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Intfroduction

For decades, we've been taught that saving is good and spending is

bad. Every paycheck, we're contributing to a 401(k), an IRA, a brokerage
account, or some combination of those vehicles. We celebrate account
balances growing.

Then retirement arrives and suddenly we're expected to do the exact
opposite.

Instead of watching balances increase, we begin drawing money out.

Even people with substantial retirement savings often experience
anxiety when they begin making withdrawals.

The question becomes:

"How much can | safely spend?"

"What happens if the market drops?"

"What if inflation remains high?"

"What if | live longer than expected?"

These are all legitimate concerns.

The reality is that retirement isn't just an investment challenge.
It's an income challenge.

The goal is no longer maximizing returns.

The goal becomes creating sustainable income that supports your
lifestyle while preserving your financial independence.



When retirees think about withdrawals, what factors
should they be considering?

First is longevity.

Many retirees underestimate how long retirement may last. If a couple
retires at age 65, there's a very good chance that at least one spouse
could live into their 90s. That's potentially a 30-year retirement.

Second is inflation.

Even modest inflation can dramatically increase living expenses over
time. An expense that's $50,000 today could easily require $80,000 or
more twenty years from now.

Third is taxes.

Many retirees don't realize that where they take money from can
significantly impact how much tax they pay.

Fourth is market volatility.

The sequence of returns during retirement can have a major impact on
portfolio longevity. A severe bear market during the first few years of
retirement can be much more damaging than a similar decline later.

Finally, healthcare costs must be considered.

Many retirees underestimate how much they'll spend on healthcare
throughout retirement.

All of these factors work together.

That's why retirement income planning is much more complicated than
simply withdrawing money from an account.



Bucket Withdrawal Strategies

Let's start with the Bucket Strategy. Why has this become such a
popular approach for retirees?

One reason is because it's intuitive.
People understand the concept immediately.

The Bucket Strategy divides retirement assets into separate categories
based on when you'll need the money.

Think of it as creating different pools of money for different purposes.
Typically, there are three buckets.

A short-term bucket.

An intermediate bucket.

And a long-term bucket.

Each one serves a different purpose.

That first bucket is the short-term bucket.

The short-term bucket is designed to fund immediate spending needs.
Typically one to three years of anticipated expenses.

This money is generally invested conservatively.

Examples might include cash, money market funds, CDs, Treasury bills,
or short-term bonds.

The goal is not growth.

The goal is stability.



With our active management style of investing, we may invest this
money into our conservative or moderate strategy.

The intermediate bucket is designed for expenses several years
away......Usually three to seven years.

Some advisors stretch it out to ten years.

Because the money won't be needed immediately, it can tolerate a
little more market fluctuation.

This bucket may contain balanced portfolios, intermediate bonds,
dividend-paying investments, or conservative stock allocations.

With our active management style of investing, we may invest this
money into our moderate or strategy maybe even our dividend strategy

The long term bucket is where long-term growth occurs.
This money may not be needed for ten years or longer.

Because the time horizon is longer, retirees can potentially accept more
investment risk in exchange for higher growth opportunities.

Historically, equities have been one of the best ways to combat
inflation over long periods.

The long-term bucket helps maintain purchasing power throughout
retirement.

With our active management style of investing, we may invest this
money into our growth or possibly even our aggressive plus strategy

What makes this strategy attractive during volatile markets?
The psychological benefit is enormous.

Let's say the stock market drops 20%.



If you've already set aside several years of spending needs in your
short-term bucket, you may not need to sell stocks at depressed prices.

Instead, you continue drawing income from your short-term reserves
while allowing growth assets time to recover.

This can help retirees avoid making emotional decisions during bear
markets.

One of the biggest threats to retirement success isn't market declines
themselves.

It's how investors react to those declines.

Having a structured withdrawal strategy can reduce panic and improve
decision-making.

Are there any disadvantages to this method of withdrawing?

Yes, this strategy requires maintenance.

Buckets don't automatically refill themselves.

You must periodically rebalance and replenish them.

Additionally, retirees still need a comprehensive financial plan.
The buckets don't replace planning.

They simply provide a framework for organizing retirement assets.

The biggest takeaway regarding the Bucket Strategy is that it's about
matching money to time horizons.

