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Your retirement will likely be much 
different from those of previous 
generations. Rather than planning for 
years of relaxation and leisure, many 
people today stay active in retire-
ment by starting a new career, going 
back to college, taking a part-time 
job, or volunteering. While the op-
tions are many, it’s important to have 
a good idea of what you’d like to do 
in retirement, so you can plan for it.

If you’re married, discuss your plans 
with your spouse. Try to identify any 
financial questions you may face. Will 
you sell your home or buy a vacation 
home? Do you expect to pay club 
dues for golfing or other activities? 
If travel is a top priority, have you 
worked out the costs? Your lifestyle 
in retirement will largely determine 
how much money you’ll need.

Consider some basics

To create your financial plan, seek 
out a fee-only fiduciary investment 
advisor. The right advisor will ques-
tion you about your intentions for 
retirement. Start making decisions 
now about when you want to retire, 
what you want to do in retirement, 
and how much money you’ll need.

It’s important for your advisor to 
understand your retirement goals. 
He or she can help you develop a 
financial plan that seeks to provide 
comfortably for your needs but is 
sustainable over the many years you 
are likely to live in retirement.

According to the Employee Benefit 
Research Institute and Greenwald 
& Associates’ 2015 Retirement Con-
fidence Survey, 23% of investors 
expect to need 70% to 85% of their 
current income to live comfortably in 
retirement. However, when they sit 
down with their investment advisors 
and “do the numbers,” many may 
find that they will fall far short of their 
ideal retirement income expecta-
tions.

Plan for a long retirement

Thanks to healthier lifestyles and 
breakthroughs in medical technol-
ogy, the life expectancy for Ameri-
cans has increased significantly 
during the past half-century. While 
it’s good news that you can expect 
to live longer in retirement and have 
a better quality of life, it also means 
your investment portfolio may need 
to last for 30 years or more.

What will your retirement look like? How will you choose 
to spend the final quarter of your life? Retirement is not a 
“one size fits all” proposition. What will you do to make it 
enjoyable and personally fulfilling?
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Decide when to retire

Many people consider 65 to be the 
typical retirement age. But recent 
studies show that the age at which 
most people expect to retire is ris-
ing. In addition, the age at which you 
can retire with full Social Security 
benefits is 67 years for people born 
in 1960 and later.

Sixty-seven percent of American 
workers expect to be employed in 
retirement, according to the 2016 
Retirement Confidence Survey by the 
Employee Benefit Research Insti-
tute. Some workers simply need the 
money, while others want to remain 
active.

The age at which you retire can have 
a huge impact on how long your 
portfolio will last.

The chart at left shows projected 
savings given a retirement at ages 
55, 60, 65, and 70.

In the hypothetical example at left, 
a 55-year-old retiree who expects to 
spend $85,000 annually might run 
out of money before he turns 75. 
If he waits until age 60 to retire, he 
could start out with more savings, 
which would last until he reaches at 
least age 95. However, if he delayed 
retirement until age 65 or later, his 
savings could last his entire lifetime 
and then some.

Life expectancies at age 65

The table below reflects the most 
recent data available and indicates 
each spouse’s chances at age 65 of 
living to the following ages.
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According to the Employee Benefit 
Research Institute and Greenwald & 
Associates’ 2015 Retirement Confidence 
Survey, 23% of investors expect to need 
70% to 85% of their current income to 
live comfortably in retirement. However, 
when they sit down with their financial 
advisors and “do the numbers,” many 
may find that they will fall far short of their 
ideal retirement income expectations.

Plan for a long retirement
Thanks to healthier lifestyles and 
breakthroughs in medical technology,  
life expectancy for Americans has 
increased significantly during the past  
half-century. While it’s good news that 
you can expect to live longer in retirement 
and have a better quality of life, it also 
means your investment portfolio may 
need to last for 30 years or more. 

Life expectancies at age 65
The table below reflects the most recent 
data available and indicates each spouse’s 
chances at age 65 of living to the 
following ages.

  
   

Decide when to retire
Many people consider 65 to be the typical 
retirement age. But recent studies show 
that the age at which most people expect 
to retire is rising. In addition, the age 
at which you can retire with full Social 
Security benefits is 67 years for people 
born in 1960 and later.

 Age Husband Wife

 80 years 71% 79%

 90 years 34 46

 100 years 5 9

Source: Actuaries Longevity Illustrator. Accessed September 1, 
2016, at http://www.longevityillustrator.org. Calculations based  
on a nonsmoker and average health. 
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Sixty-seven percent of American workers 
expect to be employed in retirement, 
according to the 2016 Retirement 
Confidence Survey by the Employee 
Benefit Research Institute. Some workers 
simply need the money, while others  
want to remain active. 

The age at which you retire can have a 
huge impact on how long your portfolio  
will last. The chart at right shows 
projected savings given a retirement  
at ages 55, 60, 65, and 70. 

In the hypothetical example at right, a  
55-year-old retiree who expects to spend 
$85,000 annually might run out of money 
before he turns 75. If he waits until age 
60 to retire, he could start out with more 
savings, which would last until he reaches 
at least age 95. However, if he delayed 
retirement until age 65 or later, his 
savings could last his entire lifetime  
and then some.

5

$5,000,000

4,000,000

3,000,000

2,000,000

1,000,000

55 60 65 70 75 80 85 90 95 100

Retirement at age 55
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Retirement at age 70

The impact of retirement age on a hypothetical  
retirement portfolio

Notes: This hypothetical example assumes  a starting portfolio balance of 
$1,000,000 with real (after inflation) asset growth of 4% per year, a salary 
of $100,000 per year, Social Security benefits of $24,000 starting at full 
retirement age, 401(k) contributions of $15,000 a year while working with a 
4% employer match per year, and retirement expenses of $85,000 per year.
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where will
retirement
take you
and how
will you
get there?
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List all your projected retirement 
expenses. Categorize them as either 
mandatory (for example, mortgage 
payments, utilities, and food) or 
discretionary (for example, travel, 
hobbies, and entertainment).

Surprisingly, many retirees find that 
they spend more money during re-
tirement—especially on things such 
as travel, hobbies, and entertain-
ment—than they did while they were 
working. In addition, you may have 
to cover expenses for health care 
that your employer now pays.

Consider health care costs

Health care costs may be one of 
your biggest retirement expenses. 
According to the Kaiser Family 
Foundation, only 23% of retirees 
age 65 and older are covered by 
employer-sponsored health insur-
ance.

As costs continue to rise, many firms 
are reducing benefits, leaving retir-
ees to pick up the additional costs 
themselves.

Talk to your employer to get a com-
plete list of your current benefits 
and those you’ll receive after you 
retire. This will help you determine 
which benefits you’ll need to re-
place or supplement—and how that 
will affect your expenses.

Take inflation into account

Inflation can have a significant im-
pact on the purchasing power of 
your money, as well as on the value 
of your investments. Since the 
1920s, inflation has averaged about 
3% per year. At that rate, in 20 years, 
you would need over $180,000 to 
purchase what $100,000 can get 
you today.

Factor in your taxes

When you consider income, sales, 
property, and other taxes, you real-
ize that taxes will continue to be a 
sizable expense in retirement. They 
are also an unpredictable expense 
that can rise with little warning.

Once you’ve chosen your retirement date and decided what 
you want to do in retirement, you can determine how much 
your retirement is likely to cost. Our expense worksheet on 
page 10 will help you start.
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Once you stop working in retire-
ment, and no longer pay Social Se-
curity or other payroll taxes, your 
state and federal income taxes 
may drop significantly. In addition, 
taxpayers age 65 and older get a 
higher standard deduction on their 
federal income tax return.

But remember: You’ll generally 
owe state and federal income taxes 
on withdrawals from your tax-ad-
vantaged retirement plans (but not 
on withdrawals from Roth IRAs and 
Roth 401[k] plans); you may even 
owe tax on your Social Security 
benefits; and if you own a home, 
you are likely to pay increased 
property taxes over the course of 
your retirement.

Your financial advisor’s plan will 
be geared toward minimizing the 
impact of taxes on your retirement 
income.

Taxes on withdrawals

If you aren’t having federal and 
state taxes withheld from your 
retirement income, you’ll need to 
either budget to pay these taxes or 
withdraw enough money to cover 
your living expenses, plus the taxes 
due. It’s especially important to set 
money aside regularly if you must 

make quarterly estimated income 
tax payments, as many retirees do.

Also note that the income from 
your withdrawals, added to your 
other income sources, may move 
you into a higher federal income 
tax bracket. If your taxes rise dur-
ing retirement, you’ll have to ei-
ther increase your withdrawals to 
maintain your standard of living or 
reduce your expenses.

