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MODULE 5

Investments

Key Questions
■■

How important is return?

■■

What is risk management?

■■

What is an annuity?

■■

How does age factor into investment strategies?

■■

How does the likelihood of long-term care affect investments?

■■

What is the best way to allocate investments to prepare for long-term care?

Corresponds to Chapter 6, “Investing Your Money and Living on it for the Rest of Your Life,”
in The Complete Cardinal Guide.

5.1 A Bit of Investment History
After experiencing the economic growth of the Roaring ’20s, many Americans were
blindsided by the Stock Market Crash of 1929. For the next 10 years, the United
States dealt with its crippled economy, as President Franklin D. Roosevelt led relief
and reform measures that helped lessen the suffering of millions of Americans. The
crash and the Great Depression made many consumers uncertain about investing in
the economy. Fortunately, Roosevelt helped rebuild consumer confidence by ensuring that financial reform was a part of his New Deal, beginning with the Securities
Exchange Act of 1934. Prior to this time, Blue Sky Laws regulating securities were
only enforced at the state level. The Securities Exchange Act created the Securities
and Exchange Commission (SEC), providing for the first time the means for the
federal government to protect the public from financial fraud.
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Congress continued to establish protections for consumers with the Investment
Company Act of 1940. Mutual funds had been created in 1924, but they were largely
unregulated. This new law set federal standards for regulating investment companies,
and helped build consumer confidence in this fledgling type of security.
Perhaps more important, Congress in 1940 also passed the Investment Advisers Act.
This law defined the roles and responsibilities of investment advisors and required
them to register with the federal government. All federally registered investment
advisory firms are represented by the Investment Adviser Association (IAA). This
not-for-profit trade association was founded in 1937 and played a large role in the
enactment of the Investment Advisers Act of 1940. The IAA promotes integrity and
competence by providing education and other services to members. It also represents
those registered investment firms before Congress and the SEC. The firms that are
registered with the IAA have to update their paperwork with both the SEC and
state securities authorities every year. As a result of that monitoring and oversight,
those firms must act in the best interest of their clients, which includes taking into
consideration every client’s financial position.

Reading Check
Why is the US Securities and Exchange Commission a necessary part of our
financial system?

5.2 Risk
Modern portfolio theory rests on the foundation of the relationship between risk
and return. Risks are inherent in investing; theory states that efficient investors who
take more risk should be compensated with higher potential returns. There are five
basic categories of investment risk:
• Market Risk
• Interest Rate Risk
• Inflation (also known as Purchasing Power Risk)
• Liquidity and Marketability Risk
• Credit Risk

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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As we dig a bit deeper into these basic risks, you should start to understand how
various kinds of investments have different risks.

Market Risk
Market Risk is an umbrella term that encompasses different types of risk, which can
be categorized into unsystematic and systematic risks. Unsystematic risks are risks
that are specific to a company or industry and can be minimized through diversification. Systematic risk is the unavoidable risk that comes with choosing to invest in the
market: International politics, war, and economic recession are hazards that cannot
be controlled by the investor, but they can definitely increase market risk. The term
“volatility” refers to a type of systematic risk, specifically the way that securities prices change on a day-to-day basis. However, while systematic risks cannot be addressed
through diversification, they can be mitigated by taking defensive positions, called
hedges, to offset an overall bullish position (or vice versa).

Interest Rate Risk
The bond markets are especially sensitive to changes in interest rates. Stocks can also
be affected by changes in the interest rate environment, because those rates can influence dividends and growth potential. The world’s capital markets are intertwined
with interest rates, because interest rates dictate savings account earnings, the cost of
loans, and almost every aspect of the economy for the Mom & Pops and Big Business
alike. This type of risk cannot be diversified away. It is systematic risk.

