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Would you hand over your house keys to a stranger? 

That’s often what it feels like to

work with a financial advisor. Not only do you need to find 

someone you can trust with your finances, arguably one 

of the most important parts of your life, but it also means 

taking the first steps in a relationship that will hopefully 

span decades. That’s not something you want to jump 

into blindly.

We understand how big a decision this is, and since you 

can only learn so much about someone from reading a 

website bio, we wanted to share a bit of our stories with 

you, to introduce ourselves and give you a glimpse into 

our passion for caring for our clients above and beyond 

the norm.

 

Meet Greg
How does an electrical engineer end 

up as a financial advisor? Both my first 

career and my almost three-decade 

career as a financial advisor were the 

result of the influence and investment 

of my father (a math professor) and 

my uncle (an engineering professor). 

They both sparked a love of numbers 

in me from a young age, and I decided to use that love to 

pursue a bachelor’s degree in electrical engineering from 

the University of Virginia. In my final semester, I took a 

finance class, and the concept of applying math to money 

opened up a whole new world for me.

After spending a handful of years as an engineer, I 

decided to make a change, earning my MBA in finance 

from William & Mary and founded Lohr & Company, which 

is now a multi-generational financial advisory firm that 

prioritizes relationships and strives to steward our clients’ 

money well.

I get the ultimate privilege to not only serve my clients 

and help them build a secure future, but also work with 

my son, Ethan, and use my skills to bring glory to God. 

There’s just nothing like building close friendships with 

those I work with and seeing the relief on their faces 

when they realize they aren’t alone on this journey. We 

don’t just manage our clients’ money—we advocate for 

the care and well- being of all the families we serve. That’s 

the godly legacy I want to leave—but not anytime soon! 

While we have structured our firm so Ethan can continue 

its valuable work for the long term, I want to serve my 

clients until my last breath!

Meet Ethan
I’m the second part of our multi-generational team. And 

my decision to become a financial advisor is all thanks to 

my dad. Growing up and watching him go to work every
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day with excitement and passion was enough to inspire me 

to follow suit. Case in point, I remember playing financial 

advisor with my sisters as a child, mimicking every detail, 

from putting on my best jacket to sitting my sisters down 

on our couch and bringing out my calculator to draft a 

pretend financial plan for them.

When it came time for me to choose a 

career, it was a no-brainer. I graduated 

from James Madison University and 

earned the CERTIFIED FINANCIAL 

PLANNER™ designation and joined 

my father at Lohr & Company. While 

I still use the calculator to help create 

retirement plans, the most important 

tool is a listening ear. I walk clients through their questions 

and concerns about their future and help them find 

confidence through comprehensive strategies and plans 

that are tailored to their lives.

My clients have been such a blessing in my life and I love 

learning from them and helping them move forward. It 

was always my dream to work with my dad, and now 

we get to partner together to touch the lives of as many 

people as God allows and help them find financial peace 

of mind.

 

CHAPTER 1

Three Common Practices... 
Three Growing Problems

The retirement landscape today, in our opinion, functions 

off three common practices among retirees and their 

advisors. The first practice has to do with investment 

allocation for retirees. According to an old rule of thumb 

that many still follow, you should hold 100 minus your age in 

stocks, then the remainder in bonds. Another, more recent, 

popular guideline was the 60/40 portfolio for retirement 

accounts, where you held 60% in stocks for growth and 

40% in bonds for stability. What’s the reason behind this? 

It’s long been believed that the predictable income and 

inverse correlation of bond returns to stocks provided the 

sort of assurance that more conservative investors like

retirees were looking for.
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The second assumption follows the first and it is this: 

once retirees step into retirement with this investment 

allocation, they need to withdraw from these assets 

prudently so they don’t run out of money. Numerous 

studies have shown that over multiple time horizons and 

market outcomes, a 4% rate of withdrawal should safely 

meet a retiree’s needs without running out of money.

The final practice, wades into more unaddressed territory 

and has to do with tax planning. Many retirees have most 

of their assets in tax- deferred accounts. As time goes 

on, they liquidate these accounts either voluntarily or 

involuntarily through Required Minimum Distributions. 

Previously tax-deferred money means that anything 

withdrawn is taxed as ordinary income. There may be 

some other types of accounts out there with different tax 

treatment, but why bother? Take your withdrawals and 

move on seems to be the attitude behind this assumption.

