Coping With Estate Tax Uncertainties
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t has been said that the two things you
can count on are death and taxes. But
what about the tax that may come due
upon your death? Under current law, the
federal estate tax is being whittled down
until it expires in 2010. But unless
Congress acts, the tax will return with a
vengeance just one year later. And
although this political football has been
kicked around in our nation’s capital for
most of this decade, there is no clear-cut
outcome in sight. That leaves those whose
assets might be subject to the tax in estate
planning limbo.
The most practical approach for now
is to know the existing law and prepare for
pending changes as if they will deﬁnitely
occur. The massive Economic Growth and
Tax Relief Reconciliation Act of 2001
(EGTRRA) completely revamped federal
estate tax law, and under EGTRRA, these
changes are being implemented:
●
The individual estate tax
exemption, which shelters an estate from
tax liability through a special tax credit, is
gradually increasing from $675,000 for
those who died in 2001 to $3.5 million for
anyone who dies in 2009. In 2008, the
exemption is $2 million.
●
The top federal estate tax rate of
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by $1.3 million, and spouses can take
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rate and is currently also at 45%. After
bump, for a total of $4.3 million.
2009, the gift tax rate will be pegged to
Most provisions of EGTRRA will
the top individual income tax rate
“sunset” after 2010, with exemption
(currently 35%).
amounts and tax rates essentially reverting
●
The generation-skipping transfer tax
to pre-EGTRRA levels. So an estate plan
(GSTT), which generally applies to
that assumes there will be a $3.5 million
transfers of property to grandchildren, will
exemption, for example, may be of little
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The 4% Solution Right?

example, a study by three Trinity
University professors considered
withdrawal rates ranging from 3% to
12%. The money came out of ﬁve model
portfolios—one with all stocks, another all
bonds, and three with various blends of
stocks and bonds. The researchers
plugged in historical data from withdrawal
periods beginning at different starting
points and lasting 15, 20, and 35 years.
According to the study, adding bonds
to the portfolio mix increased the
likelihood of success, particularly at lower
withdrawal rates, but the authors also
concluded that most retirees would beneﬁt
from having at least 50% of their holdings
in stock. Meanwhile, withdrawing just 3%
to 4% from a stock-heavy portfolio was
likely to create wealthy heirs at the
expense of a retiree’s current income. And
for payout periods of 15 years or less,

(Continued from page 1)

during the mid-1990s, was developed by
mutual fund legend Peter Lynch. His
model portfolio, fully invested in equities
and generating average annual returns of
10% to 11%—the long-term historical
average—could support a 7% annual
withdrawal rate, adjusted for inﬂation,
without draining assets. But such a
portfolio could be decimated during bear
markets like the three-year decline that hit
stocks in 2000-2003.
Today, many experts prefer a ﬂexible
approach that adjusts withdrawals
according to changing income needs and
market ﬂuctuations. Increasingly powerful
computer simulations make it easy to
model different scenarios and to gauge the
impact of changes in many variables. For
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withdrawing 8% to 9% each year from a
stock-dominated portfolio appeared to be
sustainable. However, don’t underestimate
the importance of long-term care
insurance in protecting yourself; a major
long-term care situation early in
retirement could devastate your life
savings, since Medicaid won’t cover
expenses until a great portion of your
assets have been exhausted.
“Taking 4% a year gives you a
starting point,” says Peng Chen, president
of Ibbotson Associates, an institutional
research and consulting ﬁrm. “It gives you
a rule of thumb in terms of how much you
can take out versus how much you have.
But there are many different strategies for
managing your money and spending it
during retirement, and these days, it’s
possible to create very sophisticated plans.
No one size ﬁts all.” ●
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Is the 4% Solution Right
For Your Retirement Plan?

