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PRoBlEMS, tHEn SoME SolutionS

Uncle Sam is licking his chops right now. He 
can’t wait for you to retire. He plans on taxing 
you at every turn.

•	 Taxes on your IRA and 401k distributions
•	 Taxes on your investment income 
•	 Taxes on your social security 

While, unfortunately, there is no way 
completely around the “Big Two” (death and 
taxes), there are ways to legally, soften the tax 
man’s bite. Below are some of the obstacles 
you face, and then some tax smart strategies 
to generate more income for you and your 
spouse when you’re still alive, and potentially 
pass on more for your heirs after you “get 
your wings“.

The best tax strategy of all is as follows:

First, pay what you owe, but no more, utilizing 
“above the board” life expectancy and timing 
tools. 

Secondly, grow your estate so you and your 
heirs have more.

Taxes on your IRA and 401k distributions

1. Required Minimum Distributions (RMD’s) 
are unavoidable
•	 Remember,	you	were	never	taxed	on	
these dollars 

2. By April 1, In the calendar year following 
the year in which you turn 70.5, you must 

begin taking distributions from your IRA 
or 401k (W 50% Penalty for failing to do 
this.)

3. While paying taxes on retirement ac-
counts is unavoidable, it Is very manage-
able. The tax rate is not draconian. 

4. A good rule of thumb for a seven-
ty-year-old taking distributions from a 
retirement account is as follows 
•	 The	IRS	looks	at	the	sum	of	all	
retirement accounts as of December 31, 
before you turn 70.5

For Example: 

You turn 70.5 on June 1, 2018, and the sum of 
all your IRA balances is $500,000 on December 
31, 2017. If you divide 500,000 by 28, you will 
approximate your RMD for that year.

$500,000 / 28=@$17,857 

At a 28% tax rate you would owe $4,999 in 
taxes. 

understand RMd taxation

Required minimum distributions are the 
government’s way of recovering the tax breaks 
on the initial contributions to your retirement 
account and the years of tax-deferred wealth.

Here is a scenario to bring this to life. 
Assuming someone is 70 ½, with $1,000,000 in 
their IRA, and has a spouse less than 10 years 
younger and earns a 4% annual return, the 
first	year	RMD	would	be	$36,496.	With	a	30%	
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tax rate (federal and state) the net spendable 
distribution is $25,547. The taxes amount to 
$10,949. Looking at the total distributions, 
total taxes paid and the remaining account 
balance over time: 
caret-square-right Information from Stephen Chen, Forbes, Feb. 1, 2017

Years of 
RMDs

Account 
balance

Total  
distributions

Taxes Paid

10 $967,737 $431,816 $129,545

20 $736,511 $1,005,976 $301,792

30 $335,596 $1,631,654 $489,496

caret-square-right Source: Charles Schwab RMD calculator 
Assumes an annual 4 percent return and total taxes at 30 percent 
each year.

5. Distributions regardless of age are taxed 
as income, at whatever your rate is. 

6.	 Uncle same does not care which IRA you 
pull your RMD from.
Note: if you have, for example, six IRA’s, 
you can satisfy your RMD by taking your 
distribution from ONLY one of them.  In 
this instance, Uncle Sam does not care 
where the money comes from. He just 
wants his tax dollars. 

7. Conversely,	if	you	have	6	old	401k’s	,	you	
must take a distribution from each 401k, 
every year.
•	 This is a major reason to roll over old 
401ks into self-directed IRA’s

8. If you are still working, and contributing 
to your employee sponsored 401k plan, 
YOU ARE NOT REQUIRED to take an RMD 
from this active plan

9. While your RMD goes up slightly each year 
following 70.5, YOU ARE NOT REQUIRED 
to “drain” your IRA down to zero over your 
life., quite the contrary.  

Having said this, taking huge stock market 
losses and living a long time (to ones 90’s) can 
have this affect.

Be smart about the following:

•	 Your Risk tolerance 
•	 Your Time horizon until you need income
•	 Your Income needs
•	 Your	Tools	(the	financial	vehicles	used)

 
Sequence Risk affect on Retirement  
distributions

Another important issue in a retirement 
portfolio is the sequence of returns/sequence 
of losses, that is, the order in which returns 
occur has a dramatic impact on the longevity 
of a retirement portfolio. Market-based losses 
(or very low returns) in the early years (just 
after the person has retired) can be disastrous 
to the longevity of the portfolio. Thus, a 
retirement	portfolio	needs	to	be	sufficiently	
diversified	to	minimize	“timing-of-returns” 
risk. Building a retirement portfolio that has a 
very large allocation in any one asset class is 
simply asking for trouble because of the lack 
of	diversification.

In fact, based upon “sequence risk”, the 
sequence of when you incur losses, extensive 
research from the Stanford Center on the 
Study on Longevity, indicates that, if you 
incur	significant	losses	in	the	four	years	just	
prior	to	retirement,	and/or	the	first	four	
years into retirement, odds are quite high 
that you run out of money before you run 
of life.  Considering the ever-expanding life 
expectancies, (about 84 for a man and 87 for a 
woman), this could be in your late 70’s or late 
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80’s. At a minimum, you may suffer a lower 
standard of living, or worse yet, “run out of 
money before you run out of life” in your late 
70’s, 80’seve, or even 90’s, not a good time to 
be looking for work, or moving in with your 
65-year-old	children.	To	be	safe,	in	today’s	
world, you must plan to live to 100, and a 
rising	cost	world	of	3%	inflation.

Note: If you had retired on Jan. 1, 2000, with 
an initial 4% withdrawal rate and a portfolio 
of 55% stocks and 45% bonds rebalanced 
each	month,	with	the	first	year’s	withdrawal	

amount	increased	by	3%	a	year	for	inflation,	
your portfolio would have fallen by a third 
through	2010,	according	to	investment	firm	T.	
Rowe Price Group. And you would be left with 
only a 29% chance of making it through three 
decades,	the	firm	estimates.

What if your first ten years into retirement 
look like the table below? The table is 
designed to show the devastating effect of 
“sequence risk” on a retiree’s portfolio, due to 
a	lack	of	proper	diversification

•		ASSUMES	100%	INVESTMENT	IN	S	AND	P	500	index	
•		Does	not	account	for	institutional	fees	or	advisor	fees	which	typically	average	approx	2%	in	total	
•		Table	for	illustrative	purposes	only,	your	returns	could	be.	
•		Past	performance	is	no	guarantee	of	future	returns	
•		This	is	not	an	offer	to	purchase	securities.
•		Consult	your	financial	advisor	
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10. It is paramount to have the proper bene-
ficiaries	listed	on	all	retirement	accounts,	
and highly advisable to roll over old 401ks 
into self-directed IRA’s
•	 A properly titled IRA with all desired 
beneficiaries,	is	in	effect	a	“Trust	Substi-
tute”, and passes through probate, with-
out a second look
•	 Since Texas is a community property 
state, many couples, can thus, operate 
with IRA’s and a simple Will 

iRa tax Strategies

Spousal Continuation for IRA between 
Husband and wife – (not a taxable event) 
May lower RMD” s since the wife may be 
significantly	younger,	and	women	are	seen	
to have longer life expectancies, with lower 
distributions required, potentially leaving 
more assets to the children

Required Minimum Distributions when your 
spouse is significantly younger

If	your	sole	beneficiary	is	a	spouse	who	is	
more than 10 years younger than you, then 
you can choose to use to use the Joint Life and 
Last Survivor Expectancy tables, to determine 
your RMD, and lower your taxable income. You 
won’t be required to withdraw as much money 
each year as you would if your spouse were 
older.

For example, if you are 70½ in 2015 and need 
to	take	your	first	RMD,	you	would	divide	your	
account balance as of the end of 2014 by 27.4. 

