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RETIREMENT’S HIDDEN RISK_,

SEQUENCE OF RETURNS

In the decumulation phase, particularly early in retirement, investors have a reduced ability to recover from drawdowns
(which is when the value of what you own in your portfolio drops)."

A TALE INVESTOR A - Experiences market declines early in both INVESTOR B - Did not experience market
OF TWO the accumulation (prior to retirement) and decumulation declines until later in both phases. Her
INVESTORS? (retirement) phases. His average return throughout is 4%. average return throughout is also 4%.

SCENARIO 1 + Initial investment: $100,000.

+ Returns shown for Investor A are the actual S&P 500 Index returns from 2000 to 2014.

ACCUMULATION + For Investor B, the order of returns for the S&P 500 Index are simply reversed.
PHASE + Both investors had the same average return for the 15 years (approximately 4%).
* No withdrawals made.

Hypothetical lllustration Investor A’s Returns Investor B’s Returns Investor A’s Market Value Investor B’s Market Value
Yr. 0 $100,000.00 $100,000.00
Yr. 1 -10.14% 11.39% $89,860.00 $111,390.00
Yr. 2 -13.04% 29.30% $78,142.26 $144,361.44
Yr. 3 -23.37% 13.40% $59,880.41 $163,705.87
Yr. 4 26.38% 0.00% $75,676.86 $163,705.87
Yr. 5 8.99% 12.78% $82,480.21 $184,627.48
Yr. 6 3.00% 23.45% $84,954.62 $227,922.63
Yr. 7 13.62% -38.49% $96,525.44 $140,195.21
Yr. 8 3.53% 3.53% $99,932.79 $145,144.10
Yr. 9 -38.49% 13.62% $61,468.66 $164,912.73
Yr. 10 23.45% 3.00% $75,883.06 $169,860.11
Yr. 11 12.78% 8.99% $85,580.91 $185,130.53
Yr. 12 0.00% 26.38% $85,580.91 $233,967.97
Yr. 13 13.40% -23.37% $97,048.75 $179,289.65
Yr. 14 29.60% -13.04% $125,775.19 $155,910.28
Yr. 15 11.39% -10.14% $140,100.98 $140,100.98
Average Return for 15 Years 4.07% 4.07%

Simulated Example - For lllustrative Purposes Only

The use of hypothetical, simulated returns comes with inherent risks and limitations. Simulated returns are not the returns of any particular account or portfolio, they are
produced with the benefit of hindsight through the retroactive application of a model. No representation is being made that any investor will, or is likely, to achieve gains or losses
similar to those illustrated.

"Accumulation - During your prime working years, when you focus on accumulating significant levels of assets to support your retirement. Decumulation - During your retirement
years, when you are no longer adding money to your nest egg, but instead subtracting from those assets to continue living the lifestyle to which you are accustomed.
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Even with these early market drawdowns $250,000 —investor A
impacting Investor A’s returns, with 4% — Investor B
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The use of hypothetical performance data does not represent the results of any actual account

« Initial investment: $100,000.
SCENARIO 2 + A withdrawal of $5,000 per year
DECUMULATION * Returns shown for Investor A are the actual S&P 500 Index returns from 2000 to 2014.
PHASE * ForInvestorB,theorderofreturnsforthe S&P 500 Index are simply reversed.
+ Investor A experienced market declines early in decumulation, while Investor B did not until later.
+ Both investors had almost the same average return for the 15 years.
+ By the end of 15 years, Investor A was left with ~16% original capital, while Investor B had ~74%.
+ Market volatility is highly disruptive for investors requiring cash flow - especially during decumulation.
+ Managing market volatility and downside is highly important during decumulation.

Investor A’s Market Value Investor B’s Market Value

Hypothetical lllustration Investor A’s Returns Investor B’s Returns (withdrawing $5K/YT. ) (withdrawing $5K/YT. )
Yr.0 $100,000.00 $100,000.00
Yr. 1 -10.14% 11.39% $84,860.81 $106,390.00
Yr. 2 -13.04% 29.30% $68,792.68 $132,562.27
Yr. 3 -23.37% 13.40% $47,718.61 $145,325.61
Yr. 4 26.38% 0.00% $55,306.96 $140,325.61
Yr. 5 8.99% 12.78% $55,280.97 $153,259.23
Yr. 6 3.00% 23.45% $51,939.96 $184,198.52
Yr. 7 13.62% -38.49% $54,013.89 $108,300.51
Yr. 8 3.53% 3.53% $50,920.35 $107,123.52
Yr.9 -38.49% 13.62% $26,323.25 $116,713.74
Yr. 10 23.45% 3.00% $27,497.16 $115,215.15
Yr. 11 12.78% 8.99% $26,012.04 $120,572.99
Yr. 12 0.00% 26.38% $21,011.42 $147,380.15
Yr. 13 13.40% -23.37% $18,827.96 $107,937.41
Yr. 14 29.60% -13.04% $19,401.27 $88,862.37
Yr. 15 11.39% -10.14% $16,611.19 $74,851.73
Average Return for 15 Years 4.07% 4.07%
L ]
Simulated Example - For lllustrative Purposes Only That is a large difference, all dependent

on the timing of drawdowns

The use of hypothetical, simulated returns comes with inherent risks and limitations. Simulated returns are not the returns of any particular account or portfolio,
they are produced with the benefit of hindsight through the retroactive application of a model. No representation is being made that any investor will, or is likely, to
achieve gains or losses similar to those illustrated. 2



S
é GUARDIAN CAPITAL

Early market drawdowns during Investor A’s

$180,000
decumulation years, when these investors are
assumed to be in retirement and withdrawing $150,000
a steady income of $5,000 annually from their
investment, have now had a profoundly & $120,000
negative affect. So much so that, even with g $90,000
the same average return of 4% over the 15- a
year period as Investor B, Investor A is left § $60,000
with only ~16% of his original capital. As for n
Investor B, who did not experience that early $30,000
market drawdown on their portfolio returns, $0
she was left with ~74% of her original capital.
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The use of hypothetical performance data does not represent the results of any actual account.

