
Most everyone knows 
they should review 
their credit report oc-
casionally. We’ve been 

promised a free credit report but 
how do we get it without purchas-
ing other unnecessary services?  Are 
there credit services we should con-
sider?

According to the Federal Trade 
Commission’s (FTC) website  annual-
creditreport.com is the ONLY authorized 
online source for you to get a truly free 
credit report under federal law. Some other 
sites claim to offer “free” credit reports, but 
may charge you for another product if you 
accept a “free” report. AnnualCreditReport.
com is the official site to help consumers 
obtain their free credit report. This central 
site allows you to request a free credit file 
disclosure, commonly called a credit re-
port, once every 12 months from each of the 
nationwide consumer credit reporting com-
panies: Equifax, Experian and TransUnion 
(yes, that’s a total of 3 different credit re-
ports/year). A fourth national credit bureau 
named Innovis exists, but does not current-
ly seem to factor into decisions for denials 
of credit, insurance or employment. You do 
not need to purchase any of the other serv-
ices offered to obtain a full credit report 
for free. Credit scores are not included and 
usually not necessary but credit scores can 
be purchased for a nominal fee if desired.

Once you have your credit report, re-
view the entire report for accuracy. Confirm 
your address and employment information 
are correct. Verify the account payment his-
tories are accurate. Any discrepancies can 
be corrected by contacting the credit report-
ing service. Also verify the account status is 
correct, i.e. are your closed accounts prop-
erly noted as closed. 

Your credit report includes additional 
information under the Consumer Rights 
section. Review what additional services 
are available and your rights. For exam-
ple, you can stop “prescreened” credit card 
solicitations by calling 888-567-8688 from 
your personal phone number (listed on the 
Personal Information section of the credit 
report) and following the voice prompts. 

Credit fraud and identity theft are al-
ways a concern. Most homeowner policies 
now offer identity theft coverage either as 
an included endorsement or at a reasonable 
additional premium. Typically, homeowner 

insurance costs for identity and financial 
fraud are less than the protection available 
from other services. Review and under-
stand the different coverage options before 
purchase.

Credit repair services are suspect in most 
cases. If you follow the above steps for cor-

recting credit report discrepancies, 
additional services offered by the 
‘credit repair services’ aren’t worth 
the cost. The FTC site includes 
more information on this subject if 
needed.

Improving and maintaining an 
excellent credit report is essential. 
Managing your credit improves your 
ability to borrow and the interest 

rates you will be quoted. Your credit score 
can impact employment opportunities. 
Minimizing your credit information expo-
sure can only help reduce the likelihood of 
credit and/or identity theft.

EQUITY MARKETS 03/31/2008 12/31/2007 YTD
Dow Jones Industrials 13264.82 12262.89 8.17%
Dow Jones Wilshire (5000) 13332.01 14819.58 -10.04%
NASDAQ Composite Index 2279.1 2652.28 -14.07%
S&P 500 Index  1322.7 1468.36 -9.92%
Russell 2000 Index 687.97 766.03 -10.19%
DJ World (ex U.S.)  248.06 271.84 -8.75%
Dow Jones STOXX 600  305.96 364.64 -16.09%
MSCI – EAFE Index(1) 2038.62 2253.36 -9.53%
Nikkei Stock Average (Japan)  12525.54 15307.78 -18.18%
FTSE NAREIT Composite(2) 152.76 155.6 -1.83%

 04/28/2008 52-Week ∆ in %
INTEREST & BOND MARKETS (in %) Last Hi / Low 52-Wk
Fed Funds Target Rate  2.25 5.25 / 2.25 -3.00%
Prime Rate 5.25 8.25 / 5.25 -3.00%
Money Market 2.32 3.90 / 2.25 -1.43%
3 Month Treasury Bill  1.33 3.25 -1.92%
5 Year CD  3.43 5.10 / 3.23 -1.45%
10 Year Treasury Note 3.83 4.03 -0.196%
30 Year Mortgage (Fixed) 5.97 6.57 / 5.36 0.08%

OTHER INDICATORS 03/31/2008 12/31/2007 YTD
Crude Oil (June Contract) 118.68 91.31 30%
Gold (per troy oz.) as of March 27 and December 27 948.8 828.9  14%
U.S. Dollar (vs. Euro) 0.63 0.69 -8%
Euro (vs. Dollar) 1.58 1.46 8%

(Data Source: WSJ Market Data Group)  
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Sitting on a rock peak one day overlooking the 
ocean at Point Reyes reminded me of work. 
As I watched the surface of the water move 
around, the net result was the same. No mat-

ter how deep the swells became or how high the 
water crested, the water level returned to its average 
surface level. While this seems overly analytical to 
someone who should be enjoying a day at the beach, 
I couldn’t help but observe an association with my 
investments.

