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DESTITUTE AT 80 by Ed Easterling

Destitute At 80: Retiring In Secular Cycles

There has never been a thirty-year period for the stock market when investors have lost money; yet there have quite a
few thirty-year periods that have bankrupted senior citizens who were relying upon their stock portfolios for retirement
income.

THE GOLDEN GOOSE

Whether you are there now or saving to be there one day, retirement for many is that time when we use the "goose"
that we have built over many years of toiling and saving to fund our retirement. For those of us that are still building the
nest egg, we want to know how much will be required to meet our needs. Upon retirement, we need to know what level
of income (or withdrawals) from our investments that we can have each year to sustain our lifestyle--the safe
withdrawal rate of "golden eggs" from the "goose."

The withdrawal rate is the percent of the starting portfolio that can be harvested each year for living expenses. For
example, a retiring couple with $1 million that needs $50,000 to supplement social security would be taking a
withdrawal rate of 5%. Of course, expenses rise each year due to inflation and our couple certainly wants to sustain a
comparable lifestyle. Therefore, the withdrawal in future years should keep pace with inflation. As a result, there is a key
assumption for retirees about the initial and continuous rate of withdrawals from their investment portfolios to be safe
from failure.

THE CONCEPT OF SWR

Safe Withdrawal Rate, or SWR, is an actively discussed--and debated--concept among retirees, financial planners, and
investment advisors. SWR relates to the percentage of an investor's portfolio that can be safely withdrawn each year
following retirement for life's expenses. The key variables are (1) success rate, as reflected in the percentage risk of not
running out of money; (2) portfolio mix and return assumptions; (3) how long the retiree assumes that they will live; and
(4) a variety of other variables including tax rates, investment expenses, etc.

In general, most analysts and models say that a retiree can withdraw 4% to 5% of the original balance each year,
increased annually to cover inflation, and still have a very good chance of not running out of money. A retiree today has
a relatively long-term horizon, with an average retirement age near 60 and an expected lifespan for the last surviving
spouse of almost 30 years. Some will go so far as to advocate that today's Crestmont Research long-term retirees invest
heavily in the stock market. Those pundits say that a market which has never lost money over thirty-year periods won't
let you down in the future.

So let's assume that a retiree invests heavily in the stock market--because they "need" the extra return and should feel
"safe" that over a thirty-year period that Mr. Market will not let them down. For our retiring couple, let's also assume no
taxes or investment fees, commissions, or other charges--yes, these are aggressive ("optimistic") assumptions, so this
probably delivers the best-case scenario or conclusion.

We now have the last three elements settled: (a) the portfolio mix will be a diversified stock market portfolio using the
S&P 500 Index including dividends, (b) the last surviving spouse will need money for at least 30 years, and (c) there are
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no taxes or investment expenses. What are our chances of success...of
not running out of money and avoiding a job greeting shoppers at Wal-
Mart after age 807?

ON AVERAGE

If you are interested in SWR, you are likely affected by it. Despite the use
of average assumptions, your results will unlikely be "average" even
after decade or longer periods. It could be better than average or it
could be worse than average. Regardless, as far as success is concerned,
your results will be binary--either you will be successful or not. It does
not matter whether you--on average--have a 75% chance of success. For
you, it will either be 100% or 0%...you will either have enough or you will
run out. So although probabilities are interesting, you are keenly focused
on the implications of the assumptions and the likely impact that they
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have on your future.

Using history as our laboratory to assess the likelihood of success, a retiring couple that starts with withdrawals of 4%
has a 95% chance of success...of not running out of money before the average last surviving spouse no longer needs
withdrawals. For example, this represents an initial $40,000 for a retiree with $1 million, increasing the $40,000 at the
start of each year by inflation. By the way, keep in mind that (by its definition) about half of you will live past the
expected average lifespan. Thus, these success rates are actually lower for the half of retirees that will live past the
expected lifespan.

Well, a 95% chance of success sounds pretty good--on average. On a more personal level, | am an investment manager
with a high propensity for risk management. So as you might expect, | think much less about the 95% success rate and a
lot more about the 1 in 20 chance of cat food or a Wal-Mart job at 85. And in some of the cases, | might even be
destitute at 80.

If you have enough money to be thinking about SWR, you likely have a lifestyle that you don't want to compromise.
Further, when you think about last-to-survive issues, it has even greater significance.

To illustrate, when the doctor comes in and says that your upcoming surgery has a good success rate: a 95% chance of
success. He further says that he does this "Risk management is not about enhancing success; it is about avoiding the
failures that are unacceptable." procedure five times a day. Since five-a-day represents about 20 per week, how many of
you will immediate hope (wish) that you will not be the one that week that does not make it. In this case, risk
management is not about enhancing success; it is about avoiding the failures that are unacceptable.

