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Travel Plans
Bill will be camping with
his family in Jim Thorpe
July 6-8. He will also be out
the week of July 25th on
holiday with his family in
Aruba.
Mallard E-Mail Update
Are you receiving our email newsletters (which are
different from this quarterly
newsletter)? If not, let us
know by sending an e-mail
requesting to be added to
our e-mail newsletter list.
Use ShareFile
When sending confidential
information to us, please
remember to use the secure
ShareFile link contained at
the bottom of each of our
email signatures rather than
using the attachment function of your email software.
MyWealthWindow
You can always access your
WealthWindow from a link
found at the top of every
page of our website.
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The “Real” Retirement Risk

William D. Starnes

You and a friend both retire at the same time (age 60) and spend 30 years in retirement spending the exact same amount of money each year. You both begin
with $1 million dollars and you both earn the same average return over the thirty
year time period of exactly 7.6%. The only difference between you and your
friend is that he gets above average returns during the first 15 years and below
average returns in the last 15 years; while you get below average returns during
the first 15 years and above average returns in the last 15 years. Question: Who
makes out better? Answer: He dies with $631,000 left over (in today’s dollars)
while you are broke at age 82 and spend the last eight years living on Social Security and Medicaid! Yet you both earned the same average return over your retirement years.
One of the biggest, yet least understood, risks facing retirees is how their actual
returns unfold year-by-year. This is called “sequence of return risk” and it is the
“Real” retirement risk. This risk must be considered before you can know if you
have “enough” to retire.
Shown in the graph below is a portfolio’s value over time (blue area), and yearly
returns (blue dotted line). Even though these returns average out to be 7.6% over
the thirty year time period, as you can see the returns vary each year. And it is
HOW they vary that can have an impact on your financial security. In particular,
it is the sequence of returns you receive at the beginning of your retirement years
that has the biggest impact on your financial security. Naturally, losses early on
have the biggest negative impact. It is like losing too much “water” from behind
a dam. You end up with a dry lake bed instead of a
filled reservoir.
Continued On Page 2

Retirement...Continued
And while you have no control over the economy
or stock market, you can manage this sequence of
return risk in other ways.
One way may be to try to avoid any “down years”
and participate in the “good years”. This is called
market timing and it is futile.
Another
option
may
be
to
use
a
rule of “dumb” such as the 4% withdrawal rate
rule. However, life is too messy to make the use of
withdrawal rates practical outside the world of a
spreadsheet.
Over the years, I have found the following formula
successful in managing not only sequence of return
risks, but all other retirement risks as well.
First, you must deter mine how much lifestyle
spending is congruent with your resources. This is
best done via the financial planning process which
takes every detail of your financial life into account. This must be done to ensure a “margin of
safety” as you enter retirement. Second, stock market valuations should be considered prior to retiring
in order to adjust the needed margin of safety. For
example, if the market is overvalued, then future
years (i.e., the next 5-15 years) are likely to be lower than average. Since we know this will negatively
impact financial security, we build in a larger margin of safety.
Third, you must monitor your financial secur ity

(at least annually) by considering all variables, and calculating a Monte Carlo Success Rate. Think of the Success Rate as a measure of your financial security.
Finally, you must be willing to make the necessary adjustments year-by-year to stay “on track”. At
Mallard, we do all of these things. In fact, in the
chart below, you will see how we monitor and manage our clients’ financial security using “guardrails”.
Think of the blue area (Success Rate) as a measure
of financial security which we track over time. Our
goal is to keep the client’s financial security in the
right zone (i.e., between the guardrails). If the client
hits the lower guardrail, negative adjustments must
be made (such as reduced spending) in order to stay
in the right zone. If the client’s financial security hits
the upper guardrail, positive adjustments (such as
spending more) could be made in order to avoid being “too secure”.
In other words, if we calculate and monitor Success
Rates at each review, and notice that the Success
Rate drops below your selected “lower guardrail”,
you will have to do one of two things: lower your
spending, or change your future plans/goals. For example, if in your plan, one goal is to move to a
$500,000 home in Florida, you may need to adjust
this goal to $400,000 in order to keep the Success
Rate from hitting the lower guardrail.
Success Rates may rise due to good investment returns, surprises (e.g., larger bonus or
inheritance), or changes in assumptions. Success Rates may fall due to
poor investment returns, overspending, surprises (e.g., child needs financial help), or changes in assumptions
(e.g., need to assume more future
medical costs).
Success Rates do move around, but as
long as they are being
monitored and you are
willing to make any needed adjustments, then you
will always be on track.
Bill Starnes is the founder and senior advisor at
Mallard Advisors, LLC
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Do You Need an Umbrella?
Most individuals are covered for personal liability under
their homeowners and automobile policies. There are
limits, however, to the amount of protection these primary policies provide. Since these limits are lower than
a typical client's wealth, they may well be exposing their
assets (or future income) to risk
of loss due to a lawsuit.
Naturally, your personal exposure is highly uncertain and depends on many factors, some of
which include:











the risks you face (what
activities you engage in)
your ability to pay - which
is driven by your wealth
(relative to the liability
claim)
how your assets are titled
(joint, individual, type of
trust)
who causes the claim (your
child, you, or your spouse)
laws of your state
the aggressiveness of the plaintiff and their attorney
sentiment of the jury
facts of the case
the nature of your assets (qualified plan, IRA, or
individually owned asset)

