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Even if you think you have your plan all nailed down, complete with detailed

spreadsheets and an inflation buffer, there may be something you're missing.

It’s often reported that Baby Boomers are unprepared for retirement. But that
isn’t always the case.

Some people go to great pains to create elaborate retirement plans, often using
Excel spreadsheets to organize their data and plot out the next 20 or 30 years.

The good thing about Excel is you can keep calculating and editing your plan
until you get the results you're after. The bad thing is people sometimes have
way too much confidence in the numbers they come away with.

They don’t know what they don’t know.
Why a Spreadsheet Isn’t a Plan

We recently had a couple — both age 62 — come into our office looking for a
second opinion on their plan. The husband was pretty satisfied he had
everything under control. He’d built a plan using Excel that would allow them to
take $100,000 in income every year.

Together, they would have $2,600 a month coming from Social Security, or
$31,200 annually. That left them with a gap of $68,800, which they planned to
take from an IRA now worth $1.8 million.

“If I can make 7% a year on that account,” the husband said, “it will grow, and
we'll never run out of money.”

After years of giving financial advice, I've learned people often have holes in
their plans — things that are pretty essential that they don’t even think of. So, I
asked them some questions to help clarify what they were trying to accomplish
and to point out some possible problems.

Oops: You Forgot Something

The first thing I asked was if the $100,000 they planned to live on every year
was before or after taxes.

That was significant. Their $1.8 million nest egg was all in an IRA, so it would
be 100% taxable when they took it out. Those annual withdrawals could bump
them into a higher tax bracket, making 85% of their Social Security subject to
income tax.

They hadn’t thought of that, so moving forward, we’d have to adjust for taxes.

Next, I asked if they had assumed any kind of an inflation rate, because their
expenses would grow over time as costs went up. They had.

Finally, I asked if they planned to maintain the exact same asset allocation
throughout retirement. Yes, they did. Their asset allocation was 65% stocks,
30% bonds and 5% cash. It was working for them, and they didn’t see any
reason to change.

Our team gathered their statements, and at the next meeting, I presented the
findings of our analysis. We use Morningstar software, which produces a
“Snapshot” that offers valuable statistics on a portfolio as well as the past 10
years of returns.

The couple’s 10-year average return on their portfolio was 6.9%, so they were
right on target with their projection. But there were definitely some issues they
hadn'’t considered.
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Spotting the Problem: Risk

Have you ever looked at an X-ray with your physician? She puts it up on the
lightbox, and says, “Oh, that’s the problem right there,” but all you see is
different shades of gray? That’s how it is with a retirement analysis: Your
adviser can see things you might not notice or think about.

And on this couple’s Snapshot, what jumped off the page at me was a statistic
called R-squared — a measure of the correlation of a portfolio’s returns to a
benchmark’s returns. In this case, the benchmark was the S&P 500, and the
R-squared was 96.38. The movement of the S&P 500, which is an all-stock
index, was going to predict 96.38% of the movement of this portfolio, even
though it had 30% bonds and 5% cash.

Why? What we've seen in the past few years is that stocks and bonds have
tended to move more in lockstep than in the past. As people try to wean off the
stock market by moving to bonds, they’re still taking on risk — it’s just risk of a
different color.

And that’s a point we almost always have to make with prospective clients who
have been working on their own: You can’t choose what kind of stock market
shows up when you retire. No one can. (See Guggenheim’s DOW Jones
Historical Trends Chart.)

I showed the couple that if their money earned 7% consistently and they took
out the $100,000 they wanted each year, their $1.8 million 10 years later would
grow to $2,189,160. They were right — their IRA would easily provide for the
lifestyle they planned for.

But if their money was in the stock market in a period similar to 2000 to 2010,
that same $1.8 million — minus the income they needed to support their
lifestyle — would drop to $779,610. That’s a difference of $1,409,550.

That’s called sequence of returns risk: When the markets are volatile and you're
taking money out, it’s difficult to recover from a loss. And even though everyone
knows the market has its ups and downs, many people fail to plan for the
possibility that it could affect them.

The Bottom Line

When you take income in retirement, you really need to get it from sources that
aren’t dependent on the market. With CD rates so low and cash equivalent
accounts paying nothing, a fixed or fixed index annuity can help by providing
consistent income without the market risk.

Returns are never linear. That is why it helps to have a professional who can
guide you to and through your planning.

A DIY spreadsheet can be a great start to a retirement plan. But without some
advice from an experienced specialist, it also could lead to an unhappy ending.
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