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During your working years, you've probably set
aside funds in retirement accounts such as
IRAs, 401(k)s, and other workplace savings
plans, as well as in taxable accounts. Your
challenge during retirement is to convert those
savings into an ongoing income stream that will
provide adequate income throughout your
retirement years.

Your retirement lifestyle will depend not only on
your assets and investment choices, but also
on how quickly you draw down your retirement
portfolio. The annual percentage that you take
out of your portfolio, whether from returns or the
principal itself, is known as your withdrawal
rate. Figuring out an appropriate initial
withdrawal rate is a key issue in retirement
planning and presents many challenges.

Why is your withdrawal rate important?
Take out too much too soon, and you might run
out of money in your later years. Take out too
little, and you might not enjoy your retirement
years as much as you could. Your withdrawal
rate is especially important in the early years of
your retirement, as it will have a lasting impact
on how long your savings will last.

Conventional wisdom
So, what withdrawal rate should you expect
from your retirement savings? One widely used
rule of thumb states that your portfolio should
last for your lifetime if you initially withdraw 4%
of your balance (based on an asset mix of 50%
stocks and 50% intermediate-term Treasury
notes), and then continue drawing the same
dollar amount each year, adjusted for inflation.
However, this rule of thumb has been under
increasing scrutiny.

Some experts contend that a higher withdrawal
rate (closer to 5%) may be possible in the early,
active retirement years if later withdrawals grow
more slowly than inflation. Others contend that
portfolios can last longer by adding asset
classes and freezing the withdrawal amount
during years of poor performance. By doing so,
they argue, "safe" initial withdrawal rates above
5% might be possible. (Sources: William P.
Bengen, "Determining Withdrawal Rates Using
Historical Data," Journal of Financial Planning,

October 1994; Jonathan Guyton, "Decision
Rules and Portfolio Management for Retirees:
Is the 'Safe' Initial Withdrawal Rate Too Safe?"
Journal of Financial Planning, October 2004)

Still other experts suggest that our current
environment of lower government bond yields
may warrant a lower withdrawal rate, around
3%. (Source: Blanchett, Finke, and Pfau, "Low
Bond Yields and Safe Portfolio Withdrawal
Rates," Journal of Wealth Management, Fall
2013)

Don't forget that these hypotheses were based
on historical data about various types of
investments, and past results don't guarantee
future performance.

Inflation is a major consideration
An initial withdrawal rate of, say, 4% may seem
relatively low, particularly if you have a large
portfolio. However, if your initial withdrawal rate
is too high, it can increase the chance that your
portfolio will be exhausted too quickly, because
you'll need to withdraw a greater amount of
money each year from your portfolio just to
keep up with inflation and preserve the same
purchasing power over time.

In addition, inflation may have a greater impact
on retirees. That's because costs for some
services, such as health care and food, have
risen more dramatically than the Consumer
Price Index (the basic inflation measure) for
several years. As these costs may represent a
disproportionate share of their budgets, retirees
may experience higher inflation costs than
younger people, and therefore might need to
keep initial withdrawal rates relatively modest.

Your withdrawal rate
There is no standard rule of thumb. Every
individual has unique retirement goals and
means, and your withdrawal rate needs to be
tailored to your particular circumstances. The
higher your withdrawal rate, the more you'll
have to consider whether it is sustainable over
the long term.

All investing involves risk, including the possible
loss of principal; there can be no assurance
that any investment strategy will be successful.
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The Cost of Waiting
Starting to save early means your money has more time to go to work for you. Even if you can
only afford to set aside small amounts, compounding earnings can make them really add up. It's
never too late to begin, but as this illustration shows, the sooner you start, the less you may need
to rely solely on your own savings to build your total nest egg.

This illustration assumes annual investments made at the end of each year through age 65 and a
6% fixed annual rate of return. The rate of return on your actual investment portfolio will be
different, and will vary over time, according to actual market performance. This is particularly true
for long-term investments. It is important to note that investments offering the potential for higher
rates of return also involve a higher degree of risk to principal.

