being 
presented to you although they may otherwise be appropriate. 
For example, one question asks whether you consider yourself 
a sophisticated investor. Products designed to pay income in 
retirement vary as far as their complexity and the amount of 
work required on the part of the investor to maintain his or her 
income portfolio. More experienced investors will generally 
find it easier to maintain a portfolio of sophisticated products 
than will people with less investing experience. Your answer 
helps determine the income generating products that might be 
appropriate for you. 

The Tool attempts to determine whether you (and your spouse,  
if planning jointly) are in good health—to help decide which  
annuity products may be appropriate for you. If you enter a  
planning age that is at least three years younger than average  
life expectancy, then the Tool will assume that you are not in good 
health and, therefore, may not be a good fit for a lifetime income 
annuity. As a result, the fixed income annuity class for such a 
response would be represented by a period-certain annuity.

The end result of the first two steps is a set of percentage 
allocations to each of the two income classes. At this stage in 
the calculations, the Tool will use these allocations to map to 
the model strategy that most closely aligns. The Tool uses 
a total of 11 model strategies that were developed to cover 
a wide range of situations. The weights of the income classes 
in these models are rounded to the nearest 10%.

The third step determines the hypothetical amount invested 
in each income class, as follows:

The account information is used to determine total asset 
amounts by four separate account types: taxable accounts,  
tax-deferred accounts, tax-free (Roth-type) accounts, and  
tax-deferred annuities. This breakdown of account types is 
important because each has its own unique tax characteristics. 
The same income product type in a model strategy may result 
in different after-tax income amounts depending on the 
account type used to fund the purchase of that product. The 
Tool will attempt to calculate the pretax asset amounts in each 
account type that need to be invested into each of the income 
classes in order for the overall model strategy to calculate the 
after-tax income you need to withdraw from those assets.

To determine appropriate asset amounts to invest in each 
income class, the Tool uses current quotes for fixed income 
annuities and an assumed sustainable withdrawal rate for the 
income from the investment portfolios with SWP class of the 
model strategy. This hypothetical withdrawal rate seeks to result 

in your portfolio producing income until the end of your plan 
even if the market performs poorly. By the end of your plan, 
the investment part of your model strategy is projected to be 
depleted. If you live longer than estimated, you will continue to 
receive payments from the annuity income classes (to the extent 
applicable) of your model strategy for as long you live.

Confidence Levels and Monte Carlo Simulations

The Tool uses a Monte Carlo simulation–based approach that 
runs several hundred hypothetical financial market scenarios to 
project a range of potential outcomes for various hypothetical 
retirement income portfolios. Monte Carlo simulations are 
mathematical methods used to estimate the likelihood of 
a particular outcome based on analysis of historical market 
performance. To project estimated income and assets over your 
stated planning time frame, the simulations utilize estimated 
returns for each asset class (stocks, bonds, and short-term 
investments) and an estimated inflation rate. Estimates are based 
on long-term historical average inflation-adjusted market return 
data and the Federal Reserve’s longer-run inflation goal. The 
results are calculated based on how an income portfolio similar 
to yours may have performed in a certain percentage of the 
simulated market scenarios. These percentages are called 
confidence levels. Your results will be available for viewing at 
the 25%, 50%, 75%, and 90% confidence levels. For example, 
the 90% confidence level represents “poor market conditions” 
and is defined as the lowest 10% of all hypothetical scenarios 
tested. This means that in 9 out of 10 market scenarios tested, 
a hypothetical income portfolio similar to yours performed at 
least as well as the results shown. Conversely, in only 10% of 
the market scenarios run, the hypothetical portfolio failed 
to reach the results shown. The Tool does not run multiple 
hypothetical market scenarios; rather, it uses certain market 
performance assumptions derived from this analysis.

The Tool models varying amounts of assets to be invested 
in the model strategy until it produces enough estimated 
income to cover the income needs in the middle of your 
planning horizon.