Keep in mind that if you withdraw 
money from an IRA or employer-
sponsored retirement plan before 
age 59 1/2, you’ll generally be 
subject to an early withdrawal pen-
alty equal to 10% of the amount 
withdrawn, as well as having to pay 
the income tax that is due. Your 
financial advisor can help you put 
together a tax-efficient plan.

Taxes on Social Security

Generally, if your total income—
whether from a part-time job, pen-
sion, annuity, or other source—ex-
ceeds certain levels, you may owe 
federal income tax on up to 85% of 
your Social Security benefits. About 
one-third of Social Security recipi-
ents must pay income tax on their 
benefits, so consult with your finan-
cial advisor.
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Local taxes

Many retirees consider relocating 
to a state with lower taxes. Some 
states are considered tax-friendly 
to retirees because they have no 
state income tax. However, there 
are other types of taxes to consider.

Higher sales and property taxes 
may override the benefit of having 
no state income tax. For example, 
the trend of retirees flocking to 
Florida would lead many to believe 
the Sunshine State is the most tax-
friendly state for retirees. In reality, 
Florida’s lack of a state income tax 
is actually offset somewhat by its 
property and sales taxes.

Consider a spending account

Like many people, during your 
working years, you may have kept 
three to six months of living ex-
penses in a money market fund1 
or some other liquid account you 
could easily convert into cash. 
When you retire, this slice of your 
assets becomes your “spending ac-
count.” 

1 An investment in a money market fund is not 
insured or guaranteed by the Federal Deposit Insur-
ance Corporation or any other government agency. 
Although a money market fund seeks to preserve 
the value of your investment at $1 per share, it is 
possible to lose money by investing in such a fund.
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Here’s how it works:

Once or twice a year, determine 
how much money you’ll need for 6 
to 12 months of living expenses, an 
amount you’ll keep in your spend-
ing account. If the balance in this 
account falls below the amount you 
specify, increase it by redeeming 
assets in your long-term portfolio. 
But to benefit from compound-
ing—and to keep things simple—you 
should limit withdrawals to once 
or twice a year. Then, transact your 
day-to-day business, such as pay-
ing your mortgage, rent, or utility 
bills, from this account.

You’ll probably have several sourc-
es of income to funnel into your 
spending account: Social Security 
benefits, defined-benefit pen-
sion payments (if you have any), 
required minimum distributions 
(RMDs) from your retirement ac-
counts, or annuity payments. You 
can also direct any dividends paid 
and interest earned by investments 
in your portfolio into your spend-
ing account.
Your financial advisor can help you 
determine the best way to fund 
your spending account. However, 
when redeeming assets in your 
retirement portfolio, here are some 
points to remember:

• Your withdrawals may include 
principal along with earnings. 
Some retirees balk at spending 
principal, but remember, you saved 
and invested during your working 
years to enjoy retirement
.
• If your spending account balance 
exceeds 12 to 24 months of ex-
penses, return the excess amount 
to your long-term portfolio.

Maintain a minimum balance

Once you determine how to pay 
for your day-to-day expenses, think 
about how much of your portfolio 
you’ll actually want to spend. All 
of it? Or would you feel more com-
fortable maintaining a minimum 
balance and spending the rest?

If you have a $1.5 million portfolio, 
for example, and you want to keep 
$750,000 in reserve, your goal will 
be to plan your retirement life-
style based on having $750,000 to 
spend.

Also, recognize that you may need 
to adjust your spending habits if 
you find that your long-term port-
folio balance is nearing your self-
imposed minimum faster than you 
expected.
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 Retirement expenses worksheet

  Expense category Monthly amount

Housing Mortgage/rent $

 Property taxes $

 Homeowners’ insurance $

 Utilities $

 Maintenance/fees $

Food Groceries $

 Dining out $

Transportation Fuel/vehicle maintenance $

 Auto insurance $

 Public transportation $

Health care Medical services $

 Medications and supplies $ 

 Health insurance $

Personal insurance Life insurance $

 Disability/long-term care insurance $

 Other insurance $

Personal care Clothing $

 Products and services $

Family care Alimony $

 Child support $

Miscellaneous Loans/credit card balances $

 Entertainment/hobbies $

 Travel/vacation $

 Gifts/charitable contributions $

 Education $

 Other $

Total monthly expenses  $

Total annual expenses (Total monthly expenses X 12) $
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Identify
Income
Sources
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By comparing your ongoing income 
with your anticipated expenses, you 
can get an idea of how much money 
you’ll need to draw from your invest-
ments each year.

Use the retirement income worksheet 
on page 14 to determine the income 
that will be available to you.

As part of your income planning, 
you’ll also need to make two impor-
tant decisions:

• When to begin taking Social Secu-
rity benefits.

• What to do with your employer- 
sponsored retirement plan assets 
when you retire.

Both of these decisions directly affect 
how much income you can expect to 
receive in retirement.

Decide when to take Social Security

Social Security represents a primary 
source of income for many retirees. 
The exact amount of your benefits will 
depend on the length of time you’ve 
worked, your earnings, and your age 

Most retirees have two main sources of income: ongoing 
income—such as Social Security, pensions, and employment— 
and income from their investment portfolios.

when you start receiving benefits.

Use the chart below to determine 
when you qualify for 100% of your 
Social Security benefits (visit SSA.gov 
for more specific information).

You can begin collecting benefits at 
age 62, but your monthly benefits 
throughout your retirement will be 
about 20% to 30% less than the full 
retirement benefit, depending on 
your birth date. If you delay taking 
Social Security benefits until after 
your full retirement age, your monthly 
benefits throughout retirement will in-
crease for each year you delay retire-
ment, up to age 70.

15

Decide when to take  
Social Security
Social Security represents a primary 
source of income for many retirees.  
The exact amount of your benefits will 
depend on the length of time you’ve 
worked, your earnings, and your age 
when you start receiving benefits.

Use the following chart to determine  
when you qualify for 100% of your  
Social Security benefits.

You can begin collecting benefits at age 
62, but your monthly benefits throughout 
your retirement will be about 20% to 
30% less than the full retirement benefit, 
depending on your birth date. If you 
delay taking Social Security benefits 
until after your full retirement age, your 
monthly benefits throughout retirement 
will increase for each year you delay 
retirement, up to age 70.

Deciding when to start taking Social 
Security depends on your needs:

•  If you need the money or you don’t  
plan to keep working, you may decide  
to begin taking benefits earlier. 

•  If you’re working and don’t need the 
income right away, or if you’re in good 
health and you think you’ll live beyond 
the average life expectancy for someone 
your age, you may want to delay taking 
Social Security and take advantage of  
the higher monthly benefit. 

Remember, though, to apply for benefits 
three months before you want the 
payments to begin.

 Birth year Full retirement age

 1942 and before Currently eligible for 
 full delayed-retirement  
 benefits

 1943–1954 66

 1955 66 and 2 months

 1956 66 and 4 months

 1957 66 and 6 months

 1958 66 and 8 months

 1959 66 and 10 months

 1960 and after 67
Source: Social Security Administration.
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Deciding when to start taking Social 
Security depends on your needs:

• If you need the money or you 
don’t plan to keep working, you 
may decide to begin taking benefits 
earlier.

• If you’re working and don’t need 
the income right away, or if you’re in 

good health and you think you’ll live 
beyond the average life expectancy 
for someone your age, you may 
want to delay taking Social Security 
and take advantage of the higher 
monthly benefit.

Remember, though, to apply for 
benefits three months before you 
want the payments to begin.
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 Retirement income worksheet

Projected household income Annual amount

Social Security  $

Wages  $

Pensions  $

Other income Rental income $

 Veterans’ benefits $

 Other $

Total pre-tax income  $

Projected household income tax liability Annual amount
Estimate the amount of federal, state, and local income taxes on your household retirement income. Note that a number of 
states do not tax certain types of retirement income, including Social Security and pensions. If you’re not sure what rates to 
use or what assets are taxed, consult your tax advisor.

 Federal $

 State $

 Local $

Total income tax liability $

Total after-tax income  $ 
(Subtract income tax liability from pre-tax income.) 

Your annual household retirement surplus or shortfall Annual amount

(Subtract your total annual expenses from the retirement expenses worksheet on page 8 from your total after-tax income.)