A Personal Note
From Global
Wealth Advisors

ost ﬁnancial planning is about
accumulation. You work, you
save, you invest, and if you do
everything right, you win. But what will
you do with that retirement account full of
assets? And what will you truly be able to
afford? When you start spending your nest
egg, you’ll need to decide on a withdrawal
plan that will fund your big plans without
jeopardizing your future. Perhaps the most
common approach is to pull out 4% of
your savings each year. In most situations,
that will keep you solvent no matter how
long you live. But it may not always be the
best approach.
Earlier generations didn’t have to deal
with this question. People often spent an
entire career working for one company
and received a generous pension in return.
Add Social Security and they had enough
guaranteed retirement income to see them
through their decade or so of life after
work. But now company pensions are
disappearing, and today’s near-retirees
have to worry not only about whether
they’ve saved enough in their 401(k)s and
IRAs, but also whether their savings will
support them through as many as 30 years
or more of active retirement. “We have
this huge wave of baby boomers about to
retire, and their overriding concern is
whether their portfolios are adequate,”
says R. Gene Stout, a ﬁnance professor at
Central Michigan University.
Calculating what is adequate is
complicated by the fact that spending
during retirement inevitably varies from
year to year and decade to decade. In a
recent survey of 2,000 pre-retirees by Sun
Life Financial, most said they expected the
income they needed to fund their lifestyles
would ﬂuctuate, particularly during the
early years of retirement. But taking too

e are reminded of a quote
from Warren Buffett, the
famous investor known
as the Oracle of Omaha: “Investing is
simple, but it is not easy.” For many
investors in these troubled times, it
is not easy to remain focused on long
term opportunities. One of our major
functions is to manage our clients’
wealth for the long term, providing
perspective and guidance when shortterm events cause uneasiness in
the markets.
In recent weeks, a combination
of monetary and ﬁscal policy actions
has been instituted. The intent is to
stimulate the economy and soften
recessionary effects without unduly
inciting inﬂationary pressure. We
will continue to monitor developments
in these areas.
In other news, Jim was recently
appointed to a volunteer position as a
member of the Disciplinary and Ethics
Commission within the Certiﬁed
Financial Planner Board of Standards.
The Commission helps to ensure the
continued integrity of CFP®
practitioners. This appointment is quite
an honor, and recognizes Jim’s stature
within the profession.
We hope you enjoy the variety
of articles in this issue, and appreciate
your continued conﬁdence. Feel free
to contact us with any questions
or comments.
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much too soon could do outsized harm to
a portfolio, draining assets that otherwise
could have grown to help ﬁnance later
years. Ill-timed market downturns and
inﬂation can also be crippling.
What is a safe withdrawal rate or
strategy? “There’s always that investor
who says, ‘I’ve accumulated all of my life
and now I’m going to retire and switch
everything to bonds and take 5% for life,’”
says Dru Donatelli,
a professor at the
State University of
New York and
assistant vice
president of special
markets at John
Hancock Financial
Services. But that approach may fail to
keep pace with inﬂation in general and
with rising health-care costs in particular.
The latter is a big expense for most
retirees, and health costs are increasing
three times as fast as other prices.
Simply withdrawing 4% to 5% of a
portfolio’s assets each year has its own
potential beneﬁts and drawbacks. It has
been thoroughly studied, and it seems to
work. For example, consider the potential
payout from model portfolios keeping
50% to 75% of assets in large-cap stocks
and the rest in intermediate- and long-term
bonds. If you withdraw 4% the ﬁrst year
from such a portfolio and continue pulling
out the same amount, adjusted for
inﬂation, you’ll stay solvent for at least 30
years, according to one study. But unless
you have a huge nest egg, that approach
won’t give you much to live on—just
$40,000 a year for every $1 million
you’ve saved.
Another simple solution, popular
(Continued on page 4)
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Rolling Over A 401(k) To A Non-Spouse