If you had $500,000 in your account, you’d 
need to withdraw $18,245. But if your sole 
beneficiary	is	your	spouse	and	she	is	age	53,	
you’d	divide	your	account	balance	by	32.6	and	

would need to withdraw only $15,335

source:	Kimberly	Langford,	September	16,	2015	

Kiplinger 

Stretch IRA - surviving parent and child, 
allows one to lower distributions based upon 
two life expectancies. 

For example: A 80-year-old mother, and 
55-year-old daughter 

Inherited IRA - Upon the death of the parent, 
the IRA is retitled a “Decedent IRA”, with the 
beneficiary	of	the	IRA	being	the	new	owner.	
This is usually the child/ children as the 
owner(s) of each IRA

NOTE - the surviving child/children, must take 
annual distributions based upon one’s life 
expectancy. 

Using the 80-year-old mother (decedent) 
and	the	55-year-old	daughter(beneficiary),	
example, a much smaller amount of 
distributions must be made, each year, 
keeping the bulk of the inherited IRA funds 
growing tax deferred. 

If the 80-year-old mother (decedent) has 
second child (or several), the IRA is split into 
multiple inherited IRA’s. 

Assuming she has a 50-year-old son who 
needs the $250,000 to start a business, he 
would pay taxes on the entire amount at his 
taxable rate.
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A Gift for Generations

The	potential	benefits	of	additional	years	of	
tax-deferred compounding in an Inherited IRA 
are	significant.

Below is an example of stretching a $100,000 
Traditional IRA out across three generations. 
RMDs only are taken from the account, 
generating	over	$300,000	for	the	first	
beneficiary	over	a	30-year	period	and	an	
additional	$245,000	for	the	beneficiary’s	heir	
over a seven-year period before being fully 
depleted.

•	 Jack, age 70, has a balance of $100,000 
in his Traditional IRA on Dec. 31 of 2010. 
He dies in 2011, having already taken his 
RMD for that year.

•	 Jack’s daughter, Jamie, inherits the IRA at 
age 45 and chooses to maintain it as an 
Inherited	IRA.	She	takes	her	first	RMD	in	
2012. She passes away at age 75.

•	 Her son, Jordon, inherits the IRA in 2041 at 
age 49. He begins his RMDs in 2042, de-
pleting the account fully in 2048.

*Jamie	is	a	first,	non-spousal	beneficiary	and	must	begin	taking	RMDs	(using	her	own	life	expectancy	factor	
and	subtracting	by	one	for	each	subsequent	year),	at	age	46	in	2012,	the	year	following	her	father’s	death.

**	Jordon	is	a	non-spousal	heir	of	the	first	beneficiary	and	must	begin	taking	RMDs	(continuing	to	use	his	
mother’s—the	first	beneficiary	of	the	Inherited	IRA—	RMD	calculation	factors)	at	age	50	in	2042,	the	year	
following his mother’s death.

Chart is for illustrative purposes only and does not represent the performance of any particular investment. 
The dollar amounts shown do not represent current value purchasing power due to the effect of annual and 
cumulative	inflation.	RMD	calculations	and	related	discussion	regarding	RMD	rules	are	based	on	current	tax	
laws, including special rules for Inherited IRAs, and are subject to change. Illustration assumes an 8% annual 
pretax	rate	of	return	and	3%	inflation.

Name and relationship
Age and year  
of first RMD

Cumulative 
RMDs withdrawn

# of RMDs 
(years)

Balance remaining in 
the Inherited IRA

Jack 70 2010 $3,650 1 $104,059
Jamie* 
(Jack’s	daughter/beneficiary) 46 2012 $311,031 30 $218,262
Jordon** 
(Jamie’s	son/beneficiary) 50 2042 $245,292 7 $0

caret-square-right Information and table from “Understanding The Stretch IRA Strategy”, March 2011, T. Rowe Price Investor
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11. If you take a distribution from an IRA or 
401k before 59.5, you are subject to a 10% 
IRS penalty, and any distributions are tax-
able as income.

12.	 HOWEVER,	A	LITTLE	KNOWN,	AND	RARELY	
UTILIZED STRATEGY, KNOWN AS 72-T, 
ALLOWS	AN	INDIVIDUAL,	UNDER	59.5,	
TO ACCESS RETIREMENT FUNDS SO 
LONG	AS	THE	INDIVIDUAL	PULLS	OUT	
SIGNIFICANTLY EQUAL PAYMENTS, FOR 
5	YEARS	OR	UNTIL	59.5,	WHICHEVER	IS	
LONGER.

taXES on invEStMEnt incoME 
The Tax Cuts and Jobs Act (TCJA) includes many 
changes that will affect individual taxpayers 
for 2018-2025. However, it maintains the 
status quo for taxes on long-term capital gains 
(LTCGs)	and	qualified	dividends.	Long	term	
capital gains are those from an investment 
held over 12 months .

Rates and brackets for ltcgs and 
dividends before the tcJa

Before the TCJA, you faced three federal 
income	tax	rates	on	LTCGs	and	qualified	
dividends: 0%, 15%, and 20%. Those rate 
brackets were tied to the ordinary income rate 
brackets:

•	 If the LTCGs and/or dividends fell within 
the 10% or 15% ordinary income brackets, 
your tax rate was an unbeatably low 0%.

•	 If they fell within the 25%, 28%, 33%, or 
35% ordinary income brackets, your tax 
rate was 15%.

•	 If	they	fell	within	the	maximum	39.6%	or-
dinary income bracket, you paid the maxi-
mum 20% rate.

Of course, higher-income folks were also 

exposed to the dreaded 3.8% net investment 
income tax (NIIT). So many paid 18.8% (15% 
+ 3.8% for the NIIT) or 23.8% (20% + 3.8%) on 
LTCGs and dividends instead of the advertised 
15% or 20%.

Rates and brackets for ltcgs and 
dividends after the tcJa

The TCJA retains the 0%, 15%, and 20% rates 
on	LTCGs	and	qualified	dividends.	However,	
for 2018-2025, these rates have their own 
brackets that are no longer tied to the 
ordinary income brackets. Here are the 2018 
brackets for LTCGs and dividends.

Single Joint Head of 
Household

0% tax 
bracket

$0	-	$38,600 $0 - $77,200 $0 - $51,700

Beginning 
of 15% tax 
bracket

$38,601 $77,201 $51,701

Beginning 
of 20% tax 
bracket

$425,801 $479,001 $452,401

After 2018, these brackets will be indexed for 
inflation.

Higher-income folks are still exposed to the 
3.8% NIIT. So, if you are in that category, you 
could still owe 18.8% (15% + 3.8% for the NIIT) 
or 23.8% (20% + 3.8%) to the Feds instead of 
the advertised 15% or 20%.

The bottom line

There you have it: the scoop on how LTCGs 
and	qualified	dividends	are	taxed	under	the	
new law. 
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2018 Tax rates and brackets for short-term capital gains

As under prior law, the TCJA taxes short-term capital gains recognized by individual taxpayers at 
the regular ordinary income rates.

caret-square-right  source: Bill Bischoff, Marketwatch	April,	16,	2018

For 2018, the ordinary income rates and brackets are as follows.

Single Joint
Head of 

household
10% tax bracket $0 - $9,525 $0 - $19,050 $0	-	$13,600
beginning of 12% bracket $9,526 $19,051 $13,601
beginning of 22% bracket $38,701 $77,401 $51,801
beginning of 24% bracket $82,501 $165,001 $82,501
beginning of 32% bracket $157,501 $315,001 $157,501
beginning of 35% bracket $200,001 $400,001 $200,001
beginning of 37% bracket $500,001 $600,001 $500,001

Taxes on your social security

After attaining age 66, you can earn any 
amount and still collect full Social Security 
benefits. To maximize after-tax income if you 
are a single individual (or head-of household) 
you would want to keep your earned and 
unearned income plus one-half of your Social 
Security benefit under $25,000 total.