 Total after-tax income $

 Minus total annual expenses  
 (from worksheet) $

Surplus or shortfall  $



15 • vestory.com

Work
Plan

Options
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Taking your pension payout

A pension typically provides a speci-
fied benefit, usually a fixed monthly 
payment for life. The amount is gen-
erally based on how long you’ve 
worked for your employer and how 
much you’ve earned during that time. 
The normal retirement age for most 
plans is 65, but some plans allow 
participants to retire earlier with a 
reduced monthly benefit.

The typical pension plan offers sev-
eral options for taking distributions. 
Consider them carefully before mak-
ing your choice:

• Single life annuity. A fixed amount is 
paid each month until the retiree dies, 
and then all pension benefits stop. 
(Some pension plans allow retirees to 
specify that monthly payments contin-
ue for a minimum number of years— 
usually 5 to 20 years. If the pension 
recipient should die before the end of 
that period, payments would then go 
to a beneficiary.)

• Joint and survivor annuity. A fixed 
amount is paid each month until the 

When you retire, you’ll need to decide what to do with the 
money in your employer-sponsored retirement plan. Whether 
you have a pension plan, a 401(k) or 403(b) plan, a SEP-IRA, 
or some combination of these, you have various options for 
withdrawing the money you’ve accumulated.

retiree dies, and then a percentage of 
that benefit is paid each month to the 
surviving spouse until he or she dies, 
after which all pension benefits stop.

• Lump-sum payment. The retiree re-
ceives a single payment. You decide 
how you want to invest the money, 
but unless you roll over the money 
to an IRA, you’ll have to pay income 
taxes on the entire amount in the year 
you receive it.

Contact your employer’s benefits 
office for information about your op-
tions. Be sure to check with all previ-
ous employers to determine what 
pension benefits you may be due in 
retirement. And compare your em-
ployer’s annuity options with com-
mercial annuities to see who offers a 
better deal.

What to do with your 401(k)

If you have money in a SEP-IRA, a 
401(k), 403(b), profit-sharing, or mon-
ey-purchase plan, you generally have 
four options for taking your money 
when you retire:
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• Roll over the assets to a traditional 
IRA.

• Leave your money in the plan, de-
pending on your account balance and 
your former employer’s policy.

• Take your distribution in installment 
payments (if your plan permits), or 
buy an income annuity.

• Receive the assets in a lump-sum 
distribution—and pay a hefty tax bill.

Rolling over your assets into a tra-
ditional IRA can be a good option, 
because IRAs offer a wide range of 
investment choices and potentially 
lower costs, while still enabling you to 
keep your retirement savings growing 
tax-deferred.

You’ll also have the opportunity (if 
you’re eligible) to convert your tra-
ditional IRA to a Roth IRA, which 
generally offers tax-free withdraw-
als, although you’ll pay taxes on the 
conversion.

When rolling over assets to a tradi-
tional IRA, make sure you move the 
assets via a “direct rollover” to avoid 
paying current income taxes and 
penalties.

If you have a traditional IRA or em-
ployer-sponsored retirement plan, 
you’ll have to start taking annual 
withdrawals—known as RMDs—no later 
than April 1 of the year after you turn 
age 70-1/2.

Check with your plan administrator 
to learn about your options. If you 
worked for several employers during 
your career, there’s a good chance 
you may have assets scattered among 
different plans.

What to do with company stock 

If you have company stock in your 
employer-sponsored retirement plan 
when you retire, you can generally 
either keep the shares or sell them.

If your assets are heavily concentrat-
ed in company stock, you can signifi-
cantly reduce your risk by diversifying 
your portfolio—selling some or all of 
the shares and reallocating the pro-
ceeds to mutual funds that invest in 
many different stocks, bonds, or cash 
investments. Remember, however, 
that diversification does not ensure a 
profit or protect against a loss.

Work with your financial advisor to 
assess the tax implications of your 
distribution options. 

What if you need to catch up?

If you find that your projected retire-
ment income, including income from 
your investments, is not going to 
meet your needs, there’s still time to 
do something about it.

Maximizing contributions

Your first priority should be to take 
full advantage of your employer’s 
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If your assets are heavily concentrated 
in company stock, you can significantly 
reduce your risk by diversifying your 
portfolio—selling some or all of the shares 
and reallocating the proceeds to mutual 
funds that invest in many different stocks, 
bonds, or cash investments. Remember, 
however, that diversification does not 
ensure a profit or protect against a loss.

If you decide to keep your company  
stock, you can either roll over your shares 
to a traditional IRA or transfer them to 
a taxable account (known as an in-kind 
distribution). 

Work with your financial advisor to assess 
the tax implications of each option. Some 
plans have restrictions on holding shares 
outside an employer-sponsored retirement 
plan; your plan administrator will have  
the details.

What if you need to catch up? 
If you find that your projected retirement 
income, including income from your 
investments, is not going to meet your 
needs, there’s still time to do something 
about it. 

 Employer plan contribution limits

  Under  Age 50  
 Tax year age 50 and older*

 2016 $18,000 $24,000

* Includes catch-up contributions, which may not be offered by  
all plans.

 IRA contribution limits

  Under  Age 50  
 Tax year age 50 and older*

 2016 $5,500 $6,500

* Includes catch-up contributions.

Maximizing contributions  
to your retirement plans
Your first priority should be to take full 
advantage of your employer’s retirement 
savings plan by “maxing out”—that is,  
contributing the maximum amount your 
employer will match. Then, contribute  
the maximum amount to your IRA, too. 

If you’re age 50 or older, you can make 
catch-up contributions to your employer-
sponsored plan or IRA. See the tables  
below for contribution limits.

retirement savings plan by “max-
ing out”—that is, contributing the 
maximum amount your employer will 
match. Then, contribute the maximum 
amount to your IRA, too.

If you’re age 50 or older, you can 
make catch-up contributions to your 
employer-sponsored plan or IRA. See 
the tables at right for contribution 
limits.
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Income 
Sources
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Employment

When Social Security began in 1935, 
an average American’s life expec-
tancy was 61 years. With the retire-
ment age at 65, most people literally 
worked themselves to death. Today 
the typical 70 year old is far healthier 
than their early 20th century counter-
part.

With most retirees facing a decade 
or more in retirement, a viable 
source of additional income lies in 
part-time or occasional employment. 
There are multiple opportunities for 
seniors to create income by work-
ing. Many continue to share their 
expertise and experience through 
consulting. While others make a few 
extra bucks greeting guests at theme 
parks or discount stores.

In many cases, working in retirement 
is not to fill a financial need as much 
as it is a way to remain active and 
connected. After many years, just 
travelling or golfing can become as 
tedious as some jobs.

If you’re working in retirement, you 
should be aware of the potential im-
pact your earnings can have on your 
Social Security benefits and your tax 
situation.

Once you reach your full retirement 
age for Social Security (66 to 67, de-
pending on your year of birth), you 
can earn an unlimited amount of 
money without affecting your bene-
fits. Until then, working in retirement 
could increase your taxes, although 
you’ll also have more income.

And if your earnings exceed cer-
tain thresholds, any Social Security 
benefits you receive before your full 
retirement age could be reduced.

Annuities

To supplement Social Security and 
pension payments, some retirees 
turn to income annuities to help 
meet basic expenses in retirement. 
These annuities are a separate 
investment option from the annu-
ity distribution option that pension 
plans offer. You purchase an annuity 
with a lump-sum payment and, in 
return, you (or you and your spouse) 
receive regular, guaranteed income 
payments for life, subject to the 
claims-paying ability of the issuing 
company.

This guaranteed income stream can
help minimize your risk of running 
out of money if you live longer than 
expected or if the financial markets 

Besides ongoing income from Social Security and employer 
plans, many retirees work or purchase annuities to generate 
more retirement income.
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perform poorly. Be aware that an 
annuity purchase is generally irrevo-
cable, meaning you usually can’t get 
the money back if you change your 
mind.

If you are considering an income 
annuity, use only part of your re-
tirement savings. For example, you 
might want to have enough fixed 
income—from Social Security, a pen-
sion, and an annuity—to cover your 
basic living expenses, such as food, 
housing, and utilities.

And make sure you shop around for 
a low-cost annuity that’s backed by 
a financially strong issuer. Your fee-
only financial advisor can help you 
decide if an annuity is right for you.

Five ways to bridge an income gap

If you still anticipate an income 
shortfall, you can take several other 
steps to help produce more income 
for your retirement.

• Trim your spending. Rein in your 
budget by looking at your day-to-day 
spending. Buy a less expensive car, 
dine out less often, and take fewer 
(and less expensive) vacations.

• Don’t be too conservative. Resist 
the temptation to abandon stocks 
(and their potential for higher, in-
flation-beating returns) as you get 
older. Stocks and stock funds can 

play an important part in your port-
folio well into your retirement years.