 

CHAPTER 2

The Balanced Portfolio

The balanced (60/40) portfolio was the result of research 

done in the mid-20th century under the concept of 

Modern Portfolio Theory. Harry Markowitz, creator of this 

theory, found that stocks and bonds each had different 

relationships with risk and return. Stocks displayed higher 

risk, higher return. Bonds showed lower risk and lower 

return. This theory would then be applied to an individual’s 

tolerance for risk. A higher tolerance meant a portfolio 

that had more in stocks and vice versa. As this theory was 

adopted, advisors would match their clients with the most 

efficient balance of stocks and bonds based on their client’s 

tolerance for risk. As investors age, they’re generally less 

tolerant of volatility in their portfolios, preferring lower 

levels or risk and return as they age. The application of 

these principles are so embedded in the financial world 

that for many investors, it’s already being done for them 

– whether they know it or not.
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The Balanced Portfolio Right Under Your Nose

The Target-Date Fund*
Retirement plans these days are filled with TDFs or Target-

Date-Funds. They are mutual funds that are tied to your 

anticipated retirement date. You’ve probably seen on your 

account statement something like “RetirementRoadmap 

2050 Fund” or “lifecycle” fund.

History
Target Date Funds were introduced in the 1990’s as more 

companies adopted the 401K in lieu of pensions. With this 

change, employees would bear the responsibility and risk 

in the investment selections they made. Some were fit 

for this task, others were not. Advisors and plan sponsors 

realized they needed an investment alternative that would 

alleviate the burden of such a weighty decision.

Thus, target date funds are an easy option for you, 

your employer, and the advisors associated with your 

company plan.

How old are you? When would you like to retire?

Pick the closest date and off you go!

Under the Hood
TDFs are technically Fund-of-Funds, a single mutual fund 

that often holds 5-6 other funds of the issuing company. 

Let’s look at our hypothetical RetirementRoadmap 2050 
fund as an example:

Allocation of underlying fundst

 Total Stock Market Index 55.1  %

 Total intl Stock Idx Fund 35.4

 Total Bond Mkt II Inx Fund 6.9

+Fund holdings are subject to change.

 Total Intl Bond Idx Fund 2.4

 Total Intl Bnd II 0.2

*Investments in target-date funds are subject to the risks of their underlying 
holdings. The year in the fund name refers to the approximate year (the target 
date) when an investor in the fund would retire and leave the workforce. The 
fund will gradually shift its emphasis from more aggressive investments to more 
conservative investments based on its respective target date. The performance of 
an investment in a target-date fund is not guaranteed at any time, ncluding on or 
after the target date.
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An investor with 30-35 years until retirement would 

typically select this fund. Today, it has roughly 90/10 

stock to bond exposure and carries the level of risk often 

recommended for individuals with that time horizon. But 

this allocation doesn’t remain the same. It actually shifts 

to a “less risky” allocation as time goes on using a concept 

called the glidepath.

Glidepath
Here’s how this concept works in motion. The percentages 

in each fund for our 2050 investor changes over time. 

These Target Date Funds are designed to increase their 

percentages of bond holdings to “reduce risk” as an 

investor gets closer to retirement. The illustration below 

shows how stock exposure (green shades) decreases 

while bond exposure (yellow and blue shading) increases 

as investors get to and through retirement.

20 15 10 5 Retirement

Years until retirement

Tartet Date*

-5

 U.S. stocks 28.80%

 International stocks 18.50%

 U.S. nominal bonds 30.94%

 International nominal bonds 12.46%

 Short-term TIPS 9.29%

Institutional Target Retirement 2020 Fund

Using our 2050 investor, let’s say they’re now ready to 

retire. Yay! They have faithfully invested in their Target 

Date Fund and their glidepath has officially “landed.” 

The image above outlines the holdings of a hypothetical 

RetirementRoadmap 2020 Fund. We use this fund to 

simulate the type of fund that a retiree would hold today. 

We can see that the TDF now holds roughly 50% in bonds 

and 50% in stocks. With a little more “de-risking,” they 

should be able to enjoy a long happy retirement, right?

Key Takeaways:
 y TDFs were designed to take the investment 

burden off employees.

 y In exchange, investors hold more bonds for longer 

in an effort to reduce risk.

 y But with lower interest and diminishing stability is 

risk actually being reduced?

Growing Problem #1

De-Risking Too Soon?
Let’s consider the impact of the glidepath for those in the 

middle of their career. For an individual that is 10-15 years 

away from retirement, their Target Date Fund is gradually 

preparing to “land” by increasing bond exposure. Right 

when an individual’s earning capacity is peaking and 
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retirement contributions are at their highest levels, more 

bonds are being added to the portfolio. Additionally, most 

Target Date Funds are based on an age 65 retirement 

date. How many workers are retiring at this age? Your 

TDF probably isn’t thinking ahead for you and adjusting 

accordingly.

Bonds: Seesaw or Tandem Swing?
Historically, investors have held bonds to serve as a 

seesaw to stocks. When stocks fall, demand for bonds 

increase, causing their prices to go up. The interplay 

between both has given them this negative correlation. 

