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renlm of about 10%. Kee~ in
mind. however. this is onl~ an
~'lverage: the stock mark~t
dof';sn't nchla1]~ rf';hlm lO~
each and eve~ ~ear.

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

By Bill LaVanne
W 'Ollld ~ou advise ~our

clients to s\vim acros.'i

a river in which ha.ll
of the swimmers wh~

made the atteml2tdro~~~l?
Of pmlr!;~ not. Yet manv se-

niors use in';;~stment and in-
come-takin~ strate~ies that
put themselves at a simil!:l.f

_level of risk for outliving !hei!
retirement savings. This arti-
pl~ look~ at f\ h~ttp:r altemn;
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 tl1eir
ClUTent eronolnic cir-
cumstances. One ll1
t\vo will experience

near-poverty, according
to a May 2001 report
from AARP ("Beyond
50-A Report to the Nation
On Eoonomic Secwity").

Why so many? People are
living longer. They're not sav-
ing enough for retirement.
Many are entering retirement
in debt. Traditional lifetime
pensions are disappearing.
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 bi~~est mistakes
retirees make is to believe that
thp: ~O\mci inve~tment strate-
giP:~ 11~~ci for hllilrling a retire;
ment nest egg are also th~
best. investment strate~ie~
once they bevn takinl! income
from thp:ir ns~et~. Senior~ whQ
plan to [el):on their assets. but

Here's why:
While dollar-cost averaging

is a time-tested tool for accu-
mulating assets, reversing the
process (i.e., withdrawing in-
come) can have a devastating
el1ect on a stock portfolio.
D11riTlg f1 h~f1r m}1rk~t lik~ to-

(n's retirees are sometimes
forced to make ul?; lost income
h~ ~~l]ing mor~ ~tock~ at the
worstpossible time: when val-
ues are at th~ir low~~t. For
mml~ r~tir~~~ lo~~p~ inrllrr~rl
£lurin~ down mark~t~ fir~ of-
t{~n more than what can he
made UP durin!! nlnlre bull
markets.

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

who lack a lonz-term stratel!V/
face a risky propositio2'

Retirees mi~ht be temuted
to keeu their nest e~~ in eCl\lj-
ties. After all. sto£ks have hi~.
toricall~ avera~ed an annu~

that an all-stock portfolio
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
throughdut any of the 25-year
periods. Thus, the proverbial
"drown-ing." Even at lower

payout levels, retirees would
have run the risk of ex-

hausting their savings.
Bonds significantly

improve the possibility
of stabili2ing incomes
at lower payouts (5%
or less) vs. equities,
but with a trade-off:
Lower risk equates
to lower returns.
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?

Throw retirees an "income
saver," Let's take a simgle ex.,

-~:th'~;:d~ 6~~~thn$ ~n~~~~

annuity with a 20-):ear ~eriod
certain. If the ~lan were set ul2
in mid-lamIa%:): 2003 this

. ~uld have guaranteed an in-
com~ str~Am of AhmIt .114200
l2~r month for a.~ long as either
sl2mIse lives. (Note: actual
~a):out varies b~ insurance

ca~~~~t~~~ 1:~~~o~~~~~gl~
with .11285000 to invest with a
longer-term "trnt~~ witnmIt
the wo~ of mArket volAtilitt
°t dollar-~ri~e erosion,

~If ):mI go hArk to tn~ origi-
.nAI AsslImption that equities
will perform well over time,
then at the end of 20 ):ears.
the remaining $285.000 could
reasQnabl~ grow to $1.1 mil-
lion (AsslIminga 7% after-tax
return). That would more
than re~lace the original $1
million ~rinci~aI.

Th~ r~lIli~i~ mlln>:r~tir~~~
Nnll pnnr Jnh nf mllnllging thp-
large chunks of mone): the): re-
ceive throu~h a ~ension I2lan
or. a 401(k) 'plan. This is so
~v~n nf w~lIlth>: ~li~nt~

Tn~om~ ~nmtiti~~ IIr~ ~mllrt

in invp~t~hlp H~~pt~ Yrnl ~rnlld
~llt 30% in eQ"itie~ and 70%
in h()nrJ~. If ~rnl tHke rnlt 5%
~v~~ ~~Hr thA~ wOllin gAt
ahOllt $4.200 per month. Th~
l2°rtfolio still holds all the
mHrkAt risk an~ portfolio
faces. as well as an increased
inabilit,'l: to handle the stress
of additional distributions In

. the filhlre.
Another alternative is to-

l2ut $715.000 into an income

m()ne~-management tools.
Retirees won't have to wony
about market volatility deci-
mating their portfolio or mak-
ing decisions that can destroy
the long-term prospects of
their income stream M()~t im-
p()~:lntl~ with:ln in~mp :In-

~~~~nt~~;t ~:I:~ ~~~~~;~~


