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WORKING AT RETIREMENT 
 
You really need to work at retirement these days. 
 
What kind of retirement do you want?  
Where do you want to live?  
How do you want to spend your time?  
Who do you want to spend it with?  
What are your goals for retirement?  
Whoever worried about these issues before? 
 
Yes, money issues are important in retirement. 
Do you have enough to retire on comfortably? Is 
there a danger you will run out of money?  
 
Equally important — many retirement experts 
would say even more important — are the emotional and psy-
chological issues surrounding retirement.  
 
To get you in the right frame of mind about retirement, it might 
help to think of retirement as a full-time job, a new career with its 
own challenges, stresses and rewards. When you seek a new 
job or career, you ask about pay and benefits, of course. But 
aren't you also concerned about the emotional and intellectual 
rewards of the job? What are the working conditions? Are you 
going to look forward to going to work every day? Will you like 
the people you're working with? What do you want to accom-
plish in your new job? In short, shouldn't retirement be the per-
fect job? 
 
Perhaps you've never thought of retirement this way. But con-
sider the problems that often arise out of retirements that aren't 
properly planned. 
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Loss of identity: Many of us — particularly career-successful 
people — find their personal identity is wrapped up in their work. 
When people ask us who we are, we reply, I'm a business 
owner, a corporate executive, an attorney, a teacher. When we 
retire, we lose that identity. We may respond, "I'm a retiree," but 
that does not have quite the same ring or emotional feel. 
 
Successful people in careers invariably have clear, firm goals: I 
want to build my own company or I want to be president of the 
firm. Apply the same goal-orientation and desires to retirement 
planning. It may be an identity that's linked to your career. For 
example, former small-business owners may serve as paid or 
volunteer advisors to those starting up their own small business. 
Or it may be something quite removed from your working years: 
taking up painting or writing, for example. Perhaps replying, "I'm 
a painter" or "I'm a writer" has a more fulfilling or descriptive ring 
than, "I'm a retiree?" 
 
To get a handle on what their clients really want to do in retire-
ment, what their passions are, financial planners often ask 
thought-provoking questions such as:  
 
If you had all the money you could ever want, what would you 
do? 
 
If you had only five years to live, but would be healthy the entire 
time, what would you do? 
 
Boredom: Another psychological fallout of a poorly planned re-
tirement is boredom. That's why it's increasingly common for 
"retirees" to return to the workforce, at least part-time. They real-
ize they could easily spend 20, 30, perhaps even 40 years in re-
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tirement, much of that in good health, and they soon find golf 
and traveling quickly grows old.  
 
One way to avoid boredom is to practice at retirement before 
you retire. If you think you'd like to take up painting or carpentry 
in retirement, don't wait until the day after you receive your gold 
watch to start. Start five or ten years before retirement exploring 
this new career. Take some classes, for example. You may have 
to try out several retirement "careers" before you find something 
comfortable and fulfilling. The same principle applies to deciding 
where you want to live during retirement. 
 
Conflicts with spouse:  Another factor to keep in 
mind is that your new career will probably involve 
another person: your spouse. Before, you went off 
to work. Now you'll likely be home more. Do both of 
you envision the same retirement goals? What if 
your spouse wants to travel a lot but you just want 
to stay home and play golf. Do or you both want to 
share the same home office? These issues need to 
be resolved as much as possible in advance. 
 
Failure to realize that retirement comes in stages: Retirement is 
not linear. Retirement experts now recognize that retirement 
comes in stages, ranging from healthy and financially comfort-
able when you first retire to health problems and health costs in 
later years. Keep these stages in mind when you plan your re-
tirement career. 
 
Will you be shocked at the cost of retirement?  Will you spend 
less, the same or more in retirement? 
 
That's a good question for anyone trying to figure out how much 
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to save for retirement, and certainly a crucial question for any-
one entering retirement. Most people assume they'll spend less, 
but without proper planning, many may be in for a rude surprise.  
 
