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Market Volatility
In Retirement

Retirees usually base spending on 
an expected “average” return, which 
rarely occurs in any particular year.  
Overspending risks are most dangerous 
when a “bear” market is encountered 
early in retirement.

Joan entered retirement in Janu-
ary of 2007 with a $1 million portfolio 
(hypothetically invested in 60 percent 
equities, 30 percent bonds and 10 
percent cash) and assumed a 6 percent 
annual rate of return, a 3 percent rate 
of inflation and a 4 percent withdrawal 
rate or $40,000 the first year, increasing 
3 percent each year to account for infla-
tion.  Such an allocation would seem 
prudent, based on historic returns.  

However, after two years of with-
drawals ($81,200) and market losses 
through the end of December 2008, the 
portfolio value would have decreased 
to $752,822.  Based on her strategy, she 
would need to withdraw $42,436 in the 
third year, more than 5.8 percent of her 
portfolio value.  If she does not change 
her spending habits, she runs the risk of 

continued principal erosion in the event 
of an extended bear market.

If we review the 2009 portfolio 
results, Joan would have had $825,951 
to start 2010.  If she retains her initial 
withdrawal schedule (adjusted for 3 per-
cent inflation), her 2010 withdrawal will 
total $43,709 or 5.3 percent of assets.

This hypothetical exercise suggests 
that you consider the cautious ap-
proach and schedule retirement with-
drawals in the area of 4 percent annu-
ally.  Despite the severe “bear” market, 

Joan still has a reasonable chance of 
maintaining her lifestyle over the long 
term.  If she withdrew more, the situa-
tion might be un-doable.

This scenario is for illustrative 
purposes only, reflects no particular 
investment’s performance and is based 
on the actual S&P 500 Stock Index, 
intermediate government bonds and 
30-day Treasury bills during the period.  
Your returns will vary; past returns are 
no indication of future performance.

Source: The Walsh Group

Reframing Ideas for 2010: Need or Opportunity
Re-Assess –– 2010 is a great time to re-assess the investment strategies 

and the objectives you have set for yourself.  Without a doubt, things 
have changed in the economy to create the opportunity or necessity for 
re-assessment.  But, while you are at it, have things changed in your own 
circumstances that might cause a second look at where you are headed, how 
you are going to get there and, especially, where the roadblocks (and detours 
to circumvent them) are located?  While predicting the future has never been 
a valid option, creating a future framework is certainly within grasp.

Re-Balance –– Based on the analysis in the re-assessment phase, we can 
then carefully put your portfolio into a configuration geared toward achieving 
your financial objective.  While there are never any guarantees, it may include 
a rebalance of equity and “guaranteed” investments, it may include a new 
mix of sector investments or it may include a combination of many different 
vehicles and strategies –– all aimed at getting you closer to your stated 
objectives.

Re-Build –– The final step is to rebuild.  And we all have that job ahead of 
us.  While the economy seems to be limping back into positive territory, we 
need to do at least three very important things to keep our heads high above 
the mark:  a) increase our discretionary saving and investing, b) take a look at 
our balance sheet and trim expenses where possible and/or necessary and c) 
maintain our contributions to retirement portfolios.

One other consideration might be working a little longer than you expected 
before retiring.  While it may not be in your future, it’s worth a thought.   

Let’s talk soon.
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We will accept questions from readers and 
reprint selected answers in this column.  Send 
your question(s) to us; we’ll answer as many 
as we can.

uestions  
   A

Q
& nswers Financial Notes Worth Noting

When To Consider Revising Your Will
Once you write your will, you can file it away and forget it, right?  Wrong.
Life situations change and, in many instances, it becomes necessary to review 

and, perhaps, even update your will.  Below we’ve listed a few of life’s events that 
might trigger another look at your last testament:

•  A change in the value of your estate.  Even though you might have percent-
ages in your will, when the value changes substantially, you might want to revisit 
how you want to distribute your assets.

•  Changes in your family structure.  
Whenever births, deaths, marriages or 
divorces occur within your family, consider 
how those changes might affect your will 
and asset distribution.