You may have to pay taxes on some of your 
Social	Security	benefits,	but	this	generally	only	
happens	if	you	have	significant	taxable	income	
in addition to Social Security. Depending on 
your income, you could have to pay your 
federal income tax rate on up to 85% of 
your	Social	Security	benefits.	

Here’s a rundown of the Social Security 
tax rules, applicable income limits, and a 

calculator that can help you determine how 
much	of	your	Social	Security	benefits	may	be	
taxable.

What is your “combined income”?

Whether	or	not	your	Social	Security	benefits	
are	taxable	depends	on	your	filing	status	and	
combined income, which is a total of your 
adjusted gross income (AGI), non-taxable 
interest, and half of your Social Security 
benefits.

Combined income is:  
 AGI + Nontaxable interest +  
 1/2 of Social Security

For	example,	if	you	file	a	joint	return	with	
your spouse, and your combined AGI is 
$30,000, you don’t have any non-taxable 

https://www.fool.com/taxes/2017/12/29/your-complete-guide-to-the-2018-tax-changes.aspx
https://www.fool.com/knowledge-center/how-to-calculate-your-adjusted-gross-income.aspx
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interest, and your combined Social Security 
benefits	are	$25,000	per	year,	your	combined	
income would be:

Combined income: 
 $30,000 + 1/2($25,000) = $42,500

How much tax will you have to pay?

Depending	on	your	filing	status	and	combined	
income, up to 85% of your Social Security 
benefits	could	be	taxable.

•	 If	your	filing	status	is	single,	and	your	
combined income is between $25,000 
and	$34,000,	up	to	50%	of	your	benefits	
could be taxable. If your combined in-
come is more than $34,000, up to 85% 
of	your	benefits	could	be	subject	to	tax.	
And, if your combined income is less than 
$25,000,	your	benefits	are	not	taxable	at	
all.
•	 If	you’re	married	and	file	a	joint	re-
turn, the 50% taxable range is $32,000 to 
$44,000, and the 85% threshold is com-
bined income of $44,000 or more. Married 
couples with combined income of less 
than $32,000 don’t pay taxes on their So-
cial	Security	benefits.
•	 Finally,	if	you’re	married	and	file	a	sepa-
rate return, the threshold is zero. In other 
words,	your	benefits	will	probably	be	tax-
able, regardless of your income.
•	 It’s also important to mention that no 
matter how high your income is, or what 
your	filing	status	is,	you	won’t	pay	taxes	
on	any	more	than	85%	of	your	benefits.

The result of this is that if Social Security is 
your only source of retirement income, or 
your other income is small, you probably won’t 
have	to	pay	taxes	on	your	benefits.

If you want to get an accurate idea of how 
much	of	your	benefits	will	be	subject	to	tax,	

the IRS has a worksheet in Publication 915 
that can help you do just that. 

If you anticipate owing taxes on your 
benefits,	you	can	choose	to	make	quarterly 
estimated tax payments, or you can 
choose to have taxes withheld from your 
Social Security checks throughout the year. 
Currently, the Social Security Administration 
gives	beneficiaries	the	option	to	have	7%,	10%,	
15%,	or	25%	of	their	benefits	withheld	for	
taxes, and choosing to do this could prevent 
you from having to pay a big tax bill at the end 
of the year.

Smart planning might reduce your taxes in 
retirement

If you’re still years away from retirement, 
smart planning now could reduce or eliminate 
taxes	on	your	Social	Security	benefits	when	
you’re older.

Source: Matthew Frankel, The Motley Fool,  Apr 
30,	2016

So, how do you build a retirement income 
portfolio you, can live with in any type of 
market, for you and your family?

•	 One with attractive returns, yet consider-
ably less risk than the stock market as a 
whole, 

•	 One from with you can pull an income, a 
rising one, and as life expectancies creep 
towards 100, so you don’t get eaten up by 
inflation,	and	you	don’t	run	out	of	money	
in retirement.  

•	 Finally, MAYBE one with the greatest odds, 
after you have had your fun, and unfortu-
nately (and intelligently) payed your taxes,  
of also leaving funds to the next genera-
tion: Multi-generational wealth ? 

https://www.irs.gov/pub/irs-pdf/p915.pdf
https://www.fool.com/taxes/2017/03/16/who-should-pay-quarterly-estimated-taxes.aspx
https://www.fool.com/taxes/2017/03/16/who-should-pay-quarterly-estimated-taxes.aspx
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While the below Nobel Prize research, and past history is no guarantee of future returns, or 
investment success, the following MIGHT give you the greatest probability of accomplishing the 
goals. Based upon your age, risk tolerance, income needs and time horizon till retirement (or 
in it?) the following concept MIGHT	fit	into	your	properly	diversified	retirement	portfolio,	which	
also might include:

1. Social Security

2. Guaranteed income (pension, or other guaranteed lifetime income vehicle)

3. Cash:	adequate	liquidity	in	the	bank	of	maybe	3-	6	months	of	emergency	savings		

4. FOUR ASSET PORTFOLIO FOR GROWTH AND INCOME IN RETIREMENT (article is 
appended to this article)

Scott E. Mann
Mann Wealth Management
9/01/2020 

About the Author:
In addition to holding a State of Texas Life Insurance License, Scott Has also received the following Financial 
Planning Training, and completed, through The College for Financial Planning and Texas A and M University:

CERTIFIED FINANICAL PLANNING I: Financial Planning and Insurance
CERTIFIED FINANCAIL PLANNING II: Investment Planning
CERTIFIED FINANCIAL PLANNING III: Income Tax Planning
CERTIFIED	FINANCIAL	PLANNING	IV:	Retirement	Planning	and	Employee	Benefits
CERTIFIED	FINANCIAL	PLANNING	V:	Estate	Planning
CERTIFIED	FINANCIAL	PLANNING	VI:	Plan	Presentation

The Retirement Cash Flow Example provided by SCOTT MANN is a hypothetical example that should be used 
only an approximate guide for the individual investor. You should not rely upon the Example as our guarantee, 
promise,	or	representation	of	your	retirement	cashflows	being	the	same,	since	your	situation	may	be	different,	and	
investment	vehicles,	along	with	their	features,	rates,	and	variables,	such	as	in	“fixed	index	annuities	with	lifetime	
income riders” are constantly changing. Furthermore, non-principal protected “non-guaranteed investments” or 
Investing	strategies,	such	as	“four	asset	Portfolio”	asset	allocation,	diversification,	or	rebalancing	do	not	assure	
or guarantee better performance and cannot eliminate the risk of investment losses. There are no guarantees 
that a portfolio employing these or any other strategy will outperform a portfolio that does not engage in such 
strategies. Funds and ETFs are subject to risk, including loss of principal. All investments have inherent risks. 
There can be no assurance that the investment strategy proposed will obtain its goal. Past performance does not 
guarantee future results. Material discussed is meant for general illustration and/or informational purposes only, 
and it is not to be construed as tax or legal advice. Although the information has been gathered from sources 
believed to be reliable, we do not guarantee its accuracy or completeness. Please note that individual situations 
can vary, therefore, the information should be considered when coordinated with individual professional advice. 
Investors	should	be	aware	that	there	are	risks	inherent	in	all	non	-guaranteed	investments,	such	as	fluctuations	
in investment principal or risk of loss. Neither the information in this document nor any option expressed herein 
constitutes an offer to sell or solicit any person to purchase any security. Investment decisions should not be 
made based on information in this document. Individuals should rely exclusively on the offering material when 
considering whether to invest. Receipt of this investors kit acknowledges these factors. It is understood that the 
recipient of this investors kit has read the above disclosure, and will not hold SCOTT MANN responsible if the 
retirement	cash	flow	shown	in	the	Example	is	not	achieved.	Your	receipt	of	this	indicates	you	to	hold	Scott	Mann,	
Safe Money With Scott Mann radio show, and or Mann Wealth Management LLC harmless.
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tHE FouR aSSEt PoRtFolio
FoR REtREMEnt gRoWtH and incoME 

So	you	and	your	spouse	are	“50	ish	to	60	
ish”, in the “retirement red zone” of 2-10 
years from “touchdown on retirement 
island”, and doing many great things with 
those you love, kids, grandkids, and friends. 

