
Getting your retirement right

It’s important to understand just how critical the years leading up to 

and immediately after your retirement date can be in determining 

the lifestyle you’ll be able to afford in retirement. With a well-thought-

out and adaptable plan, you may increase the likelihood you’ll be able 

to live the retirement you’ve anticipated during your working years.
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Getting your 
retirement right
The years leading up to and beginning retirement can be 
a time of both increased excitement and anxiety. For many, 
retirement offers the possibility to pursue new opportunities 
and experiences. However, accompanying this increased 
sense of freedom is often a heightened level of concern as to 
what may actually be possible when also seeking to ensure 
your money will last.

There is no substitute for thorough planning and informed 
decision-making when seeking to maintain your desired 
lifestyle by matching near- and long-term retirement needs 
and aspirations with the means to pay for them. Initial plans 
will require ongoing monitoring and sufficient flexibility 
to respond to life and financial events as they occur. Such 
contingency planning can help maintain investment discipline 
during times of market distress or unplanned events and 
avoid common knee-jerk reactions that can do great harm 
to the potential for long-term retirement success.



3Please see back page for important disclosures.

Putting the retirement puzzle together
In the end, successful retirement planning involves the proper fitting together of a host of 
considerations and areas of informed decision-making. It is how these pieces come together and may 
need to be adapted over time based on your personal circumstances that will make your plan unique 
and the best one for you. Given the host of items that need to be considered and coordinated, trusted 
advice can be extremely helpful when putting your retirement puzzle together.
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Understanding the trade-offs
With the understanding that planning for retirement often involves balancing different goals and that 
there is no one single best approach, what is best for you will be largely influenced by your individual 
preferences and the potential trade-offs you are willing to make. Some of the basic preferential trade-
offs that soon-to-be or current retirees should consider when planning for retirement include:

Keep in mind that you do not need to just select one trade-off to achieve your goals, but you can select 
any combination that works best for your personal circumstances. For instance, you now want to retire 
three years earlier than previously planned. To accomplish this, you could opt to moderately reduce 
retirement spending, moderately reduce your estate size, and increase savings between now and 
retirement. By selecting multiple solutions, it may be more palatable than selecting one that would 
potentially have to change more significantly. Also, keep in mind that if your goals or circumstances 
should change in the future, you may want to revisit what trade-offs you want to take.
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Risks to a portfolio’s ability to sustain your 
retirement
While individual objectives and preferences help dictate the best-suited approach, there are certain 
key elements everyone should consider when seeking to mitigate risk during retirement. The overall 
process should seek to strike a prudent balance between maintaining enough risk and growth potential 
to sufficiently fund longer-term needs while also limiting the risk associated with potential nearer-term 
market volatility or other adverse events.

The following are the five primary potential near- and longer-term risks that retirees face and should 
be addressed through a comprehensive retirement income plan:

Market/return risk. The loss of capital and/or lower-than-expected returns resulting from market 
volatility. Of particular concern for individuals near or just entering retirement is not only the level 
of potential market impact but also the timing of this risk, known as sequence-of-return risk.

Withdrawal rate risk. Premature depletion of a retiree’s portfolio resulting from using an unsustainable 
long-term withdrawal rate from his or her portfolio.

Inflation risk. Reduced purchasing power caused by income sources that fail to keep pace with the 
inflation associated with a retiree’s evolving mix of expenses. (Costs can double in 24 years assuming 
3% annual inflation.)

Health care/unexpected expenses. Failure to develop a comprehensive and adaptive retirement plan 
with contingencies for potential event risks. This can prove very costly, especially in the latter years of 
retirement. Contingency and related funding or insurance planning should include potential expenses 
related to health issues, long-term care, and required additional family support.

Longevity risk. The risk of running out of money over the course of a long-term retirement or the 
longer-term depleting of a retiree’s asset base to a level that’s no longer able to provide the income 
required to cover basic retirement needs. Plans must be built to cover and adapt to longer-than-expected 
time horizons.

