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Methodology

The following information reviews the limitations and assumptions used when performing the analysis 
of your plan. The methodology described in this document is being delivered as part of a pilot experi-
ence, which is subject to change or amendment, and any aspect of the experience may be temporarily 
or permanently disabled at any time. This pilot is a limited usability test, and you should not rely on the 
simulations, modeling tools, and resources made available during this experience to make any invest-
ment, withdrawal, or tax decisions.

Updated October 2019

1. Overview
[Product name] is a developing advisory service that can help retirees make tax-smart withdrawals from 
their taxable and retirement accounts. It is currently limited to a test experience made available to 
certain Fidelity clients who agree to participate. [Product name] (the “Tool”) will create a hypothetical 
plan for clients using their account information, income, expenses, risk tolerance, and other person-
al information—and employs a simulation-based approach that seeks to optimize withdrawals and 
maximize the length of a pilot participant’s plan. The methodology described below is used to create 
hypothetical simulations of future account activity, allowing this Tool to project a withdrawal strategy 
for people in retirement.

Limitations 
This Tool does not make predictions of future market conditions, or predict or project the performance 
of actual investments or actual holdings in your selected accounts. Instead, it uses historical returns 
(based on indexes, not actual holdings in your accounts) to estimate potential income in retirement. 
Past performance is no guarantee of future results. Also, it is not possible to invest directly in an  
index. Performance returns for actual investments will generally be reduced by fees and expenses 
not reflected in the hypothetical illustrations. 

Fidelity may leverage certain personal or financial information which you and/or your workplace  
savings plan sponsor or a third party, such as another financial institution, have previously provided  
to Fidelity or its affiliates. You should verify the continued accuracy of any such information. 

Keep in mind that any illustrations are current as of the date provided, based in part on data obtained 
from multiple sources, including third-party sources. Any results provided are based on certain quotes 
and other pricing data obtained from Fidelity and third parties on a periodic basis. Results are also 
based on the value of your accounts and other income sources. Because these values change over 
time, your results are subject to change. If you model changes to your plan but do not implement 
those changes soon after leaving, you should rerun your plan before putting any previously modeled 

Important: The projections or other information generated by the Tool regarding the likelihood of various investment 
outcomes are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. 
Results may vary with each use and over time. 
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changes into action. It is important to remember that the asset and income amounts calculated are 
approximates, as is much of the information you enter. Much of this information is based on what  
you know today, but also reflects assumptions regarding how the situation may change in the future. 
These assumptions cover future market returns, inflation, income, asset growth, tax assumptions,  
and certain assumptions about your personal situation. The impact of taxation on your situation may 
be overstated or understated as a result of assumptions. For example, this Tool treats non-Roth  
after-tax contributions as subject to ordinary income tax upon withdrawal, thereby overstating taxes 
and understating available income. Additional details are available below. 

Who should not use this 
This Tool takes into account certain tax rules that are primarily based on the assumption that a person  
or couple has a US tax liability only and files single or married filing jointly. Other tax statuses are 
currently not supported by this Tool. It also assumes that information about any spousal relationship 
will continue throughout the end of the plan. The following circumstances are some, but not all, of the 
reasons you may want to consult your tax advisor or a Fidelity representative before using this Tool. 
The outputs may not be applicable if you:

• Are not a US citizen
• Have a foreign tax liability
• Are subject to alternative minimum tax (AMT)
• Have large itemized deductions
• Are still working and making significant contributions to your accounts
• Are in court/legal proceedings (divorce, probate, etc.) where final asset amounts are in question
• Have a complex tax situation

2. Client profile information
The Tool leverages client profile data for display purposes and for inputs into calculations and analysis. 
The data may originate from recordkeeping systems and/or be manually entered by the client. All data 
inputs should be validated for accuracy and completeness. 

Expenses  
Your expenses play an important role in the analysis of the amount of money you may need to with-
draw from your accounts to meet your expenses throughout your plan’s time horizon. Unless you 
change it, the amount you enter remains constant throughout your plan, changing only for cost-of- 
living adjustments. To calculate withdrawals in the first year of your plan, your annual expense amount 
is prorated by the number of months left in the year.