For years, investors have heard the all too familiar 
phrase of ‘dollar-cost averaging’. Like an even drum 
beat, during economic down-cycles, the phrase 
emerged to keep investors in the market and bol-
ster their courage to stay invested. By injecting more 
cash into the marketplace, the investor was improv-
ing their average cost of ownership by purchasing 
the same security at successively lower prices. The 
market phrase, ‘don’t get sore, just buy some more’ 
seems relevant. While this is true, it doesn’t feel suc-
cessful as it is happening.

While this side of the equation makes sense math-
ematically, it often neglects the more important side 
of the equation: rebalancing. The U.S. Securities and 
Exchange Commision defines rebalancing as

... bringing your portfolio back to your original asset 
allocation mix. This is necessary because over time some of 
your investments may become out of alignment with your 
investment goals. You’ll find that some of your invest-
ments will grow faster than others. By rebalancing, you’ll 
ensure that your portfolio does not overemphasize one or 
more asset categories, and you’ll return your portfolio to a 
comfortable level of risk. [1]

Considering the academic justification for Mod-
ern Portfolio Theory, a simple solution is available 
to quell jittery emotions. While it is advisable to 
continually build up your investment resources, one 
may not possess those ‘extra resources’. This is why 
rebalancing is a necessary housekeeping task.

To illustrate, let’s use a simple model. Consider 
an investor with a 50:50 split between equities and 

fixed income. Using a portfolio value of $100,000, 
the two asset classes are allocated $50,000 a piece. 
On January 1 in this example, the total portfolio 
value was worth $100,000. According to the agreement 
between the client and the Financial Planner, the  
ratio was to be maintained at 50-50 for the portfolio  
between equities and fixed income…so far so good?

Now let’s fast-forward to the end of the quarter. 
It is now almost April and the portfolio has appreci-
ated in value to $110,000. On the surface everything 
looks good, but as we look closer, equities appreci-
ated from $50,000 to $65,000 and fixed income depre-
ciated from $50,000 to $45,000. Although the net-out-
come was an appreciation of 10%, we still suffered 
losses in fixed income, dampening the returns from 
equities. It would be easy to say that ‘due diligence’ 
has been performed in that the asset that is ‘outper-
forming’ has been identified and a decision to buy 
more or sell the winner was considered. 

Is this the only conclusion to this scenario?  What 
has happened to the ratio between equities and fixed 
income?  By dividing the new equity balance by the 
new portfolio value ($65,000 / $110,000) and the new 
fixed income balance by the new portfolio value 
($45,000 / $110,000), you obtain 59 and 41 respec-
tively. This means the ratio has drifted from 50/50 to 
59/41. As you can see, we’re out of balance. As agreed 
upon in the relationship agreement between the cli-
ent and the planner, we must return the portfolio to 
the hallmark of 50:50. In order to do that, we need to 
sell some units from the equity fund and purchase 
units from the fixed income fund. Selling $10,000 
worth of equity units and purchasing $10,000 worth 
of fixed income units brings the portfolio back into 
balance at 50:50. Now let’s take a closer look at our 
inventory.

If you were to analyze the inventory of units 
owned in both funds, we ‘took care of the body’ 
when it was ‘sick’ by using its own immune system. 
More specifically, we acquired units of ‘cheap’ goods 
when they were prudent to buy and 
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Academic studies have examined 
historical data and concluded 
that the “safe” initial withdrawal 
rate from a balanced portfolio 

has been 4%. In other words, a retiree who 
started with a $1,000,000 portfolio and took 
out $40,000 in the first year and increased 
that withdrawal each subsequent year by 
the prior year’s inflation rate, after 30 years, 
the portfolio would have had at least $1 
left. 

There are two drawbacks with this pro-
cedure. The first is that poor returns early 
in retirement can put stress on the portfolio 
and increase the chance of early depletion. 
So while there have been a few test cases in 
the past where a retirement portfolio sur-
vived 30 years despite poor returns in the 
early years, the experience was not very 
pleasant. Therefore, some retirees may elect 
to reduce their withdrawals following a 
year of poor returns if only to ensure some 
peace of mind. 

The second drawback is that the 4% ini-
tial withdrawal rate is really a “worse case 
scenario”. Therefore, it is likely that a high-
er initial withdrawal rate can be deemed 
“safe”. But of course, there is no way to 
know what that higher initial withdrawal 
rate will be. 

An alternative might be to adhere to 
one of the following variable withdrawal 
strategies that may help to maximize with-
drawals while at the same time incorporat-
ing some provision to reduce withdrawals 
when warranted.