When stocks are rising, bonds should be falling and 

vice versa. However, there is reason to suspect that this 

relationship is changing. This chart shows the diminishing 

role that bonds are playing as “portfolio insurance.” With 

each crisis over the last two decades, bonds are providing 

less safety than before.
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Source: Refinitiv Datastream, J.P. Morgan Asset Management

Lower Paycheck
The other benefit of bonds is the interest that they 

pay. Bond mutual funds collect interest and pay this to 

their investors on a periodic basis, often serving as a 

supplement to retirement income.

 

However, with interest rates at all-time lows, can retirees 

count on that income to pay bills? And if that interest 

isn’t enough, do they sell their bonds to make up the 

difference? That, too, presents a problem. In rising 

interest rate periods like the present, current bond prices 

go down. Liquidating bonds in this period would be like 

adding gasoline to a fire.
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To summarize, bonds aren’t necessarily behaving like 

the safe haven they used to represent in past decades. 

With today’s low interest rates, these investments yield 

dramatically less than the inflation rate. As interest rates 

rise, existing bonds will fall in value because you can get 

higher interest rates elsewhere. So retirees with bond-

heavy portfolios following these old rules may not find 

the ride a smooth one.

Your other options for fixed income are equally slim. 

Money market funds, certificates of deposit (CDs) and 

savings accounts pay a minimal interest rate compared 

to inflation. So you’re essentially losing money monthly 

since most of your expenses likely continue to grow with 

inflation.

 

CHAPTER 3

Taking Income in Retirement

Retirees Biggest Fear and the 4% Rule

When we ask prospective clients what their greatest 

fear is with their money, their most common response 

is this:

“Running out of it.”
This innate fear is what has driven an abundance of 

research around safe withdrawal rates from retirement 

assets, all with the intent of answering the question, 

“how much income can I take without running out of 

money?” William Bengen, was one of the first to research 

and publish his findings under his own concept called 

SafeMax. It is now well known as the 4% rule.
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How it Works
First, add up all of your investments, and withdraw 

4% of that total during your first year of retirement. In 

subsequent years, adjust the dollar amount you withdraw 

to account for inflation. By following this formula, you 

should have a very high probability of not outliving your 

money during a 30-year retirement, according to the rule.

For example, let's say your portfolio at retirement totals 

let's say your portfolio at retirement totals $1 million. You 

would withdraw $40,000 in your first year of retirement. 

If the cost of living rises 2% that year, you would give 

yourself a 2% raise the following year, withdrawing 

$40,800, and so on for the next 30 years.

1
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Spend 4%  of your portfolio initially and then 
increase that amount annually by inflation

Source: Schwab Center for Financial Research.

Assumptions Behind the 4% Rule

Portfolio Composition: The balanced portfolio strikes 

again! The allocation used to test this theory is portfolio 

consisting of 50% stocks and 50% bonds.

Time Horizon: It assumes a 30-year time horizon. 

Depending on your age, 30 years may not be needed or 

likely. According to Social Security Administration (SSA) 

estimates, the average remaining life expectancy of 

people turning 65 today is less than 30 years. 

Confidence Level: Many portfolio tests use Monte Carlo 

simulation. This is a fancy way to provide probabilities 

of outcomes using random variables. The result of the 

4% rule is using the factors of the simulation that can be 

manipulated (portfolio composition and withdrawal rate) 

so that the ending portfolio balance is positive nearly 
100% of the time.

Taxes and Investment fees: These are not accounted for 

in the testing of these simulations. 

 

Growing Problem #2

The 4% Withdrawal Works.. Too Well
There are several issues that appear when looking closely 

at this test. 
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First, Retirees should plan for a long retirement. The risk of 

running out of money is an important risk to manage. But, 

if you’re already retired or older than 65, your planning 

time horizon may not need to be as long as conventionally 

suggested. 

Secondly, we’ve noted the issues of the balanced 

portfolio. When the 4% rule was tested, it used historical 

returns for stocks and bonds. There’s reason to believe 

that return assumptions from the last century may not be 

as applicable today. 

Lastly, when this rule was tested in a multitude of scenarios, 

something shocking was found. William Bengen, one of 

the first to statistically explain his own 4.5% rule which 

he calls SafeMax found that retirees will still have at 

least their initial portfolio value 96% of the time! Do you 

catch that? The principal, starting portfolio value of the 

portfolio, was roughly the same amount nearly every time 

this simulation was tested. This means that retirees aren’t 

enjoying their hard-earned savings nearly to the level that 

they should.

