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We hope you’re enjoying the start of the summer season.  We wish everyone good vacations, safe travels and long, relaxing 
summer days.  The markets seem to be continuing their upward trajectory regardless of what is going on in the world economy.  
Volatility has begun to spike more recently though, and it has affected both stocks & bonds alike. We have attached an article 
about the benefits of diversification in a portfolio, and you will see that it goes far 
beyond just stocks and bonds.  The diversification will be familiar to you since we 
have been doing this in our client portfolios for a while now.  The second article 
examines social security claiming strategies. You will see that it is not as simple as 
“take it at 62 or full retirement”.  There are many claiming strategies available, and 
they can have a huge impact on the potential success or failure of a client’s 
retirement objectives.  For those approaching social security age, please contact us 
regarding helping with this very important decision. 
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nvesting is a lifelong activity. Yet portfolios and, more broadly, asset allocation models, need to adjust over a client's 
life span: The portfolio an investor assembles as a 35-year-old is hardly appropriate for a 65-year-old client. It often 

falls to an advisor to ensure a post-retirement portfolio could 
handle the market's most violent swings. 

One of the most difficult aspects of investing is determining 
how much risk to take in your portfolio at various stages of life. 
For instance, portfolio losses during the preretirement 
accumulation phase are easier to recover from than losses 
during the post-retirement distribution phase. 

The mechanics of an investment portfolio are very different 
during the distribution phase. Losses are more difficult to 
recover from because withdrawals only serve to exacerbate the 
problem.  

As shown in the Math of Recovery chart below, a post-retirement distribution portfolio faces a much steeper climb 
back to break even after a loss than does an accumulation (or buy-and-hold) portfolio. As shown by the shaded 
boxes, an accumulation portfolio only needs an average annual return of 7.7% to recover from a 20% loss within three 
years. 

But a distribution portfolio, in which money is withdrawn each year, must generate at least a 16.5% average annual 
return over a three-year period to recover from the same loss. (This distribution portfolio assumes a starting balance 
of $500,000, an initial withdrawal at the end of the first year of 5% - in this case, $25,000 - and an annual 3% increase 
in the withdrawal amount.) 

The conclusion is quite clear: When building a distribution portfolio for the post-retirement years, it is vitally important 
to avoid large losses. An 
investor's post-retirement 
portfolio must therefore be more 
loss resistant than the portfolio 
designed for the early 
accumulation years. But at the 
same time, the retirement 
portfolio must be able to provide 
sufficient return to preserve 
and/or grow the portfolio's asset 
base. 

How is this to be done?  
Examine the performance of  
various asset allocation models  
that could be employed to build  
retirement portfolios.   

I 

  Investment Portfolio Survival Test                 Source: Craig L. Israelsen, Financial Planning 
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COMPARING SIX PORTFOLIOS 
 
For this analysis, six asset allocation models in distribution mode were 
tested to simulate the experience of an investor in retirement, with money 
being withdrawn from the portfolio (in this case, at the end of each year). 
As shown in the 15-Year Retirement Portfolio Survival Test chart below, 
the asset allocation models were as follows: 
 

 100% cash (defined as a money-market mutual fund) 

 50% cash/50% bonds 

 60% large U.S. stock, 40% bonds 

 25% each in large U.S. stock, non-U.S. stock, bonds and cash 

 A 12-asset diversified model 

 100% large U.S. stock 
 

The time frame of the analysis was the 15-year period from January 1, 1998, to December 31, 2012. The simulated 
retirement portfolios had a beginning balance of $500,000, although the actual amount is immaterial – the only 
investor-controlled variables that matter in this analysis are the initial withdrawal rate and the annual cost of living 
adjustment. 
 

The initial withdrawal rate was set at 5%, or $25,000 at the end of the first year. The annual cost-of-living adjustment 
was 3% - so the second year's withdrawal was $25,750, the third year's was $26,523, and so on. (This analysis is not 
intended to endorse or discredit a 5% withdrawal rate.) 
 

Additionally, all the multiasset portfolios were rebalanced back to their percentage allocations at the end of each year. 

 
HOW THEY STACK UP 
  

 

As shown in the chart, the 
100% cash portfolio had a 
year-end account balance 
larger than the starting 
balance of $500,000. After  
the third year, however, the 
portfolio's annual ending 
balance was underwater, or 
below $500,000 (as illustrated 
here). By December 31, 2012, 
the account balance of the all-
cash portfolio was $223,941. 
 

Over the 15-year period, the 
internal rate of return – a way 
to measure the portfolio's 
returns during a period of 
withdrawals – was 2.65%. 
 

For a retiree hoping to fund a 
25-year (or longer) retirement 
period, an all-cash asset 
allocation will likely not get the 
job done – particularly in a low 
interest rate environment like 

the current one. 

*The multi-asset portfolios were rebalanced at the start of each year. 

Areas shaded in yellow indicate account is below the initial balance. 