• Redefine retired. By working a few 
more years, you can save more, col-
lect medical and insurance benefits 
through your employer, and help 
improve your finances dramatically—
even if you’re just working part-time.

• Downsize your home. Consider 
selling your house and buying a less 
expensive one, renting an apart-
ment, or moving to a more afford-
able community. If you do stay 
in your home, you could borrow 
against the equity in your house in a 
pinch to meet expenses.

• Tap your home equity. Many head 
into retirement with a sizable pool 
of capital locked up in their home. 
A reverse mortgage can provide a 
regular income or a line-of-credit 
from which you can draw as needed. 
With the advent of the FHA’s Home 
Equity Conversion Mortgage many of 
the problems associated with reverse 
mortgages have been eliminated 
through tighter regulation.

Paying careful attention to your 
sources of income is an important 
part of preparing for retirement. A 
qualified, fee-only, fiduciary advi-
sor can be a valuable resource for 
identifying and exploring all of your 
income possibilities.
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Sometimes 
you just need 
to spend less
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Review your investment strategy

In these years before you retire, it’s 
important to determine whether 
your nest egg will be large enough 
to support your needs throughout 
retirement.

If you retire first and realize later 
that you didn’t save enough, you 
face a tougher task to generate ad-
ditional income. Since you’ll no lon-
ger be working, or perhaps working 
only part-time, you’ll have less op-
portunity to recover from financial 
missteps.

Don’t focus solely on income 

Even while you’re in retirement, it’s 
likely that your financial advisor will 
manage your portfolio for total re-
turn, seeking income and growth in 
principal value.

Many retirees feel they have to 
switch their portfolios to a very 
conservative asset mix, emphasizing 
bonds and money market securities, 
to help generate current income 
and protect their assets from de-
cline. But such a strategy also limits 
the potential for the assets to grow 
and keep pace with inflation.

Because you could live for three 
decades or more in retirement, your 
financial advisor will probably sug-
gest that you keep at least a por-
tion of your investment portfolio 
in stocks for long-term growth. In 
addition, you’ll be advised to spread 
your investments among stocks, 
bonds, and cash investments in 
proportions appropriate for your 
situation.

Choose the right asset allocation

Your asset allocation depends on 
several factors, including your in-
vestment objective, time horizon, 
risk tolerance, and personal situa-
tion.

If you already have a balanced mix 
of stocks, bonds, and cash invest-
ments, and your financial advisor 
has been helping you adjust this 
mix through the years, you may not 
need to change your portfolio when 
you retire. As you move further into 
your retirement years, your financial 
advisor may suggest moving to a 
more conservative mix.

Maintaining an appropriate asset 
allocation in retirement is just as 
important as it was during the years 
you were building your portfolio.

Once you retire, it’s important to work closely with your 
financial advisor to help ensure that your investments con-
tinue to work for you and that you don’t run out of money.
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The key to investing in retirement is
to maintain a balanced and diversi-
fied portfolio that enables you to 
cover your current income needs and 
generate enough growth so your 
assets last through your retirement 
years.

Choose the right investments

Once you have worked with your 
financial advisor to establish your 
overall asset mix, the next step is 
to diversify within the major asset 
classes. Broad diversification, with 
exposure to all parts of the stock and 
bond markets, helps to reduce—but 
does not eliminate—risk.

For the domestic and international 
stock portions of your portfolio, your 
financial advisor will likely recom-
mend growth and value stocks, as 
well as the stocks of large and small 
companies.

For the bond portion of your portfo-
lio, your advisor will probably sug-
gest high-quality bonds with short-to 
intermediate-term maturities, while 
avoiding higher-yielding, riskier, 
bonds.

Simplify your portfolio

Over the course of your life, you 
may have accumulated numerous 
accounts—IRAs and 401(k) or 403(b) 
plans—at different financial institu-
tions. As you approach retirement, 
your financial advisor will recom-

mend that you simplify your finances, 
perhaps by consolidating your assets 
with one institution.

Consolidate your assets

Consolidation can make it easier and 
less time-consuming for your finan-
cial advisor to manage your invest-
ments and will reduce the number 
of documents you need for tax pur-
poses. It will also ease the transition 
if you become incapacitated or die, 
especially for a family member who 
has been authorized to take charge 
of your assets.

As part of your asset-consolidation 
effort, your financial advisor may 
suggest that you roll over assets 
from all your employer-sponsored 
retirement plans to a single IRA. This 
can provide your financial advisor 
with more control over your invest-
ment choices and potentially reduce 
your costs.

Think about your spending plan

As you plan for retirement, you 
should also start thinking about how 
much you’re going to spend from 
your investments each year.

If you’re just beginning your retire-
ment, you may want to limit your an-
nual retirement withdrawals to 3% to 
5% of your initial portfolio value, de-
pending on the withdrawal method 
you choose. A withdrawal rate higher 
than that could substantially increase 
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your risk of running out of money 
during your lifetime.

Update your estate plan

Once your retirement financial plan 
is in order, your financial advisor can 
help you update your estate plan to 
make sure your assets are properly 
protected.

At a minimum, your estate plan 
should include the following:

• A will, to specify who will get your 
property upon your death and who 
will raise any minor children.

• A living will, to give clear instruc-
tions on your wishes should you 
become incapacitated and unable to 
make decisions for yourself.

• A health care proxy or advance 
medical directive, to appoint some-
one to make medical decisions for 
you if your living will doesn’t cover 
the particular situation in which you 
find yourself.

• A durable power of attorney, to 
enable someone else to act on your 
behalf if you become incapacitated.
As part of your estate planning, be 
sure to update the beneficiary desig-
nations on your retirement accounts 
and life insurance policies. These 
beneficiary designations generally 
override any instructions in your will.

If you don’t keep them current, your 
assets may not go to the individuals 
or organizations you intended.

Work with your financial advisor to
make sure your financial paperwork 
is in good order and can be found 
easily by your family members if 
you become incapacitated or when 
you pass away. And if married, go 
over your financial affairs with your 
spouse and any children, so they’ll 
be better prepared to take care of 
the household finances during what 
will be a difficult time for your family.
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Countdown to  
retirement checklists

Use these checklists to help identify the key issues you need to address  
with your financial advisor as you prepare for retirement.

 Five years or less to retirement

   If married, discuss your retirement plans with your spouse.

   Prepare a realistic retirement budget.

   Contact current and former employers for pension and benefits information.

   Determine what additional health or long-term care insurance that you’ll need. 

   Compare your projected income with your projected expenses.

    Assess the adequacy of your investment portfolio; increase your retirement plan   
contributions and your savings in taxable accounts, if necessary.

   Pay off any loans from your employer-sponsored retirement plan.

   Review your preparations once a year and adjust them as necessary.

   Make catch-up contributions to your employer-sponsored plan or IRA, if you can.

Five years to retirement

29

One year or less to retirement 

   Update your retirement budget.

   Reassess your income sources, including your retirement plan distribution options.

    Reassess the adequacy of your investment portfolio, and determine if you can still 
retire in one year.

   Decide when to retire.

    Contact your employer’s benefits office to begin the necessary paperwork for any  
retirement benefits.

    Consider consolidating your assets or rolling over your employer plan money to an 
IRA when you retire.

   Make appropriate changes to your asset allocation strategy, if necessary.

   Obtain any additional health or long-term care insurance that you’ll need.

    Apply for Social Security benefits three months before you want the payments  
to begin.

   Sign up for Medicare three months before your 65th birthday.  
 (Note: If you’re already collecting Social Security benefits when you turn 65,  

  your Medicare benefits start automatically.)

One year to retirement
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Managing
Your Retirement

SECTION TWO
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There’s a reasonable possibility that 
your retirement could last 25 to 30 
years. That’s why it’s critical to work 
with your financial advisor to make 
sure you’re prepared.

Keep an eye on cash flow

Once you’re retired, it’s essential to 
watch your cash flow and estimate 
your income and expenses each year. 
This practice can help your financial 
advisor spot potential financial trou-
ble and make adjustments that can 
help keep your retirement plan on 
track.

Estimate income and expenses

When you estimate your expenses,
it can be helpful to separate them
into nondiscretionary and discretion-
ary categories.

• Non-discretionary. These are basic 
expenses, such as food, mortgage 
payments, insurance premiums, taxes, 
gasoline, and utilities.

• Discretionary. These are optional 
expenses, such as travel, hobbies, 
gifts, and charitable contributions.

