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topped the list (61%) for all retirees 
surveyed, followed by pensions (36%) 
and retirement savings accounts (23%). 

The picture in Figure 2 looks different for 
those currently employed and looking 
ahead to their retirement. Of this group, 
nearly half (46%) expected investments 
from retirement savings to account for a 
large portion of their retirement income 
– more than Social Security. Among 
upper-income non-retirees, that number 
jumps to 65%. Of this same group, 27% 
cite individual stocks and mutual funds. 
Only 17% expect Social Security to serve 
as a major source of retirement income.

Retirement comes in many forms, and 
with proper planning and guidance you 
can define what your retirement lifestyle 
looks like. How you generate the money 
needed to live comfortably in retirement 
is a major consideration, and in recent 
years investment portfolios have become 
a much more significant income source 
for future retirees. 

Figure 1 shows the main sources of 
income as cited by current U.S. retirees 
in an April 2013 Gallup Poll. The variety 
of income sources listed demonstrates 
the many possibilities for retirement 
income strategies. Social Security 

“Retirement is not in my vocabulary…”  
      - Betty White
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  All retirees (%) Less than $50,000 (%) $50,000 or more (%)

 Social Security 61 73 49

 A work-sponsored pension plan 36 27 55

 A 401(k), IRA, Keogh, or other retirement savings account 23 19 36 

 The equity you have built up in your home 20 19 22

 Individual stock or stock mutual fund investments 13 9 21

 Other savings such as a regular savings account or CDs 14 14 15

 Annuities or insurance plans 9 9 12

 Part-time work 3 5 2

 Money from an inheritance 3 4 3

 Rent and royalties 4 3 6

Figure 1:   “Major” sources of income, current U.S. retirees, by annual household income

Source: Gallup Poll, April 4 – 14, 2013
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With the rise of DC plans, a growing 
number of retirees must figure out how to 
live off their investment portfolios instead 
of relying solely on other sources to provide
their retirement income stream. This 
book will provide an overview of the role 
your investment portfolio plays, alongside 
your other assets, in funding your lifestyle
over the duration of your retirement. 
With a well-balanced portfolio, your
accumulated savings have the potential 
to provide a sustainable income for the 
retirement lifestyle you desire.

The retirement landscape continues to 
shift toward sources that require greater 
individual responsibility. The uncertainty
of Social Security and the decline of 
traditional pension plans (also called 
“defined-benefit” or DB plans) have 
both contributed to this shift. In lieu of 
DB plans, in which employers provide 
a promised monthly income to their 
retired workers, employers have moved 
toward defined contribution (DC) 
plans.  Under DC plans, such as 401(k)s, 
employers often match a portion of 
employee contributions to their accounts. 
However employees are responsible to 
determine their rate of saving, follow 
through with contributions and to decide 
how those contributions are invested. 
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Figure 2:  Percentage of non-retirees expecting each item to be “major source”  
           of retirement funds, by annual household income

Source: Gallup Poll, April 4 – 14, 2013

  All non-retirees  $75,000 or  $30,000 to  Less than 
  (%) more (%) <$75,000 (%) $75,000(%)

A 401(k), IRA, Keogh, or other retirement savings account 46 65 44 26

Social Security 30 17 33 42

Savings account or CDs 25 25 24 27

Work-sponsored pension plan 24 34 22 15

Part-time work 21 11 26 27

Home equity 20 23 18 17

Individual stock or mutual funds 18 27 16 9

Annuities or insurance plans 9 7 11 9

Inheritance 8 7 10 7

Rent and royalties 6 5 6 7
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You will not have to rely on 
income from your investment 
portfolio. Enjoy the ride!

You will need to generate income 
from your investment portfolio 
with well-balanced investments 
for long-term growth and 
sustainable withdrawals.

   Chapter 2: 

   Determining The 
Need for Additional     
    Income Sources

Figure 3 provides the basic steps for 
determining your need for additional 
sources of income. We have also included 
a “Retirement Checklist” at the end of 
this book to help you assess your financial 
retirement needs.

Retirement planning starts with a com-
parison of expected income and expenses. 
Compare the sum of all your expected 
income sources – Social Security, pensions, 
rental income, part-time employment, etc. 
– to the estimated expenses of your desired 
retirement lifestyle. 

