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Castling Defensive Portfolio Comes Back From Bruising
2018
If you feel as though you are being whip lashed by the markets recently, you are not
alone. Fears related to the ongoing trade dispute with China, seemingly worldwide
slower economic growth, political tensions across the globe, not just across the Potomac
in Washington, D.C., coupled with a Federal Reserve that has made a rather abrupt shift
from interest rate increases (take your medicine or else), to almost singing to us “I'll Be
There for You”.
What should we make of all of this?
The world is a pretty (very) complex place. If we get caught up trying to correctly
decipher every message or action we see, we would be easily overwhelmed and then
paralyzed by fear and inaction.
Our approach has been to focus on the basics, control what is within our means to control
(such as investment cost and asset allocation), and help you organize your finances in
such a way, that it enhances how you live your life. Most of all, we talk about balance.
This is especially the case of balancing your three dimensions of risk tolerance, your:
willingness to take risk, ability to take risk and need to take risk.
As our own benchmark for what an extremely risk averse investor could tolerate, we
came up with the hypothetical Castling Defensive Portfolio (CDP) and then stocked it
with real life, available investments. We have made very few changes to the CDP over
the years; in fact, just one prior to 2019. None of these changes involve the percentage
allocations, that which represents the “secret sauce” of making a truly low volatility
investment portfolio.
In 2018, the CDP had a total return of -2.74%. While a loss is always harder to take than
a gain, we would point out that the Vanguard 500 Index fund (ticker: VFINX) posted a
4.52% loss. Two other funds we use for comparison purposes: Wellington (VWELX)
had a 3.42% loss, while Wellesley Income (VWINX) beat CDP slightly, with a 2.57%
loss1.
The original objective of the CDP was to develop one portfolio with a reasonably good
chance of doubling in value over a ten year period, while maintaining very low volatility.
We have emphasized the second point over the first. The former objective requires a
7.2% net, annualized return. This was feasible up until 2015. Lately however, this has
not been achieved simply due to the very low level of interest rates we have seen over the
past number of years.
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As a result, the 2000-2018 (19 year) annualized total return of the CDP has been 6.25%.
Wellesley Income is used as a component of the CDP. But as a standalone fund, it has
delivered 7.02% over the same period.
But the CDP is an example of our analysis in coming up with a low volatility portfolio.
Our preferred measure for this is called the “coefficient of variation”. This could also be
called “risk per unit of return”, where lower is better and under 1.0 can be considered
outstanding. The CDP's measure is 0.80 over this 19 year period. Wellesley Income is
0.87. By contrast, Vanguard 500 Index measures a whopping 3.71.
We did suffer a correction in the fourth quarter of last year. It almost made it into bear
market territory for the S&P 500® (and did make it there for some other indices). We
advised clients and our readers to stay the course, however.
We were all rewarded with a huge comeback in the first quarter of 2019. Through April
29th of this year, the year to date total return for the CDP is 7.0%. While this is a far cry
from 500 Index's 18.21% return, please keep in mind the whiplash you would have
avoided with the CDP, during all of these years. Back testing since 2000, a $10,000
investment in the allocation proposed by the CDP would still be worth significantly more
than one made in 500 Index. Please refer to the tables nearby, which show the
components of the CDP and the comparisons made with other funds.
We once again demonstrate the value of a spot of gold in your portfolio, by showing what
a small percentage allocation to the iShares Gold ETF (IAU) would look like. Because
this gold ETF has not been in existence the entire CDP time period, we use 2006 as the
starting year for our gold analysis. As you can see in the table nearby, setting the gold
allocation anywhere from 1% to 10% lifted the annual returns of the mixed portfolio
(CDP and IAU), but still kept the coefficient of variation to around 1.00.
We now have three changes to the CDP to announce. In 2018, Vanguard closed the
“Investor”share class of two of our funds, to new investors. However, they opened up the
lower cost “Admiral” share class funds, with a lower minimum initial investment of
$3,000. The new funds we are tracking are the Vanguard Small Cap Value Index
Admiral (VSIAX) and the Vanguard Real Estate Index Admiral (VGSLX).
Please keep in mind that we are changing the CDP in these two cases simply because the
original Vanguard funds are now closed to new investors, while their replacements are
open and are lower in cost. Our CDP allocations remain the same, however.
We do have one more change to report. In this case, we are throwing the towel in on one
index fund: Vanguard Total International Stock Index Fund. The Investor class shares
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(VGTSX) were used by the CDP, from its beginning. It was replaced for new investors in
2018 by Vanguard, with the Admiral share class (VTIAX). However, we have been
frustrated with its lack of performance. I realize that foreign stock markets have not done
as well as the US in recent years. However, we have also been recommending another
Vanguard foreign stock fund to our clients: Vanguard International Growth Investor
shares (VWIGX).
While its expense ratio is much higher than VGTSX, it has managed to beat the return of
that fund in ALL of the following: year to date, one year, three year, five year and ten
years periods.
We still only allocate 4% of the entire CDP to international (non US) stocks. It is not
because we don't believe in the rest of the world. It's because if you are an extremely risk
averse US based investor, there have been and still are, better allocation choices.
Even though this third change is to an “active” fund, the overall expense ratio of the CDP
now falls from 0.19% to 0.17% (not including an allocation to gold). This is due to the
fact that the new Admiral share class funds have lower expenses.
The general move to more “passive” index fund investing, along with lowering the cost
of “active” funds and the ability to purchase shares of certain ETFs (exchange traded
funds) without paying any commissions have, taken all together, significantly lowered
what it will cost you to maintain your portfolio.
A decade ago, we believed that a world class benchmark for the total cost of maintaining
an investment portfolio, including investment advice, should have been no more than one
half of one percent (0.50%).
We now revise this down to 0.30%, depending upon the size of your portfolio.
Asset based (AUM) advisers may balk at this figure. Commission based product
salespeople (CBPS) may sneer at it. But low cost investment vehicles of the 21st century,
along with hourly based financial planning and investment advising (especially of the
affordable, hourly kind), can make this a reality right here and right now.
ETFs continue this trend. For instance, many iShares ETFs are available to you,
commission free, using any Fidelity brokerage account. In 2018, Vanguard made a huge
number (1,800+) ETFs available without having to pay commissions. This means that
you can buy just one share at a time, without paying a transaction cost. How's that for
helping out the small investor?
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Do you know who was primarily responsible for making Low Cost happen? Jack Bogle,
the found of The Vanguard Group, Inc. He learned of the power of index based
investing, along with using lower cost and direct sell to the investor, type of financial
products. He built Vanguard from an idea, into the second largest asset manager in the
world.
Jack Bogle passed away on January 16, 20192. Even if you do not know who he was, he
probably did more for you and I, than all of the politicians of the last two decades. We
have the best functioning and lowest cost financial markets of any place on the globe
(though they are certainly not perfect). Sure, we still need to learn how to use them in
order to meet our individual needs. But the opportunity is out there for us to seize upon.
Jack helped make it happen. We will miss him greatly.
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If Your Financial Wellness Depends on a Large Tax
Refund, Then Frankly My Dear...I Don't Give a Debit!
Is the American public generally less financially literate now, than they were in the past?
I don't think so. But I do think that the level of financial literacy is not keeping up with
the increase in the level of financial complexity in the world. This essential imbalance, I
believe, lies at the very heart of the financial problems we have been discussing. We can
add to this the general sense of distraction that comes from the time constraints of modern
life.
Then along came the Tax Cuts and Jobs Act of 2017 (TCJA), which promised to simplify
the tax code and to cut tax rates for both individual filers as well as for businesses. While
far from doing exactly what I would have wanted, I do think that the new tax law was
necessary to help spur the economy and to make business more competitive abroad.
However, there have been some glitches in its implementation.
2018 was the first year of the roll-out. Policy makers were quite sure that if the effects of
the new law (mainly a decrease in tax rates) were instantly demonstrated to the public,
more economic growth would be triggered through increased consumer spending. This
meant that more dollars needed to be in the hands of taxpayers sooner, rather than later.
The transmission mechanism for this action was a decrease in the federal income tax
withholding amounts, in the calculated withholding tables used by payroll software.
Workers began seeing a few more dollars every pay period. This seemed to translate into
an increase in spending and therefore, in overall GDP (although not spectacularly so).
So far, so good. But then the calendar turned to 2019 and it came time to fill out the 2018
income tax returns. Low and behold, many people were surprised and some of them were
shocked, to discover that their coveted income tax refund had shrunk or had disappeared
completely. Some even saw that they owed money to the IRS for the first time in years.
Since the IRS does impose a penalty tax for significant underpayment or under
withholding of income taxes, the general public has built up a reluctance to ever be in the
position of “owing the IRS” when filing their tax returns. This dates back to what was
considered financially literate in a less complex world.
Were these surprised folks truly any worse off? Quite frankly, no. But suppose those
extra dollars (from the tax cut), which were automatically deposited with every pay
period, were frittered away on extra apple fritters and spiced lattes? Then what? No big
tax refund would have arrived. Maybe they did not fritter away the tax cut. Maybe it got
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siphoned off in unexpected orthodontic payments, surprise auto repairs and general
unplanned increases in the cost of living. “I get it”.
For some people, a large refund is really part of their own version of financial planning
and is even considered part of their own financial wellness.
Diana Farrell of the J.P. Morgan Chase Institute was interviewed by CNBC's Steve
Liesman, on their Squawk Box program, earlier this year3. Her findings are as
fascinating as they are revealing, at least to someone who does financial planning, such as
myself:
1.
2.
3.
4.
5.
6.

