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The quick guide to understanding how to make $250,000+ last through retirement.

It’s common while approaching retirement to have
concerns about running out of money.

According to a February 2020 Schwab survey
72% of individuals are worried about running out of money
57% are overwhelmed by determining how much they can spend
60% are worried about not getting - or the thought of not getting - a regular
paycheck.
64% are overwhelmed by not being able to maintain their current lifestyle or
quality of life.

Some people have worked hard to accumulate their wealth and save for a comfortable
retirement, but still end up coming short. We recommend answering these questions in
your planning.

How many years will your portfolio need to provide a living for you?
How can cash withdrawals affect your overall portfolio?
How can inflation affect your overall portfolio?
How should your money be invested once you retire?

1.
2.
3.
4.

How many years will your portfolio need to provide a living for?

There are many factors that can come into play when considering how long you’ll live.
The chart below shows the average life expectancy of Americans. However, we believe
these likely underestimate your actual life expectancy.

Medical advancements and your current socioeconomic status will more than likely
increase the number of years your income will need to last in retirement.

The bottom line is that you’ll want to develop a spending plan that lasts longer than you
may have initially planned for.
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2. How can cash withdrawals affect your overall portfolio?

In addition to not underestimating your time horizon, it’s critical that you don’t
overestimate the amount of money you can withdraw from your portfolio each year. An
often overlooked factor is the sequence of returns.

The best way to understand is with an example:

Suppose you invest $1,000,000 in 2011 in the S&P 500 index.



These are the returns:

2011

2012

2013
2014

2015

2016
2017

2018

2019

2020

2.03%

16.00%

32.39%

13.83%

1.19%

12.25%

21.14%

- 4.75%

33.07%

17.88%

Your $1,000,000 grew to $3,666,977, not bad.
Your $1,000,000 earned just over a 13.88% annualized rate of return.

If returns occur in the opposite order

Now if those returns played out in the opposite order, you still would have ended up
with the same amount of money: $3,666,977.

The order in which the returns occur has no effect on your outcome if you aren’t
withdrawing regularly (selling investments).
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During your retirement years, if a high proportion of negative returns occur in the
beginning years of your retirement, it will have a lasting negative effect and reduce the
amount of income you can withdraw over your lifetime. This is called the sequence of
returns to risk.

When you’re retired, you need to sell investments periodically to support your cash flow
needs. If the negative returns occur first, you end up selling some holdings, and so you
reduce the shares you own that are available to participate in the latter occurring
positive returns.

Because of this sequence risk, plugging in a simple rate of return is not an effective way
to plan for retirement. Average returns don’t work either since half the time returns will
be below average. Do you want a retirement plan that only works half the time?



3. How can inflation affect your overall portfolio?

Another factor to consider is inflation. When prices of goods and services increase over
time, consumers can buy fewer of them with every dollar they have saved. This erosion
of the real purchasing power is called inflation, Inflation is an important element of
determining how much money you’ll need for retirement.

To help understand inflation’s impact on purchasing power, consider the following
illustration of the effects of a 3% inflation rate overtime.

If a person currently requires $100,000 to cover annual living expenses, they would
need approximately $180,000 in 20 years and $240,000 in 30 years just to maintain the
same purchasing power.

4. How should your money be invested once you retire?

You may be like many individuals and couples who plan to take withdrawals from their
investments during retirement. The amount of income you need your portfolio to
generate combined with the desired ending balance of the portfolio may require some
trade-offs to minimize the risk of running out of money.

As an example, you may need to increase your exposure to equities which will increase
the volatility of your portfolio. In some instances, however, you may even be able to
reduce the risk of your portfolio without decreasing the probability of success.

Understanding these trade-offs is critical when developing a coordinated income plan
for retirement. The following scenarios shop the impact of three different rates of
withdrawal on a $1,000,000 portfolio under different asset allocations.

The three withdrawal rates: 7% or $70,000 per year; 5% or $50,000 per year; and 3%, or
$30,000 per year. These simulations were run using a Monte Carlo Bootstrap simulator;
all withdrawal amounts are adjusted for inflation to maintain original purchasing
power. *



Scenario #1

This scenario who’s the result of an investor taking annual withdrawals of $70,000 (7%)
from a $1,000,000 portfolio over 30 years.

