HOW TO USE THE TOOLS IN THIS FOLDER (SCENARIO 2.30)

(modified Guyton-Klinger decision rules, 35 years, tax-adv, fixed 65%/30%/5%
stks/bnds/cash, Legacy: $0)

At the outset, I'd like to offer my thanks to friend and colleague Jonathan Guyton, who
spent an appreciable amount of time patiently explaining to me the details of the Guy-
ton-Klinger withdrawal scheme.

Scenario 2.30 includes tools to help create and manage a personal retirement with-
drawal plan for a specific group of Elements. That includes SAFEMAX Finder tables and
a Synthetic CWR Curve generator for use with this scenario only. This document ex-
plains how to use each of the tools provided.

Values of the Eight Elements in this scenario are as follows:

Withdrawal Scheme: modified Guyton-Klinger decision rules. In 2006, Jonathan
Guyton, a Minneapolis financial advisor, and Bill Klinger, a computer systems expert,
collaborated on a paper titled "Decision Rules and Maximum Initial Withdrawal rates."
This groundbreaking work espoused a system of "decision rules" that alter withdrawals
in response to changes in the Current Withdrawal Rate (CWR) and portfolio perfor-
mance.

There are three primary rules, and they can either increase, decrease, or freeze with-
drawals (WD):

First, compute the tentative current withdrawal rate (TCWR) by adding an inflation ad-
justment to the prior year's withdrawal (this is not done the first year). The withdrawal
rate during the first year is referred to as the Initial Withdrawal Rate (IWR).

e Withdrawal Rule: If (0.80 x IWR) < TCWR < (1.20 x IWR) ... i.e., TCWR is
within 80-120% of IWR ... then:
o Freeze the WD amount if last year's portfolio return was negative
o Otherwise, increase the WD amount by the COLA
o Capital Preservation Rule: If TCWR > (1.20 x IWR) ... i.e., a 'guardrail' is hit
and the Capital Preservation Rule is triggered ... then:
o Cut the WD amount by 10% from what it would have been with the COLA
if there are more than 15 years remaining in the retirement time horizon
o Freeze the WD amount if there are 15 or fewer years remaining in the re-
tirement time horizon.
e Prosperity Rule: If TCWR < (0.80 x IWR) ... i.e., a 'guardrail' is hit and the
Prosperity Rule is triggered ... then:



o Increase the WD amount by 10% from what it would have been with the
COLA

Jonathan Guyton himself, an old friend, shared these decision rules with me, for which |
am very grateful. Note that they are "mutually exclusive": given how they are defined,
only one rule can trigger at a time. There are four possible outcomes for each retirement
year: withdrawals are frozen, increased by 10%, decreased by 10%, or increased by
COLA. The chart below contains a decision tree for G-K:
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Note that | have made one modification to Guyton-Klinger: | permit CPI-induced
changes to the withdrawal to be negative during periods of deflation. Jonathan Guyton
informed me that was not the case with his method, at least not for the first year of a se-
ries of deflationary years. | made this change because if | had not done so, the "worst
case" might have fallen during the Great Depression, and not 10/1/1968, as in all my
other work. Also, | felt retirees during a deflationary period, particularly if the stock mar-
ket is falling sharply, will seek to reduce their expenses as deflation permits.

| have to admit, the Guyton-Klinger method was a challenge to adapt to my spread-
sheets. It took several months for me to have enough confidence to begin computa-
tions. That's because the Guyton-Klinger method often has more than one solution for
each retiree. That means for a zero legacy, several values of IWR can be successful.
Contrast this with a conventional COLA scheme, for which there is only one solution per
retiree for SAFEMAX.

This effect greatly increased the number of computations | had to make, as instead of
converging on a number, they occasionally diverged from that number. | decided to ac-



cept the solution which maximized the Cumulative Real Withdrawals (CRW),
which is the sum of the real values of all withdrawals during the planning horizon.
Granted, this is an arbitrary decision.

To compute the first year's withdrawal, multiply the beginning portfolio value by SAFE-
MAX. For subsequent year withdrawals, use the Guyton-Klinger decision rules.
Planning Horizon: 35 years

Account type: Tax-advantaged.

Legacy: $0. The account balance at the end of the planning horizon.