The average income tax refund is six weeks of take home pay.
78% of households will receive a tax refund.
For 29% of people, it is the single biggest cash flow event of the year.
For about half, it is bigger than all their cash balances in banks.
For some, it represents 10% of their annual income being received in one step.
For the vast majority of households receiving a refund, there is an increase in their
spending immediately after receiving it.
7. Most people spend their refunds differently than they spend on day to day items.
For example, they pay down credit card debt or spend on consumer durables.
8. Health care spending spikes after receiving a refund.
9. Many persons who receive refunds, year after year, treat it as a forced savings
account.
10. There is a risk aversion to owing extra income tax, both in the fear of an IRS
penalty, as well as a fear in not having the cash available to make that final
payment for the year just completed.
I would not dispute any of these findings. The risk aversion and fear of having to pay
extra tax may be due to a previous bad experience or even learned behavior from parents
or other older family members. But previous generations had less complex financial
lives, especially while carrying a lot less debt.
The annual ritual of relying on something to arrive (that tax refund) and then using it as
part of your financial planning, is something I can understand as being deeply ingrained
into behavior.
But let's be clear about the following. Making an interest free loan to the government
(federal and state) and then collecting it months later, so that you then can use it to pay
down credit card debt (that you could have been paying in smaller amounts throughout
the year), is a TERRIBLE idea. Spending a refund on impulse consumption without
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giving serious consideration to your long term durable goods needs, is probably a close
second, in the bad idea department.
While creating a full scale budget is in the best interests of a family's financial planning
goals, I realize that basic financial wellness and this refund issue may call for a
streamlined approach.
The surprised taxpayer who either did not get a refund for 2018, or received a smaller one
than anticipated, could easily “fix” this issue by adjusting one or both spouses' income tax
withholding (upward). But my reasoning here is to advocate another approach:
Stop depending on large income tax refunds.
Instead, aim for a close to break-even result.
But more importantly, start putting your cash flows to work!
The end result will be to achieve your financial goals faster and easier. Our typical advice
has always been for our clients to create a custom monthly/annual budget, either with or
without our help.
The following six step method does not require that a real budget be created. Some may
see this as just baby steps and others may view it as busy work. But if the following
several steps are never considered and you continue to rely on getting tax refunds as part
of your financial planning, then I'm sorry to be the one to tell you this: You're losing out,
my friend.
1. Adjust Withholding by Reviewing Your Tax Return. The income tax
planning approach is not meant to file a tax return, but to do a simulation well
before year end, so that opportunities can be identified. While these details are
more complex than we can get into here, suffice it to say that you can look over
your prior year's high level summary or ask your tax professional/financial planner
for the data. Keep it simple: Adjusted Gross Income minus Total
Deductions/Standard Deduction and get to Taxable Income. What was your prior
tax liability and how much of it was withheld during the year? What does your
current year look like in terms of income? For most people who are over
withheld, it is a relatively easy process to adjust withholding, until you appear to
be roughly break-even on this year's taxes. You can even use the same tax rates as
the previous year (for estimating purposes) if that is all you have access to.
2. Just track it. Use a simple spreadsheet tool to track each cash flow into and out
of your checking account (see below for examples). One sheet equals one tab and
is just for the current month. It is important to note that a single cash flow may
represent a single expense category, such as your electric bill. However, it could
also be composed of parts of many categories, such as that Amazon Visa card that
11 of 31

