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Dividends and Inflation
As an investor, you may ask if an allocation to
dividend stocks in your retirement portfolio will help
keep up with inflation. Examining stock returns
during periods of high inflation may answer this
question. Dividend-paying stocks may offer benefits
such as stability through income return and inflation
protection. While stock prices tend to be volatile,
dividends may serve as a stable component of total
return and may provide better inflation protection
compared with bonds. Between 1974 and 1980 (high
inflation period), the average rate of inflation was
9.3%, much higher than the historical rate of 3%.
During this time, bonds yielded 7.9% from income,
but prices declined by 2.7%, resulting in a total return
of 5.6%—way short of inflation. On the contrary,
stocks returned a total of 10%: 5.0% from dividend
income and 4.8% from price return, outpacing
inflation for this time period.
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How to Handle Beneficiary
Designations
If in doubt, get professional
advice
I can't emphasize enough the
importance of seeking
qualified advice on estate
planning issues, in which
beneficiary designations play a
very important role. For many
of my clients most of their
financial assets will transfer by
beneficiary designation rather
than through a will given the
emphasis on IRAs and other
retirement plans. When trusts
are involved advice is even
more critical in "doing it right".
Mike

Designating beneficiaries for your company retirement
plan, life insurance policies, and other assets might
seem like a no-brainer. Chances are you would like
those near and dear to you to inherit any money you've
accumulated during your lifetime, so making sure that
happens should be as simple as writing their names on
the appropriate forms, right? Well, if only it were that
simple. Naming beneficiaries can be more complicated
than you might think, and it's a decision that may have
significant repercussions for your loved ones.
Know the Basics: You can name almost anyone, or
anything, as your beneficiary, including individuals,
charities, and trusts. However, it is important to note
that children under the age of majority—18 or 21,
depending on the state in which you live—cannot be
named as beneficiaries of life insurance policies,
retirement plans, or annuities. If a beneficiary is not
designated, assets will have to go through probate,
which can be a lengthy and costly process. Also, be
aware that beneficiary designations will override
bequests you've made in your will, so please do not rely
on your will to sort out these issues. This leads to our
second point.
Keep Your Designations up to Date: It would be
advisable to review your beneficiary designations on a
regular schedule, ideally as part of an annual review of
your finances. Major life events, such as a marriage, a
divorce, the birth of a child, or the death of a loved
one may require that you make changes to your
designations. Don’t procrastinate on this, as it may
end up affecting others' lives. Moreover, you'll also
want to review your designations if you or your
employer have recently switched retirement-plan or
insurance providers. You should not assume that the
beneficiaries you specified with your previous provider
will automatically carry over to the new one.
Bear in Mind the Tax Consequences: If you decide to
designate someone other than your spouse as the
beneficiary of your company retirement-plan assets, he
or she may have to take mandatory distributions from
that plan and, in turn, pay taxes on the money. Your
spouse, on the other hand, will be able to roll over
your retirement-plan assets into his or her own
individual retirement account (IRA) and won't have to
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pay taxes until distributions begin. There can also be
estate taxes to keep in mind if you name a beneficiary
other than your spouse. Needless to say, it would be in
your best interest to speak with a tax advisor or
someone who specializes in estate planning to go over
possible tax ramifications.
Be Specific: It pays to be as specific as possible when
designating beneficiaries. Most beneficiary designation
forms allow you to name multiple primary and
contingent beneficiaries and to specify what
percentage of assets you'd like distributed to each upon
your death. For example, you can state: “I hereby
designate my wife, Jane Smith, as primary beneficiary”
or “I hereby designate my two children, John Smith
and Allison Smith, as contingent beneficiaries, with
the proceeds to be divided equally among them.” Of
course, it is recommended that you discuss these
important matters with your family members
beforehand, so that they are prepared and know what
to expect.
You Can Use a Legal Trust as a Beneficiary: What if
you are in a situation where you can’t (or you don’t
want to) name a person as a beneficiary? You can use
what is called a legal trust. A trust means that you
don’t leave the money directly to the beneficiary, but
to an institution (such as a bank) who manages it for
the beneficiary. This is especially useful when minor
children or disabled relatives are involved. A trust can
be revocable (you can change the provisions later), or
irrevocable (can’t be undone).
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Social Insecurity
All of us who work feel the bite that Social Security
taxes take out of our paycheck. Most of us take
comfort in the hope that when we retire, Social
Security will be there, giving back all the money that
we paid into the system over the course of our careers.
Isn’t that how it works?
Well, the short answer is no, it doesn’t work that way.
The Social Security taxes deducted from your
paycheck are not sitting in a special account
someplace, earmarked to be returned to you upon your
retirement. Instead, the taxes you pay today are used to
pay benefits to today’s beneficiaries, just as when you
retire, the benefits you receive will come from the
taxes paid by people who are still working. This
arrangement works as long as there are enough people
sending in taxes; it doesn’t work so well if the number
of current workers per retiree is decreasing.
The baby boomer generation (those born between
1946 and 1964) have started to retire in 2010. This
large group’s retiring, coupled with increasing life
expectancies and decreasing birth rates, means that the
number of retirees will grow faster than the number of
workers. According to the Social Security
Administration, the number of workers sending in
Social Security taxes to pay each retiree’s benefits has
plummeted from 42 workers per beneficiary in 1945 to
2.9 in 2011. What is more is that this number is
projected to go down even further to 2.1 workers per
beneficiary by 2035. Since the ratio of workers to
retirees is expected to continue declining, a shortfall in
future Social Security funding is likely.
Annual cost for the Social Security program is
projected to exceed non-interest income in 2011 and
remain higher throughout the remainder of the longrange period. Social Security funds are projected to
increase through 2022, and then to decline and
become exhausted and unable to pay scheduled
benefits in full on a timely basis in 2036.
What does all this mean for you? Well, that depends
on how old you are and what changes the United
States government decides to implement. If you are
nearing retirement, it is unlikely that your Social
Security benefits will change dramatically. Younger
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workers, however, are more likely to see sweeping
changes in the way Social Security works in the form
of higher taxes, lower benefits, or a combination of the
two.
Bear in mind that Social Security was never intended
to provide Americans with all of the income they
would need in retirement. Social Security is only one
leg of a three-legged stool that also includes pension
plans and personal savings. With concerns mounting
over the stability of one leg of the stool, you need to
take control of your retirement by investing in
personal savings plans such as IRAs and 401(k)s.
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Retirees: Inflation Protection for
Retirement Portfolios
Inflation over the Long-Term

