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When it comes to a retirement income strategy 
perhaps the first consideration is, “Am I ready to 
retire?” Of course that question is about much more 
than just money. There are emotional and 
psychological issues to consider as well as social and 
relational concerns, all poignant topics for other 
books. This little booklet, though, will be closely 
confined to the subject of personal finance.  
 
So, financially speaking, are you ready to retire? Let’s 
do the math. First add up all your convertible assets. 
That is, your assets that can be used or converted to 
produce income for retirement, such as 401(k)s, 
IRAs, retirement plans, TSAs, stocks, bonds, mutual 
funds, annuities, bank accounts, investment real 
estate, etc. Don’t include the home you plan to live 
in. There are ways to get income from your 
residence, including various mortgages, but many 
experts feel an unencumbered home is ideal when 
possible. 

 
AM I READY 
TO RETIRE? 
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Once you have arrived at a total amount for 
convertible assets you can multiply that number by 
an income rate to see what level of annual 
retirement income your assets might reasonably 
provide. Of course expected rates can vary 
dramatically from year to year, and whatever rate 
you use is only a guess at best, but using a lower rate 
for your planning purposes is most prudent. 
Somewhere between four and six percent might be 
historically reasonable. So, if you had $1,000,000 of 
convertible assets multiplied by five percent (.05) it 
could potentially provide $50,000 of annual 
retirement income.  
 
Now, for how many years would $1,000,000 pay out 
$50,000, assuming it were earning five percent? The 
answer, of course, is forever. But you might ask, 
“Why would I need $50,000 a year forever, without 
even touching my million dollars of assets?” The 
reason is inflation. Over time, the actual annual 
amount you withdraw from your assets will need to 
increase in order to buy the same level of goods and 
services. How much it will need to increase can be 
calculated by using the rule of seventy-two.   
 
You may be aware that seventy-two divided by an 
interest rate tells you how many years it takes for an 
asset to double at that given rate. In other words, 
$10,000 earning 5 percent would grow to $20,000 in 
14.4 years. (72 divided by 5 equals 14.4) The formula 
also works for calculating the effects of inflation. 
Dividing seventy-two by an inflation rate tells you 
how many years it takes for your money to be worth 
half as much. So, at four percent inflation, $50,000 of 
annual income would be worth just $25,000, in 
today’s dollars, eighteen years from now. (72 divided 
by 4 equals 18) I call this the Grandma syndrome 
because I witnessed its effects on my own sweet 
grandmother. When she retired her income was 
sufficient for her lifestyle. A few years later I 
remember her carefully counting out pennies for 
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postage stamps. And in her later years she was being 
financially supported by the family. Her income 
hadn’t changed, but what it was able to buy had 
been significantly reduced over the years. 
 
Withdrawals starting at $50,000 the first year of 
retirement might need to be $100,000 eighteen years 
later, and $200,000 in another eighteen years, 
creating a rapidly decreasing downward spiral as 
the assets, reduced by higher withdrawals, produce 
less income each year than the year before, 
eventually running out entirely.  
 
Another erosion factor is known as “point-of-time” 
risk. That is, investment losses in early retirement 
years have a greater negative impact on your 
portfolio than losses in later years. This 
unforeseeable risk can significantly reduce the 
number of years your money will last. Point-of-time 
risk, and market volatility in general, have put many 
a retiree back to work to supplement income in later 
years.  So be sure your projected retirement income 
does not hinge on market optimism, or low inflation.   
 
But how much income is enough for you? Budgeting 
calculators that help you add up projected post-
retirement expenses are abundant in books and on 
the Internet, and availing yourself of these aids will 
certainly be helpful. An exercise I call the Subtraction 
Method may offer additional help.  
 
