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Financial Guardrails

At retirement, your whole financial
life essentially collapses down to one
binary question:

Will your money outlive you, or will
you outlive your money?

Many people we meet aren’t sure which retirement outcome they’re going to get —
in part because they didn’t know about this overriding question.

Fundamental to our wider Financial Life Management service, is our proven system
to help ensure you never run out of money in retirement.
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Financial Guardrails

What are ‘financial guardrails’?

When it comes to your retirement, running out of money is never an option. That
said, unless it's your intention, leaving behind a huge store of wealth is also not
‘winning the game’.

As such, you need a strategy that keeps you somewhere in between the two
outcomes, no matter what.

However, there are two major unknowns that make this very tricky.

First, you don’t have any idea how long you'll be retired, which is a nice way of
saying you don’t know how long you'll live (if you did, your retirement plan would be
easy and you could conveniently bounce your last cheque on the same day you die).
However, to be safe, we plan for you to live to 100 — which is increasingly likely given
the advances in healthcare.

Second, no one knows what the markets will do. All anyone knows is that at times,
they’ll go way up, and at other times, they’ll go way down. It’s a little like starting a
journey without knowing the distance to our destination, and with no map on how to
get there.

Since no one knows the length of your retirement or how the markets will respond,
we've devised a system, similar to walking up a winding mountain path, which we
like to call “guardrails.”

How does this work?

With each nest egg of say $1,200,000, we’ll typically start your retirement by
taking $5,000 of income each month (5% pa).

This income will continue, adjusted for inflation, so long as your nest egg stays
between $960,000 and $1,440,000 (+/-20% of the pot).

If we drop below $960,000, either because of bad markets or because you
decide to take a big distribution (say, to buy a $100,000 car), we’ll plan to
temporarily reduce your income to $4,500 until your nest egg recovers.

Conversely, if your portfolio grew to $1,440,000, we'd increase your income to
$5,500 to ensure you're enjoying your wealth, and you don’t leave too much
until the end.

By being willing to tighten our belts during the bad times, we can safely take a
lot more income during the good times, if you wished to.
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Financial Guardrails

Will this work?

When asked the worst time in modern history to retire, most people think of the Great
Depression. As bad as things were then, the worst time to retire in modern history was
actually 1972. Not only did you have the bear market of “73-"74, when the markets fell
50 percent, but it was followed by more than a decade of extreme inflation. Guardrails
worked in this period and every other period we've seen. While there’s certainly no
guarantee it'll work in every future scenario, based on everything we know and can
control, guardrails are our best strategy.

What about the ‘4% Rule’ or assumed rates of return?

The ‘4% Rule’ is a rule of thumb which considers how much you could draw from a
60/40 portfolio, without running out of money. So, if you've $1,000,000, you'd start
drawing $40,000 per year and continue this, adjusted for inflation, indefinitely. With that
strategy, whether the markets do rocket or plummet, you're still taking out the same
amount.

Being able to take a predictable, pay cheque-equivalent stream of income from a
portfolio is appealing. But research shows retirees who are willing to be even a little bit
flexible about their withdrawals, can generally take a higher starting amount—and in
turn higher lifetime withdrawals—than those who are wedded to a fixed, real withdrawal
system.

Using guardrails allows us to take out more when times are good, in exchange for being
willing to tighten our belts when times are bad.



OALES

Contents

0

N

03

04

05

06

07

08

09

Financial Guardrails

What are financial guardrails?
How does this work?

Will this work?

What about the ‘4% Rule’
or assumed rate of return?

30 Year Starting Safe
Withdrawal Rate by Asset
Allocation

The ‘war chest’

What if you want to make
changes to your guardrails?

Why use guardrails?

Why does implementing
guardrails have such an
incredible impact on you?

Other situations where
guardrails work

The #1 key to guardrail
success

Next steps

How does this look
in practice?

Engage with us

® B>

Financial Guardrails

30 Year Starting Safe Withdrawal Rate by Asset Allocation,
90% Success Rate (Rolling 30-Year Periods from 1927-2021)

Starting Safe Withdrawal Rate % Lifetime Withdrawal Rate %

Weighing% | wihdrawais | Cuardrals —  EEERE | Guardrails
100 35 52 35 6.3
90 3.6 5.3 3.6 5.9
80 3.7 55 3.7 5.6
70 3.7 55 3.7 5.3
60 3.8 5.4 3.8 5.0
50 3.8 5.3 3.8 4.8
40 3.8 5.2 3.8 45
30 3.8 5.0 3.8 4.3
20 3.7 4.7 3.7 4.1
10 35 45 35 3.9
0 3.3 4.3 3.3 3.7

Source: Morningstar, State of Retirement Income 2022

One of the reasons most firms and individuals use a fixed withdrawal rate is that it's
very easy to implement. Just do the maths once, set up the monthly distribution, and
you're on autopilot for the rest of your life (or until you run out of money).