Inflation is usually measured in
the U.S. by the Consumer Price
Index which has averaged
3.0% from 1926 through 2011,
which reduced the value of a
dollar by 92% over that time
frame. While inflation has run a
bit below that over the last 2
decades we consider it a major
factor in retirement planning,
especially since the things
retirees spend money
on(groceries, utilities, medical
care) seem to be rising faster
than average. Mike

Retirees and pre-retirees have been challenged by the
investing environment during the past few years. As it
becomes harder to generate a livable income stream
from retirement portfolios given the low bond yields,
retirees have to choose between tapping their principal
and venturing into high-yielding, but also riskier,
securities. Investors are concerned about what could
happen to their bond portfolios if interest rates were to
rise. While inflation currently appears to be in line
with historical norms, retirees remain concerned about
the potential for rising inflation and its effect on their
portfolios. Inflation-linked securities like Treasury
Inflation-Protected Securities (TIPS) are the most
direct way to hedge against inflation.
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safety net. Social Security payments are adjusted
upward in an effort to keep pace with rising prices.
But to the extent that a retiree is living off a portfolio
anchored in fixed-rate investments, the payout from
that sleeve of the portfolio will be fixed. If prices go
up, the purchasing power of that portfolio, and in turn
the retiree's standard of living, goes down. This is why
inflation-indexed securities like TIPS, whose principal
values adjust upward to keep pace with inflation, are
an important part of a retiree's fixed-income portfolio.
TIPS are guaranteed by the full faith and credit of the
U.S. government as to the timely payment of principal
and interest. TIPS are subject to risks which include,
but are not limited to, liquidity risk, credit risk,
income risk, and interest-rate risk.

Here is why inflation protection is important for
retirement portfolios. Retirees miss out on some of the
inflation protection that working people normally
enjoy. Paychecks will generally trend upward to keep
pace with rising prices but retirees don't have that

©2012 Morningstar, Inc. All Rights Reserved. The information contained herein (1) is intended solely for informational purposes; (2) is proprietary to Morningstar and/or the content providers; (3) is not
warranted to be accurate, complete, or timely; and (4) does not constitute investment advice of any kind. Neither Morningstar nor the content providers are responsible for any damages or losses arising
from any use of this information. Past performance is no guarantee of future results. "Morningstar" and the Morningstar logo are registered trademarks of Morningstar, Inc. Morningstar Market
Commentary originally published by Robert Johnson, CFA, Director of Economic Analysis with Morningstar and has been modified for Morningstar Newsletter Builder.

R. Michael Otto

Kerntke Otto McGlone Wealth
Management Group
3701 E. Evergreen Dr. Ste 500A
Appleton, Wisconsin 54913

mike.otto@onekom.com

Tel:9207333874