Despite these areas of uncertainty and the often seemingly perilous balancing act of managing both 
near- and longer-term retirement risks, there are a number of proactive steps that can be taken to 
increase your potential for success. Combined, these actions are aimed at incorporating the right 
amounts of pre-established prudent discipline while also maintaining appropriate levels of adaptability 
and responsiveness when needed to best address your particular and evolving circumstances.
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Both the “what” and the “when” are significant
The risks of adverse or unplanned events can be particularly damaging in the years immediately 
preceding and following your retirement date, making this a particularly important period to maintain 
the right balance of discipline and flexibility. The elevated potential risk during this period is often 
referred to as a sequence-of-returns (SOR) risk. This risk indicates that it’s not only what returns you 
achieve or the demands you place on your investment portfolio but also when they occur that can 
have a significant long-term impact on your retirement possibilities.

SOR risk can be a difficult concept for investors to grasp. To help explain, the chart below looks 
at returns for 1990 through 2008 to represent a period with both prolonged market strength and 
substantial market declines.

For this period, the annualized return on the hypothetical portfolio was 7.5%, which would appear to 
comfortably support a 5% inflation-adjusted withdrawal rate. This is shown to be the case for those 
who retired in 1990 (blue line) and enjoyed strong returns for much of the next decade before enduring 
significant market downturns.

However, if you assume the return series was reversed (red line) and the downdrafts that took place 
post-2000 occurred earlier in retirement, the outcome is quite different, despite the same annualized 
return over the period.

This potential timing risk demonstrates why the years nearing and immediately following your 
retirement date are so important. In addition to this being the period when you start relying on your 
portfolio for income, it is also when your retirement portfolio is generally at or near its greatest value 
and, therefore, at heightened risk. As such, the timing of adverse markets can have significantly greater 
dollar impact with less potential for recovery and generally less ability to take advantage of depressed 
valuation through new investments. With this realization, it is important to consider what can be done 
to help manage these risks.
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Portfolio and withdrawal assumptions: Based on a hypothetical 60% stock/40% bond portfolio with stocks represented by the S&P 500 Index 
and bonds represented by the Bloomberg Barclays U.S. Aggregate Index. The annualized return on the portfolio is 7.5%. In the example, the 
chart shows the growth/decline of assets over time of a hypothetical $1 million portfolio assumed to have a 5% ($50,000) initial annual 
withdrawal rate with the amount increasing 3% annually to account for inflation. The blue line shows the results based on the actual historical 
return series that occurred during the period from Jan. 1, 1990 through Dec. 31, 2008. The red line tracks the results assuming the same level of 
withdrawals, but with the order in which the returns occurred simply being reversed. The illustration demonstrates the impact the early years 
of one’s retirement can have in determining wealth throughout retirement.
Source: Wells Fargo Advisors
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Staying on track
Along with having a better understanding of your primary goals, preferences, and potential flexibility, 
it is important to regularly assess the likelihood that your assets and expected income streams will fully 
cover your expected liabilities (future expenses). The Envision® process is focused on doing just this. 
It not only helps establish an initial plan but continues to track your potential success based on your 
current portfolio, stated priorities, achieved investment results, and changing circumstances. Because 
unexpected events are bound to occur, the process can help you explore various courses of responsive 
action (such as those noted in the table on page 4).

The process starts with your current investment mix, estimated future additions to your investments, 
retirement goals and estimated expenses, and other factors. It then employs statistical modeling based 
on historical investment performance and Wells Fargo Investment Institute’s strategists’ forecasts for 
how various investments may act in the future to create a customized investment plan and a score for 
its probability of success.

Once a plan is established, adjusting it to account for changes in market activity (a down market, for 
example) or life events (such as incurring a significant unexpected expense) becomes relatively simple. 
The chart below shows one of the process’s most valued outputs. It’s called the “dot,” and it simply tracks 
your investments’ value as you work toward achieving your long-term goals. With an Envision plan, 
you can keep track of your dot as often as you like—even daily. And as long as it stays within a 75% to 
90% probability of success, the “Target Zone,” you should be reasonably on track toward achieving 
your goals.