I have found that the conventional addition method, 
which simply adds up expected expenses, often 
underestimates what people will actually spend in 
retirement. The Subtraction Method assumes you 
need the same amount of take-home pay after 
retirement as you did just before retirement minus 
any expenses you might no longer have once you 
retire. Using this form of calculating expenses 
allows for the reality that few people can accurately 
account for every dollar they spend each month. The 
worksheet on the next page may be useful. 
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Retirement Income Worksheet 
 
Current monthly take-home income: _______A 
 
Additional Income: 

Do you usually receive a tax refund?  
Divide refund by 12 and insert here:   _______B 
  
Do you receive any additional bonus?  
Insert the monthly equivalent here: _______C 
   
Add any other work related income: _______D 

   
 Total Income (Add lines A - D): _______E 
 
Subtract monthly expenses that will stop 

Monthly contributions to after-tax  
savings plans that will stop:  _______F 
 
Mortgage payments, if your mortgage  
will be paid off:   _______G 
 
Cash Value Life Insurance premiums, if  
current dividends exceed premiums: _______H  
 
Employment expenses that will stop,  
such as uniforms, tools, equipment: _______I 
 
 Sub Total (Add lines F - I): _______J 
  
 Subtract line J from line E: _______K 
 

Add former company perks now paid by you 
Any company-paid insurance:  _______L 
 
Company car:    _______M 
 
Company-paid gas:   _______N 
 
Other company-paid expenses:  _______O 
 

Add expenses for retirement activities 
Travel:    _______P 
 
Entertainment:   _______Q 
 
Hobbies:    _______R 
 

 Sub Total (Add lines L - R): _______S 
 

 Grand Total (Line S plus line K): _______T 
 
Line T is the amount of net monthly retirement income you 
will need to maintain your pre-retirement lifestyle. 



Once you are comfortable with the understanding 
that you are financially ready to retire you can turn 
your attention to developing a retirement income 
strategy suitable for your needs using an asset and 
income allocation model.   
 
A key component of a Macro Asset Perspective®, or 
MAP, retirement income strategy is the element of 
vertical diversification, that is, the diversification of 
risk. In the pre-retirement accumulation phase of 
life, two broad categories may have been sufficient. 
They are spoken of in a variety of terms- stocks and 
bonds, aggressive and conservative, growth and 
income, variable and fixed. Each of these pairings 
refers to the two broad areas of pre-retirement 
vertical diversification. In MAP language we would 
say, “Above-the-line and below-the-line.”   
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A complete retirement income strategy may include 
a third category known as guaranteed* lifetime income. 
It has been referred to as the forgotten category and for 
many years was virtually ignored in mainstream 
financial circles where accumulation, not income, 
was the issue of the day. But as a huge segment of 
our society is fast approaching retirement we are 
seeing a reemergence of this fundamental 
component.  
 
In generations past this category was made up 
primarily of social security and company pensions. 
This required very little thought or concern by the 
average person because they had no real say in the 
matter, the lifetime income checks simply appeared 
in the mail from the government or the company. 
While social security and company pensions are still 
valuable assets in this category there is now an 
increasing variety of guaranteed lifetime income 
products being offered to the public by financial 
institutions.  
 
Over recent years the burden of responsibility has 
been steadily shifting away from government and 
employers and toward the individual. As a result 
individual retirees must now pay attention to 
proper allocation and usage of all three broad areas 
of vertical diversification.  
 
While the future of social security may be in 
question and company pensions are becoming 
increasingly rare, the issue of longevity only 
exacerbates the problem. Americans are living 
longer than ever before with medical advances 
stretching average life expectancy. This, of course, 
increases the risk of retirees outliving their assets 
and has fueled the recent prioritization of the 
Guaranteed Lifetime Income category. 
 
The diagram on the next page is designed to provide 
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a visual picture of where retirement income can be 
derived.  The vertical arrangement of the boxes 
represents the concept of vertical diversification in 
three broad categories- “Safe, Moderate and 
Aggressive. You will notice the Guaranteed Lifetime 
Income category fits at the bottom of the “Safe” 
component.   

Assets above-the-line are sometimes referred to as 
paper assets, because their values are not fixed until the 
time they are actually sold. The value may vary up 
and down depending on a number of factors, most of 
which are outside of your control.  
 
While this category is best used as a savings vehicle 
for longer-term protection against inflation, income 
may be derived from sources such as real estate 
rentals, stock dividends and distributions or 
periodic liquidations. 
 
Assets found below-the-line include savings 
accounts, CDs, money market funds, fixed annuities, 
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life insurance cash values and some bonds. Some of 
these assets may be fixed and guaranteed while 
others may fluctuate in value, but historically with 
less volatility than with equity markets above-the-
line. While values may fluctuate, income may be 
fixed or vary with interest rates. Income may be 
derived from interest or dividends. 
 
