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mind. however, this is onlv an

clients to swim acriss

dverage: the stock market

_a river in which half

doesnt actually_return 10%

ol the swimmers who

each and every vear

made the attempt drowned?
_Of course not. Yet many se-
niors use investment and in-
come-taking _strategies that
put_themselves at_a_similar
level of risk for outliving their
refirement savings. This -arti-
cle looks at a hetter alterna-
tive—income annuities.
The stark reality is
that four in 10 Amer-
icans over age 60 will
experience poverty
in their later lives,
regardless of their
curent economic ¢ir-
cumstances. One in
two will experience
near-poverty, according
to a May 2001 report
from  AARP (“Beyond
S0—A Report to the Nation
On Economic Security”).
Why so many? People are
living longer. They’re not sav-
ing enough for retirement.
Many are entering retirement
in debt. Traditional lifetime
peunsions  are disuppcuring
And many will encounter un-
planned expenses and or en-
gage in unchecked spending.
These are all troubling trends
facing today’s retirees.
One of the biggest inistakes

Although equities are long-
term investment tools, too
much reliance on them for in-
come can create problems.

Here's why:

While dollar-cost averaging
is a time-tested tool for accu-
umluting assets, reversing the
process (i.e., withdrawing in-
come) can have a devastating
elfect on a stock portfolio.
Durine 3 bear market like to-
dinv's,_retirees are_sometimes
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the sound investment strite-

by selling more stocks at the

gies nsed for building a retire-

worst possible time: when val-

ment nest egg are also the

ues are at their Jowest. For

best “investiment strategies

once thev begin taking incoine

_nuany retirees. losses incurred
© during_down _markets are of

from their assets, Sepiors who

ten anore than what can be

Sea Of Investment Volatility

that an all-stock portiolio
would have only been able to
maintain a 10% income
stream about half the time.

In other words, half of re-
tirees operating under this
scenario would have been un-
able to maintain any level of
capital greater than zero
throughout any of the 25-year
periods. Thus, the proverbial
“drown-ing.” Even at lower
payout levels, retirees would
have run the risk of ex-
hausﬁng their savings.

Bonds significantly

improve the possibility
of stabilizing incomes
at lower payouts (5%
or less) vs. equities,
but with a trade-off:
Lower risk equates
to lower retumns.
Bond portfolios lack
resilience in that the
chance of maintaining a
lifetime stream of in-
come drops significantly
when the retiree draws any-
thing more than 5%.

Investment professionals
are forever searching for a
magical balance of bonds and
equities that will ensure our
clients can enjoy a lifetime of
income.

What _is _the solution?
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annuity with period
certain. If the plan wert
in mid. .
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aranteed an in-
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a
longer-

longerterm strategy without
the wonry of market volatility

~or dollar-price erosion.
I igi-

i | over time,
then, at the end of 20 vears,
the remaining $285.000 could

r-tax
return). That would more

han _replace the original $1

Throw relirees an “income

saver.” Let’s take a simple ex-

-ample of a hushand and wife,
lm_t-h aged 65, with $1 million

_in_investable assets, You could
—put 30% in equities and 70%
in_bonds, If you take out 5%

-every vear they would get
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“portfolio_still holds all the

plan to relv on their assets. but

niade up during future bull

who lack a long-tern strateey,

n mrk(-:ts,

face a riskv proposition.
Retirees might be tempted
to keep their nest egy in equi-
ties. After all. stocks have his-
torically_averaged an annual

Indeed, various studies
that have looked at market
performance for all 25-year
periods between the mid-
1940s and today have found

n

faces, -as well as an increased
inability to_handle t]
of additional distributions in

Another_alternative_is_to

put $715.000 into an income

million principal.
 Teality is. many ref
1‘—Thelw hof ino 1l
large chunks of money they re-
ceive through a pension plan
or.a 401(k) -plan. This is so
—even of wealthy clients,

Retirees won't have to worry
about market volatility deci-
mating their portfolio or mak-
ing decisions that can destroy
the long-term prospects of
their income stream_Maost im-.

ly, with an § .