I

f you participate in a 401(k) or
other employer plan, you have to
designate who receives the assets
when you die. Typically, you’ll name
your spouse, though you might also
choose a child, grandchild, or favorite
niece or nephew. You can also decide
to spread the wealth by designating
multiple beneﬁciaries. Yet while the
choice is yours, keep in mind that it
could have tax implications.
In the not-so-distant past, tax
rules clearly favored spousal
beneﬁciaries. Then as now, a
spouse could roll over inherited
funds tax-free into his or her own
IRA, and required minimum
distributions (RMDs) would be
based on that person’s life
expectancy. Until a recent rule
change, though, anyone other than a
spouse who inherited
the account had much less palatable
choices. Non-spouses had to take
an immediate lump-sum distribution,
often resulting in a massive tax
bill, or empty out the account within
ﬁve years, which was only slightly
less punishing.
But then came the Pension
Protection Act of 2006 (PPA). It
lets a non-spouse roll over funds from
the decedent’s account, much as a
spouse would, although there are a
few extra wrinkles.

Initially, the IRS interpreted the
PPA provision to mean that a nonspouse beneﬁciary who inherited a
401(k) could roll it over only if the
plan sponsor agreed to accommodate
the transfer. That’s not what Congress
had intended, though, and the IRS has

acknowledged this by indicating that
all plan sponsors must provide this
option to non-spouse beneﬁciaries,
effective January 1, 2008.
However, calling the post-death
transfer of funds a rollover is a bit of
a misnomer. It is actually a transfer
from one account to another that must
remain titled in the name of the
decedent. For instance, suppose that
Jack Hill inherits an account from his
aunt Jill. The name on the IRA should
read, “Jack Hill as beneﬁciary of Jill
Hill.” In contrast, if Jack had been
Jill’s spouse, the IRA could have

been titled as if he had owned it all
along.
More signiﬁcantly, the asset
switch must be a direct “trustee-totrustee” transfer. A non-spouse
beneﬁciary can’t touch the funds or
take 60 days to redeposit them in an
IRA the way a spousal beneﬁciary
could. Also unlike a spousal heir, a
non-spouse can’t move the cash into
an existing IRA. The funds must be
deposited in a new IRA set up for
this purpose. Finally, a non-spouse
beneﬁciary can’t wait until age 70½
to begin taking RMDs. This option is
still available only to spousal
beneﬁciaries.
Despite these restrictions, nonspouse beneﬁciaries get a huge lift
from the PPA. For example, if
you’ve named your 50-year-old child
as a beneﬁciary, he or she should be
able to stretch out withdrawals from
the account based on a life
expectancy of 34 years, according to
IRS-approved tables. That’s a whole
lot better than a forced ﬁve-year
withdrawal.
The exact calculation depends on
whether the IRA owner had started
receiving RMDs before death. This
is a complex area of tax law. But we
are here to help you ensure that
your heirs get the full beneﬁt of
your generosity. ●

Azerbaijan, Andorra Top CIA Factbook Lists
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merging markets are hot, and
if you had to guess which is
the hottest, you might choose
one of the so-called BRIC countries—
Brazil, Russia, India, or China. But
those didn’t rank among the world’s
ﬁve fastest growing economies in
2006: Azerbaijan (34.5% growth),
Equatorial Guinea (18.6%), Maldives
(18%), Angola (15%), and Mauritania
(14.1%). Of course, money—or a
surging economy—doesn’t buy
happiness or long life, and to ﬁnd the
country with the longest life
expectancy you’d have to look in the
Pyrenees Mountains between France

and Spain. In tiny Andorra, the
average life lasts 83.5 years. The
United States, with a life expectancy
of 78 years, ranks 45th.
These facts come from a
surprising source: the U.S. Central
Intelligence Agency. In 1943, the
CIA’s predecessor, the Ofﬁce of
Strategic Services, began publishing
Joint Army Navy Intelligence Studies
(JANIS), and by 1947, the reports
covered 34 countries. The CIA
produced its ﬁrst comprehensive
“factbook” in 1962 and its ﬁrst
unclassiﬁed edition in 1971. In 1997,
the CIA began offering the World

Factbook online. The Factbook
provides data about the government,
military, geography, people, economy,
communications, and transportation
of each listed country.
It often includes surprising
details about many little-known
corners of the world. Who would
guess, for example, that North Korea
has a literacy rate of 99%? Other
facts are more in line with the
country’s reputation for isolation,
economic stagnation, and political
totalitarianism. Life expectancy at
birth is only 72, and the infant
mortality rate is 22.6 per 1,000 live

