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We are excited to publish this edition of The Rudd Commentary, which is a monthly publication designed to bring you a professional
opinion on the current investment environment and other important topics. Since we are in the business of managing investments
for our clients, we will focus on information and events that we feel are material to that end. We will not comment on opportunities
or challenges relating to specific securities as this would undermine the value we provide for our private clients. Please feel free to
forward The Rudd Commentary to family, friends, and business associates who might find this information valuable.
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last 83 years has been much higher, right?
This is wrong and one of the most common
mistakes I see investors make in practice.
First, even if all bonds are properly laddered
and held to maturity, the returns on this portfolio will fluctuate in an unpredictable manner
due to the reinvestment of maturing bonds at
changing interest rates. Consider the recent
low rate of 3.93% offered on 30 year Treasury
bonds as of June 29th, 2010. We simply cannot predict where rates will be each year which
forces us to prepare for times when we will
not have enough income to support our current withdrawal needs. Second, most investors
don’t consider that inflation will force them to
increase their withdrawal rate over time. Our
“safe” Treasury bond ladder will not grow in
principal value without reinvestment, so what
started as a 5% withdrawal rate will increase to
7.8% of the original principal at 3% inflation
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Thoughts So how should you consider a withdrawal rate on a fixed amount of
investment resources and also account for inflation and the “blowouts” that will occur? To
work towards a solution, investors should first break this question down into three parts in
the following order.
What is the time horizon for withdrawals? » This is an important first step for many reasons. If you are on
a non-profit board and directing investments to fund a continuous need; your investment strategy will be quite
different from an individual investor in retirement who wants the inheritance check to his children to bounce.
The retiree can afford a higher withdrawal rate, but has less time to recover in the event of a setback.
What is the maximum real withdrawal rate my portfolio can sustain given my time horizon? »
This is the meat of the process and should be discussed with a professional that has a working knowledge
of the variables that will affect this rate over the long-term. Some of these are inflation, taxes, asset allocation, risk tolerance and appropriate cash management. He should also have experience managing a static
portfolio through at least one complete investment cycle and confronted many “blowouts”. I cannot stress
how important practical experience is in this process. Projections of success at a particular withdrawal
rate should not be based only on the bell curve and college statistics, but also on experience confronting
the unexpected “blowouts” and designing strategies to prepare for them.
How much can I accomplish at this maximum withdrawal rate? » This final step is simply to drive
home the idea that wants or lifestyle should not drive a portfolio’s withdrawal rate. If we place our wants
first, we are essentially letting our credit card limit determine our level of expenses. While this may work
in the short-term for governments that can run deficits and monetize their debt, we must confront the calculated withdrawal rate for what it is…a maximum. We must then set a goal to withdrawal some amount
less than this maximum to prepare for any unknowns we did not consider in our analysis. We call these
“unknown unknowns” and they are Deep Water Horizons that will continue to surprise us.
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Invest Long and Prosper,

105, your private equity investments becom-

managing a fixed investment portfolio is not
as easy as buying CDs at your local bank because of the unpredictability of returns, inflation, and government (taxes and legislation).
It requires the effort necessary to establish a
proper investment policy, make reasonable expectations about the investment environment,
and in some cases; confront the brutal facts of

The Rudd Company, LLC is an independent investment management & consulting company.
We provide objective investment advice and customized asset management services for individuals, family offices, and institutions. We specialize in serving clients with unique tax needs,
liquidity concerns, and a desire to make a positive social impact with their investment choices.
If you are interested in our services, and have $1 million or more in investment assets, we
welcome you to contact us at (877) 605-7833 for more information.

the situation. If you are ever confronted with
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