Investing

Your Ultimate
Retirement Guide

These guide|ines will he|p you accumulate — as well as

proper|y manage — the wealth you'|| need to live comFor+o|o|y

in retirement.

You've worked hard, |o|oyed by the rules,
and now you're nearing retirement with
a nice nest egg put away. How do you
manage the transition? In this specio|
report, we show you how.

Let's start with divvying up your
porh(o|io. Your retirement investment
strategy should start with the right asset

allocation, tailored to your financial goo|s.

W hen creaﬁng a diversified porh(o|io, you
must forge an asset allocation plan that
closely mirrors your individual investment
gools — the way a thumbprint reflects
identity.

An asset allocation |oo|icy entails dividing
a porh(o|io's investments among different
asset classes. The most common classes
are US. stocks, international stocks,
bonds, cash and cash equivalents, and

real estate.

Your asset allocation p|cm should govern
your choices when purchosing erocks,
bonds, real estate and other investments.
It also should be designed fo provio|e an
easy and transparent way for you to
determine how your investments are

pen(orming.

Asset allocation is an art as well as a
science. If's the investment alchemy
whereby you balance several ingredients
for the proper admixture of risk and

I’QWOI’d.

Asset allocation is one of the most crucial
decisions in investing. Invesfors generate
refurns Jrhrough three basic activities:
se|ec+ing speciﬂc investments to buy;
o|ecio|ing when to get in and out of the

markets; and es’robhshing asset allocation.



The first fwo activities are the hardest
and least forgiving. However, asset
allocation is the easiest to determine —
and it wields the most power.
According to financial industry studies,
more than three quarters of portfolio
performance and voldtility is related to

asset allocation.

Of course, in a bull market, your
allocation should emphosize stocks. In @
bear market, you should |igh’ren up on
stocks in favor of bonds and cash. And a
transitional market that's ‘in between”

should strike a balance.

Your Allocation Checklist

Before es’rob|ishing your porh(oho's asset

allocation, first answer these questions:
* What's the purpose of your portfolio?

Define your portfolio’s purpose. Here are
some examples: to reap a lot of money
over the short term, so you can make a
big purchase such as a house; to
generate reliable, future cash flow in
refirement; to grow the fomi|y estate for
your kids and grono“dds; to set aside
ample cash reserves for entrepreneurial

investment opportunities; etc.
e What's your stage in life?

For example: relative youth (aggressive
groerh); middle age (modero’re|y
aggressive); retirement in the next 10
years (income and moderately
conservative); retired (s’robih’ry and

income).

There are several variations. Chose a
category based not only on your
approximate age, but also on your
tolerance for risk. As |ong—+erm market
hierory omp|y shows, you‘|| have to

withstand a lot of loumps o|ong the way.

+ How much wealth do you already
have?

What's your current net worth and how
close is it to your ultimate goo|? Do you

o|reoo|y have a head start, which allows
you to shoulder more risk, or are you

starting from scratch?

® th‘l"S your se|1c-imposed requiremen+

for a minimum rate of return?

Do you want to reap at least 10% a
year? Do you want to at least equal —or
beat — the S&P 5007 The younger your
age, the higher you can set your godls.

But be readlistic.
* What's your risk tolerance?

If your porhco|io takes a shorp turn for
the worse when you're in you 40s, you
still have |o|en’ry of time fo bounce back.
But if your investments take a nosedive
while you're, say, 65, you're in a far

worse predicomen+.

o Will your financial situation |i|<e|y get

better, deteriorate, or stay the same?

Are you secure|y ensconced in a paying
job that will remain steady for the next
few decades? Are you about to retire?
Are you afraid of getting laid off?



e Will there be any withdrawals?

If you p|0n to start Jquing out money,
how much will you withdraw and

Whel’]?

* What are the regulatory

requirements?

Don't be blindsided by unforeseen rules
and regu|oﬁons. If your porh(o|io is an
Individual Retirement Account (IRA) or
401(k), what are the mandatory

distribution requiremen’rs?