Like tens of millions of baby boomers, here 
is, likely, your problem, you lost 40% in 
the .com bubble of 2000/2001, and 40% in 
the credit crisis crash of 2008.  You know 
if you incur a large loss again, you simply 
will not be able to recover (NOTE: due to 
the “arithmetic of loss” a 40% loss requires 
nearly an 80% gain, just to get back to even) 
due to your shortened time horizon.

In fact, based upon “sequence risk”, 
the sequence of when you incur losses, 
extensive research from the Stanford Center 
on the Study on Longevity, indicates that, if 
you	incur	significant	losses	in	the	four	years	
just	prior	to	retirement,	and/or	the	first	four	
years into retirement, odds are quite high 
that you run out of money before you run 
of life.  Considering the ever-expanding life 
expectancies, (about 84 for a man and 87 
for a woman), this could be in your late 70’s 

or late 80’s.  At a minimum, you may suffer 
a lower standard of living, or worse yet, “run 
out of money before you run out of life”.  Your 
late 70’s, 80’seve, or even 90’s ,  is not a good 
time to be looking for work, or moving in with 
your	65	year	old	children.	To	be	safe,	in	today’s	
world, you must plan to live to 100, and a 
rising	cost	world	of	3%	inflation.		

Given improvements in life expectancies, the 
money set aside for retirement may need to 
last a long time—potentially 20 to 30 years 
or more. An additional challenge is that 
individuals don’t know how long their money 
needs to last, given the unpredictable nature 
of individual lifespans.

Figure	2.3	shows	that	for	a	65-year-old	man,	
there’s a:

• 50% chance he’ll live to age 85,

• 30% chance he’ll live to age 90  
(almost one out of three), and

• 12% chance he’ll live to age 95 
 (greater than one out of ten).

Similarly,	for	a	65-year-old	woman,	there’s	a:

• 50% chance she’ll live to age 87,

• 41% chance she’ll live to age 90  
(greater than one out of three), and

• 21% chance she’ll live to age 95 
	(greater	than	one	out	of	five).

For	a	male	and	female	couple,	both	age	65,	
there’s a:

• 50% chance at least one will live until age 
91, and

• 31% chance at least one will live to age 95  
(almost one out of three)
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Retirees are planning to spend assets at an unsustainable rate.
Many retirees are drawing down or planning to draw down their savings at rates that have a 
high chance of savings depletion. (In other words, many retirees may outlive their money.) One 
survey from Wells Fargo8 shows the median annual rate that retirees plan to withdraw from 
their invested savings is 10% of assets; at this rate, retirees have a very high chance of outliving 
their savings, as shown in Figure 2.5.

The sustainable withdrawal rate — one that offers retirees a high probability of making their 
savings last for life — has been the subject of considerable analysis and debate, but no credible 
analyst would ever suggest a withdrawal rate as high as 10%. 

This is evident in Figure 2.5, which shows the chances of depleting assets over various periods 
for different withdrawal rates. A 10% withdrawal rate has more than a 90% chance of failure 
after 15 years of retirement. (The withdrawal amounts shown below are real; the dollar 
amounts	of	retirement	income	are	adjusted	for	inflation	during	retirement.)

Information	and	graphs	borrowed	from	The	Next	Evolution	in	Defined	Contribution	Retirement	Plan	Design	By	Steve	Vernon,	FSA,	and	can	
be	found	at	longevity.stanforn.edu/financial.security

tHE FouR lEggEd Stool Guaranteed income, liquidity, and a rising income to 
combat	inflation.	It	has	always	been	the	gold	standard	of	a	safe	comfortable	retirement	
If you’re over 50 with $500,000, or more saved, you may be “effectively 
retired” and just don’t know it. Schedule an Appointment today!



“The Four Asset Portfolio” - For Growth and Income in Retirement

Mann Wealth Management | 1.800.636.0332 | SafeMoneyWithScottMann.com
facebook.com/Safe-Money-with-Scott-Mann

14

So, good news and bad news. We’re living 
longer, but we must plan for a much longer 
and more expensive retirement.  With 
continued volatility in the stock market, DOW 
20,000+, a nine-year bull run without so much 
as more than a 5% pullback, and several 
international crises on the horizon, what do 
you do?  This is only the second time in the 
past 100 years we’ve seen this happen (the 
1990’s), and you know how the last bull run 
like this ended in 2000/2001, nearly a full 
decade’ gains were wiped out in 18 months, 
along with a lot of American’s retirement 
dreams.

What do you do if you’re afraid of this market, 
yet still want to participate in whatever 
upside it still may have, diversify as best you 
can versus another huge market loss, and 
generate a lifetime income, a rising one. 

FiRSt tHE baSicS: A safe comfortable 
retirement are always based upon Four Key 
Factors

1. Risk Tolerance: If you are 2-10 years from 
retirement, you need to be realistic, and as-
sume a much more defensive position. It’s 
never what you “make on paper, it’s what you 
keep”, and as the old wall street axion goes, 
“Hogs get fed, pigs get slaughtered “(see 
“arithmetic of loss”)
2. Time Horizons:	At	50-65,	you	are	no	longer	
“long term”. Your time horizon is compressed, 
and you don’t have the time to recover from a 
big loss. (see “sequence risk”)
3. Income Needs: All retirement planning is 
“retirement income planning”. Income is the 
end game, replacing the check you will no lon-
ger receive from your employer.
4. Proper Tools: what mix of: Cash: minimum 
of	6	months	of	expenses;	Guaranteed	income:	
social	security,	pensions	and/or	fixed	index	
annuities with a guaranteed income rider (a 
pension replacement) securities (stocks and/
or “The Four Asset Portfolio for Growth and 
Income in Retirement.

Based upon extensive research on various 
retirement portfolios(Israelson, Craig 
“diversification	strategies	in	retirement”	aii	
2015; Lipper Analytics)  and how long these 
assets lasted, over 55 rolling 35-year periods 
from	1926	through	2014,		the	assortment	
of retirement portfolios were tested under 
several different withdrawal rates.

notE:  Regardless of the mix of stocks 
and bonds, when the initial withdrawal 
rate exceeds 5% of the portfolio’s value, at 
retirement, and is adjusted upward annually 
in	response	to	inflation,	all	of	the	portfolios	
experience	a	significant	increase	in	the	
failure rate: IE : the retirees’ funds running 
out before the end of their life expectancy.  
The research indicates that no greater 
than a 4% withdrawal (spending rate) with 
small	increases	for	cost	of	living(inflation)	is	
prudent. 
The most favorable odds of one’s retirement 
savings outlasting ones’ life expectancy, 
(98.2% probability, 4% spending with 3% 
increase	for	inflation	annually,	65	year	old	
who lives to 100,  Lipper Analytics)  was only 
accomplished with: “The Four Asset Portfo-
lio” for Growth and Income in Retirement.

There are four core asset classes that we  
can	measure	back	to	1926:
• U.S. bonds

• U.S. large-cap stock

• U.S. small-cap stock

• cash

These asset classes represent the “ building 
blocks” of a retirement portfolio. 