So let's return to our analogy about the surgeon. Although a 95% success rate sounds good to all those who are standing
around the operating table, it is quite different for the one who is actually on the table. The patient will be thinking
about his or her particular circumstances...whether their odds are more likely to be above or below the 95%.

Before digging into the details, what does the overall average look like? Over the 78 thirty-year periods since 1900, the
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average retiree that started with $1 million could have withdrawn 4% plus actual inflation each year and ended with
$6.7 million--6.7 times as much as they started with--even after withdrawing 4% plus inflation every year for thirty years.
As for failure rate, only 4 of the 78 periods ran out of money.

But what about me? For stock market investors, the most significant factor that determines future returns is the level of
valuation (measured as the P/E ratio) at the time of initial investment. So for each of us, the level of the P/E at
retirement has a significant impact on our chances of success.

When we dig further to understand the success rate for a retiring couple today, we can dissect the past history into four
sets, so-called quartiles. These sets are ranked from the highest to the lowest starting P/E ratios. The result is that the
highest quartile (i.e. the top 25%) includes all thirty-year periods since 1900 that started with P/Es of 18.5 and higher.
The second set (i.e. the second 25%) cuts-off at a P/E of 13.9; the third at 11.2; and the last at 5.3.

Why does this matter? Although the success rate for the entire group was 95%, today's retiree starts with P/Es over 18.5
and has an expected success rate of less than 80%-- one per day for our surgeon rather than one per week.

When P/Es started at relatively high levels, it had a major impact on future success. When P/Es started at relatively
lower levels, returns always were sufficient for 4% withdrawals.

Figure1 YR Statisiics By FE Guariiles: 4% 9WR, 30-Year Fereds Since 1300

STARTING SUCCESS AVERAGE AVGYRS IF

QUARTILES FERANGE RATE ENDING $8  QUT OF §s
Top 255 1851 9% § 2,707 045 27.3
Second 25% 13810184 100 & 5,157 831 na
Third 25% 11.21013.8 100% § 8813308 na
Botfom 25%  below 11.2 100 § 10,073,325 néa

Al T PFRIONS 14 & avQ Q5% § @663 A4 AT 3

As Figure 1 reflects, the level of valuation (P/E) has a direct impact on success and ending capital. The implication for
today's investor is that the likelihood of financial success in retirement is considerably less than most pundits are
advocating. Twenty years from now, if the response is "who knew?", it won't be much comfort for retirees in the
employment line at Wal-Mart. This is especially true since a rational understanding of history and the drivers of longer-
term stock market returns can help today's retiree to avoid that "surprise." | assure you that these are not fear-driven
statements, but rather insights that are based upon history and the financial principle that valuation is a major
determinant of future returns.

As presented in Figure 1, covering the 78 thirty-year periods since 1900, the top 25% started with P/E ratios of 18.5 or
higher. Within that 25%, about 1 in 5 (20%) of the thirty-year periods had the investor running out of money before the
end of the period. When that occurred, the investor was out of money on average during the 27th year. Yet--on average,
including the successful periods within this quartile--the average investor ended the thirty years with almost $2.8
million.

Please keep in mind that success provides a wide path, yet failure is a thin line. Those that succeed will end with a little
or a lot: Those that fail get to zero...or start eating cat food as the savings dwindle. Further, in reality for retirees that
invest during top quartile periods, the chance of suffering the painful effects of failure is even higher than 21%. Since a
few of the periods ended relatively close to zero, some retirees toward the end were forced to drastically reduce
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spending as their portfolios dwindled.

For most investors over the past century (the ones that were fortunate enough to retire when stock valuations and P/Es
were lower), they had much better results. As reflected in Figure 1, the benefits were directly and inversely
proportionate to the starting level of valuation. As the starting valuation declines, the average ending portfolio
increases. This is another example of how the starting valuation has a big impact on future results.

BUT | WANT 5% (RATHER THAN JUST 4%)...

A number of advocates and studies provide for 5% withdrawal rates: "l only want $50,000 from my million dollars" and
have it last for 30 years. The calculated success rate for that rate of withdrawal is 73%. Pretty good odds...except when
we consider the impact of valuation.

Fgure 2. B¥WR Statislics By P/E Quartles: 5% SWR

STARTING BUCCESE  AVERAGE AVGYRS IF

QUARTILES PERANGE RATE ENDING §s  QUT OF §s
Top 25% 185+ 47% & (290879) 21.8
Second 25% 13910184 % £ 1607294 21.5
Third 2584 1121013 8 Al § /396247 785
Bofiom 25%  below 11.2 99% § 7.061,859 30.0

ALL PERIODS 14.6G uvy Fi% § 3093378 23.0

As Figure 2 shows, although the average may have been 73%, some periods presented odds less than 50% while others
were more than 95% successful.