Inflation, or Purchasing Power Risk
The prices of goods and services tend to increase over time. The rate of this increase
is called inflation. A great example of inflation is the cost of a first-class stamp. The
United States Postal Service lowered the price of a first-class stamp in 1919 from
3 cents to 2 cents; today (as of this writing) a stamp costs 49 cents. This increase
equates to approximately 3.308% (compounded annually). Economists and financial professionals often use 2.5% or 3% as an estimate of inflation over long periods of
time. But this rate can under-represent the inflation of certain goods or services, like
health care, and it is not a great predictor of short-term inflation. As the basic cost
of living increases over time, it can outpace income growth for working individuals.
Retirees are especially prone to purchasing power risk. Health care tends to be one
of the largest expenses for retirees, and the cost of health care tends to increase at a

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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greater rate than other goods, like food and gasoline. Cost-of-living adjustments are
not guaranteed annually for Social Security. Many pensions lack any type of cost-ofliving or inflation adjustments.

Liquidity Risk
One of the most important characteristics of your investments is liquidity. Liquidity
refers to how quickly an asset can be converted to cash. Having money when you
need it is more valuable than wealth that is tied up, or illiquid. Real estate is the most
common example of an illiquid investment, compared to cash, which is completely
liquid. Short-term financial needs cannot be met with illiquid investments; keeping an appropriate amount of liquid assets will help protect you from liquidity risk.
Marketability is different.

Credit Risk
The risk of default is usually called credit risk. This is the risk that the payor cannot
pay the payee. This situation can occur between a lender and a borrower, or between
any other two parties when one party cannot live up to their obligations. (Counterparty risk is a form of credit risk.) Buying government securities like Treasury notes
and bonds is one way you can avoid credit risk. Investors the world over purchase
debt from the United States Treasury because of the “full faith and credit” clause
of the Constitution that empowers the government to tax. This clause is seen as a
backstop, or guarantee, that gives these Treasury notes and other government debt a
“risk-free” status.

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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Fig 5.1 Risk Comparison

This chart shows the different risks involved with each investment vehicle. Each one
varies by what risk they present, but all of them present risk in some way.
Investment
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Reading Check
Explain the five types of risk. How does each specific type of risk affect the
management of your money?

5.3 Equity Investments (Common Stock)
To familiarize you with some of the most common investments, let’s look at some of
the basic principles behind stocks and bonds.
When news reports or articles refer to the stock price of a given company, they are
referring to the common stock issued by the corporation. Though there are other types
of stock (e.g., preferred stock), common stock is more popular with ordinary investors.

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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What Is Stock?
Common stock is a form of ownership in corporations. Stock is sold as a way for a corporation to raise money to finance its operations. By owning shares of the common
stock, you are entitled to a share of the company’s profits. The first stock company,
the Dutch East India Company, was established in 1602 on the Amsterdam Stock
Exchange. Today more than 4,000 stocks are traded on major exchanges and another
15,000 are traded directly between investors (over the counter, or OTC).

Are Stocks Risky?
Yes, but not very risky. If a company goes bankrupt and is liquidated, the common
stockholders may get paid, but they are last in line after bondholders, preferred stock
shareholders, and other debt holders. This is one of the reasons that stocks tend to
outperform bonds; common stock has a higher risk of default than bonds do. Common stockholders share the earnings of the company while bondholders receive only
the interest stipulated in the bonds.

How Do You Buy Stock?
When a stock corporation is formed, shares are created. These shares can be sold to
the public in a variety of ways, including an initial public offering, or IPO. Selling
the shares privately or through private placements is another option. Before a stock
can be listed on a major exchange like the New York Stock Exchange, certain size and
listing requirements must be met.

Reading Check
As a stockholder in a company, what do you own? What do you get in return
for your ownership share?

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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Fig 5.2 Morningstar® Stock Analysis

This is the analysis of one individual stock in the portfolio.

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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5.4 Debt Investments (Bonds and Notes)
Bonds and notes are a form of debt issued by corporations and governments. When
you buy a bond or a note, you are loaning money to that entity. The principal of the
loan from you to the company or government entity (bond) is due on the maturity
date of the bond. The yearly interest is paid to you by that entity. This regular interest
payment is the reason investors put their money in bonds. The US Treasury issues
bonds for terms longer than 10 years, and notes for terms between one year and 10
years. Treasury bills are issued for terms under one year.

Are Bonds and Notes Different?
Though these are both debt instruments that represent an obligation to pay, there
are differences in how notes and bonds are constructed and viewed by regulatory
agencies. For example, all bonds are considered securities, while notes may or may
not be classified as securities. Securities are heavily regulated, so notes not classified
as securities are subject to fewer rules.