To estimate your sources of income, 
include such things as Social Security 
benefits, pensions, veterans’ benefits, 
royalties, rents from investment prop-
erties, dividends, and interest.

Depending on your age, you may 
also need to include the required 
minimum distributions (RMDs) that 
you must take from your traditional 
IRAs and qualified retirement plans 
such as a 401(k) (with the possible 
exception of Roth 401(k) plans). Fed-
eral law mandates that you generally 
must start making withdrawals from 
these accounts by April 1 in the year 
after you turn age 70-1/2. Remember 
that withdrawals made from a tax-de-
ferred plan before age 59-1/2 may be 
subject to ordinary income tax, plus a 
10% federal penalty.

Using your estimated expenses and 
sources of ongoing income, your 
financial advisor will be able to de-
termine approximately how much 
you will need to withdraw from your 
investment portfolio each year.

Review your insurance coverage

Large, unexpected expenses can 
damage the best-laid retirement 

In addition to generally living longer, the longer you live the 
longer you are likely to live. For example, if you live to age 65, 
the chances are good that you’ll live into your late 80s.
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plans, but adequate insurance cov-
erage can help protect you against 
many of these expenses. That’s why 
you’ll want to make sure your coverage 
is sufficient for all your policies.

Medicare

During your retirement, you may also 
incur insurance costs specific to retir-
ees. For example, retirees age 65 and 
older qualify for Medicare health insur-
ance but must pay a monthly fee for 
the coverage. And because Medicare 
doesn’t cover all health care costs, 
many people purchase Medigap 
insurance to fill the holes in Medicare 
coverage.

Medigap insurance plans can vary 
from state to state. Be sure to consult 
your state insurance department for 
plans available in your state.

Medicare Part D

Originally, one of the most glaring 
gaps in the Medicare program was 
its lack of coverage for prescription 
drugs. This long-awaited benefit was 
introduced on January 1, 2006. Known 
as Medicare Part D, the program gives 
recipients a choice of drug plans, 
provided by private companies, that 
are designed to suit a variety of medi-
cal and financial needs. Visit the Medi-
care website (medicare.gov) for details 
about the plans and tools to help you 
determine which one suits your needs.

Long-term care

Medicare provides little help if you
require long-term assistance with ev-
eryday activities. Consequently,
many retirees purchase long-term care 
insurance to try to prevent their sav-
ings from being devastated should 
they require such care. Long-term care 
insurance can be complicated and 
expensive, so be sure to consult your 
financial advisor before you make such 
a purchase.

Life insurance

There is one type of insurance that you 
may no longer need after you retire—
life insurance. Unless others depend 
on your pension or other income that 
would cease when you die, or you 
have major debts such as a mortgage 
or loans for children in college, you 
may want to consider canceling your 
life insurance policy.

If you own a cash-value life insurance 
policy, you have several choices: Cash 
it out and incur taxes; exchange the 
cash value of the policy, tax-free, into 
an annuity; or keep the policy for es-
tate planning purposes. Your financial 
advisor can help you determine the 
best way to handle your life insurance.

Review your living situation

Retirement is also a time to look at 
your living situation. Begin by asking 
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yourself how well your current home 
works for you. Consider its size and 
upkeep. Take into account whether 
it will meet your and, if married, your 
spouse’s future physical needs. It may 
be time to make a move—either to a 
smaller house or to a retirement com-
munity.
Downsizing to a smaller home allows 
you to free up cash. In addition, capi-
tal gains of up to $250,000 ($500,000 
for a married couple) from the sale of 
your house are free of federal income 
tax. Your savings may be even greater 
if you relocate to an area with lower 
living costs and low (or no) state and 
local income taxes.

Maintain some liquidity

When you have unexpected expens-
es, a small liquid account—usually a 
money market account—can help you 
avoid having to sell portfolio assets 
at an inopportune time. You and your 
spouse can work together to deter-
mine the liquidity level that makes 
sense for you.

Should you consider annuities?

Annuities are insurance products 
designed to pay income as long as 
you live. Certain annuities allow you to 
name a recipient of the income after 
your death. Many retirees purchase 
annuities to generate ongoing income 
that supplements Social Security and 
pensions.

Some annuities make fixed payments, 
while others make payments that 
increase over time. Some generate 
variable income based on the perfor-
mance of the underlying mutual funds 
you select. Keep in mind that variable 
annuities are subject to market risk.

The trade-off for many annuities is 
that, upon your death, any remaining 
principal stays with the company is-
suing the annuity and is not available 
to your heirs. The upside is that, if you 
live long enough, you may exhaust 
the principal. Annuities can be com-
plicated, so work carefully with your 
financial advisor to determine if an an-
nuity is right for you.

Organize, share, simplify

Your plans for retirement involve 
more than just financial calculations. 
You also need to make sure that those 
you care about understand your plans 
and have access to important infor-
mation.

Here are a few steps to consider to 
get organized:

• Update your beneficiary designa-
tions. These designations supersede 
instructions in your will.

• Make sure important documents 
and records are easy for your fam-
ily to locate. These should include 
your will; trust documents; insurance 
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policies; important passwords; a 
detailed listing of your assets, in-
cluding account numbers and dollar 
amounts; and a durable power of 
attorney.

• Involve your family. Because many
of your financial decisions affect 
your spouse and other family mem-
bers, you should prepare them to 
step into your shoes if necessary. 
Discuss your plans with them and 
make sure they are familiar—and 

comfortable—with your financial 
advisor.

• Simplify your finances. Your finan-
cial advisor may recommend con-
solidating your assets with a single 
company. This can make it easier 
for him or her to track your financial 
situation and calculate your RMDs 
each year. It can also reduce your 
paperwork at tax time. In addition, 
it can ease the transition should a 
family member have to take charge 
of your finances.
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To very loosely paraphrase Mark Twain, there 
are lies, damned lies, and annuities.

Insurance industry investment salespeople 
seem to have mastered the art of a lie, 
wrapped in a deception, inside an exaggera-
tion when pitching various types of annuities 
and cash value insurance products.

Take the tried and true pitch for an “invest-
ment” offering a guaranteed 6% annual re-
turn with no risk. In an environment in which 
you’re lucky to get 1% on an FDIC insured CD, 
6% per year, sounds great. Toss in a guaran-
tee and to whom should I write the check.

To a typical investor, this offer sounds so 
good, in fact, too good… go ahead, finish 
that thought… too good to… be true?

Wait, it must be true. They can’t lie in the 
media, can they? The fact is they can because 
the peddlers of these products are VERY 
lightly regulated insurance agents. Neither 
the Securities and Exchange Commission or 
FINRA  – the financial industry’s self-regulato-
ry body, oversee the sale of insurance invest-
ments. Instead, consumers are supposed to 
be protected by a weak web of rules imposed 
by multiple state insurance commissions. 
Simple, transparent disclosure is not required 

allowing salespeople to baffle potential 
clients with deliberate obfuscation or even 
outright lies – as long as the true nature of 
the products lay buried within dozens or 
even hundreds of pages of offering docu-
ments. When was the last time you even 
read the one page terms and conditions for a 
piece of software?

You might end up receiving a better than 
average annual return with no risk if:

a. Don’t need your money for ten years or 
more (check out the surrender charges).

b. Don’t touch the principal, ever.

c. Give all you money to the insurance com-
pany (annuitize) when you retire and…

d. the insurance company does not goes 
bankrupt (and some major firms have).

Should all of these requirements (and possi-
bly more) be met, you might end up getting 
a check every year that appears to be for 6% 
per year, but actually includes some of your 
principal being returned to you. 

To understand these complex products, you 
need a 100% fiduciary advisor.

Annuity Advisory
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Before you begin drawing income from your investment 
portfolio, your financial advisor may adjust the investment 
mix so it is more appropriate for your new circumstances.

For your own peace of mind, you 
may want to talk with your financial 
advisor about some commonly held 
misconceptions regarding retire-
ment portfolios.

Myth: Stocks are too risky for retir-
ees

Not necessarily. If you were com-
fortable with a certain proportion 
of stocks in your portfolio before 
you retired, chances are good that 
you’ll be comfortable with that 
same proportion for some time dur-
ing your retirement. Although your 
financial advisor may recommend 
reducing the proportion of stocks 
as you move further into retirement, 
you may still want to maintain the 
growth potential that stocks can 
provide.

Myth: Bonds are best for retirees 
because they produce income

The interest that bonds gener-
ate can be an important source of 
income, and bonds can provide the 
balance and diversity critical to all 
portfolios. But your financial advisor 
may also suggest keeping stocks 
in the mix. Although past perfor-

mance doesn’t guarantee future 
returns, retiree portfolios usually 
need the kind of inflation-beating 
growth that stocks have historically 
delivered over time.