An Update On Hybrid Car Tax Credits

I

f you were planning to use a federal
tax credit to cut the cost of buying a
Lexus hybrid car or sport utility
vehicle, you’re out of luck. The same is
true for Toyota Prius, Camry, and
Highlander hybrids, and though
the Honda Civic hybrid still
qualiﬁes for a credit, the amount
is shrinking fast and will zero out
on January 1, 2009. Such are the
quirky rules of the hybrid tax
credit law, which phases out the
tax break once popular models
hit speciﬁed sales targets. Yet
several makes and models can
still earn you up to a $3,000
dollar-for-dollar reduction of
your tax bill. A few states offer
their own tax credits along with other
incentives. And corporate perks, some
quite generous, are on the rise.
Gas-electric hybrid vehicles recycle
energy from the braking process to run an
electric motor that boosts and sometimes
replaces power from a gasoline engine.
This technology improves gas mileage,
and as the price of gas has risen, hybrids
have become increasingly popular. A
recent survey by hybridcar.com found
that four in 10 prospective car buyers
now say they’d at least consider buying a
hybrid, and in 2007, U.S. sales of hybrids
topped 350,000, according to ﬁgures
released by the manufacturers. That’s a
big gain over the 250,000 sold a year

earlier and four times hybrid sales in
2005. Hybrid pioneer Toyota (including
its Lexus nameplate) accounted for more
than 70% of total sales, and its iconic
Prius was the country’s
eighth-best-selling car,
hybrid or not, in 2007. But
Honda, Nissan, Ford, and
General Motors also have
hybrids on the U.S. market,
and those vehicles have the
advantage of still
qualifying for federal tax
credits.
Credits are helpful for
offsetting the extra cost of
buying a hybrid. Consider
the popular Lexus RX
SUV. The starting price for the 2008 gasonly model is $37,400, compared with
$41,280 for the hybrid version. And the
2008 LS Hybrid sedan starts at $104,000,
whereas the base price for a gas-only LS
is just $62,000 to $72,000. While price
differentials vary from model to model,
the hybrid version always comes at a
premium, and it can take several years for
savings at the pump to make up for that
elevated sticker price.
To encourage hybrid sales, the
Energy Policy Act of 2005 lets
manufacturers apply for “qualiﬁed
hybrid” status that makes a particular
model eligible for a federal tax credit.
This is a credit, not a deduction, which

births. Meanwhile, Nauru, Liberia,
and Zimbabwe have the worst
unemployment, with rates of 90%,
85%, and 80%, respectively.
While Azerbaijan has the fastest
growing economy, the U.S. has the
largest, with a gross domestic product
of approximately $13.13 trillion,
followed by China at $10.17 trillion.
Luxembourg has the highest GDP
per capita ($71,400), joined in wealth
by Bermuda ($69,900), Jersey
($57,000), and Equatorial Guinea
($50,200). The United States is
ninth on that list, with a per capita
GDP of $44,000.
The wealthiest nations tend to be
some of the world's smallest, using
favorable tax laws to attract

businesses from around the world.
Monaco, Andorra, and Luxembourg,
for example, all have high GDP rates
per capita and long life expectancies,
as do Lichtenstein and the Cayman
Islands. Monaco and Andorra have,
essentially, zero unemployment while
Lichtenstein has only 1.3%.
To explore the CIA World
Factbook go to
https://www.cia.gov/library/
publications/the-world-factbook/
index.html.