 

 

 

CHAPTER 4

Tax Planning Throughout 
Retirement

Retirees today have most of their assets in tax- deferred 

accounts. Once these accounts are withdrawn they’re 

taxed as ordinary income. If retirees have money in Roth 

accounts, these are all tax free. Finally, any money in non-

qualified accounts such as stocks will receive capital gain 

treatment – either short or long term gains depending on 

how long they were held. Three main buckets, three main 

tax treatments. And the general advice on how to spend 

them? Taxable money first, tax-deferred and

then tax-free money.
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Growing Problem #3
Once the income is turned on for clients, tax planning 

tends to take a backseat. What if assets were strategically 

re-positioned before other income sources arrived? What 

sort of tax liability will heirs have in receiving assets? 

How does my investment allocation affect my tax liability 

today? Frankly, these sorts of questions are unaddressed 

among retirees and their advisors.

The 60/40 Rebalance Ratchet
Here’s an example. Ever wondered how most advisors 

actually manage investments? It’s typically starts with a 

conversation around risk tolerance using the principles 

discussed previously. Once the risk tolerance is identified, 

an investor is given a pre-mixed portfolio of stocks and 

bonds. With the portfolio in place, the advisors job is to 

rebalance the portfolio periodically whenever it comes 

out of alignment of its original weighting. The practice of 

rebalancing is a good one. It involves selling assets that 

have appreciated and buying those that have declined 

and is a direct practice of the old adage “buying low and 

selling high.” What could go wrong?

Say an investor has saved a significant amount for 

retirement that well exceeds their own needs. They’re 

taking income from their accounts as required and 

occasionally using money in cash savings for bigger 

trips and house projects as they come up. They’re doing 

what we see most retirees doing – investing with a 60/40 

portfolio and taking minimal income from their assets 

all with a preservation mindset. A bull market begins to 

gain strength causing their 60/40 portfolio to tilt. Their 

advisor, standing guard, faithfully performs the annual 

rebalance. Expecting high praise for the growth of their 

client’s money, the advisor is met with angst with and 

frustration. Why?

While the clients made money in the bull market they 

gave a good chunk of it back in taxes. They had plenty 

of assets to meet their income needs for the rest of their 

lives. Instead of seeing the blessing of their wealth grow, 

they only grew more fearful as they wrote a big check to 

pay their tax liability. 

When these three problems collide we see situations where 

retirees are left with portfolios too conservative, income 

that is inconsistent and insufficient to meet lifestyle needs, 

and little proactive thought around tax liability.

 

 

 



SECTION 2

CHANGING 
PERSPECTIVE
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The Paradigm Shift 

When retirees make the transition into retirement, we 

believe they must focus on income planning above 

all else, ahead of stock/bond allocation and portfolio values. 

This is hard to do. We’ve been trained for years to look at 

account values in our retirement portfolios equating to 

some number that we’ll have saved for retirement. 

What was the performance of my investments last quarter? 

How big (or small) are my retirement savings now? 

Those are questions that will continue to be asked, but 

they’re not the priority. Those focuses need to take a back 

seat to proper income planning. 

Know your Small Number
Most retirees think about retirement as needing a certain 

number of millions saved up for retirement. While this 

may be helpful motivation in the pre-retirement saving 

years, it serves little purpose when it comes to retirement 

income planning. When determining your small number, 

you need to look at your total spending over the last 

couple of years. We don’t want the number that keeps 

the lights on. We’re asking for the figure that is being 

spent as you head into retirement while you have a lot of 

income confidence. It is our job to then meet that need 

and continue this income confidence in and through your 

retirement years.
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Bottom Line
Once the income need is met with an understandable 

strategy for consistent, reliable income, a whole world of 

opportunity opens up. One with greater tax efficiency, 

wealth accumulation potential, and overall retirement 

enjoyment.

Let’s see how this plays out in our next section. 
CHAPTER 5

Section 3 The 4 
Buckets Principle

Retirees often think about their assets as one big nest 

egg, leading to psychological biases and frameworks 

that create inefficiencies in a retirement income plan. By 

dividing out assets into definable buckets with specific 

objectives, retirees can have more clarity about how they 

generate income and make smarter investment decisions.

 

 

Bucket 1 Emergency Reserves
We are all familiar with the concept of emergency funds. 

For retirees this is particularly important as they actively 

take income from their portfolios. These assets being 

market-based are subject to fluctuation and having 
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multiple income options helps to have flexibility both for 

meeting income needs and tax minimization.

Bucket 2 Pensions & Social Security
Social security remains one of the primary sources of 

guaranteed income for retirees. Additionally, some retirees 

still have access to company pensions. This bucket plays 

an important role in a retiree’s income confidence.