Expenses and income in retirement are projected to grow at 
different rates through your planning horizon. The approximate 
average monthly expense value is projected to grow at 
the estimated rate of inflation throughout your planning 
horizon. The income will grow depending on the growth 
potential of the income source. For instance, if you model 
a fixed income annuity with a 2% COLA, your payments are 
assumed to increase by 2% annually. If you use a portion of 
your investments to generate withdrawal income, the Tool 
assumes that the income will be withdrawn at a sustainable 
inflation-adjusted withdrawal rate where the payments will be 
assumed to increase with inflation. See “Income Projections” 
for a description of how the income from your strategy is 
calculated. As a result, the Tool uses the midpoint of your 
planning horizon to help make sure that, on average, the 
estimated income need is met over the course of your entire 
retirement. The Tool shows income and asset projections in 
future dollars, which means that current dollars are increased 
each year at the estimated rate of inflation. For the purposes 
of these calculations, the Tool will use the asset allocation 
you supply throughout your retirement horizon. The Tool 
assumes a broadly diversified portfolio represented by certain 
benchmarks. It does not attempt to model actual investments 
you may currently hold. No assumptions are made about your 
investments becoming more conservative or aggressive over 
time than your current asset allocation.

The Tool uses two criteria to match the income need: essential 
expenses are matched at an assumed 0% return level and total 



expenses (essential and discretionary together) at the 50% 
confidence level. The matching of essential expenses at an 
assumed 0% return is intended to help cover your averaged 
essential expenses independent of market performance. 
The average market conditions (50% confidence level) are 
used to match the total income need primarily because the 
discretionary portion can be adjusted if the market performs 
worse than average.

Using multiple iterations, the Tool attempts to hypothetically 
purchase income-generating products in a particular order 
of account types to help provide tax efficiency while trying to 
keep the percentage weights of each income class in the model 
strategy to which your portfolio has mapped. This process 
takes into account product minimums, sufficiency of account 
balances, and certain suitability requirements. In some cases, 
your final model strategy weights may not be rounded to the 
nearest 10% because of an insufficiency of an account balance 
for the purchase of a particular product. If an account type 
has enough assets for only a partial hypothetical purchase of 
a product, the remaining purchase amount may not meet the 
minimum balance requirement for the product. In this case, 
the Tool will transfer the remaining amount to the investment 
portion of the model strategy to solve for your income need, 
and the resulting weights of the model strategy may deviate 
from the predetermined 66 model strategies. Certain suitability 
rules for annuity product purchases are followed, including 
(a) not more than 50% of your liquid net worth can be used to 
purchase annuity products, and (b) not more than 25% of your 
liquid net worth can be used to purchase period-certain 
annuities. If the income cannot be matched (i.e., your savings 
are insufficient to cover your income need), the Tool will stop.

For the purposes of calculating a model strategy and a model 
portfolio, ISE does not consider your net worth. Net worth is 
defined as the difference between your assets and liabilities. As 
it includes all assets and all liabilities, it can also include assets 
that are illiquid, i.e., cannot be readily converted to cash, like 
a house or an art collection. ISE seeks to calculate a portfolio 
of income-generating products using your existing, liquid 
investable assets (such as using available cash to purchase an 
annuity). The income generated by the portfolio is intended 
to help you meet your liabilities in retirement. ISE does consider 
a user’s liquid net worth, which can be defined as the part 
of an individual’s net worth that can be readily turned into 
cash without a major loss in value. Liquid net worth includes 
investments such as mutual funds and stocks, but does not 
include assets that are difficult to convert to cash, such as real 
estate, business equity, or cars. 

Once the model strategy has been calculated, based on your 
answers to the preference questions, the Tool allows you to 
model a portfolio of individual products (or product types) to 
populate your model strategy (this feature may not be available 
in some workplace savings plans). The resulting model portfolio 
will illustrate one way to consider allocating a retirement 
income portfolio that presents products, the account type to 
consider purchasing a product in, and the projected income 
that such an overall retirement income portfolio may generate. 
Your suggested model strategy may include one or two income 
classes. Note that other products with similar risk and return 
characteristics may be available.

Temporary Income Strategy

A temporary income period is a fixed length of time at the 
beginning of retirement during which you may need additional 
income over and above your lifetime income need. For 
example, someone who retires at age 63 and chooses not to 
receive Social Security income until age 67 may seek to create 

this additional income need from other sources of income. This 
individual’s temporary income period is four years. The Tool 
allows temporary income periods of one to 15 years.