means you get to subtract the amount of
the credit from your ﬁnal federal tax
liability, making it several times more
valuable than a deduction from income.
Only the original owner may claim the
credit, and if you lease a hybrid, the
leasing company, not you, gets the tax
break. But the toughest rule is the one
that phases out the credit once a model
has racked up 60,000 in sales. (The
reduction actually starts in the second
calendar quarter after the sales
milestone has been achieved.) As a
result, Toyota and Lexus models began
to lose their favored tax status in
October 2006, and their ﬁnal credits
ended a year later. The Honda Civic
CVT, originally eligible for a $2,100
credit, qualiﬁes for half that amount
through June 30, 2008, and then a $525
credit for vehicles purchased through
the end of the year. After that, nothing.
Several other vehicles still earn a
federal credit, however. As of January
17, 2008, these included the Chevrolet
Tahoe hybrid ($3,000 credit), the Ford
Escape 2WD and Mazda Tribute 2WD
hybrids ($3,000), the Nissan Altima
hybrid ($2,350), and the Saturn Vue
Green Line ($1,550) and Aura ($1,300)
hybrids. To claim an “alternative motor
vehicle” tax credit on these or other
qualifying hybrids, you must ﬁll out IRS
Form 8910.
As the federal tax credits on many
hybrid vehicles fade away, state and
private sector incentives are taking up
some of the slack. Colorado and Oregon
offer state income tax credits on a few
hybrids, and Connecticut waives state
sales tax on hybrids that get at least 40
miles to the gallon. Several states also
let solo drivers of hybrids use high
occupancy vehicle (HOV) lanes on the
highway, and Travelers gives hybrid
owners a 10% break on their auto
insurance. But the most generous
ﬁnancial rewards these days come from
companies such as Bank of America,
Google, and Hyperion Software. At
those companies, employees who buy a
hybrid may get a rebate of $3,000,
$5,000, and $5,000, respectively. For
more on these and other perks, go to
http://www.hybridcars.com/incentiveslaws.html. ●
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Several other vehicles still earn a
federal credit, however. As of January
17, 2008, these included the Chevrolet
Tahoe hybrid ($3,000 credit), the Ford
Escape 2WD and Mazda Tribute 2WD
hybrids ($3,000), the Nissan Altima
hybrid ($2,350), and the Saturn Vue
Green Line ($1,550) and Aura ($1,300)
hybrids. To claim an “alternative motor
vehicle” tax credit on these or other
qualifying hybrids, you must ﬁll out IRS
Form 8910.
As the federal tax credits on many
hybrid vehicles fade away, state and
private sector incentives are taking up
some of the slack. Colorado and Oregon
offer state income tax credits on a few
hybrids, and Connecticut waives state
sales tax on hybrids that get at least 40
miles to the gallon. Several states also
let solo drivers of hybrids use high
occupancy vehicle (HOV) lanes on the
highway, and Travelers gives hybrid
owners a 10% break on their auto
insurance. But the most generous
ﬁnancial rewards these days come from
companies such as Bank of America,
Google, and Hyperion Software. At
those companies, employees who buy a
hybrid may get a rebate of $3,000,
$5,000, and $5,000, respectively. For
more on these and other perks, go to
http://www.hybridcars.com/incentiveslaws.html. ●

Coping With Estate Tax Uncertainties

I

t has been said that the two things you
can count on are death and taxes. But
what about the tax that may come due
upon your death? Under current law, the
federal estate tax is being whittled down
until it expires in 2010. But unless
Congress acts, the tax will return with a
vengeance just one year later. And
although this political football has been
kicked around in our nation’s capital for
most of this decade, there is no clear-cut
outcome in sight. That leaves those whose
assets might be subject to the tax in estate
planning limbo.
The most practical approach for now
is to know the existing law and prepare for
pending changes as if they will deﬁnitely
occur. The massive Economic Growth and
Tax Relief Reconciliation Act of 2001
(EGTRRA) completely revamped federal
estate tax law, and under EGTRRA, these
changes are being implemented:
●
The individual estate tax
exemption, which shelters an estate from
tax liability through a special tax credit, is
gradually increasing from $675,000 for
those who died in 2001 to $3.5 million for
anyone who dies in 2009. In 2008, the
exemption is $2 million.
●
The top federal estate tax rate of

