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Foundational Dilemma: 
The Need to Balance Conflicting Priorities

Source: AllianceBernstein

Desire to invest 
for perpetuity

Desire for consistent 
distributions
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100% Bonds 20/80 60/40 100% Stocks

We Expect Low Returns for Bond-Heavy Portfolios

9.1%
8.1%

6.7%
5.8%

Normal

Current

Median Forward Return Projections*
Next 10 Years

As of December 31, 2012
*Projected pre-tax 10-year compound annual growth rate. Stocks modeled as 21% US diversified, 21% US value, 21% US growth, 7% US small/mid-cap, 22.5% developed international and 7.5% 
emerging markets. Bonds modeled as intermediate-term global taxables.
Based on Bernstein’s estimates of the range of returns for the applicable capital markets over the periods analyzed. Data do not represent past performance and are not a promise of actual future 
results or a range of future results. See Notes on Wealth Forecasting System for further details.
Source: AllianceBernstein
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Bernstein’s Wealth Forecasting System Illuminates Potential 
Outcomes of Different Spending Policies

Based upon the current state of the capital markets

Prospective returns 

Forecasts returns for 30+ asset classes and 16 different planning vehicles

The Wealth Forecasting System, one of the biggest R&D projects ever undertaken at our firm, is based upon our proprietary analysis of historical capital markets data over many decades. We 
looked at variables such as past returns, volatility, valuation ratios, and the correlations among them to address the planning questions our clients ask. The model’s output is a vast range of 
possible outcomes—relating to market asset classes, not AllianceBernstein portfolios—that serve as grist for a client’s decision-making mill. Of course, there is no assurance that any specific 
outcome suggested by the model will actually come to pass. But by quantifying the possibilities of achieving financial goals under changing, and sometimes extreme, capital markets conditions, 
the tool should help our clients make better choices. 

Philanthropic 
Objectives

Assets

Capital Campaign

Risk Tolerance

Time Horizon

Spending 
Policy

Asset 
Allocation

Philanthropic 
Organization
Profile Data

Bernstein Wealth 
Forecasting Model

Distribution of 
10,000 OutcomesScenarios  

5%—Top 5% of Outcomes
10%

50%—Median Outcome

90%
95%—Bottom 5% of Outcomes

Probability
Distribution

10,000 Simulated
Observations Based

on Bernstein’s
Proprietary

Capital-Markets
Research
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More Fund-Raising Can Be the Critical Solution

Stocks/Bonds (%) 20/80 40/60 60/40 80/20

10-Year Compound
Real Return (No Spending) 0.9% 2.0% 3.0% 4.0%

How much annual fund-raising does a $10 Million foundation need to keep pace with inflation?

As of December 31, 2012
Using projected pre-tax 10-year compound annual growth rates. Stocks are modeled as 21% US value, 21% US growth, 21% US  diversified, 7% US small/mid-cap, 22.5% developed 
international, and 7.5% emerging markets; bonds are modeled as intermediate-term global taxables. Fund-raising amounts are calculated as percentages of the initial portfolio value and then 
increased each year by the rate of inflation.
Based on Bernstein’s estimates of the range of returns for the applicable capital markets over the periods analyzed. Data do not represent past performance and are not a promise of actual future 
results. See Notes on Wealth Forecasting System at the end of this presentation for additional information.
*”Breaking even” is defined as earning a 0% return after inflation and spending. The amounts of funds raised shown here are for Year 1, and increase annually with the inflation rate.
Source: AllianceBernstein

Additional 
Funds/Year ($000) 

Required to
“Break Even” 

Assuming a 5% 
Spending Rate* 

$410

$300

$200

$100

At the 50th Percentile of Confidence At the 90th Percentile of Confidence 

Stocks/Bonds (%) 20/80 40/60 60/40 80/20

10-Year Compound
Real Return (No Spending) (1.8)% (1.4)% (1.2)% (1.2)%

$680
$640 $620 $620

Additional 
Funds/Year ($000) 

Required to
“Break Even” 

Assuming a 5% 
Spending Rate* 
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Two Fundamental Approaches

 Investment policy

Asset allocation

 Spending policy

Adopt a smoothing formula

Employ a spending ceiling

Source: AllianceBernstein

Next Step: Consider “Total Philanthropic Value” (TPV)
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Total Philanthropic Value (TPV) Defined

Initial assets of $10 million
Asset allocation is 60% Global Stocks/30% Intermediate Taxable Fixed Income/10% REITs. Global Stocks are 21% US Value, 21% US Growth, 21% US Diversified, 7% Small-Mid Cap, 22.5% 
Developed International, and 7.5% Emerging Markets. See Notes on Wealth Forecasting System in the Appendix of this presentation.

70% Stocks/30% Bonds, Distributing 5% Annually
Median Forecast Results, Adjusted for Inflation (US$ Millions) 

Total Philanthropic 
Value (TPV)

12.8

8.0

Beginning Assets Assets Year 30

10.0

Remaining
Assets

Cumulative
Distributions

20.8
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TPV Paradox: Lower Spending Means More Charitable Impact…

Initial assets of $10 million
Asset allocation is 60% Global Stocks/30% Intermediate Taxable Fixed Income/10% REITs. Global Stocks are 21% US Value, 21% US Growth, 21% US Diversified, 7% Small-Mid Cap, 22.5% 
Developed International, and 7.5% Emerging Markets. See Notes on Wealth Forecasting System in the Appendix of this presentation.