The temporary income need is considered an essential expense. 
However, the Tool will solve for your lifetime income needs first 
(both essential and discretionary), and only after it determines that 
the lifetime income need is satisfied and there are unused assets 
will it attempt to find a model strategy for the temporary income 
need. Note that the Tool will solve for the temporary income need 
only if you enter the estimated monthly amount and the number of 
years for which this additional income is needed. The temporary 
income need is solved for at the midpoint of your temporary 
income horizon.

The process the Tool uses to solve for this additional income 
need is identical to the one that is used for the lifetime 
suggested model strategy. However, the income class and 
product opportunity sets are different. First, because your 
temporary period lasts for a fixed and known number of 
years, lifetime fixed income annuities (those that make income 
payments for as long as you live) are replaced with period-
certain annuities (those that pay income for a fixed number 
of years). The product set for withdrawals from an investment 
portfolio is identical to that for the lifetime product need. 
Period-certain annuities are not available in durations of less 
than five years, so if your temporary income need is four years 
or fewer in duration, the Tool will suggest a hypothetical short-
term bond fund instead. For temporary needs of one to two 
years, the Tool will use a hypothetical allocation of 80% short-
term investments and 20% bonds to solve for income need, as 
well as for income and asset projections. For a temporary need 
of three to four years, the Tool will use a hypothetical portfolio 
of 60% short-term investments and 40% bonds. For temporary 
income needs of more than five years in duration, the Tool 
will calculate the appropriate combination of period-certain 
annuities and SWP. The Tool may also calculate allocation of 
a 100% period-certain annuity or 100% SWP. For temporary 
income needs of 5 to 10 and 11 to 15 years, respectively, the 
Tool will project the SWP income and assets as Conservative 
(20% equity, 50% bonds, 30% short-term investments) and 
Balanced (50% equity, 40% bonds, 10% short-term investments) 
Target Asset Mixes. The Tool will use the sustainable inflation-
adjusted withdrawal rates for these asset mixes and the 
duration of your temporary income need. See “How the Model 
Strategy Is Calculated” and “Data Used in ISE Analysis” for 
details on asset class risk and return assumptions.

Alternative Income Strategy

After calculating its suggested model strategies and a 
corresponding model portfolio, the Tool also displays an 
alternative retirement income portfolio for comparative 
purposes. This alternative strategy does not include fixed 
income annuities. Rather, it models withdrawals from an 
investment portfolio based on your selected target asset mix to 
cover both essential and discretionary expenses. A comparison 
of the two approaches is intended to help illustrate cases in 
which a portfolio with some guaranteed income may require a 
smaller purchase amount to produce the required income than 
that of a purely withdrawal-based income strategy. However, 
the potentially smaller guaranteed asset purchase amount 
must be considered along with, for certain annuity products, 
the irrevocable nature of such a purchase. For example, if the 
owner of an income annuity dies prematurely, the assets used 
to purchase the annuity are presumably not then available for 
inheritors (unless there is a survivor benefit purchased with the 
annuity). With a diversified portfolio, the assets not yet used to 
provide income would presumably be available for inheritors.



Note: In some cases, the Tool will calculate a suggested model 
strategy that is 100% withdrawals from investments. In that 
case, an alternative approach will not display.

Create a Personal Choice Strategy  
(this may not be available in some workplace savings plans)

After you make the choice between the Fidelity suggested 
model strategy and the alternative model strategy, you can edit 
the selected strategy by modifying certain product characteris-
tics, changing the asset purchase amounts, and deleting or add-
ing other products. If you choose to modify a strategy in any 
capacity, the resulting strategy (referred to in the Tool as a 
Personal Choice Strategy) is simply a hypothetical illustration of 
income-producing products that you have developed; it is not a 
Fidelity-suggested model strategy or portfolio. Personal Choice 
Strategies may or may not be suitable, and the products may or 
may not be available for purchase. In addition, the customize 
strategy functionality is limited — it does not necessarily allow 
you to modify a product in all the variations in which that partic-
ular product can be purchased. The Tool does not save any 
edited results.