Figure 3:   Do you need additional income?

REVIEW all income 
sources: Social Security, 
rental income, pension, 
employment, etc.

YES

Is the sum ENOUGH
to cover your
retirement
lifestyle?

NO
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If your income sources cover your 
income needs, you likely won’t need to 
rely on your investment portfolio for 
additional funds. However, many 
people have a shortfall that needs to be 
funded.

When calculating income for your  
retirement lifestyle, it’s important to 
remain flexible in your planning – for 
example, you may need to consider 
delaying retirement or modifying your 
retirement lifestyle expectations.
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Social Security
Social Security, once a primary retirement 
income source for most Americans, has 
become more uncertain in recent years. 
Current retirees are part of the first 
generation to receive benefits that are 
lower than the amount of payroll taxes 
they contributed, as revenue collected 
for the program is falling below liabilities.1 

The amount of your benefits is derived 
from a complex calculation based on 
your date of birth, your age when you 
start receiving benefits, and the amount 
of earnings on which Social Security 
payroll taxes were paid. Its purpose is 
to provide a safety net under other 
retirement income sources, so very 
few can live off it alone.

Figure 4:  Social Security benefits by age 

Source: Social Security Administration

Benefits are reduced 
(up to 30%)

Receive full
benefits

Receive full
benefits and delayed
retirement credit

Earliest 62 
(before full  

retirement age)

At full  
retirement 

age

At 70

1The Future of Social Security: Solvency, Work, Adequacy, and Equity, 
Urban Institute (2010).
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In April 2016, several changes to 
Social Security claiming strategies were 
implemented, to improve the long-term 
sustainability of the Social Security pro-
gram. These included the elimination 
of the File and Suspend option and 
the Restricted Application option. 
Familiarizing yourself with benefit 
options can help you determine which 
Social Security claiming strategy is 
right for you. 

Pensions
Pensions in the form of employer-
managed defined benefit plans have 
become increasingly uncommon and 
defined-contribution plans have  
become the norm. Private-sector  
employers have dramatically shifted 
away from defined-benefit plans to 
defined- contribution plans, where 

In 2013, retired workers on average 
received a monthly benefit of $1,294, 2 
which adds up to an annual income of 
$15,528. A couple turning 65 in 2010 
after making the average wage during 
their careers can expect $21,000 less than 
they contributed (Figure 5).

Figure 5:  Shortchanged on Social Security
 

Will receive: $579,000

Source: CNNMoney, Tami Luhby, April 14, 2013

Contributed: $600,000

 2Social Security Administration, 2012.
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in a defined-contribution (DC) plan. 
Those figures practically reversed in 2011, 
as workers participating only in DCs 
increased to 31% while those only 
participating in DBs decreased to 3%.

employees are responsible for how their 
retirement savings are invested. 

As shown in Figure 6, in 1979, 28% of 
all private-sector workers participated 
only in a defined-benefit (DB) plan, 
compared to 7% who participated only 

0%

5%

10%

15%

20%

25%

30%

35%
2011

De�ned ContributionDe�ned Bene�t

1979

Figure 6:  Private-sector workers participating in an employment-based 
                     retirement plan, 1979-2011

Source: Employee Benefit Research Institute. ebri.org
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Upon retirement, your company pension 
benefits are generally paid out in either 
a lump-sum payment or as an annuity, 
possibly for life. While annuitized 
pension payments may be guaranteed, 
they may not cover inflation. Mean-
while, a lump-sum payment can be 
rolled over into a retirement account, 
such as an IRA, that can be included 
in your investment portfolio.

Annuities
Annuities are packaged in several ways, 
so reviewing each in detail goes beyond 
the scope of this article. Most annuities 
share a general structure. Typically, 
buyers of annuities pay a premium 
that is invested in exchange for a certain 
amount of interest paid over a defined 
period of time by the insurance company.

Figure 7:  Potential expenses of an annuity

Source: Insured Retirement Institute, 2011 IRI Fact Book 
(Washington, DC, IRI, 2011)

Total 
Expenses:

3.34%

Optional Riders  
and Benefits:  
0.33% - 1.03%

Contract: Mortality and  
Expense Charge 1.18%  
Administration Fee 0.19%

Subaccount  
Funds: 0.94%
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feature.3 However, the attractive features 
of an annuity can come at a high cost.

