
• First, add up all your retirement savings, 
including 401(k) and IRA plans, as well as 
any non-registered accounts

• If you’re a business owner, include assets 
from the sale of your business

• Next, divide your total savings by the 
number of years you expect to be retired 
to estimate your annual income from savings

• Then divide this annual amount by 12 to determine your 
estimated monthly income from savings
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By carefully 
planning your 
finances, you can 
avoid the common 
pitfall of depleting 
your savings too 
quickly.

How do you 
budget for 
retirement? 
Determine how 
much income per 
month you’ll have 
in retirement from 
all sources. Then 
add up all your 
monthly expenses.

Your income 
needs to exceed 
your expenses
If it’s the other 
way around, you’ll 
need to make 
adjustments  
like cutting 
expenses or finding 
more income such 
as a part-time job.

Creating a retirement budget can 
significantly enhance your peace 
of mind and reduce financial 
stress during your golden years.

BUDGETING
FOR RETIREMENT IS ESSENTIAL

In fact, it will allow you  
to relax and enjoy life!
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Understanding the 4% Rule of 
Retirement Withdrawals 

The 4% rule is a widely accepted guideline for determining how much a retiree can withdraw 
from their retirement savings each year without running out of money. Developed by financial 
planner William Bengen in 1994, this rule has become a cornerstone of retirement planning. 
Here’s a closer look at what the 4% rule entails, its rationale and its application. 

What is the 4% rule? 

The 4% rule suggests that retirees can withdraw 4% of their retirement savings in the first year 
of retirement and then adjust that amount for inflation each subsequent year. This approach 
aims to provide a steady income stream while preserving the longevity of the retirement 
portfolio. 

For example, if you have $1 million saved for retirement, you would withdraw $40,000 in your 
first year of retirement. If inflation is 2% the following year, you would increase your withdrawal 
to $40,800. 

The rationale behind the 4% rule 

Bengen's research, often referred to as the Trinity Study, analyzed historical data on stock and 
bond returns over a 30-year retirement period. He concluded that a 4% initial withdrawal rate, 
followed by inflation-adjusted withdrawals, would have sustained a retiree’s portfolio through 
most historical periods. The rule assumes a diversified portfolio with a mix of stocks and bonds, 
typically 50% to 75% in stocks and the rest in bonds. 

Application of the 4% rule 

1. Initial calculation: Calculate 4% of your total retirement savings to determine your first year's 
withdrawal amount. This sets the baseline for your retirement income. 

2. Adjusting for inflation: Each year, increase the previous year's withdrawal amount by the 
inflation rate to maintain purchasing power. This adjustment helps protect against the 
erosion of your income's value due to rising costs. 

3. Portfolio management: Maintain a balanced portfolio of stocks and bonds to align with the 
historical data used in the rule’s formulation. Regular rebalancing ensures that your portfolio 
remains aligned with your risk tolerance and investment goals. 
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Seek professional advice 
Consulting a financial advisor can provide valuable guidance 
to help you navigate these decisions effectively

Budgeting for retirement is essential
Creating a retirement budget can significantly enhance your peace of mind and 
reduce financial stress during your golden years. With just a few straightforward 
steps, you can develop a budget that meets your obligations while still allowing 
for plenty of enjoyment.

Add up your  
income sources

Identify your  
expenses

Account for  
healthcare costs

Don’t forget  
about fun

Calculate fixed 
vs. flexible costs

First, add up all your 
retirement savings, 
including 401(k) and 
IRA plans, as well as 
any non-registered 
accounts. If you’re 
a business owner, 
include assets  
from the sale of your 
business.
Next, divide your 
total savings by the 
number of years you 
expect to be retired 
to estimate your 
annual income  
from savings. 
Then divide this 
annual amount by 12 
to determine your 
estimated monthly 
income from savings.
Next, add up all your 
sources of monthly 
retirement income. 
Combine this figure 
with your estimated 
monthly income 
from savings to get 
your total estimated 
monthly income.

Gather the  
following items:
• Bank account 

statements for the 
last 6 to 12 months

• Credit card 
statements for the 
last 6 to 12 months

• The last 2 pay 
stubs, if you or 
your spouse is still 
employed

• Last year’s tax 
return

Review these 
documents to 
identify all of your 
recurring monthly, 
quarterly and annual 
expenses. Divide 
your expenses 
into the following 
categories:
• Essential spending
• Discretionary 

monthly expenses
• Required non-

monthly expenses

If your employer has 
been covering your 
health insurance 
premiums, you may 
need to shoulder 
this expense after 
retirement. If you 
retire before age 
65, you’ll need to 
explore available 
healthcare coverage 
options before 
Medicare kicks in.
Make sure to 
account for dental, 
vision and hearing 
care. Add these 
costs to your 
budget as well. 
Also, estimate other 
health-related 
expenses, such 
as medication, to 
ensure you have a 
complete picture 
when creating your 
retirement budget.

