& A\ PRIVATE WEALTH
'q. ADVISERS, LLC

Modernized Bucket Strategy for
Retirement Planning

By Robert A. Mathers, |D, CPA, ABV, PFS
Rosie K. Mathers, MBA, CFP, CLU, ChFC
David ]. Mathers

Private Wealth Advisers, LLC



& 2 PRIVATE WEALTH
) ADVISERS, LLC

Modernized Bucket Strategy for Retirement Planning

By Robert A. Mathers, ]D, CPA, ABV, PFS
Rosie K. Mathers, MBA, CFP, CLU, ChFC
David ]. Mathers

Private Wealth Advisers, LLC

White Paper: Asset Allocation and Deferred Spending in Retirement

Introduction

To confidently develop a financial plan for a client, a financial advisor must have conviction
in the strategies and tactics that are recommended. For a majority of financial advisors,
asset allocation has been at the core of their strategies, and for good reason. Decades of
academic research and a good deal of common sense suggest that the best way to address
the unpredictable short-term swings of the financial markets is by owning a number of
different asset classes, which should result in some moving up during periods when others
are moving down. Financial planning for individuals either in retirement or nearing
retirement needs to emphasize protection from this volatility to help protect against: (a)
sequence of returns risk - i.e., pulling money out of the market at the wrong time; and (b)
Liquidity Risk - i.e., not being able to turn investments into cash when needed for spending.

During the volatile bear market of 2022, the asset allocation strategy faced similar
challenges, as nearly every asset category (including large and small capitalization stocks,
corporate and municipal bonds, international stocks, commodities, and real estate) declined
simultaneously. Conversely, the asset allocation strategy appeared useless in the late 1990s
when nearly every asset category moved straight up.

These two market cycles seem to beg the question: Is asset allocation dead? This white
paper addresses that question and suggests a gameplan for structuring your financial life so
that you may have conviction that you are on track with your financial and life goals. The
most important attribute of any financial strategy is that it allows you to sleep well at night,
confident that you have addressed the known and are prepared for the uncertain. Here is
how we suggest you get there.



What Will You Do With Your Money?

Ultimately, you want to spend it. Spending may take the form of purchasing goods or
services, making gifts to family members, or charitable contributions to favorite causes.
When you choose not to spend your money now, you must store your money somewhere.
Whether hidden under a mattress, on deposit at a bank, or invested in a security, these
“stored” dollars are saved so that they can be spent later.

To earn a return on your savings, you have two choices: You can either make a loan and
earn interest, or own something that should appreciate in value. In the first choice, you
might provide money to a bank, corporation or government entity. They use the money for
some purpose on which they expect to yield a return (e.g., a bank will make loans to
businesses or home buyers) and pay you interest. In the second choice, you might buy a bar
of gold or a share of a business, hoping it will appreciate in value. You can sell it later,
hopefully at a higher price, or trade it for goods and services.

So, we have just defined investing: Choosing not to spend money now and storing the saved
money somewhere, hoping to make a return so you can spend more money later. Investing
is really deferred spending.

When Do You Want to Spend It?

Archimedes supposedly said, “Give me a lever long enough and I can move the world.” He
was describing the concept of leverage. In the world of investing, our leverage is time.

How often have you heard someone in the financial industry say, “Give it time... it will come
back”? A well-constructed portfolio containing a reasonable allocation among stocks, bonds
and other asset classes (the essence of asset allocation) should generally be able to recover
from market losses over a three- to five-year market cycle; in other words, over “the long

”

run.

However, if you need to spend cash now, you cannot wait for “the long run.” Therefore, you
need to blend your cash management strategy with your portfolio management strategy to
increase the odds of a successful result. A successful cash management strategy must match
your spending plans with available assets designed to produce liquidity on demand.

The Three-Tiered Approach to Managing Your Financial Needs

Financial advisors have traditionally viewed a client's portfolio of assets in a pie chart, with
various slices representing asset categories. The advisor's goal is to find the correct relative
size for each slice to match the investor's willingness and capacity to accept risk (i.e.,
volatility in the market) and need for return on investment. The advisor’s goal for the
retiree, where cash is no longer flowing into their accounts, is also to reduce Sequence of
Return and Liquidity risks.