The Guaranteed Lifetime Income category consists 
of assets and programs that provide guaranteed 
lifetime income, such as income annuities, pensions 
and social security. This category provides the most 
certainty, which is why it is found in the bottom 
boxes on the model, and the least upside growth 
potential. Income is derived from guaranteed 
contracts or, in the case or social security, by 
Federal legislation. 
 
Your own personal vertical diversification may 
depend upon several factors including your age, risk
-tolerance, holding period, etc.  But generally 
speaking, the older you are, the more you likely will 
have in the two lower categories. A typical Wall 
Street rule of thumb suggests a percentage of assets 
equal to your age in the lower components. So a 65 
year old might have 65 percent of their assets below-
the-line leaving 35 percent above-the-line for the 
potential of longer-term gain and as an inflation 
hedge. 
 
Periodic reallocation rule:  Many retirees make the 
mistake of buying high and selling low in the above-
the-line arena. This can occur when the fear of 
greater loss causes investors to dump losing stocks 
at a low point before they have a chance to turn 
around. Or when greed induces investors to load up 
on certain equities after they have posted impressive 
gains only to see them adjust downward.  
  
One way to combat this tendency is to select a 
vertical diversification mix, and stick to it. Let’s say 
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you decide you want 35 percent above-the-line and 
65 percent below-the-line.  You will find that your 
percentages will shift automatically with market 
conditions. In times of market gains your above-the-
line percentage will increase. The temptation is to let 
it ride.  Instead, convert some of those paper gains to 
“real wealth” by rebalancing back to your 
predetermined mix. This practice causes you to sell 
high. Then when market conditions reverse, and you 
find your mix is heavier in the lower categories, you 
can practice the other half of the equation by buying 
low when you move some of those below-the-line 
dollars back into the market to return to your 
desired mix.  
 
A little later, in Step 5, I will address how to 
determine an appropriate allocation of income 
between including the Guaranteed Lifetime Income 
components below-the-line.  
 
If you are retiring or considering it , you’ve likely 
lived long enough to witness multiple economic 
cycles, so you know how these things work. But 
don’t underestimate the power of emotion. Both 
greed and fear are strong opponents to reason. 
Sticking to your MAP, in good times and bad, will 
require a healthy dose of self-discipline.  
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HORIZONTAL DIVERSIFICATION 
& THE TWO BAGS OF MONEY 
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Now that you have a handle on vertical 
diversification you can begin to explore a more 
recent concept called horizontal diversification. That is, 
diversification between tax treatments. This is why 
the MAP model has six boxes instead of just three. 
The boxes on the left represent the Pre-Tax side, 
which consists of all assets that were accumulated 
on a pre-tax basis such as 401(k)s, deductible IRAs, 
Tax Sheltered Annuities (know as TSAs), some 
profit sharing plans, most pension plans and most 
deferred compensation plans. 
 
The boxes on the right make up the After-Tax 
component, which encompasses everything else. 
These assets may have varying tax treatments or 
advantages. Some may offer tax-deferred 
accumulation, others may provide tax-free income 
or favorable long-term capital gain treatment, still 
others may produce fully taxable interest, but what 
they all have in common is a cost basis. The term cost 



basis generally refers to the total amount put into 
the account or investment by the investor. For 
example, if you invested $1,000 each year for thirty 
years into a particular investment, your cost basis 
would be $30,000. You will see why this is 
important a little later. 
 
In an effective retirement income strategy, you are 
looking to maximize net spendable income. It is not 
necessarily the person with the biggest bag of 
money at retirement who wins, but the one whose 
assets are positioned to provide the highest net 
spendable income for life, however long that may be. 
A person with only a large 401(k), for instance, 
could easily see less net spendable income than 
someone with a smaller, more conservative 
diversified after-tax portfolio. 
 
It helps to understand that many times the most 
effective accumulation vehicles are the least effective 
income sources. The pre-tax side customarily will 
produce a bigger bag of money because all taxes 
have been delayed until later. When you are retired, 
later is now and now is when those delayed taxes 
have to be paid. I can’t tell you the number of times 
I’ve been asked by new retirees, who are heavy in 
pre-tax assets, “What can be done to reduce my 
taxable income.”  
 
The unwanted answer is usually, “Nothing.” 
 