Income sources  
Income sources, including Social Security retirement benefits, are used to analyze your ability to  
meet your expenses. The amounts must be entered manually, and all inputs should be validated.  
Fidelity is not able to verify the accuracy, timeliness, or completeness of the data reflected for any  
manually added income sources.

The Tool assumes that all such income, other than Social Security, is subject to ordinary income tax 
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rates in the year it is earned. The after-tax income is assumed to be used to cover your expenses.  
If your income in any given year is larger than your expenses, this Tool does not assume that you save 
the surplus. To calculate withdrawals in the first year of your plan, your annual income is prorated by 
the number of months left in the year. Additionally, if you live in a state that taxes Social Security, this 
tool does not calculate or incorporate the effects of state and local taxes, and so these results may not 
be accurate. 

It is important to note that when you add a pension or income annuity to your plan, this Tool makes 
certain assumptions that may not be accurate for your specific contract. This may have a significant 
impact on the analysis conducted and the results displayed about your retirement plan. For example: 

• It is assumed that your pensions and annuities pay entirely on a fixed basis (as opposed to variable)
• A cost of living adjustment (“COLA”) is factored into your pension and annuity income. To the 

extent that your pension or annuity does not have a COLA, the amount of income you may receive 
may be overstated

• Incomes are assumed to be joint life and are assumed to continue for the entirety of the plan
• For all income annuities, this Tool does not factor in any guarantee periods or other death benefits; 

instead, it assumes no income or assets are payable to your beneficiaries at the end of your plan. 
To the extent that your annuity has a guarantee period or other death benefit, this may result in an 
underestimation of the amount of assets left at the end of your plan

For details on the features and terms of your annuity, please refer to your annuity contract.

For purposes of estimating the effect of federal income taxes, this Tool assumes all pensions and  
annuities are fully taxable upon distribution.

Accounts

Authorized accounts  
Fidelity accounts that have been authorized to be associated with your Social Security number will  
also appear in this Tool. An authorized account is an account for which you have been provided inquiry  
(or higher) authorization by the account owner. The person who has provided authorization to you is  
either an individual (not a corporation, trust, or other entity) or an owner, trustee, custodian, fiduciary,  
or a joint or beneficial owner of a Fidelity mutual fund or brokerage account otherwise accessible 
through Fidelity. Note: It may not be appropriate to include an authorized account in your retirement 
income plan if you have no ownership interest in that account. 

Full View® accounts  
A Full View account (if this service is available to you) is an online account held at another institution 
from which you have authorized Fidelity to import your account data electronically. The Full View  
service is provided by Fidelity for your convenience. Fidelity controls which account types offered by 
the Full View service will be used with this Tool. The supported types may change over time. Fidelity is 
not responsible for the validity, legality, copyright compliance, or appropriateness of content gathered 
by the Full View service. Fidelity does not prepare, edit, endorse, or warrant, and makes no represen-
tations concerning the accuracy, timeliness, or completeness of information and data collected from 
third-party sources. Fidelity does not audit, confirm, or verify the information you provide or the  
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information that you permit to be obtained through Full View. You are responsible for checking and 
updating this information. Balances of accounts aggregated using Full View represent the most  
recent update and may not be timely or accurate if an update was not successfully completed or  
the information obtained during the refresh from the institution is otherwise not accurate or current. 
The “refresh” date may not be the same as the “as of” date, which is available directly through the 
financial institutions. 

Manually entered/other accounts  
The Tool allows you to manually add an account or income source to your plan, and assign a balance 
or market value (as appropriate) to the account or income source. Note that manually added account 
balances do not automatically update. You should review these balances with each use to ensure that 
the most up-to-date values and information are used in your analysis. 

Updating account data  
Market values, account balances, and account positions for employer-sponsored workplace savings 
plans [e.g., 401(k), 403(b), and 457(b) plans] and personal investing accounts you hold at Fidelity will 
be automatically updated every time you make changes to your hypothetical proposal. Non-Fidelity 
accounts that are aggregated using Full View (if you have this service available to you) will also be  
automatically updated in accordance with the terms of that service. You are responsible for updating 
the data for any other accounts or income sources. 