Features like guaranteed payments, inflation 
protection and joint-and-survivor benefits 
can increase annuity expenses. Figure 7 
shows how annuity expenses accumulate, 
reducing the actual value in interest paid. 
Moreover, annuities are very illiquid. 
There are high surrender fees for with-
drawing money early or in an amount 
greater than scheduled. Additionally, 
there is the risk that the issuing company 
could fail. Persons interested in annuities 
should thoroughly research the annuity 
expenses and the financial well-being of 
the issuing insurance company.

Part-time Employment
The growing trend of part-time employment 
during retirement stems from necessity as 

One of the primary reasons retirees 
consider insurance products like 
annuities is that they can be distributed 
as guaranteed income for several years, or 
even a lifetime. In a 2013 survey, nearly 
90% of respondents who owned an annuity 
said they consider the guaranteed lifetime 
withdrawal benefit as a valuable product 

The attractive features 
of an annuity can come 
at a high cost.

32013 Survey of Owners of Individual Annuity Contracts, The Gallup Organization 
and Mathew Greenwald & Associates, 2013.
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raise the amount of benefits received each 
year once they ultimately commence. 

However, depending on your situation, 
part-time work in retirement may have 
some financial downsides. For instance, 
you may incur work-related expenses 
such as gas and other commuting costs. 
Additionally, the income earned from 
employment may put or keep you in a 
higher tax bracket, which may mean 
higher taxes paid on distributions from 
some taxable investments. Lastly, 
employment while receiving Social 
Security may temporarily reduce your 
benefits until you reach full retirement age.  

Investment Portfolio
With increasing responsibility for retirement 
income being placed on individuals, it’s 

well as a desire to be more productive and 
active as an older adult.

In a survey of working adults ages 45-74, 
AARP found that the top reason for 
working was that retirees “need the 
money” (96%), but it was closely followed 
by responses that they “enjoy the job” 
(92%) and that work “makes them feel 
useful” (83%). 4  

In addition to its emotional benefits, 
working longer provides monetary benefits 
that can change how you fund your 
retirement. Working longer helps build 
your nest egg, which can increase the 
size and, possibly, the longevity of your 
portfolio. It also allows you the flexibility 
to postpone Social Security payments to 
receive the delayed retirement credit and 

4Stay Ahead of the Curve 2013, AARP (2013).
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more important than ever to understand 
how you may be able to generate income 
from your savings accumulated in 401(k)s, 
IRAs, or other retirement savings vehicles, 
along with your individual investments 
such as stocks and bonds. Your invest-
ment portfolio may produce a cash flow 
from fixed-income investments, equities 
that pay dividends, return of investment 
principal, along with any growth:

Investments are always vulnerable to 
the risk of market losses. Investors can 

Figure 8:  Cash flow from an investment portfolio

attempt to minimize unnecessary risk 
by building portfolios designed to 
achieve retirement goals, rather than 
going after the highest returns and 
the highest income, which typically 
requires higher risk. A well-defined 
investment plan based on your 
tolerance for risk and specific income 
needs will help you manage your 
investments over the long term, building 
confidence that you can live off your 
portfolio for many years. 

Fixed-Income Investments
(i.e., Bond Interest)

Equity Dividends

Principal & Growth

Portfolio
Cash
Flow
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determine a good estimate of how much 
you need to save prior to retirement. 

Your withdrawal rate can be adjusted if 
you decide there is reason for change. 
Market conditions, lifestyle changes, 
health care, and unexpected expenses can 
all affect your income needs and prompt 
a change in your withdrawal rate. 

One common rule of thumb states that 
withdrawing 4% of your portfolio annually 
is sustainable for a retirement of 30 years 
or more. 5 This can provide a general 
guideline as you begin your calculations, 
but it’s important to pay attention to the 
specifics of your personal situation and 
goals. Your wealth and living expenses 
during retirement may make a 4% 
withdrawal rate too aggressive, or too 

Retirement money is generally saved 
for the purpose of spending it during 
retirement to afford a desired lifestyle. 
With a well-designed, well-executed plan, 
retirees can build confidence that their 
principal will not run out. 