If you had enough foresight (or luck) to have 
practiced a horizontally diversified accumulation 
approach then you now have assets on both sides of 
the tax fence, which will afford you the ability to 
tailor an effective retirement income strategy.  
 
The objective is to draw income from both sides of 
the tax fence. Let’s look at a comparison. Bob and 
his twin brother Bill are age 65 and both are 
married. They each want an $80,000 annual 
retirement income. Bob’s money was all invested pre
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-tax so when he draws it out he finds himself in a 
relatively high tax bracket. What’s more, he no 
longer has the tax deductions he had when he was 
accumulating, such as dependent deductions and 
home mortgage interest. He finds his net spendable 
income, after taxes, to be lower than he expected. 
And to add to his misery his accountant notifies him 
that due to his taxable income, his social security 
payments will also be subject to a higher rate of tax. 
 
Bill, on the other hand, invested so that he is able to 
draw $40,000 from the pre-tax side and $40,000 
from the after-tax side. The after-tax income comes 
from his diversified holdings including a Roth IRA, 
municipal bonds, life insurance cash values and a 
Guaranteed Lifetime Income Annuity, almost all of 
which is income tax-free.  
 
The income from his pre-tax side is fully taxable just 
like his brother’s, but because of his tax-free income 
on the after-tax side he finds himself in one of the 
lowest possible tax brackets providing him with a 
significantly higher net spendable income than his 
brother Bob. And for a little icing on the cake, he is 
advised by his CPA that his social security will not 
be taxed.  
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Remember cost basis? I said I would tell you why it is 
important. Well here goes. Conventional wisdom 
regarding retirement income suggests you draw 
income only, leaving principle intact to last for life.          
While this may appear prudent on the macro level, 
you might want to take another view at the micro 
level, that is, in a particular investment.  
 
Suppose you had an after-tax investment portfolio 
valued at $500,000 consistently kicking out $40,000 
a year in income from dividends and capital gains 
distributions. For the most extreme example, let’s 
further assume that your cost basis is the entire 
$500,000. In other words, you’ve paid your taxes on 
the whole thing. If you were to liquidate the entire 
portfolio you would owe no additional taxes. But 
you don’t want to liquidate. You want your income, 
so you continue taking your $40,000 a year. And 
how much of that is taxable? The whole $40,000, 
most likely. 



 
Here you are sitting on a valuable asset. That is, a 
bag of tax-free money, the $500,000 cost basis. But 
you can’t get to it because you are not touching your 
principal. Let me show you a way to potentially 
maximize your cash flow. 
 
Consider dividing the $500,000 bag into two bags of 
$250,000 each. Put one bag into some vehicle (there 
are several options) that offers tax-deferral on the 
potential growth. From the second bag of $250,000 
you draw the same $40,000 a year, but because the 
smaller bag is producing less actual income only a 

portion of the $40,000 is taxable income while the 
balance is a tax-free withdrawal of your cost basis. 
This results in more of the $40,000 coming to you as 
net spendable income and less going to the tax 
collector. You’ve tapped into that pot of gold, the 
tax-free return of your cost basis. 
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Of course, there is a problem. What is happening to 
the balance in the bag? It’s being reduced each year 
and will eventually be gone entirely. But at the same 
time the first bag may be growing untouched, and 
with a little planning it might have grown back to 
$500,000 about the same time the second bag runs 
out. Then it’s ready to split again and start the 
process over.  
 
This strategy is best suited for people with a high 
desire to bequeath assets to heirs and/or high 
personal liquidity needs. It is most commonly used 
below-the-line to avoid erosion from possible 
market losses, utilizing a combination of a tax-
deferred vehicle and an income producing vehicle.   
 
Where desired bequest and/or liquidity needs are 
less important, you can possibly increase your net 
income rate through the use of an income annuity.   
Income annuities, also called pay-out annuities or 
immediate annuities, increase net income over a life, 
or two lives, for two primary reasons.  Guaranteed* 
payouts include a combination of interest and 
principal, rather than leaving the principal for heirs 
or liquidity needs.  And, because assets are pooled 
with multiple investors, payouts reflect an increase 
from the actuarial expectation that some annuity 
owners will die sooner than others, or, mortality 
credits.  
 
