Are you readyto retire?

You havedonepretty well for yourselfwith all the work that youOveput in over the years.
The kids arethroughcollegeandlaunchedon careersof their own. YouOvebuilt up
substantiabalancesn your retirementplans, put asidea good-sizedrainy day fund and
insuredyourself againstevery conceivablecatastrophe.

You havedreamsand aspirationgor life beyondthe daily grind. Now you suspecthat
you arereadyto enterthat next phaseof your life, but you wantto be surethatyou have
theresourcedo live it asyou intend.

Perhapst is time to do someseriousthinking and planningaboutretirement.

Consider your costs.

You will haveto beginwith a hardheadedstimateof your retirementexpensesAlthough
many sourcegell you that you can maintainyour lifestyle with 60% to 80% of your pre-
retirementincome,the reality candiffer greatlywith the style of life thatyou havein mind.
If you planto relocateto a lesscostly communityand spendyour dayscatchingup on your
readingat the local library, your expensesnay be modest.On the otherhand,a year of
seriousglobe-trottingor shuttling betweensummerand winter retreatseasily canconsume
more than your currentincome.

Will you still be making mortgagepaymentsDo you planto help with the expenseof
a grandchildOsducationoesfamily history suggesthat you will needto contendwith
chronicillness, or live far beyondyour allotted three-scoreyearsandten? Do you intend
perchanceo do someconsultingafter retirement?Do you havea philanthropicurge?All
factorsof this sort shouldfigure into your incomerequirementsNor shouldyou forget the
incometax thatwill be dueunlessthatincomeis derivedfrom tax-exemptmunicipal bonds,
Roth IRA withdrawalsor the nontaxableportion of your Social Securitybenefit.

Don’t forget inflation.

Thenyou will haveto factorin a presumedate of inflation throughoutyour retirement.
Evenat todayOsodestrates,inflation graduallywill boostthe amountthat you will needto
financeyour intendedlifestyle. Retiring today at age 60, you may be looking forward to 30
or moreyearsof retirement.Just3% inflation will reducethe purchasingpower of your
dollar by 59 centsover the courseof 30 years.The capitalthat you haveavailableto
supportyour retirementmust produceincome enoughnot just to supportyou at the level of
your needsfor the first year, but alsoto increasesachyearto coverrising costs.

The accompanyingable showshow long a nestegg can continueproviding a stream
of incomerising by 3% eachyearundervariousearningsassumptions.



Ready?

The questionis whetheryour resourceswill supportyou throughthe retirementthat you
envisionwith a comfortablemargin of safety.ltOsnot rocketscience but the calculationdoes
call for a numberof facts, suppositionsand estimatesYou could crunchthe numbersyourself
if you arehandywith a spreadsheetr useone of the retirementplanningaids providedin
financial booksand magazinessoftwareprogramsand Internetsites.On the other hand,if you
would like somehelp with the arithmetic,we would, of course,be happyto provideit.

Either way, you will startby toting up your currentand expectedassetsYour current
balancesn retirementaccountsaswell asunshelteredavingsandinvestmentghat you do not
intend for more immediateuse,form the basisof your nestegg. Factorin your projectedSocial
Securityand pensionbenefits.An expectednheritanceor a judgmentdue you canaddto the
total. Home equity also can contributeif you intendto moveto a lessexpensivehome.

With your projectedexpensesnd availableresourcesall thatis neededo completethe
calculationare assumptionsasto (1) the rate of inflation, (2) the expectedreturnon your
investmentsand (3) the numberof yearsthat you will spendin retirement.Becauseyou
cannotbe sureof any of thesefactorsNor of tax ratesor the stateof your healthin the
futureNit is prudentto be conservativen your estimates.

As our table demonstratesyith large enoughreturns,withdrawalskept small enough,
anda reasonableate of inflation, a given nesteggwill lastfor along, long time.

At these average rates of return, capital
will provide withdrawals rising by 3%

Percentage of

\r;v?tsrfd?gv%n - each year for this number of years . . .

the first year * 5% 7% % 11%
3% 52 ! ! |
4% 34 72 ! |
5% 25 36 ! !
6% 20 26 44 !
7% 17 20 27 !
8% 14 17 21 31
9% 12 14 17 22
10% 11 12 14 17

*Total withdrawal made at beginning of the year.

I Money does not diminish.
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