Excluded accounts 
The Tool excludes certain account types that cannot be modeled appropriately at this time. For exam-
ple, inherited IRAs and Health Savings Accounts are not currently supported. We will aim to add new 
account functionality over time.

Unsettled transactions, margin balances, and short positions  
NOTICE: Unsettled transactions, margin balances, and short positions can affect the account balances, 
holdings data, and analytical information presented. Please consult your account statements and any 
statements from other financial institutions for the respective accounts included in your plan.

Unsettled or pending transactions in any of your selected accounts, margin balances, and short  
positions at the time of your interaction with this Tool may materially impact the value of that account 
included in your analysis. For an unsettled equity purchase, the value may be materially overstated 
(and the investment risk understated due to cash remaining in the account), and for an unsettled  
equity sale, the value may be materially understated (and the investment risk overstated). Depending 
on the size and scope of such balances or transactions, you may want to exclude the affected  
account(s) from your analysis or, if included, consider the impact of the Tool’s results. 

3. Asset allocation
For the purposes of historical performance analysis, and as a starting point for modeling, the Tool  
proposes and allows you to choose a target asset mix (TAM). A target asset mix is one of several  
different asset allocations of stocks (domestic and foreign), bonds, and short-term investments  
(cash and its equivalents). These target asset mixes are created based on historical risk and return  
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characteristics for stock, bond, and short-term investment asset classes. At Fidelity, they represent  
a total of nine significantly different allocations that are intended for different investor profiles with 
different investment objectives, risk tolerances, and time horizons. 

Only seven different target asset mixes are available in the Tool: 

Target asset mix Domestic stock Foreign stock Bonds Short-term

Conservative 14% 6% 50% 30%

Moderate with income 21% 9% 50% 20%

Moderate 28% 12% 45% 15%

Balanced 35% 15% 40% 10%

Growth with income 42% 18% 35% 5%

Growth 49% 21% 25% 5%

Aggressive growth 60% 25% 15% 0%

4. Tax calculations & assumptions
This Tool estimates federal taxes on, among other things, investment earnings, distributions from 
tax-exempt and tax-deferred retirement plans, Social Security, and any earned income or salary.  
State and local tax are not currently calculated resulting in overestimated plan length for users with 
high state and local tax. Deductions are assumed to be the standard deduction throughout retirement. 
To the extent you have large deductions in excess of the standard deduction or you are subject to 
AMT, this Tool may significantly over- or underestimate your taxes.

The Tool does not calculate actual tax liabilities or benefits and, therefore, should not be used for 
tax-planning or tax-reporting purposes. Rather, the tax calculations for any particular year are estimates 
based on information provided by you, assumptions made by this Tool, and federal tax data. Any tax 
estimates and tax information provided are not, and should not be construed as, legal or tax advice. 
While reasonable efforts are made to use and maintain the most current rates, income tax brackets, 
and other tax rules for estimating taxes, there may be a delay between when new actual tax rates, 
brackets, and other rules become effective and when this Tool is updated to reflect them. For tax  
reporting, you should rely on the official tax forms mailed to you each year and your tax advisor’s  
calculations for tax-reporting purposes. Consult your tax advisor regarding questions specific to your 
tax situation. 

Investment return and account type assumptions  
The Tool models the chosen asset allocation in each account and makes certain assumptions about the 
impact of those investments on taxes.  
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For taxable accounts:

• All dividends are assumed qualified and all capital gains are assumed long term
• Fixed income securities are assumed to only generate interest income and no capital gains
• A portion of capital gains are assumed to be realized in the current year and a portion are assumed 

to be deferred

The Tool models distributions from accounts and considers the potential tax impact of those distribu-
tions. For taxable withdrawals, it is assumed that the withdrawals are taken proportionally from basis 
and gains.