Asset Allocation: 7 asset classes, including US Large-Cap stocks (start 13%), US
Small-Cap stocks (start 13%), US Micro-Cap stocks (start 13%), US Mid-Cap stocks
(start 13%), International stocks (start 13%), US Treasury Bills (fixed 5%), and US 5-
year government bonds (start 30%). Asset allocation is fixed.

Portfolio Rebalancing Frequency: 1 year. The interval between "rebalancing" of the
portfolio to the desired investment allocation.

Investment returns: as per the appropriate index fund. No attempt is made to "beat the
market."

Withdrawal timing: evenly spaced. Withdrawals are assumed to be made at regular
intervals, possibly monthly or quarterly.

Figure 2.30: SAFEMAX VS. RETIREMENT DATE. This chart depicts the range of
SAFEMAX experienced by retirees in this scenario since 1/1/1926. The range is much
narrower than for any COLA scenario | have studied. Quite fascinating! The average
SAFEMAX for all retirees is approximately 9.6%, which is extraordinarily higher than in
previous scenarios. The highest SAFEMAX (11.3%) belongs to the 1/1/1934 retiree,
who retired after the end of the terrible bear market of 1929-1932. This retiree enjoyed
very high investment returns during the early years of their retirement, boosting SAFE-
MAX. For a more detailed discussion of SAFEMAX, please consult my book, "A Richer
Retirement: Supercharging the 4% Rule to Spend More and Enjoy More."

The lowest SAFEMAX of approximately 7.8% belongs to the 7/1/1988 retiree, who re-
tired a few quarters after the crash of 1987.



Figure 2.30 INDIVIDUAL SAFEMAX (1/1/1926-1/1/2016) (SCENARIO 2.30)
Modified Guyton-Klinger Decision Rules, 35 yrs, tax-adv, 7 asset classes, fixed 65%/30%/5%, 0% legacy
12.0% With multiple solutions possible for each retiree, SAFEMAX which maximized Cumulative Real Withdrawals (CRW) was selected
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Figure 2.30A: COMPARE SCENARIO 2.30 TO SCENARIO 2.20 (SAFEMAX). This
chart compares the SAFEMAX performance of Scenario 2.30 to that of Scenario 2.20.
Both scenarios have identical Elements, except for the withdrawal scheme. Scenario
2.20 uses a COLA withdrawal scheme, which should provide an interesting comparison.
Figure 2.30A INDIVIDUAL SAFEMAX (1/1/1926-1/1/2016) (SCENARIO 2.30 VS. SCENARIO 2.20)

Scenario 2.30: COLA (modified Guyton-Klinger decision rules), 35 yrs, tax-adv, 7 asset classes, fixed 65%/30%/5%, 0% legacy
With multiple solutions possible for each retiree, SAFEMAX which maximized Cumulative Real Withdrawals (CRW) was selected

SCENARIO 2.30: COLA (modified Guyton-Klinger decision rules), 35 yrs, tax-adv, 65%/30%/5% stocksfbonds/cash (fixed), 0% legacy

SCENARIO 2.20: COLA, 35 yrs, tax-adv, 65%/30%/5% Stocksibonds/cash (fixed), 0% legacy

INDIVDUAL SAFEMAX

It's apparent that Scenario 2.30, using Guyton-Klinger decision rules, is superior almost
across the board. In fact, Scenario 2.30 generates a higher SAFEMAX almost 95% of
the time! Furthermore, the average Scenario 2.30 retiree enjoys a SAFEMAX about
39% higher than the average Scenario 2.20 retiree. This result is asymmetric; Scenario
2.30 retirees with a positive comparison to the corresponding 2.20 retiree enjoyed an
average gain of almost 42%, while the relatively few Scenario 2.30 retirees with a nega-
tive comparison to Scenario 2.20 saw only an -11% drop in SAFEMAX. Thus, Guyton-



Klinger has been extremely successful in increasing SAFEMAX for the vast ma-
jority of retirees.

A detailed examination of the chart shows that Scenario 2.30 underperforms Scenario
2.20 primarily after the end of major bear markets, such as 7/1/1932, 7/1/1975,
7/1/1982, and 10/1/1990. Thus, it might be best to avoid Guyon-Klinger in such in-
stances if you're confident in your judgment that a bear market is near expiration. If you
don't want to make such a judgment (it can be difficult!), and decide to use Guyton-
Klinger, your "a priori" odds of outperforming are very high.