Floor and Ceiling
The withdrawal amount is calculated as 

a percentage of the portfolio’s total value. 
The withdrawal amount is allowed to rise 
or fall with the performance of the portfo-
lio. However, the withdrawal will neither 
fall below a “floor” nor rise above a “ceil-
ing”. Both the “floor” and “ceiling” are ad-
justed upwards for inflation. 

As an example, the initial floor can be 
set at 3.6% and rise with inflation. And the 
initial ceiling can be set at 5% and rise with 
inflation. The withdrawal amount can be 
set initially at a fixed percentage like 4%. 

On a $1,000,000 portfolio, the withdrawal 
will not fall below an inflation-adjusted 
amount of $36,000. Nor will the withdrawal 
rise above an inflation-adjusted amount of 
$50,000.

Sensible Withdrawals
Similar to the “Floor and Ceiling” meth-

od, the initial floor can be set at a low level 
and rise with inflation. However, if after 
withdrawing the “floor” amount and the 
portfolio’s total value have still risen by 
the rate of inflation, then an extra amount 
is withdrawn. The extra amount can be a 
small percentage of those gains. Or it can 
be a large percentage of that gain. The ex-
tra amount withdrawn can be capped at a 
maximum amount that is also inflation-ad-
justed. 

As an example, let’s say the initial floor 
is set at 3%. And let’s further say that the 
extra withdrawal amount will be 50% of the 
gain after taking the “floor” withdrawal. 
If we start with a $1,000,000 portfolio and 
the portfolio gains 10% in the first year 
and inflation was 4%, we first take $31,200 
($1,000,000 x 0.03 x 1.04). The portfolio then 
has $1,068,800 ($1,100,000 - $31,200). The 
resultant portfolio has risen by at least the 
inflation rate ($1,040,000). So we can cal-
culate the “extras” available ($1,068,800 
- $1,040,000 = $28,800). So an additional 
amount is taken -- in this case, 50% or 
$14,400 ($28,800 x 0.50). So at the end of the 
first year, $45,600 was withdrawn ($31,200 
+ $14,400).

Decision Rules with Guardrails
Enhanced Withdrawal Rule 

Withdrawals increase with inflation. But 
if inflation exceeds 6%, the increase is capped 
at 6%. However, there is no increase following 
a year where the portfolio’s total return is 
negative and when that year’s withdrawal 
rate (based on the portfolio’s current total 
value) would be greater than the initial 
withdrawal rate. In other words, under 
those conditions, the withdrawal amount 
would be frozen.

Capital Preservation Rule
When a current year’s withdrawal rate 

(based on the portfolio’s total value) has 
risen more than 20 percent above the initial 
withdrawal rate, the amount withdrawn is 
reduced by 10 percent.

This decreased withdrawal becomes the ba-
sis for determining the following year’s with-
drawal amount.

This rule expires 15 years before the 
maximum age to which the retiree wishes 
to plan. For example, a retiree assuming she 
would not live beyond age 100 would dis-
continue the capital preservation rule after 
age 85. 
Prosperity Rule

When a current year’s withdrawal rate 
(based on the portfolio’s total value) has 
fallen more than 20 percent below the ini-
tial withdrawal rate, the Prosperity Rule 
takes effect.

Under these conditions, the inflation 
adjustment cap of 6% is removed. And the 
amount withdrawn is increased by 10 percent.

This increased withdrawal becomes the 
basis for determining the following year’s 
withdrawal amount. 
Rational Investing

In this method, the withdrawal amount 
is calculated by multiplying the portfolio’s 
total value by a fixed percentage. So the 
amount withdrawn will rise and fall with 
the performance of the portfolio. 

However, when the portfolio shows a 
loss for the year, a “95% rule” is put into ef-
fect. So even if the total portfolio value has 
fallen by more than 5%, the amount taken 
will be 95% of the previous year’s with-
drawal.
Conclusion

No one method is best for all investors, 
yet it is important to be thoughtful of with-
drawal rates and to monitor the health of the 
portfolio so that one has the best chance of fi-
nancial independence and success.

Variable Withdrawals in Retirement

The price of oil and gasoline today is 
creating dismay but for the wrong 
reasons. Though all of us cringe 
when we visit the gas station, the 

price is the symptom and not the cause of 
the issue. Much of the rhetoric today fo-
cuses on superficial attempts to fix the ob-
vious short term concerns at the expense of 
a meaningful long term solution.

The real issue is that we, and the rest of 
the world, consume lots of energy, often in 
the form of oil. Demand for energy through-
out the world is increasing. Even if we in 
the US decreased our use of oil, it does not 
mean that we would use less energy or that 
energy consumption in other parts of the 
world would decrease also.