U.S. bonds have done a good job avoiding 
losses (in nominal terms) over the last eight-
plus decades. However, bonds have also expe-
rienced protracted periods of very low returns, 
which creates a distinct challenge in a retire-
ment portfolio if the returns are below the 
withdrawal rate. For instance, 
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U.S. bonds experienced a 29-year period 
(from	1941	through	1969)	where	the	average	
annualized return was a mere 2.2%.

Large-cap U.S. stocks (as measured by the S&P 
500 index) produced an average annualized 
return	of	10.1%	from	1926	through	2014,	
but with a standard deviation(variation) of 
return of 20.1%. Large-cap stocks endured 
24 negative years, or 27% of the time since 
1926.	The	largest	loss	was	43.3%	in	1931.	The	
average	loss	was	13.6%.

Small-cap U.S. stocks (as measured by 
Ibbotson’s Small-Company Stock index from 
1926	through	1978	and	the	Russell	2000	index	
from 1979 through 2014) have an even more 
colorful past. Over the past 89 years, small U.S. 
stocks have produced an average annualized 
return of 11.4% and a standard deviation of 
31.8% (variation). The biggest one-year loss 
was 58.0%, which occurred in 1937. Small U.S. 
stocks have experienced a one-year loss 28 
times	since	1926,	or	nearly	32%	of	the	time.	
The average loss during those 28 years was 
16.8%.

Finally, there is the performance of cash (as 
measured by the 90-day U.S. Treasury bills). 
From	1926	through	2014,	cash	had	an	average	
annualized	return	of	3.6%	and	a	standard	
deviation of return of 3.3%. Its worst one-year 
return was a decline of 0.02%, which occurred 
in 1938. This was the only year with a nominal 
loss	(in	nominal	terms,	not	in	inflation-
adjusted terms) for cash.

building a REtiREMEnt PoRtFolio
Which asset class is the best choice for a 
retirement portfolio? Or, more correctly, what 
combinations of these assets are best suited 
to carry a retiree through the retirement years 
without running out of money? 

A dated, but well-known, notion is to build a 
retirement portfolio that has a bond allocation 
equal to your current age—often referred to 
as the “age-in-bonds” approach. This is “the 
old	60/40	portfolio”,		a	one	size	fits	all	wall	
street	solution	.	For	example,	a	60	year	old	
should,	thus,	hold	60%	bonds,	and	40%	stocks.		
Bonds certainly present less volatility than  
stocks, but that is not the only consideration 
when building a retirement portfolio. There 
is also a need for growth in a retirement 
portfolio. A retirement portfolio needs to serve 
two goals: control downside risk and achieve a 
reasonable rate of growth, and the ability for 
growth of income, in a rising cost world.

Another important issue in a retirement 
portfolio is the sequence of returns/
sequence of losses,   that is, the order in 
which returns occur has a dramatic impact 
on the longevity of a retirement portfolio. 
Market-based losses (or very low returns) 
in the early years (just after the person has 
retired) can be disastrous to the longevity 
of the portfolio. Thus, a retirement portfolio 
needs to be sufficiently diversified to 
minimize “timing-of-returns” risk. Building 
a retirement portfolio that has a very large 
allocation in any one asset class is simply 
asking for trouble because of the lack of 
diversification.  

Information	borrowed	from	The	Importance	of	Diversification	in	
Retirement Portfolios by Craig Israelsen and can be found at  
www.aaii.com/conference

tHE FouR lEggEd Stool Guaranteed income, liquidity, and a rising income to 
combat	inflation.	It	has	always	been	the	gold	standard	of	a	safe	comfortable	retirement	
If you’re over 50 with $500,000, or more saved, you may be “effectively 
retired” and just don’t know it. Schedule an Appointment today!
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WHat iF youR FiRSt tEn yEaRS into REtiREMEnt look likE tHiS??
What if you are currently retirement age and the next ten years look like these 10 years?
This table is designed to show the devastating effect of “sequence risk” on a retirees portfo-
lio,	due	to	a	lack	of	proper	diversification		

65	year	old	who	retired	in	2000	with	
1m saved and pulled 4% annually + 
3%	increase	for	inflation	from	the	s	
and p 500 index    

$1,000,000.00

Disclaimers:

• ASSUMES	100%	INVESTMENT	IN	S	AND	P	500	index	 
• DOES	NOT	NOT	ACCOUNT	FOR	INSTITUTIONAL	FEES	OR	ADVISOR	 
			FEES	WHICH	TYPICALLY	AVERAGE		APPROX.	2%	IN	TOTAL	ANNUALLY 
• Table for illustrative purposes only, your returns could be more or less.  
• Past performance is no guarantee of future returns  
• This is not an offer to purchase securities. 
• Consult	your	financial	advisor	before	investing

yEaR

PoRtFolio 

valuE

initial  

WitHdRaWal 

RatE:  (4% + 

incREaSE FoR 

inFlation)

MaRkEt 

REtuRn gain/loSS

REMaining 

PoRtFolio 

valuE

nEW WitH-

dRaWal RatE 

REquiREd 

2000 $ 1,000,000.00  $40,000.00 -9.10%  $(91,000.00) $859,000.00 4.00%

2001 $ 859,000.00  $41,200.00 -11.89% $(102,135.10) $707,074.90 4.80%

2002 $ 707,074.90 	$42,436.00	 -22.10% $(156,263.55) $501,304.60 6.00%

2003 $	501,304.60  $43,709.08 28.68% 	$143,774.16	 $596,356.63 8.72%

2004 $	596,356.63  $45,020.35 10.88% 	$64,883.60	 $610,256.31 7.55%

2005 $	610,256.31 	$46,370.96	 4.91% 	$29,963.58	 $587,746.37 7.60%

2006 $	587,746.37 	$47,762.09	 15.79%  $ 92,805.15 $626,911.97 8.13%

2007 $	626,911.97  $49,194.95 5.49%  $34,417.47 $605,865.36 7.85%

2008 $	605,865.36 	$50,670.80	 -37.00% $(224,170.18) $324,965.72 8.36%

2009 $	324,965.72  $52,190.93 26.46%  $85,985.93 $355,511.07 16.06%

2010 $ 355,511.07 	$53,756.66	 15.06%  $53,539.97 $351,739.27 15.12%

tHE FouR lEggEd Stool Guaranteed income, liquidity, and a rising income to 
combat	inflation.	It	has	always	been	the	gold	standard	of	a	safe	comfortable	retirement	
If you’re over 50 with $500,000, or more saved, you may be “effectively 
retired” and just don’t know it. Schedule an Appointment today!
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Generally, retirees approach funding their 
retirement income needs in one of six ways. 
There may be thought to be Six index-based 
retirement portfolios.         

• Portfolio 1: 100% Cash—90-day U.S. 
Treasury	bills	from	1926	through	2014.

• Portfolio 2: 100% U.S. Bonds—U.S. 
Intermediate Government Bonds index from 
1926	through	1975	and	the	Barclay’s	Capital	
Aggregate	Bond	index	from	1976	through	
2014.

• Portfolio 3: “Age-in-Bonds”— U.S. bonds in 
a percentage equal to the age of the investor 
from	age	65	to	age	99,	with	the	remaining	
balance allocated to the S&P 500 index. For 
example, an  80 year old would have , 80% U.S. 
bonds and 20% large-cap U.S. stocks. 

• Portfolio 4: 40%	Stocks/60%	Bonds—a	60%	
U.S. Intermediate Government Bond index 
from	1926	through	1975	and	A	Bond	index	
from	1976	through	2014	and	a	40%	allocation	
to	the	S&P	500	index	from	1926–2014.	This	
portfolio was rebalanced annually to maintain 
the	40/60	weighting.