For retirement accounts, if the owner is less than the age of 59½ in the current year, those accounts will 
not be eligible for withdrawal, so as to not cause an early withdrawal penalty. For certain plans this may 
cause a failure of the plan if there are no longer taxable assets remaining prior to the age of eligibility. 
In certain cases, this assumption will not be accurate because the plan allows distributions prior to age 
59½ or because the client has elected Substantially Equal Periodic Payment distributions. In addition,  
it is assumed that traditional retirement accounts have no basis or after-tax contributions. To the extent 
a client has a significant after-tax basis in traditional accounts, this Tool may significantly overestimate  
the tax impact of withdrawals.  

Required minimum distributions (RMDs) 
This Tool assumes that after age 70½, you and your spouse will be required to withdraw the IRS  
required minimum distribution (RMD) annually from your traditional IRA, rollover IRA, SEP-IRA,  
SIMPLE IRA, and employer-sponsored savings plan accounts [e.g., 401(k), 401(a), 403(b), and 457(b) 
plans], even though some plans may allow you to defer such RMDs until a later date. 

If your RMD amounts exceed your expenses, the assumption is that these savings are redeposited  
into a taxable account and are available to meet retirement goal expenses. For Roth 401(k), 403(b),  
and 457(b) sources, this Tool assumes those monies are rolled over to a Roth IRA and therefore are  
not subject to the RMD rules.

The Tool estimates RMDs using the account owner’s date of birth, assuming that their spouse is the 
primary and sole beneficiary of any traditional retirement accounts.

It is assumed that you and your spouse have not made any year-to-date withdrawals from your  
accounts prior to creating your plan. As a result, it is assumed that your full RMDs need to be  
withdrawn from their respective tax-deferred accounts by the end of the year.

This Tool does not consider any pre-1987 balances in 403(b) plans for the purposes of delayed RMDs.

This Tool also does not consider the possibility of electing Net Unrealized Appreciation (NUA) tax  
treatment on company stock distributed from a workplace savings plan.
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Federal income tax calculations 
Estimated federal income taxes are automatically calculated for you based on the information you  
provide and hypothetical account activity in each simulation. An estimate of taxable income is  
calculated for a given year and is then taxed based on federal income tax rates and certain other  
items projected to then be in effect at that time. This Tool assumes that the tax rates, tax credits,  
and other limits will be in effect to the end of your plan. If this assumption is incorrect, it may result  
in under- or overstated estimated tax liabilities and, therefore, overstated after-tax income available  
for future expenses. 

Fidelity will update this Tool following any updates to rates and/or other code changes; although,  
certain updates may not be possible because of technical limitations.

Other tax assumptions 
For tax purposes, this Tool uses the following other assumptions: 

• Tax brackets and standard deduction amounts are indexed each year for inflation 
• You take the standard deduction each year. This may overstate your taxes if you have itemized 

deductions above the standard deduction
• 10% is withheld for tax remittance for incomes including wages, pensions, and rental income
• Potential applicability of alternative minimum tax (AMT) rules is not reflected
• Potential applicability of the 3.8% Medicare surtax on net investment income is not reflected
• Potential applicability of transfer (estate, gift, and generation-skipping transfer) tax rules is not 

reflected
• Assets at end of plan have not been reduced by applicable federal and/or state transfer or 

inheritance taxes that may be due at death or upon transfer
• Assets at end of plan have not been reduced by applicable income taxes that may be due at a  

later date

The above is not an exhaustive list of Tool assumptions, as the Tool may use other assumptions not 
currently listed here. We will make reasonable efforts to update this list should other assumptions  
be incorporated.  

5. Calculations and results
Asset liability modeling engine 
The Tool provides a numerical and graphical display of the results generated from the asset liability 
modeling engine. You have the ability to change inputs and certain assumptions and have the engine 
recalculate your retirement plan.