Are Bonds and Notes Risky?
Bonds and notes are generally less risky than common stock, because bondholders can protect themselves with insurance and protective covenants, and they have
a higher claim during a bankruptcy or liquidation procedure. But bondholders do
experience risk: They are especially sensitive to interest rate risk and purchasing power risk. That’s because of the relationship between the price of bonds and interest
rates. These move in opposite directions: As the interest rate in the general market
increases, bond prices will fall. The duration of a bond is a measure of this sensitivity.
Bondholders receive a set interest rate, called the coupon, each year. Bonds of longer
duration carry a higher interest rate because your money is tied up for a much longer
period of time. Therefore, changes in the rate of inflation will affect the purchasing
power of the bondholder.

How Do You Buy Bonds and Notes?
This is a tricky question! Individual bonds are bought over the counter (OTC), usually through a broker or registered representative. Ideally, you would diversify an
investment portfolio by purchasing hundreds of different bonds. However, most
people do not buy individual bonds. That’s because each bond has a relatively large
minimum transaction size ($10,000 to $25,000 per bond) and an associated transacExamples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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tion cost (commission paid to the broker). It’s an efficient system for large investment
accounts, but very inefficient or even impossible with smaller accounts. Therefore,
most people purchase bonds inside of bond funds. These are professionally managed
mutual funds that pool investors’ money together and take advantage of diversification and efficiencies of scale. Smaller investors do not have as much protection
against interest rate changes, and they don’t benefit from the protective covenants
that the individual bonds carry.

Reading Check
As a bondholder, do you own part of the company, or have you loaned the
company money?
Fig 5.3 Brokerage Statement

An example of the interest rates offered that are dependent on the duration of a bond
and the creditworthiness of the issuer of the bond.
Fixed Income Offerings
POWERED BY BondSource™
3 Mo

6 Mo

9 Mo

1 Yr

2 Yr

3 Yr

5 Yr

10 Yr

20 Yr

30 Yr+

0.55

0.70

0.70

0.90

1.15

1.35

1.65

1.95

3.36

--

U.S.
Treasuries

0.34

0.55

0.65

0.76

0.86

0.97

1.28

1.69

2.08

2.40

U.S. Treasury
Zeros

--

0.26

0.45

0.67

0.78

0.90

1.30

1.82

2.37

2.49

Government
Agencies

--

0.45

0.55

0.83

1.09

1.25

1.65

2.15

2.78

3.44

Corporates
(AAA)

--

--

--

0.76

1.13

1.18

1.62

2.50

3.42

3.96

Corporates
(AA)

--

0.61

0.72

1.02

1.25

1.32

1.70

2.47

3.73

3.89

1.04

1.15

1.41

1.66

1.88

2.27

3.46

4.33

4.85

CDs

Ratings by Standard & Poor’s

Bonds

Corporates
(A)
Municipals
(AAA)

--

0.48

0.60

0.81

1.27

1.33

1.78

2.56

2.92

3.16

Municipals
(AA)

--

0.46

0.69

2.02

1.45

2.06

2.97

3.73

3.95

4.10

0.74

0.73

2.02

1.69

2.06

3.02

4.08

4.02

4.10

Municipals
(A)

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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5.5 Using Stocks and Bonds Together
Modern portfolio theory stresses the importance of owning assets that have little
to no correlation. Simply put, mixing some investments that “zig” when others
“zag” can make for a more stable portfolio. Stocks and bonds have been used
together to this effect for decades. Other alternative investments include real
estate, commodities, precious metals, and private equity. But as with individual
bonds, it is hard for the individual investor to adequately diversify within these
alternative sectors.

5.6 80/20, 60/40, 50/50
These ratios are examples of the typical mix of stocks and bonds in a portfolio. The
first number is the stock holding, the second number is bonds and other types of
fixed-income assets. This number is an oversimplification, but can provide some
general idea about the makeup of a portfolio. Portfolio managers or mutual fund
managers will usually state the ratio they work to maintain.

Reading Check
What is the appropriate mix of stocks and bonds in your own portfolio?

