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I t's one of the worst things that 
can happen to a retiree. Just as 
you are about to retire or right 

after you retire, the market substan­
tially declines, drastically lowering 
your portfolio's value. How 
damaging can this be to your 
retirement? 

One study looked at the 
probability of a retirement portfolio 
lasting 30 years, based on the port­
folio's performance during the first 
five years of retirement. The study 
assumed that 4% of the portfolio 
balance was withdrawn in the first 
year, with withdrawals increasing 
annually by 3% for inflation. The 
portfolio was comprised of 55% 
stocks and 45% bonds. If the port­
folio earned between 4% and 5% 
annually in the first five years of 

_ retirement,there was a 74% proba­
bility that the portfolio would last 
for 30 years. With a return of 0% to 
1% during the first five years, the 
probability was reduced to 50% 
(Source: The Wall Street Journal, June 
14,2008). 

The market declines of the past 
couple of years, combined with 

Retiring in a Weak Economy 

decreasing housing values, have them for inflation. 
substantially reduced retirement • ~ Go back to work on at least a 
portfolios. If you are still working, .". part-time basis. By going 
you can work longer to help over­ back to work, you'll be able to 
come these lower balances. But if reduce your withdrawals from your 
you are already retired or about to retirement portfolio. Even modest 
retire, the choices aren't as easy. earnings can help. 
Faced with that situation, consider 

a ~ Set aside a cash reserve. Thisthe following tips: 
.". reserve should contain assets 

a ~Withdraw as little as possible not tied to the stock market, totaling 
.". from your investments. If two to four years of retirement 
your investments have declined expenses. With the reserve in place,
substantially, reevaluate your with­ you'll have money for day-to-day
drawals. Withdraw.ing the same expenses and won't be forced to sell 
amount from a substantially smaller stock investments during market 
portfolio means you'll deplete the declines. How can you implement
balance much sooner. At a mini­ this strategy when your portfolio 
mum, consider freezing your with­

Continued on page 2 drawal amounts and not increasing 

Required Minimum Distribution 
- lie~swho have attained age 70 1/2 are required to take annual taxable C

distributions from their retirement accounts. Here are a few tips that 

you will need in assisting you with Required Minimum Distribution 

(RMD) calculations. 


What is a Required Minimum Distribution? In the past, clients over 
age 70 1/2 who have an IRA or Qualified Retirement Plan are required to 
withdraw their RMD by December 31. 

Please note that the RMD requirement for tax year 2009 has been 

suspended as a result of H.R. 7327, the Worker, Retiree and Employer 

Recovery Act of 2009. 


Does this waiver provide relief to those clients who turned 70 1/2 

in 2008 but opted to take advantage of the one-time extension until no 
later than Aprill, 2009? No, clients who turned age 70 1/2 in 2008 are 
obligated to satisfy the 2008 RMD no later than April 1, 2009. However, 
RMDs will be required again starting January 1, 2010. If you have any 
questions regarding your Required Minimum Distributions, please contact 
Melanie Null at 281.362.7082. 
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Retiring 
Continued from page 1 

values are already lower? Check if 
you have some stocks that have 
weathered the declines better than 
others, or maybe you can sell some 
bonds to get the reserve started. 

.. ~Withdraw funds in a tax­

... efficient manner. In general, 
you should consider withdrawing 
taxable investments first, so your 
tax-deferred investments can contin­
ue growing. This may also help 
with income tax expenses. You 
already paid taxes on your taxable 
investments, while any withdrawals 
from tax-deferred investments will 
likely be fully taxable as ordinary 
income. 

.. ~ Annuitize part of your 

... investment portfolio. Since 
an annuity is paid for the rest of 
your life, it protects you from outliv­
ing your savings and from the risk 
of lower-than-expected investment 
returns reducing your portfolio. 
Typically, the benefits will stop once 
you (and your spouse if you elect 
joint benefits) die, although some 
annuities will pay benefits to benefi­
ciaries. Thus, it is important to 
understand that if you die at a rela­
tively young age, your benefits may 
not equal the purchase price of the 
annuity. While you probably do not 
want to use all of your retirement 
assets to purchase an annuity, you 
may want to use enough to pur­
chase an annuity that covers your 
regular monthly expenses. If your 
main concern is running out of 
money late in life, you can purchase 
a longevity annuity that starts mak­
ing payments once you reach age 85 
or so. This type of annuity will be 
much less expensive than one that 
starts benefits immediately. All 
guarantees are subject to the claims­
paying ability of the annuity issuer. 
Annuities are subject to risks and 
charges, as well as limitations and 
restrictions, which will vary by 
insurance company. 