Source: Lipper Investment View, author calculations                                                                                                                                                                                         
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he next portfolio was a 50% cash/50% bond model, with bond performance represented by the Barclays Capital 
Aggregate Bond Index. As expected, it outperformed the all-cash portfolio, but was underwater beginning in 2004. 

The ending account balance in December 2012 was $344,395. The 15-year internal rate of return improved to 4.15%. 

Next was the classic 60/40 balanced portfolio: 60% U.S. large-cap stock (as defined by the S&P 500) and 40% U.S. 
bonds (using the Barclays bond index). This ubiquitous model was underwater at the end of 2002, resurfaced for 

several years, and then after 2008 again 
slipped below $500,000. The ending 
account balance was $433,566, reflecting 
an internal rate of return of 5.07%. 

Also tested was a four-asset model, with 
25% each in large-cap U.S. stock, non-U.S. 
stock (represented by the MSCI EAFE 
Index), U.S. bonds and cash. It 
underperformed compared with the 60/40 
model and finished with an ending account 
balance of $383,280 and an internal rate of 
return of 4.57% - just slightly ahead of the 
50% bond/50% cash retirement portfolio. 

The next portfolio was a multiasset portfolio 
consisting of equal allocations to 12 

different asset classes (a concept I explain in my book, 7Twelve: A Diversified Investment Portfolio with a Plan). This 
model includes 8.33% in each of the following categories: large-cap U.S. stock, mid-cap U.S. stock, small-cap value 
U.S. stock, developed non-U.S. stock, emerging markets non-U.S. stock, REITs, natural resources, commodities, 
U.S. bonds, TIPS, non-U.S. bonds and cash. This diversified retirement portfolio was slightly underwater on two 
occasions (1998 and 2002), but then resurfaced and finished the 15-year period with an ending balance of $774,486, 
with an internal rate of return of 7.73%. 

Finally, I simulated an all-stock portfolio, with a 100% allocation to large-cap U.S. stock (or the S&P 500). A 100% 
stock allocation is rarely recommended as a retirement portfolio, but I included it to provide a point of reference 
because the S&P 500 is used so commonly as a performance benchmark. The first two years were terrific, but then it 
began to falter, and by 2002 it was underwater. The account balance resurfaced for two years (2006 and 2007) only 
to plunge in 2008. In the end, the account balance was $324,447. Its internal rate of return of 3.93% was even below 
that of a 50% bond/50% cash retirement portfolio. 

This analysis clearly demonstrates that diversification is a valuable portfolio construction guideline for distribution 
portfolios during the post-retirement years. Said more plainly: Diversification makes just as much sense during the 
post-retirement period as it does during the preretirement accumulation years. 

If the last 15 years are any sort of indicator of the future, building broadly diversified retirement portfolios is prudent, 
logical and beneficial. Simply diversifying among two asset classes (stocks and bonds) is insufficient. The good news 
is this: With an ever expanding array of mutual funds and ETFs that represent all manner of asset classes, it's never 
been easier to build diversified portfolios. 

 

Craig L. Israelsen, Ph.D., a Financial Planning contributing writer in Springville, Utah, is an associate professor at Brigham Young University. He is 
also the author of 7Twelve: A Diversified Investment Portfolio With a Plan. 
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eciding when to begin receiving Social Security benefits is a major financial  
issue for anyone approaching retirement because the age at which you apply   

for benefits will affect the amount you'll receive. If you're married, this decision can   
be especially complicated because you and your spouse will need to plan together, 
taking into account the Social Security benefits you may each be entitled to. For 
example, married couples may qualify for retirement benefits based on their own 
earnings records, and/or for spousal benefits based on their spouse's earnings 
record. In addition, a surviving spouse may qualify for widow or widower's benefits 
based on what his or her spouse was receiving. 

Fortunately, there are a couple of planning opportunities available that you may be 
able to use to boost both your Social Security retirement income and income for your 
surviving spouse. Both can be used in a variety of scenarios, but here's how they 
generally work. 

 

File and suspend 

Generally, a husband or wife is entitled to receive the higher of his or her own Social 
Security retirement benefit (a worker's benefit) or as much as 50% of what his or her 
spouse is entitled to receive at full retirement age (a spousal benefit). But here's the 
catch: under Social Security rules, a husband or wife who is eligible to file for spousal 
benefits based on his or her spouse's record cannot do so until his or her spouse 
begins collecting retirement benefits. However, there is an exception – someone who 
has reached full retirement age but who doesn't want to begin collecting retirement benefits right away may choose to 
file an application for retirement benefits, then immediately request to have those benefits suspended, so that his or 
her eligible spouse can file for spousal benefits. 

The file-and-suspend strategy is most commonly used when one spouse has much lower lifetime earnings, and thus 
will receive a higher retirement benefit based on his or her spouse's earnings record than on his or her own earnings 
record. Using this strategy can potentially boost retirement income in three ways. 

1. The spouse with higher earnings who has suspended benefits can accrue delayed retirement credits at            

a rate of 8% per year (the rate for anyone born in 1943 or later) up until age 70, thereby increasing his          

or her retirement benefit by as much as 32%. 