The examples do not take into account the impact of taxes or inflation; if they did, the amounts
would have been lower. They are intended as hypothetical illustrations of mathematical principles
and should not be considered financial advice.

All investing involves risks, including the possible loss of principal, and there can be no guarantee
that any strategy will be successful. Past performance is no guarantee of future results.
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No Matter What Your Age, Your Social Security Statement Matters
Fifteen years ago, the Social Security
Administration (SSA) launched the Social
Security Statement, a tool to help Americans
understand the features and benefits that
Social Security offers. Since then, millions of
Americans have reviewed their personalized
statements to see a detailed record of their
earnings, as well as estimates of retirement,
survivor, and disability benefits based on those
earnings. Here's how to get a copy of your
statement, and why it deserves more than just
a quick glance, even if you're years away from
retirement.

How do you get your statement?
In September 2014, the SSA began mailing
Social Security Statements to most workers
every five years. Workers attaining ages 25, 30,
35, 40, 45, 50, 55, and 60 who are not receiving
Social Security benefits and are not registered
for an online account will receive a statement in
the mail about three months before their next
birthday. Workers older than age 60 will receive
a statement every year.

But why wait? A more convenient way to view
your Social Security Statement is online. First,
visit socialsecurity.gov to sign up for a personal
my Social Security account (you must be 18 or
older to sign up online). Once you have an
account, you can view your Social Security
Statement anytime you want, as often as you
want.

Check your estimated benefits
Your Social Security Statement gives you
information about retirement, disability, and
survivor benefits. It tells you whether you've
earned enough credits to qualify for these
benefits and, if you qualify, how much you can
expect to receive. As each Social Security
Statement notes, the amounts listed are only
estimates based on your average earnings in
the past and a projection of future earnings.
Actual benefits you receive may be different if
your earnings increase or decrease in the
future. Amounts may also be affected by
cost-of-living increases (estimates are in
today's dollars) and other income you receive.
Estimated benefits are also based on current
law, which could change in the future.

Retirement benefits

Although Social Security was never intended to
be the sole source of retirement income,
retirement benefits are still very important to
many retirees. Your statement shows estimates
of how much you can expect to receive if you
begin receiving benefits at three different ages:
your full retirement age (66 to 67, depending on
your birth year), age 62 (your benefit will be

lower), or age 70 (your benefit will be higher).
When to start claiming Social Security is a big
decision that will affect your overall retirement
income, so if you're approaching retirement,
this information can be especially useful. But
even if you're years away from retirement, it's
important to know how much you might receive,
so that you can take this information into
account as you set retirement savings goals.

Disability benefits

Disability is unpredictable and can happen
suddenly to anyone at any age. Disability
benefits from Social Security can be an
important source of financial support in the
event that you're unable to work and earn a
living. Check your Social Security Statement to
find out what you might receive each month if
you become disabled.

Survivor benefits

Survivor protection is a valuable Social Security
benefit you may not even realize you have.
Upon your death, your survivors such as your
spouse, ex-spouse, and children may be
eligible to receive benefits based on your
earnings record. Review your Social Security
Statement to find out whether your survivors
can count on this valuable source of income.

Review your earnings record
In addition to benefit information, your Social
Security Statement contains a year-by-year
record of your earnings. This record is updated
whenever your employer reports your earnings
(or if you're self-employed, when you report
your own earnings). Earnings are generally
reported annually, so keep in mind that your
earnings from last year may not yet be on your
statement.

It's a good idea to make sure that your earnings
have been reported correctly, because
mistakes do happen. You can do this by
comparing your earnings record against past
tax returns or W-2s you've received. This is an
important step to take because your Social
Security benefits are based on your average
lifetime earnings. If your earnings have been
reported incorrectly, you may not receive the
benefits to which you're entitled.

What if you find errors? The SSA advises you
to call right away if any earnings are reported
incorrectly. The SSA phone number is
1-800-772-1213 (TTY 1-800-325-0778).

Don't assume that Social
Security is just for retirees; it's
much more than a retirement
program. According to the
SSA, approximately 21% of
individuals currently receiving
benefits are younger than
retirement age who are
receiving disability or survivor
benefits.* Get in the habit of
checking your Social Security
Statement every year to find
out what role Social Security
might play in your financial
future.