Each product available for editing has its own set of 
characteristics that may be modified. For example, for a 
lifetime fixed income annuity, you could modify the amount 
allocated to the product, whether it is a joint or single-life 
annuity, whether there is a COLA feature, and what the 
guarantee period is (if any). To see the full list of characteristics 
available to be modified, click on a product in the customize 
strategy section. Note: There are more products available 
when creating a Personal Choice Strategy than just those 
used to develop Fidelity’s model income strategies. Additional 
products include income replacement funds, target date funds, 
a hypothetical bond fund, and hypothetical bond ladders. You 
may also combine certain product options and features that 
may not currently be available to see how they might otherwise 
affect your plan.

Hypothetical Bond Fund (this may not be available in some 
workplace savings plans)

The Tool enables you to add a hypothetical bond fund to 
your plan, but only for illustrative purposes. The Tool will not 
present an actual bond fund, but it will allow you to model a 
hypothetical bond fund represented by the Ibbotson Associates 
U.S. Intermediate-Term Government Bond Total Return Index 
for the first year of your plan. For income and asset projections 
over time, the bond fund will be modeled as 100% fixed 
income asset class to approximate potential volatility. Further, 
the assumption is that users will withdraw and use the principal 
as income from the bond fund over time. The income and asset 
projection modeling will assume that withdrawals are taken 
at an estimated sustainable inflation-adjusted withdrawal rate 
from a hypothetical 100% fixed income portfolio calculated 
for your retirement horizon. (See “How the Model Strategy 
Is Calculated” and “Data Used in ISE Analysis” for details 
on asset class risk and return assumptions.)

Hypothetical Bond Ladder

The Tool enables you to add a hypothetical bond ladder to 
your plan, but only for illustrative purposes. The Tool will not 
present or help you build an actual bond ladder of specific 
fixed income issues, but it will allow you to enter an estimated 
current yield you expect your hypothetical bond ladder to pay 
and to model that hypothetical bond ladder over time as part 
of your plan. The yield you supply will be used to estimate the 
first year’s income produced by the hypothetical ladder, but 
beginning in year two for income and asset projections over 

time, the ladder will be modeled as a combination of the bond 
ladder and fixed income asset class to approximate potential 
volatility. For example, a 5-year bond ladder will be modeled 
using the yield you supply in year 1, 80% of the yield and 20% 
of the fixed income asset class in year 2, 60% of the yield and 
40% of the fixed income asset class in year 3, and so on, until 
the last rung of the bond ladder matures. At that point, the 
ladder will be modeled as 100% fixed income class. Further, 
the assumption is that beginning in the first year after the 
hypothetical bond ladder has matured, you will withdraw and 
use the principal as income over time. The income and asset 
projection modeling will assume that withdrawals are taken 
at an estimated sustainable inflation-adjusted withdrawal rate 
from a hypothetical 100% fixed income portfolio calculated 
for your retirement horizon.

Bonds (hypothetical) are modeled using the yield to maturity 
of the hypothetical bond that you supply. In all subsequent 
years, income and asset projections are modeled as 100% fixed 
income asset class to approximate potential volatility. Further, 
the assumption is that users will withdraw and use the principal 
as income from the hypothetical bond over time. The income 
and asset projection modeling will assume that withdrawals are 
taken at an estimated sustainable inflation-adjusted withdrawal 
rate from a hypothetical 100% fixed income portfolio calculated 
for your retirement horizon.

Certificates of Deposit (CDs) (hypothetical) are modeled using 
the rate you supply to maturity of the hypothetical CD. In all 
subsequent years, income and asset projections are modeled 
as 100% short-term investment asset class to approximate 
potential volatility. Further, the assumption is that users will 
withdraw and use the principal as income from the hypothetical 
CD over time. The income and asset projection modeling will 
assume that withdrawals are taken at an estimated sustainable 
inflation-adjusted withdrawal rate from a hypothetical 
100% short-term investment portfolio calculated for your 
retirement horizon.

Preferred Stock (hypothetical) is modeled based on the yield 
you select. The yield is assumed to be constant, and the asset 
will be held at par.  

