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 A s you contemplate retirement, you’ve 
probably heard that you should plan to 
live on 80% of your current spending aft er 
you leave work. Forget that rule of thumb.

Th e only way to get a realistic picture of how much 
you’re likely to spend in the future is to create a retire-
ment budget now. You can even plan for the unex-
pected—say, the adult child who may need a large cash 
infusion at some point. Mulling every possible expense 
could help you create a withdrawal strategy that will 
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A Spending Blueprint 
Will Protect Nest Egg

protect your nest egg from the vagaries of life. And the 
budget exercise is “a great opportunity to start thinking 
about how you want to spend your time in retirement,” 
says Judith Ward, senior fi nancial planner and vice-
president of T. Rowe Price Investment Services.

Th e fi rst step is to take your current take-home pay 
and make adjustments, perhaps subtracting commuting 
costs while adding money for travel. Th is “top-down” 
approach will give you 
an idea of how much 
you may need soon aft er 
you retire.

To dig even deeper, 
use the “bottom-up” 
method, by developing 
an estimate for each 
spending category. You 
can use a detailed bud-
get worksheet that cov-
ers most expenses. Th is 
from-scratch approach 
provides a better start-
ing point for projecting 
how expenses could 
change over time. Even 
if you’re already retired, 
creating a budget, and updating it regularly, can help 
you stay on track for years to come.

James Miller, president of Woodward Financial 
Advisors, in Chapel Hill, N.C., asks clients who are 
within two years of retirement to fi ll out an expense 
worksheet. Th e 100 line items include payments for 
gasoline, life insurance premiums, food, charitable 
giving, dining out, cable TV, pet care and club dues. 
“It’s crucial that the expenses are accurate,” Miller says. 
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Discover our updated picks for the 
most and least tax-friendly states. 
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comparison of selected states.
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JOY TAYLOR
@KipLetter

Higher-than-average 
deductions can increase 
your audit risk. See how 

your deductions—for mort-
gage interest, charitable 

contributions and medical 
expenses—stack up 

against fellow taxpayers.
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“Cash in Hand” columnist 
Jeffrey Kosnett tells 

income investors not to 
overreact to this year’s 
struggles in the fixed-
income market. Good 

news: The worst, he says, 
appears to be over.
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