Bucket 3 Stable Income
As discussed earlier, the majority of investors shift large 

portions of their retirement assets into bonds. Fixed 

income investments as well as real estate both directly 

owned and through trusts can reside in this bucket.

Bucket 4 Growth & Legacy
Retirees still need to have an allocation towards growth 

assets like equities. This supplements income, keeps 

up with rising inflation and has unique wealth and tax 

advantages. Levels of allocation in this bucket depend on 

how effectively the income need is being met by other 

sources.

Letting Income Drive Investment and Tax 
Decisions
For retirees across the wealth spectrum, one of they’re 

favorite sources of income is social security. Why? 

Because of the guaranteed elements embedded in it. 

Why shouldn’t similar guarantees be built into a retirees 

income strategy? Again, the point of a retirees savings is 

to meet the income need as effectively as possible. That 

means marrying efficient financial decisions with the 

psychological impact volatile account balances. Let’s see 

how this plays out in our case study.
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Case Study

How We Helped a Couple Plan for Retirement Using 

Our 4 Buckets Principle.

Many of our clients come to us with concerns about running 

out of money in retirement. The concern is so prevalent that 

56% of Americans cite retirement income sustainability as 

one of their top fears. At Lohr & Company, we strive to 

provide solutions to this universal concern and ease our 

clients’ minds as they enter their golden years. That’s why 

we’ve developed the 4 Buckets Principle. Below is a case 

study outlining how it works and what it can do for your 

retirement security.
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The Client
We’ll call this couple the Boomers. They had a profile 

typical of corporate America. The husband was a longtime 

employee of a Fortune 500 company and spent nearly 

four decades working in a management capacity. The 

wife worked at a local boutique which provided a modest 

income supplement. The Boomers were in their early 60s 

and had one adult daughter in her 30s. They owned their 

home outright and had no debt whatsoever.

The Goal
The Boomers came to us with questions about healthcare 

costs and coverage, how and when to claim Social Security, 

and how to ensure they would have a sustainable income 

stream throughout retirement. They wanted to retire at 

full retirement age without having to worry about running 

out of money.

They also wanted to review their estate plan, as their 

daughter was listed as the sole beneficiary of their assets 

and the Boomers were concerned about how she would 

manage this after they passed.

The Process
Since the Boomers’ main concern was how they would 

maintain a steady income stream in retirement, we started 

their plan with our 4 Buckets Factfinder.

 

Through this process, we found that the Boomers had 

$1,225,000 in investable assets, $100,000 in cash, 

$725,000 in the husband’s 401(k), $300,000 in the wife’s 

IRA and $100,000 in a jointly owned investment account. 

The 401(k) funds were invested in a current-year target-

date fund with a 56%/23%/21% allocation to stocks, bonds, 

and cash, a typical allocation among pre-retirees. The IRA 

was being managed with a balanced allocation of 60/40 

weightings to stocks and bonds. Finally, the investment 

account held about 30% in large, dividend-paying stocks 

but the remainder had been moved to cash because of 

recession fears. This is very common retiree profile – high 
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allocations to cash, worries about market movements, and 

taking less income from portfolios than needed to meet 

monthly income requirements. It signals a preservation 

bias that is hard to overcome unless retirement income 

can be viewed in a different way.

Current Allocation

Stocks Bonds Cash

After determining the Boomers’ current investment 

allocation and monthly income need we walked them 

through our 4 Buckets framework to help them visualize 

their income strategy for retirement. Rather than thinking 

about retirement savings as one large nest egg, we 

encourage our clients to think of their income in predefined 

buckets. In doing so, it helps reduce psychological biases 

and inefficiencies, promoting smarter investment 

decisions and a stronger retirement foundation.

We helped the Boomers define their income buck- ets, 

placing $84,000 in the Emergency Reserves bucket, 

drawing $4,650 in the Social Security/ Pension income 

bucket, 4.50% annual withdrawals from their Stable 

Income bucket, and 4% annual withdrawals from their 

Lifestyle Enhancement & Legacy bucket.

The Outcome
After building out the 4 Bucket Income Strategy, we were 

able to:

 

1.  Consistently meet the monthly income need of the 
Boomers: They will receive $7,003 after taxes per month 

in retirement, meeting their $7,000 monthly need.
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2.  Provide guaranteed* income from their assets: The 

Boomers will be able to take guaranteed distributions 

from assets in Bucket 3. Over 80% of the Boomers 

monthly income is met from pension-like assets 

in Buckets 2 and 3 which means greater income 

confidence and peace of mind.

 *How is income guaranteed? Bucket 3 is comprised of 

assets in a variable annuity with a living benefit rider. 

Here’s what that means: we structure an underlying 

investment portfolio that is heavily geared towards 

growth, allowing for income and principal to increase. 