Copyright 2019 by Castling Financial Planning, Ltd. All rights reserved.

3.

4.

5.

6.

you used to buy: groceries at Whole Foods, some personal items at Target and a
bunch of things on Amazon Prime. Having online access to your bank checking
account is a must. Every cash flow item needs to be represented, so that your
calculated ending balance matches your bank's balance. But don't worry. This is
still far easier than creating a full budget.
Then forecast/plan it. Add another tab for the next (future) month and copy the
current month worksheet details into it. But the ending balance of the current
month becomes the starting balance for the next month. Now you can adjust the
expected cash flows. Those items that represent fixed, monthly expenses remain
as is. Everything else is adjusted based on what you think will happen, either up
or down. You can then add another future month using another tab. Ending
balance of one becomes starting balance of the next and so on. When that future
month arrives and becomes your present, it should now be clear that your
estimated amounts get replaced with the actual values when known.
Fill in the blanks. The future month may have new expense line items that did
not exist previously. We just add those in rough chronological order and estimate
what each one will be, unless we already know the exact amount. If the future
month will not require you to pay anything on your Discover Card, for instance,
but you will need to pay your property taxes, you can just set the Discover
payment to $0.00 and add in the real estate tax payment as a new line item.
Better yet, begin to “set aside” monthly amounts for things such as property tax
payments and insurance premiums that only get paid once or twice per year.
Build that emergency fund (EF). By this point (a couple of months in), you will
know how much “extra cushion” appears to exist in your account. If you do not
already have an adequate emergency fund of six months (after tax expenses)
tucked away in a separate account, now is the time to build one. This is where
you can open an online savings account at Synchrony Bank, Capital One,
Discover Bank, or somewhere else of your choosing. Pick one offering no
minimum balance, no monthly service fee and an annual percentage yield (APY)
well north of 1%. You then add this as a new line item to your future month(s).
You subtract the amount you want transferred into your EF from your checking
account balance. “What If?” is more than a game. It's a way of life for some of
us. By trying different amounts in your spreadsheet model first, you can then see
how each one plays out. If a future month shows a checking balance going into
the red (becoming negative), you make adjustments in your model before actually
withdrawing from the real account. Don't fret the impossible. Do the possible.
Start/Increase funding for your retirement. The final step is to use the
spreadsheet to see what happens if you start adding more to retirement accounts.
Adding to employer plans such as a 401(k), means that the direct deposit amount
of salary or wages will be less. You will then be able to see what this does to your
future months spending plans. You will soon see what is possible without
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sacrificing something else. Please keep in mind that your income tax liability will
decrease by contributing to a traditional (not Roth) workplace plan. We highly
recommend that everyone contribute to an employer plan, at least up to the level
of the company matching contribution. You should now be able to see if this will
be possible. But if the expected decrease in your net deposit amounts means that
checking balances will start to go into the red in future months, this would be the
time to try and make small adjustments to cut back on a few non-essential expense
items, to bring your balances back into the black.
This approach works because it does not require huge sacrifices. You will soon see the
positive impact of small changes, while keeping everything else in balance (including a
positive balance in your account)!
We end with two screen shots. Here is a couple monthly examples of what checking
account cash flow tracking could look like.
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The Year of Not Living Dangerously...How Your First
Year of Retirement Could Jump Start Your Longevity
Portfolio
The ability to delay gratification has been linked to financial success later in life. If your
mother told you to eat everything on your dinner plate in order to “earn” your dessert, was
everything on that plate equally bland, kind of awful, or just plain unappetizing? Or was
there something you just hated versus something else that you actually liked quite a lot?
For example, asparagus (bad) vs. cranberry sauce (quite good), or broccoli (bad) vs. sweet
corn cake (really good). You get the picture. Did you then take nibbles of each of the
bad and good, or just gobble down the good and procrastinate in finishing the bad? Or
did you just “take your medicine” and finish the least pleasant first, because it then made
you feel good about slowly savoring the better item, on your way to that glorious dessert?
If so, then it was all about deferring gratification.
This is still true today in your financial life.
One of the most significant examples of taking your medicine first and delaying the
gratification of a better tomorrow, is with a Roth IRA conversion. Follow the rules and
ALL future withdrawals will be income tax free at both the federal and (usually) state
levels. But income taxes must be paid for the year in which the amount in question is
converted from a traditional to a Roth. Here we are assuming it is an all prior deductible
IRA, or a rollover from a traditional qualified plan such as a 401(k).
The amount to be paid in income taxes depends upon the total taxable income that the
person or couple faces for that year. So this means that the Roth conversion amount lies
on top of their earned income, taxable investment income and retirement account
distributions that are or will be taken, during that same tax year.
The US Federal income tax brackets are “progressive”. This means that as income goes
up, not only the amount of tax due increases, but the rate at which that last dollar of
income is taxed, goes up. The result is that a middle class couple who would normally be
dealing with 12% or 22% tax brackets (under the new tax law), could wind up facing
24% or 32% brackets, if they added in a significant Roth conversion.
It would not just seem like taking your medicine, but almost like drinking from a bottle of
rat poison!
This circumstance is the reason why most older people with significantly sized retirement
accounts, never do major Roth conversions. What could we possibly do about this?
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If we apply our Castling principle, we can think of an approach that not only
accomplishes the Roth conversion at a much lower cost in terms of taxes, but also helps
in setting up a Longevity Portfolio. In our Fall, 2018 Newsletter, we describe the
concepts behind a longevity portfolio4, while our Spring, 2018 Newsletter compares and
contrasts the longevity portfolio with a longevity annuity5.
Without getting into all the details again here, suffice it to say that a longevity portfolio is
an investment account holding an asset allocation that not only balances the client's
various risk tolerances, but specifically is held for very old age. So for instance, a 65 year
old couple worrying about outliving their assets, sets up a longevity portfolio with a
twenty year time horizon. They will not withdraw from this separate account until one of
them turns 85. Otherwise, only under the gravest of emergencies. As a result, their time
horizon is essentially no different than that of a forty year old who wants to simply “cash
out” his account at age sixty.
The concept at play in both scenarios is something called time horizon diversification
(THD). Funds which are truly not needed for a longer period of time may be invested in
higher growth assets, which naturally carry higher risk. The portfolio would still be very
diversified, so the financial failure of one or multiple companies being invested in, would
have little impact on the overall investment return. However, year to year returns may
swing rather wildly. The investor's focus is on that time horizon, so she would not be
paying attention to the daily, monthly or even yearly ebbs and flows in the longevity
portfolio.
Instead, attention would be paid to the other accounts and resources which have been
properly organized to make retirement work efficiently and effectively.
As always, this is best demonstrated using a realistic example. Here we introduce
Dolores and Sam. They are each 65 years of age. Here is a little background on how they
have decided to organize their finances, with the help of their retirement adviser. The
main feature to note here is that not only are their accounts and portfolios organized by
underlying objective, but their retirement time frame has been split into three stages. At
each stage, optimal use of the resources available to them, is being made. The table
below summarizes the most important decisions that have already been made.
Their current annual income need in retirement is $100,000. Since the financial crisis,
both Dolores and Sam have been more cautious than they previously were. Savings was
increased. Year by year, they put away more than what was needed for a six month
emergency fund. Their adviser mentioned that it would be useful to have two years worth
of after tax expenses available in savings, heading into full retirement. They have now
amassed about $205,000.
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One thing that they did not have, is a longevity portfolio. All of their investments resided
in traditional IRAs and employer sponsored 401(k) plans.
Stage #1:

Ages: 60 – 70
Major decisions already made or analyzed:
1. Phased into retirement by working fewer hours, starting at age 60.
2. Left the full time workforce at age 62.
3. Began semi-retirement in new dream “mini careers”.
4. Decided to leave all paid employment at age 65.
5. Began drawing on small pensions at age 65 ($10K in total, annually).
6. Decided to hold off taking Social Security until 70, to maximize benefits.
7. Over the last 10 years, built up $205K cash savings (> 2 years of spending).
8. Realized that a Longevity Portfolio would be useful, but did not have it ready.
9. Longevity Setup: Did a Roth IRA conversion at age 65 (both sets of IRAs).
10. The Longevity Portfolio contains low cost, high quality, growth investments.
11. No withdrawals from the Longevity Portfolio, even during a bear market.
12. Lived from savings during the year of conversion (not living dangerously).
13. Otherwise, live from a core investment portfolio.

Stage #2:

Ages: 70 – 85
Major decisions already analyzed to prepare for this age band:
1. Social Security being drawn starting at age 70, in order to maximize benefits.
2. Continue drawing on small pensions ($10K in total, annually).
3. Begin drawing on several fixed annuities with a 15 year certain payment period.
4. Use core investment portfolio to make up for any shortfalls and inflation adjust.
5. All RMDs (required minimum distributions) are taken, as needed.
6. Longevity Portfolio in a Roth IRA does not require RMDs.
7. Simple once per annum re-balancing in Longevity Portfolio.
8. No withdrawals from the Longevity Portfolio, even during a bear market.

Stage #3:

Ages: 85 – The End
Major decisions already analyzed to prepare for this age band:
1. Social Security continues with both spouses happy with the maximized benefits.
2. Surviving spouse thankful for the maximized benefits.
3. Continue drawing on small pensions ($10K in total, annually).
4. All RMDs (required minimum distributions) are taken, as needed.
5. Longevity Portfolio reallocated to shorter term focus and allocation.
6. Longevity Portfolio is drawn down to fund a significant part of retirement.
7. Core investment portfolio could already be somewhat depleted at this stage.
8. After death of surviving spouse, Longevity Portfolio is the main estate legacy.