Allocation Scenario #1:

As noted above, basic asset classes
include: U.S. stocks; international stocks;
real estate (real estate investment trusts,
or REITs); and cash and cash equivalents
(money market). The appropriate
percentages depend on your answers fo

the above checklist.

The five pie charts below depict genera
“Allocation Scenarios,” which you can
tweak occording to your spech(ic

situation:

STABILITY

(Conservative)

Money market
85%

Source: imvesting Daily



Allocation Scenario #2:

INCOME

[Moderately Conservative)

REITs 5%

\

US Stocks 5%

Int'l stocks

Source: Imvesting Dolly

Allocation Scenario #3:

MODERATE INCOME

(Defensive)

: REITs 5%
US Stocks 5% '
o\

Int'l stocks
30%

Source: fvesting Dally



Allocation Scenario #4:

GROWTH AND INCOME
[Moderately Aggressive|

Money

market
Rers V0%
10%

US stocks
Int'| stocks 45%
15%
Bonds 20%

Source: investing Doy

Allocation Scenario #5:

GROWTH
(Aggressive)

Money market 5% \

Bonds
10%

REITs 15%

Int'l stocks
20%

Source: fnvesting Daily



Not a Panacea

Mdny investors are becoming enamored with asset-allocation mutual funds, also known as “’rorgef
date” funds, which try fo provio|e investors with porh(o|io allocations predico’red on their age, risk
tolerance and investment objectives. However, even this “solution” is too standardized and doesn't

address high|y individual requiremen’rs.

According to the financial research firm Ibbotson Associates, about a half-trillion dollars are now
invested in target date funds. Target date funds are simple to use—you pick the target date fund

that will "mature” closest to your designated retirement date.

These funds are typically issued in five-year increments — 2020, 2025, 2030, etc. As the target
date approaches, the fund’s allocation grows more conservative. The exposure to equities is

diminished as the allocation to bonds and cash increases, reducing risk and vo|o+i|i+y.

Target date funds would seem to be the perfect solution to the challenge of asset allocations, but

there are no panaceas when it comes to investing.

It's never advisable to put your investments on automatic pi|oJr. One pro|o|em with target date
funds is that their allocations are based on past returns, without accou nting for the current market

environment. Mony also entail high expense burdens.

There's no substitute for o|oing your own homework. As you determine asset allocations, stay
focused on the economic big picture, not the markets’ quarter-fo-quarter roller coaster rides. To be
sure, you must calibrate your allocations according to existing conditions as well as projected

future trends, but you should also ignore ephemeral market blips.

As 2016 unfolds, you should consider “rebalancing” your portfolio to accommodate the likely

economic, business and market trends of the coming new year.
Portfolio Calibration

Now that you've set the right portfolio allocations, how do you adjust your portfolio from growth
to a more balanced approach that generates the income you'll need for living expenses in

retirement?



For starters, once you've made a plan that you believe thoroughly addresses your retirement

needs, stick fo it

A lot of peop|e nearing refirement were heovi|y invested in stocks o|uring the late 1990s, and Jrhey
o|e|c1yeo| moking the transition o lower-risk investments because Jrhey believed the market would

continue to climb.

These hop|ess investors got couthr in the shorp downturn of 2000-02, and Jrhey ended up with

a lot less for retirement than Jrhey expeded.

This cycle was repeated not long afterwards, as too many investors approaching retirement in the
2003-07 period again didnt make that necessary change to protect their nest eggs. The damage

that time was even worse because of the financial crisis and terrible bear market of 2008-09.

It's important to have a specific date in mind for when you plan to retire. This should be based on

multiple factors, not just your investment portfolio.

If you enjoy your job, would you prefer to keep working (and saving) a little longer? It's fough to
get back into the working world once you've left it behind.