5.7 Using Assets to Create Income: Moving from the
Accumulation Phase to the Distribution Phase
The average investor needs to accumulate retirement assets to replace the income they
earned while working. During your years of working, you are contributing to your
retirement accounts, purchasing other assets, and counting on the positive effects
of compound interest. This focus on increasing the account balance can dominate
the mind; it’s a hard sentiment to shake off. But as you move from the accumulation
phase to the distribution phase, generating consistent income to pay for necessities
and other living expenses will take priority. Seeing a declining account balance each
year is a hard pill to swallow. In today’s environment, as interest rates continue to
linger at historic lows, retirees are forced to use more and more principal each year to
replace the income they’re no longer earning.
That’s why we invest in stocks, bonds, real estate, etc.: to accumulate assets that will
provide us with income once we are no longer working.

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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5.8 Longevity
Are you going to outlive your money?
Everybody has basic living expenses: phone bills, groceries, utility bills, and rent or a
mortgage. These are recurring expenses and are unavoidable for the rest of retirement.
Having sufficient income to cover these expenses can mean the difference between a
comfortable retirement and poverty.
Almost every retiree will receive a Social Security check, whether it is based on his
or her own earnings record or that of another person. Social Security may or may not
cover your expenses, but it will pay for the rest of your life. This recurring, consistent
income can provide some security if you don’t have an asset account balance.
An annuity can provide the same benefit; instead of being backed by the government,
an annuity is backed by an insurance company. But unlike Social Security, some
annuities will pay a lifetime benefit and provide a balance. Buying an immediate or
a deferred annuity can protect you from outliving your money. An excellent tool for
retirees is a fixed-index annuity. Moshe Milevsky, professor of finance and author of Life
Annuities: An Optimal Product for Retirement Income, delves into the mathematics and
behavioral science that show just how important an annuity is in a retiree’s portfolio.
The information that follows is derived from this book.

5.9 Fixed-Index Annuities: Downside Protection,
Limited Upside
The most basic form of an annuity is an immediate annuity. The policyholder
exchanges a lump sum of money for a series of payments from an insurance company; the cash balance of the annuity is $0. Immediate annuities pay a monthly benefit you cannot outlive, and some companies even offer inflation-adjusted payments.
Once the annuity is purchased, the principal is invested by the insurance company.
Any surplus returns are not returned to the policyholder or their beneficiaries; this is
the limited upside of an annuity. The downside protection comes from the fact that
your principal is guaranteed by the insurance company to never lose money.
A fixed-index annuity with a guaranteed lifetime withdrawal benefit rider (GLWB)
can provide a benefit similar to an immediate annuity, but with a cash balance that
participates in a rising market. These annuities are classified as deferred annuities;
they are not in distribution (like an immediate annuity) and have a cash value. Once
elected, lifetime benefits are paid under the guaranteed lifetime withdrawal benefit
rider. That GLWB rider tracks the age of the owner or annuitant, and depending on
when the owner elects to begin their benefit, a certain withdrawal benefit is locked

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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in. Similar to Social Security, delaying this election will result in a higher lifetime
payment. Older individuals will also have higher guaranteed withdrawal rates.
As withdrawals are made the cash balance of the annuity will decrease, but the
annuity can earn interest annually. Fixed-index annuities offer a variety of interest
options: The fixed-rate option pays a guaranteed interest rate for at least one year;
indexed options will track common indexes like the S&P 500 or proprietary indexes,
and credit a percentage of the growth in these indexes year after year. These interest
payments can add to the principal of your annuity, increase guaranteed interest
payments, and provide a larger legacy to your beneficiaries.
Fig 5.4 Immediate Annuity

This is an example of an immediate annuity that is purchasing an income for life.
Option Elected
(irrevocable):

Joint and Survivor, 10 year minimum fixed period

Maturity Value:

$46,513.36

Premium Tax
(if applicable):

$0.00

Net Maturity Value:

$46,531.36

Payment Mode:

Monthly

First Payment Date:

9/9/2016

Payment Duration:

For your life and your
joint payee’s life only

Gross Payment Amount:
Federal Income Tax:
State Income Tax:
Taxable Percentage:

$302.74
10%
0%
100.00%

Mailing Instructions: Direct electronic deposit

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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Fig 5.5 Deferred Annuity with GLWB (Guaranteed Lifetime Withdrawal Benefit)