Of course, the actual increase in income payments 
derived from the mortality credit will vary.  
Generally, the older the age, the higher the credit. 
The trade-off for the higher income, is loss of control  
since the asset is exchanged for lifetime income.  
 
 
 
 
 *(Guarantees are dependent upon the claims paying ability of 
the issuing insurer.)  
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With an understanding of both vertical and 
horizontal diversification and an appreciation for 
the art of spending down, let’s take a look at a macro 
asset allocation retirement income strategy. Let’s 
assume you are a 62 year-old retiree with an ideal 
horizontal diversification of 50 percent pre-tax and 
50 percent after-tax, and a desired vertical 
diversification of 40 percent above-the-line and 60  
percent below-the-line.  
 
During retirement it is often recommended to treat 
assets and income with two distinct and separate 
strategies.  Assets will be divided both above and 
below the line, with income generally being taken 
from below-the-line assets in some combinations of 
the Fixed and Guaranteed Lifetime Income 
components.  Thus, leaving assets above the line as 
continued savings and to help hedge against 
inflation.  
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The default thinking regarding retirement income is 
to begin tapping your pre-tax retirement accounts 
as soon as you retire. It’s easy to see how people 
come to this conclusion since they have been 
socking away money for retirement into these 
accounts for several years.   
 
However, a more effective strategy may be to look 
first to the after-tax side with an initial focus above-
the-line. This box may be home to unrealized capital 
gains in stocks or real estate and a spend-down 
approach could give access to that valuable tax-free 
return of cost basis we discussed earlier.  
 
Drawing income from this component using a spend
-down approach from age 62 until age 70 ½ may 
offer some attractive benefits.  
 
First, the portion of the annual income that 
represents a return of cost basis will be tax-free.  
 
Second, any capital gains held longer than a year 
will be taxed at the favorable long-term capital gains 
tax rate, currently topping out at 15 percent.  
 
Third, as the assets above-the-line are spent down, 
the overall asset allocation will, by default, become 
heavier in the lower boxes, which is exactly what 
you should want to happen as you age. Remember 
the Wall Street rule of thumb that suggests a 
percentage equal to your age in the lower 
components. 
 
You may have already deduced why you target the 
spend-down strategy to end at 70 ½. Mandatory 
withdrawals from pre-tax accounts must begin no 
later than April 15th of the year after you turn age 70 
½. So, at that time you can begin the standard MAP 
strategy of equal withdrawals from both the pre-tax 
and the after-tax sides. 
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By age 70 the guaranteed income amount becomes 
more attractive due to increased mortality credit 
and to annuitization over a shorter time.  Depending 
on your particular situation, you will want to decide 
on a diversification strategy between fixed assets 
below-the-line and guaranteed lifetime income 
components.  If desired, bequests and personal 
liquidity needs are high you may want to focus 
heavily on standard fixed assets.  If, other the other 
hand, you can satisfy bequests and liquidity with 
other assets you may be able to capture the 
increased cash flow discussed earlier by leaning 
more heavily on the guaranteed lifetime income 
components. 
 
If you decide to use a combination of withdrawals 
from fixed assets and the guaranteed lifetime income 
components, it is usually best to use the fixed assets 
in the pre-tax side and the guaranteed lifetime 
income component on the after-tax side.  This is due 
to the tax-free access of your cost basis which is not 
available on the pre-tax side.   
 
 When this strategy is implemented correctly, and 
the various Federal rules and qualifications are 
adhered to, using tax-favored vehicles such as Roth 
IRAs, municipal bonds, cash value life insurance and 
guaranteed lifetime income annuities, the after-tax 
income can be completely or primarily tax-free.  
Then the income from the pre-tax side, because it is 
only half of the total annual income, may be in a 
significantly lower tax bracket.  
 