Figure 2.30B: COMPARE SCENARIO 2.30 TO SCENARIO 2.20 (CRW). I'm not pre-
pared to end the analysis here. I've developed another metric (other than SAFEMAX),
which | call Cumulative Real Withdrawals (CRW). This metric is the sum of the "real" (in-
flation-adjusted) values of all quarterly withdrawals over the entire planning horizon,
which in this case is 35 years. In other words, CRW measures the total inflation-ad-
justed income produced under each scenario, which | believe is a very important con-
sideration, given that maximizing income is our primary goal. This chart compares the
CRW performance of Scenario 2.30 to that of Scenario 2.20.

Figure 2.30B CUMULATIVE REAL WITHDRAWALS (CRW)(1/1/1926-1/1/2016) (SCENARIO 2.30 VS. SCENARIO 2.20)
Scenario 2.30: (modified Guyton-Klinger decision rules, 35 yrs, tax-adv, 7 asset classes, fixed 65%/30%/5%, 0% legacy
With multiple solutions possible, data points represent maximization of CRW
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This chart is surprising to me. It completely flips the relationship between Scenario 2.20
and 2.30 we saw in Figure 2.30A! In fact, it's more extreme! Scenario 2.20 generates
higher total real income than Scenario 2.30 for every retiree (total of 361) except in just
one case (the 7/1/1932 retiree)! That means Scenario 2.20 outperforms Guyton-Klinger
99.7% of the time, with respect to CRW..



The magnitude of the difference is substantial. On average, Scenario 2.20 retirees had
a 23% higher total real income than Scenario 2.30 retirees. Expressing it another way,
Scenario 2.20 retirees enjoyed an average CRW of $251,400, or about $7,200 per year.
The average Scenario 2.30 retiree enjoyed a CRW of about $208,200, or about $5,900
per year. That is not insubstantial! Thus, Guyton-Klinger delivers far less real in-
come for retirees than a conventional COLA scheme. Of course, Guyton-Klinger
offers an increased measure of safety, as it can adjust withdrawals downward
when the portfolio's returns are negative.

Figure 2.30C: WHY THE LARGE DISPARITY IN CRW? That seems like a reasonable
question to ask. The answer lies in the mechanics of the Guyton-Klinger method. Figure
2.30C displays the Guyton-Klinger quarterly income for a single sample retiree
(1/1/1952), in both nominal and real terms. It's typical of such charts for other retirees.
This retiree is exactly average with respect to CRW, so this should be representative of
a wide swath of retirees. Withdrawals are re-computed once every four quarters, but the
real value of withdrawals is re-figured every quarter, which accounts in part for the
strange appearance of the chart.

As you can see, nominal withdrawals generally increase during the entire 35-year time
horizon, although they plateau in the latter years of retirement. Real withdrawals fall al-
most from the get-go. The "Withdrawal Rule" is triggered four times from early to mid-
retirement, resulting in a "freeze" of nominal withdrawals for those particular years.
That's plainly evident in the figure. In addition, the "Capital Preservation Rule" was trig-
gered in each of the last fourteen years of retirement, resulting in a withdrawal freeze
which appears as a "plateau” on the right side of the nominal chart. Thus, in nineteen of

Figure 2.30C QUARTERLY WITHDRAWALS (1/1/1952-1/1/1986) (1/1/1952 RETIREE) (SCENARIO 2.30)
Scenario 2.30: modified Guyton-Klinger decision rules, 35 yrs, tax-adv, 7 asset classes, fixed 65%/30%/5%, 0% legacy
Cumulative nominal withdrawals: $388,400 Cumulative real withdrawals: $252,700 Maximize CRW
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thirty years, decision rules were triggered, resulting in a freeze of withdrawals during
those years. Since inflation was positive during the entire horizon, and inflation is never
"frozen", the real value of quarterly withdrawals drops precipitously, to about 30% of its
value at the beginning of retirement. That's quite a hit to real income!