55% has been gradually decreasing
of stock that you purchased years ago for
during the same time period. It is 45% in
$10 a share but that is worth $100 a share
2008 and will remain there until the estate
at the time of your death. Under current
tax is repealed.
rules, your heirs could “step up” the per●
The individual exemption from gift
share basis to $100, potentially avoiding
taxes stopped rising in 2004 and will
capital gains tax on $900,000. Under the
remain at $1 million. So the estate and gift
new rules, heirs will inherit the deceased
tax credits, once identical—and someowner’s basis, though non-spouse
times referred to as the “uniﬁed” credit—
inheritors will be able to increase the basis
are uniﬁed no more. But the gift tax rate
by $1.3 million, and spouses can take
has continued to fall with the estate tax
advantage of an additional $3 million
rate and is currently also at 45%. After
bump, for a total of $4.3 million.
2009, the gift tax rate will be pegged to
Most provisions of EGTRRA will
the top individual income tax rate
“sunset” after 2010, with exemption
(currently 35%).
amounts and tax rates essentially reverting
●
The generation-skipping transfer tax
to pre-EGTRRA levels. So an estate plan
(GSTT), which generally applies to
that assumes there will be a $3.5 million
transfers of property to grandchildren, will
exemption, for example, may be of little
also be repealed after
use if the exemption is
Estate Tax Ups And Downs
2009 and revived in
actually only $1 million
2011. The GSTT
when you die. While
Individual
Maximum
Tax Year
Exemption
Tax Rate
exemption is $2 million
Congress doesn't favor
2001
$675,000
55%
in 2008 and $3.5 million
lowering exemptions, this
2002
$1 million
50%
in 2009.
could change with a new
2003
$1 million
49%
●
2004
$1.5 million
48%
After 2009, heirs
president. We can work
2005
$1.5 million
47%
will no longer beneﬁt
with you and your estate
2006
$2 million
46%
from a complete
attorney to develop a plan
2007-2008
$2 million
45%
2009
$3.5 million
45%
“step-up” in cost basis on
that is ﬂexible enough to
2010
--------inherited assets. Suppose
adapt to the law as it
2011
$1 million
55%
you own 10,000 shares
changes. ●

The 4% Solution Right?

example, a study by three Trinity
University professors considered
withdrawal rates ranging from 3% to
12%. The money came out of ﬁve model
portfolios—one with all stocks, another all
bonds, and three with various blends of
stocks and bonds. The researchers
plugged in historical data from withdrawal
periods beginning at different starting
points and lasting 15, 20, and 35 years.
According to the study, adding bonds
to the portfolio mix increased the
likelihood of success, particularly at lower
withdrawal rates, but the authors also
concluded that most retirees would beneﬁt
from having at least 50% of their holdings
in stock. Meanwhile, withdrawing just 3%
to 4% from a stock-heavy portfolio was
likely to create wealthy heirs at the
expense of a retiree’s current income. And
for payout periods of 15 years or less,

(Continued from page 1)

during the mid-1990s, was developed by
mutual fund legend Peter Lynch. His
model portfolio, fully invested in equities
and generating average annual returns of
10% to 11%—the long-term historical
average—could support a 7% annual
withdrawal rate, adjusted for inﬂation,
without draining assets. But such a
portfolio could be decimated during bear
markets like the three-year decline that hit
stocks in 2000-2003.
Today, many experts prefer a ﬂexible
approach that adjusts withdrawals
according to changing income needs and
market ﬂuctuations. Increasingly powerful
computer simulations make it easy to
model different scenarios and to gauge the
impact of changes in many variables. For

©2008 API

withdrawing 8% to 9% each year from a
stock-dominated portfolio appeared to be
sustainable. However, don’t underestimate
the importance of long-term care
insurance in protecting yourself; a major
long-term care situation early in
retirement could devastate your life
savings, since Medicaid won’t cover
expenses until a great portion of your
assets have been exhausted.
“Taking 4% a year gives you a
starting point,” says Peng Chen, president
of Ibbotson Associates, an institutional
research and consulting ﬁrm. “It gives you
a rule of thumb in terms of how much you
can take out versus how much you have.
But there are many different strategies for
managing your money and spending it
during retirement, and these days, it’s
possible to create very sophisticated plans.
No one size ﬁts all.” ●

July 2008

Is the 4% Solution Right
For Your Retirement Plan?

