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(Money Magazine) - Question: Most people assume that your income
needs will remain constant throughout your retirement years. But my wife
and | plan to retire early and do a lot of international travel and volunteer
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work while we're still young. 1 can't see us continuing the same travel associated with fossi fuels

schedule in our late 70s as in our late 50s. So wouldn't It be safe (o assume  Play

that our income needs will go down as we get further nto retirement? How
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Answer: Intuitively you would expect your spending to start to fall as you get
older and become less active. Indeed, some advisers have contended that
spending isn't constant after you refire.
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But while | agree that this notion of
spending eventually winding down
makes sense, the question becomes Now much do you want lo countanthal s reats
happening? And hew much do you want to push your spending early in
retirement with the expectation that you'll be able to compensate by laying
out less in your later years? US Indexes Market Movers

Last

Clearly, it would be a shame to pass on trips, visits with far-flung famity
members and other splurges in the years immediately after retiring for fear Dow 25,165.10 2 U532 £1.30%
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intoxicating years of freedom from the shackles of a job only to find that your
spending hasn't actually fallen very much. The last thing you want in those
slow-go years is the anxiety of wondering whether your savings are going to
hold out as long as you do.

Finding a balance

| wish there were some handy formula | could give you for dealing with this
issue. Something straightforward, like spend 8% of your nest egg in the first
five years of retirement and then drop it by a percentage every five years
thereafter. But | can't because no formula or rule of thumb can deal with life's
uncertainties,

Some of us may move into the slow-go and no-go stages much sooner than
others. Some of us may never reach them. Some people may find that their
spending falls precipitously ence they hit a certain age. And some of those:
very same peaple may then find it starts to rise again as they have to shell
out a lot more money for health care. As the Nobel Laureate physicist Niels
Bohr once remarked, "Prediction is very difficult, especially about the future.”

Given this kind of uncertainty, | think you want to try to arrange your
spending s0 you can enjoy life today while still being prudent about
tomorrow. One way to do that is to put together a rigorous budget of your
intended retirement spending, both for necessities and discretionary items.
That way you'll have a better idea of how much wiggle room you have
should you need to cut back at seme point. The interactive budgeting
worksheet in Fidelity's Retirement Income Planner can help you create
that budget

People retiring in their late 505 and early 60s should probably figure on
spending 35 or more years in retirement. That usually means limiting draws
of their retirement pertfolio to about 4% initially and adjusting that amount for
inflation subsequently. If you want to withdraw more, fine. Just be aware that
the more you take out early on, the less you may have later on - which
could be problematic if your spending doesn't drop as much as you expect

Whatever level of spending you decide to do initially, be sure to monitor it
regularly, say, every year or so. If your portfolio's value is growing despite
your withdrawals, you may be able to boost your spending a bit and travel
more or whatever.

If. on the other hand, your nest egg takes a big hit due to a market downturn
like we had in 2008, you may want to trim outlays a bit to give your portfolic
a chance to recover To see how long your money might last given its current
value and your present rate of spending, you can go to a tool like T. Rowe
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with different levels of spending and different investment assumptions, you
can come away with a decent sense of whether you're in danger of going
through your stash too quickly — or on course to leave a big fat balance to
your heirs.

Finally, keep in mind that, regardless of what happens to your savings, you
will have Social Security to fall back on. But if you don't think you'd be able
to live on that alone - or you have doubts as to how much of your
projected benefits will be there for you — you may want to consider
deveting a portion of your savings to an investment that can provide a
guaranteed lifetime income, such as an immediate annuity. That way, you'll
be assured of having some meney flowing in even if you miscalculate and
spend way too much early on

To sum up, your best shot at making sure you enjoy retirement early on
without sacrificing your financial security late in life is to keep tabs on your
spending, stand ready to make adjustments and, in the face of life's inherent

uncertainties, be as resourceful as you can. m
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