This portfolio is wrapped in an insurance contract 

called an annuity. The contract provides guaranteed 

income (living benefit) backed by the insurance 

company for as long as the owner or joint owners are 

alive. Beneficiaries receive the market value of the 

investment portfolio at death. Guarantees extend to 

the claims-paying ability of the issuer, and guarantees 

do not apply to the value of the subaccounts 

(investment portfolio) that will fluctuate with market 

conditions.

New Allocation

Stocks Bonds Cash

3.  Substantially increase growth potential in portfolios: 
Before this process, the Boomers showed many signs 

of risk aversion. By focusing on income buckets with 

clear expectations on how each would play a role in 

meeting the income need, we were able to significantly 

restructure the overall investment allocation of the 

Boomer’s assets. This enabled more holdings in 

equities (stocks and ETFs) to protect their income 

from rising inflation and potentially grow wealth for 

their later enjoyment and legacy goals.

4.  Set up a plan to convert tax-deferred assets to Roth 
assets: The Boomers are able to convert tax-deferred 

accounts (401(k)s, IRAs) into tax- free accounts (Roth 

IRAs). Over time this can mean keeping more money 
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in their pockets and provides heirs a tax-efficient 

means of receiving assts.

5. Continue investing throughout retirement: As 

cash (Bucket 1) exceeds their necessary $84,000 

emergency fund level, the Boomers can continuously 

reinvest the excess to generate more income and 

wealth throughout retirement.

 

CHAPTER 7

Are there Alternatives to Bonds?

Fortunately there are. One alternative is the annuity, 

which is an insurance product. Before we dive into 

details, let’s compare the basics of bonds with annuities.

Bonds are debt instruments. When you buy a bond, you 

essentially loan a certain amount of money (“principal”) to 

a debt issuer in exchange for a stated amount of interest. 

For example, you may buy a $10,000 bond that pays you 

3% interest per year for 20 years. This is referred to as 

“fixed income” because you know the amount you’ll get. 

You’ll get your money back unless the issuer “defaults”, 

which is very rare, so bonds have significantly less risk 

than stocks. But their risk is not zero, because if you need 

to sell, you may have to accept less than the face  value of 
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the bond if interest rates have risen. And that is happening 

now as the Federal Reserve has been recently increasing 

interest rates.

Annuities, on the other hand, are not debt. Instead, 

they are an insurance product that is designed to pay 

predictable income. You enter into an insurance contract 

with the company, then the company promises to pay you 

either a steady amount, or some type of assured amount 

starting on a specific date. When specified in the annuity 

contract, these products can pay “lifetime income” which 

means you will receive this every month as long as you 

live, no matter what happens in the stock market or with 

interest rates. Annuity types and contracts vary so it 

might simply guarantee you a minimum, or you may get 

a specific amount.

Build up Your Recession Defense with 
Guaranteed Income
This guaranteed income aspect of annuities can help 

you reduce the uncertainty in your retirement life. We 

find these especially helpful now since bonds have more 

risk and lower yields. At our firm, we have created our 

4 Buckets framework to help clients create guaranteed 

income with annuities as an alternative to the traditional 

60/40 bond allocation.

 

Typically, clients view all that they’ve saved as a single 

bucket for income and investment allocation purposes. 

Instead, we focus on the client’s income need first. 

This income need is the money required each year for 

the remainder of their lives, whether in the throes of a 

recession or at the heights of a bull market. It’s the amount 

you need to pay your basic monthly bills so you won’t feel 

financial uncertainty. We feel strongly that your income 

in retirement should not fluctuate with the movements of 

the market. Instead, we focus on meeting income needs 

with consistent, pension-like buckets. Then, growth or 

income from your other assets can supplement this base.

amount.

How We Use Annuities to Help Reduce Uncertainty 
in Retirement
We understand that the mere suggestion of annuities 

can ruffle some feathers, and there are strong opinions 

of annuities on either side of the argument. Annuities 

suffered from a bad public image in the past, primarily 

due to deceptive sales practices. Still, annuities were 

developed by the insurance industry with a goal to meet 

a very specific need: providing a consistent income that 

you can count on in retirement. Previous generations 

received annuities from their companies in the form of 

pensions as a retirement benefit. Even social security has 

annuity-like components to its structure.
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Risk Reduction vs. Risk Transfer
As we’ve noted, retirees allocate into bonds to “reduce 

the risk” in their portfolios. Bonds pay predictable interest 

and have a low chance of default. But bonds are still prone 

to significant price swings that can be disconcerting at 

the least and destructive at worst for a retiree taking 

income. Against the backdrop of increasing government 

debt, interest rate manipulation is one of the primary tools 

used by the federal reserve to stabilize the economy. This 

may keep recessions from becoming depressions, but it 

also increases the volatility on bond holdings (see Bonds: 

Seesaw or Tandem Swing).