•  Changes in your heirs’ financial 
needs.  Your will may provide for certain 
portions of your estate to be held in trust 
for a spouse, children or others.  Have 
their needs changed?  Are current provisions inadequate?  Excessive?

•  Changes in your business circumstances.  Have you bought, sold, termi-
nated or otherwise changed your business?  The distribution of your interest in the 
business might need to be changed as well.

Retiring the “R” Word
We live in a different age, with fast changes, little time, and many bills.  We keep 

hearing that retirement is something to plan for, but we can’t identify with the word 
or what it symbolizes.  The thought that often pops into our mind might be, “retire-
ment just isn’t me!”  And you know what? — it isn’t!  The word (and concept of) 
retirement was invented and created by government and labor.  It just means leav-
ing one phase of life — the world of income-producing work.  That’s it!  The word is 
not a “human defining word.”  It has nothing to do with describing the person you 
are and will be as you grow older.

Maybe some better “R” words would be: Reinvent, Renew, Revise, or, perhaps a 
new and, possibly more important one: Reliving.  Let’s maximize the word live; as 
we grow older, we want to live better, live fully, live more.

Think of your own “R” word.  You are your own person, always have been, and 
always will be.  How you grow old will be on your own terms, not based on anyone 
else’s stereotypes.

Where do you stand on the following statements?  Will aging for you be boring 
or adventurous, downhill or a growth experience, empty or full, the same or filled 
with newness, agony or challenge, sick or healthy, withdrawal or involvement, filled 
with indifference or passion.  We hope you’ve picked the exciting alternatives.

But, no matter your choices, remember that the journey will be longer than you 
think.  Driving off into the sunset without a plan may sound romantic and exciting, 
except when you’re running on empty on a long stretch of desert road. 

Based on ideas from the National Endowment for Financial Education at www.nefe.org

Making the Most of Your Time
“Time is an equal opportunity employer.  Each human being has exactly the 

same number of hours and minutes every day.  Rich people can’t buy more hours.  
Scientists can’t invent new minutes.  And you can’t save time to spend it on an-
other day.

Even so, time is amazingly fair and forgiving.  No matter how much time you’ve 
wasted in the past, you still have an entire tomorrow.  Success depends on using it 
wisely – planning and setting priorities.  The fact is, time is worth more than money 
and by killing time, we are killing chances for success.”  

– Denis Waitley, The Joy of Working

Q.  What is an RMD?

A.  It is an acronym that stands for required 
minimum distribution which is the minimum 
amount that you must withdraw each year 
from most types of retirement accounts as 
required by the Internal Revenue Service.

When you reach age 701/2, you must begin 
taking withdrawals annually although you 
may always withdraw more.  Assets you 
withdraw generally are treated as income 
and you must pay federal and, sometimes, 
state taxes on pretax contributions and 
earnings that are included in these distri-
butions.

Q.  I know that RMDs (Required Mini-
mum Distribution) are NOT required from 
Roth IRAs.  What retirement plans require 
them?

A.  The most common retirement plans 
that must be included in calculations 
regarding required minimum withdrawals 
are IRAs (traditional, rollover, SEP, SAR-
SEP and SIMPLE), as well as 403(b) plans, 
401(k) plans, profit sharing, money pur-
chase pension and governmental Section 
457 deferred compensation plans.

Q.  When do I have to take an RMD?

A.  For IRAs (as identified above), you usu-
ally must take your first RMD by April 1 of 
the year AFTER you turn 701/2, even if you 
have not yet retired.  For each year thereaf-
ter, you must take an RMD by December 31.

For 403(b) accounts, if you are working 
at age 701/2, and have a 403(b) or another 
employer-sponsored plan with your current 
employer, you may be able to delay distri-
butions from that account only until April 1 of 
the year after you retire.

IRA account holders who turned 701/2 in 
2009 have no RMD, but will be required to 
take an RMD for 2010.

Failure to take an RMD may result in a 50 
percent IRS tax penalty on the difference 
between the RMD and the actually distrib-
uted amount.



