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24 THE 345 RULE: BUILD A CONFIDENCE INTERVAL 
IN OUTLIVING YOUR RETIREMENT FUND

The 345 Rule

The 4 percent withdrawal rule states that if you never spend more than 4 percent of the investment 
asset balance or your retirement asset balance every year then you increase the art of living your 
retirement life with a lower risk of running out of money. This is just a guideline and not exactly a role 
although it says a 4 percent golden rule. In the 4 percent withdrawal rule, first thing is to show you the 
difference of how this makes. Now before going through this excel sheet, this is the exact computation 
we have by following the inflation rule where it will increase our retirement asset balance by 3.2 
percent. So this is what we have demonstrated that increases things exponentially. And the thing is 
if you add in one more column over here you can see exactly how many percents of the retirement 
expenses over your opening investment asset balance. If you retire at age 55 and age of 65, 10 years 
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after your retirement according to what we have already is about thirty-nine thousand a month which 
you divide by 12 because it is annual. So at the age of 65 because of increases in inflation that are 
already like 4.3 percent of your retirement asset balance and as the years go by to the age of hundred, 
at the late years of your retirement you’ll be withdrawing so much money as up to 5 percent of your 
retirement asset balance. If you compare you have the same opening balance. But the difference is 
now instead of increasing this amount with inflation. You adjust the expenses without following the 
3.2 percent inflation. If you haven’t realized that already that may mean you are gradually reducing 
your lifestyle. And manifest that every time it is. Your entire retirement asset affects just by your one 
financial decision and the ultimate decision-maker is you whether which rule you want to follow.

There is no formula to say that my expenses will increase in tandem with inflation compared to the 
previous year. So now I get the values over here is that I randomly check in those values many of the 
time, it is just a simulation case. In this excel sheet, I put in all the expenses figures so that at any 
given year my retirement expenses are no more than 4 percent of the remaining asset balance of the 
opening investment asset balance. If you see this column K over here and see this goes from it ranges 
from 3.9 percent to about slightly more than 4 percent. So now see what happens when you live up to 
100 years you still have a balance of about 1.7 million. This all is investment returns and everything is 
assumed constant. Last time increase the expenses as per the inflation rate which has been constant 
for the next 30-40 years at 3.2 percent. At the age of a hundred, your investment closing balance is 
dwindling. Look at this closing balance column. It looks much better. At the age of seventy, it never 
drops even below 1 million.
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See the highlights over here, before you’re 65 years old from the age of 55 until let’s say 65 for the 
first 10 years of your retirement which are critical, in this 4 percent safe withdrawal rule will apply 
and that’s about like a maximum of about 35 thousand per year. Compare this to what happened 
there like 64 - 65 years old if you were to increase your retirement expenses as per the inflation rate. 
At 64 years of age, you withdraw like 38,000 a year. So about thirty-eight thousand a year compared 
to about 35,000 a year. So in a year in terms of per annum that is just a difference of about slightly 
more than 3000.  When it is an annual difference of about 3000, divide it by 12 that is only about like 
250 a month. So just by using 200 less a month for the first 10 years of your retirement makes quite a 
lot different although in the early years you would compare apples to apples, it is not that much but 
you have to use this retirement expenses increase with the inflation rate. At the age of 70, retirement 
balloons up and that is up to like 4.8 percent of your retirement asset balance at 46000. Compare that 
to the second 4 percent safe withdrawal method. At the age of 70, you are just withdrawing probably 
around 39000 or what about even if it is 40000, still above 4 percent. So at the age of 70, if you 
withdraw 40,000 compare to this you withdraw forty-six thousand, that’s a six thousand difference a 
year. And that transacts about 500 more a month makes a whole lot of difference. There is a myth that 
the retiree needs to spend more in the later years of their retirement. 

At 70 years you may have much less energy. It’s realistic and not surprising. I mean if you spent less 
than the early years of retirement instead of spending more. That is why if you were to ask me this 4 
percent safe withdrawal rule makes sense. You do spend more even if you were to use this 4 percent 
rule, compare to 65 or 70 years you spend more but not significantly more. At age of 70 years, 46000 
a year of spending is equivalent to about 3.8 thousand a year of spending. And if you see about 40000 
years of spending per month it’s about 3.5 thousand years of spending and they have a difference of 
about 500. So I don’t think at the age of 70 you are equally healthy or spending less than five hundred 
a month is something a person can live with. So this the difference between the methods used and 
the other point is that one can go to 3 and 5 percent golden rule. How about a 3 percent golden rule 
is the fact that let’s say at the age of 60 years old assuming that you lose an amount of money in a 
bad investment in a stock market crash, invest it in a bad stock and go bankrupt. Assuming that in 
retirement asset you lose like 200000, i.e., (200000) over here and how does this compute.
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So if you were to blindly increase expenses using this 4 percent rule, your retirement asset balance will 
change and you would have a deficit over here already (closing balance is in red cells over here). And 
the fact is if you suffer some monetary loss like this you could reduce your expenses probably for a few 
years just to recover what you have already lost so that you can still increase your odds of not running 
out of money. To continue with this 4 percent rule because you lose the amount of your retirement 
nest egg. So you’re opening retirement balance shrinks, so many retirees think how much it reduces. 
So my retirement landscape is still intact. So here is how you reduce. If you lose it to 2-3 percent, it’s 
fine but you’ll go aggressive if it will be more than 3 percent of investment assets. We’re going to do 
some trial and error over here, let’s say in the following year after you lose that amount of money, for 
say the twenty-five thousand a year, it is equal to about 2000 a month. If you want to go aggressive 
by using the 4 percent rule what if, it will go even more aggressive. So we stick to about like using a 3 
percent rule. So if you were to resume just these few short years, you reduce spending. Even I want 
to reduce my retirement expense, my lifestyle at age of 67 before I lose this amount of money. But it 
just goes up to about 5 percent of retirement fund. It would still be sufficient to last you until the age 
of 100 years or about three hundred thousand. The 3 - 4 percent rule can reduce it when you suffer 
monetary losses. Similarly when you want to use the 5 percent rule and have an investment in the 
stock market maybe you gain 200000. Now with this probably here you could increase your spending 
by five percent. After gain, you get to increase you’re spending over here and you probably allocate 



Copyright© 2019 All rights reserved. This book or any portion thereof shall not be reproduced or used in any manner 
whatsoever without the express written permission of the AAFM INDIATM

C
H

A
PT

ER
 - 

1

188

LEVEL – ADVANCED: AGE 50 AND ABOVE UNIT - III
CHAPTER - 24

the additional spending that is allowable here enables you to do some major traveling or other things. 
Increasing your spending based on this 5 percent safe withdrawal rule while still having peace of mind 
knowing that if you were to live until the age of 100, you still have about 2.9 million left as a legacy 
for your children. So that is the certainty and the sense of empowerment, the knowledge that it’s so 
valuable once you know how to make use of the retirement system and knowing some of these rules 
and some of these guidelines that you can use to apply in post-retirement management.


