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THIS PRESENTATION IS NOT, AND NOTHING IN IT SHOULD BE CONSTRUED AS, 
AN OFFER, INVITATION OR RECOMMENDATION TO SELL, OR A SOLICITATION OF 
AN OFFER TO BUY. THIS PRESENTATION IS NOT INTENDED TO BE RELIED UPON 
AS ADVICE AND DOES NOT CONSIDER THE INVESTMENT OBJECTIVES, 
FINANCIAL SITUATION OR NEEDS OF ANY INDIVIDUAL. ALL INVESTORS SHOULD 
CONSIDER CONSULTING WITH A FINANCIAL PROFESSIONAL OF THEIR CHOOSING 
WHEN DECIDING IF THE STRATEGIES ARE APPROPRIATE. THE COMPANY HAS
PREPARED THIS PRESENTATION BASED ON INFORMATION AVAILABLE TO IT,
INCLUDING INFORMATION DERIVED FROM PUBLIC SOURCES THAT HAVE NOT 
BEEN INDEPENDENTLY VERIFIED. NO REPRESENTATION OR WARRANTY, 
EXPRESS OR IMPLIED, IS PROVIDED IN RELATION TO THE FAIRNESS, ACCURACY, 
CORRECTNESS, COMPLETENESS OR RELIABILITY OF THE INFORMATION, 
OPINIONS OR CONCLUSIONS EXPRESSED HEREIN.

2

Disclaimer



INTRODUCTION
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Many people fear running out of money in retirement. With the financial 
landscape constantly changing, this should come as no surprise. However, by 
creating and following a budget you can control and reduce the risk of depleting
your assets sooner than expected. A budget outlines the funds you have coming in 
and how you plan on using those funds to cover your expected (and unexpected)
expenses. This process helps define your needs and how your needs will be met. 



AGENDA
• Back to the basics: Budgeting in Retirement

• New Budgeting Approaches
1. Personal consumption index

2. Social Security as a part of Bond Portfolio

3. Roth Conversions to reduce RMDs

4. Allocate a part of portfolio for Long Term Care

• Conclusion



68% OF OLDER ADULTS SAY 
THEIR OVERALL EXPENSES 
HAVE RISEN ABOUT 10% 
SINCE A YEAR AGO.
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Senior Citizens League 



BACK TO THE 
BASICS

Revisit your current budget



CASH IN-FLOW
PRE-RETIREMENT INCOME

• W-2 Income
• 1099 Income (Freelance or Consulting or 

Contract Work)
• Bonuses
• Commissions
• Stock compensation
• Passive income: Rental

POST-RETIREMENT INCOME

• Social Security
• Pension
• Interest/Dividends
• Retirement Portfolio
• Passive income: Rental  



CASH OUT-FLOW
PRE-RETIREMENT 
EXPENSES

• Utilities
• Mortgage payments
• Car payments
• Credit card payments
• Child expenses (e.g., food, clothes, school, 

activities, insurance)
• Meals in and out 

POST-RETIREMENT 
EXPENSES

• Utilities
• Housing (property taxes and 

insurance)
• Travel expenses
• Medical expenses
• Recreational / Educational
• Meals in and out



CONTEMPORARY BUDGETING: A 
PRIMER
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NEEDS 50%

• These are expenses that must be 
met no matter what, such 
as: utilities, housing, healthcare, 
food, transportation.

WANTS 30%

• These are things you enjoy that 
you spend money on by choice:
subscriptions, supplies for 
hobbies, restaurants, vacations.

SAVINGS 20%

• The remaining 20% of your budget 
should go toward the building your 
retirement nest egg. 



RETIREMENT BUDGETING
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• Needs 50%
• Housing 
• Food
• Medical 
• Transportation

• Wants 50%
• Travel 
• Education
• Recreational
• Hobbies
• Passion Projects
• Charitable giving  



SAMPLE BUDGET: $5000
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• Needs 50% - $2500
• Housing – $1100*
• Food - $500
• Medical (O/P) – $50
• Auto Insurance - $100
• Transportation - $250
• Taxes - $500

• Wants 50% - $2500
• Travel - $1000
• Education - $50
• Recreational - $350
• Entertainment - $350
• Grandkids - $250
• Charitable Giving - $500

*Assumes mortgage is paid off



HOW TO SET YOUR BUDGET
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1. List your expected income
2. List your expected expenses
3. Consider variable expenses 
4. Factor in lifestyle changes
5. Set up a spending plan you can track (and edit)
6. Execute the plan



START TRACKING
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EMERGENCY SAVINGS?

Stop!



FLOOR SET?



DISTRIBUTION RATE?
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Stop!