When retirees know where their next several years of income will come
from, they often feel more confident about staying invested for long-
term growth.



The 4% withdrawal Strategy

The 4% Rule has been around for decades and remains one of the most
widely recognized retirement income strategies.

The basic concept is fairly simple. During the first year of retirement,
you withdraw approximately 4% of your portfolio. Then, in each
subsequent year, you increase that withdrawal amount by inflation.

For example, if someone retires with a million-dollar portfolio, a 4%
withdrawal would generate $40,000 during the first year. If inflation is
3% the following year, the withdrawal would increase to approximately
$41,200.

The purpose is to create a predictable income stream while allowing
the remainder of the portfolio to continue growing.

This approach became so popular because people wanted a simple
answer to a complicated question.

Retirement planning can become very technical. The 4% Rule gave
retirees a starting point.

Historically, it was designed to help portfolios last roughly 30 years
under a variety of market conditions.

But it's important to understand that the 4% Rule is a guideline, not a
guarantee.

What are the limitations of this withdrawal strategy?
Life doesn't happen in a straight line.
Markets don't move in straight lines.

Inflation doesn't remain constant.



Your spending won't remain identical every year.

You might take a dream vacation one year.

You may need a new roof the next year.

Healthcare expenses could increase unexpectedly.

The challenge with the traditional 4% Rule is that it's somewhat rigid.
Real life tends to be much more flexible.

Sequence of Returns Risk factors into retirement withdrawals

Sequence of Returns Risk refers to the order in which investment
returns occur.

Let's imagine two retirees who average exactly the same return over
twenty years.

One experiences strong returns early in retirement and weaker returns
later.

The other experiences poor returns during the first few years and
stronger returns later.

Even though the average return is identical, the retiree who
experienced losses early may end up with significantly less money.

Why? Because withdrawals are occurring while the portfolio is
declining.

You're essentially selling assets at lower values while simultaneously
removing money from the account.

This can dramatically impact portfolio longevity.

There are several ways retirees protect themselves from that risk.



Several ways.

The Bucket Strategy we discussed earlier is one solution.
Maintaining adequate cash reserves is another.

Having diversified income sources helps.

Social Security can play a very important role.

Some retirees use dividend-paying investments.

Others use annuities for portions of their income needs.

The key is creating flexibility so you're not forced to sell investments
during unfavorable market conditions.

Proportional Withdrawal Strategy

Many retirees have assets spread across multiple account types.
Perhaps they have a brokerage account.

A traditional IRA.

A 401(k).

A Roth IRA.

Historically, many retirees withdraw from taxable accounts first, then
tax-deferred accounts, and finally Roth accounts.

While that may seem logical, it can create future tax problems.



Required Minimum Distributions.

Many retirees postpone withdrawals from traditional IRAs as long as
possible.

Then age 73 arrives and the IRS requires withdrawals.

Sometimes those required distributions become large enough to push
retirees into higher tax brackets.

It can also increase taxation of Social Security benefits and potentially
increase Medicare premiumes.

Proportional withdrawal planning helps because instead of draining one
account completely before moving to another, you take withdrawals
from multiple account types simultaneously.

The goal is to spread out taxable income more efficiently throughout
retirement.

This strategy often works hand-in-hand with tax planning.
Sometimes we'll evaluate partial Roth conversions.

Other times we'll intentionally withdraw money from traditional IRAs
during lower-income years.

Retirement planning isn't just about investments.
It's also about taxes.

Every dollar you legally avoid paying in taxes is another dollar that stays
in your retirement plan.

Retirement income planning and tax planning really go hand in hand.

Some retirees focus entirely on investment returns while overlooking
taxes.



But taxes can have a significant impact on how long retirement assets
last.

When it comes to retiring, the month in which you retire can indeed
have an impact on you from a financial perspective.

Her’s a few things to think about before retirement.

1. Let's say there’s a surgery you’ve been sort of putting off. This is
the time to schedule it and get it done, while you're still under
your group health insurance plan. You may have a deductible and
co-pay, but that’s a lot better than having to foot the entire bill,
that is, if you don’t go on Medicare immediately.

