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What's Wrong With This Picture? 



Annual	
  Spending	
  Level	
  at	
  Re1rement	
  *	
  	
  ​𝟏  −   ​𝟏/(𝟏  
−𝒌)𝒏 /𝒌 	
  

𝑾𝒉𝒆𝒓𝒆  𝒌=   ​((𝟏  −𝑻𝒂𝒙  𝑹𝒂𝒕𝒆)∗𝑬𝒙𝒑𝒆𝒄𝒕𝒆𝒅  𝑹𝒆𝒕𝒖𝒓𝒏)−𝑰𝒏𝒇𝒍𝒂𝒕𝒊𝒐𝒏  𝑹𝒂𝒕𝒆/𝑰𝒏𝒇𝒍𝒂𝒕𝒊𝒐𝒏  𝑹𝒂𝒕𝒆+𝟏 	
  



The Real World:	
  



The Real World:	
  

Age 62 63 64 65 66 67 68 69 70 71 72 73 74 75 

Beg. Value    2,416,654     2,651,658     2,358,608     2,188,497     2,498,564     2,602,976     2,636,556     2,829,558     2,932,208     2,225,980     2,864,599     3,063,585     2,978,843     3,137,328  

Deposits 
      

246,120  
      

170,059  
        

85,991  
        

71,016  
        

64,000  
        

66,709  
        

64,000  
        

66,000  
        

66,000  
      

256,269  
        

26,000  
        

26,000  
        

13,000  
        

23,000  

Withdrawals 
    

(234,951) 
    

(374,821) 
    

(175,200) 
    

(174,611) 
    

(156,585) 
    

(158,068) 
    

(196,391) 
    

(173,888) 
    

(165,441) 
    

(117,221) 
    

(139,348) 
    

(131,607) 
    

(146,367) 
    

(177,954) 

Yield 
      

130,219  
      

115,907  
        

94,864  
        

85,540  
        

94,428  
      

113,080  
      

115,565  
      

140,621  
      

117,615  
        

79,744  
        

90,079  
      

107,525  
        

99,892  
      

102,545  

Growth 
      

100,498  
    

(197,380) 
    

(169,156) 
      

335,513  
      

110,502  
        

19,900  
      

218,044  
        

78,463  
    

(716,147) 
      

427,806  
      

231,827  
      

(76,870) 
      

201,823  
      

381,810  

Fees 
        

(6,944) 
        

(6,879) 
        

(6,674) 
        

(7,456) 
        

(7,999) 
        

(8,109) 
        

(8,285) 
        

(8,614) 
        

(8,325) 
        

(8,051) 
        

(9,644) 
        

(9,863) 
        

(9,938) 
      

(10,175) 

Ending Value    2,651,658     2,358,608     2,188,497     2,498,564     2,602,976     2,636,556     2,829,558     2,932,208     2,225,980     2,864,599     3,063,585     2,978,843     3,137,328     3,456,629  

Total Benefit 
      

223,773  
      

(88,351) 
      

(80,966) 
      

413,597  
      

196,931  
      

124,872  
      

325,324  
      

210,470  
    

(606,857) 
      

499,500  
      

312,262  
        

20,792  
      

291,778  
      

474,180  
Return 9.57% -3.43% -3.43% 19.51% 8.15% 5.00% 12.66% 7.62% -21.04% 20.96% 11.14% 0.73% 9.97% 14.08% 



1.  Savings Rate/Amount 
2.  Earnings Rate 
3.  Inflation Rate 
4.  Tax Rate 
5.  Retirement Age Fulcrum 
6.  Spending Level in Retirement 
7.  Age at Death 

The Problems:	
  



The Savings Rate/Amount Problem:	
  



The Earnings Rate Problem:	
  

-35%

-15%

5%

25%

45%

Dow 30 Annual Returns: 1974 - 2013
Expected Return - 11.55%; Expected Risk - 16.4%



The Inflation Rate Problem:	
  
Decade 
Ending

Average 
Inflation

Standard 
Deviation

Mean + 
2SD

1963 1.25% 1.11% 3.48%
1973 3.97% 2.10% 8.17%
1983 7.51% 3.20% 13.90%
1993 3.23% 1.20% 5.63%
2003 2.01% 0.69% 3.39%
2013 1.97% 1.19% 4.35%

Years 
Prior

Average 
Inflation

Standard 
Deviation

Mean + 
2SD

5-Yr. 1.72% 0.61% 2.94%
10-Yr. 1.97% 1.19% 4.35%
20-Yr. 1.99% 0.95% 3.88%
30-Yr. 2.40% 1.18% 4.76%
40-Yr. 3.68% 2.90% 9.48%
50-Yr. 3.74% 2.74% 9.22%



The Tax Rate Problem:	
  



The Retirement Age Fulcrum:	
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  Deferring	
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The Spending Level Problem:	
  



The Age at Death Problem:	
  



$5,832 after tax on 24th 

$363  Actual Cash Flow 

$2,003,951 

 
Checking Account 

$282,470 

Sue’s 
Rollover  

IRA 

$936,829 

Joint 
Tenants in 
Common 

$129,836 

Save-to-
Spend 

Sam’s 
Rollover 

IRA  

Sam & Sue Sample 
Cash Flow Pots 

$5,500 on 28th  

$8,100 before tax 

$4,960  Actual Cash Flow 

$1,065  Actual Cash Flow 

$2,160 on 28th  

Social	
  Security	
  	
  
(For	
  Both	
  –	
  Net	
  of	
  

Medicare	
  Premiums)	
  

$2,494/month 

Systemizing Distributions: 
  The Key to Managing the Process	
  



1.  Successful Retirement Living Requires Routinely Checking 
Long-Term Models with Short-Term Behaviors 

2.  Increasing Retirement Savings Level Immediately Improves 
Consumption 

3.  Deferring Retirement is the Second Most Effective Way to 
Impact Retirement Success 

Observations:	
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The	
  risk	
  of	
  under-­‐spending	
  
and	
  thus	
  denying	
  oneself	
  the	
  
lifestyle	
  one	
  can	
  afford	
  



STRATEGIES	
  



Optimal Strategy vs. Optimal Portfolio 

The key to a successful investment 
model will be one focused on an 

optimal strategy instead of                                         
an optimal portfolio  
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THE           
TOTAL 

PORTFOLIO 

CASH FLOW 
RESERVE 

THE           
INVESTMENT 
PORTFOLIO 



CASH FLOW 
RESERVE 

 2 YEARS CASH FLOW 

 5 YEARS LUMP SUM 

THE           
INVESTMENT 
PORTFOLIO 

BALANCE OF PORTFOLIO  

REINVESTMENT OF ALL 
INTEREST & DIVIDENDS 

ADJUSTED AS NECESSARY 
FOR OPPORTUNITY COSTS 



CASH FLOW 
RESERVE 

Regular 
Monthly 

Payments   

PERSONAL 
CHECKING 
ACCOUNT 

THE           
INVESTMENT 
PORTFOLIO the “PAY CHECK 

Syndrome” 

 

 

Refill 
Rebalance 



PRODUCT	
  
Reverse	
  Mortgages	
  
Immediate	
  AnnuiOes	
  

“AlternaOves”	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
Unconstrained	
  Funds	
  



REMEMBER 
PASCAL’S 

WAGER 