The Envision process can help you stay on target toward your goals
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IMPORTANT: The projections or other information generated by Monte Carlo simulation depicted in the chart regarding the likelihood of 
various outcomes are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. Results may vary 
with each use and over time.
Envision methodology: Based on accepted statistical methods, the Envision tool uses a simulation model to test your Ideal, Acceptable, and 
Recommended Investment Plans. The simulation model uses assumptions about inflation, financial market returns, and the relationships 
among these variables. These assumptions were derived from analysis of historical data. Using Monte Carlo simulation, the Envision tool 
simulates 1,000 different potential outcomes over a lifetime of investing varying historical risk, return, and correlation amongst the assets. Some 
of these scenarios will assume strong financial market returns, similar to the best periods of history for investors. Others will be similar to the 
worst periods in investing history. Most scenarios will fall somewhere in between. Elements of the Envision presentations and simulation results 
are under license from Wealthcare Capital Management LLC. ©2005-2017 Wealthcare Capital Management LLC. All rights reserved. Wealthcare 
Capital Management LLC is a separate entity and is not directly affiliated with Wells Fargo Advisors.
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Planning and prioritizing expenses
The primary goal of retirement planning is to provide funding for current and future expenses. 
Despite this foundational objective, investors nearing or in retirement often employ a relatively cursory 
approach when assessing both their near- and longer-term spending needs. Beyond income derived 
from Social Security, pensions, or other relatively stable sources, income and principal withdrawals 
from investment portfolios are generally relied upon to satisfy remaining retirement funding needs. 
This reliance continues to increase as more retirees enter retirement without a pension.

As a result, a primary determinant of the likelihood you’ll achieve your retirement goals may be 
whether you adopt a reasonable and sustainable portfolio withdrawal strategy, making it extremely 
important that retirees’ spending plans sync up with this reality. More cursory approaches to define 
expense needs often result in less-than-optimal investment and overall income-generation plans. Thus, 
for investors nearing or in retirement, a more thorough budgeting and expense-planning process is 
recommended. This can provide not only a better sense of current and evolving needs but also the level 
of potential spending flexibility available based on the amount of essential (i.e., food, housing, clothing) 
versus discretionary (i.e., vacation, dining out, charitable giving) expenses.

Given the long-term nature of retirement, the evolution of your expenses is an important consideration 
when seeking to ensure your portfolio’s risk profile is consistent with the income growth you may need.

As expenses related to mortgage payments, college tuition, travel, or other large expenditures begin to 
decrease, the growth in expenses, even in real terms (accounting for general inflation), can often be less 
than many investors plan for based on a simple inflation-adjusted extrapolation of current expenses. 
Of course, the wild card remains the potential for future larger-than-anticipated health care expenses, 
suggesting prudence may be a good idea when estimating what your longer-term expenses could be.

However, it is also important not to over-extend your investment portfolio’s risk profile, especially 
during the critical years surrounding your retirement date, in an attempt to fund future expense 
levels that could be materially lower than a more cursory planning approach may indicate.

Estimate your initial and ongoing retirement expenses
A budgeting worksheet can help you estimate essential and discretionary expenses

Housing Transportation Family member care Gift and donations

• Mortgage • Car • Education expenses • Gifts

• Maintenance • Auto insurance • Care for adult family member • Charitable contributions

• Insurance • Fuel
• Improvements

Food Health Entertainment Taxes

• Groceries • Insurance • Travel/vacations • Federal income tax

• Dining out • Out-of-pocket cost • Hobbies • State income tax

• Long-term care • Sporting events • Real estate tax
• Concerts
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Diversifying income sources
Unlike income during your working years, which likely comes primarily from only one or two sources 
(your and your spouse’s jobs), your retirement income will typically be derived from several different 
sources. It is important to both inventory and assess these different sources’ (e.g., Social Security, 
pensions, investment income, etc.) varied attributes when developing your overall retirement 
income plan.

In addition to current income levels or yields, consider the potential stability, growth, and overall risk 
characteristics associated with these different income sources. While some sources are intended to 
provide greater stability and others more potential for growth (whether in terms of income or principal 
appreciation), it is how they all fit together and may be impacted by varied market events that can help 
you better appreciate, manage, and react to potential challenges.