Instead entering into a contractual agreement with an 

outside company for guaranteed income provides the 

opportunity to transfer risk. We see this as a significant 

improvement to income reliability and is a key step in 

opening up other efficiencies around the income strategy. 

The Cost
The biggest knock against annuities is their cost – they 

aren’t your 0.05% index fund. Instead, these can often cost 

in the range of 3-4% a year. Yes, this is a high cost, and 

that’s why we use these financial products strategically. 

That cost will only impact those assets we use to generate 

this portion of your retirement income.

The remainder of your savings can and should stay in 

higher growth, lower cost, lower turnover buckets.

Is the High Cost of Annuities Worth It? Everyone must 

answer this for their own situation, but here’s another 

way to look at it. Ask yourself why you own bonds in your 

portfolio? Lower volatility and interest income are some 

reasons that come to mind, but the real answer is usually 

so that you lose LESS money when markets go down. If 

you agree with this statement, then you would likely also 

agree that by owning more bonds in your portfolio you are 

making a decision for lower profit potential on your money.

This is an opportunity cost. While this is invisible, it is still 

a very real cost. It’s just not one that investors think about 

a lot. If we were to compare two portfolios – one with 

100% stock exposure and our 60/40 traditional portfolio 

over the last 10 years we would see this cost in black and 

white. The opportunity cost of holding bonds actually 

would have exceeded the direct cost of owning an annuity.

Can More Consistent Income Make You Feel 
Young Again?
As the saying goes, it’s not a matter if we’ll have another 

recession, it’s when. For young savvy investors, recessions 

represent an opportunity to buy investments at bargain 

prices. Why can’t that be the case for older investors 
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as well? It is possible, it just requires an openness to 

change and a different way of viewing retirement. If you 

have predictable income coming in, it is far easier to be 

a disciplined investor who is able to stay in the market 

long-term….and continue to seize opportunities to scoop 

up bargains.

Caveat Emptor
Of course, the key is to determine if annuities are right 

for you. Then, you need to buy annuities very carefully. 

They are not like buying a stock. They are a significant 

and long-term purchase, more like a house. You should 

investigate every feature you’re paying for and make sure 

you know exactly what you are buying. You can’t easily 

back out of the purchase, so it will cost you if you change 

your mind.

That’s why we recommend buying from an independent 

firm, not an insurance company. You need a financial 

advisor who can sit with you and evaluate pricing and 

options from many companies, not just pitch you based 

on their company’s offerings. So it’s wise to look for 

financial advisors with no ties to insurance companies.

 

CHAPTER 8

Tax Efficiency in Retirement

We’ve briefly discussed how to create tax efficiency 

in some of the elements above,

but let’s address it more directly here.

Create More Tax-Free Assets
Most retirees have their assets in tax-deferred buckets 

because of a major shift in retirement saving that took 

place across the retiring generations. As companies 

shifted away from providing company pensions, many 

adopted the 401(k) as an alternative. This allowed 

employees to defer income into these plans and typically 

receive a matching contribution for their employer. These 

type of accounts became the bulk of a retirees savings 

for retirement and most, if not all, hadn’t yet been taxed.
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Why is the Roth IRA so Popular?
Roth IRA retirement accounts are immensely popular. 

There’s a reason for that. Traditional IRA accounts offer 

you an upfront tax deduction on your contribution. Then, 

the balance grows tax- deferred. Once you reach age 59 

1/2, you’ll be able to withdraw from the account, but you 

will pay ordinary income tax on everything you take out.

Roth IRAs are different. You contribute after-tax dollars, 

so you forgo the upfront tax deduction. In return, you 

get tax-free growth. Everything in the account can be 

withdrawn tax-free in retirement, as long as you follow 

the rules.

Along with these benefits, a Roth IRA has no required 

minimum distributions (referred to as “RMDs”). Instead, 

RMDs are only required after the death of the Roth IRA 

owner.

Because of their unique advantages, Roth IRA 

contributions are limitediIf you have a high income (or 

are married and filing separately), you may not be able 

to contribute to a Roth IRA at all because contributions 

are phased out for high earners. In these instances, we 

look to employer-sponsored retirement plans as potential 

means for Roth-designated retirement savings.

 

What if You are Not Eligible for a Roth IRA 
Contribution?
Fortunately, even if you earn too much to contribute, there 

are other ways to create a Roth IRA. One is by converting 

to a Roth IRA.

That means taking your traditional IRA and, at a later time, 

following a process to convert it to a Roth. Once you do 

that, you’ll get your account growing tax-free.