Deferred Income Annuity uses current deferred income annuity 
quotes available through a network of third-party insurance 
providers that are distributed by Fidelity Insurance Agency. 
The Tool uses the best available quote on a given day. Please 
note that because deferred income annuity quotes change 
every day, your results may change if you calculate your plan on 
different days

To assist you with entering an expected value for the bond 
ladder yield, the Tool provides estimated yields for bond 
ladders of various lengths and credit quality, updated daily 
based on interpolated yield curves and certain information 
provided by third parties. The yield curve information is 
presented for informational purposes only. Refer to the 
Yield Curve section of the Glossary. This data is provided for 
informational purposes only and is not intended to predict or 
project the actual yield you might receive should you choose 
to create an actual bond ladder.

Tax Calculations in Fidelity Income Strategy Evaluator®

The Tool asks for your household’s expected effective tax rates, 
at the federal, state, and local levels. The effective tax rate is 
the ratio of your tax obligation to your taxable income (for federal 
tax filing — both these values are found on the IRS 1040 Income 
Tax form). If you do not know your effective tax rates, the Tool 
can help you estimate them by asking you to enter your most 



recent total income amount. The total income amount provided 
is then channeled through a two-step process. First, a taxable 
income estimate is calculated, whereby deductions and exemp-
tions evaluated as appropriate  
for the level of income you are reporting are applied, and,  
secondly, the calculated taxable income value is processed 
against the federal tax bracket table to determine the federal 
tax obligation. A similar calculation determines your estimated 
effective state tax rates, using the state tax tables. The Tool  
also asks you to provide a local tax rate (if applicable), which 
will be added to the federal and state tax rate values. The esti-
mated aggregate effective tax rate is the sum of the effective 
tax rates at the federal, state, and local levels. This estimated 
rate is assumed to be the same throughout the life of your 
plan, regardless of variations in annual income amounts.

The Tool assumes that any assets in either a workplace savings 
plan account or a non-Roth IRA are held on a tax-deferred basis 
and will be subject to ordinary income taxation upon distribu-
tion. If you assign a workplace savings plan account that holds 
after-tax contributions or Roth contributions (and any earnings) 
or a non-Roth IRA that holds nondeductible or after-tax contri-
butions, the Tool’s analysis will not correctly characterize such 
amounts. As a result, the Tool may understate the after-tax 
income from products purchased using these assets and over-
state the product purchase amounts. Please call a Fidelity 
Representative for more information.

For the purposes of these calculations, taxable income assumes 
that all eligible salary deferral amounts (e.g., workplace IRS-
qualified retirement plan pretax contributions, pretax depen-
dent care account contributions, pretax medical expense 
account contributions), adjusted gross income reductions 
(excluding Health Savings Account contributions), appropriate 
deductions (standard or itemized), additional deductions (per 
age or disability eligibility), and personal exemptions have all 
been factored in by the customer to reduce a gross taxable 
income to a net taxable income amount.

Taxation of Income from Annuity Products

If an annuity is funded with qualified assets, all income pay-
ments will be subject to taxation as ordinary income. If an 
income annuity is funded with either taxable assets or assets 
from a tax-deferred annuity account (with cost basis), the Tool 
splits the total income amount into two parts:

•  An exclusion amount, which is the portion of the periodic 
payment that is determined to be a return of purchase princi-
pal (or cost basis) and thus to be excluded from taxation, and

•  A non-exclusion amount, which is the portion of the periodic 
distribution that is determined to be interest or gain and sub-
ject to taxation at an ordinary income tax rate that you have 
supplied.

When all purchase principal (cost basis) is determined to have 
been fully recaptured through income payments — which typi-
cally happens when you reach the age that equals your life 
expectancy as calculated by the IRS — then all future payments 
will be deemed to be non-exclusion amounts and subject 100% 
to ordinary income taxation. This means that the entire amount 
of the payment will now be subject to taxation, and the after-
tax income from your annuity will be projected to decrease. 

Taxation of Income from Investment Products

The Tool determines pretax income payments from the invest-
ment products in your plan using an estimated sustainable  
inflation-adjusted withdrawal rate based on the length of your 
retirement and target asset mix (see “Income Projections”). 
Your aggregate effective tax rate is applied to the ordinary 
income portion (which includes short-term capital gains).  