Your portfolio represents a flexible and 
liquid income source. You can move 
money to and from different investments 
and make withdrawals when needed.

Withdrawal Rate
Determining your withdrawal rate – the 
amount you need to take from your 
portfolio each year – is essential to 

retirement planning. The 
sum of your withdrawals, 
adjusted for inflation, over 
the course of your life 
expectancy, can be used to 

5Determining Withdrawal Rates Using Historical Data, Journal of Financial Planning, 1994.
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Your asset allocation may change at different 
stages in your financial journey. You may 
decide to increase the aggressiveness 
of your portfolio during your wealth 
accumulation years to generate higher 
returns, although that comes with higher 
risk. Or, as you approach retirement, you 
may decide to make your portfolio more 
conservative. 

conservative. Moreover, depending on 
when you retire, your time horizon may 
be different than 30 years. Asset allocations 
(as you’ll see in the next section) can also 
affect your withdrawal rate. 
 
Asset Allocation
In addition to your accumulated wealth, 
it’s important to consider the asset allocation 
of your portfolio. Asset allocation – how 
much of your portfolio is in stocks, 
bonds, and other investment vehicles - 
accounts for a substantial amount of a 
portfolio’s variability. 6 

Ideally, you want enough growth in your 
portfolio to meet your living expenses 
and stay above inflation, but with the least 
amount of investment risk possible.

6Does Asset Allocation Policy Explain 40, 90, or 100 Percent of Performance?, 
Association for Investment Management and Research (2000).
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(Figure 9). Actively managed funds involve 
the services of multiple financial pro-
fessionals, and the costs are passed on to 
the shareholders. Moreover, trading costs 
can be higher in actively managed funds 
based on the frequency of buying and 
selling of securities by the fund managers. 
The lower costs of index mutual funds 
and ETFs allow investors to keep more 
of their investment returns, which can 
increase portfolio income and longevity 
when reinvested. 

Income from dividends and interest
Stock dividends and bond interest can 
provide cash flow from your investment 
portfolio. Dividends are the share of a 
company’s profit given to shareholders. 
Interest from bonds is the income provided 
by government entities or corporations 
for borrowing your money. Income from 
dividends and bond interest can be used 

The best asset allocation is one that 
you are comfortable holding for an 
extended period of time through all 
market conditions.    

Index Mutual Funds and ETFs
Index mutual funds and index 
exchange-traded funds (ETFs) offer the 
broadest exposure to major asset classes. 
They attempt to match the returns of a 
benchmark, such as the S&P 500, as 
if you own all the securities in it. 

Index mutual funds and ETFs generally 
have low costs. On average, they are 
cheaper than actively managed mutual 
funds. In 2012, the average expense 
ratio for actively managed equity funds 
was 92 basis points (bps), compared to 
13bps for index equity funds. For bond 
funds, active funds averaged 65bps and 
index mutual funds averaged 12bps 
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to help fund retirement expenses, or rein-
vested like an investment contribution.

Some investors try to strategically withdraw 
only amounts produced by dividend and 
interest income and do not withdraw 

principal from their portfolio. However, 
because dividend distribution occurs 
when the stock issuers decide, the 
amounts or availability may not meet 
an investor’s needs. Other investors take 
a total return perspective and allow 

0.0

0.2

0.4

0.6

0.8

1.0

Actively Managed

Index

Bond FundsEquity Funds

Figure 9:  Comparing expense ratios between index and actively managed funds

Source: Investment Company Institute, 2013 ICI Fact Book
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themselves to sell assets that have 
appreciated when they want to 
withdraw money.

Monitoring your investments 
and life
You must periodically rebalance your 
portfolio to ensure that it maintains the 
asset allocation you selected. Investors 
use rebalancing to adjust investments 
which may have increased or decreased 
due to market changes, moving their 
asset allocation outside a predetermined 
tolerance range. For example, a 50% 
stock and 50% bond portfolio would be 
rebalanced if it became 55% stock and 
45% bond, given a tolerance range 
of 5%.

