
HOW TO USE THE TOOLS IN THIS FOLDER  (SCENARIO 2.31) 
(Warren Buffett COLA, 35 years, tax-adv, fixed 65%/20%/15% stcks/bnds/cash,  

 Legacy: 0%) 

 
Values of the Eight Elements in this scenario are as follows: 
 
Withdrawal Scheme: Warren Buffett's suggestion. In a YouTube video titled "Buffet 
on Retirement Spending", Warren Buffett, the genius investor, provides detailed advice 
on investing and spending during retirement. You can access the video at: 
 
https://www.youtube.com/watch?v=mLHHaj7uyDk&list=PLMrL_T_2lDo6Q-TCA-
vWW8hJH8Pc8TIRXh 
 
His first major point- which really doesn't impact this analysis- is for retirees to cover all 
their "essential" (i.e., non-discretionary) expenses with a combination of Social Security, 
pensions, and annuities. Once those are covered, the remainder of your expenses (called 
"discretionary") can come from an investment portfolio with a significant allocation to 
stocks. This portfolio can take on some risk because it doesn't need to fund essential 
expenses. 
 
Mr. Buffett has specific suggestions for this portfolio's makeup. First, he recommends 
placing about three years of expenses, or about 15% of the portfolio, in a cash account. 
This cash account will fund all withdrawals. More importantly, he recommends that during 
stock bear markets, retirees sell no stocks. All withdrawals will be made from the cash 
account. That prevents selling stocks at the wrong time- when their values are depressed. 
Mr. Buffett believes, as I do, that capital preservation is retirees' primary investment ob-
jective. His recommendations are intended to accomplish that. 
 
 In each year, withdrawals are adjusted for inflation. In essence, this is a COLA 
withdrawal scheme with special provisions for the source of withdrawals. To compute the 
first year's withdrawal, multiply the beginning portfolio value by SAFEMAX. For subse-
quent year withdrawals, increase by the prior year's CPI (Consumer Price Index). That is 
similar to the system Social Security uses to compute annual benefits. Note that a Warren 
Buffett COLA portfolio, compared to a normal COLA portfolio, will have identical dollar 
withdrawals each year, assuming that both last the full time horizon. 
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%), 
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International stocks (start 13%), US Treasury Bills (15%), and US 5-year government 
bonds (20%). Asset allocation is fixed. 
Portfolio Rebalancing Frequency: 1 year. The interval between rebalancing the port-
folio 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. 
 
PRELIMINARY CONSIDERATIONS: Mr. Buffett's video doesn't address some important 
specifics. For example, what happens if the cash account has insufficient funds to cover 
the current year's withdrawal? Where will the funds come from? To avoid selling stocks 
during a bear market, I built my spreadsheet model to fund such withdrawals from the 
bond allocation. Together, cash and bonds represent 35% of the portfolio, which should 
be an adequate source of funds except for very large withdrawal percentages (much 
larger than those likely to be considered).  
 
In practice, I use the bond fund for withdrawals only in the very late stages of the time 
horizon, when the portfolio has shrunk dramatically. At the end of the time horizon, I allow 
stocks to be sold, even in a bear market, as the withdrawals must be funded from some-
where. There really is no alternative to selling stocks at that stage. 
 
Another specific: how will stocks be sold when the need arises? Arbitrarily, I specify in my 
program that a portion of each stock fund will be sold on a pro rata basis. Thus, each 
stock fund is exhausted at the same rate, at the same time. 
 
Figure 2.31A: SAFEMAX VS. RETIREMENT DATE. This chart depicts the range of 
SAFEMAX for a selected group of retirees for Scenario 2.31 and Scenario 2.20 since 
1/1/1926. I originally intended to analyze all 361 retirees in my database, but after I com-
puted SAFEMAX for the 1930s and 1940s retirees, I realized that Scenario 2.20 (the 
standard COLA scheme) consistently outperformed Scenario 2.31 (the Warren Buffett 
COLA scheme), albeit by a small margin. Thus, I sampled at least 6 retirees from each of 
the succeeding decades, ending 1/1/2016, to test whether this pattern persisted. 
 