We do need to 
revise the way we 
use energy and find 
ways to use alternate 
sources of fuel other 
than oil. We also need 
to realize that oil pro-
vides an extraordinar-
ily compact, portable 
and efficient source 
of energy. Alternate energy forms may be 
less harmful to the environment, but they 
often lack oil’s useful characteristics.

So the world wide demand for oil is in-
creasing and pushing prices upward. Since 
demand is unlikely to decrease, the solu-
tion is to find new sources of energy that 
now make sense due to the higher prices.

All the proposed methods to lower gas 
prices are just superficial attempts to miti-
gate the economic pain of the cost of gas. 
They will not be effective, even in the short 
term. They certainly will not be effective as 
long term solutions. Congress may propose 
a windfall profit tax. Opponents say such a 
tax would decrease oil production, but that 
is an incorrect analysis.

We faced this situation before in the ear-
ly 1980’s when there was a concerted effort 
in this country to develop alternative forms 
of energy to counter the increasing price of 
oil. Those alternative energy programs in-
volved solar, geothermal, wind, shale oil, 
coal, hydro, even nuclear power. We actu-
ally flew a jet powered by fuel derived from 

oil shale rock.
Then in 1982 Sheik Zaki Yamani, the 

Harvard educated Saudi Oil Minister, de-
livered a memorable speech to OPEC that 
destroyed alternative energy in this coun-
try. In his speech Yamani said that the price 
of oil was too high and that the West was 
being driven towards alternative energy 

and away from it’s reliance on oil, and if 
that should occur it would be the end of 
OPEC as we knew it. Yamani went on to 
say that what was needed was a price that 
would keep the West relying on oil, provide 
a fair and sustainable return to OPEC, and 
make alternative energy uneconomical.

None of the other OPEC oil ministers 
agreed, but the Saudis increased their daily 
oil production from 2 to 10 million barrels 
per day. The result was a precipitous drop 
in the price of oil from $34 per barrel to $12 
per barrel, the shutdown of almost every 
alternative energy program in the US, the 
capping of marginally productive wells 
here, and the termination of most oil ex-
ploration in the US. The other members of 

OPEC increased their 
daily production to 
make up for the low-
er cost per barrel.

No domestic en-
ergy venture could 
be profitable against 
$12 per barrel for im-
ported oil. So reduc-
ing the gas tax at the 

pump or adding a windfall profits tax will 
provide little or no meaningful solution. We 
should focus on encouraging alternative 
energy that now makes economic sense. 
And we should modify our personal ener-
gy consumption pattern to use the alternate 
energy. The price of energy won’t decrease, 
but our dependence on foreign oil will.

The Quagmire of Oil

Improving your Inventory Costs
(Continued)

unloaded ‘expensive’ goods when they 
were prudent to sell. If you were to step 
back from this housekeeping task for the 
portfolio, what you in fact have witnessed 
is the act of ‘buying low and selling high’. 
Did we buy the bottom or sell the top?  We 
won’t know until more time has elapsed. 
However, we did make the decision to pru-
dently manage the inventory of all units.

As a result of these actions, we’ve im-
proved the price at which we own all units. 
Sure, we sold some at higher prices, but that 
is how we create capital to purchase others 
when we observe their relative devaluation. 
The asset that was ‘expensive’ will experi-
ence a time when it is ‘cheap’ and units from 
another fund that is ‘expensive’ will need 
to be sold to purchase more of the cheap 
units. By ignoring the market ‘noise’ that 
compels investors to make hasty decisions, 

the management of this particular portfolio 
considered its own inventory of goods as 
a primary motivator for execution. Supply 
and demand is wondrous isn’t it?

In the years following economic down-
turns, many investors experience some of 
the largest market gains. Mathematically, 
when a security increases in price an inves-
tor captures the difference in price (where 
they bought it vs. where it is trading). For 
those investors that improved their inven-
tory cost, they not only captured the price 
move, they had many more units in their 
inventory to apply those market gains to. 
Did they necessarily have more wealth?  As 
we have just observed in our example—no. 

Like a teeter totter, when one side goes 
up, the other goes down. Modern Portfolio 
Theory takes this several steps further and 
places investments on multiple planes. The 

result is a dynamically shifting amoeba-
like entity that morphs according to mar-
ket fluctuations (kind of like the surface of 
the ocean). An able Financial Planner will 
observe and recognize these opportunities 
and capture these market imbalances. 

Fast forward through the economic 
down-cycle and the market starts to capture 
headlines again with positive comments. 
The investor that was able to improve their 
inventory costs during the slowdown now 
has more ‘bullets’ in the chamber when the 
market starts to position itself at the start-
ing-line. Remember this dynamic when 
one market appears to be ‘failing’ again 
and hysteria is captivating the media. Your 
portfolio has a synthetic immune system 
that knows better.