• Portfolio 5:	60%	Stocks/40%	Bonds—a	40%	
allocation to U.S. Intermediate Government 
Bonds	index	from	1926	through	1975	and	
the	A	Bond	index	from	1976	through	2014,	as	
well	as	a	60%	allocation	to	the	S&P	500	index	
from	1926	through	2014.	This	portfolio	was	
rebalanced annually 

• Portfolio 6: Four-Asset Portfolio- for growth 
and income in retirement —an allocation of 
25% to the S&P 500 index, 25% to small-cap 
U.S. stocks(Small-Company Stock index from 
1926	through	1978	and	the	Russell	2000	index	
from 1979 through 2014), 25% to U.S. bonds 
(as described in 2. and 25% to 90-day U.S. 
Treasury bills, rebalanced annually.

tRaditional REtiREMEnt PoRtFolio oPtionS FoR “booMERS”

The time frame of this analysis of retirement 
portfolio	durability	was	1926	to	2014,	over	
which there were 55 rolling 35-year periods. 
The start of each 35-year retirement period 
was	assumed	to	begin	at	age	65.	Each	
portfolio was analyzed over all of the 55 rolling 
periods. A starting balance of $250,000 at age 
65	was	assumed.	Five	different	initial	rates	of	
withdrawal were employed, ranging from 3% 
up	to	7%.	The	initial	withdrawal	rate	specified	
the	amount	of	the	first	year’s	withdrawal	from	
the portfolio. Thus, using an initial withdrawal 
rate	of	3%,	the	first	year’s	withdrawal	was	
$7,500. The next year’s withdrawal was 
determined by the cost-of-living adjustment 
(COLA), which was assumed to be 3% in 
this study. The COLA is the equivalent of an 
inflation	factor.	Based	on	the	3%	COLA,	the	
withdrawal in the second year was $7,725, in 
the third year $7,957, and so on. The annual 
withdrawals occurred at the end of each year.

REtiREMEnt duRability

The “survival” analysis of all six retirement 
portfolios is reported in the table below, this 
reports the percentage of time each portfolio 
remained solvent until age 100. 

Table 1. Likelihood of a Retirement  

Portfolio Lasting 35 Years   

The data below shows the frequency at which 
each portfolio lasted until a person retiring 
at	age	65	lived	to	age	100,	given	a	specified	
withdrawal rate. The withdrawal rate was 
the initial distribution taken from a starting 
balance of $250,000. Subsequent withdrawals 
were taken annually and were increased each 
year by 3% to account for increases in the 
cost of living. The data is based on analysis of 
55	rolling	35-year	periods	between	1926	and	
2014.	Values	below	100%	indicate	the	portfolio	
ran out of money during at least some of the 
rolling 35-year periods. 



“The Four Asset Portfolio” - For Growth and Income in Retirement

Mann Wealth Management | 1.800.636.0332 | SafeMoneyWithScottMann.com
facebook.com/Safe-Money-with-Scott-Mann

18

WITHdRAWAL RATe 3% 4% 5% 6% 7%

100% Cash Portfolio
56.4 41.8 29.1 0.0 0.0

100% Bond Portfolio
69.1 43.6 30.9 23.6 9.1

age-in-Bonds Portfolio
100.0 81.8 54.5 25.5 12.7

40% stoCk/60% Bond 
Portfolio 100.0 96.4 81.8 34.5 16.4

60% stoCk/40% Bond 
Portfolio 100.0 .4 89.1 69.1 43.6

“FouR-ASSeT PoRTFoLIo” 
FoR gRoWTH & INcome  
IN ReTIRemeNT

100.0 98.2 89.1 83.6 50.9

% LIkeLIHood oF PoRTFoLIo LASTINg 35 YeARS

*25% large stock, 25% small stock, 25% bonds, 25% cash.
Data source: Lipper, author calculations.

All of the portfolios with high amounts of 
cash or bonds had very low survival rates, 
indicating that a higher allocation to stocks 
(and therefore a correspondingly lower 
allocation to bonds) was needed to withstand 
a higher withdrawal rate. 

• The overall winner was the diversified 
four-asset portfolio, for growth and 
income in retirement, which had the 
highest survival rate across all five 
withdrawal rates. 

• You will notice it may also allow for a 
potentially higher withdrawal rate, 5% 
or 6%, retirement income flexibility? If 
the retiree needs more income. Al-
though no more than a 4% withdrawal 
rate with a 3% increase for COLA is 
recommended, some individuals may 
simply need more income. Near the 
end of one’s likely life expectancy, de-
pending upon the current value of the 
account, the market conditions(perfor-
mance) and the interest rate(inflation) 
a higher distribution rate (spend rate) 
MAY thus be sustainable. 

Information borrowed from The Importance of Diversification in Retirement Portfolios by Craig Israelsen and can be found at   
www.aaii.com/conference. Chart replicated for this document.

tHE FouR lEggEd Stool Guaranteed income, liquidity, and a rising income to 
combat	inflation.	It	has	always	been	the	gold	standard	of	a	safe	comfortable	retirement	
If you’re over 50 with $500,000, or more saved, you may be “effectively 
retired” and just don’t know it. Schedule an Appointment today!
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Rolling 35-yEaR PERiodS
The	viability	of	retirement	portfolios	is	highly	time-frame-dependent—meaning	that	the	specific	
35-year period being studied can make a big difference in the outcome. Figure 1shows the 
years the 100% U.S. Bonds Portfolio, the Age-in-Bonds Portfolio and the Four-Asset Portfolio 
succeeded and failed assuming a 4% rate. The success rates and the average ending balance 
are also shown. 

Figure 1. When each Retirement Portfolio Survived or Failed

tHE FouR lEggEd Stool Guaranteed income, liquidity, and a rising income to 
combat	inflation.	It	has	always	been	the	gold	standard	of	a	safe	comfortable	retirement	
If you’re over 50 with $500,000, or more saved, you may be “effectively 
retired” and just don’t know it. Schedule an Appointment today!
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divERSiFication FoR liFE
The	importance	of	a	building	a	diversified	 
portfolio for retirement has been clearly 
illustrated—particularly at higher initial rates 
of withdrawal.

For those retirees seeking an initial withdrawal 
rate of 5% or higher, it will be essential 
to	build	a	diversified	portfolio	that	has	
growth potential combined with prudent 
downside protection—the hallmarks of what 
diversification	is	able	to	achieve.	An	all-
bond portfolio or an age-in-bonds approach 
ignores	the	virtues	of	diversification	when	it	is	
arguably needed the most—during the  
retirement years.

There is no perfect retirement portfolio 
because every investment faces some type of 
risk, whether it’s volatility risk, interest rate 
risk,	inflation	risk,	currency	risk,	etc.	The	key	is	
to build a portfolio that is assembled in such a 
way that it contains asset classes that address 
each unique risk while maintaining adequate 
exposure to needed 
portfolio growth.

Information borrowed from The Importance of Diversification in 
Retirement Portfolios by Craig Israelsen and can be found at   
www.aaii.com/conference.

Diversification across a variety of asset 
classes is one such way. While it is not 
perfect, a lack of diversification is likely 
to be far less perfect. In Selecting lifetime 
income solutions.  A lifetime income 
solution is intended to provide a stream of 
income that lasts for the remainder of a 
retiree’s life.  While there are a variety of 
products or services that are designed to 
achieve this objective, only those offered 
by insurance companies can guarantee 
this result.(source: Stanford center on the 
study on Longevity:  The Next Evolution in 
Defined	Contribution	Retirement	Plan	Design:	
A guide for DC Plan Sponsors to Implementing 
Retirement Income Programs)

conclusion: 
It	is	the	financial	advisors	job,	to	ONE:  
function as part psychologist, to help the 
individual retirement saver to remember the 
four “big picture” keys to a safe, comfortable 
retirement.  As previously mentioned, the 
four steps to a safe comfortable retirement 
for baby boomers, (RTIP) TWO: operate as a 
Financial quarterback to help the individual 
to execute on a safe comfortable retirement 
plan, building the “Four-Legged Stool” 
the gold standard of a safe, comfortable 
retirement. 