1. PERSONAL 
CONSUMPTION 

INDEX
Determine your personal inflation rate



DO YOU KNOW IF YOUR MONEY 
IS KEEPING UP?

Avg 3.57% per year



THE POWER OF $1 IN 2000
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98 CENTS
Ball Point Pen

98 CENTS
2 liter Soda

33 CENTS X 3
3 stamps

99 CENTS
A loaf 



THE POWER OF $1 IN 2024
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$4.72
Ball Point Pen

$2.68
2 liter Soda

68 CENTS X 3
3 stamps

$3
A loaf 





Consumer Price Index for Americans age 62+

3.7%



CPI (All Urban) vs R-CPI-E (Ages 62+)

6.8% 6.5%

5.6%
5.4%

4.6%

3.7% 3.8%
4.2% 4.1%

3.7%
3.6%

3.7%

*R-CPI-E is represented by the red percentages





2. SOCIAL 
SECURITY AS A 
PART OF BOND 

PORTFOLIO
Re-Evaluate your income portfolio



Bonds 
60%

Stocks 
40%



WHAT ROLE DO BONDS HAVE IN 
YOUR PORTFOLIO?

1. Reduces volatility in your portfolio (diversification)
2. A bond issuer’s promise to pay bondholders a fixed rate of interest 
3. Generates predictable income and bolster a higher total return 
4. Government Bonds are considered to have little to no default risk 
5. Corporate Bonds add an element of risk leading to a higher yield
6. Duration of the bond controls the yield guaranteed

Could all fixed 
income vehicles 
take the place of 
bonds?



WHAT ABOUT SOCIAL SECURITY?
• Produces income like a bond
• Income is adjusted for inflation like a treasury inflation protected bond
• It is a government issued income vehicle like a government bond
• The late John Bogle, the founder of Vanguard, was allegedly a fan of using Social Security benefits as a bond in 

one’s portfolio.

Yes

No



HOW WOULD THAT WORK?
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• Start with a conservative yield from a bond, say 4% per year and reverse engineer the payment to get the 
hypothetical balance. In other words, if you are receiving $2,500 for Social Security, divide $2,500 x 12/4% = 
$750,000 bond.  

• If you have 40% Stock worth $400K /60% Bond Portfolio worth $600K, adding $750K to the Bond would 
bring the total Bond portfolio to $1.35 MM. 

• The new allocation would be 23% Stocks /77% Bonds 

Planner’s Side Note: Start by asking how much income you need to generate from your portfolio 
(include income that is also generated by dividends). If the combination of bonds and social security 
generates enough income for you to satisfy your monthly, quarterly, and annual financial obligations, 
then you can increase your stock (equity ETF or MF) exposure to max out up to the original allocation 
of 40/60.



Social 
Security 

43%

Bonds 34%

Stocks 
23%

77% of Safety

Increase by 17%



25% STOCKS AND 75% BONDS
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55% STOCKS AND 45% BONDS
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ALLOCATION MATTERS
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Rate of ReturnRate of ReturnPercentage Allocation 

0.01%EQUALS0.01%X10%Cash

2.80%EQUALS7.00%X40%Stocks

1.60%EQUALS4.00%X50%Bonds

4.40%Gross



REAL (AFTER-TAX) RETURN
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Portfolio Real Return
4.40%

Fees0.05%Minus
4.35%

Taxes0.87%Minus
3.48%

Inflation3.40%Minus
0.08%Equals



3. ROTH 
CONVERSIONS TO 

REDUCE RMDS
Assume Higher tax rates



PERSONAL INCOME 
TAX RATES
BEFORE TCJA

• 10%
• 15%
• 25%
• 28%
• 33%
• 35%
• 39.6%

AFTER TCJA

• 10%
• 12%
• 22%
• 24%
• 32%
• 35%
• 37%



REVIEWING YOUR PERSONAL 
CASHFLOW
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$68,000$0$10,000$10,000$48,000$96,000$36,000$0$60,000



REVIEWING YOUR PERSONAL 
CASHFLOW

38

$76,000$0$18,000$10,000$48,000$136,000$36,000$40,000$60,000



ROTH CONVERSIONS
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• What is it? It involves moving assets from your tax deferred account like an IRA or 401K plan into a ROTH 
IRA so that you can continue growing your money tax deferred but more importantly to take tax free 
distributions

• Who is it for? Anyone who has enough income (outside of retirement accounts) to satisfy monthly 
obligations and believes tax rates will rise in the future and do not want to worry about forced retirement 
distributions at a higher tax rate (Caveat: Not for those who need the distributions from retirement accounts 
as soon as they retire)