When and how you (and your spouse) choose to claim your Social Security benefits is one of the first 
primary decisions that need to be addressed as you near retirement. This decision will not only impact 
when but also the total potential benefits that can be achieved. Your Wells Fargo Advisors Financial 
Advisor has access to sophisticated software that can analyze varied scenarios and Social Security 
claiming strategies to help you determine which one best fits your personal circumstances.

The detailed assessment of the remainder of your income needs and sources should also provide a 
clear understanding regarding how much of your retirement expenses you should expect portfolio 
withdrawals to fund. This planning should consider the long-term sustainability of varied withdrawal 
amounts as well as the ability to potentially reduce withdrawal levels (through reduced spending, cash 
reserves, or other means) during adverse or declining market environments.

In conducting this review, the goal is to increase transparency into current and expected future income 
sources to assess both your overall level of income diversification and the desired balance of income 
stability and growth potential. This knowledge should not only help you to better match your expenses 
to the appropriate income sources but also to better monitor and adapt your plan as needed.

It should be remembered that matching income to expenses is largely about managing cash flows. 
When done thoughtfully and according to a plan, the process can help limit some of the timing risks 
retirees often face. The result can be further enhancements in overall income generation and the 
potential for longer-term retirement success.

Sources of income for retirees
Every income source will have a different level of income stability. However, greater stability may impede 
longer-term growth opportunities, so it is important to balance stability and growth.

More stable More variableSocial Security Pension Annuities OtherEmployment earnings Investment income Principal withdrawals
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Generating your retirement income
As you approach or enter retirement, your Financial Advisor can use Wells Fargo Advisors’ Income 
Center tools to determine how your portfolio and various income sources will help you live the life in 
retirement you planned for using the Envision process. These tools will help you better understand all 
your retirement income sources as well as your anticipated expenses. It will tell you if you have a “gap” 
(i.e., either a retirement income shortfall or surplus). Your advisor can then determine the impact of 
different investment strategies and/or when you might want to take further principal withdrawals (if 
necessary). Finally, the Portfolio Monitoring tool provides a connection between conceptual spending 
and actual withdrawals and investment income to help ensure your plan is progressing as expected. 
The chart below is one of many reports/charts the Income Center tool can provide to illustrate your 
retirement income sources.

Managing your income in retirement

Income sources Investment interest/dividends Additional Principal withdrawals

$67,708
Gross

$20,217
Gross

$29,119
Gross

Annual income
$117,044

Monthly average
$9,754
Gross

This withdrawal summary is only one representation within the larger Income Center report. This information is hypothetical, shown for 
illustrative purposes only, and is not indicative of any investment.

Adaptive spending and withdrawal strategies
Itemizing your essential versus discretionary expenses can help determine how much flexibility you 
have to periodically reduce or delay expenses to help mitigate risk and potentially keep your plan on 
track for longer-term success. In other words, by breaking down your anticipated expenses, you can 
see which ones you cannot easily reduce (i.e., utilities, mortgage payment, etc.) versus those you can 
(i.e., travel, dining out, etc.).

By reducing portfolio withdrawals in the midst of or following difficult market periods, more dollars 
are likely to remain invested to participate in potential market rebounds. Too often, retirees respond 
to difficult markets by pulling out of riskier assets, such as stocks, as the market declines and fail to 
get back in until well after a significant rebound. By reducing spending and maintaining some level of 
cash reserves, retirees may be in a better position both psychologically and financially to keep more 
funds in the market during such periods. If the markets recover and the probability of having sufficient 
retirement resources improve, spending can return to the previous level, but potentially with more 
assets to support future spending.
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Similarly, retirees may want to consider increasing their portfolio withdrawals or making a significant 
bigger-ticket discretionary purchase following a prolonged substantial strength in the market. As 
market returns fall or normalize, they may reduce their spending amounts to the prior level. A strategic 
approach to prudent adaptive spending as market and investment plan results dictate may help retirees 
better mitigate market risks, reduce the possibility of running out of money, and increase the potential 
for more income over the full course of retirement.