Are you slated to get a defined-benefit pension from your job? Are you Fu”y vested o|reoo|y? If

so, you may not need fo make significorﬁ chcmges in your investments.

When are you e|igib|e for full Social Securier benefits? This varies depending on when you were
born. If it was in 1960 or later, you will have to wait until age 67. If you start to collect your

benefits earlier, your mon+h|\/ payments will o|woys be lower than if you had waited.

Then make an honest assessment of your future spending needs. Will you sell your current home
and move to a lower-cost area? W hat are the tax consequences of this? After you have a

spech(ic target in mind, you can start Formu|o+ing your strategy for getting there.

Most people in their 50s are earning the biggest incomes of their careers. If this situation applies

to you, resist the temptation to rush out and buy a sports car.

Instead, consider increasing your aufomatic investments in your retirement |o|0ns, especio”y if your

emp|oyer offers moJrching contributions to a 401(k) p|cm.



Adjusting your portfolio as you near retirement isn't all that different from the re-balancing you
may have been doing dll along, as certain asset classes perform better than others, resulting in

an allocation that is different from what you set out fo have.

But there's no exact formula for deJrermining how much you should have in different types of
investments. It really depends on your projected future income needs, your comfort level and

investment-market conditions.

Also keep another important factor in mind: If you are in good health, you should assume youll
live another 25-30 years or more. That means you need to think |ong term with o |orge portion

of your wealth. In turn, that means some grow’rh, which leads to equities.
Reducing Risk

When you're about five to seven years from your target retirement date, it's essential that you

start to gradually reduce the risk in your portfolio.

You can do some of this as part of your usual adjustments. If a stock, exchange-traded fund or
mutual fund that you've been ho|o|ing has been a disoppoineren’r and you've decided to sell,

shift that money towards other, lower-risk investments.

If you p|on ahead, you can sell or buy s+ric’r|y on an investment's merits, not because of a

sudden need for more income or less risk.

If your retirement picture is bright — you're sure to get a generous pension, or your nest egg has
grown even faster than you expected — feel free to keep your stock allocation relatively high.

But remember what happened to those investors in 2008,

The usual approach is to reduce your stake in stocks and increase it in bonds. But you likely

need fo go beyond that now, given the potential for rising inferest rates.

One proven approach is to focus more on less volatile securities of conservative companies that
pay good income. Seek out companies that have consistently raised their dividends over time, or

mutual funds that invest in such companies.

When you find yourseh( just three years or so away from your refirement target dafte, it's time

]COI’ OI’]OH’]@I’ H’]OI’OUgl’] evo|uo+ion O]( Where You are Oﬂd W|’1ere you're going.



You may want to further reduce your stock allocation, ho|o|ing onto on|y the most rock-solid

equities. Use the money to beef up bond and cash equivo|en+s.

If you find you're fo”ing short of your goo|s, don't panic. It's not a great idea to expond the risky
side of your porh(oho to deal with the shortfall.

The more prudent course of action is to cut day-to-day spending and increase your savings as

well as contributions to 401(k)s, IRAS, etc.

You've reached the age where protecting what you've earned becomes more important than
continuing fo pursue growth. Everyone deserves a financially secure retirement; a few proactive

strategies can help you get there.
Drawing Living Expenses

W hen you draw on your investment porh(o|io for |iving expenses in retirement, keeping your tax
bill down will give you more to speno|. A tax dollar saved is as gooo|, moybe better, than an

investment dollar earned.

It's usually best to let your wealth compound tax-free for as long as pos-sible. The greater
variety of accounts you have, the more opportunities you'll enjoy to diversify your tax savings.

This can help you keep your tax bracket down in retirement.

As a general rule, you should withdraw cash from taxable accounts first. Later on, focus on tax-

deferred accounts such as traditional IRAs and annuities.

Leave accounts with tax-free with-drawals for last. An example of such an account is the Roth
IRA, which allows taxpayers, subject to certain income limits, to save for retirement while
allowing the savings to grow tax-free. Taxes are paid on contributions, but withdrawals, subject

to certain rules, are not taxed at all.