Traditional rules of thumb, backed by numerous studies, sug-
gest that retirees indeed spend less in retirement than what they 
spent before they retired. A common rule of thumb, for example, 
assumes that retirees spend about 75 percent of their pre-
retirement income. The assumption is that retirees spend less 
on clothes, transportation, taxes and savings than they did be-
fore.  
 
Not so fast, says a new study from the TIAA-CREF Institute, 
which examined 2,000 TIAA-CREF participants to see how 
much pre-retirees expected to spend in retirement and how 
much retirees actually spend in retirement. Over half (55 per-
cent) of those planning to retire expect their spending to decline 
in retirement, with lower-income participants anticipating a de-
cline of as much as 20 percent, while only 8 percent expect 
spending to rise, says the study.  
 
On the other hand, the study found that only 30 percent of those 
actually in retirement experienced a drop in spending, while 20 
percent found it went up. Furthermore, retirees whose spending 
declined found that, on average, it declined significantly less 
than they thought it would decline. 
 
Why the smaller gap than anticipated, or the fact that spending 
even rose? The authors of the study, titled Retirement Con-
sumption: Insights from a Survey, attribute much of it to the fact 
that during the time of the study the stock market was booming. 
Retirees, watching their nest eggs grow, felt richer and spent ac-
cordingly. Spending probably has declined in the wake of the 
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current down market, the authors believe. 
 
A study in 2001 by Georgia State University and Aon Consulting 
found that retirees spent less than they did before retirement, 
but that household expenses remained about the same. The 
main savings came because taxes were less and they were no 
longer saving for retirement. However, the study also noted that 
retirement spending as a portion of pre-retirement spending 
necessary to maintain standard of living is on the rise. It went 
from 67 percent of pre-retirement income for a couple earning 
$60,000 a year in 1997, to 75 percent today. 
 
A study in a 1999 issue of the Journal of Financial Planning 
added a different wrinkle. It examined federal consumption data 
and found that initial retirement spending can be higher than 
pre-retirement spending, but that it declines as retirees grow 
older and do less traveling and entertaining. The study found 
that retirement spending declines 20 percent between ages 65 
and 75, and even rising health care costs are more than offset 
by other declining costs. 
 
So what do all these studies suggest about planning for retire-
ment? A common theme is that it is best not to plan retirement 
spending based on rules of thumb or guidelines. The results, af-
ter all, are only averages, and spending varies significantly from 
family to family in retirement. This is especially true for lower-
income families, whose spending declines less as a percentage 
of pre-retirement income than middle- or upper-income families 
because their tax savings are less dramatic than those in higher 
tax brackets.  
 
The key is to plan more carefully about what your retirement will 
look like. Do you plan to travel a lot, entertain or pursue an ex-
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pensive hobby? Yes, your grocery bills may go down, but what if 
you dine out more?  
 
The TIAA-CREF study found that the pre-retirees surveyed had 
a wide range of uncertainty about what they expected they 
would spend in retirement. The study also found that those retir-
ees who had planned the most for retirement before they actu-
ally retired were less surprised by their retirement expenses, 
and half of them found their expenses lower than anticipated.  
 
Planning can go a long way in reducing surprises in retirement. 
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KEYS TO A COMPREHENSIVE WILL 
 
A recent survey by the Web site FindLaw found that six in ten adult 
Americans did not have a will, especially among younger adults.  
Less than a month after the survey the terrorist attacks of Septem-
ber 11 made many Americans acutely aware of the need for a will, 
particularly after realizing that so many young people with young 
families died in the attacks. 
 
A will is a legal document that details where you want your estate's 
assets to go (after debts and taxes are paid) and who is going to 
oversee the execution of the will.  It also may state who is to take 
care of your minor children, though you may use a separate docu-
ment called a declaration of guardianship. 
 