Myth: For safety, stick with short-
term reserves

Short-term reserves, including mon-
ey market funds, bank certificates of 
deposit, and U.S. Treasury bills, do 
offer stability and relative safety. As 
a result, they can be a great place 
to store cash temporarily or to use 
for liquidity. But, historically, short-
term reserves have barely kept 
ahead of inflation and typically have 
yielded far less than other types of 
investments. Most retirees should 
not keep a significant portion of 
their assets in these kinds of ac-
counts.

Plan for inflation

Your financial advisor will consider
the impact of inflation on your fi-
nancial plan. Even at a moderate 2% 
annual inflation rate, you’ll need in-
come of about $150,000 in 20 years 
to buy what $100,000 buys today.
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Diversification is important

Inflation is only one factor your 
financial advisor will consider in 
evaluating your investment mix. 
One type of investment alone—
stocks, bonds, or cash—is not likely 
to maximize a portfolio’s success. 
A mix of investments can provide 
the balance of growth, income, and 
stability that allows a portfolio to 

better withstand the fluctuations in 
financial markets.

Your financial advisor will aim to 
create a balanced and diversified 
investment mix and control risk as 
much as possible, rather than con-
centrate solely on producing the 
highest portfolio returns. But keep 
in mind that diversification does not 
ensure a profit or protect against a 
loss.
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Contrary to common perception, scary 
markets can actually be your friend. Some 
of your best returns are delivered in their 
immediate aftermath and, as Buffett sug-
gests, there may be some “bargain” buying 
opportunities. BUT, you have to be there to 
benefit, which is why personal fear becomes 
your enemy if you panic and flee during the 
downturns. 

So, how can we prepare? Instead of fussing 
over when the next market downturn may or 
may not occur, here are some great questions 
to consider:

Market Returns – Are you taking on enough 
stock market risk in your portfolio to capture 
a measure of expected returns when they 
occur (often unpredictably and without warn-
ing)? 

Market Risks – Are you fortifying your 
exposure to market risks and expected 
returns with enough lower-risk holdings, so 
you won’t fall prey to your fears the next time 
markets tumble?

Personal Goals – Have you assessed whether 
your current portfolio mix is optimized to 

achieve your personal goals? Speaking of 
goals, have yours changed, warranting portfo-
lio adjustments?

Personal Risk Tolerance – Have you been 
through past bear markets? If you discovered 
you’re not the risk-taker you thought you were 
(or, conversely, you sailed through with rela-
tive ease), does your current portfolio mix of 
safer/riskier holdings accurately reflect what 
you learned?

Actual Analytics – Have you carefully con-
sidered what a 30% or so market downturn 
would mean to you in real dollars and cents? 
Yes, it could happen. If it did, and you feel 
you’d be unlikely to hold firm with your cur-
rent holdings, additional preparation may be 
warranted.

In short, you can prepare for the next down 
market by having a well-planned portfolio in 
place today – one you can stick with through 
thick and thin. Neither too “hot” nor too 
“cold,” your portfolio should be just right for 
you. It should reflect your financial goals. It 
should be structured to capture an appropri-
ate measure of expected returns during good 
times, and allow you to effectively manage 
your personal fears throughout.

Prepare for a Scare
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One of the most important recommendations your financial 
advisor will make is how much you can regularly withdraw 
from your accounts without exhausting them. There are two 
common methods and a third that is a hybrid of those two.

Under all three methods, you sell as-
sets to produce retirement income. 
Your assets include not only the in-
terest, dividends, and capital gains 
you’ve reinvested, but your principal 
as well.

You may be advised to sell assets 
once or twice a year and place the 
funds in a money market account 
that has checkwriting privileges. For 
convenience, you could also deposit 
ongoing income payments, such as 
Social Security and pension, in this 
account.

Choosing your withdrawal method

Each of the three methods for turn-
ing your assets into income has 
advantages and disadvantages.
As you consider the methods, keep
in mind that the income produced 
by Method 1 isn’t tied to market 
conditions. However, the income 
produced by Methods 2 and 3 are 
directly tied to the performance of 
financial markets. This means the an-
nual income produced by Method 1 
will be predictable and the income 
produced by Methods 2 and 3 will 
fluctuate (though with less volatility 
under Method 3).

Method 1: Dollar-adjusted withdrawals

Using this method, you establish a
fixed withdrawal amount the first 
year, generally based on a percent-
age of your initial portfolio value. 
Each subsequent year the dollar 
amount of your withdrawal increases 
by the previous year’s inflation rate. 
The percentage recommended for 
your initial withdrawal is based on 
what you’ll need to cover the dif-
ference between your income and 
expenses.

With this method, withdrawals are 
relatively predictable and generally 
keep pace with inflation. However, if 
the market should undergo a pro-
longed downturn during the first 
few years of retirement, your assets 
could be substantially depleted. 
That’s because as your portfolio 
value shrinks, you’ll be spending a 
larger percentage of your portfolio 
than you had originally intended. In 
this situation, it may be wise to work 
with a financial advisor to recalcu-
late your withdrawals using the new 
balance so that you do not continue 
to overspend.
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Here’s a three-year example of the 
dollar-adjusted method for a retiree, 
Jack, who has a $500,000 portfolio 
and decides on an initial withdrawal 
amount of $15,000 (3% of the portfo-
lio):

• First year. Jack withdraws $15,000.

• Second year. Jack withdraws 
$15,600: the previous year’s amount 
($15,000) plus $600 to account for 
4% inflation.

• Third year. Jack withdraws $16,380: 
the prior year’s inflation-adjusted 
withdrawal ($15,600) bumped up by 
a 5% inflation rate ($780).

Method 2: Percentage withdrawals

Using this method, you withdraw the 
same percentage annually from your 
portfolio. Annual withdrawals aren’t 
increased for inflation. A 4% to 5% 
annual withdrawal rate is considered 
reasonable; however, the percentage 
your financial advisor recommends 
will be based on the amount you’ll 
need to cover the difference be-
tween your income and expenses.

In general, this method is easier to 
use than dollar-adjusted withdrawals. 
With percentage withdrawals, while 
your portfolio may shrink, you should 
never run out of money However, be-
cause your withdrawal amounts will 
fluctuate, you’ll have to spend less 
in periods when your portfolio value 
drops. During those years when the 

markets are doing well, you must de-
cide whether to spend or—our sug-
gested approach—reinvest at least 
some of the excess.

Here’s how a retiree, Jeanne, would 
use the percentage-withdrawal 
method over a three-year period. 
Jeanne starts out with a $500,000 
portfolio and chooses a 5% annual 
withdrawal rate:

• First year. Jeanne withdraws 
$25,000: 5% of her portfolio balance.

• Second year. The portfolio has 
grown to $530,000: Jeanne with-
draws $26,500. 

• Third year. The portfolio has de-
clined to $450,000: Jeanne with-
draws $22,500 (15% less than in the 
second year).

Jeanne has to discipline herself to 
spend less during periods when her 
portfolio balance drops. For exam-
ple, if after the third year shown in 
the example, the portfolio declines 
again, say by 10%, her income would 
drop to $19,238—about 23% lower 
than the first year’s withdrawal.

Method 2 is easier to use and can 
mean your assets will last longer, 
but your income stream will fluctu-
ate—significantly at times. This means 
during periods when your income 
drops, you’ll have to discipline your-
self to spend less. On the other 
hand, during years when the market 
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performs well, you’ll have the envi-
able task of deciding whether to 
withdraw the amount that exceeds 
your spending needs or leave it in 
the portfolio to potentially grow for 
future needs.

Method 3: Percentage withdrawals 
with ceiling and floor

This method starts with a percent-
age withdrawal but adds an upper 
(ceiling) and lower (floor) limit. The 
annual withdrawals will vary, but the 
floor and ceiling keep that fluctua-
tion within a set range.

When the markets do well, less than 
the percentage withdrawal is tapped. 
When the portfolio value decreases, 
more than the percentage withdraw-
al is taken.
Here’s how a retiree, Pat, would use 
the percentage withdrawal with ceil-
ing and floor method over a three-
year period.

Pat starts out with a $1 million port-
folio and chooses a 4% annual with-
drawal rate with a 5% ceiling and 
2.5% floor:

• First year. Pat withdraws $40,000: 
4% of her portfolio balance.