We begin by first showing what they would pay in taxes to create this longevity portfolio
now at age 65, by doing a Roth IRA conversion on top of their standard retirement
income distributions.
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Next, we'll try it using the Castling approach, by simultaneously drawing on something
fundamentally different (i.e. living from their savings portfolio for a year), in order to use
the tax code to their advantage. Then we add a third scenario, where the Roth IRA
conversion is split over two years. However, we would never recommend that they
completely deplete their savings in those two years. The reason for splitting a conversion
over more than one year is to make better use of the tax code and the progressive tax
brackets.
Our last scenario is a little sneaky. We split the conversion over two years, but spend the
first year “totally not living dangerously” (aka living completely from savings). This
fourth scenario yielded total income tax savings over the first approach, of close to $12K.
While we are not discussing asset allocation for a longevity portfolio here, the emphasis
is on growth investments using extremely low cost vehicles, such as index mutual funds
or ETFs. Mid-cap stocks, small cap and small cap value stocks, are very much
represented in these funds, simply for their long term growth potential. Real Estate
Investment Trust stocks (publicly traded REITs) are added for further diversification,
since their returns tend to move differently than the other funds. The exact allocations
depend upon the risk tolerances of Dolores and Sam. But once arranged, this portfolio
requires only annual, end of year re-balancing. Total expenses, including what they pay
their adviser, are under our benchmark of 0.30%.
While past history is used to gauge future returns, the future may not be as kind as the
past. But all we can use is past history, since we do not predict events and cast a dim
view on the forecasting power of Event Level Predictors (ELPers). Using rolling period
analysis, we see a high occurrence that our selected longevity portfolio achieved at least a
9% annualized return over a twenty year period. Actually, our data suggests that most of
the time, the return has been above 9%. But in the interests of staying conservative with
any estimates, we settle for 9% as our target.
Plugging these data into our calculator or spreadsheet, we see that the future value of the
longevity portfolio, after 20 years with a compound annual growth rate of 9% and a
starting value of $200K would be just shy of:

$1,121,000
Keep in mind that this is reserved for age 85 and beyond. Whatever remains upon the
death of the surviving spouse, can be their legacy for another generation.
Yes, patience is a virtue. Not bad, Dolores and Sam. Your future selves deserve this!
And it all started with your year of not living dangerously.
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Assumptions:
1. Both spouses are now age 65 and have fully retired.
2. Their gross annual income need is $100,000 in retirement
3. $10,000 is received from two very small pensions.
4. This leaves a gap of $90,000 of income needed.
5. Neither spouse is currently claiming Social Security benefits.
6. Their total retirement investment portfolio is $1 million.
7. They also currently have $205,000 in savings accounts and bank CDs.
8. Their adviser has suggested a longevity portfolio (LP) of $200,000.
9. His and hers Roth IRAs will be the account vehicle used for the LP.
10. Roth conversions from existing traditional IRAs will be done.
11. The new LPs will be Mid Cap/Small Cap/REIT stock focused.
12. Extremely low cost investment vehicles will be used for the LPs.
13. The time horizon of the LPs will be 20 years.
14. Annual year end rebalancing back to original allocation done.
First Scenario:

Income Tax Calculation for 2019

1. Pension Income Received
2. Retirement Account Distributions
3. Roth IRA Conversion Amounts
4. Adjusted Gross Income (AGI)
5. Standard Deduction
6. Age 65 Additional Deduction
7. Taxable Income
8. Income Tax on Lower Bracket Amount
9. Marginal Income Tax Bracket
10. Marginal Rate Applies to Amounts Over
11. Total Income Tax Liability
12. Effective Tax Rate based on AGI
13. Effective Income Tax on Converted Amount
Second Scenario:

$10,000
$90,000
$200,000
$300,000
-$24,400
-$1,300
$274,300
$28,765
24%
$168,400
$54,181
18%
$36,121

Income Tax Calculation for 2019

1. Pension Income Received
2. Retirement Account Distributions (savings used!)
3. Roth IRA Conversion Amounts
4. Adjusted Gross Income (AGI)
5. Standard Deduction
6. Age 65 Additional Deduction
7. Taxable Income
8. Income Tax on Lower Bracket Amount
9. Marginal Income Tax Bracket
10. Marginal Rate Applies to Amounts Over
11. Total Income Tax Liability
12. Effective Tax Rate based on AGI
13. Effective Income Tax on Converted Amount
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$10,000
$0
$200,000
$210,000
-$24,400
-$1,300
$184,300
$28,765
24%
$168,400
$32,581
16%
$31,030
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Third Scenario:

Income Tax Calculation for 2019

1. Pension Income Received
2. Retirement Account Distributions (½ savings used!)
3. Roth IRA Conversion Amounts
4. Adjusted Gross Income (AGI)
5. Standard Deduction
6. Age 65 Additional Deduction
7. Taxable Income
8. Income Tax on Lower Bracket Amount
9. Marginal Income Tax Bracket
10. Marginal Rate Applies to Amounts Over
11. Total Income Tax Liability
12. Effective Tax Rate based on AGI
13. Effective Income Tax on Converted Amount

$10,000
$45,000
$100,000
$155,000
-$24,400
-$1,300
$129,300
$9,086
22%
$78,950
$20,163
13%
$13,008

Income Tax Calculation for 2020 (Assumed 2019 data)
1. Pension Income Received
2. Retirement Account Distributions (½ savings used!)
3. Roth IRA Conversion Amounts
4. Adjusted Gross Income (AGI)
5. Standard Deduction
6. Age 65 Additional Deduction
7. Taxable Income
8. Income Tax on Lower Bracket Amount
9. Marginal Income Tax Bracket
10. Marginal Rate Applies to Amounts Over
11. Total Income Tax Liability
12. Effective Tax Rate based on AGI
13. Effective Income Tax on Converted Amount
14. Total Effective Tax (2019/2020) on Conversion
15. Tax Savings over Scenario 1
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$10,000
$45,000
$100,000
$155,000
-$24,400
-$1,300
$129,300
$9,086
22%
$78,950
$20,163
13%
$13,008
$26,017
$10,104
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Fourth Scenario:

Income Tax Calculation for 2019

1. Pension Income Received
2. Retirement Account Distributions (savings used!)
3. Roth IRA Conversion Amounts
3. Adjusted Gross Income (AGI)
4. Standard Deduction
5. Age 65 Additional Deduction
6. Taxable Income
7. Income Tax on Lower Bracket Amount
8. Marginal Income Tax Bracket
9. Marginal Rate Applies to Amounts Over
10. Total Income Tax Liability
11. Effective Tax Rate based on AGI
12. Effective Income Tax on Converted Amount

$10,000
$0
$100,000
$110,000
-$24,400
-$1,300
$84,300
$9,086
22%
$78,950
$10,263
9%
$9,330

Income Tax Calculation for 2020 (Assumed 2019 data)
1. Pension Income Received
2. Retirement Account Distributions
3. Roth IRA Conversion Amounts
4. Adjusted Gross Income (AGI)
5. Standard Deduction
6. Age 65 Additional Deduction
7. Taxable Income
8. Income Tax on Lower Bracket Amount
9. Marginal Income Tax Bracket
10. Marginal Rate Applies to Amounts Over
11. Total Income Tax Liability
12. Effective Tax Rate based on AGI
13. Effective Income Tax on Converted Amount
14. Total Effective Tax (2019/2020) on Conversion
15. Tax Savings over Scenario 1
RETURN
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$10,000
$90,000
$100,000
$200,000
-$24,400
-$1,300
$174,300
$28,765
24%
$168,400
$30,181
15%
$15,091
$24,421
$11,700
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Don't Blame Capitalism for the Cost of Your Health
Care...Why We Should be Focusing on Price
Transparency, Instead
I was told by the pharmacist that the blame lies with capitalism. The person standing in
the next line told me to “shut up and pay, then call my congressman”. All I could think
of muttering was “I still have a right to ask my question”, as I wandered away from the
counter. My question never did get adequately answered during that fateful encounter
(let's call that one the “second encounter”). I learned something valuable and that lesson
is the basis for this discussion. But let's back up for a moment and set the stage first.
I am one of those who holds a worldview whose underlying principle can be summed up
succinctly as:
Value for Value
Using this principle, the world always “remains in balance”. We as well, remain in
balance in our dealings with one another, by following this principle. This idea can also
be restated as:
Something for Something
Which can be differentiated from the other two possibilities:
Something for Nothing
This is what we assure our clients and readers does not exist, or else if it did exist, does
not remain for any meaningful length of time. Better to not be obsessed with chasing
after it, in the first place.
And Nothing for Something
This last one is truly interesting, because it incorporates the concept of “rent seeking”
from economics. This idea is simple: create wealth for oneself, but add nothing of value
to the transaction (or hardly of any value). This can be done by governments which add
regulation that stifles competition, but that largely benefits the existing large firms in an
industry. So called “middlemen” can do the same, if they do not provide some useful
attribute (i.e. time or place or liquidity) to a market and simply act to mark up a product
that is going for sale at the retail level. Another aspect of this involves intentional
obfuscation. When something basic such as prices, are intentionally withheld from us
until such time that we can barely react to them, then we never truly have an adequate
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opportunity to make an informed choice. This is, unfortunately, the sorry state of health
care in the US.
Let me explain the situation from the beginning. Then imagine how you would react. I
was told by my doctor that I needed two new prescriptions. His assistant asked me where
my local pharmacy was located. I blurted out the name of a major national chain (which
will remain anonymous) who also has a location conveniently close to my home. This
was my first mistake. The two Rx's were then made available to me for pick up, a little
while later. Oh, how convenient for me, but deadly to my poor wallet!
Some additional background is need here. This all happened in the Fall of 2018. This
was the very first time I had used these medications and I knew nothing about them. My
health care insurance coverage consists of a high deductible health plan (HDHP) along
with a health savings account (HSA). Prescription drug coverage was included, with a
Pharmacy Benefits Manager (PBM) who will also remain nameless (although this health
insurer has since changed to a different PBM for 2019). Our family deductible had been
satisfied for 2018. In fact, we had reached our max out of pocket limit on covered
expenses.
So when strolling up to the counter to pick up my two prescriptions (let's call this one the
“first encounter”), my mind drifted elsewhere. Much to my surprise and shock, the first
Rx cost me $298.96 and the second one was $114.69. In looking at the customer receipt,
it mentioned on the first that “Your insurance saved you $318.83” and on the second it
stated “Your insurance saved you $125.20”.
The first thought I had was that this just happened to be an expensive pair of medications
and my insurance made it somewhat less painful. I simply paid and took them home,
without any questions or complaints. That was my second mistake.
We know that health care affects financial planning and financial planning affects health
care. I knew that I would need refills at least one more time for each drug. So then I
went back to one of my favorite tools: Pure Analysis. Could there be a lower cost way
of purchasing these medications?
In performing this analysis, I reached a conclusion that not only helped me to purchase
the two medications again for only a small fraction of the original price I paid, but it also
transformed the way I will forever look at health care. In addition, I will never send
another prescription over to the pharmacy chain I previously used. Furthermore, I will
never go back there again, not even to buy a bottle of aspirin. But to be fair to all parties,
I feel it appropriate to withhold their name in this discussion.
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There is a warning here for everyone. The same thing can happen to you, perhaps at
another pharmacy chain, or hospital, doctor's office, clinic, lab, etc. So please read on to
see a different approach: Patients Must Demand Price Transparency.
A few years ago, I had heard of and even used, the pharmacy coupon service called
GoodRx. According to their own Website, they are considered a “marketer of
prescription discount cards”6. This just sounded to me more like a Web shopping promo
code service, which may only save you another 5%, on something you probably didn't
need to waste money on in the first place.
But in this recent analysis, I found that GoodRx has a very simple way of looking up the
prices for a whole host of prescription drugs and what their coupon savings would be at:
many pharmacies, department stores like Target and even wholesalers, such as Costco.