A will provides many benefits.  Without a will, the laws of the state 
will determine where your property is distributed.  Your spouse, chil-
dren or other heirs could end up with less than you planned, the as-
sets could be poorly managed, your children may not have the 
guardian you wished or your estate could end up paying more in 
taxes and legal fees than necessary. 
 
Although writing your own will can save money, an improperly 
drafted or witnessed will might lead the court to reject it as invalid, 
heirs to challenge it, or you may simply forget to include important 
information in the document.  Also, each person's circumstances 
are different, and require different drafting requirements.  State laws 
also vary significantly, so the will must reflect the particulars of that 
state.  That's why professionals generally recommend having a lo-
cal estate planning attorney or qualified paralegal draft the will. 
 
When having a will drafted, keep in mind several key issues.  
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A will doesn't supersede named beneficiaries for such assets as a 
life insurance policy, a retirement account or property held in joint 
tenancy with right of survivorship.  If your will says your current wife 
is to receive your entire estate, but your ex-wife is still the named 
beneficiary of your life insurance policy, your ex-wife gets the bene-
fits. 
 
Choose a guardian carefully in the event you and your spouse die 
together.  The court will likely have to approve the guardian, but at 
least you're likely to get the person you name in the will, rather than 
the court picking someone.  Make certain the guardian is willing and 
physically able to care for your children.  Also you need to be cer-
tain that they have the financial resources, or that you give them the 
resources, to raise your children.  They are not legally obligated to 
pay for the care of your children out of their pockets.  You may wish 
to name a contingent guardian as backup in case the primary 
guardians are unable to serve. 
 
The guardianship ends when your children turn 18 or 21, and they 
gain control of the assets you've bequeathed to them.  To prevent 
this, a will might establish at your death a trust, which is a separate 
legal document, to manage the assets until they reach a more suit-
able age at which to assume control (a living trust could also be 
used for this purpose). 
 
Carefully name an executor in your will.  An executor oversees the 
carrying out of the particulars of the will and settles the estate, mak-
ing sure debts and any estate taxes are paid.  As in the case of a 
guardian, name someone who is willing, trustworthy and capable.  
Name a backup executor.  Especially important is to give the execu-
tor the power to carry out your will, unless the state allows for inde-
pendent executorships.  For example, wills sometimes fail to give 
the executor power to sell assets such as real estate.  The executor 
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then must obtain the court's permission, resulting in needless delay 
and cost.  
 
A will also may be used to designate precisely who is to receive per-
sonal property of high sentimental value but little monetary value, 
such as a set of golf clubs or a favorite lamp.  Some attorneys pre-
fer a separate letter of instruction instead of a will for this type of de-
tail, because it reduces the cost of rewriting the will each time you 
decide to make changes.  Either way, these documents can mini-
mize a lot of squabbling among heirs. 
 
The will should take care to address potential estate taxes, perhaps 
by establishing trusts upon your death.  Especially keep in mind that 
under the new tax act, the amount of an estate that will be exempt 
from taxes ($1 million in 2002) increases several times in the com-
ing years.  A poorly drafted will establishing a trust to protect some 
of your estate from taxes could, for example, result in impoverishing 
your spouse.  
 
And be certain to review and possibly revise the will when key 
events occur, such as the birth of a child, changes in circumstances 
of guardians, a marriage or divorce, the death of an heir or execu-
tor, retirement, or a move to another state.   
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CHOOSING THE RIGHT INVESTMENT BENCHMARKS 
 
Whether the stock market is going down, or up, most investors com-
pare the performance of their portfolio and the individual components 
of their portfolio against one of the major market indexes. Typically, the 
index of choice is the Dow Jones Industrial Average or the S&P 500. 
Some investors pick the current hot index, such as the Nasdaq was in 
1998 and 1999. But this use of a single "market" index usually equates 
to comparing apples to oranges. 
 
Isn't using a single benchmark against which to compare your entire 
portfolio and the individual components of the portfolio such as domes-
tic stocks and bonds, mutual funds, real estate investment trusts, for-
eign stocks and certificates of deposit the simplest method? Simplest, 
yes, but it tells a false story. Here's why. 
 