A Personal Note
From Global
Wealth Advisors

ost ﬁnancial planning is about
accumulation. You work, you
save, you invest, and if you do
everything right, you win. But what will
you do with that retirement account full of
assets? And what will you truly be able to
afford? When you start spending your nest
egg, you’ll need to decide on a withdrawal
plan that will fund your big plans without
jeopardizing your future. Perhaps the most
common approach is to pull out 4% of
your savings each year. In most situations,
that will keep you solvent no matter how
long you live. But it may not always be the
best approach.
Earlier generations didn’t have to deal
with this question. People often spent an
entire career working for one company
and received a generous pension in return.
Add Social Security and they had enough
guaranteed retirement income to see them
through their decade or so of life after
work. But now company pensions are
disappearing, and today’s near-retirees
have to worry not only about whether
they’ve saved enough in their 401(k)s and
IRAs, but also whether their savings will
support them through as many as 30 years
or more of active retirement. “We have
this huge wave of baby boomers about to
retire, and their overriding concern is
whether their portfolios are adequate,”
says R. Gene Stout, a ﬁnance professor at
Central Michigan University.
Calculating what is adequate is
complicated by the fact that spending
during retirement inevitably varies from
year to year and decade to decade. In a
recent survey of 2,000 pre-retirees by Sun
Life Financial, most said they expected the
income they needed to fund their lifestyles
would ﬂuctuate, particularly during the
early years of retirement. But taking too

e are reminded of a quote
from Warren Buffett, the
famous investor known
as the Oracle of Omaha: “Investing is
simple, but it is not easy.” For many
investors in these troubled times, it
is not easy to remain focused on long
term opportunities. One of our major
functions is to manage our clients’
wealth for the long term, providing
perspective and guidance when shortterm events cause uneasiness in
the markets.
In recent weeks, a combination
of monetary and ﬁscal policy actions
has been instituted. The intent is to
stimulate the economy and soften
recessionary effects without unduly
inciting inﬂationary pressure. We
will continue to monitor developments
in these areas.
In other news, Jim was recently
appointed to a volunteer position as a
member of the Disciplinary and Ethics
Commission within the Certiﬁed
Financial Planner Board of Standards.
The Commission helps to ensure the
continued integrity of CFP®
practitioners. This appointment is quite
an honor, and recognizes Jim’s stature
within the profession.
We hope you enjoy the variety
of articles in this issue, and appreciate
your continued conﬁdence. Feel free
to contact us with any questions
or comments.
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much too soon could do outsized harm to
a portfolio, draining assets that otherwise
could have grown to help ﬁnance later
years. Ill-timed market downturns and
inﬂation can also be crippling.
What is a safe withdrawal rate or
strategy? “There’s always that investor
who says, ‘I’ve accumulated all of my life
and now I’m going to retire and switch
everything to bonds and take 5% for life,’”
says Dru Donatelli,
a professor at the
State University of
New York and
assistant vice
president of special
markets at John
Hancock Financial
Services. But that approach may fail to
keep pace with inﬂation in general and
with rising health-care costs in particular.
The latter is a big expense for most
retirees, and health costs are increasing
three times as fast as other prices.
Simply withdrawing 4% to 5% of a
portfolio’s assets each year has its own
potential beneﬁts and drawbacks. It has
been thoroughly studied, and it seems to
work. For example, consider the potential
payout from model portfolios keeping
50% to 75% of assets in large-cap stocks
and the rest in intermediate- and long-term
bonds. If you withdraw 4% the ﬁrst year
from such a portfolio and continue pulling
out the same amount, adjusted for
inﬂation, you’ll stay solvent for at least 30
years, according to one study. But unless
you have a huge nest egg, that approach
won’t give you much to live on—just
$40,000 a year for every $1 million
you’ve saved.
Another simple solution, popular
(Continued on page 4)
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