Curiously, that major pharmacy that charged me over $433 for two Rx's (AFTER
insurance), does NOT even post drug list prices on its own Website. But GoodRx shows
their estimated prices with coupon savings! Is this obfuscation or what?
The same two Rx's purchased at the exact same major pharmacy chain, but with GoodRx
coupons and without the “help” from the PBM of my insurance company, would have
cost only about $100!
But this gets even better. In searching for these prices, I easily found that a major grocery
chain has its own “club”, the Kroger Rx Savings Club7. Membership currently costs
$36 per year for an individual and $72 for a family of up to six people (and even pets).
The Kroger club maintains a list of over 100 popular medications which are specially
priced. If I simply prorate the cost of the club membership along with their discounted
prices for the two prescriptions I started with, then the next refill cost a total of only $27,
instead of $433! It is important to point out that either with this club price or the coupon
price, no insurance is used. We cannot simply say that this is a large discount and leave it
at that. No, that will not do. Instead, this is the rough equivalent of getting these two
Rx's for next to nothing!
When I began this discussion by describing what I called the “second encounter”, I was
at that major pharmacy chain, picking up something totally unrelated. I thought I would
ask the pharmacist on duty (not the same one who filled the original two Rx's) to please
explain what was going on with these prices. All I wanted was a truthful explanation.
But that was when the wheels went off the rails.
This pharmacist first started explaining something about costs. I don't know or care how
much these medications cost them. They would never tell me, anyway. The question was
always about how the pricing for the customer is arrived at. This lack of transparency,
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since another person with no insurance coverage, but with a coupon, could pay ¼ as
much as I originally did, was also the issue. She dismissed the Web coupons by saying
“they sell your information”. But I never signed up on their Website. The only thing
GoodRx knows for sure about me, is my IP address on the Internet and my interest in
specific medications. Hardly enough to sell to someone else, don't you think?
The last straw was when the pharmacist blamed “capitalism”. So that was why I paid so
much? But wait just a minute. If we are going to blame capitalism for why those two
prescriptions cost me $433 the first time, shouldn't we also praise that same capitalism for
why I was able to find the exact same pair of Rx's for just $27?
We have previously written about the fiduciary standard, under which a true adviser is
held to the benchmark of utmost good faith and trust. Such a standard is not going to
naturally apply to a product salesperson, by comparison. Is there some middle ground
where some product and service providers can be seen to provide something close to, if
not an exact fiduciary standard? This is a fundamental problem and I don't have a quick
answer. This major pharmacy chain prides itself on the level of trust it has built with its
customers. This trust may have been misplaced.
The market place has the mirror opposite of a fiduciary standard and it is called “caveat
emptor” (let the buyer beware). So if we know, upon entering a situation, that we cannot
expect the product seller or service provider to act in our best interests as a fiduciary, then
we may necessarily descend from an expectation of utmost good faith and trust, to one of
utmost suspicion.
Or, at the very least: trust but verify. This means to shop every single prescription before
you fill it at some pharmacy. I would not automatically assume that a savings club or
coupon will be the best deal for me, next time. Who knows? I will need to check first to
make sure. There is nothing wrong with this approach. You can tell your doctor to give
you a written Rx instead of having them phone it in to “your pharmacy”.
I never did get an adequate answer from that major pharmacy chain. But in reading about
our health care mess in the US, I learned that non-disclosure agreements between the
pharmacies and the PBMs can exist. If that pharmacist would have said something like,
“I know your frustration, sir, but we have a non-disclosure agreement with your insurance
company's PBM and that is why the price is so high and we can't say anything more about
it”, it would have been more to the point.
This was a matter of obfuscation, not a problem with capitalism. There is no real
capitalism unless there are free markets. And there are no free markets without price
transparency.
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We can apply this same idea to the hospital side of the health care conundrum, as well.
Many people are surprised and shocked to see out of network charges applied to their
simple procedure. They start out by selecting both a doctor and a hospital that were in
network. After the procedure was done and the billing started, then the real pain began.
The anesthesiologist and some strange surgical assistant could then appear to be billed as
out of network.
In these cases, the patient needs more clear information and less obfuscation. The
leverage exists before the medical procedure is done and when it is considered elective,
so that timing is not that critical. But I am not advocating that someone postpone
lifesaving medical care while planning their future dispute on a bill that has not yet
arrived.
But when the procedure is purely elective, but necessary and there is time to plan it out,
the patient needs to be more proactive and to ask questions about all of the billing that
will happen. In the best case scenario, you would know the discounted price the hospital
has worked out with your insurance company. This is rarely possible in today's
environment.
However, you should know about things such as your own deductible, coverage, and max
out of pocket limits. You should also know how much is in your health savings account.
The next thing to do would be to find out who will provide supplementary services, in
addition to your doctor and the hospital. If the exact name of the service provider is not
yet know, his or her company name should have been identified. At that point, you have
the right to verify whether that provider is considered in network. If not, it would not be
out of place to ask for an alternative, or to reach out to them directly and ask if they will
accept the out of network arrangement your insurance company will give them. The main
thing is to prevent the shock of the outrageous bill, by being proactive.
Lastly, mistakes in billing for procedures appears to be more prevalent, including double
billing. Scrutinizing every statement from both your insurance company (called the EOB
or explanation of benefits) and the invoices from providers, can reveal both honest
mistakes and also outright fraud. Many patients are simply not paying attention. There is