Umbrella Liability Coverage as a Simple, Low-Cost,
First Step Practical Solution
With all of these uncertainties and your potential exposure, Umbrella Liability Coverage is one simple way to
provide the coverage you might need (beyond the limits
provided under your homeowners and automobile policies) in order to protect your assets and future income. If
there appears to be more you should do to limit your
risks (re-titling assets, purchasing business liability insurance, etc.), this should be discussed with an attorney.
Umbrella Liability Insurance as a Form of Ransom
Protection
The plaintiff's attorney understands that time is money
and really wants to settle cases as quickly as possible
because they only get paid a percentage (~33%) of the
final case amount. If they settle, it will be quicker, incur
limited expenses to try the case, and they will not worry
about having the jury come back with a bad verdict, unfavorable negligence ruling, or a small payout.
So the plaintiff's attorney will look at the case, determine the potential payout, and look at the insurance coverage first and foremost. If you are a high net worth
client and have the appropriate coverage (considering
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your net worth/income), then
they will just look to have the
policy pay. However, if you are wealthy and have limited coverage, and the case is of sufficient value, the
plaintiff will not only go for the policy (if any) but ALSO
look at personal assets/income. In
that case, they will take the risk of
going to a jury to get at your personal assets. Juries don't have
much of an issue sticking it to the
wealthy.
So the moral of the story is to have
enough liability insurance to incentivize the plaintiff's attorney to
settle with the insurance company
and not put any of your personal
assets at risk.
How much Umbrella Liability
Insurance should you have?
For most clients, we recommend a
minimum of $1,000,000 in Umbrella Liability Coverage.
However, your total umbrella liability protection should
be equal to the higher of the following:
OR

 $1,000,000

The total of the following:
 Your Net Worth (e.g., $1,500,000) , PLUS
 2 Years Income (e.g., $250,000/yr)
 ≈ $2,000,000

In this example, $2 million is the higher amount. However, have your agent also consider the following:


Underlying liability coverage requirements. Most
umbrella liability policies require certain minimum
underlying coverage from your homeowners and automobile insurance policies. Confirm with your agent
that you have the required amount of underlying liability coverage required by your umbrella policy for
your home, cars, and other insurable property.
 Extension of coverage. Your umbrella policy must
specifically state the insured interests covered. Confirm with your agent that your umbrella policy extends coverage to all of your real estate and cars.
With all of these uncertainties, purchasing an Umbrella
Liability Policy would be a simple, sensible, low cost (~
$200-$400/yr.) way to provide the protection you may
need.
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Investment Commentary
The vote by the British electorate to end its membership in the European Union
took investors by surprise. However, the ability to withstand the shock of surprise (I call this discipline) is one of the most important qualities of a successful
investor. Unfortunately, surprise make the desire to “take action” compelling and urgent, but satiating
this desire does not provide better returns. True discipline is the ability to withstand the surprise of
shock and avoid the knee-jerk reaction to “take action”. But discipline is only possible if you have
convictions which are governed by a strong investment philosophy – one that does not change in the
face of surprises.
As of today, the Vanguard FSTE European ETF is over 5% higher than it was on the Monday after the
vote (when investors were selling). The S&P 500 is even higher than it was before the Brexit vote
took place. Both of these events clearly show once again that people who let panic make their decisions lost money, while those who maintained discipline in spite of the panic have done far better.
While it does not mean markets will always rise, it does demonstrate the emotional reactions of investors to this event.
Taking a step back, stock market returns over the last 12 months have still not been thrilling with a
diversified portfolio earning just under 0%. Only U.S. larger-cap stocks, bonds, and REIT’s provided
positive returns. Meanwhile, over the last six months, things have changed with the alternative asset
classes providing most of the positive returns, such as inflation hedges (i.e., energy), emerging markets stocks, and again, REIT’s. While bonds have clearly provided a stabilizing force in our portfolios,
so has diversification across the asset classes.
Certainly, fears remain about what Britain’s exit will mean for the European Union. What about a
Grexit, a “dePartugal”, or “Czexhout”, or “Big Finnish”. Even Texas is talking about leaving the
USA! Will Brexit be the first domino? And while this will likely be worked out over time, other fears
remain about a major U.S. bear market, China, and the future of interest rates.
Regardless, we are all going to have to resign ourselves to being surprised by whatever the rest of the
year brings us,
surprise-bysurprise, and
headline-byheadline.
Yet our discipline will hold
in the face of
each of these
surprises because we have
a well-defined,
researchbased,
yet
common sense
investment
philosophy.
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