*Source: Fast Facts & Figures
About Social Security, 2014
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Is there a new one-rollover-per-year rule for 2015?
Yes. The Internal Revenue
Code says that if you receive a
distribution from an IRA, you
can't make a tax-free (60-day)
rollover into another IRA if

you've already completed a tax-free rollover
within the previous one-year (12-month) period.
The long-standing position of the IRS was that
this rule applied separately to each IRA
someone owns. In 2014, however, the Tax
Court held that regardless of how many IRAs
he or she owns, a taxpayer may make only one
nontaxable 60-day rollover within each
12-month period.

The IRS announced that it would follow the Tax
Court's decision, but that the revised rule would
not apply to any rollover involving an IRA
distribution that occurred before January 1,
2015. The IRS recently issued further guidance
on how the revised one-rollover-per-year limit is
to be applied. Most importantly, the IRS has
clarified that:

• All IRAs, including traditional, Roth, SEP, and
SIMPLE IRAs, are aggregated and treated as
one IRA when applying the new rule. For
example, if you make a 60-day rollover from a
Roth IRA to the same or another Roth IRA,

you will be precluded from making a 60-day
rollover from any other IRA--including
traditional IRAs--within 12 months. The
converse is also true--a 60-day rollover from
a traditional IRA to the same or another
traditional IRA will preclude you from making
a 60-day rollover from one Roth IRA to
another Roth IRA.

• The exclusion for 2014 distributions is not
absolute. While you can generally ignore
rollovers of 2014 distributions when
determining whether a 2015 rollover violates
the new one-rollover-per-year limit, this
special transition rule will NOT apply if the
2015 rollover is from the same IRA that either
made, or received, the 2014 rollover.

In general, it's best to avoid 60-day rollovers if
possible. Use direct (trustee-to-trustee)
transfers--as opposed to 60-day
rollovers--between IRAs, as direct transfers
aren't subject to the one-rollover-per-year limit.
The tax consequences of making a mistake can
be significant--a failed rollover will be treated as
a taxable distribution (with potential
early-distribution penalties if you're not yet 59½)
and a potential excess contribution to the
receiving IRA.

Should I be worried about a Federal Reserve interest
rate hike?
After years of record-low
interest rates, at some point
this year the Federal Reserve
is expected to begin raising its

target federal funds interest rate (the rate at
which banks lend to one another funds they've
deposited at the Fed). Because bond prices
typically fall when interest rates rise, any rate
hike is likely to affect the value of bond
investments.

However, higher rates aren't all bad news. For
those who have been diligent about saving
and/or have kept a substantial portion of their
portfolios in cash alternatives, higher rates
could be a boon. For example, higher rates
could mean that savings accounts and CDs are
likely to do better at providing income than they
have in recent years.

Also, bonds don't respond uniformly to interest
rate changes. The differences, or spreads,
between the yields of various types of debt can
mean that some bonds may be under- or
overvalued compared to others. Depending on
your risk tolerance and time horizon, there are
many ways to adjust a bond portfolio to help
cope with rising interest rates. However, don't

forget that a bond's total return is a combination
of its yield and any changes in its price; bonds
seeking to achieve higher yields typically
involve a higher degree of risk.

Finally, some troubled economies overseas
have been forced to lower interest rates on their
sovereign bonds in an attempt to provide
economic stimulus. Lower rates abroad have
the potential to make U.S. debt, particularly
Treasury securities (whose timely payment of
interest and principal is backed by the full faith
and credit of the U.S. Treasury), even more
attractive to foreign investors. Though past
performance is no guarantee of future results,
that's what happened during much of 2014.
Increased demand abroad might help provide
some support for bonds denominated in U.S.
dollars.

Remember that bonds are subject not only to
interest rate risk but also to inflation risk, market
risk, and credit risk; a bond sold prior to
maturity may be worth more or less than its
original value. All investing involves risk,
including the potential loss of principal, and
there can be no guarantee that any investing
strategy will be successful.
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