an old saying that “sunlight is the best disinfectant”. In health care, price transparency is
key. Without it, there is no such thing as a free market. We have merely tried to increase
awareness related to the price transparency problem in health care, since this issue does
affect financial planning. If you would like to understand this problem in detail, we can
recommend no better resource than “Overcharged: Why Americans Pay Too Much for
Health Care”, by Charles Silver and David Hyman8.
RETURN
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How to Contact Us
Have a comment, suggestion, criticism or just plain feedback? We would like to hear from you.
Please contact us by email, post, telephone or our Facebook page, as shown below.
Castling Financial Planning, Ltd. was created as a unique, hourly, fee-only, non-product selling
and non-AUM investment adviser and financial planning firm, that is still very affordable for middle
America. We do not engage in conflicts of interest (and prove it), never set asset minimums and
welcome all clients. Less than 1% of all financial advisers are both hourly and affordable for
middle America.
Do you currently have an adviser who says he offers you “free” advice? We are so confident that
we can save you money over your current adviser (based on your total costs), that if we can't
demonstrate how during our initial meeting with you, we will offer to perform your financial
planning services in 2019 without charge, completely pro-bono.
“Free” advice is worth exactly what you paid for it. How do you separate where the sales
presentation ends and the analysis begins? Castling Financial Planning, Ltd. advises
everyone to stop paying for the privilege of buying a financial product, such as through
commissions and sales loads. We also disagree with the concept of paying asset management
fees to a %AUM based adviser. Does he actually spend a great deal of time working on your
finances? By definition, he has an obligation to provide “continuous and regular supervisory or
management services” for your securities portfolio. Good luck finding a definition for “continuous”,
other than having this apply to the continuous fees YOU wind up paying.
We believe financial planning services should be billed for in the same way as your accountant,
dentist or lawyer. You pay each based on their time expended and for their professional
expertise, not a percentage of some amount.
Registered Investment Adviser Principal:
Henry F. Glodny,
CRPS®, MBA, MS
Candidate for CFP® Certification as of November, 2016
Principal
Chartered Retirement Plans Specialist(SM)
Mailing Address and Office Location (Hours by Appointment Only):
Castling Financial Planning, Ltd.
1337 Hunters Ridge East
Hoffman Estates, IL 60192
Telephone:
224.353.8567 (Office)
847.284.6647 (Mobile)
Email:
henry@YourIndependentAdviser.com
Facebook:
http://www.facebook.com/CastlingFP
Twitter:
@CastlingFP
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How to Check Out Our Investment Adviser Registration
Point your Internet browser to the Securities and Exchange Commission (SEC) Website at:
http://www.adviserinfo.sec.gov/IAPD/Content/Search/iapd_Search.aspx
(If this page has moved or changed, go to the SEC home page at: http://www.sec.gov/ and follow
the links for information on Advisers.)
Choose “Firm” and then in the Firm Name search box, enter the word: “Castling” without quotes.
Click on the Start Search button.
On the Investment Adviser Search results page, click on the Investment Adviser Firm link. Our
CRD (Central Registration Depository) number is 150844.
Click on the “Illinois” link shown on the next page.
This should bring you to our complete Form ADV filing. Please take your time browsing it and
comparing with your current financial adviser's filing. If they do not have their own Form ADV
filing, they may be a stock broker, insurance agent or even be unregistered as an adviser. You
may be somewhat surprised to compare Part 1A: Item 7 “Financial Industry Affiliations” with that
of other advisers. Affiliation is really a euphemism for “conflict of interest”. A completely
independent adviser will not have any box checked on this page.
Lastly, we encourage you to download our Form ADV Part 2 Brochure, from the SEC Website. It
is important to note that many advisers do not make this important document available until after
you contact them or just before you sign an advisory agreement with them. While this behavior is
technically legal, we find it to be not in the best interests of clients.
Our brochure covers our advisory services, approach to clients and also our very affordable fee
schedule.
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Disclosures and Disclaimer
All investments involve risk, including risk of loss of principal.
The information provided in this report has been furnished completely free of charge and
obligation, for educational purposes only. Information contained within this report should not be
construed to constitute investment advice for any particular individual or group.
All calculations, analysis and assumptions used in this publication are the sole responsibility of
Castling Financial Planning, Ltd. and were developed with great care. All background information
used to create this report is believed to come from sources that are reliable. No warranty,
whether express or implied, is given to any reader or user of this report. Castling Financial
Planning, Ltd. expressly disclaims any liability resulting from the use of information contained
within this publication, including incidental or consequential damages arising from the use of this
publication.
Castling Financial Planning, Ltd. does not provide any investment or financial advice without
performing analysis of a client's situation and goals. Anything less is, at best, a sales
presentation.
Castling Financial Planning, Ltd. is an hourly, fee-only financial planning practice and investment
adviser, registered in the State of Illinois.
Castling Financial Planning, Ltd. operates elsewhere, where permitted by state law, based upon
the National Di Minimus provision to the Investment Advisers Act of 1940.
Castling Financial Planning, Ltd. believes strongly in the concept of independent, fact based
advice, which is not tainted by conflicts of interest. As a result, we do not sell any financial
products, nor seek affiliations with any broker/dealers or other financial product providers.
Castling Financial Planning, Ltd. is not in the business of providing legal or tax advice. Please
consult with your attorney or qualified tax professional, for legal and tax advice specific to your
personal situation.
Castling Financial Planning, Ltd. is not responsible for events beyond its control, such as wars,
strikes, natural disasters, terrorist acts and market fluctuations.
This disclaimer does not seek to waive, limit or minimize any rights a client may have under
applicable state or federal laws.
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