The long-term capital gain and qualified dividend portions are 
taxed at a long-term capital gain rate supplied by the Tool.  
An after-tax payment amount (the net amount available to pay 
your expenses) is then calculated taking into account cost basis 
recapture as well as the portions of the payment that represent 
ordinary income, qualified dividends, or capital gains. This  
calculation is repeated for every year.

Taxation of Assets Used to Purchase Investment Products

When the Tool is solving for a model strategy to produce 
income to cover your income needs, it attempts to hypotheti-
cally purchase income-generating products in a particular order 
of account types to help provide tax efficiency. The Tool assumes 
that products will be hypothetically purchased inside each 
account type that you have allocated to retirement, and no  
taxable distributions from one account type to another will  
take place. Because of this, the asset amounts allocated to 
hypothetical product purchases will not be taxed.

One exception to this is when the Tool uses the assets accumu-
lated in a tax-deferred annuity account you may have to  
purchase an investment product. Investment products cannot 
be purchased within a tax-deferred annuity account, and the 
Tool will assume that the assets are transferred into a taxable 
account (e.g., your brokerage account), that taxes will be paid 
on this distribution from a tax-deferred annuity, and that assets 
remaining after the tax has been paid will be used to purchase 
the investment product to produce withdrawal income. The 
pretax asset amount will be treated as your ordinary income, 
taxed at your aggregate effective tax rate.

The Tool may overstate or understate the amount of after-tax 
proceeds available from sales of securities in taxable accounts 
because it assumes that the tax basis for each security is the 
fair market value of the security on the date the Tool is used. 
The actual adjusted tax basis of the securities in your taxable 
account often will be different from the fair market value of 
those securities on any given day. For example, if you have 
highly appreciated securities in your taxable account, the 
adjusted tax basis actually will be much lower than the fair  
market value, and you will be subject to capital gains tax on 
your net gain. Because the Tool assumes that the adjusted tax 
basis is equal to fair market value, however, its calculations will 
show that there was no taxable gain and that 100% of the sale 
proceeds were available to you. Conversely, if your taxable 
account holds securities that are currently in a loss position, the 
Tool will not take into account any tax benefit that may be gen-
erated upon a sale of those securities.

For company stock held in a tax-deferred employer-sponsored 
plan, the stock’s basis is assumed to be zero.

Taxation of Assets Not Used to Purchase  
Investment Products

All realized capital gains are assumed to be long-term capital 
gains. Realized gains and losses, interest income, dividend 
income, and other investment income are taxed annually.

The Tool assumes a 20% turnover of assets each year, pro rata 
across all asset classes, so that each year, 20% of previously 
unrealized gains or losses become realized. This assumption will 
have the greatest impact on assets the Tool classifies as stocks.

Equities are assumed to pay an annual dividend of 2% and are 
treated as qualified dividends. Potential applicability of the 
Medicare surtax on investment income and foreign tax credit 
rules are not reflected.

The Tool assumes that any assets in either a workplace savings 
plan account or a non-Roth IRA are held on a tax-deferred 
basis and will be subject to ordinary income taxation upon 
distribution. If you assign a workplace savings plan account 



that holds after-tax contributions or a non-Roth IRA that holds 
nondeductible or after-tax contributions, the Tool’s analysis 
will not correctly characterize such amounts. As a result, the 
Tool may understate the after-tax income from products 
purchased using these assets and may overstate the product 
purchase amounts.

Income Projections

Fixed Income Annuities

In its most basic form, a fixed income annuity is a contract  
sold by an insurance company that guarantees payments of a 
fixed amount of income for as long as you live or for a specific 
number of years. The income is guaranteed not to decrease, 
but might not keep up with inflation. Fixed income annuities 
can come with additional features that allow the income to  
grow over time to at least partially keep pace with inflation (see 
“Cost-of-Living Adjustment”), and to make sure that beneficiaries 
can either receive a death benefit or continue receiving pay-
ments for a specified period of time (see “Guarantee Period”).