A flexible withdrawal strategy may benefit retirees
Probability of a portfolio lasting 30 years and average total income produced

Hypothetical $1 million investment portfolio with 4.0% withdrawal rate over 30 years

50% $1.0

90%

$1.6

$1.4

$1.2

80%

70%

60%

100%

Success rate Median total income, in millions

No withdrawal
�exibility

Ability to change
withdrawals 30%

No withdrawal
�exibility

Ability to change
withdrawals 30%

Source: Wells Fargo Advisors Advisory Services Group proprietary analysis

Methodology: Hypothetical $1 million portfolio is invested in 60% stocks with an arithmetic mean return of 8.9% and standard deviation of 
16.5% and 40% bonds with an arithmetic mean return of 3.2% and standard deviation of 5% (based on Wells Fargo Investment Institute’s long 
term Capital Market Assumptions from August 2016). Stocks represented by the S&P 500 Index and bonds by the Bloomberg Barclays U.S. 
Aggregate Bond Index. The initial 4% withdrawal rate is increased by 2.5% annually to help account for inflation. Modeling involved 1 million 
Monte Carlo simulations.
When the probability for success dropped below 75%, spending was reduced 30% until the portfolio appreciated back to a level that would 
again support at least a 75% probability of success (not running out of money) based on the prior level of spending. At that time, spending was 
restored to prior level. When in response to strong markets the probability for success increased to above 90%, spending was increased by 
30%. When based on declining portfolio values the probability of success fell back to below the 90% based on the prior spending level, 
spending would be reduced back to that level.
IMPORTANT: The projections or other information generated by Monte Carlo simulation depicted in the chart regarding the likelihood of 
various outcomes are hypothetical in nature, do not reflect actual investment results and are not guarantees of future results. Results may vary 
with each use and over time.
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Constructing a retirement portfolio
Given the increased importance in the years immediately prior to and following your retirement date, 
it’s important during this time to reassess your portfolio’s overall risk/return profile. This assessment, 
and any modifications, should be done in conjunction with the other retirement and planning 
considerations we’ve discussed.

With this perspective, think of your portfolio not simply as a random collection of investments but 
as pieces with distinct purposes. Some may be intended to help provide stability and current income 
(bonds) or enhanced income potential (higher-yielding fixed income or dividend-paying stocks); others 
may be there for added growth potential to help fight inflation (growth stocks); and some might be 
included to add liquidity (cash alternatives).

The mix of the pieces, referred to as asset allocation, will vary based on individual objectives, 
preferences, and risk profiles. Among the most critical contributors to longer-term success can be 
maintaining an appropriate portfolio structure and risk/return profile in the midst of market downturns. 
This may be accomplished by periodically rebalancing and employing prudent withdrawal strategies.

This requires thinking long and hard before making any moves—especially when there’s market 
volatility—that will result in a significant change in your allocation. For example, selling stocks when 
the market is down could lock in your losses and reduce your portfolio’s growth potential, making 
it more difficult to reach your long-term goals. On the other hand, buying stocks when the market is 
up and it may be more tempting and psychologically easier to do, but may ultimately increase your 
portfolio’s risk profile above your desired level.

As in the accumulation (pre-retirement) phase, a focus on total return (income generation combined 
with price appreciation) is recommended as the basis for constructing portfolios on a combined risk/
return basis. However, a lean toward income in the distribution (retirement) phase may be appropriate 
based on market conditions, individual preferences, and current income and cash flow needs.

Enhanced income approaches may potentially provide steadier income sources in both up and 
down markets and help ease the investor’s anxiety associated with larger withdrawals coming from 
fluctuating principal levels. However, it’s important that such approaches avoid the dangers of chasing 
or overreaching for yield (buying riskier investments that offer greater income potential) and continue 
to maintain both sufficient diversification and growth potential.