As it turned out, Scenario 2.20 continued to outperform Scenario 2.31 for all the other 
tested retirees. The sole exception was the 1960s, when 15 of 40 retirees saw Scenario 
2.31 outperform, albeit very narrowly. As you may recall, the 1960s were a difficult decade 
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for investors, plagued by poor stock market returns and raging inflation. Thus, it's not 
surprising to observe anomalous behavior during those years. 

 
These 15 retirees constitute the only outperformance by Scenario 2.31 for the 150 retirees 
tested. If we assume that all further retirees in the untested data favored Scenario 2.20, 
then Scenario 2.31 outperforms about 96% of the time.   
 
This chart is pretty weird-looking, partly because of the missing data. Another weird fea-
ture is that Scenario 2.31 and 2.20 are very close for almost every retiree. Sometimes 
they are so close, they overlap. As a result, in many cases, it looks like a single line, but 
a second is hiding behind it. On average, across the 150 tested retirees, Scenario 2.20's 
dollar withdrawals are only about 1.5% higher than Scenario 2.31's. For the fifteen retirees 
for which Scenario 2.31 outperformed, the difference is much less, about one-tenth of 
that spread. 
 
Does the above mean that Warren Buffett's suggested strategy is a failure? Hardly! When 
I examined how I constructed the spreadsheet for Scenario 2.20, I noticed that I specified 
that all income dividends be transferred to the cash account (US Treasury Bills). That 
means the cash account is continually replenished and is unlikely to be exhausted except 
at very high withdrawal rates. Thus, in most cases, there is no need to withdraw from 
stock funds (and the bond fund as well). 
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In other words, I had unwittingly built into my spreadsheet model features that had the 
same effect as Mr. Buffett's prescription. Thus, I consider his recommendation a roaring 
success. It's hard to go wrong when you're consulting a financial genius! 
 
Why, then, do the two scenarios not perform exactly alike? The answer lies in the allo-
cation. Buffett's recommendation includes a 15% allocation to cash and a 20% allocation 
to bonds. Scenario 2.20, on the other hand, devotes 5% to cash and a 30% allocation to 
bonds. Because historically bond returns have been significantly higher than those of 
cash, the portfolios in Scenario 2.20 have a slightly higher return than in Buffett's portfolio. 
That accounts for all the difference between the two scenarios. It also explains why the 
largest discrepancies between the two scenarios occur in the 1970s and 1980s, when 
inflation and interest rates were high, and bonds performed poorly relative to cash. 
 
Note that the cumulative real income for the two scenarios is identical for both retirees 
during the 35-year planning horizon, by definition, as they are both based on COLA 
schemes. Scenario 2.20 portfolios tend to last a little longer than those in Scenario 2.31, 
so they generate slightly more cumulative income over their lifetime.  
 
Scenario 2.31 vs. Scenario 2.20: which is better? 
I recommend Scenario 2.20 over Scenario 2.31 because it consistently outperforms. Re-
member Buffett's dictum: withdraw first from the cash account, then from bonds, if abso-
lutely necessary. Setting up your fund income dividends to be paid to the cash account is 
another important aspect which should not be overlooked. 
 
Scenario 2.31 SAFEMAX Finder tables 
I did not develop a SAFEMAX Finder for Scenario 2.31, for two reasons. First, I believe 
that Scenario 2.20, with the lower cash allocation, is slightly superior, almost across the 
board. Second, I analyzed only about 40% of retirees for both scenarios, so the SAFE-
MAX Finder data is incomplete. 
 
Scenario 2.31 CWR Curve Generator  
For similar reasons to the SAFEMAX Finder tables, I did not create a CWR curve gener-
ator. 
 
GOOD LUCK WITH YOUR RETIREMENT WITHDRAWAL PLANNING! 
 
 