The Tool uses a simulation-based approach to estimate potential growth of your account balances 
through retirement and then converts those balances into potential withdrawal amounts, relying on 
certain market performance assumptions. The analysis is based on historical market data to estimate 
a range of potential outcomes for various hypothetical retirement income portfolios under different 
market conditions. Monte Carlo simulations are mathematical methods used to estimate the likelihood 
of a particular outcome based on market performance historical analysis. The Tool uses information 
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derived from the Monte Carlo approach, in which markets are assumed to change. While over very 
long periods of time, markets have averages, it is often the case that the market performs both above 
and below these averages. The Monte Carlo simulations are designed to reflect this historical market 
volatility. 

Historical performance analysis  
The historical performance analysis is performed in several steps:

First, asset class percentages of an asset mix similar to the current asset mix of your selected account 
or of another target asset mix that you select for modeling purposes, as appropriate, are identified. 
Then, using the expected returns for each asset class (i.e., stocks, bonds, and short-term investments) 
and their historical correlations and volatilities derived from running a minimum of 250 hypothetical 
financial market return scenarios or simulations, the Tool estimates the performance of that asset mix 
to create a range of potential returns. The expected returns for the asset classes are based on historical 
returns. Finally, the Tool selects an average return from the analysis based on how that asset mix may 
have performed in a certain percentage of the simulated market scenarios over a twenty-year period. 
These percentages are called “confidence levels.” For example, the default confidence level is 90%, 
which we consider “very conservative” market performance. This means that in 90% of the historical 
market scenarios run, a target asset mix similar to the current asset mix of your selected account or of 
another target asset mix that you select for modeling purposes, as appropriate, performed at least as 
well as the results shown. Conversely, in only 10% of the historical market scenarios run, a target asset 
mix similar to the current asset mix of your selected account or of another target asset mix that you 
select, as appropriate, failed to reach the results shown. Fidelity uses this 90% figure so as to err on the 
side of a more conservative estimation of future market performance. Some of your results will also  
be available for viewing at the 50% confidence level. The average return generated from this historical 
performance analysis is used as a static, deterministic figure when modeling withdrawal strategies.

Market conditions Performance  
assumptions fail

Performance 
assumptions meet 
or exceed

Confidence level

If markets perform 
significantly lower 
than historical  
averages

10 out of 100 times 90 out of 100 times 90%  
(Significantly below  
average)

If market averages 
continue

50 out of 100 times 50 out of 100 times 50%  
(Average)

Each target asset mix’s1 performance figures are based on the weighted average of annual return fig-
ures for certain benchmarks for each asset class represented in the target asset mix. Historical returns 
and volatility of the stock, bond, and short-term (cash or cash equivalents) asset classes are based on 
the historical performance data from 1926 through the most recent year-end data available from  
Morningstar.* Stocks (domestic and foreign), bonds, and short-term assets are represented by the  
S&P 500®,** U.S. intermediate-term government bonds, and 30-day U.S. Treasury bills, respectively. 
Foreign equities are represented by MSCI EAFE Index (MSCI EAFE)2 for the period from 1970 to the 
last calendar year. Foreign equities prior to 1970 are represented by the S&P 500® Index.
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* Morningstar, Inc., is an independent provider of financial information. Morningstar does not endorse any broker-dealer,  
financial planner, insurance company, or mutual fund company. 

** The S&P 500® Index, an unmanaged market capitalization-weighted index of common stocks, is a registered service mark  
of Standard & Poor’s Financial Services LLC. 

1 Refer to the “Asset Allocation” section for information regarding TAMs. 

2 The MSCI EAFE Index is a stock market index that is designed to measure the equity market performance of developed  

markets outside of the U.S. and Canada. It is maintained by MSCI Barra. 

Average annual returns are hypothetical, and, if achieved annually, would produce the same  
cumulative total return as if performance had been constant over the entire period. Average annual 
total returns simply smooth out variation in performance; they are not the same as actual year-by-year  
results.

There is historical risk associated with market declines. Volatility of the stock (domestic and foreign), 
bond, and short-term asset classes is based on the historical annual data from 1926 through the most 
recent year-end data available from Morningstar, Inc.

Although past performance does not guarantee future results, it may be useful in comparing alternate 
investment strategies over the long term. Performance returns for actual investments will generally  
be reduced by fees and expenses not reflected in these hypothetical illustrations. Indexes are unman-
aged, and it is not possible to invest directly in an index.