• Why should I consider it? If you believe that tax rates will be higher in the future, then it may be prudent to
look for ways to reduce annual taxable income

• When: It is best if you can start performing the conversion early in retirement so that you have more options 
to evenly spread out your conversions over time. Or you can stagger your conversions for certain events like a 
down market or a year when your income is lower than usual



Contributed

Tax Free  
Growth + 

Distribution

Growth 

$300,000

$700,000

$800,000*

Basic Roth Conversion Illustration  

In OutPre Tax $ Post Tax $ 

401K or Traditional IRA ROTH IRA 

Convert

*Assumes a tax rate of 20%



Contributed

Tax Free  
Growth + 

Distribution

Growth 

$300,000

$500,000

$640,000*

During a Down Market (-20%)  

In OutPre Tax $ Post Tax $ 

401K or Traditional IRA ROTH IRA 

Convert

*Assumes a tax rate of 20%



During an income valley

Age

In
co

m
e 

Ta
x 

Ra
te

25%

12%

25%

See how much
you would pay 
in taxes if you
filled up to 22%



PERSONAL 
INCOME TAX 

RATES
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The key is to perform incremental 
conversions that distributes the tax liability 
over time without pushing you into the 
next tax bracket.

Convert enough to fill up your current tax 
income tax bracket and see if you can afford 
to pay the extra taxes. 



SHOULD OR SHOULD 
NOT

PROS

• Reduce or eliminate RMDs
• Tax free distributions for you
• Tax free distributions for your 

beneficiaries 

CONS

• Pay taxes on the deferment 
• Potentially raise taxes on Social 

Security benefits or Medicare Part B/D 
premiums

• You may not have the money to pay 
for the conversion tax

• Plan on giving to charity through a 
Qualified Charitable Distribution



4. ALLOCATE A 
PART OF 

PORTFOLIO FOR 
LONG TERM CARE

Take holistic approach to fund LTC



MEDICARE WILL COVER ALL 
HEALTHCARE COSTS
- Anonymous



MEDICARE PLAN PACKAGE

47

Part A – Hospital 
Insurance Part B – Medical Insurance

Part C – Medicare 
Advantage Part D – Drug Coverage

Medi-Gap



STATISTICS
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70% of adults aged 65 
years and older will 

require long term care 
at some point

*The average length of 
stay in long term care 
is 3.3 years for women 

and 2.2 for men

Americans spend 
$475.1 billion annually 

on long term care

Medicaid only covers 
42% of America’s long 

term care costs

*20% or less will require care for 5 years or longer



ESTIMATED ANNUAL COSTS
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$148,000

Private room 

$120,000

Semi-Private

$68,000

Assisted Living 
Facility

$22,000

Adult Day (Health)
Care

$77,000

Home Health 
Services



FUNDING 
OPTIONS
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There are four main sources for financing 
long term care (outside of self-funding):

LTC Insurance Policy

Hybrid Life Insurance (LTC Rider)

Hybrid Annuities (LTC Rider)

Medi-Cal



ALTERNATIVE OPTIONS
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Downsize and use a portion of the capital gains exclusion amountDownsize and use a portion of the capital gains exclusion amount

Directing RMDs into a balanced portfolio inside taxable brokerage 
account exclusively used for LTC

Directing RMDs into a balanced portfolio inside taxable brokerage 
account exclusively used for LTC

Combination w/ order of operation: (1) Self Fund (2) RMDs (3) 
Exclusion on capital gains after downsize (4) Medi-Cal

Combination w/ order of operation: (1) Self Fund (2) RMDs (3) 
Exclusion on capital gains after downsize (4) Medi-Cal



LONG TERM 
CARE TAX
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Background:

• In 2019 Gavin Newsom approved 
Assembly Bill 567 establishing a 
committee to investigate the rising cost 
of long-term care

• The task force was also formed to 
evaluate the creation of a state funded 
insurance program requiring residents 
to pay an increased payroll tax of 0.40 to 
0.60%

Latest Update
• December of 2023, the task force 

has been disbanded after 
completing a report that 
presented five different LTC 
programs 

• As of the start of 2024, there has 
been no bill introduced by CA 
legislators



SUMMARY
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Optimizing retirement income and expenses require taking a holistic approach
which includes applying “outside the box” methodologies. Maximizing return 
on savings and investments during a workers accumulation years is vital. But 
equally important is the decumulation process, when you spend those savings 
and investmetns in the form of income. And to ensure your money will last, 
you need to start by looking at your cashflows and being able to be flexible 
enough to adjust with the changing environment.



THANK YOU 
John Pak  
jpak@otiumag.com
www.otiumag.com