By design, a well-diversified portfolio is made up of different types of 
assets that don't correlate strongly to each other. Large-cap stocks 
may boom, as they did in 1995 through 1999, while U.S. Treasury 
bonds didn't do nearly as well. But in 2000 and 2001, when large caps 
slumped, Treasuries did well.  
 
The same goes for different types of stocks. Small cap didn't do as well 
as large cap in 1995 through 1999, but, like Treasuries, they outper-
formed large cap in 2000 and 2001. Mixing these uncorrelated types of 
assets in a single portfolio theoretically reduces risk and, argue some, 
actually enhances total return over time versus investing in a single 
type of asset. 
 
Consequently, there's little value in measuring this year's performance 
of a bond mutual fund in your portfolio against the return of the large-
cap S&P 500 Index, or comparing the returns of your foreign stock mu-
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overall portfolio against a specific benchmark, planners suggest that 
you really should compare it against the return benchmark you estab-
lished as part of your investment plan. Perhaps you want the portfolio 
to return ten percent a year in order to accomplish your financial goals. 
Then the portfolio's return should be compared against that ten percent 
benchmark, not what the Dow does for the year. (And remember, the 
return of your portfolio will inevitably go above or below your personal 
benchmark in any given year; it is whether you are accumulating 
enough dollars over time that counts.)  
 
The real value of market indexes is for comparing how well related in-
vestments in your portfolio are doing. For example, is your large-cap 
mutual fund performing well against a large-cap index such as the Dow 
or the S&P 500? If it's doing much worse, why? 
 
Here, are some of the benchmarks to keep in mind and what they 
measure. 
 
The Dow: The godfather of stock market indexes and still the most 
watched by individual investors. Some critics complain, however, that it 
is too narrow because it follows only 30 large-cap stocks.  
 
S&P 500: More popular among investment experts because it follows 
a much larger number of stocks, it too has its critics. One complaint is 
that because the index is cap weighted, the returns of a relatively small 
number of the largest stocks in the index account for most of the in-
dex's performance. And it follows only 500 of the roughly 7,000 publicly 
traded stocks in the United States. Some experts think the Russell 
1000, which follows the 1,000 largest companies, is a better index. 
 
Nasdaq Composite: A value-weighted listing of the nearly 5,000 
stocks listed on the Nasdaq. Critics complain that the huge technology 
stocks that dominate the index skew the weighted index.  
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Russell 2000: This tracks 2,000 smaller company stocks.  
 
Wilshire 5000: This tracks all publicly traded stocks in the country, 
around 7,000 though the largest stocks in the index still dominate the 
index's total return. 
 
Lehman Government/Corporate Bond Index: Made up of govern-
ment and investment-grade corporate bonds with maturities of one to 
ten years. This is what you should compare most of your bonds and 
bond funds against, not the S&P 500. 
 
MSCI-EAFE: The Morgan Stanley Capital International-Europe, Aus-
tralia Far East Index follows around 1,000 of the largest stocks in 
Europe and Pacific Basin markets. 
 
Solomon Brothers World Bond Index: This tracks fixed-income in-
vestments, mostly in Europe.   
 
Specialized indexes, to name a few, include value and growth stocks. 
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RETURN (IF IT ALREADY HASN’T) 
 
This past tax season there was an increase in the number of tax-
payers suffering from the Alternative Minimum Tax (AMT).  The tax 
laws give special treatment to certain types of income, 
deductions, and credits.  To make sure that the “rich” 
do not get away without paying something in taxes, 
the AMT was enacted.  It is designed so that taxpay-
ers who benefit from these laws share some part of 
the Federal tax burden.  
 
So, what is the AMT?  AMT is a surtax computed and 
added to your regular taxes.  Based on the calcula-
tions, if the AMT amount is larger than the regular tax 
liability, the difference between the regular tax and the 
AMT is added to the regular tax owed. 
 