$1,000,000 starting value 

Over 30-year horizon

Probability of ending balance > $0

Probability of ending balance > $1,000

Minimum years to portfolio depletion

50% Stocks/50% 
Bonds

70% Stocks/ 30% 
Bonds 100% Stocks

32.3%

13.4%

11.8

44.8%

28.6%

10.4

51.9%

38.0%

8.7

Show the probability of this portfolio lasting 30 years is barely above 50% even in the
most aggressive and volatile of the scenarios (100% stocks). Assuming the average
retiree invests in a balanced portfolio of 50% stocks/50% bonds, the results look even
more dire with barely 30% chance of not running out of money.

Scenario #2

This scenario shows the results of an investor taking annual withdrawals of $50,000
(5%) from a $1,000,000 portfolio over 30 years.

$1,000,000 starting value  over

Over 30-year horizon

Probability of ending balance > $0

Probability of ending balance > $1,000

Minimum years to portfolio depletion

5% Cash Flow 

78.5%

44.7%

17.1

79.3%

53.5%

14.8

74.9%

59.3%

11.4

50% Stocks/50%
Bonds

70% Stocks/ 30% 
Bonds

100% Stocks



Scenario #2 shows that reducing withdrawals to 5% greatly improves the probability of
not running out of money and leaving a portfolio to your heirs of greater than $1
million. The interesting thing to note is that no single asset allocation has a
substantially higher probability of success. In fact, the most risky and volatile allocation
of 100% stocks shows a slightly lower probability of success than the other two
allocations.

Scenario #3

This scenario shows the results of an investor taking annual withdrawals of $30,000
(3%) from a $1,000,000 portfolio over 30 years.

$1,000,000 starting value  over

30-year horizon

Probability of ending balance > $0

Probability of ending balance > $1,000

Minimum years to portfolio depletion

3% Cash Flow 

99.8&+

82.9%

30.0

99.6%

83.8%

27.3

95.3%

79.1%

18.4

50% Stocks/50%
Bonds

70% Stocks/ 30% 
Bonds

100% Stocks

Scenario #3  shows all three allocations having close to a 100% probability of not
running out of money. In addition, they all have relatively high probability of ending
with a higher value than the starting value. It’s worth nothing though that the 100%
stock allocation has a significantly lower “minimum years to portfolio depletion” value
at 18.4. This emphasizes again that investing in a portfolio that appears to offer higher
returns does not necessarily equate to a higher probability of success for your
individual situation.



Which allocation do you think makes the most sense for pre-retirees
and retirees?

It’s a trick question.

The only right answer is the one that’s right for your individual circumstances and
objectives.

If your goal is to maximize the ending value of your portfolio and you're comfortable
with large fluctuations, then perhaps a 100% equity portfolio makes sense.

However, if you want to maintain purchasing power with less volatility, then perhaps a
50% equity and 30% bond allocation is right for you. Determining your primary
objective along with an appropriate spending along with an appropriate spending plan
can help you decide which asset allocation is best for you.

Planning Your Retirement 

Still have questions? Not sure what’s best for you? Need help getting sorted? We’re
passionate about helping pre-retirees - each with unique goals and objectives - plan for
retirement. 















How we work differently to other Advisors: 

At Fitzwilliams Financial, we understand that your portfolio is more than just a
number. It represents time and energy invested to secure a financial future for
loved ones and family, often including hours sacrificed away from those very
people to achieve it. That’s why we take our responsibility to our clients
personally, treating each and every portfolio as if it were our own. We will do
everything in our power to make sure that you feel like you have a “financial
concierge” at your fingertips. 

Through our comprehensive and holistic approach, we can assure you that all
financial strategies will be evaluated, and nothing will be forgotten or left on
the table. While each case is designed independently, they are all treated with the same
integrity, respect, and detail-oriented forward thinking that is paramount to the
Fitzwilliams Financial experience.

We welcome the opportunity to introduce you to our brand of tailor-made services and
individualized attention. This is what we do, and we do it well.
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