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CAPITAL MARKETS UPDATE | The Emerging Markets (+6.6%) shook off a poor start to the year and lead
all major equity asset classes in the 2nd quarter (U.S. Large Cap (+5.2%), International (+4.1%) & U.S. Small Cap
(+2.1%). Commodities were flat while Real Estate added another 7% to its already robust 2014 performance. U.S.
Fixed Income markets also improved due to declining bond yields as the benchmark 10 Year Treasury yield finished
the quarter roughly 0.5% lower on a year-to-date basis (2.52% vs. 3.03%).
THE RETIREMENT LANDSCAPE | Funding a modern American retirement generally has three

component parts – Social Security, an employer sponsored retirement plan and personal savings. Here we
provide some insight into each of these component parts and then offer some thoughts on how to implement
a retirement funding plan in the most efficient manner.

SOCIAL SECURITY | The Social Security Act of 1935 was a significant component of Franklin D. Roosevelt’s
“New Deal” response to the Great Depression. It initially only paid retirement benefits to the wage earner, but
was later changed to provide survivorship benefits, disability benefits and Medicare. The current structure offers
an incentive to wait to claim Social Security retirement benefits, which raises an important question – When
should I apply? As the chart below illustrates, benefits increase at a compound rate of 6% between ages 62
and 67 and 8% between ages 67 and 70.
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Source: J.P. Morgan Asset Management, Social Security Administration. For illustrative purposes only. For 1955-1960, two months are added to
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The answer to the question of when to apply depends on each beneficiary’s specific circumstances, but to the
extent possible, most experts recommend deferring benefits until at least full retirement age assuming reasonably
good health. The primary reasons to wait are twofold - 1) the compound benefit increase of 6% until age 67 is risk
free (guaranteed by the US government), tax-deferred and four times the yield of five year Treasury bonds. For these
reasons, delaying Social Security is a wise investment decision and if such an investment were available in the capital
markets, we would recommend a large allocation and 2) the increasing likelihood that the beneficiary will live past
the breakeven age of roughly 77, which makes the decision to defer a profitable one.
Claiming rates, as illustrated on the following page, don’t follow the experts’ recommendations, however. The Social
Security Administration doesn’t collect information about why beneficiaries claim benefits when they do, but two
likely possibilities would be necessity and fear of unfavorable benefit changes.
300 South Main Street | Winston-Salem, NC 27101-8724 | Telephone: 336-777-1677
Fax: 888-761-1120 | www.arborinvest.com

Quarterly Newsletter
Social Security Claiming Rates
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Source: J.P. Morgan Asset Management. Social Security Administration, 2011. 70+ includes combined data from age
ranges of 70-74 and 75+. FRA = Full Retirement Age. FRA data includes both new elections and disability conversions.
Disable worker benefits automatically convert to retired worked benefits in the month the worker attains FRA.

EMPLOYER SPONSORED RETIREMENT PLANS |

With the passing of the Tax Reform Act of 1978, Section
401(k) of the Internal Revenue Code was created to provide a way for workers to supplement their companies'
traditional defined benefit pension plans and Social Security. Three years later the first 401(k) savings plan was
established and over the next 30+ years companies have increasingly eliminated defined benefit pension plans as a
cost-cutting measure. As a result, self-directed 401(k) accounts have evolved into the primary, rather than a
supplemental, vehicle for accumulating funds for retirement. As the primary responsibility for retirement funding
shifted from the employer to the employee, so did the responsibility for prudently investing retirement plan account
balances. According to a recent study by Fidelity Investments, the average 401(k) account balance was $89,300 at
the end of 2013, up 15.5% from the prior year. Given plan participants’ frequent lack of familiarity with investing
concepts and strategies, balances are often invested too aggressively or are left in money market funds, which may
not provide sufficient growth to meet future needs. Many times accumulated benefits of a defined benefit/pension
plan and 401(k) balances are transferred to an individual retirement account (IRA) when the participant retires or
leaves the company for other reasons. Similar to Social Security, answering the question of when to transfer and/or
begin to withdraw funds from an employer sponsored retirement plan or IRA depends on individual circumstances.
There are some exceptions (charitable gifts, Roth IRA conversions and benefitting from a low Federal tax bracket to
name a few), but generally speaking, withdrawals should be minimal and deferred until required at age 70.5 to
maximize the tax-deferred benefits of the account.
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PERSONAL SAVINGS | For simplicity, we’ll define this category as any asset other than those held in

retirement accounts. Some of the most common examples are personal, joint or trust brokerage accounts,
rental real estate and annuity contracts. Generally speaking, personal savings offer tax advantages over
Social Security benefits and withdrawals from retirement plans and IRAs. For brokerage accounts, long-term
capital gain and dividend tax rates are lower than ordinary income rates, taxable income from rental real
estate can be offset by depreciation and annuitized income may include a tax-free return of basis. At the risk
of sounding like a broken record, decisions about generating retirement income from personal savings also
depend on individual circumstances but, on average, should be considered first when developing a retirement
funding strategy.

RETIREMENT FUNDING PLAN BASICS | Developing a retirement funding plan can be complicated, so
we recommend working with a CPA and trusted financial advisor in order to maximize benefits and minimize
taxes by avoiding some common mistakes. Begin by assessing your personal savings for tax-efficient income
sources. Next, add Social Security benefits to the equation as needed and finally, take withdrawals from
retirement plans and IRAs as a last resort.
Like investing, diversification is an important aspect of a retirement income plan. Developing each of these
three component parts during your working years will likely improve the longevity of your plan and reduce stress
during retirement. If you are in the accumulation phase, consider maximizing your pre-tax savings to a
retirement plan or IRA and then build a diversified personal savings portfolio with any remaining discretionary
income. When calculating a goal for the accumulation phase, a general rule of thumb is to obtain assets
whose long-term average returns will support retirement income needs without significantly eroding principal
over time.
If you’re in need of assistance with developing an accumulation or retirement income plan, please don’t
hesitate to contact us.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific
investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Arbor Investment Advisors, LLC), or any non-investment related content, made reference
to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this
newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Arbor Investment Advisors, LLC. Please remember to contact Arbor Investment Advisors, LLC, in writing, if there are any changes
in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. Arbor Investment Advisors, LLC is neither a law firm nor a certified
public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of Arbor Investment Advisors, LLC’s current written disclosure statement discussing our advisory
services and fees continues to remain available upon request.