Please call if you'd like to dis­
cuss how to handle declines in your 
retirement portfolio. 000 

Is Your 401(k) Plan Enough?


I f you work at a company that 
offers a 401 (k) plan, especially 
if the plan offers matching con­

tributions, that 401 (k) plan may be 
the most important part of your 
retirement investment plan. But 
should it be the only part? Here 
are five questions to help you 
decide: 

What kind of lifestyle do 
you want to fund in retire­

ment? You'll find general rules of 
thumb indicating you need any­
where from 70% to over 100% of 
your preretirement income during 
retirement (Source: Money, Janu­
ary 2009). How much you'll need 
depends on your individual cir­
cumstances. If, for example, your 
mortgage will be paid off and you 
plan to stay home and watch your 
grandchildren during retirement, 
70% of your preretirement income 
may be sufficient. If, on the other 
hand, you plan to travel extensive­
ly, 100% may be a better number. 

.. ~ How much can you count 

... on from So.cial Security? 
Social Security benefits were never 
designed as the sole source of 
retirement income, but they still 
are a valuable source of income. 
Those with lower incomes will 
find that Social Security replaces a 
higher percentage of their prere­
tirement income than those with 
higher incomes. For 2009, the 
maximum Social Security retire­
ment benefit for a worker retiring 
at full retirement age is $2,323 per 
month, with the average benefit 
totaling $1,153 (Source: Social 
Security Administration, 2009) . 

.. ~ How much does your 

... employer contribute to your 
401(k) plan? The $16,500 maxi­
mum contribution to your 401(k) 
plan does not include employer 
contributions. Employer matching 
contributions vary by plan, but a 
typical match is 50 cents for every 
dollar contributed, up to a maxi­
mum of 6% of your pay (Source: 
Center for Retirement Research, 

March 2009). However, due to 
these tough economic times, many 
employers are reducing or elimi­
nating matching contributions. If 
your employer offers a match, 
make sure you take full advantage 
of it. A generous matching contri­
bution can contribute substantially 
toward your retirement. 

.. ~ What are your average 

... returns on your 401(k) 
investments? You can only invest 
in investments offered by your 
401 (k) plan. But within those 
parameters, select investments that 
match the long-term nature of 
your investments and that will 
help grow your retirement funds 
over time. This is especially 
important now that stock market 
declines have substantially 
reduced most 401 (k) balances. 

What other sources of 
income can you count on in 

retirement? If you already have 
other retirement assets, you might 
not need to count as heavily on 
your 401(k) plan. Other potential 
sources of retirement income 
might include a defined-benefit 
pension plan, individual retire­
ment accounts (IRAs), an inheri­
tance, or other investments. 

If you contribute the maxi­
mum possible to your 401(k) plan 
and still aren't sure you'll have 
enough for retirement, please call 
for a review. There are a variety of 
other options you can use for sav­
ing for retirement. 000 
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How Is the Fed Dealing with the Recession? 


A s detailed in the 1978 amend­
ment to the Federal Reserve 
Act, the Fed's goals when 

setting monetary policy are "to pro­
mote maximum sustainable output 
and employment and to promote 
stable prices." Monetary policy has 
historically been implemented 
through three main methods: 

.. ~ Raising or lowering the fed 

.". funds rate - This is the Fed's 
preferred method. The fed funds 
rate is the interest rate charged to 
banks for overnight borrowing from 
banks with excess reserves. Lower­
ing this rate makes it less expensive 
for banks to borrow money and 
loan it out, while raising the rate 
has the opposite effect. Typically 
made at Federal Open Market Com­
mittee (FOMC) meetings, changes 
in the fed funds rate are widely 
reported and are viewed as a public 
signal of the Federal Reserve's mon­
etary policy. While the fed funds 
rate applies to a relatively small vol­
ume of borrowed reserves, it has 
broader implications. Other interest 
rates typically change in response to 
changes in the fed funds rate. 