As Worker Expectations for Comfortable Retirement Plummet, 
Many Expect to Work Longer Before Leaving Their Jobs

“Life is Complex” but You May Create the Future You Want

19th Annual Retirement Confidence Survey

The recession has cast a pall over 
the retirement expectations of 
the vast majority of Americans, 

leaving a record-low 13 percent able to 
say they are very confident of having 
enough money to live comfortably in 
retirement, according to the Employee 
Benefit Research Institute (EBRI). 
Among workers, those feeling very con-
fident about retirement has tumbled by 
one-half in the last two years.

Because of the economic downturn, 
many workers say they expect to work 
longer and more workers say they are 
planning to supplement their income in 
retirement by working for pay.

Not surprisingly, 
workers who have 
lost confidence over 
the past year about 
affording a comfort-
able retirement most 
often cite the recent 
economic uncertain-
ty, inflation, and the 
cost of living as pri-
mary factors. In addi-
tion, negative experi-
ences such as job 
loss or a pay cut, loss 
of retirement sav-
ings, or an increase 
in debt, almost al-
ways contribute to 
loss of confidence 
among those who experience them.

Overall, the percentage of workers 
very confident about having enough 
money for a comfortable retirement 
continued a two-year decline, falling 
to 13 percent this year, down from the 
previous low of 16 percent last year and 
27 percent the year before that. This is 
the lowest since the question was first 
asked in the survey in 1993 and rep-
resents a 50 percent decline in worker 
confidence. Among current retirees, 
confidence in having a financially se-
cure retirement also dropped this year 
to a new low, with only 20 percent say-

ing they are very confident; that’s down 
from 29 percent and 41 percent in the 
last two surveys.

The Retirement Confidence Survey 
(online at www,ebri.org) is the most 
comprehensive study of the attitudes 
and behavior of American workers and 
retirees toward all aspects of saving, 
retirement planning, and long-term fi-
nancial security.

Expected Retirement and
Working in Retirement

The survey made two significant find-
ings concerning workers’ expected re-
tirement date and work in retirement: 

n  Workers appar-
ently expect to work 
longer because of 
the economic down-
turn: 28 percent of 
workers in the cur-
rent survey say the 
age at which they 
expect to retire has 
changed in the past 
year.  Of those, the 
vast majority (89 
percent) say that 
they have post-
poned retirement 
with the intention 
of increasing their 
financial security. 
Nevertheless, the 

median (mid-point) worker expects to 
retire at age 65, with 21 percent plan-
ning to push on into their 70s.  The me-
dian retiree actually retired at age 62, 
and almost half of retirees (47 percent) 
say they retired sooner than planned.
n  More workers are also planning 

to supplement their income in retire-
ment by working for pay: The proportion 
of workers planning to work after they 
retire has increased to 72 percent (up 
from 66 percent in 2007). This compares 
with 34 percent of retirees who report 
they actually worked for pay at some 
time during their retirement.

Meeting Expenses in Retirement
The survey includes other findings 

about attitudes toward retirement.  For 
example, workers who say they are very 
confident in having enough money to 
take care of basic expenses in retire-
ment dropped to 25 percent (down 
from 40 percent in 2007), while only 13 
percent feel very confident about hav-
ing enough to pay for medical expenses 
(down from 20 percent in 2007).  Among 
retirees, only a quarter (25 percent, 
down from 41 percent in 2007) feel very 
confident about covering their health 
expenses.
 
Other key RCS findings: 
n  Among workers who have lost 

confidence in their ability to secure 
a comfortable retirement, most (81 
percent) say they have reduced their 
expenses, while others are changing the 
way they invest their money (43 per-
cent), working more hours or a second 
job (38 percent), saving more money 
(25 percent), and seeking advice from 
a financial professional (25 percent).  
Among all workers, 75 percent say they 
and/or their spouse have saved money 
for retirement, one of the highest levels ever 
measured by the RCS.
n  Many workers still do not have a 

good idea of how much they need to 
save for retirement. Only 44 percent of 
workers report they and/or their spouse 
have tried to calculate how much mon-
ey they will need to have saved by the 
time they retire — and an equal propor-
tion (44 percent) simply guess at how 
much they will need for a comfortable 
retirement.
n  A large majority of workers par-

ticipating in a work-place retirement 
savings plan (72 percent) state that they 
have not changed the percentage of 
their salary contributed to the plan in 
the past year. 