SO WHAT HAPPENED?

SEQUENCE OF RETURNS

Simply put, “Sequence of Returns”, as a concept, states that
during the retirement (decumulation) years when an investor
is withdrawing from their “nest egg”, particularly early on, the
risk of negative impact from market drawdowns is amplified.
Just as we saw Investor A’s retirement income fall severely
behind Investor B’s simply due to a market decline early in
the former’s decumulation years, compounded by the
regular withdrawal, so we each face the same risk by
implementing a poor investment strategy (or no strategy at
all) during our retirement years.

Sequence of returns risk is just this; the threat that market
drawdowns during these decumulation years can severely
hamper an investor’s retirement income in the years they
need that income most, particularly because these
drawdowns are combined with the regular withdrawals
needed to fund their retirement.

PORTFOLIO LONGEVITY

Guardian Capital’s Chief Retirement Architect, Professor
Moshe A. Milevsky believes, “An investment portfolio in
the decumulation phase of an individual’s financial lifecycle
can be thought of as a living and breathing organism; one
with a finite lifespan.” This is why Professor Milevsky has
introduced a concept labelled portfolio longevity, based
on how long a portfolio (or nest egg) can be expected to
last under certain conditions.

We can see in the chart below titled Increase the
Longevity of the Nest Egg the difference in lifespan of a
nest egg that is earning 4% at a withdrawal rate of $5,000,
and one which is earning nothing (which is basically what
the banks are paying in interest rates currently) at that same
withdrawal rate.

Increase the Longevity of the Nest Egg

ASSUMPTIONS: Nest Egg (M) = $100,000
Withdrawal Rate (w) = $5,000, Return (g) = 4%
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Hypothetical Example. For lllustrative Purpose Only.
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HOW CAN WE AIM TO AVOID THIS?

LOWER VOLATILITY, CAPITAL PRESERVATION AND SUSTAINABLE INCOME

Investors moving from the accumulation phase to the decumulation phase now have different investment objectives, and the
strategies they choose to invest during the retirement years in should reflect this.

Sequence of returns risk means that retirees need to look for ways to reduce volatility in an effort to avoid missing retirement
goals. This in turn requires a focus on capital preservation. With traditional assets as expensive as they are, interest rates near
record lows and equities near their highs, traditional balanced funds may not provide the historical returns or capital
preservation that investors have come to expect or require for their income needs.

So what should investors in the decumulation phase be looking for in a strategy?

=)
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Higher Yield Reduced Risk Tax Efficient Income
A means of generating higher yield Strategies that can help protect against Generating returns that are tax-efficient
within an investment portfolio helps to large declines within an investment also plays a part in maximizing cash
produce the sustainable cash flow portfolio (when the assets within it lose flow available for retirement spending,
needed to fund retirement spending. value), can both lower that portfolio’s reducing the required withdrawal rate
volatility and extend its longevity. needed to cover the tax.

It’s your retirement and your hard-earned money. Aim to protect it with strategies tailored for decumulation.

This communication is for educational purposes only and does not constitute investment, legal, accounting, tax advice or a recommendation or solicitation to
buy, sell or hold a security. This information is not intended for distribution into any jurisdiction where such distribution is restricted by law or regulation.
The opinions expressed are as of the published date and are subject to change without notice. The opinions expressed are as of the published date and
are subject to change without notice. Assumptions, opinions and estimates are provided for illustrative purposes only and are subject to significant
limitations. Reliance upon this information is at the sole discretion of the reader. This communication includes information concerning financial markets
that was developed at a particular point in time. This information is subject to change at any time, without notice, and without update. This
communication may also include forward looking statements concerning anticipated results, circumstances, and expectations regarding future events.
Forward-looking statements require assumptions to be made and are, therefore, subject to inherent risks and uncertainties. There is significant risk that
predictions and other forward looking statements will not prove to be accurate. Equity markets are volatile and will increase and decrease in response to
economic, political, regulatory and other developments. The risks and potential rewards are usually greater for small companies and companies located
in emerging markets. Bond markets and fixed-income securities are sensitive to interest rate movements. Inflation, credit and default risks are all
associated with fixed income securities. Diversification may not protect against market risk and loss of principal may result. The use of hypothetical
charts is not meant to represent the performance of any particular investment, and is not intended to predict or project investment results. The charts are
based upon certain assumptions, estimates and/or projections, the anticipated results of which are inherently subject to uncertainties and contingencies.
No representation is being made that any investor will, or is likely, to achieve gains or losses similar to those illustrated. There are frequently material
differences between hypothetical performance results and the actual results achieved by a particular fund’s investment strategy. Past performance may
not be indicative of future performance. Certain information contained in this document has been obtained from external sources which Guardian
believes to be reliable, however we cannot guarantee its accuracy. Index or benchmark performance is shown for comparison purposes.

Guardian Capital LP manages portfolios for defined benefit and defined contribution pension plans, insurance companies, foundations, endowments and
investment funds. Guardian Capital LP is a wholly-owned subsidiary of Guardian Capital Group Limited, a publicly traded firm, the shares of which are
listed on the Toronto Stock Exchange. For further information on Guardian Capital LP and its affiliates, please visit www.guardiancapital.com
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