• Second year. The portfolio has 
grown to $1,060,000: Pat has three 
figures to calculate. The percent-
age withdrawal ($1,060,000 x 4% = 
$42,400), the ceiling withdrawal (the 
previous year’s withdraw plus 5%, or 

$42,000), and the floor withdrawal 
(the previous year’s withdrawal minus 
2.5%, or $39,000). Under this meth-
od, the middle number is always the 
one used, in this case, $42,000.

• Third year. The portfolio has de-
clined to $1,038,582. The percentage 
withdrawal would be $41,543; the 
ceiling withdrawal would be $44,100; 
and the floor withdrawal would be 
$40,950. Pat withdraws the middle 
figure, $41,543 (1% less than in the 
second year).

Which assets do you tap first?

As you require income, your financial 
advisor will guide you in choosing 
which accounts to tap.

When you start taking federally 
mandated RMDs from your tradi-
tional IRAs and employer-sponsored 
retirement accounts (with the pos-
sible exception of Roth 401(k) plans), 
you’ll want to use these funds for 
your spending needs before you tap 
other accounts. But until then, your 
financial advisor will base recom-
mendations on two important con-
siderations:

• Keeping your investment mix on 
target, perhaps by using the with-
drawal as an opportunity to bring 
the mix back into balance.

• Keeping your assets growing to 
the maximum extent possible.
These goals may appear to conflict at 
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times. However, as a rule of thumb, 
bringing your investment mix into 
balance is generally considered to 
be more important. Nevertheless, 
each retiree’s situation is unique, so 
there are exceptions to this general 
rule.

Sell to keep your mix on target

Your financial advisor may recom-
mend that you start withdrawing 
funds from the portion of your 
portfolio that has become concen-
trated in one type of investment. 
For example, if the stock market has 
grown rapidly and your target mix 
of 60% stocks and 40% bonds has 
become a lopsided 65% stocks and 
35% bonds, your advisor may advise 
you to sell stocks to adjust your in-
vestment mix, reduce the portfolio’s 
risk level, and produce income.

Sell to maximize asset growth

The next best thing to not paying 
taxes is paying as little as possible 
for as long as possible. Consequent-
ly, your financial advisor may recom-
mend withdrawing your assets in 
this order:

• Taxable assets.

• Tax-deferred assets in traditional 
IRAs and employer-sponsored 
plans.

• Tax-free assets in Roth IRAs.
Here’s the reasoning: In taxable 

accounts, you’re paying taxes each 
year on the dividends, interest, and 
realized capital gains that your as-
sets produce.

You may also pay tax on the with-
drawals themselves if your assets 
have appreciated in value. In tax-de-
ferred accounts, you pay taxes only 
when assets are withdrawn, even on 
gains. And for Roth IRAs, provided 
certain conditions are met, includ-
ing holding the account for at least 
five years and being at least age 59-
1/2, you pay no taxes at all—and you 
can even pass the assets on tax-free 
to your heirs.

If you’re participating in a Roth 
401(k), you can avoid taking RMDs 
by rolling the balance over to a Roth 
IRA. Otherwise, you’ll be required 
to start making withdrawals from 
the Roth 401(k) in the year after you 
reach age 70-1/2.

Fine-tune your withdrawals

Your financial advisor may recom-
mend fine-tuning your withdrawals 
further, either to gain as much tax 
efficiency as possible or to help you 
meet specific financial goals. Some 
examples of withdrawal tactics in-
clude:

• Selling taxable assets that have 
lost money.

• Selling taxable assets that you’ve 
held longer than a year.
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• Selling tax-deferred assets when 
conditions are right.

Your financial advisor also will check 
your investment mix after you sell 
assets and rebalance your portfo-
lio if necessary. However, if your 
primary goal is to maximize the 
amount you leave to your heirs, your 
financial advisor may recommend 
a different approach. In this case, 
he or she might suggest that you 
continue to hold taxable assets that 
have risen significantly in value.

Tap the equity in your home?

More and more retired homeowners
are considering reverse mortgage 

loans, which let you tap the value of 
your house without selling it. Here’s 
how they work: A lender grants you 
a loan against the equity in your 
home, which is repaid when your 
house is sold—usually after your 
death.

A reverse mortgage loan offers sev-
eral advantages: You don’t have to 
repay the loan while you live in your 
house, you can’t be evicted, and you 
owe no income tax on the loan. Re-
verse mortgage lenders, however, 
can charge steep up-front fees—as 
much as 10% of the loan value or 
more. And the loan must be repaid 
before your heirs can receive any of 
your property.
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Once you have a solid plan for financing your retirement, 
it’s important to meet with your financial advisor 
regularly to make sure your plan remains on track.

Adjusting to bear markets

Your portfolio can probably with-
stand a market downturn, even 
over a period of a year or two. But 
it’s natural to be concerned about 
the decreasing value of your port-
folio during more prolonged down-
turns. Your financial advisor will 
help you adjust to hostile markets 
by recommending changes in your 
withdrawals or by suggesting mea-
sures to increase your income.

Consider all your options

As you periodically reevaluate your 
retirement financing plan, you’ll 
want to consider several other is-
sues.

“Surplus” years

In good economic times, both dol-
lar-adjusted and percentage with-
drawals may produce more income 
than you need. You’ll then have to 
decide whether to spend the sur-
plus or leave it in the portfolio to 
potentially grow for future needs.

Stepped-up withdrawals

You may, of course, withdraw more 
than the guideline amounts using 
either method, but doing so can 
increase your risk of depleting your 
assets.

Spending more than the recom-
mended guideline is easy to do as 
you begin enjoying your freedom 
from the structure of daily work. The 
result, however, is less money work-
ing for you, which can lead to a cash 
squeeze later in retirement.

Whether annuities fit in

Whichever withdrawal method you 
choose, some financial advisors 
may suggest purchasing an annu-
ity designed to give you a lifetime 
income. Because an annuity can 
provide more predictable income, 
they can make sense for those who 
are intolerant of market turbulence.

Keep in mind that annuity guaran-
tees are based on the claims-paying 
ability of the underlying insurance 
companies that issue the annuities. 
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Also, most immediate annuities 
provide no benefit to your heirs. 
Should you die prematurely, any 
remaining cash value is retained by 
the insurance company. 

Higher-return investments

Many financial advisors suggest 
boosting income through invest-
ments that could potentially earn 
higher returns than those you cur-
rently hold.

The potential returns of some 
portfolios—particularly very con-
servative ones—might benefit from 
modestly increased investments in 
stocks. Avoid higher yielding bonds 
as they can be just as risky as equi-
ties.

It is important to remember that 
higher returns mean higher risks. 
So if you decide to seek out poten-
tially higher yielding investments, 
work closely with your financial ad-
visor to decide which investments 
would work best for meeting your 
goals—and how they fit into your 
overall portfolio. And, of course, try 
to stick to low-cost investments.

Other ways to boost your income 
or reduce your expenses

There are a variety of ways to aug-
ment your income or reduce your 
expenses. As mentioned previous-
ly, you can move to a smaller home 
or a less expensive region. You can 
also sell non-financial assets or 
even return to work.

One thing you shouldn’t count on 
as a source of income: inheritance. 
Many retirees expect an inheri-
tance, and many do indeed receive 
it. But keep in mind that it’s not 
unusual for money you expect to 
inherit to be depleted because of 
illness, bankruptcy, poor market 
performance, or other unexpected 
events.

Continue to invest tax-efficiently

Even in retirement, it’s important 
to continue investing your assets 
tax- efficiently. If you work part-
time and have earned income, you 
can contribute to a Roth IRA and 
benefit from its tax-free earnings. 
There’s no maximum age limit for 
contributions to a Roth IRA.

If you’re no longer eligible to make 
contributions to tax-deferred or 
tax-free accounts, consider in-
vesting your taxable assets in 

2 Although the income from a municipal bond fund is exempt from federal tax, you may owe taxes on any 
capital gains realized through the fund’s trading or through your own redemption of shares. For some 
investors, a portion of the fund’s income may be subject to state and local taxes, as well as to the federal 
Alternative Minimum Tax.
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tax-efficient funds, such as index, 
tax-managed, exchange-traded, 
or tax-exempt bond funds.2 This 
will help limit the federal income 
tax you must pay on capital gains 
and dividend income. It’s possible 
that tax-managed funds will not 
meet their objective of being tax-
efficient.

Rebalancing your portfolio

Work with your financial advisor at 
least annually to review your invest-
ment mix.

He or she may recommend rebal-
ancing your portfolio if a particu-
lar type of investment has strayed 
more than 5 percentage points 
from your target allocation.