Now contrast the above chart with Figure 2.30D below, which presents nominal and real
quarterly withdrawals for the same retiree (1/1/1952), but using the COLA withdrawal
scheme, not Guyton-Klinger. What a difference! Nominal withdrawals increase from the
start, and seem to accelerate during retirement. Real withdrawals are represented by a
straight line, as withdrawals are defined as keeping up with inflation, maintaining the in-
flation-adjusted value of withdrawals throughout retirement. The last year's real with-
drawal of $2,074 is almost three times Guyton Klinger's $707.

Figure 2.30D QUARTERLY WITHDRAWALS (1/1/1952-1/1/1986) (1/1/1952 RETIREE) (SCENARIO 2.20)
Scenario 2.20: COLA, 35 yrs, tax-adv, 7 asset classes, fixed 65%/30%/5%, 0% legacy
Cumulative nominal withdrawals: $540,037 Cumulative real withdrawals: $288,337
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WHO SHOULD USE THE GUYTON-KLINGER WITHDRAWAL SCHEME? The Guy-
ton-Klinger withdrawal scheme offers two primary advantages: much higher SAFEMAX
than the COLA scheme, and protection against market downside. If you want high in-
come early in retirement, are concerned about stock market outcomes, and are not con-
cerned with experiencing substantially lower real income later in retirement, this scheme
could be for you.

If however, your primary concern is maintaining a consistent level of real income
throughout retirement, the COLA scheme offers much higher cumulative real income.
Ideally, the best approach might be somewhere between COLA and Guyton-Klinger.
Perhaps someday | will test such a withdrawal scheme.



For a further discussion of the merits and disadvantages of Guyton-Klinger, please read
the following paper:
https://www.kitces.com/?s=guyton&submit=&by-author=&by-category=&from-date=&to-
date=

Tables 2.30D SAFEMAX Finder

This table provides suggested SAFEMAX values for current retirees based on historical
precedent. When analyzing a COLA scheme, | use a two-factor model to generate
SAFEMAX values: sorting first by inflation and then by Shiller CAPE. In this case, the
inflation component added no value to the computations. Thus, | created just one
SAFEMAX Finder Table, valid for all inflationary environments. Caveat: The correlation
(R-squared) between the data and my fitted curve is only about 56%, much lower than
the 80% to 90% correlation | obtain with COLA schemes. Thus, | would take this table
with a grain of salt.

Note that when using this table, one assumes the risk that future conditions may diverge
from historical precedent. One must always be alert to the advent of unprecedented cir-
cumstances. A recent example is the record-high stock market valuations achieved in
the late 1990s, which persist to the present day (as of July 2026). The plan may require
adjustment during retirement.

Within each table, entries are sorted by the Shiller CAPE (Shiller Cyclically Adjusted PE
Ratio) for the S&P 500 index. That is a popular measure of stock market valuation, de-
veloped by Nobel Laureate Robert Shiller at Yale University. Note that | used his origi-
nal CAPE version, not the recently adjusted one. Generally, as shown in the tables, low
CAPE is associated with high SAFEMAX, and vice versa.

To determine your personal SAFEMAX, table, determine the current Shiller CAPE. This
information can be found online, for example, at https://www.multpl.com/shiller-pe. Use
this CAPE in your chart to look up the suggested value of SAFEMAX.

Scenario 2.30 CWR Curve Generator

Remember, a Retirement Withdrawal Plan is not forever. It may require adjustments
during retirement. The Excel spreadsheet titled "Scenario 2.30 CWR Curve Generator"
helps you develop a benchmark curve against which you can measure the actual perfor-
mance of your plan. Complete instructions are included in the "Guide" tab of the spread-
sheet.



Note that, because average historical rates of return and average historical inflation are
used in the construction of the CWR Curve Generator, neither the Prosperity Rule (call-
ing for a 10% in withdrawals), nor the Withdrawal Rule (which can either freeze with-
drawals or increase them with a COLA), are ever triggered. Only the Capital Preserva-
tion Rule is triggered, which either freezes withdrawals or decreases them by 10%, and
that occurs quite frequently (25 times during the 35-year horizon). That means that
CWR increases steadily from beginning to end.

Please consult my book, "A Richer Retirement", for further details.

GOOD LUCK WITH YOUR RETIREMENT WITHDRAWAL PLANNING!