The AMT rate is 26% or 28%, depending on the 
amount that is subject to tax.  The taxable amount is 
the amount by which your "alternative minimum tax-
able income" exceeds your exemption amount.  The 
exemption amounts are $49,000 for 2001-2004 joint 
returns; $35,750 for 2001-2004 single returns; and 
$24,500 for 2001-2004 married filing separately. 
 
That’s not all there is to it.  The exemption amount is phased out at 
the rate of 25 cents for every dollar of taxable income in excess of 
$112,500 for single individuals, $150,000 for married couples, and 
$75,000 for married taxpayers filing separately. 
 
Last year more and more Californians found themselves in this 
“rich” category because Congress never indexed AMT for inflation.   

 Tax Year: 2002 
Income:  
 Wages 150,000  
 Interest & Dividends 4,500  
  Total Income 154,500  
  Total Adjustments 0  
Adjusted Gross Income (AGI) 154,500  
Deductions from AGI  
  Personal Exemptions 12,000  
  Itemized Deductions:  
   Charitable Contributions 2,500  
   Taxes 13,333  
   Interest Expenses 33,000  
   Misc & Employee Bus Exp 6,910  
   3% AGI Floor (516) 
  Total Itemized 55,227  
Total Deductions from AGI 67,227  

  
Taxable Income 87,273  

  
Regular Federal Tax 17,360  
Net Alternative Minimum Tax 2,140  
Total Federal Taxes 19,500  

Summary Report: AMT Impact 
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That means a couple who earns $150,000 of income and lives in 
Orange County, California is viewed by the IRS as wealthy, in 
terms of AMT.  Without a change in the tax code to index this sur-
tax to inflation, each year more and more people will fall into the 
AMT trap. 
  
How is the AMT determined?  The first 
step is to compute the "Alternative Mini-
mum Taxable Income" (AMTI).  To do 
this, start with "taxable income" from 
Form 1040, then make certain changes 
to eliminate the tax advantages result-
ing from the items that received special 
treatment.  These are called 
“preference items.”  Preference items 
include: 
 
Personal Exemptions; 
The Standard Deduction; and 
Itemized Deductions 
 
Personal exemptions and standard deductions claimed in comput-
ing your regular tax must be added to taxable income.  For the 
itemized deductions, you must add back to taxable income all de-
ductions that were subject to the 2% floor (employee business ex-
penses, tax preparation fees, investment fees, union or profes-
sional dues, etc…).  In addition, the overall limitation on itemized 
deductions does not apply in determining AMTI. 
 
 
 
 

  
Taxable Income: 87,273  
Prefs & Adjustments:  
 Personal Exemptions 12,000  
 Miscellaneous Itemized 6,910  
 Taxes 13,333  
 Itemized Deduction Floor (516) 
 Private Act Bond Interest 5,000  
 Section 1202 Exclusion Pref 0  
Alt Min Taxable Income 124,000  
  Exemption (49,000) 
Taxable Excess 75,000  

  
AMT Tax from Schedule 19,500  
Regular Tax (17,360) 
Alternative Minimum Tax 2,140  

Alternative Minimum Tax  
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ing modifications:  
 
Medical Expenses: You can deduct medical expenses that exceed 
10% of your adjusted gross income (AGI). Since for regular tax 
purposes, you can deduct such expenses that exceed 7.5% of AGI, 
add back the lesser of 2.5% of AGI or the amount you deducted for 
regular tax purposes.  
Taxes: Add back amounts deducted for state, local or foreign in-
come taxes; real property taxes; and state and local personal prop-
erty taxes.  
Home Mortgage Interest: Home mortgage interest is generally de-
ductible for AMT purposes.  Interest on mortgages can be de-
ducted only if the debt is for acquiring, constructing, or substantially 
improving a residence.  Interest on refinances taken out after June 
30, 1982, is not deductible to the extent it is attributable to debt that 
exceeds the amount of the original mortgage.  
Investment Interest Expenses: Investment interest expenses are 
deductible only to the extent of investment interest income 
(including tax-exempt interest on private activity bonds).  
Accelerated Depreciation: Accelerated depreciation taken for prop-
erty placed in service before 1987, i.e., the amount by which the 
deduction exceeds what would have been allowable under the 
straight-line method, must be added back.  For property placed in 
service after 1986, or for property that is otherwise subject to the 
modified accelerated cost recovery system (MACRS), the deduc-
tion is computed using the alternate method under MACRS.  
 