This is an example of a deferred annuity that can become an income for life at a
future date.
Assumed Issue Date: April 27, 2016
Assumes Initial Premium Amount of: $255,000
Single Life Level Income
GuarDeferral
Years

Beginning
of Year Age

End of Year

0
1

anteed
Lifetime

Annual
Income if
Confined
*Must meet
eligibility
requirements

Age

Income
Base

Income
Percentage

75

76

$293,250

6.00%

$17,595

$31,190*

76

77

$318,750

6.10%

$19,444

$38,888

2

77

78

$344,250

6.20%

$21,344

$42,687

3

78

79

$369,750

6.30%

$23,294

$46,589

4

79

80

$395,250

6.40%

$25,296

$50,592

5

80

81

$420,750

6.50%

$27,349

$54,698

6

81

82

$446,250

6.60%

$29,453

$58,905

7

82

83

$471,750

6.70%

$31,607

$63,215

8

83

84

$497,250

6.80%

$33,813

$37,626

9

84

85

$522,750

6.90%

$36,070

$72,140

10

85

86

$548,250

7.00%

$38,378

$76,755

11

86

87

$561,000

7.10%

$39,831

$79,662

12

87

88

$573,750

7.20%

$41,310

$82,620

13

88

89

$586,500

7.30%

$42,815

$85,629

14

89

90

$599,250

7.40%

$44,345

$88,689

15

90

91

$612,000

7.50%

$45,900

$91,800

Income
Withdrawal

20

95

96

$675,750

7.50%

$50,681

$101,363

25

100

101

$675,750

7.50%

$50,981

$101,363

This example assumes you have elected a single life income to start at age 80. In
this example, the annual Lifetime Income Withdrawal you would receive is $27,349.
Once started, the Lifetime Income Withdrawal amount is locked in assuming you do
not take any excess withdrawals. Therefore you would continue to receive $27,349 in
all subsequent years. Similarly, if the annuitant is confined to a qualified care facility

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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and meets all eligibility requirements, assuming no excess withdrawals, the annual Lifetime Income Withdrawal amount is locked in once you commence Lifetime
Income Withdrawals. Thus, if you are eligible at any point after the commencement
of Lifetime Income Withdrawals, you would receive an annual Lifetime Income
Withdrawal of $54,698.

5.10 Guaranteed Enhancements: Income for
Long-Term Care Expenses
Though a fixed-index annuity can benefit from a rising market, it is also protected
from a falling market. This is guaranteed and backed up by the claims-paying ability
of the insurance company. Of course a rising market cannot be guaranteed, but some
fixed-index annuities carry a guarantee to pay you an enhanced benefit if you are
confined to a nursing home or are unable to complete at least two of the six activities
of daily living (eating, dressing, bathing, transferring, toileting, and continence; for
more on activities of daily living, see Module 3, page 30).
Having the money to pay for long-term care expenses is important, but having
predictable income during retirement is just as important. A fixed-index annuity with
these enhancements can provide both. Unlike traditional long-term care insurance,
many of these annuities can be purchased without medical underwriting. The insurance
company may ask you to attest that you are able to do all six activities of daily living.
Or it may prevent you from electing the enhanced benefits payment for a few years
after the annuity purchase.

5.11 How Should You Allocate Your Investments?
Our clients ask us all the time how they should allocate their investments. To answer
the question, we conduct an important exercise: We ask our clients to fill out a risk
tolerance questionnaire. The following quiz can help you quantify just how much
risk you can stomach by posing different hypothetical scenarios and allowing you to
pick the outcome or answer you feel best fits your own needs.

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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Fig 5.6 Risk Profile Questionnaire

Financials

Time Horizon

What are your investment objectives?
❏❏ Receive current
❏❏ Invest for future

For how many years will you be making the
withdrawals?
❏❏ I plan to take
❏❏ 4-6 years (3)
a lump sum
❏❏ 7-10 years (5)
distribution (0)
❏❏ More than 10
years (8)
❏❏ 1-3 years (1)

income (1)

❏❏ Finance an

education (2)

retirement (3)

❏❏ Wealth

accumulation (4)