Through this process of support, guidance 
and execution, the individual baby boomer 
retirement saver can have a guaranteed 
lifetime income (ss, pensions, annuities), 
and a rising income to combat inflation 
(***note: securities, not guaranteed, may lose 
value, past returns is no guarantee of future 
performance).

For the risk adverse baby boomer, with 
a short time horizon till retirement, 
and income needs, the mix of the “Four 
Asset Portfolio”, For Growth and Income 
in Retirement, along with a guaranteed 
lifetime income vehicle, like a pension, or 
a fixed index annuity, with a guaranteed 
lifetime income feature,  is empirically, 
based upon the research, considering all 
factors,  maybe, best mix of guaranteed 
income in retirement along with the 
potential for a rising income to combat 
the rising costs inherent in a retirement 
life that may span 30+ years, plug the 
potential to leave assets to ones heirs.  
Note, each individual’s risk tolerance and 
income needs are different. 

Information and borrowed from The Next Evolution in Defined 
Contribution Retirement Plan Design	By	Steve	Vernon,	FSA,	and	
can	be	found	at	longevity.stanforn.edu/financial.security
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tHE FouR-lEggEd Stool 

The “Four-Legged Stool” refers to the, 
“textbook”, and tried and true, means by 
which Americans have historically saved for, 
and funded their retirements. Each “leg” 
represents	a	different	bucket,	or	cash	flow.	
The combination of all, each with different 
characteristics, forms a guaranteed lifetime 
income, liquidity, and a rising income, to 
guard	against	purchasing	power	risk(inflation).	

1. Pensions

2. Social security

3. Cash in bank (emergency fund)

4. Securities (stocks or mutual funds) in a 
conservative asset allocation, to build a 
rising income to guard against erosion to 
purchasing	power	risk	(inflation)

The reason why “FLS” has always been the 
gold standard of a successful retirement plan 
is that the whole is far greater than just the 
sum	of	its	parts,	since	no	financial	vehicle	
has all the necessary characteristics to solve 
all problems inherent in a retired life, that 
currently, may be if 40 years, equaling or 
exceeding ones working career. The new life 
expectancy for a male being approximately 
84, with a woman being nearly 90. To plan for, 
and build a solid plan to live well in retirement, 
savers must now target age 100 as life 
expectancy.  

HoW WE got WHERE WE aRE today:   
a tWo-lEggEd Stool  

Although the pivot away from pensions 
(defined	benefit	plans:	guaranteed	income	
plans) began with the introduction of the 401k 
plan	(defined	contribution	plans:	theoretical,	
stock market based income) in the late 1970s 
and early 1980’s, corporate America expedited 
this move away from lifetime income plans in 
the wake of the dot-com crash, in 2000. The 
result	is	that	defined	contribution	plans	(401k	
plans) have transferred all the investment risk 
from the company to the employee. 

Defined	contribution	plans	were	once	just	
an add on, the little brother to the big alpha, 
the pension plan. Now, the ubiquitous 401(k) 
plans, which have become an abject failure 
for millions of Americans, have become the 
main vehicles for private retirement saving. 
This was never intended to be the scenario for 
retirement savers to face. 

The most dangerous effect of this new asset 
based, rather than lifetime income based 
mindset, is the shift in focus away from 
retirement income to return on investment 
that has come with the introduction of 
401k type plans: Investment decisions are 
now focused on the value of the individuals 
account on a day, the returns on investment 
they deliver. It’s the wrong thing. The one 
thing that will never change: The primary 
concern of the saver remains what it always 
has been threefold: 

“Will I have sufficient income in retirement to live comfortably?”
“Will I suffer a lower standard of living?”
 Or worse yet, 
“Will I run out of money before I run out of life?”
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 Fixing youR REtiREMEnt incoME PRoblEM
Building a four-legged stool, one you can live with, so you never run out of money before you 
run out of life, and do all the great stuff planned, with those you love: kids, grandkids and 
friends.  

dEtERMinE youR “R.t.i.P.” - The four key factors towards baby boomer success in 
retirement

The Risk Tolerance Test: 

High Risk, High Level of Loss

If	you	are	approximately	60	 
with $500,000 saved & take  

another 40% loss = -$200,000  
= $300,000 left 

This would require about an 80% gain to get 
back to even due to the “arithmetic of loss “

moderate Risk, moderate Level of Loss

If	you	are	approximately	60 
with $500,000 saved & take  

another 20% loss = -$100,000 
 = $400,000 left

This would require about an 40% gain to get  
back to even due to the “arithmetic of loss” 

Lower Risk, Lower Level of Loss

If	you	are	approximately	60 
 with $500,000 saved & take  
another 10% loss = -$50,000 

= $450,000 left 

This would require about an 20% gain to get 
back to even due to the “arithmetic of loss “

A portfolio this aggressive, with such a 
high level of risk, is generally unsuitable 
since	60	year	olds	cannot	stomach	this	
level	of	loss,	it	does	not	fit	their	risk	
tolerance.

A portfolio this aggressive, with a moder-
ate level of risk, is generally unsuitable for 
most	60	year	olds	since	cannot	stomach	
this	level	of	loss,	it	does	not	fit	their	risk	
tolerance

A portfolio with this fairly low level of risk 
may	or	may	not	be	suitable	for	a	60-year-
old. 

What type of emotional 
reaction would this create?

• Fear, Anger, Shock, Depression? 
• Can you stomach this? 
• Would you sell? 
• Lose sleep, etc.?

R - Risk Tolerance

How much should you have in the stock market? The crux of 
any individuals’ retirement portfolio is risk tolerance. It is an 
emotional pain threshold and tied into other the factors such 
as time horizon, untill income is needed, and liquidity. 

Each individual is different. Its depends the individual’s, age, years till retirement, and the 
amount of assets they have saved for retirement, but most importantly, number 2.
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t - Time Horizon

“Boomers”, individuals within   2-10 years 
of retirement, or currently in it, do not have 
the time to recover from huge stock market 
losses, nor let the long term upward trend of 
the	capital	markets	benefit	them.	Simply	put,	
with their real money (retirement savings) 
baby boomers are no longer ‘long term 
investors” relative to their income needs. Their 
time horizon is compressed. 

The risk tolerance quiz above is tied directly to 
time horizon. They are two sides of the same 
coin and form the foundation of the advisor 
client relationship. This has been the case 
since the creation of the SEC in the 1930’s and 
regulations	placed	upon	financial	advisors	to	
protect the public

Special Note:

Stocks move in the direction of yet to be 
announced	earnings	(cash	flows).	The	“frothy”	
8+ year old bull market of the early part of 
2017, the so called “Trump Bump” is all policy 
based, and not based in fundamentals.  It’s all 
“if come.”.  The market has all these potentially 
great, factors, like lower taxes, oil and gas 
pipelines, more jobs, etc., already baked into 
the cake. All factors to be known about the 
market   are already known and this is factored 
into a stocks’ and a markets’ price. This is how 
an	efficient	market	works.	However,	when	
policy does not deliver, earning suffer, and a 
market pull back occurs. In the face of a bull 
market run that is   very long in the tooth, a 
105+ year record of less than a 5% pullback, 
since 2008, This is not an if proposition, but a 
when.

i - Income Needs

How much income do you need, and when 
do you need it? This is simple math if you 
are using investments that that contain 
the proper characteristics: Real numbers 
vs. totally theoretical, stock market based 
solutions. All asset types have different 
characteristics, and uses. What mix is 
suitable and correct for you and your family?

examples of income producing vehicles  
• Cash  
• Social security  
• Pensions  
• Fixed	and	fixed	index	annuities	with	a	 
   guaranteed income rider  (a pension  
   replacement) 
• Securities (see “Four Asset Portfolio”)

P - Proper tools

Leverage them. How much goes into each 
bucket	of	investments	to	fit	your	needs	and	
goals. Guaranteed income investments, 
cash, maximizing social security, pension 
accounts, and possibly, securities (not 
guaranteed, may lose value), to the extent 
the overall mix is suitable and correct for 
you, the individual investor, and your risk 
tolerance, time horizon, income needs and 
goals.