As discussed in this article and in Unexpected Returns (a layman's book to understanding what drives periods of above-
average and below-average returns in the stock market), there are fundamental drivers to stock market returns. In
Figure 2, we can again see that periods starting with higher valuations have lower success rates, lower average ending
values, and shorter periods before bankruptcy. This further highlights the direct impact of valuation on portfolio returns
and the resulting success rate for surviving retirement.

CONCLUSIONS

As you try to better determine the odds that drive whether it will be success or cat food, the starting level of stock
market valuation (P/E) has a direct impact on your outcome. It does not matter that most scenarios provide your heirs
with multi-millions; you are obviously more concerned about reducing the chances that a few scenarios have you trying
to work again at 80.

Although history provides an average outcome across a wide variety of market conditions, it is only relevant today to
consider periods with characteristics similar to today. Given the significant impact of valuation on returns, that factor
will be a major driver for today's investors and retirees. As we are now in the upper quartile (i.e. top 25%) of valuations,
our expected results are well below average. So much so that realistic expectations or portfolio management is needed
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DISCLAIMER & CONTACT INFORMATION

Lance Roberts Office Location:

Director of Fundamental & Economic Analysis One CityCentre

800 W Sam Houston Pkwy N

Michael Smith Suite 410

Director of Alternative Investments Houston, TX 77024

Hope Edick Tel: 281-822-8800
Compliance

Web Sites:

Jean Casagrande www.streettalkadvisors.com

Streettalk Insurance

Email: (For More Information)
Streettalk@streettalklive.com

For Appointments Contact
Kim Standing kim@streettalkadvisors.com

Disclaimer: The opinions expressed herein are those of the writer and may not reflect those of Streettalk Advisors, LLC., Charles Schwab & Co, Inc., Fidelity Investments,
FolioFN, or any of its affiliates. The information herein has been obtained from sources believed to be reliable, but we do not guarantee its accuracy or completeness.
Neither the information nor any opinion expressed constitutes a solicitation for the purchase or sale of any security. Past performance is not a guarantee of future results.
Any models, sample portfolios, historical performance records, or any analysis relating to investments in particular or as a whole, is for illustrative and informational purposes
only and should in no way be construed, either explicitly or implicitly, that such information is for the purposes of presenting a performance track record, solicitation or offer to
purchase or sell any security, or that Streettalk Advisors, LLC or any of its members or affiliates have achieved such results in the past. ALL INFORMATION PROVIDED
HEREIN IS FOR EDCUATIONAL PURPOSES ONLY — USE ONLY AT YOUR OWN RISK AND PERIL.

Registration:

Streettalk Advisors, LLC is an SEC Registered Investment Advisor located in Houston, Texas. Streettalk Advisors, LLC and its representatives are in compliance with the
current registration and/or notice filing requirements imposed upon United States Securities & Exchange and State of Texas Registered Investment Advisors and by those
states in which Streettalk Advisors, LLC maintains clients.

Streettalk Advisors, LLC may only transact business in those states in which it is registered, or qualifies for an exemption or exclusion from registration requirements.
Performance Disclosures.

Past performance may not be indicative of future results. Therefore, no current or prospective client should assume that the future performance of any specific investment,
investment strategy (including the investments and/or investment strategies recommended and/or purchased by adviser), or product made reference to directly or indirectly on
this Website, or indirectly via link to any unaffiliated third-party Website, will be profitable or equal to corresponding indicated performance levels.

Different types of investment involve varying degrees of risk, and there can be no assurance that any specific investment will either be suitable or profitable for a client’'s
investment portfolio. No client or prospective client should assume that any information presented and/or made available on this Website serves as the receipt of, or a

substitute for, personalized individual advice from the adviser or any other investment professional.

Historical performance results for investment indexes and/or categories generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an
investment-management fee, the incurrence of which would have [the] effect of decreasing historical performance results.

Disclaimer of Warranty and Limitation of Liability

The information on this site is provided "AS IS". Streettalk Advisors, LLC does not warrant the accuracy of the materials provided herein, either expressly or impliedly, for any
particular purpose and expressly disclaims any warranties of merchantability or fitness for a particular purpose. Streettalk Advisors, LLC will not be responsible for any loss or
damage that could result from interception by third parties of any information made available to you via this site. Although the information provided to you on this site is
obtained or compiled from sources we believe to be reliable, Streettalk Advisors, LLC cannot and does not guarantee the accuracy, validity, timeliness or completeness of any
information or data made available to you for any particular purpose.

Copyright or Other Notices

If you download any information or software from this site, you agree that you will not copy it or remove or obscure any copyright or other notices or legends contained in any
such information.

All investments have risks so be sure to read all material provided before investing.
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