.. ~ Purchasing or selling U.S. 

.,.. Treasury securities in the 
open market - If the Fed wants to 
increase reserves at member banks 
so more funds are available to lend 
to customers, it purchases govern­
ment securities in the open market, 
paying for the securities with a Fed­
eral Reserve check. Since this check 
is not issued by a commercial bank, 
the entire banking system has more 
funds available when the check is 
deposited in a commercial bank. To 
reduce the supply of funds, the Fed­
eral Reserve sells securities. 

.. ~ Changing reserve require­

.,.. ments - Each bank is re­
quired to keep a certain percentage 
of deposits on hand that cannot be 
loaned out. Changing the require­
ments allows the Fed to change the 
amount of money available on a 
large scale .. 
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During the current recession, 
the Fed has responded to the large 
increases in the unemployment rate 
by aggressively cutting the fed 
funds rate, lowering it from 5.25% 
to essentially zero. Over the past 
two decades, the Fed has set the fed 
funds rate by lowering it 1.3% when 
core inflation decreases by 1% and 
lowering it by close to 2% when the 
unemployment rate increases by 1% 
(Source: FRBSF Economic Letter 
May 22,2009). During 2007 and 
2008, the Fed's reduction of the fed 
fu nds rat@ b}L5.25% was in line with 
this formula. However, the situa­
tion has worsened in 2009, meaning 
the Fed would need to reduce the 
fed funds rate to negative 5% by the 
end of 2009 to follow this formula. 
Obviously, they can't reduce the 
rate below 0%, so they have had to 
resort to other methods to stimulate 
the economy. 

Based on economic forecasts of 
the Fed's FOMC, the fed funds rate 
should be near zero for several 
years. Due to the severe depth of 
the recession, it will take several 
years of significant growth for the 
economy to eliminate all slack. 

The Federal Reserve has also 
implemented a number of programs 
designed to support the liquidity of 
financial institutions and foster 
improved conditions in financial 
markets, which has significantly -­
increased the assets on the Fed's 
balance sheet. As of May 2009, the 
Fed's balance sheet has doubled in 
size to just over $2 trillion, with 
commitments for further increases 
by year-end (Source: FRBSF 
Economic Letter, May 2009). 

The first set of tools, which are 
. closely tied to the Fed's traditional 
. role as lender of last resort, involves 

providing short-term liquidity to 
banks, other depository institutions, 
and other financial institutions. 
Because of the global nature of 
banks, the Fed has also approved 
bilateral currency swap agreements 

with 12 foreign central banks to 
help them provide dollar liquidity 
to banks in their jurisdictions. 

A second set of tools provides 
liquidity directly to borrowers and 
investors in key credit markets. 
The Commercial Paper Funding 
Facility, the Asset-Backed Commer­
cial Paper Money Market Fund Liq­
uidity Facility, the Money Market 
Investor Funding Facility, and the 
Term Asset-Backed Securities Loan 
Facility fall into this category. 

As a third set of instruments, 
the Fed has expanded its traditional 
tool of open market operations to 
support the functioning of the cred­
it markets through the purchase of 
longer-term securities for the Feder­
al Reserve's portfolio. 

When credit markets and the 
economy begin to recover from the 
current financial crisis, the Fed will 
need to wind down some of its var­
ious lending programs and elimi­
nate others. The Fed's balance 
sheet can be reduced relatively 
quickly, since a substantial portion 
of the assets are short term in 
nature and can simply mature. The 
Federal Reserve also holds signifi­
cant quantities of longer-term 
assets, such as agency debt and 
mortgage-backed securities. 
p,..lthough these longer-term securi­

_ ties cou~d besol<L the Fed will like­
ly not dIspose of more than a small 
p.ortion. in the near future. As the 
SIze o~ ItS balance sheet and the 
quan~lty of excess reserves in the 
bankmg system decline, the Fed 
should return to using the fed 
~nds rate as its primary tool to 
Implement monetary policy. 
000 
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Roth Conversion 

Conversion of a traditional IRA account: A traditional IRA (con­
tributory IRA or rollover IRA) may be converted to a Roth IRA 
with the conversion being a taxable event. For the year of con­

version, the taxpayer must include in gross income previously deducted 
contributions plus net earnings (or minus net losses). Any 10% penalty 

tax for early withdrawals is waived. However, if a taxpayer withdraws 

amounts from the Roth IRA within five years of the conversion, the 10% 

penalty tax will apply to amounts deemed to part of the conversion. 