While that view is valid and relevant, it is more practical to imagine your investments as
three separate tiers of money:

Tier 1 - Cash Account

This tier should hold funds you will need in the immediate future (now through the next 12
months), and can be invested in money market funds or interest-bearing checking accounts.
You should hold enough “cash” in this tier to cover all spending needs that are over and
above your fixed income from wages, pensions and other forms of stable income for the
next six months to a year. The rate of return is not the most important thing in this tier. Tier
1 assets should not be a large amount relative to the other tiers, and they won’t be invested
that long. The objectives for this tier are safety, liquidity and convenience.

Tier 2 - Cash Reserve Account

A Cash Reserve Account (CRA) is intended to provide income and assets to replenish Tier 1.
Because assets in Tier 2 represent money that you will need in the intermediate future (one
to three years), you can afford to earn a higher yield by considering investments in:
certificates of deposit, bond “ladders,” bond funds with short average maturities, or other
high-quality short-term assets. Income from your Tier 2 holdings may replenish your Tier 1
cash account. The amount of assets in Tier 2 is a function of both future spending needs and
the peace of mind you need when your head hits the pillow at night.

Tier 3 - Investment Portfolio

Once you have ample assets stored in your Cash and Cash Reserve Accounts, you can take
advantage of the leverage more time offers you by building an investment portfolio that will
seek higher rates of return and may be allowed to fluctuate in value (since you won’t need
to access the money right away).

Your Tier 3 investment portfolio is where you employ asset allocation strategies, in
accordance with your risk tolerance and time horizon for retirement income streams.
Studies show that the design of your portfolio is the most important factor in determining
its long term performance. By setting up your Cash and Cash Reserve Accounts to provide
ample liquidity over normal financial market cycles, you and your advisor should have
confidence that your plan will address your known needs, and have conviction that your
Tier 3 Investment Portfolio will be able to ride out financial market volatility so you can
enjoy the ultimate benefits of higher returns. Clearly, Asset Allocation is not dead - its
discipline is required more than ever in retirement.

An Example

Under a hypothetical example that a portfolio with a mix of 65 percent in equities and 35
percent in fixed income were appropriate to you, the following could be a possible portfolio
structure: suppose you have $1 million of liquid assets and need to receive $40,000 per year
to supplement Social Security, pensions and other forms of annuity income. In addition, you



need to cover some college expenses for a child and pay for home repairs, which combined
total $50,000. The Three-Tiered Approach would result in the following holdings:

- Tier 1: $90,000 (12 months of spending plus college and home repair)

- Tier 2: $120,000 (three years of supplemental spending needs)

- Tier 3: $790,000 (investment portfolio your hypothetical mix based on your risk tolerance,
with $276,500 invested in fixed income securities (35 percent), and $513,500 invested in
equities (65 percent))

Plan Ahead — A Step-by-Step Process

To build the right plan to address these needs, you must estimate your income and spending
for current needs, then project as far ahead as is reasonable. Once your cash needs are
established, you can then allocate assets among Tier 1, Tier 2 and Tier 3. Next, evaluate the
holdings in each tier to find a suitable blend of safety, yield and diversification.

Working in close partnership with a trusted advisor should enable you to build a successful
plan and adjust the plan as necessary given changes in your personal circumstances and the
economic environment.

By adopting this approach helps reduce the clients Sequence of Returns and Liquidity risls.
Of course you will need to consider the two biggest additional threats to the Three-Tiered
Approach — taxes and inflation. That is the subject of another analysis.

A successful spending and investment plan, created and maintained by you and your
advisor, should enable you to reduce the time and emotion you might otherwise spend
worrying about news events and other factors beyond your control. This process should
release time and energy that may be more productively devoted to personal, family and
business endeavors.

Relax and enjoy the ride! See the visual representation of the bucket strategy below.

"Determinants of Portfolio Performance”, by Brinson, Hood and Beebower, *Journal of
Finance*, July-August 1986.

Disclosures

Securities offered through Valmark Securities, Inc., Member FINRA/SIPC. Investment
advisory services offered through Valmark Advisers, Inc., a SEC-registered investment
advisor. Private Wealth Advisers, LLC is a separate entity from Valmark Securities, Inc. and
Valmark Advisers, Inc.



Visual Representation of Bucket Strategy

Example Bucket Strategy Portfolio Allocation

1: Cash (9%)

Bucket 3:

2 CRA (12%)
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