Cost-of-Living Adjustment

A cost-of-living adjustment is a periodic increase in the amount 
of income paid by an annuity to help keep pace with inflation. 
COLAs are typically available as an additional feature that 
can be purchased with a fixed income annuity. COLAs do not 
provide true inflation adjustment as the COLA rate can usually 
range from 0% to 5% in whole percentage points, and you may 
choose only one static rate at the time of purchase. A COLA 
of 2% means that your fixed income annuity payment will grow 
by 2% every year. A contract with a COLA will provide lower 
annuity income on each annuity income date than an otherwise 
identical contract without a COLA.

By default, the Tool typically uses a fixed income annuity with 
a COLA (if a fixed income annuity is included in the Fidelity 
suggested model strategy). The COLA suggested will range 
from 1% to 2% depending on the funding account type and age 
of the customer. In certain cases, a COLA will not be available 
and the Tool will use a quote for an annuity with no adjustment. 
See the “View All Products” page (if available) in the Tool or 
the “Income Strategy Details” section of the printed report 
for details on the COLA, if any. The Tool gives you the option 
of removing or changing the default COLA when creating a 
Personal Choice Strategy.

Guarantee Period

The guarantee period is a feature that can be purchased  
with certain fixed income annuity contracts. A contract with a 
guarantee period provides annuity income through a specified 
date even if no annuitant lives to the end of the guarantee 
period. If no annuitant lives to the end of the guarantee 
period, each beneficiary will continue to receive income for the 
remainder of the guarantee period. (Note: Certain annuities 
give the beneficiary the option to choose a commuted value 
as a lump sum benefit instead.) A contract with a guarantee 
period will provide lower annuity income on each annuity 
income date than an otherwise identical contract without a 
guarantee period.

The fixed income annuity the Tool uses to calculate your model 
strategy has a 10-year guarantee period by default. The Tool 
gives you the option of removing or changing the default 
guarantee period  when creating a Personal Choice Strategy. 
Other guarantee period options available are “no guarantee 
period” and “20 years.”

How Projected Income from a Fixed Income Annuity  

Is Calculated

The Tool uses quotes of fixed income annuities issued by 
third-party insurance carriers and available for purchase through 
Fidelity Insurance Agency, Inc. The Tool uses the best available 
quote on a given day. If you have a temporary income need, 
then the Tool will calculate the initial quote for the period-
certain annuity in the same fashion. Please note that because 
fixed income annuity quotes change every day, your results may 
change if you calculate your plan on different days.

The initial fixed income annuity quote is the monthly income 
amount per $100,000 purchase of the annuity that it will pay  
in the first year. 

Once the Tool has determined the initial quote per $100,000 
purchase, the income in the first year is recalculated based on 
the actual asset amount used to purchase the annuity. In other 
words, if the suggested annuity purchase is $300,000, then the 
monthly income in the first year will be three times the initial 
quote. Pretax income projections are calculated as follows: 
the pretax income a year from now is the pretax income in the 
current year increased by the suggested COLA. The after-tax 
income projections are calculated based on the account type 
(see “Tax Calculations in the Tool”) and asset amount used to 
purchase the annuity. This process is repeated for each account 
type in which you have accumulated assets. Once the Tool 
considers all your available assets for the purchase of a fixed 
annuity and selects the appropriate accounts for the annuity 
purchase, all modeled asset purchases are reported to you 
separately for each account type in pretax terms. The income 
projections are reported to you in after-tax terms for the entire 
annuity purchase. This means that if the Tool models purchases 
of the same fixed income annuity from more than one account 
type, then the after-tax income from each account type will be 
added together, and the result presented to you on the income 
projection charts and tables in the Tool.

Because a purchase of a fixed income annuity typically means 
exchanging a lump sum of money for guaranteed income pay-
ments, asset projections are not calculated for fixed income 
annuities and will not be shown on the asset projection charts 
and in tables in the Tool and on the report.

Investment Products (these may not be available in some 
workplace savings plans)

The Tool models income and asset projections for a variety of 
investment products. Investment products included as part of 
the suggested model strategy calculations are managed 
accounts, target allocation funds, and self-managed investment 
portfolios. These products support static asset allocations (con-
stant over time), which the Tool models based on the target 
asset mix that you choose based on a hypothetical general 
asset allocation, not based on any performance assumptions 
regarding any specific investments.