Conversions in 2010: For tax years beginning in 2010, the $100,000 

AGI limit and the prohibition on conversion for those using the MFS 

filing status will no longer apply. For conversions in 2010 only, the 
amount required to be included in income can be spread equally over 
two tax years, 2011 and 2012. 

Factors Favoring Conversion to a Roth IRA 


V' The majority of contributions in an existing IRA consist of non­

deductible contributions. 

V' A taxpayer has at least five years before withdrawals are planned. 

V' A taxpayer anticipates that the funds in an IRA will- not be needed at 
retirement and would like to continue tax-free growth for as long as 

possible. 

V' Sufficient non-IRA funds are available to pay the additional income 
tax due as a result of a conversion to a Roth IRA. 

V It is anticipated that a taxpayer's marginal tax bracket during retire­

ment will be the same or higher than the current marginal bracket. 

Copyright © 2009. Some information provided in this newsletter was prepared by Integrated 
Concepts. This newsletter intends to offer factual and up-to-date information on the subjects 
discussed, but should not be regarded as a complete analysis of these subjects. Professional 
advisers should be consulted before implementing any options presented. No party assumes 
liability for any loss or damage resulting from errors or omissions or reliance on or use of this 
material. 

J Why Isn't 
Inflation OO/o? 

One of the main goals of the 
Federal Reserve is to maintain 

inflation at a reasonable rate, cur­
rently targeted at 1.5% to 2% annu­
ally. So, if the Fed is trying to 
control inflation, shouldn't they 
shoot for a zero percent inflation 
rate? The answer is probably no, 
for a number of reasons: 

• ~ Current measures of inflation 
.,.. are believed to overstate infla­
tion, so that low inflation rates may 
actually be close to zero percent. 

• ~While it is usually difficult for 
.,.. employers to lower wages, 
they can accomplish the same result 
by not increasing wages as much as 
inflation. 

• ~ Deflation is considered more 
.,.. costly than a reasonable level 
of inflation, so low levels of infla­
tion can help ensure against falling 
prices. 

• ~ At low levels of inflation, 
.,.. nominal interest rates are 
close to zero percent. The preferred 
strategy used by the Federal 
Reserve to stimulate the economy is 
to lower short-term interest rates. 
Once short-term interest rates are at 
zero percent, the Fed must resort to 
other strategies to help stimulate 
the economy. 000 

Financial Thoughts 

I na recent survey of workers 

between the ages of 50 and 64, 
only 21%believe they will have 
enough assets for retirement. 
About 52% fear they will have to 
delay retirement. However, there 
are big differences in how the dif-. 
ferent sexes view this. Almost 
61%of women are reconsidering 
when they will retire, while only 
45% of men are doing so. Indi­
viduals who lost 40% or more of 
the value of their nest eggs are 

twice as likely to be reconsidering 
retirement as those who haven't 
lost money in the recent market 
decline (Source: Pew, 2009). 

By 2010, 5.5 million more peo­
ple will become uninsured for 
health coverage because they 
can't afford the coverage (Source: 
Health Affairs, 2009). 

The median price of a single­
family home was $169,000 in the 
first quarter of 2009, down 14% 
from a year ago (Source: National 

Association of Realtors, 2009). 

Approximately 61% of tax­
payers feel that the amount of 
federal income taxes they pay is 
fair (Source: Gallup Inc., 2009). 

More than half of retirees had 
nonmortgage debt when entering 
retirement. Of those with mort­
gage or other debt, 41% had lia­
bilities that equaled or exceeded 
the value of their savings and 
investments (Source: Securian 
Financial Group, 2009). 000 
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