Limitations of historical performance analysis  
Historical performance analysis figures do not represent the actual or hypothetical performance of  
your actual holdings. They are based on the mix of asset classes which may be similar to those  
currently in your accounts. This assumes broad diversification within each asset class as represented  
by certain indexes. It makes no attempt to model one’s actual holdings. 

Monte Carlo simulations  
Monte Carlo simulations are mathematical methods used to estimate the likelihood of a particular out-
come based on market performance historical analysis. The Monte Carlo approach has been around 
since the early 1900s and is used across many fields, such as physics, chemistry, and biotechnology to 
solve complex science problems, particularly those that fall into a nonlinear category. Historical per-
formance simulations are conducted to determine the probability that a portfolio may experience a 
certain minimum level of performance given market volatility.

Monte Carlo simulations are analogous to rolling several pairs of dice. Each Monte Carlo simulation 
reproduces a random set of results by generating a random return for the scenario. When analyzed 
together, these results suggest a probability of occurrence. For example, if you repeatedly roll four 
dice at the same time, the probability of all sixes coming up in the same roll is very low; however, other 
results may be more probabilistic, such as one six occurring in any given roll. For the purposes of our 
Monte Carlo simulations, we randomly generate a series of hundreds of returns for a given scenario. 
Together, these scenarios provide a probability that a certain amount (or greater) of assets/income 
occurs at that level. 
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Assumptions in Monte Carlo  
Random variables, representing asset class returns, are drawn from a specific statistical distribution. 
The time increment used in the Monte Carlo simulations is one year. Annual randomly generated  
returns are required to simulate the mean, standard deviation, distribution, and correlated behavior  
of the observed historical asset class. 

Annual returns assume the reinvestment of interest income and dividends, no transaction costs,  
and no management or servicing fees. The calculation does not include annual returns of individual 
securities you hold; instead, the analysis is performed on asset classes, not individual securities.  
All investments within an asset class are treated the same for historical performance purposes subject 
to the limitations described above. It is not possible to invest directly in an index. All indexes include 
reinvestment of dividends and interest income. 

Asset allocation of certain proceeds and/or income assumed risk and return  
A Monte Carlo simulation of capital market returns takes into account expected returns from each 
asset class (i.e., stocks, bonds, and short-term investments), their volatility, correlations between them, 
and other factors, all based on historical statistics. Random rates of return are generated by sampling 
values from a probability distribution such as a bell curve (i.e., “lognormal” distribution). Returns from 
stock asset classes (such as Canadian, U.S., or international equities) are historically higher than returns 
from lower-risk (such as fixed income) or risk-free investments (such as cash). But higher stock returns 
also have greater risk associated with a wider range of outcomes—from complete loss of capital to 
appreciation many times over the initial purchase price. And they also experience greater volatility. 
Asset classes, when considered within a framework of historical performance conditions, have a clear 
correlation with each other and are not considered independently. These mathematical relationships 
can be quantified and fit in the model.

6. Withdrawal optimization and plan length
Withdrawal optimization 
This Tool is run by an optimizer that attempts many different combinations of withdrawals to meet 
expenses from the accounts provided by the client. In each simulation, assets are grown by a  
static, deterministic return specific to the modeled target asset mix as described in the “historical  
performance analysis” section. The optimizer then chooses the combination of withdrawals that  
maximizes the plan’s estimated length in average market conditions. If a person or couple has more 
money than they need to cover expenses during retirement, the optimizer proposes a withdrawal  
strategy that maximizes their plan assets when the youngest person turns 110 years old.

Plan length 
Plan length is a measure of how long your assets may last in significantly below average market  
conditions using the proposed withdrawal strategy. Plan length is calculated utilizing key household 
planning profile information, including estimated expenses, accounts included in the plan, sources of 
income, and the modeled asset allocation. The plan length displayed within the Tool is recalculated 
after any change(s) are madeto input data. Plan length is capped at the number of years between now 
and when the younger spouse or individual turns 110 years old.
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