Every investment should serve a purpose

Income stability
• High-quality �xed income
• Annuities
• High-quality dividend-payers

Capital preservation
and cash reserves

• Cash alternatives
• Money market

Enhanced income
• High-yielding domestic �xed income
• Emerging-market debt
• MLPs
• Equity income
• Preferreds

Enhanced in�ation protection
• Commodities
• In�ation-sensitive equities
• TIPs
• Infrastructure

Growth
• Higher-growth domestic equities
• International equities
• Emerging-market equities
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Retirement income
The years leading up to and early on in retirement can be a period of both exciting new opportunities 
and elevated risks. Strategies discussed that can be taken to help manage these risks include:

Retirement income challenge

Action Market 
volatility Inflation Withdrawal 

rate Health care Longevity

Comprehensive initial planning l l l º º

Expense budgeting and 
longer-term strategies

l l º º l

Effective withdrawal planning 
and strategies

l l l ¡ l

Adaptive spending l º l º l

Diversified income sources l º º ¡ l

Inflation-adjusted income sources ¡ l º º l

Asset and product allocations l l º ¡ l

Cash reserve and 
liquidity management

l º º l º

Continuous monitoring and 
adaptive planning l º l l l

Impact: Significant = l Moderate = º No/low = ¡

Source: Wells Fargo Advisors



14 Please see back page for important disclosures.

We’re here to help
Wells Fargo Advisors helps investors build retirement strategies that consider both the opportunities 
and potential risks. It is important for those soon-to-be or already retired to take action and help further 
put the odds in their favor by developing a plan that not only considers what is happening now, but 
also reflects on what is likely to happen next, and just as important, what may happen much later. 
Wells Fargo Advisors understands the complexity of planning for retirement now and in the future 
and has many tools and resources to help investors get their retirement right.

For more information and help in developing the right retirement plan, talk to your Financial Advisor 
at Wells Fargo Advisors.
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Index Definitions

The S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market value weighted index 
with each stock’s weight in the Index proportionate to its market value.
The Bloomberg Barclays U.S. Aggregate Bond Index is a broad-based index that measures the investment grade, U.S. dollar-denominated, 
fixed-rate taxable bond market, including Treasuries, government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM 
pass-throughs), ABS, and CMBS. Securities in the index have at least one year until final maturity.

Risk Considerations 
Asset allocation and diversification are investment methods used to help manage risk. They do not ensure a profit or protect against a loss. All 
investing involve risks, including the possible loss of principal. There can be no assurance that any investment strategy will be successful. 
Investments fluctuate with changes in market and economic conditions and in different environments due to numerous factors some of which may 
be unpredictable. 
Stocks offer long-term growth potential but may fluctuate more and provide less current income than other investments. An investment in the stock 
market should be made with an understanding of the risks associated with common stocks, including market fluctuations. There is no guarantee 
that dividend-paying stocks will return more than the overall stock market. Dividends are not guaranteed and are subject to change or elimination.
Investments in fixed-income securities are subject to market, interest rate, credit/default, liquidity, inflation and other risks. Bond prices fluctuate 
inversely to changes in interest rates. Therefore, a general rise in interest rates can result in the decline in the bond’s price. Credit risk is the risk that 
an issuer will default on payments of interest and/or principal. This risk is heightened in lower rated bonds. If sold prior to maturity, fixed income 
securities are subject to market risk. All fixed income investments may be worth less than their original cost upon redemption or maturity.
This publication is designed to provide accurate and authoritative information regarding the subject matter covered. It is made available with 
the understanding that Wells Fargo Advisors is not engaged in rendering legal, accounting, or tax-preparation services. If tax or legal advice is 
required, the services of a competent professional should be sought.
Wells Fargo Advisors’ view is that investment decisions should be based on investment merit, not solely on tax considerations. However, the effects 
of taxes are a critical factor in achieving a desired after-tax return on your investment.
The information provided is based on internal and external sources that are considered reliable; however, the accuracy of the information is not 
guaranteed. Specific questions on taxes as they relate to your situation should be directed to your tax advisor.
Wells Fargo Investment Institute, Inc. (WFII) is a registered investment adviser and wholly-owned subsidiary of Wells Fargo & Company.
Wells Fargo Advisors is registered with the U.S. Securities Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed 
or registered with any financial services regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services 
account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by legislation and regulations in their country of residence in 
respect of any investments, investment transactions or communications made with Wells Fargo Advisors. 

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC,  
Members SIPC, separate registered broker-dealers and non-bank affiliates of Wells Fargo & Company.  
© 2015-2017 Wells Fargo Clearing Services, LLC. All rights reserved. IHA-4335801
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