Eor|y in your retirement, convertfing currenHy taxable assets to spending money makes sense

because little or no additional tax |il<e|y will be due.

First, take dividend income and any mutual-fund distributions in cash instead of reinvesting
them. You pay tax on these payouts even if you reinvest them, so this step won't cost you

onerhing.

Next, sell investments with no cost basis or the highes’r basis and therefore no or low taxable

goin.



Assets with no cost basis include money funds and bank CDs as well as Treosury bills and
various types of bonds held to maturity. Bond funds |il<e|y carry a high basis compored with

your sale price, and therefore low tax |iobi|i+y.

|deally, you'll be more passive in taking long-term gains and more active in "harvesting” your tax

|OSS€S.

Conﬁnuing to hold profi’rob|e, |ong—’rerm investments in a regu|or account is, in effect, a form of
tax deferral. If you sell losing investments, you offset your tax liability on any gains you've taken

with other investments.
Don't Sacrifice Growth

|ﬂ OCICIH']OI’], p|0ﬂ oheod ](OI’ your COSl’] neeo|s‘ Tl’wen you can moke grodu0| chonges, inereod O](
se||ing gOOCI investments becguse O]( a suo|o|en neeo| ](OI’ income. Unp|onned SO|€S can need|ess|y

boost your tax |io|oi|i+y while causing you fo sacrifice groerh opportunities.

In genero|, you should keep your tax-deferred retfirement |o|ons intact as |ong as possib|e. Plan
distributions are taxed at ordinory rates. When you leave those assets untouched in the eor|y

years of retirement, Jrhey can continue fo grow unhindered |oy taxes.

Later, you can tap your retirement accounts, which will have enjoyed extra years of tax-

deferred grow+h po+en+i0|.

S+or+ing at no later than age 70-1/2, you have to start moking required mini-mum distributions
(RMDs) from your IRA or other tax-deferred accounts.

In this situation, be sure to take your annual RMD before drawing on the as-sets in your
regular accounts. The RMD may be enough to cover all or most of your cash needs, when

combined with Social Securier benefits and income from other sources.

If you're a refiree who's younger than 70-1/9, it may pay fo start IRA distributions eor|y if you're

in a low tax bracket now and have a re|o’rive|y |orge IRA.

For exomp|e, you may be able to take enough from the IRA to bring you on|y to the top of the
10% or 15% federal tax brackets.

If you need more cash than that, withdrawals from taxable accounts may increase your tax bill

litte or not at all, as we exp|0in above.



W hat if you also own a variable annuity thot you purchased with after-tax money? Lump-sum

annuity withdrawals are taxed on a last-in, first-out basis.

This means that the annuity earnings come out first, taxed as ordinary income. Then the

amounts taken from principal are nontaxable.

However, withdrawals are taxed clh(ferenﬂy if you set up a series of payouts over your lifetime

or a specific time period.

In that situation, a portion of each payment is considered a return of principal and isn't subject to
ordinory income tax. The percentages of each payment that are taxable and excluded from tax

are determined when you elect to annuitize the po|icy‘

Withdrawals from a Roth IRA will qualify for tax-free treatment if at least five years have
passed since you first con-tributed to the plan. Note that you also usually must be ot least 59-
1/2 to avoid a penalty for early withdrawal.

But distributions you take because you're disabled, or that are made to a beneficiary or to your

estate after death also qualify for tax-free treatment.

Planning for tax-wise portfolio distributions for living expenses is essential. But prudent asset
allocation, diversification and investment selection are more important. Don't let tax savings

dominate your investment decisions.

For more guidgnce on the righ’r investments to choose for retirement, and to gain access to the
same proprietary s+oc|<-|oicl<ing system used by thousands of successful individual investors

Jroo|0|y, be sure to visit www.pfnews|eHer.com now.
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