For more info: “Why are stocks so risky” Center for Retirement 
research at Boston College 
http://crr.bc.edu/wp-content/uploads/2009/11/IB_231.pdf

tHE FouR lEggEd Stool Guaranteed income, liquidity, and a rising income to 
combat	inflation.	It	has	always	been	the	gold	standard	of	a	safe	comfortable	retirement	
If you’re over 50 with $500,000, or more saved, you may be “effectively 
retired” and just don’t know it. Schedule an Appointment today!
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building youR FouR-lEggEd Stool
FoR REtiREMEnt SEcuRity

Hypothetical example :  Jim 59.5, eligible to perform an, in-service 401k rollover, not invalidat-
ing future contributions. $500,000 in his 401k at a major oil and gas company in Houston, TX. 

He lost approximately 40% in 2000, 40% in 2008, and knows he cannot incur another big loss 
like	this	again	if	he	hopes	to	retire	at	approximately	66.	He	may,	never	be	able	to	retire,	or	suf-
fer a lower standard of living in retirement. A 40% loss like that which was sustained by most 
investors in 2000 and 2008, requires nearly an 80% gain just to get back to even, due to the 
“arithmetic of loss”.

Leg Four 

• “4 Asset Port” For a rising income in retire-
ment	to	combat	inflation	and	cost	of	living	
increases

• Approximately 25% s and p 500 index, 25% 
small cap fund, 25% bond fund, 25% money 
market fund

• $250K invested from additional retirement 
savings (old ira)

• $170,000, (estimated). additional funds 
rolled over at retirement (current 401K 
funding	from	age	59.5	till	age	66(retire-
ment) @25,000/yr. 401k funding, assuming 
4.5% avg. annual return

• $421,000 total investment in “Four Asset 
Portfolio”	by	age	66	4%	annual	income	
with 3% increase for cost of living 98.2% 
chance of portfolio lasting 35 years at 4% 
withdrawal rate, increased by 3% each year 
for	inflation

•	note:	securities,	not	guaranteed,	may	lose	value,	past	returns	is	no	
guarantee of future performance

invEntoRy oF aSSEtS
Leg one

Jim	Social	Security	at	age	66	@	33,600

Joan	Social	Security	at	age	65@	17,000

Leg Two

Cash in the bank $50,000
Leg Three

• “Build own pension”: In Service 401K Roll-
over: 500K

• Utilized	a	fixed	index	annuity	with	a	guaran-
teed lifetime income rider

• “Filled the retirement income gap” between 
the two social security payments and what 
is needed to cover living expenses 

Data	Source:	The	Importance	of	Diversification	strategies	in	
Retirement, by Craig Israelsen- PHD, Lipper Analytics: Table 1.  
Likelihood of a Retirement Portfolio Lasting 35 years, http://www.
aaii.com/journal/article/the-importance-of-diversification-in-re-
tirement-portfolios.touch**Note: “4 asset portfolio” is composed 
of securities, not guaranteed, may lose value. Past returns are not 
guarantees of future performance.

concluSion: 
It	is	the	financial	advisors	job,	to	ONE:		function	as	part	psychologist,	to	help	individual	retire-
ment saver to remember the four  “big picture” keys to a safe, comfortable retirement.  As 
previously mentioned, the four steps to a safe comfortable retirement for baby boomers, (RTIP) 
TWO: operate as a Financial quarterback to help the individual to execute on a safe comfort-
able retirement plan, building the “Four-Legged Stool” the gold standard of a safe, comfortable 
retirement. 
Through this process of support, guidance and execution, the individual baby boomer retire-
ment saver can have a guaranteed lifetime income (social security, pensions, annuities), and 
a	rising	income	to	combat	inflation	(***note:	securities,	not	guaranteed,	may	lose	value,	past	
returns is no guarantee of future performance). Maybe the two greatest intangibles a client can 
attain	from	a	relationship	with	a	financial	advisor,	is	“sleep	equity”	and	the	ability	to	do	all	the	
great things planned with those you love in retirement, priceless!! 
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Scott E. Mann   
mann Wealth management 
9/1/2020
about tHE autHoR:
In addition to holding a State of Texas Life Insurance License, Scott Has also received the follow-
ing Financial Planning Training, and completed, through The College for Financial Planning and 
Texas A and M University: 
CERTIFIED FINANICAL PLANNING I: Financial Planning and Insurance  
CERTIFIED FINANCAIL PLANNING II: Investment Planning  
CERTIFIED FINANCIAL PLANNING III: Income Tax Planning  
CERTIFIED	FINANCIAL	PLANNING	IV:	Retirement	Planning	and	Employee	Benefits 
CERTIFIED	FINANCIAL	PLANNING	V:	Estate	Planning	 
CERTIFIED	FINANCIAL	PLANNING	VI:	Plan	Presentation	
 
The Retirement Cash Flow Example provided by SCOTT MANN is a hypothetical example that should be used only an approximate guide for 
the	individual	investor.	You	should	not	rely	upon	the	Example	as	our	guarantee,	promise,	or	representation	of	your	retirement	cashflows	
being	the	same,	since	your	situation	may	be	different,	and	investment	vehicles,	along	with	their	features,	rates,	and	variables,	such	as	in	“fixed	
index annuities with lifetime income riders” are constantly changing. Furthermore, non-principal protected “non-guaranteed investments” 
or	Investing	strategies,	such	as	“four	asset	Portfolio”	asset	allocation,	diversification,	or	rebalancing	do	not	assure	or	guarantee	better	
performance and cannot eliminate the risk of investment losses. There are no guarantees that a portfolio employing these or any other 
strategy will outperform a portfolio that does not engage in such strategies. Funds and ETFs are subject to risk, including loss of principal. 
All investments have inherent risks. There can be no assurance that the investment strategy proposed will obtain its goal. Past performance 
does not guarantee future results. Material discussed is meant for general illustration and/or informational purposes only, and it is not to be 
construed as tax or legal advice. Although the information has been gathered from sources believed to be reliable, we do not guarantee its 
accuracy or completeness. Please note that individual situations can vary, therefore, the information should be considered when coordinated 
with individual professional advice. Investors should be aware that there are risks inherent in all non -guaranteed investments, such as 
fluctuations	in	investment	principal	or	risk	of	loss.	Neither	the	information	in	this	document	nor	any	option	expressed	herein	constitutes	an	
offer to sell or solicit any person to purchase any security. Investment decisions should not be made based on information in this document. 
Individuals should rely exclusively on the offering material when considering whether to invest. Receipt of this investors kit acknowledges these 
factors. It is understood that the recipient of this investors kit has read the above disclosure, and will not hold SCOTT MANN responsible if the 
retirement	cash	flow	shown	in	the	Example	is	not	achieved.	Your	receipt	of	this	indicates	you	to	hold	Scott	Mann,	Safe	Money	With	Scott	Mann	
radio show, and or Mann Wealth Management LLC harmless.

Check out other articles written by Scott Mann:

Scott Mann has been featured on:

Safe Money with Scott Mann runs 740am Houston, Tx. Sundays @ 10am

https://safemoneywithscottmann.com/request-four-legged-stool/
https://safemoneywithscottmann.com/nine-questions/
https://safemoneywithscottmann.com/request-ss-claim-guide/
https://safemoneywithscottmann.com/investor-kit/