What is your approximate net worth?
(Excluding your principal residence)
❏❏ Less than $50K
❏❏ $500K-749K (0)
(0)
❏❏ $750K-999K (0)
❏❏ $50K-99K (0)
❏❏ $1M+ (0)
❏❏ $100K-249K (0)
❏❏ $250K-499K (0)

How much do you rely on income from this
investment?
❏❏ Heavily (0)
❏❏ Not at all (8)
❏❏ Moderately (2)
❏❏ Somewhat (4)

Your Risk Tolerance
How strongly do you agree or disagree with the following statement: “I am willing to lose larger
sums of money in the short term if I can enjoy potentially higher returns in the long term.”
❏❏ Strongly agree (8)
❏❏ Disagree (1)
❏❏ Agree (6)
❏❏ Strongly disagree (0)
Historically, markets have experienced downturns, both short-term and prolonged, followed by
market recoveries. Suppose you owned a well-diversified portfolio that fell by 20% (i.e. $100,000
initial investment would now be worth $80,000) over a short period, consistent with the overall
market. Assuming you still have 10 years until you begin withdrawals, how would you react?
❏❏ I would not change my portfolio (6)
❏❏ I would wait at least 3 months before
changing to options that are more
❏❏ I would wait at least 1 year before changing to
options that are more conservative (4)

conservative (2)

❏❏ I would immediately change to options that
are more conservative (0)

Which of the following statements best describes your attitude toward long-term investing?
❏❏ I am willing to accept the lower returns
❏❏ In order to pursue moderately high returns, I
associated with conservative investments that
have minimal chance for loss of principal (1)
❏❏ In order to pursue moderate returns, I am
willing to accept moderate fluctuations in the
value of my investments (3)

am willing to accept significant fluctuations in
the value of my investments (5)
❏❏ In seeking maximum returns, I am willing to
accept large fluctuations in the value of my
investments and substantial risk of loss to
principal (8)

Describe the kind of risk you are comfortable with:
❏❏ I don’t want to lose any money ever; I could
❏❏ I could handle being down over a three-year
handle only a very small loss over a few
months at most (1)
❏❏ I could handle losses over one or two quarters,
but would not be comfortable subjecting
myself to longer down periods (2)
❏❏ I could handle a one-year loss, but do not
want to pursue a strategy that could result in
longer periods of loss (3)

period, but not longer (5)

❏❏ I could accept being down over longer than

three years if my long-term return potential
was above average (7)

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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5.12 How Are Your Investments Allocated Now?

®

After working through the risk tolerance questionnaire, we use Morningstar ’s
research to analyze your current portfolio and compare it to your personal risk tolerance. We often see a big difference between the actual risk in our clients’ portfolios
and their self-reported risk tolerance scores. It is especially important to create a plan
if the risk tolerance doesn’t match the investments. Even if the match is good, as you
transition into retirement you should review your portfolio’s ability to create retirement income. Risk tolerance is only one part of the retirement plan.
Fig 5.7 Morningstar® Portfolio Snapshot

This is an assessment of the risk a client is taking in their portfolio and the returns
they have received based upon that risk.

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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5.13 A Safe Withdrawal Rate: The Trinity Study
The Trinity Study is a famous and often-referenced study conducted by finance professors at Trinity University. Their research has been used to build the “4% withdrawal rate rule of thumb.” After studying data from 1925 to 1995, the professors
concluded that a 3% to 4% withdrawal rate is extremely unlikely to exhaust a portfolio over 15 to 30 years.
The authors caution that these observations can be used to help plan a distribution
strategy, but should not be considered a “matter of contract.” The real world is a
different place; picking a withdrawal rate and asset allocation will not guarantee that
your own assets will outlive your own life. Mid-course plan corrections and lifetime
annuities will help create a more secure retirement.

Reading Check
What is your plan to draw down or live off of your investments in retirement?

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.
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Investment Planner
List all non-qualified accounts (those not listed in Module 4), such as bank
accounts, CDs, brokerage accounts, life insurance with cash value, etc. To prepare,
gather statements from these accounts.

Institution

Stocks, Bonds,
Cash Value
Combination

Balance

Complete the Risk Profile Questionnaire on page 81 (jointly if you are married).

Examples are for educational purposes only. Do not base insurance, investments, financial planning,
legal planning, or tax planning decisions on these examples.