For instance, a couple earning  $80,000 may be in a 
25 percent bracket, but a couple with taxable 
earnings of $40,000 and tax-free income of another 
$40,000 might pay just 15 percent on the taxable 
income and zero percent on the tax-free income, 
giving them a total combined tax burden as low as 
seven and a half percent. That can equate to higher 
net spendable retirement income. 
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Now, on the pre-tax side, experts generally 
recommend to gather all funds from any IRAs,       
401(k)s or other pre-tax plans and roll them into a 
single rollover IRA account to reduce fees and for 
simplification. Your IRA may then be invested in 
any number of financial vehicles. It might help to 
think of your IRA like a bowl of soup. A bowl of 
soup has two components. First there is the bowl, 
which provides boundaries for the soup. Then there 
is the soup itself. The same bowl can hold a wide 
variety of different soups, yet the bowl doesn’t 
change. An Individual Retirement Account is like 
the bowl. It provides boundaries. It has rules 
governing participation, contributions and 
withdrawals. The type of “soup” you put in your 
IRA “bowl”, on the other hand, may be tailored to 
your personal likes and needs.  
 
 If you are a conservative investor you may want to 
use products that are fixed and guaranteed. If you 
are a risk taker you may opt for more risky variable 
vehicles. Or you may diversify with a portfolio 
consisting of products from all three of the vertical 
boxes.  
 
So, let’s summarize the typical MAP retirement 
income strategy. Income is derived first using a 
spend-down approach from the after-tax above-the-
line component until age 70 ½. Afterwards, income 
is drawn, generally in equal amounts, from both the 
pre-tax and after-tax sides from below-the-line 
assets using some combination of fixed assets and 
guaranteed lifetime income components.  
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THE LEGACY  
EXCEPTION 

SIX 

One noted exception to the typical MAP retirement 
income approach we just discussed is what I call the 
legacy exception. The primary objective of the typical 
approach was to maximize spendable income for the 
retirees. With many retirees, especially those with 
larger estates, the primary objective may be 
maximizing the amount left to heirs. With this 
objective the strategic withdrawal pattern is 
altogether different.  
 
In this case, the assets that could first be spent-
down are those assets that will be taxed the heaviest 
to the heirs, while the dollars with the most 
favorable tax treatment at death would best be left 
untouched during the retirees’ lifetime. 
 
The pre-tax side is where assets may suffer the 
greatest loss to heirs. These assets, if sizable, will 
likely be taxed to the recipients at the highest 
possible Federal and State income tax brackets. 



While some of these taxes may be deferred for part 
of the recipient’s life, they will one day be paid and 
the tax burden will only have grown along with the 
account.  
 
If that weren’t bad enough, the remaining balance 
could then be subject to a Federal and/or State 
estate tax, assuming the total estate value exceeds 
the exclusion limit. The combined effect of these 
taxes could be as high as a 60 or 70 percent 
reduction in asset value.  
 
So rather than leaving pre-tax assets to grow until 
age 70 ½, you may want to start a spend-down 
approach with these assets as early as age 59 ½, 
which is typically the age required to avoid early 
withdrawal penalties. 
 
On the other hand, some of the assets that may be 
best left untouched and left for heirs, may be found 
in the after-tax above-the-line component. Assets 
such as stocks, bonds and real estate typically 
receive what is known as a step-up in cost basis (to fair 
market value) when they are left to heirs. This can 
be a tremendous tax advantage. Remember, cost 
basis is considered the principal amount 
contributed into a particular investment. Any value 
exceeding cost basis is generally taxable gain.  
 
So, if someone purchased stocks for $100,000 that 
are now valued at $1 million, he would have 
unrealized capital gains of $900,000 on which taxes 
would be due upon the sale of the stock. But if that 
person died leaving the stock to his daughter and 
she received a step-up in cost basis, her new basis 
would be the value of the stock at the date of her 
father’s death, or $1 million. If she were to then sell 
the stock she would owe no capital gains tax on the 
$1 million. 
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Another legacy maximizing tool is life insurance. It 
may be found in the after-tax side, either below or 
above-the-line, depending upon the type. Modern 
life insurance products come in a variety of styles 
but they all are designed to increase the value of 
assets left to heirs upon the owner’s death. Life 
insurance proceeds are generally income tax-free, 
and with careful adherence to certain legal 
requirements, life insurance ownership may be held 
outside of one’s estate, thereby excluding it from  
estate taxation.  
 
Of course, people’s retirement goals and dreams vary 
greatly and your retirement income strategy should 
be designed uniquely to fit your personal desires and 
to dovetail with your personal estate transfer  
objectives. Always be sure to consult an estate-
planning attorney for legal advice and a tax 
professional for tax advice. 
 
May your retirement years be full of life, love, health 
and happiness. 
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