
 
 
 

FPA – WI Case Study 2/12/2020:  Retirement Income, When There is Not Enough 

This session is designed to help us evaluate imperfect options when advising clients on their retirement income 

choices – when they are prone to spending too much and run the risk of running out of money. How do we help 

those that have not done such a good job planning and saving – either by their choice or by circumstances out of 

their control.  

Case Objective and Overview  

The primary intent of this case is to explore the advisor’s role when working with clients who are spending at an 

unsustainable rate. What, if anything, can be communicated to clients to help them understand they have a real 

risk of running out – should they live long (and need care later in life).  

The case intent is not to attempt to solve the client’s problems for them. They are chronic spenders and have been 

lulled into a false sense of security given the long bull market. Nor is it an attempt to come up with the best asset 

allocation that will somehow solve their spending problem.  

The case explores the relationship between the advisor and client, specifically how does an advisor help without 

“owning” their problem. If an advisor does not have a system in place to advise and educate, without carrying the 

client’s burden, the advisor will eventually burn out.  

It’s easy to plan when plenty of assets are present. This case evaluates when there is not enough. The case 

timeframe is five years 1/1/2015 – 12/31/2019  

 Case Details   

 Mr. Smith, age 75: normal health with no known major health issues.  He’s the spender and seems to have 

a carefree attitude towards money. He purchases on emotion and frivolously.    He has an IRA and they 

have a joint brokerage account.  

 Mrs. Smith age 74: good health, longevity in her family and no known health issues. She’s worried Mr. 

Smith will spend the money, die, and leave her destitute. She has approached her advisor and asked if 

there is a way to “protect” some of the money from him – without him knowing. She has an IRA, Roth and 

is the joint owner on the brokerage account.  

 They both receive Social Security and use it all each month. Mrs. has Social Security of $600/month and Mr. 

has Social Security of $2100/month. Neither receives a pension. 

 Monthly non-discretionary living expenses (groceries, cell phone, home, etc.) range between $3000-$3,500 

per month They do not have a first or second mortgage.  Mrs. attempts to pay off the credit cards each 

month except when an extraordinary bill hits – such as a dental bill.  Larger discretionary expenditures 

(typically related to Mr. impulse spending) are reimbursed by systematic and additional lump sum 

withdrawals from their investments.  

 Neither Mr. nor Mrs. has long-term care insurance. When presented to them they denied coverage stating, 

“the government will take care of us”.  They also do not have any life insurance. 

 Neither owns an annuity. Annuities were presented, for a portion of their money, in the event all other 

accounts were depleted. They both declined.  

 They have beneficiaries named on all their accounts – the three adult children which are self-sufficient.  

 Mrs. Smith is afraid to confront Mr. with his spending habits. Consequently she tries to stash money away 

in a a checking account which she keeps to herself, but the balance rarely exceeds $5k, and a savings 



 
 
 

account with approximately the same balance. That’s all the money keep at the bank. Their joint brokerage 

account usually has a cash balance between $5k - $10k. Sometimes the balance is higher if they will need 

cash for property taxes and Christmas giving. When their requests exceed the available cash securities are 

sold. 

 Both have been warned numerous times about their spending habits and, at these withdrawal rates they 

risk outliving their assets.  

Financial Details  

Value of Accounts 
1/1/2015 

Cumulative 
Withdrawals for 5 
years  

Value of Accounts 
12/31/2019 

Annualized Return Notes  

$430,294 $181,866 $392,080 6.4% There have been no 
additions to any 
accounts during the 
five-year period 

They have 
systematic 
withdrawal plans 
(SWP) set up 
totaling 
$20,532/year from 
all accounts  

They have taken 
lump sum 
withdrawals, in 
addition to their 
monthly SWPS, 
averaging $15,841 
per year 

Total average 
annual withdrawals: 
SWP + lump sums 
=$36,373   

 Their total 
withdrawal 
represents 9.3% of 
portfolio value as of 
12/31/2019  

     

 All accounts have maintained a 70% equity / 25% fixed / 5% cash position for the last five years.   

 They don’t have enough of a nest egg to support a dividend income only strategy. Each time they take out a 

lump sum shares are liquidated.  

 They both spend exceeding their RMDs each year.  

 It’s difficult to anticipate how long their money will last given they are dependent upon a bull market.    

Group discussion questions. Assume their spending behavior stays the same in 2020.  

1. Given this scenario – how important is asset allocation? Can we outgrow their spending?  

2. How might you handle a 10% market correction given their withdrawals history?  

3. Are there any other strategies you might employ to prolong their account values? 

4. What advice do you give Mrs. when she wants to hide money from Mr., so he does not spend her into 

poverty?   

5. After documented warnings, assuming their spending continues at the same rate in 2020, what might 

you do differently or say differently?  

6. Would you keep them as a client and let them “spend themselves out” or suggest they seek another 

advisor.  

7. How might you protect yourself against children coming back later claiming, “You let Mom & Dad run 

out of money”?   

8. Some prominent industry consultants would suggest terminating the relationship suggesting it’s just a 

spend down account. Do you agree? Why or why not?      