You may also be advised to rebal-
ance if your risk tolerance changes. 
You may be comfortable with an 
investment mix emphasizing stocks 
early in your retirement, but a mix 
emphasizing bonds might be a bet-
ter fit later. The chart below shows 
the type of investment mixes that 
your financial advisor may consider.
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Experts have studied portfolio lon-
gevity or endurance to help retired 
investors reduce the odds of deplet-
ing their wealth too soon. The stud-
ies evaluate how a portfolio might 
endure under the stress of changing 
markets and spending levels. The 
resulting models estimate portfolio 
survival in terms of statistical prob-
abilities.1 While the technical details 
are beyond the scope of this article, 
the general conclusions are more 
intuitive.

Three main factors drive portfolio 
endurance: asset mix, spending level, 
and investment time frame. Certain 
aspects of these factors are within an 
investor’s control while others are not. 
Let’s briefly consider them.

Asset Mix

Asset mix describes the ratio of 
stocks to bonds in a portfolio. This 
determines risk exposure and ex-
pected performance, and is one of 
the most important decisions inves-
tors of all ages can make. Historically, 
stocks have outperformed bonds 
and outpaced inflation over time. This 
return premium reflects the higher 

risk of owning stocks.2 Consequently, 
the larger the equity allocation, the 
greater a portfolio’s expected return—
and risk. 

Keep in mind that risk and return go 
together. A higher allocation to equi-
ties increases the risk of experienc-
ing periods of poor returns during 
retirement. But if you can handle the 
risk, having more equity exposure 
in a portfolio enhances its return 
potential. Growth can bring higher 
cash flow, inflation protection, and 
portfolio endurance over time. This is 
why most advisors believe that most 
investors should have an equity com-
ponent in their portfolios, with actual 
weighting depending on one’s time 
frame, risk tolerance, and spending 
flexibility.  

Spending Level

Portfolio withdrawal is typically de-
scribed in terms of a specified dollar 
amount (e.g., $50,000 per year) or 
a percent of annual portfolio value 
(e.g., 5% of assets each year). Neither 
method is ideal, however—and for dif-
ferent reasons. Briefly consider each 
one:

The need for retirement planning doesn’t end with the onset of 
retirement. A new retiree’s focus shifts from building wealth to 
managing and preserving it. One major challenge is to make 
the investment portfolio supply cash flow for the duration of 
life—and through different economic and market conditions.
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• Specified dollar amount:  withdraw-
ing a fixed amount each year and 
adjusting it for inflation can provide 
a stable income stream and pre-
serve your living standard over time. 
But the portfolio may survive only if 
future withdrawals represent a small 
proportion of the portfolio’s value. 
One academic study quantified this 
amount. It found that a retiree with 
at least a 60% stock allocation can 
withdraw up to 4% of initial portfo-
lio value (adjusted for inflation each 
year), and enjoy a high probability of 
never running out of wealth.3 Choos-
ing a higher withdrawal amount is 
not likely to be sustainable, especial-
ly if the portfolio faces an extended 
period of negative returns.

• Percent of annual portfolio value: 
withdrawing a fixed percentage of 
assets based on annual asset value 
makes it unlikely that you will deplete 
retirement assets because a sudden 
drop in market value would be ac-
companied by a proportional decline 
in spending. But this method can 
produce wide swings in your living 
standard when investment returns 
are volatile.

Retirees who need relatively consis-
tent cash flow may want to combine 
these two methods. One way is to 
withdraw cash flow according to a 
rule that combines past spending 
(e.g., an average of the past thirty-six 
months of cash flow) with a payout 
rate applied to current portfolio 
value. You can weight these factors 

to favor your preference for either 
more stable cash flow or a greater 
chance of portfolio survival. In effect, 
you are customizing your withdraw-
als to smooth out consumption while 
responding to actual investment 
performance.

Investment Time Frame

Investment time horizon may be the 
hardest to estimate, especially if it 
is the same as your lifespan. In this 
case, you can only guess how long 
your portfolio must support spend-
ing. If you plan to bequeath assets, 
your investment time frame may 
extend beyond your lifetime. This 
may influence your risk and spending 
decisions as well.

Time frame forces a tradeoff be-
tween the short and long term. 
Retirees with a longer investment 
time horizon might choose a higher 
exposure to equities. But they may 
have to offset this risk by being more 
flexible about spending over time. El-
derly retirees and others with a short 
time horizon may choose a less risky 
allocation or a higher payout rate, 
although they can experience rising 
spending levels, too. In any case, 
retirees should think carefully about 
equity exposure and avoid taking 
more risk than they can afford.

Considerations

Planning involves assumptions about 
the future—assumptions that may not 
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pan out. Although you cannot avoid 
making assumptions, you can ask 
whether they are realistic and consid-
er how your lifestyle might change if 
future economic and financial condi-
tions are much different than project-
ed. For instance, you may assume an 
average return based on historical 
performance. But there is no certain-
ty that future portfolio returns will 
resemble the past, regardless of time 
frame. Moreover, short-term results 
may vary drastically, which could 
force hard financial choices. Inves-
tors should think in terms of prob-
ability, not history.

Managing asset mix, payout, and 
time horizon inevitably involves 
trade-offs. The chart below illus-

trates the dynamics. For example, 
a bond-dominated portfolio with 
a lower expected return may suit 
investors with a shorter time horizon, 
or require them to accept a lower 
payout rate to increase the odds of 
portfolio survival. A portfolio with a 
higher allocation to equities may be 
appropriate for someone with a long 
time horizon or a strong desire for a 
high payout rate, but a higher as-
sumption of risk also results in great-
er uncertainty about future wealth. 
Retirees who take this route must be 
able to handle the risk emotionally, 
and they should be ready to adjust 
their lifestyle in response to market 
downturns. In fact, investor flexibility 
plays a role in all of the trade-offs.
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1 Cooley, Philip L., Carl M. Hubbard, and Daniel T. Walz. 1998. “Retirement Savings: Choosing a Withdrawal Rate That Is Sustainable,” AAII Journal 20: 
16–21. Also see: Bengen, William P.  1994. “Determining Withdrawal Rates Using Historical Data,” Journal of Financial Planning 7: 171.

2 From 1926 to 2009, the S&P 500 Index returned an average 9.8% per year compared to 5.4% for long-term government bonds and 3.0% inflation. 
Sources: Standard & Poor’s Index Services Group for S&P 500 Index; long-term government bonds and inflation provided by Stocks, Bonds, Bill, and Infla-
tion Yearbook™, Ibbotson Associates.  

3 Cooley, Hubbard, and Walz, Retirement Savings: Choosing a Withdrawal Rate That Is Sustainable,” 16–21.
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Creating and acting on your plans are 
not the final step on your retirement 
journey. Living longer promises a host 
of unforeseen changes that will need 
to be addressed. You can’t just stop 
planning when you retire. Your retire-
ment program will need to evolve over 
the years. For most, this will require a 
team of professionals.

Estate plans need to be monitored for 
variations in both your situation and in 
the law. In addition, there may be situ-
ations that arise requiring specialized 
legal documents.

Your portfolio will need tweaking 
based on factors like emergencies, 
changing income needs, reduced tol-
erance for risk, and new discoveries by 
investing scientists.

Your tax strategy will need to be ad-
justed as both circumstances change 
and laws are altered.

While it is always important to seek 
out the best professional help, retire-
ment brings issues that make expert 
guidance essential: Most retirees have 
assets to protect. There are fewer op-
tions for creating income. Our health 
often deteriorates.
 

A preponderance of retirees require 
skilled guidance from medical pro-
fessionals, accountants, elder law 
attorneys and wealth advisors. Of 
these professionals, the most difficult 
to both select and properly vet are 
providers of financial advice.

The vast majority of “financial 
advisors”–a term with no legal defini-
tion–are peddlers of financial prod-
ucts. Even with recent changes in 
fiduciary requirements, only a small 
percentage of financial advice pro-
viders are required to always act in 
your best interests. By contrast, every 
doctor, lawyer, and CPA is legally re-
quired to behave as your fiduciary.

If a “financial advisor” works for an in-
surance company, bank, or brokerage 
firm, he or she is, in all likelihood, not 
always required to act as a fiduciary. 
No matter how qualified or “nice” a 
financial professional seems to be, 
every investor needs to ask, “Are you 
always required to act as my fidu-
ciary?” And then, no matter what they 
say, get it in writing.

You both need and deserve the best 
lifelong counsel from the most quali-
fied and trustworthy professionals 
available because, at some point, 
your life may depend on it.

There was a time when retiring was life’s final step. Today’s 
retirees will typically have decades ahead of them, requiring 
adaptations to a wide variety of internal and external changes.
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