(Note that, since the AMT depreciation deduction differs from the amount al-
lowable for regular tax purposes, taxpayers who have AMT liability will have a 
different basis in the property for AMT purposes than for regular tax purposes. 
This means that the amount of gain or loss on sale or other disposition will be 
different for AMT purposes.  
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Also, note that deductions for amortization of pollution control facilities are de-
termined under the alternate MACRS rules. ) 
 
Circulation Costs: These costs must be amortized over a three-
year period.  
Research & Experimental Expenditures; Mining Exploration & De-
velopment Costs: These costs generally must be amortized over 
ten years.  Thus, the AMT adjustment is the difference between the 
amount deducted for regular tax purposes and the re-computed fig-
ure. If you materially participated in the activity, such expenses may 
be expensed and deducted currently.  
Long-term Contracts: For long-term contracts entered into after 
February 28, 1986, income must be computed using the percent-
age of completion method, except in the case of certain "home 
construction" contracts.  
Installment Sales by Dealers: The installment method cannot be 
used by dealers on sales of inventory or stock in trade.  Thus, all 
gain must be recognized in the year of sale.  
Tax Shelter Farm Losses: Losses from tax shelter farm activities 
are not allowed in computing AMT liability.  Such losses are al-
lowed in later years to offset income from that activity or to offset 
gain on a disposition of your entire interest in the property.  
Passive Losses: Passive losses must be recomputed using the 
AMT adjustments and preferences rather than those applicable for 
the regular income tax.  The AMT adjustment is the difference  
between the figure reported on Form 1040 and the recomputed 
amount.  
Incentive Stock Options: If the fair market value of stock (at the 
date of grant) was more than the price you paid, the difference is a 
tax preference and must be added to taxable income in computing 
AMTI.  
 



Page 18 After making the above adjustments to taxable income, these tax 
preference items are also added back to taxable income.  These 
items include: 
 
Excess intangible drilling and development costs; 
Bad debt reserves of financial institutions (prior to 1996); 
Tax-exempt interest on bonds issued after August 7, 1986; 
Accelerated depreciation on pre-1981 real property; 
Accelerated depreciation on pre-1981 leased personal property; 
Accelerated depreciation on property placed in service after 1980 
and before 1987 (ACRS Property); 
Amortization of pollution control facilities placed in service before 
1987; and 
A percentage of the amount excluded from gross income on the 
sale of "qualified small business stock."   
 
Next, subtract your total exemption amount from your income to 
obtain the taxable amount.  Multiplying the first $175,000 by 26% 
and any amount in excess of $175,000 by 28%.  This yields your 
tentative AMT liability (payable to the extent it exceeds your regular 
tax).  
 
There are other AMT rules that might apply in certain situations.   
For example, if you have a net operating loss, that loss must be 
computed differently for AMT purposes than for regular tax pur-
poses. Likewise, if you paid foreign income taxes, or AMT in a prior 
year, you may be eligible for a credit against current AMT liability. 
 
The bigger issue is that as long as Congress leaves this problem 
alone, the sooner this surtax will arrive at your doorstep.  Either 
plan for it or lobby your legislators to change it. 
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CONVERTIBLE SECURITIES: INVESTING FOR THE WARY 
 
The sale of convertibles had a banner year in 2001, and we aren't 
talking about car sales.  
 