There is a catch, however. A traditional IRA is pre- tax, 

so you get a tax deduction when you contribute. If you 

later decide to do a full conversion of one of these pre-

tax IRAs into a Roth, you must pay tax on the current 

value of the account.

No Income Limits on Roth Conversions
One key aspect is that there are no income limits on Roth 

conversions. Anyone can convert a traditional IRA to a 

Roth.

Now, just because you can convert to a Roth doesn’t mean 

it is always in your best interest. If not planned carefully, 

you may convert a traditional IRA when it isn’t favorable 

to do so. A careful analysis of your retirement plan needs 

to be done to ensure it is the best course of action. 
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“Filling up the bracket” Roth IRA Conversion Strategy

22%12% 24% 32% 35% 37%10%
Before
Conversion

After
Conversion

Roth Conversion Income

22%12% 24% 32% 35% 37%10%

 

In bonds and cash then they had before retirement. 

If instead retirees are able to see their income needs 

being met by their assets, there is often an opportunity 

to allocate more towards equities, real estate and other 

growth-oriented assets. Why does this matter? Because 

these assets are passed to heirs and receive a step up 

in basis at death. Unrealized gain within these assets is 

sheltered from tax to those receiving them.

 

The Cost-Basis Step-up
The step-up in basis provision adjusts the value, or “cost 

basis,” of an inherited asset (stocks, bonds, real estate, 

etc.) when it is passed on, after death. This often reduces 

the capital gains tax owed by the recipient. The cost basis 

receives a “step-up” to its fair market value, or the price 

at which the good would be sold or purchased in a fair 

market. This eliminates the capital gain that occurred 

between the original purchase of the asset and the heir’s 

acquisition, reducing the heir’s tax liability.

It is common for retirees to have assets that they will pass 

on to heirs. What is uncommon is for them to do this tax-

efficiently.

Part of this goes back to how a retiree allocates 

their investments in retirement. Many take on a very 

conservative stance, holdings more of their money

 

Dealing with Long Term Care Expenses
In recent years, non-traditional long-term care policies 

that blend together some long-term care insurance 

and life insurance have become popular. Often, the first 

inclination of the insured here is to tap the policy to pay 

for long-term care costs, but that’s often a tax mistake.

Let’s look at Mary, a widowed woman who qualifies for 

long-term care benefits and lives at home with in-home 

care. Her yearly care costs are $70,000. Mary’s Social 

Security benefit is $25,000 annually, which covers her basic 

expenses, but not long-term care. She also has $450,000 

in an IRA, and a life insurance policy with a long-term care 

rider that will pay $500,000 to Mary’s children upon her 

death. Alternatively, Mary could use up to $10,000 per 

month for long-term care costs. Any amounts used for 

long-term care will reduce the life insurance death benefit.
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Scenario 1: Mary uses LTC policy to pay for five years 

of care

First, suppose Mary is infirmed for five years and uses 

her policy to pay for long-term care expenses. That 

why she bought it, right?

Here, Mary pays little to no income tax during this 

period because she’ll have such large unreimbursed 

medical expense deductions. The $500,000 policy 

pays out $300,000 – $60,000 per year for five years.

 

That means her kids will inherit tax-free life insurance 

of $200,000, the remainder of the $500,000 policy 

value. In addition, her children will receive the 

$400,000 in her IRA, which will be taxable to them.

Scenario 2: Mary Uses IRA to pay for care

Now, let’s suppose Mary lives for the same five years, 

but uses her IRA money to pay for the long-term care 

expenses instead. Florence still pays minimal income 

tax per year because of her high medical expense 

deduction.

And now, the kids will inherit the $500,000 of life insurance 

completely tax-free, as well as roughly a $100,000 of 

remaining IRA money which will be taxable.

Comparison of Care Costs
Comparing the scenarios, the ultimate net benefit is 

unknown because it depends on her children’s tax rates.

But it’s hard to imagine a scenario where paying for her 

care with $300,000 of taxable money, with minimal cost 

to Mary, is not a better option than paying for her care 

with $300,000 of tax-free money.

In the second scenario, we’re preserving the tax- free 

money for the heirs and paying for the long- term care 

with Florence’s taxable IRA money.



SECTION 4 

GET  
STARTED NOW
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G e t  S t a r t e d  N o w

We’ve seen how we got here. Good advice became 

conventional advice. Once that happened, it became 

popular opinion. But, we’ve shown how these common 

practices have led to unaddressed problems. These problems 

have led to retirees with low income confidence, stagnant 

wealth growth and little consideration for tax efficiency.

Now that you’re aware of the problem and have seen the 

solution play out, what are you going to do about it? Are 

you ready to see how your retirement could be enjoyed 

more abundantly in a smarter, less- stressful way.






