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Baby boomers are about to cross a 
threshold for which many aren't 
prepared. 

Beginning July 1, the leading edge of the 
nation's 76 million boomers will turn 59 
% years old, which means they'll face a 
new set of opportunities, risks and 
investment decisions that ultimately will 
shape how they will fare in retirement. 

That's because 59 % is the age at which 
savers can begin withdrawing money 
from Individual Retirement Accounts, 
40 1 (k)s and other tax-qualified 
retirement savings without paying a 10 
percent penalty for early withdrawal. 

Paul and Helene Orsulak will be able to withdraw 
retirement funds without penalty this year. 

But just because the money is available doesn't mean the newly eligible should raid their 
funds. 

"Whether boomers are planning to shift into low gear or pursue an active retirement, our 
advice is to plan carefully, because your investments may have to last for decades," says 
Craig Brimhall, vice president of retirement wealth strategies at American Express 
Financial Advisors in Minneapolis. 

A typical baby boomer's retirement could last 20 or even 30 years - equivalent in some 
cases to their entire working life. 

"No other generation in history has ever had to plan for this long a retirement," Mr. 
Brimhall says. "Up to 30 years of income is what they're going to need to create from 
their savings." 

And other, nonfinancial issues will affect the monetary decisions that retiring boomers 
need to make. 

"The common financial wisdom is you need retirement income that is 60 to 80 percent of 
your [pre-retirement] pay, but that just looks at your income side and ignores your 



expenses," says Steve Vernon, a retirement consultant at Watson Wyatt Worldwide in 
Los Angeles. "What will it take to make you happy?" 

Do you really plan on hanging it all up after you leave your full-time career? 

"Here we have 76 million baby boomers who are approaching the starting gate of 
retirement," Mr. Brimhall says. 

"You ask them to get to a starting block, and unless somebody tells them how to run this 
race, they might not make it to the finish line." 

Coming of age 

Develop a strategy before tapping your retirement funds 

When Paul and Helene Orsulak both turn 59 % years old in November, they'll have an 
added sense of security about their retirement funds. 

That's because they'll be able to withdraw money from 
their tax-deferred savings accounts without a 10 percent 
penalty. 

"We are planning for retirement, so it did cross my mind 
that this year we turn 59 %," says Mrs. Orsulak, director 
of operations at a retail store. "That is a very reassuring 
thought to me that I could get at the money without 
paying the 1 0 percent penalty. " 

Not that they need the money now. Tapping those 
accounts is the last resort as far as the couple is 
concerned. 

"If you do that now, you could come up short in 
retirement income," says Mr. Orsulak, a biochemist. 
"We are looking forward to retirement, and the money 
being there is an important component of that." 

That's the first piece of advice financial planners have 
for boomers hitting that magical age of 59 %, when the 
Internal Revenue Service lets you begin withdrawing 
money from Individual Retirement Accounts, 40 1 (k)s 
and other tax-qualified retirement plans. 

Tapping their retirement accounts 
is the last resort as far as Paul and 
Helene Orsulak are concerned. Mrs. 
Orsulak says it's 'very reassuring' 
that they can get at the money 
without paying the 10 percent 
penalty. 

"People hate paying taxes, and the 10 percent penalty has been a huge incentive for many 
to not disturb the balances in their tax-deferred accounts," says Michael Busch, a certified 
financial planner and president of Vogel Financial Advisors in Dallas. 
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With that deterrent gone, "many will be tempted to begin accessing those balances before 
having made the necessary financial calculations to determine if it is prudent to do so." 

Don't outlive your assets 

The biggest retirement issue baby boomers face is longevity, as medical advances and 
healthier lifestyles extend their retirement lives for many decades. 

That puts a demand on their investment portfolios to produce enough money to sustain 
them. 

"Boomers who were once focused on saving for retirement should start thinking seriously 
about how they will preserve assets and generate income for retirement," says Craig 
Brimhall, vice president of retirement wealth strategies at American Express Financial 
Advisors in Minneapolis. 

"Unlike their parents, many of whom had employer-funded pensions, boomers will need 
to make investment decisions to create their own paycheck in retirement." 

That means you'll have to pace yourself. If you take out too much money in the early 
years, you may outlive your money. 

Most financial planners say you shouldn't withdraw more than 4 percent to 5 percent a 
year. 

"We run into people who are withdrawing 8 percent a year - more than a sustainable 
rate," Mr. Brimhall says. "You end up devastating your portfolio." 

Your Social Security benefits also will affect how much you can withdraw. 

"Nobody should stick with the same hard and fast rule their entire remaining life, and no 
formula is right for everyone," says Bryan Clintsman, a certified financial planner and 
head of Clintsman Financial Planning. 

For example, someone who's 80 would be able to withdraw more money, because he or 
she has a shorter life expectancy, says Curt Leonard, a financial consultant at Merrill 
Lynch. 

One way to ensure that your money lasts as long as you do is to use part of your portfolio 
to purchase an "immediate annuity," which will provide you with a guaranteed income 
stream for as long as you live. 

"While I am not generally in favor of annuities due to their frequent abusive structures, I 
am in favor of the concept of annuitizing at least a portion of the nest egg to help protect 
against outliving your money," Mr. Clintsman says. 
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"There are ways to do this, such as letting your employer pay out part of your retirement 
as an annuity, finding low- or no-load annuities, and building in inflation-indexing 
options to the payouts. " 

Cash in the bucket 

Another way to encourage portfolio survival is to create a "cash bucket." 

"Fill the bucket with the cash that you'll need for the next two to three years and keep the 
rest of your portfolio invested for growth," Mr. Brimhall says. "Every six to 12 months, 
rebalance by trimming from the best-performing assets to replenish the cash." 

Too many people overlook rebalancing, but it's particularly important for those 
approaching or already in retirement. 

"If you let your portfolio become overweighted in one asset class and it takes a drubbing, 
you don't have the recovery time," Mr. Brimhall says. 

Stocks are your strongest weapons against inflation. 

"Inflation is a bigger threat for boomers than for their parents," Mr. Busch says. "The 
longer the period of retirement that you must plan for, the more inflation eats away at 
your purchasing power. " 

Will you still work? 

Two other key questions for those close to retirement: Whether you will work in 
retirement, and whether you will stay healthy. 

"If they will continue working full time or will be phasing out of work, and wages put 
them in a higher tax bracket during the phase-out period, they may want to delay 
distributions [withdrawals] from their tax-deferred accounts until years in which they 
have no earned income and are in a lower tax bracket," Mr. Busch says. 

To supplement your income during that partially retired phase, you could tap your 
accounts that were funded with after-tax income. 

Meanwhile, health care costs continue to rise at rates well above general inflation. As a 
result, insurance costs are soaring, the federal Medicare program is under demographic 
stresses greater than those facing Social Security, and many companies, if not most, are 
cutting back or eliminating their health benefits for retirees. 

"The big thing is your health," says Steve Vernon, a vice president and retirement 
consultant at Watson Wyatt Worldwide in Los Angeles, a human resources consulting 
firm. "If we have to work longer, we'd better be healthy." 
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