2. The spouse with lower earnings can immediately claim a higher (spousal) benefit. 

3. Any survivor's benefit available to the lower-earning spouse will also increase because a surviving         

spouse generally receives a benefit equal to 100% of the monthly retirement benefit the other spouse        

was receiving (or was entitled to receive) at the time of his or her death. 

Here's a hypothetical example: Leslie is about to reach her full retirement 

age of 66, but she wants to postpone filing for Social Security benefits so 

that she can increase her monthly retirement benefit from $2,000 at full 

retirement age to $2,640 at age 70 (32% more). However, her husband 

Lou (who has had substantially lower lifetime earnings) wants to retire in a 

few months at his full retirement age (also 66). He will be eligible for a 

higher monthly spousal benefit based on Leslie's work record than on his 

own – $1,000 vs. $700. So that Lou can receive the higher spousal benefit 

as soon as he retires, Leslie files an application for benefits, but then 

immediately suspends it. Leslie can then earn delayed retirement credits, 

resulting in a higher retirement benefit for her at age 70 and a higher 

widower's benefit for Lou in the event of her death. 

 

 

D 

 Social Security Claiming Strategies for Married Couples     Source: Forefield.com 
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File for one benefit, then the other 

Another strategy that can be used to increase household income for retirees is to have one spouse file for spousal 
benefits first, then switch to his or her own higher retirement benefit later.  

Once a spouse reaches full retirement age and is eligible for a spousal benefit based on his or her spouse’s earnings 
record and a retirement benefit based n his or her own earnings record, he or she can choose to fie a restricted 
application for spousal benefits, then delay applying for retirement benefits on his or her earnings record (up until age 
70) in order to earn delayed retirement credits.  This may help to maximize survivor’s income as well as retirement 
income, because the surviving spouse will be eligible for the greater of his or her own benefit or 100% of the spouse’s 
benefit.  

This strategy can be used in a variety of scenarios, but 
here’s one hypothetical example that illustrates how it 
might be used when both spouses have substantial 
earnings but don’t want to postpone applying for benefits 
altogether: 
 

Liz files for her Social Security retirement benefit of 

$2,400 per month at age 66 (based on her own earnings 

record), but her husband Tim wants to wait until age 70 to 

file.  At age 66 (his retirement age) Tim applies for 

spousal benefits based on Liz’s earning record (Liz has 

already filed for benefits) and receives 50% of Liz’s benefit 

amount ($1,200 per month).  He then delays applying for 

benefits based on his own earning record ($2,100 per 

month at full retirement age) so that he can earn delayed 

retirement credits.  At age 70, Tim switches from collecting 

a spousal benefit to his own larger worker’s retirement 

benefit of $2,722 per month (32% higher than at age 66).  

This not only increases Liz and Tim’s household income 

but also enables Liz to receive a larger survivor’s benefit 

in the event of Tim’s death.  

 

 

 

 

 

 

 

 

 

 

 

 Things to keep in mind 
 

  Deciding when to begin receiving Social Security 
benefits is a complicated decision. You'll need to 
consider a number of scenarios, and take into 
account factors such as both spouses' ages, 
estimated benefit entitlements, and life 
expectancies. A Social Security representative 
can't give you advice, but can help explain your 
options. 
 

  Using the file-and-suspend strategy may not be 
advantageous when one spouse is in poor health 
or when Social Security income is needed as 
soon as possible. 
 

  Delaying Social Security income may have tax 
consequences – consult a tax professional. 
 

  Spousal or survivor's benefits are generally 
reduced by a certain percentage if received before 
full retirement age. 

 

Every situation is unique, so these  

strategies may not be appropriate  

for all couples. When deciding when  

 to apply for Social Security benefits,  

make sure to consider a number of 

scenarios that take into account  

factors such as both spouses’ ages, 

estimated benefit entitlements, and  

life expectancies. 
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Pinnacle staff member, Lisa Graszl,  

was recently promoted to  

Director of Business Operations. 

 

  As Director of Business Operations,  

  Lisa is responsible for the integration of  

  Pinnacle’s financial software applications.  

  She manages the daily merging and   

  maintenance of our clients’ internal and  

  external financial data and produces all  

  clients’ financial reports. Lisa is a member  

  of the Investment, Wealth Management,  

  and Financial Planning committees. She 

  has a Bachelor of Science degree in    

  Business Administration from the Ohio  

  State University and holds both a Certified 

  Financial Planner (CFP®) and Chartered 

  Mutual Fund Counselor (CMFC®)  

  designation. 

 

Congratulations, Lisa! 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 
 

 

Pinnacle Retirement Plan Services,  

a subsidiary company of  

Pinnacle Wealth Planning Services, Inc., 

has recently changed its name to 

Pinnacle Fiduciary Consulting Group, LLC.  

The change was made to better reflect its  

unique ability to serve as an investment  

fiduciary to retirement plan sponsors,  

business owners, and retirement plan annuities.   

Please visit www.fiduciaryprotection.com  

to learn more about how we can help you  

with your retirement plan responsibilities. 
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