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The trouble is that investment value and asset volatility are 
simply the wrong measures if your goal is to obtain a 
particular future income.  

Robert K. Merton 



Prologue 

When I meet with clients for the first time they often tell 
me how anxious they are about their retirement years.  And 
even if they don’t quite realize how anxious they are, it 
doesn’t take a mind-reader to know that they are worried. 

If you’ve ever asked yourself if you can SAFELY retire, or 
whether you can be SURE that your investments can 
generate enough income over all of your retirement years, 
then this guide is for you 

When I’m working with clients in planning a retirement 
income, I cover the same six basic steps presented in this 
guide albeit in much more detail.   

My goal with this guide is present the framework with 
enough detail for you to gain confidence that a safe and 
worry-free retirement is within reach, whether you manage 
it all yourself or whether you prefer to work with me at 
Denouement Financial Planning.  



1 Your Replacement Income 

I want you to create an estimate for your 
Year One retirement spending . This is the 
amount of money that you expect to 
spend in your first year of retirement. If 
you have already built a detailed spending 
plan (aka a budget), use that.  If not, you 
can use rule of thumb called the 

“replacement income” which is simply the percentage of 
your pre-retirement income you can expect to need as 
income in retirement. 

One Size Does Not Fit All. 

Nothing beats the kind of detailed spending plan we 
build with our clients, but we’ve done enough of those to 
get an idea of the neighborhood you’ll be working with. 

  

Pre-Retirement Income Replacement Income Percentage

Under $50,000 90% to 100%

$50,000 to $125,000 75% to 85%

$125,000 to $200,000 70% to 80%

$200,000 to $300,000 65% to 75%

Over $300,000 55% to 65%



Your initial retirement spending will obviously vary 
depending on what is most important to you about 
retirement.  

Plan on traveling more, going to Broadway shows more 
often, or taking up an expensive new hobby? Use the 
higher end of the replacement income range from the 
table. 

Plan on settling down to a quieter life, away from the 
hustles (and expense) of your high cost-of-living city? Aim 
for the lower end of the range. 

Change is the only constant.  

Our goal at Denouement Financial Planning is 
to make sure your retirement income is 

resilient. 

If you’re still a couple of years from retiring, don’t stress 
about getting your replacement income number precisely 
right. You just need a reasonable estimate you can use to 
guide your actions. 



2 Your Spending Path 
 In Step 1 you created an estimate 
for your retirement spending in Year 
One of retirement. But what about 
the REST of the year? 

Your year-to-year spending hasn’t 
been constant during your working 
years, so why would you assume (as 

many financial planners do) that it will be constant in 
retirement?  

The Retirement Spending Smile. 

Do not expect that you will spend the same number of 
dollars every year in retirement, because inflation can take 
a toll.  On the other hand, retirement spending doesn’t 
generally increase linearly with inflation either. 

Research has found that, when adjusted for inflation, 
retirement spending typically grows more quickly in the 
earliest and latest years of retirement than in the middle 
years.  Morningstar’s David Blanchett refers to this pattern 
as resembling a “smile” and it is not hard to see why. 

Travel, entertainment, and dining are categories of 
expenses that tend to grow fastest during the early years.  
Later, the growth tends to be driven by medical and long-
term care costs.  



This inflation-adjusted (or “real”) pattern of spending 
growth means two things for most retirees. 

1. Most retirees can afford to initially spend more money 
than they think they can, because they can expect that 
spending to slow down in the middle years. 

2.  Making an explicit plan for the likelihood that 
spending may reaccelerate later in retirement is an 
important way to make sure you can stop worrying 
about retirement income and enjoy your retirement. 

  
At Denouement Financial Planning, we help clients build 

retirement income plans that are right for them.  This often 
includes choosing the optimal claiming strategy for Social 
Security, building a diversified portfolio of stocks and 
bonds, and constructing a details analysis of longevity and 
long-term-care insurance. Keep reading for tips on how this 
works. 
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3 Social Security 
 For many Americans, the Social 
Security benefit is literally 
irreplaceable. Social Security offers 
a lifetime income which is 
completely indexed to consumer 
inflation.  As a consequence, it’s 
worth taking a minute to decide on 
the optimal strategy for claiming it. 

Claiming at Age 70 is Often Best. 

When we do a full analysis for clients we’re examining 
several hundred different strategies to make sure we 
recommend the best one for our clients.  Age, health, 
earnings history, and other factors sometimes dictate an 
approach that is unusual. 

For most people, however, waiting until age 70 to claim 
Social Security is generally better than claiming early. 

Example Monthly Social Security Benefit
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4 A Bridge Strategy 
 What if you want to retire at age 
62 or 65 but have decided to wait 
until age 70 to claim Social 
Security? These  “bridge” years 
between the start of retirement 
and the start of Social Security 
can be the perfect time for two 
different strategies.  

Convert Traditional IRAs to Roth IRAs. 

Bridge years are often characterized by lower earned 
income, so you should examine whether it makes sense to 
convert their pre-tax retirement savings (e.g., Traditional 
IRAs or 401(k) balances) to Roth IRAs instead. These 
conversions may trigger taxes, but paying them earlier in 
retirement can often mean more spendable income later.  

Build a Bond Ladder. 