Maybe you need a hip or knee replacement. Before you retire is
the time to get it. Now, certainly you could wait until you get
Medicare. But if you've already got it paid for, oftentimes group
health insurance can be the equivalent, if not better, than
Medicare. And so, as a result, it would be wise of you to consider
getting that procedure done while you still have the Group Health
Insurance.

2. Another thing to consider is going on to Medicare, part A and part
B. What happens if, let's say, you're not quite 65. You have to
keep in mind that you can’t continue on your employer provided
group health insurance, you can keep your insurance on
something called COBRA, which is going to last 18 months.

So in this case, if you decide you’re going to go ahead and retire,
say in June, then you're going to end up having another 18
months worth of COBRA that's going to get you through to age 65,
so then you can get off from the group health insurance and go on



to Medicare. The only downside to that is we all know that
COBRA is not cheap. We know that it's our portion of the
premium plus what the employer was paying, so always do your
research, always know the numbers before you plan to make that
retirement a date solid.

. It could also be said the same thing is true for ESOPs, that is short
for Employee’s Stock Option Plan. Oftentimes employers are
going to make ESOP or employer stock option deposit one time
each year. So, in many respects, you want to know exactly when
the employer makes that deposit and you want to be able to work
long enough to get that year’s deposit.

. You may even be one of those individuals that you've got that
milestone you're trying to get to. Maybe you’ve worked for your
company for 39 years, but you just simply want the satisfaction of
saying that you worked for 40 years for the same employer.

. If you have a pension, that's another big one. If you are a part of
the 20% of Americans that have a pension, number one, consider
yourself to be fortunate. Most employers, save for government
employees, no longer offer defined benefit retirement plans, like
pensions. Instead, they are offering defined contribution plans
like 401-K’s.

But, if you do have a real pension, do a little research into how it
works. Handled correctly, it could fatten your monthly retirement
check for the rest of your life. Some pensions offer their retirees
either a monthly income, as you’d expect, or a lump sum payment



in one single check. Not all the time, but sometimes it’'s more
advantageous to take the lump sum, and roll it over, tax-free, into
your own IRA. We've counseled many retirees who had this
option, and I've seen it go both ways. Sometimes they were
better off taking the monthly income from the pension and
sometimes they were better off taking the lump sum.

Retiring right takes a lot of thought, a lot of planning, and for the
really serious about getting it right, some sound counseling.

Retirement isn’t just about the financial product you’re going to
buy that will provide you the income you need after you stop
working. Yet many so-called financial advisors talk about
products exclusively. No, retirement is about what to do with the
rest of your life. It’s about being happy.

The Guardrails Withdrawal Strategy

The Guardrails Strategy is designed to create flexibility.

Unlike the traditional 4% Rule, which follows a more fixed structure,
the Guardrails Strategy adjusts spending based on market performance.

Retirees establish upper and lower withdrawal boundaries—what we
call guardrails.

If portfolio values decline and withdrawal percentages become too
high, spending is temporarily reduced.

If portfolio values increase and withdrawal percentages become lower
than expected, spending may be increased.



So instead of ignoring market conditions, you respond to them.
The strategy recognizes that retirement isn't static.

Markets change.

Inflation changes.

Life changes.

Rather than forcing the same withdrawal amount every year, you're
adapting as conditions evolve.

Who tends to benefit most from this approach?
Retirees who have some flexibility in their spending.

For example, most retirees have essential expenses and discretionary
expenses.

Essential expenses include housing, utilities, food, insurance, and
healthcare.

Discretionary expenses include travel, entertainment, gifts, and
hobbies.

During difficult market periods, discretionary spending can be adjusted.

During strong market periods, retirees may feel comfortable spending
more.

Summary

Retirement income planning deserves just as much attention as
retirement accumulation planning.



Many people spend decades building retirement assets but very little
time developing a withdrawal strategy.

Without a plan, retirees may withdraw too much, withdraw from the
wrong accounts, pay unnecessary taxes, or expose themselves to
unnecessary risks.

The good news is there are solutions.

Whether it's the Bucket Strategy, the 4% Rule, Proportional
Withdrawals, Guardrails, or a combination of approaches, a thoughtful
retirement income strategy can help create confidence and peace of
mind.

Retirement should be about not worrying every day about money, but

having a plan that allows you to enjoy the life you've worked so hard to
build.
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