To rebalance, investors sell assets that 
have performed well and buy assets that 
have performed worse until their assets 

are back at their original allocations. 
Rebalancing has a variety of benefits 
(Figure 10). One of its most important 
benefits is that rebalancing maintains a 
risk level at or below your tolerance so 
that you continue to follow your investment 
plan. Upon rebalancing, gains from sold 
assets can be incorporated into your 
withdrawal for income.

Figure 10:  The benefits of rebalancing 
                        your portfolio

Maintaining 
asset allocation

Controlling
risk

Diversification

Continued 
long-term investment plan

Reducing 
volatility
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How advisors can help with 
retirement planning
There are many considerations when 
planning for retirement – not only do you 
need to determine sources of income, you 
also need to make sure that the income 
will last for your lifetime. 

To accomplish these long-term goals, you 
must select an asset allocation, construct 
an appropriate portfolio by selecting from 
numerous investment types, rebalance 
when necessary, decide on a withdrawal 
strategy, continually assess your risk 
tolerance, make appropriate adjustments 
to your plans…and the list goes on.

Financial advisors can help you plan for 
these factors and many others related to 

retirement and living off your investment 
portfolio. Some advisors specialize in 
these areas and achieve designations 
requiring them to complete rigorous 
education, testing, in-depth study and 
experience in financial and retirement 
income planning. These include the CER-
TIFIED FINANCIAL PLANNER™ (CFP®) 
certification and Chartered Retirement 
Planning Counselor (CRPC®) designation. 

Financial advisors, especially those with 
proper experience and trainng, can create
plans custom-tailored to each client’s 
unique financial situation, goals, time 
horizon, and risk tolerance. Registered 
investment advisors, like Portfolio 
Solutions® are legally obligated to put 
your interests first because they are held 
to a strict fiduciary standard. A sound 
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financial plan should also include a 
strategy to keep pace with inflation and 
rising costs.

Advisors can also provide discipline. 
Market fluctuations can spark strong 
emotions in investors, who may be 
tempted to act on them. Advisors help 
investors create an appropriate plan and 
then stay on track through all market 
conditions. This helps in preventing rash 
decisions which can be made in response 
to short-term market conditions and 
potentially have negative long-term 
consequences on portfolios.

Advisors can also provide important 
guidance as investors enter new and 
inexperienced phases of their lives. In 

the years leading up to retirement for 
example, advisors can guide investors 
through asset allocation decisions based 
on changing needs to accept investment 
risk. As retirement approaches, advisors 
can assist in the transition from living 
off working income to using an invest-
ment portfolio as a source of retirement 
income. 

In addition to helping investors with the 
many complicated choices associated 
with correctly managing their investment 
portfolios, advisors can take care of 
portfolio monitoring and rebalancing, 
reducing risk accumulated from rising 
asset values and increasing the amount 
of free time investors have to focus on 
the things that matter most to them.
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Staying Educated
Staying educated about critical investment 
topics pertaining to living off your investment
portfolio, such as asset allocation, risk 
tolerance, rebalancing, and other factors 
is an ongoing process. We believe in the 
importance of investor education, and we 
will continue to provide additional 
resources. If you’d like to learn all about 
how Portfolio Solutions® can help you, 
please give us a call at 800-448-3550.

Conclusion
Creating a financial retirement plan is 
important and complex. Your investment 
portfolio can be a versatile income source 
for funding your retirement lifestyle, and 
a key part of your overall plan. If you are 
uncertain about whether your retirement 
plan is sufficient, you don’t have a plan, 
or you are overwhelmed by the number 
of factors you need to consider, talk to a 
financial advisor about your needs. 
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Retirement often means leaving the security of a steady paycheck or 
other income stream. It’s important to assess your situation. How much 
income will you have? How much will you spend? Please note that it may 
take a few years to solidify your income and spending levels. However, 
the following checklist can help you get a handle on potential income 
and expenses as you near retirement. In addition, we’ve included a few 
reminders about insurance and estate/legacy planning to help you cover 
your bases. 

The following checklist is provided for informational purposes and not 
meant as investment or financial advice.
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Income:
1. Obtain your Social Security 
 Benefit Statement. You can go to the 

website below to create an account and 
generate your most recent Social Security 
Statement. These are the statements that 
used to be mailed to you three months 
before your birthday each year. The state-
ment will show your estimated benefits 
for ages 62, 70 and your full retirement 
age. http://www.ssa.gov/myaccount/

2. Identify your strategy to maximize 
your Social Security benefits over the 
long term.  Married couples typically 
have a few different options. AARP  
provides a useful calculator and overview 
of different strategies. You can think of 
Social Security as your baseline income 
stream for retirement.