Some new retirees are anxious about large withdrawals 
from their portfolios, which makes us big fans of bond 
ladders. A bond ladder is simply a series of bonds which 
mature in steps (or rungs) over different years. Because we 
never get paid by commission, clients trust us to help them 
build bond ladders as a one-time service on an hourly 
basis. If you are a confident DIY investor, you can use TIPS 
or a target maturity bond ETF like iShares iBonds or 
Invesco BulletShares to do something similar. 



5 Longevity Protection 
 It may seem counter-intuitive 
that living a long life is a significant 
retirement risk, but it is. 

 Many retirement planners and 
online calculators assume a 
retirement that lasts until age 90. 
The good news is that when a 

married couple retires at age 65 in excellent health there is 
a nearly 50% chance that at least one of them will live 
longer than that.  In fact, there is a one-in-five chance that 
one of them will live until age 100. 

In Step Two you came up with a plan to make sure you 
didn’t spend less early in retirement than you safely could.  
Now let’s lot at some strategies to make sure you don’t run 
out of money in the later years of retirement.  

Double-Deferred Annuities To The Rescue. 

  
A potentially long retirement presents a couple of 

planning challenges.   

One of them is inflation  since, over three decades or 
more, unexpectedly high inflation can greatly erode the 
purchasing power of bonds, CDs, and cash 



The second is the mathematical reality that traditional 
approaches to withdrawing retirement income from an 
investment portfolio create tension between spending 
more when it counts the most versus saving more in case 
you need it later. 

One cost-effective solution can be a deferred income 
annuity, which is simply a purchase today which provides a 
lifetime income starting at some future date.  

In essences, it’s a form of life insurance that pays YOU if 
you live longer than expected. For example, I recently 
priced an annuity which could be purchased for $10,000 at 
age 65 that would provide a lifetime income of $7,550 per 
year starting at age 90. 

Can you do better? Think back to the retirement “smile” 
from Step Two.  Can we tweak the income stream to better 
match your expected spending need?  Here’s the smile, this 
time in nominal dollars. Notice the acceleration in expected 
spending that starts in the late 80s. 

Estimated Spending from Age 65 to 100
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If we adjust the deferred annuity so that we pay $16,000 
at age 65 and add a 4%-per-year cost-of-living adjustment 
we get an income of $8,100 at age 90 that increases to 
nearly $8,500 at age 91, $8,800 at age 92, and so on.  

In other words, the shape of the income more closely 
matches the expected spending.  

However there is still some inflation risk in purchasing an 
annuity at age 65 which starts paying a fixed amount 25 
years later.  The risk of higher-than-expected inflation 
during the intervening years can be reduced by delaying 
the purchase of the deferred annuity. How? 

At age 65, the investor can purchase a Treasury Inflation-
Protected Security (TIPS) with a 30-year maturity.  The 
TIPS will track three important forces: changes in the real 
rate of return for Treasury bond, changes in future 
expected inflation, and any realized difference between 
expected and unexpected inflation.   

“…. Long-duration TIPS act as the “risk-free 
asset” in the context of retirement savings…. 

(PIMCO Quantitative Research)” 
  

In short, the TIPS can be expected to accurately hedge 
the cost of the future deferred annuity. 

If real yields on TIPS are unfavorably low, we can help 
find other ways to effectively hedge this cost.  For instance, 
a combination of TIPS and a fund like iShares Inflation 
Hedged Corporate Bond ETF (LQDI) can be employed. 



6 Portfolio Allocation 
 Once your basic level of 
retirement income is met by 
working through the first five 
steps above , to whatever degree 
your risk tolerance and loss 
aversion dictate, your attention 
can turn to the asset allocation of 
your remaining portfolio. 

Take As Much Risk as You Need.  

Once a worry-free stream of income is created using 
Social Security, a bond ladder, and longevity insurance the 
pressure on the remainder of your portfolio is reduced. 
Find a balance between growth and preservation of wealth. 

Most investors look for a 
portfolio with a moderate 
allocation.  

The most important thing, of 
course, is that you find the 
right mix for YOU and the 
allocation you can stick with 
across different market 
conditions. If you need help figuring out how to set your 
optimal asset allocation, you can always schedule a call 
with us. 



About the Author 
 

I founded Denouement 
Financial Planning on 
two core values. 

Firstly, everyone 
deserves expert 
financial advice, not just 
the very wealthy. 
Secondly, financial 
advice is only worth 
paying for when it is 
free from bias and conflicts of interest. 

Over the past 21 years, I’ve been immersed in the world of 
finance and investments. However, my career path has 
probably been a lot like yours: varied and unpredictable. 

I am a CFA® charterholder who was a mutual fund manager 
and equity analyst at Van Kampen Funds and Fidelity. 

I studied Economics at The College of William & Mary and 
then earned my MBA, with concentrations in Finance and 
Strategic Management, at The University of Chicago Booth 
School of Business. 

In college, I was a theatre production intern at the Santa Fe 
Opera and Jacob’s Pillow Dance Festival. After college, I was 
a photojournalist at United Press International and a store 
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manager for a small retail businesses (remember when 
there were camera stores?). I also spent several years 
working for an environmental non-profit organization here 
in Baltimore. 

I’ve built on ALL of that experience to design Denouement 
Financial Planning. 

My goal is to deliver financial expertise to people like you: 
artists, non-profit workers, and business people who want 
honest advice at a fair price. 

Set up a free call today at www.DenouementFinancial.com 
to see whether we can help your achieve your financial 
goals!

https://denouementfinancial.com
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