The estimated sustainable inflation-adjusted withdrawal rate 
mentioned above is a hypothetical inflation-adjusted withdrawal 
rate that seeks to ensure that the amount you withdraw from 
savings to use as retirement income, including principal and/or 
interest, can grow with inflation to maintain your current life-
style, and that your savings may be spent down by the end of 
your plan so you neither outlive your money nor spend too  
little in retirement. This rate is determined based on your target 
asset mix and the length of your plan. This hypothetical inflation- 
adjusted withdrawal rate is calculated so that, even in poor 
market conditions, your portfolio may produce withdrawal 
income until the end of your plan (if drawn down at this esti-
mated sustainable inflation-adjusted withdrawal rate). Poor 
market conditions are defined as the 90% confidence level (see 



“Confidence Levels and Monte Carlo Simulations”). In better 
market conditions, there may be assets left in your portfolio at 
the end of your plan that you may pass on to your heirs and 
beneficiaries. Tables of hypothetical sustainable withdrawal 
rates have been developed for the Tool’s use.

How Income and Asset Projections for Investment Products 
Are Calculated

The Tool calculates hypothetical income and asset projections 
for each projection year in all market conditions (represented 
by 0% return environment, as well as the 25%, 50%, 75%, and 
90% confidence levels). When calculating these projections,  
the Tool considers the following elements: a withdrawal amount 
based on the estimated sustainable withdrawal rate, total net 
(i.e., after fees) hypothetical portfolio return for each projection 
year for the respective asset allocation and confidence level, and 
taxes. For taxation calculations, the Tool determines the portions 
of each pretax income payment that should be classified as 
ordinary income, qualified dividends, and interest income, and 
includes calculations of capital gain amounts (short- and long-
term realized capital gains, as well as unrealized capital gains). 
Please see “Tax Calculations in the Tool” for more details. 
Withdrawals are assumed to be taken at the end of each year, 
and end-of-year portfolio asset balances are calculated for each 
projection year.

For a discussion of income and asset projections from a hypo-
thetical bond fund and a hypothetical bond ladder, see “Create 
a Personal Choice Strategy.”

Data Used in ISE Analysis

The Tool’s analysis uses the S&P 500 Total Return Index® 
because a well-diversified portfolio tends to mirror the style  
of the broader market. The Dow Jones U.S. Total Stock Market 
Index is an unmanaged index that includes all companies that 
are traded on the active markets and represents the broadest 
index for the U.S. equity market, measuring the performance  
of all U.S.-headquartered equity securities with readily available 
price data. Fidelity believes that no other index comes close  
to offering its comprehensiveness.

Our analysis uses the Ibbotson Associates U.S. Intermediate-
Term Government Bond Total Return Index as a proxy  
representation for the broad domestic bond market. 

Our income estimate for a dividend and interest only strategy 
uses the income return and yield data of:

The S&P 500® Index, because a well-diversified portfolio tends 
to mirror the style of the broader market. The Dow Jones 
U.S. Total Stock Market Index is an unmanaged index that 
includes all companies that are traded on the active markets 
and represents the broadest index for the U.S. equity market, 
measuring the performance of all U.S.-headquartered equity 
securities with readily available price data. Fidelity believes that 
no other index matches this index for comprehensiveness. 

The Barclays Aggregate Bond Index, a market value–weighted 
index of taxable investment-grade fixed-rate debt issues, 
including government, corporate, asset-backed, and mortgage-
backed securities, with maturities of one year or more. The 
index is designed to represent the performance of the U.S. 
investment-grade fixed-rate bond market.

The Ibbotson Associates SBBI US 30 Day T-Bill Index, which 
shows the growth in value of $100 from 30-day U.S. Treasury 
bills, including gross interest reinvested.





Fidelity Income Strategy Evaluator ® is an educational tool.
Fidelity Brokerage Services LLC, Member NYSE, SIPC, 900 Salem Street, Smithfield, RI 02917
© 2018 FMR LLC. All rights reserved.

 
564854.15.0 1.922891.113


