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The $TraTegisT

How Much is Too Much?

By Tom Wargin CFP®, CFA

As more of our clients are retiring, 
one of the top questions we get 

is, “How much can we take from our 
portfolio and still make sure it lasts for 
our lifetime?” Since no one can tell your 
date of death in advance, the planning 
horizon is a bit fuzzy. And that’s a good 
thing! 

Certainly, current health conditions 
and family history will play into the 
approximate date to estimate. More 
often we will use a target date of 95 
or 100 as the estimated lifespan. Even 
that could be stretched out given new 
medical advances. If you are retiring at 
age 65, this means a retirement of 30 to 
35 years or beyond. Several approaches 
to analyzing this problem are popular 
– a Historical Monte Carlo analysis or 
a pure Monte Carlo simulation. We 
prefer the historical method since it uses 
actual market data, but the number of 

simulations measured 
is significantly less 
than a pure Monte 
Carlo method. 

That being said, 
various studies have 
been done around this 
subject, and one of 
the most famous was 
done by Bill Bengen 
back in 1994. He 
came up with a “safe 
withdrawal rate” at 

that time of 4%, adjusted for inflation 
annually over a 30 year retirement. For 
example, if your portfolio was worth 
$1,000,000 at retirement you could 
start withdrawals of $40,000 per year 
increasing annually by inflation as 
measured by the CPI.  And based on 
historical returns, you would not run 
out of money before the 30 year period. 

Recently, the American Association 
of Individual Investors released an 
interview with him and updated some 
of his numbers and assumptions. Here 
are excerpts from the first article:

“There were several questions about 
whether or not the 4.5% rule is still 
applicable in the current environment.”  
(Bengen increased the percentage since 
his original research was published.)

He believes the state of the economy has 
had “little bearing on safe withdrawal 
rates.” Rather, he thinks the big dangers 

are encountering a “major bear market 
early in retirement” and/or experiencing 
high inflation during retirement. 
Bengen called inflation “the retiree’s 
worst enemy.” Though the average safe 
withdrawal rate (SWR) has historically 
been 7%, a bear market similar to what 
occurred in 1937 or 2000 drops the 
SWR to 5.25%. Adding in the heavy 
inflation of the 1970s lowers the SWR 
to 4.5%. Bengen then added, “So far, 
I have not seen any indication that the 
4.5% rule will be violated.”

Longevity also plays a role. A 35-
year retirement would require a safe 
withdrawal rate of 4.3%. For 40 
years, the SWD is 4.2%. It’s 4.1% for 
someone expecting to spend 45 years in 
retirement.

Bengen’s original research used a 
50% stock/50% bond allocation. He 
continues to believe in this mix. Bengen 
found that safe withdrawal rates peaked 
at 4.5% at equity allocations of 45% to 
55%. He described an allocation mix of 
50% to 55% in stocks, 35% to 40% in 
bonds and 10% in cash as appearing to 
be “optimum.”

These numbers are guidelines and 
there are other methods to use, such 
as “Dynamic Spending,” during 
retirement. That is a subject for another 
newsletter, however. In the meantime, 
you can refer to the 4.1% to 4.5% 
annual withdrawal as a rule of thumb. 
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in pursuit of new ones. She earned a 
B.S. in Art at UW-Madison over 30 
years ago. Recently, she spent time 
exploring design elements of successful 
art; the viewer’s eye must enter the 

painting and move around to enjoy its 
entire nuance. Easier said than done!

Pat is also President Emeritus of the 
Transparent Watercolor Society of 
America. Be sure to stop in at our office 
to see some of her amazing works.  
Contact her at prodell@wi.rr.com.

Pat enjoys working in watercolors. “The 
quality of color is unmatched and the 
component of water makes the process 
more exciting and unpredictable.” 
She likes to explore the pigment in 
watercolor 
paint and all 
of its varied 
qualities. 
Wet into wet, 
glazing and, 
the use of a 
wet brush 
on dry paper 
all create 
different 
effects in a 
watercolor 
painting. 

She also 
enjoys the outdoors and plein air 
painting and believes it is a challenge 
to convey a location and its heart to 
the viewer. Among other awards, she 
received Best in Show in the Beloit 
2011, Plein Air Event.  

Like many artists, Pat has spent an 
entire life pushing the limits of her skills 

Featured Artist: Pat Rodell

Renee Kietzmann joined the Liberty team last 
month. She brings over 20 years of experience 
in business operations and office management.  
As the Client Service Manager, she is involved 
with making sure our client service coordination 
is in top performance along with operational 
management of staff, accounting maintenance and 
payroll systems.  

A long time Liberty client, Renee’s transition to 
staff has been smooth. Her goal is to learn more 
about the financial planning process and contribute 

wherever she can. Her current flexible, part-time schedule offers her time to spend 
with family, friends, sports, and volunteering.

Our New Team Member
By Shannon Nook, RP®

Fall and Winter Office Hours
Monday-Thursday 8:30 a.m.-6:00 p.m.
Friday  8:30 a.m.-5 p.m.
Later appointments are available by 
request. 

Medicare Open Enrollment  
Through December 7
Be sure to check the changes in the 
coverage of your Advantage plan or 
Part D drug plan. You may find it 
to your benefit to make a switch, as 
there are reported changes (in areas 
such as co-pays and drug tiers) which 
could increase your costs. A good place 
to contact if you need some help in 
figuring out what are the best options 
for you is www.65incorporated.com. 
They don’t sell insurance, just advice.

Charitable Donations: Timing is Key
It is time to get those contributions in 
so they are deductible for this year. If 
you mail a check to your favorite charity 
on December 31, you can write it off 
on this year’s tax return. But if you 
charge the donation on a credit card, the 
write-off can only be claimed in the year 
the charge is posted to your account, 
so mailing late is not a good idea! Also, 
pledges don’t count until paid.

Another Way To Give & Save
The Protecting Americans From Tax 
Hikes Act (PATH), enacted 12/16/15, 
permanently extended the Qualified 
Charitable Distribution (QCD) rule. 
It allows those over 70½ to donate part 
or all of their IRA RMD (Required 
Minimum Distribution), up to $100k, 
directly to qualified charities without 
including the donated amount as 
income. This tax benefit may reduce 
the amount of tax on a donor’s Social 
Security and reduce Adjusted Gross 
Income (AGI), which may help them to 
qualify for medical deductions or reduce 
phase outs.
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