Convertibles are hybrid securities — either interest-paying bonds 
or preferred (nonvoting) stock — that can be swapped for com-
mon shares of the issuing company's stock at a predetermined 
price. As you might guess, convertibles appeal to investors look-
ing to participate in the stock market, but who like their participa-
tion more on the tame side. While not all financial planners are 
enthusiastic about convertibles, many like their diversification 
value because they are not strongly correlated to stocks, and they 
recommend a five to ten percent portfolio allocation.  
 
Because selecting good convertibles is tricky, and issues avail-
able to individual investors are limited, many investors may find it 
better to invest through mutual funds. Whichever way you invest, 
it's important to understand some basics about how convertibles 
work, including their risks, and what makes them potentially at-
tractive. 
 
A convertible bond pays out a fixed coupon rate, typically semi-
annually, and has a fixed maturity. The yield is usually higher than 
the company's common stock dividend, but lower than the com-
pany's nonconvertible bonds. The preferred stock version usually 
pays out quarterly a higher fixed dividend, with no maturity. Both 
can be converted to a predetermined number of shares of com-
mon stock. The bond version normally is considered safer than its 
preferred version because bondholders have priority over stock-
holders should the company go bankrupt. 
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to the company's common stock and then sell the shares. The 
ability to convert is, of course, what makes convertibles attractive. 
If bond prices fall or the stock price shoots up, it can pay off to 
convert; if the stock tumbles, the interest-paying feature of the 
convertible tends to blunt the drop. The biggest risk is if interest 
rates rise (thus lowering bond prices) at the same time stock 
prices are dropping. Then convertibles suffer a double whammy. 
 
The decision to convert depends on a characteristic of converti-
bles known as its "conversion premium." When you buy a con-
vertible, you buy it at a price above the par value of the bond. Say 
you buy a convertible at $1,100 a share. You also need to know 
the conversion ratio, which is how many shares you can ex-
change the convertible for at the time you buy the convertible. 
Multiply the conversion ratio times the price of the stock. Say that 
result is $900 -- that is, you can convert the convertible bond into 
$900 worth of stock. The difference between the convertible price 
($1,100) and the $900 in stock is the conversion premium — in 
this example, 22 percent.  
 
Conversion premiums commonly run at 20 to 35 percent, though 
they can go much higher. The lower the premium, the more likely 
the convertible will track the stock value up and down. Higher pre-
mium convertibles act more like bonds and make it less likely the 
stock's value will climb high enough to make it worth converting. 
The extra yield on the convertible is what eventually should make 
up for the premium.  
 
On a risk/reward basis, proponents argue that convertibles can 
share in roughly 60 to 75 percent of a stock's upside, but with 
only 30 to 50 percent of the downside risk. For example, in  
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down about 10 percent, while the underlying equities were down 
30 percent. Critics argue, however, that overall the risk/reward ra-
tio is actually much closer, so you are no better off than if you 
simply bought regular bonds and stocks. 
 
One of the risks of convertibles is that new companies and high 
techs are more apt to issue convertibles than blue chippers, so 
they can be pretty volatile. Another risk is that many convertibles 
are issued based on bonds rated below investment grade. 
 
Investors also need to be wary of call features. Issues usually 
can't call sooner than three years, but there is the risk that if you 
pay a high premium you won't have time to make it up through in-
terest or dividend payments before a call. 
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THE MISSION OF OAK TREE PERSPECTIVES 
 

To assist, educate and expose you to information that makes a difference in  
your personal performance and in your financial future. 

 
 
Oak Tree Perspectives is a publication of  Oak Tree Advisory Services, Inc., 701 Palomar Airport Road, 
3rd Floor, Carlsbad, California 92009.  Oak Tree Advisory Services, Inc. is a registered investment advi-
sor.  Information contained in this publication has been obtained from sources believed to be reliable.  
However, the accuracy, completeness, and interpretations carry no guarantees or warranties, expressed 
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