TPV vs. Spending Rate
70% Stocks/30% Bonds 
Year 30 (US$ Millions)

18.3 19.5 20.8 22.5
24.5

7% 6% 5% 4% 3%

Spending Rate

Lower Spending
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…And, in Time, Greater Annual Spending

Initial assets of $10 million
Asset allocation is 60% Global Stocks/30% Intermediate Taxable Fixed Income/10% REITs. Global Stocks are 21% US Value, 21% US Growth, 21% US Diversified, 7% Small-Mid Cap, 22.5% 
Developed International, and 7.5% Emerging Markets. See Notes on Wealth Forecasting System in the Appendix of this presentation.

400

800

1,200

1 5 9 13 17 21 25 29
Years

5%
Spending

7%
Spending

Annual Distributions
US$ Thousands 

By year 18, annual distributions
of 5% from a larger corpus 

overtake annual distributions of 7% 
from a smaller one
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But Market Volatility Can Impact Distributions

Past performance does not guarantee future results.
See Note on Asset Allocation in Historical Studies in Appendix.
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5% Spending, $10 Million Endowment
70% Stocks/30% Bonds (US$ Thousands)

No 
Smoothing

18-year Spending Total: No Smoothing—$14.3 Mil.
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Smoothing Reduces Annual Declines in Distributions

Past performance does not guarantee future results.
See Note on Asset Allocation in Historical Studies in Appendix.
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5% Spending, $10 Million Endowment
70% Stocks/30% Bonds (US$ Thousands)

No 
Smoothing

Five-Year 
Smoothing

18-year Spending Total: No Smoothing—$14.3 Mil.
5-Year Smoothing—$14.1 Mil.
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Frequency of Year-Over-Year Percentage Change in 
Nominal Spending

0

20

40

60

No Smoothing 3-Year Smoothing 5-Year Smoothing

5% Spending*
70% Stocks/30% Bonds, 1926–2012

Past performance does not guarantee future results.
*See Note on Asset Allocation in Historical Studies in Appendix.
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Can Smoothing Inform the Asset Allocation Decision?

Longevity vs. Consistency
5% Spending After 30 Years (US$ Millions)
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No Smoothing

70%/30% 
Stocks/Bonds

(Years)

1 in 7

Initial assets of $10 million.
Total Philanthropic Value is measured by real cumulative distributions plus real portfolio remainder. Consistency is measured by probability of 10% or greater decline in distribution. Asset 
allocations are: 50/50 is 43% Global Stocks/50% Intermediate Taxable Fixed Income/7% REITs; 60/40 is 52% Global Stocks/40% Intermediate Taxable Fixed Income/8% REITs; 70/30 is 60% 
Global Stocks/30% Intermediate Taxable Fixed Income/10% REITs; 80/20 is 68% Global Stocks/20% Intermediate Taxable Fixed Income/12% REITs. Global Stocks are 21% US Value, 21% US 
Growth, 21% US Diversified, 7% Small-Mid Cap, 22.5% Developed International, and 7.5% Emerging Markets. See Notes on Wealth Forecasting System in the Appendix of this presentation.

1 in 7
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Improving Consistency of Distributions Can Hurt TPV
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Longevity vs. Consistency
5% Spending After 30 Years (US$ Millions)

(Years)
Initial assets of $10 million.
Total Philanthropic Value is measured by real cumulative distributions plus real portfolio remainder. Consistency is measured by probability of 10% or greater decline in distribution. Asset 
allocations are: 50/50 is 43% Global Stocks/50% Intermediate Taxable Fixed Income/7% REITs; 60/40 is 52% Global Stocks/40% Intermediate Taxable Fixed Income/8% REITs; 70/30 is 60% 
Global Stocks/30% Intermediate Taxable Fixed Income/10% REITs; 80/20 is 68% Global Stocks/20% Intermediate Taxable Fixed Income/12% REITs. Global Stocks are 21% US Value, 21% US 
Growth, 21% US Diversified, 7% Small-Mid Cap, 22.5% Developed International, and 7.5% Emerging Markets. See Notes on Wealth Forecasting System in the Appendix of this presentation.

1 in 9 1 in 71 in 7

No Smoothing
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Smoothing Allows Higher Equities Allocation 
with Less Volatility
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Longevity vs. Consistency
5% Spending After 30 Years (US$ Millions)

1 in 63 1 in 25

Five-Year Smoothing
Endowment

Three-Year Smoothing
Endowment

Initial assets of $10 million.
Total Philanthropic Value is measured by real cumulative distributions plus real portfolio remainder. Consistency is measured by probability of 10% or greater decline in distribution. Asset 
allocations are: 50/50 is 43% Global Stocks/50% Intermediate Taxable Fixed Income/7% REITs; 60/40 is 52% Global Stocks/40% Intermediate Taxable Fixed Income/8% REITs; 70/30 is 60% 
Global Stocks/30% Intermediate Taxable Fixed Income/10% REITs; 80/20 is 68% Global Stocks/20% Intermediate Taxable Fixed Income/12% REITs. Global Stocks are 21% US Value, 21% US 
Growth, 21% US Diversified, 7% Small-Mid Cap, 22.5% Developed International, and 7.5% Emerging Markets. See Notes on Wealth Forecasting System in the Appendix of this presentation.

No Smoothing

1 in 71 in 7
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Bernstein’s Roadmap for Successful Investment Planning

 Identify your goals

 Use a robust set of planning tools

 Account for what you can and cannot control

 Help with your investment policy statement

 Assist you in unlocking donor potential

 Work with an informed advisor

 Bring breadth of entire firm to bear
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Summary: The Right Spending Policy Is Essential to Success

 Spending policy and asset allocation should be aligned with
short-term and long-term objectives

 Smoothing formulas improve consistency of distributions without
sacrificing longevity

 Custom analysis is important to match spending policy to unique goals 
and circumstances

 Reflecting critical decisions in your Investment Policy Statement will 
commemorate your financial mission for future board members

 Bernstein has a proprietary tool set with unique capability to help

www.alliancebernstein.com/nonprofits
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