Source: Employee Benefit Research Institute



Investors are reminded that there are risks involved when investing in securities markets, including, but not limited to, the loss of principal.       ©2010

Investment Ideas

Fixed-Income: Allocation and Diversification 

A s time horizons for retirement 
get closer and closer –– unless 
you have come up with a valid 

alternative, like immortality –– alloca-
tions of fixed-income or short-term 
investments often increase, even if only 
slightly, as a percentage of total assets.

Your portfolio allocated toward a 
retirement that is but five or ten years 
into the future should hold a somewhat 
greater fixed-income allocation that it 
might have held 20 or 30 years ago.

After establishing an appropriate 
fixed-income percentage (usually differ-
ent for unique investors based on factors 
such as health, risk aversion, how close 
you are to your goal, how many years 
you’ll expect to be in retirement and, of 
course, as mentioned above, time hori-
zon), it is time to consider diversification 
within the asset class.

Diversification and Risk Management
Diversification works the same way for 

fixed-income investments as it does for 
equities.  And while diversity will not as-
sure a profit nor protect against loss, 
by acquiring a variety of investments, you 
decrease the risk that a single investment 
with lackluster performance will signifi-
cantly reduce the value of the entire as-
set class since it is only a relatively small 
percentage.

Let’s review, for example, what hap-
pened with Treasury bonds and high-
yield bonds in 2008 and 2009.  In 2008, 
Treasuries were on the top of the pile and 
“high yield bonds” didn’t live up to their 
name.  In 2009, the reverse was true with 
the high-yield assets outperforming all the 
other fixed-income investments.  In fact, 
for the first nine months of 2009, Treasur-
ies were at the bottom of the class.  In that 
scenario, had all of your investments been 
in either of those fixed income assets, your 

portfolio would have performed worse 
than the average of the two combined.

A diversified portfolio, on the other 
hand, would have balanced higher re-
turns with lower returns for smoother 
overall performance.  Of course, as 
mentioned earlier, diversification cannot 
assure a profit or protect against 
loss, particularly in a declining 
market.

Sub-Asset Classes
Bonds vary based on the cred-

itworthiness of their issuers, as 
well as on whether they are is-
sued within or outside the United 
States. Although not an exhaus-
tive list, there are several fixed in-
come subcategories, including: 

High yield bonds — usually is-
sued by firms that have a greater risk of 
default.  To neutralize the additional risk, 
these bonds often provide higher income 
and return potential.

Investment-grade bonds — this 
group includes Treasuries and high-
quality corporate bonds. The bonds in 
this sub-asset class are generally issued 
by well-established companies in good 
financial condition and generally offer 
relatively stable returns and price varia-
tion.

International bonds — securities is-
sued by both governments and corpora-
tions outside the United States.  These 
bonds are much like domestic fixed-
income securities although they can be 
subject to greater vagaries such as politi-
cal instability and other non-domestic 
problems.  Often, international bonds re-
act differently from domestic bonds even 
when confronted with the same market 
conditions.  Depending on the weakness 
of domestic bonds, holding international 
bonds could affect the performance of 
the total portfolio.

If you are interested in pursuing this 

investment idea, I am available for con-
sultation regarding allocations between 
high-yield bonds, investment grade 
bonds and international bonds.  As men-
tioned above, maintaining a reasonable 
mix reduces the possibility that any one 
sub-asset class will have a dispropor-

tionate effect on your returns.

Managing Your Portfolio
Understanding the qualities and ben-

efits of various types of bonds will help 
you diversify your fixed income invest-
ments and could help balance their risk / 
return potential. 

The decision can often be made sim-
pler by considering fixed-income mutual 
funds, which may contain different bond 
types and grades, offering built-in diver-
sification.

Investing in fixed-income securities 
involves certain risks such as market 
risk if sold prior to maturity and credit 
risk especially if investing in high yield 
bonds, which have lower ratings and are 
subject to greater volatility.  All fixed 
income investments may be worth less 
than original cost upon redemption or 
maturity.  Yields and market value will 
fluctuate so that your investment, if sold 
prior to maturity, may be worth more or 
less than its original cost.  All bonds are 
subject to interest rate risk.

Source: R & R Associates, Inc.
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