On the other hand, for guardrails to work, we need to constantly monitor and adjust
your portfolio, including maintaining a ‘war chest’ of cash and bonds, strategically
rebalancing for income, and adjusting course when you hit a guardrail. That's all part of
the service our team offers you.
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Financial Guardrails

The 'war chest’

Whilst we can't predict when or where the next bad market will hit, we can say
with total confidence that it will hit during your retirement, likely several times.
In fact, Murphy’s law says that the moment you quit your job, the markets will
go down... a lot.

As such, we need to be prepared with a five-year war chest of cash, bonds, and other
safe, stable investments. This way, when (not if) the markets go down, we have five
years to ride it out before needing to sell anything at a loss.

Let’s say you retired in 2007, just before the 2008-2009 financial crisis hit. While you
watched the value of your investments get cut in half, our war chest would've provided
five years of protection. In other words, 2008, 2009, 2010, 2011, and 2012 would've all
been covered. So, even though a five-year buffer didn’t get us totally back to all-time
market highs, it did give us five years of safety through the worst of the decline.

What this looks like behind the scenes is that every year, if the markets are up, we’'ll top
up your war chest.

When markets are down, we’ll use your war chest until the markets are up again.

What if you want to make changes to your guardrails?

If you want a variation — just let us know and we’ll run the numbers and explain the
potential impact.

Why use guardrails?

Based on our experience, guardrails are the most useful, easy-to-explain tool for us to
help keep you on track and fund your ideal future.

Why does implementing guardrails have such an incredible
impact on you?

Guardrails make it virtually impossible to run out of money.

If anything, this strategy is more likely to err on the side of paying you an income you
don’t need, rather than leaving you high and dry.
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Financial Guardrails

Other situations where guardrails work

A market downturn isn’t the only event that can threaten to derail your carefully laid
financial plans. Lots of things could happen in your life that might disrupt your finances,
both expected and unexpected. These include:

« divorce

«illness

« death in the family
* bankruptcy

Whatever happens to blow through a lower guardrail, we have powerful systems in
place to handle 80 percent to 90 percent of the scenarios that come up.

With guardrails, you'll always have a clear explanation of what we’re doing. Whatever
the situation, we’'ll be able to meet it together as a team.

The #1 key to guardrail success
Your behaviour.

For your guardrail strategies to really work and take you through the tighter times, you
must be willing to take a reduced income. And just because you agreed to your strategy
once, doesn’t mean you'll always act consistently with the theoretical agreement you
made several years ago.

That's why, with every progress meeting, we'll reiterate the guardrail plan. We may have
to talk about what you might change in your lifestyle to accommodate that reduction, so
that when you have to move to that reduced income, you know exactly what that looks
like, and exactly what to expect.

You'll also need the discipline to ‘stay the course’ when your emotions are telling you to
take a different path. We'll talk to you a lot about this aspect of your behaviour, which is
typically the hardest part of the equation.

Next steps

It should be clear by now, that guardrails are the best way to keep you on track with
your financial goals during your spending phase of life, regardless of your current
concerns or what's going on in the news.
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This document is issued jointly by AES Group members: (A) AES Middle East Insurance Broker LLC, registered with the Ministry of the Economy, licence 571368, commercial
registration 75162, regulated by the UAE Central Bank, licence no. 189; (B) AES Financial Services Ltd, registered in England no. 6063185, authorised and regulated by the Financial
Conduct Authority (FRN no. 464494); (C) AES Financial Services Ltd, registered in the Dubai Financial Centre (DIFC) as a foreign company, license no.2128, and regulated by
the Dubai Financial Services Authority (DFSA) Reference No F003476. The regulatory framework that applies to our services will vary depending on the jurisdiction and Group
member providing those services. For more information please visit the authorisations page on our website for further information on regulation, redress and accessibility.
This document does not provide specific advice: if you require advice please contact us.

Risks: Investment involves risks. The investment return and principal value of an investment may fluctuate so that an investment, when redeemed, may be worth more or less
than the capital invested. Past performance is not a guarantee of future results. There is no guarantee strategies will be successful.

AES Middle East Insurance Broker LLC © All rights reserved.
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