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The right cash reserve provides freedom for unplanned 
purchases, peace of mind and a cushion for unexpected 
events.  Cash and income planning for retirees can get 
complicated because retirees must cover expenses with assets 
rather than income.  Developing an appropriate cash plan is 
the first and most important step of the investment process. 

Cash is king.  In many situations, there is no substitute.  Few people 
go through life without running into a few situations that simply 
require cash.  The good:  sending a child to an elite school, a business 
opportunity, the purchase of a second home.  The bad:  lost job, 
family illness, unexpected home repair.  Being prepared for the 
opportunities and the curve balls is often essential to peace of mind. 
 

Investments and credit are not substitutes for cash.  Investing in the 
markets requires a time horizon of several years or more.  For 
investing, there must be enough time that gains will offset 
(hopefully) temporary declines.  Credit is also a poor substitute.  If a 
negative event causes the cash need, the more you can cover that 
need with cash, the more stable the situation will be. 
 
Many rules of thumb exist regarding the amount of cash required for 
a reserve.  The amount should include several months of expenses.  
A reserve that will cover three months to nine months or more might 
be appropriate depending on job stability, other assets, health, and 
other factors.  Add to that an emergency reserve that would cover 
bad surprises and unique opportunities. 

 

One/Step 401k 
Rollover 

 

Many of our client 
relationships begin when 
someone retires or moves 
jobs.  For those events, we 
developed our OneStep 
401k Rollover, an easy, 
convenient way to 
consolidate accounts and 
expand investment options. 
 
To help assess the benefits 
of the One/Step 401k 
Rollover, we offer a free 
portfolio review.  The 
review provides investors a 
second opinion as to how 
their investments align with 
their goals and comfort 
level.  If that might be 
helpful to you or someone 
you know, just let us know 
– it’s what we do! 

http://www.winieckiweatlh.com/
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Once the appropriate amount is determined, the next step is 
funding.  Funding the cash reserve is such an important piece of 
financial stability that it takes priority over funding retirement.  If you 
do not have an adequate cash reserve and are contributing to a 
retirement plan or investment account, STOP.  The cash reserve 
comes first.   
 

It is important to remember that the function of a cash reserve is not 
to grow money for retirement.  Cash reserves are not, and should 
never be viewed as, long-term investments.  Accordingly, the riskiest 
investment cash reserves should use are plain Certificates of Deposit 
(CDs).  Anything more exotic, such as principle-protected CDs or 
Auction Rate Securities, carry inappropriate risks like decreased 
liquidity.  The cash reserve must be immediately available for 
surprises, and CDs can easily be sold. 
 
For those who earn income, determining your cash reserve is that 
simple.  Income should cover expenses and savings, and the cash 
balance in the reserve will not fluctuate much.   
 
For those nearing or in retirement, however, shifting from paying 
expenses with income to paying expenses with your nest egg is a 
different matter.  There is a particular method and process for 
managing cash in or near retirement. 

Retirees first need a rudimentary annual retirement budget.  It can 
be basic, but it requires estimates of (1) social security and other 
income and (2) expenses for the next two years PLUS (3) an 
emergency cash reserve big enough to cover an illness/hospital stay.  
The next two years of expenses NOT covered by income PLUS the 
cash reserve should be held in cash (the “Short-Term Bucket”). 
 

Second, the next three years of annual expenses should be in 
something safe that shouldn’t decline (the “Medium-Term Bucket”).  
Under normal market conditions, bonds would foot that bill.  But 
bond yields are so low right now it may not make much of a 
difference if you put the 3-5 year money in cash, CD’s or bonds.   
 
Third, determine who will likely use the remainder of the money and 
when.  If the remainder will not be used for 5-10 years, it should be 
invested long-term, that is, in a mix of bonds, stocks, and other high 
risk/high return assets like foreign stocks, emerging markets, 
commodities, global real estate, etc.  This is the “Long-Term Bucket.”   



Fourth, at least annually, reassess the living situation and your three Buckets.  Taking into 
account the value of the long-term stock investments, the long-term bond investments and 
the flexibility provided by the conservative Short-Term and Medium-Term Buckets, each 
year, one must decide whether it is a good time to sell a portion of the Long-Term Bucket to 
replenish the other Bucket(s).  If so, one must determine whether to sell the bonds, the 
stocks or a combination of both.   
 
It is time to step back and think about how big these buckets should be in order to have 
money as long as one lives.  The number of years of annual expenses requires an educated 
guess as to one’s longevity.  For a 65-year old couple, there is about a 25% chance that at 
least one spouse will live to age 93.  Some retirees may want to consider preparing for 30 
years of post-retirement expenses. 
 
An adequate cash reserve is the first building block of your investment and retirement plan.  
It provides financial stability.  It provides peace of mind.   