•   AARP Maximize Benefits Overview Document 
http://www.aarp.org/content/dam/aarp/money/budgeting_ 
savings/2012-02/How-to-Maximize-Your-Social-Security- 
Benefits-AARP.pdf

•   AARP General Social Security Link 
http://www.aarp.org/work/social-security/

•   AARP Benefit Calculator Link 
http://www.aarp.org/work/social-security/social-  
security-benefits-calculator/

3. Review your benefits from any current 
or former employers. Are you eligible for 
any pension or health care benefits? If a  
pension is available, then make sure you 
understand the different payout options, 
including whether the payments are adjusted 
for inflation. Employer-provided pensions 
can provide another steady income stream.
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4. Obtain current or projected balances 
from all liquid investment assets.  
Investment assets can include retirement 
accounts such as 401(k)s, 403(b)s and IRAs. 
They could also include brokerage accounts 
or company stock option plans. You can use 
these assets to augment Social Security  
and pensions.

5. Review any insurance products, such as 
permanent life insurance or annuities, that 
may provide retirement income through 
cash balances or income streams.  

6. Do you own any investment property? 
Can it be sold to add to your liquid  
investment portfolio, or can it be leveraged 
to provide an income stream such as rent 
payments?

Expenses:
7. Review your health insurance  

coverage. Make sure that you have health 
insurance in place and understand the rules 
such as deductibles, co-pays and allowed 
health care provider networks since 
health-related costs will make up a  
percentage of your retirement expenses.  

8. If you are approaching age 65, make 
sure to apply for Medicare even if you 
do not plan to start Social Security 
until later. You can find the Social Security 
Medicare handbook at the following location: 
http://www.socialsecurity.gov/pubs/EN-05-
10043.pdf. Review Medicare coverage. 
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9. Determine your estimated retirement 
living expenses. If you are not sure, 
a very simple way to do this is to place 
an estimated amount of cash into your 
checking account each month. Make it a 
goal to try to live on this amount. You can 
adjust the amount each month until you 
have an idea of your expected monthly 
spending. Another approach is to look 
at your take-home pay, subtract out any 
ongoing savings and use the remaining 
number as a starting point.  

10. Review your living situation and ad-
ditional retirement goals. Do you plan 
to upsize or downsize? Both can impact 
your retirement expenses. Do you plan to 
travel or have any other “wish list” items 
for your retirement?

Estate Related:  
(please make sure to seek legal advice)

11. Are the proper beneficiaries in place 
for retirement accounts? For example, 
a common mistake for couples that have 
remarried is that an ex-spouse is still listed 
as a beneficiary on an old pension account  

12. Do you need to fund any Living Trusts 
that you created but forgot to fund?

13. Do you need to update any wills or 
other trust documents? 

14. Do you have the appropriate medical 
and durable power of attorney  
documents in place? 
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There are many steps to take when preparing 
for retirement. It can be difficult making the 
right choices in a changing retirement landscape. 
However, continuing to educate yourself about 
your finances, your retirement plan, and the 
available options will help you develop a plan 
to save toward the retirement you desire. 

As with any investment strategy, there is potential for profit as well as the possibility of loss. Portfolio Solutions® does not 
guarantee any minimum level of investment performance or the success of any index portfolio or investment strategy. All 
investments involve risk and investment recommendations will not always be profitable. All information presented in this 
eBook is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This information 
is distributed for education purposes, and it is not to be construed as an offer, solicitation, recommendation, or endorsement 
of any particular security, product, or service. This information is not a substitute for obtaining formal financial advice, or 
legal advice from an attorney licensed or authorized to practice in your jurisdiction. You should always consult a suitably 
qualified attorney regarding any specific legal problem or matter. Consider the investment objectives, risks, and expenses 
carefully before investing.
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For more information about Portfolio Solutions® 
and your investment portfolio, visit us at  
www.PortfolioSolutions.com
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