Discretionary 
spending is the 
flexible part of your 
budget that includes 
all the fun activities 
like travel, outings 
with grandkids, 
sports and other 
entertainment. 
Love dining out, 
or dreaming of 
an annual cruise? 
Estimate how much 
you’d like to spend 
on these enjoyable 
activities and include 
them in your budget.
If you plan to spend 
your newfound free 
time on expensive 
hobbies, ensure you 
account for that in 
your budget. Think 
about adjustments 
you might be willing 
to make to free up 
money for these 
activities; the  
trade-off could  
be worth it. 

Now that you’ve 
gathered all your 
expected costs, 
determine how 
much is fixed and 
how much is flexible:
1. Total all your 

fixed expenses
2. Total all your 

discretionary 
expenses 
separately

3. Divide your fixed 
expenses by your 
total expenses

What percentage 
of your retirement 
income will go 
toward fixed 
expenses? Does 
this align with your 
plans for how you 
want to spend your 
time in retirement? 
If you have large 
monthly obligations 
like house and car 
payments, consider 
whether a lifestyle 
change is necessary.
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Use lined paper or a spreadsheet to account for 
the timing of expenses. List the months, January 
through December, across the top in separate 
columns. Down the left side of the spreadsheet, list 
each expense on a separate line.

If your utility bill runs an average of $200 a month, 
put $200 in each monthly column. For Christmas 
gifts, if you spend about $500 a year, divide the 
$500 in two and put half each in November and 
December. Do this for each expense item, then find 
the sum for each month. These are your fixed costs.

S E E K  P R O F E S S I O N A L  A D V I C E

Consulting a financial advisor can 
provide valuable guidance to help you 

navigate these decisions effectively

Add up your  
income sources

Identify your  
expenses

First, add up all your retirement 
savings, including 401(k) and 
IRA plans, as well as any non-
registered accounts. If you’re a 
business owner, include assets 
from the sale of your business. 
Next, divide your total savings 
by the number of years you 
expect to be retired to estimate 
your annual income from savings. Then divide this 
annual amount by 12 to determine your estimated 
monthly income from savings.

Next, add up all your sources of monthly retirement 
income, such as company pension plans and Social 
Security. Combine this figure with your estimated 
monthly income from savings to get your total 
estimated monthly income.

You have the most 
control over 
your spending. 
In retirement, it 
might be tempting 
to dip into your 
sizable nest egg to start checking items  
off your bucket list. However, overspending can  
be financially risky, since your savings need to last  
for decades.

To create your retirement budget, start by gathering 
the following items:

• Bank account statements for the last  
6 to 12 months

• Credit card statements for the last  
6 to 12 months

• The last 2 pay stubs, if you or your spouse 
is still employed

• Last year’s tax return
Review these documents to identify all of your 
recurring monthly, quarterly and annual expenses. 
Using highlighter pens, divide your expenses into 
the following categories:

Tracking every source of retirement income will give 
you a full picture of the budget you’re working with.
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A D D I T I O N A L  I N C O M E  C O N S I D E R A T I O N S

Other factors can affect your retirement 
income as well, including inflation, rate of 
return on savings and investments, your 
retirement date, taxes, spending and part-
time earnings. Also, you may be one of the 
lucky few to be able to live off dividends or a 
similar constant income stream.

BUDGETING
FOR RETIREMENT IS ESSENTIAL

In fact, it will allow you  
to relax and enjoy life!

Creating a retirement budget can significantly 
enhance your peace of mind and reduce financial 
stress during your golden years. By carefully 
planning your finances, you can avoid the common 
pitfall of depleting your savings too quickly.

With just a few straightforward steps, you can 
develop a budget that meets your obligations while 
still allowing for plenty of enjoyment.

How do you 
budget for 
retirement?
Determine how 
much income per 
month you’ll have in 
retirement from all 
sources. Then add 
up all your monthly 
expenses. 

Your income 
needs to exceed 
your expenses
If it’s the other way 
around, you’ll need 
to make adjustments 
like cutting expenses 
or finding more 
income such as a 
part-time job.

E S S E N T I A L  S P E N D I N G

This category of spending includes food, 
clothing, housing, utilities, transportation 
and healthcare.

D I S C R E T I O N A R Y  M O N T H LY  E X P E N S E S

These include things you receive a monthly 
bill for, including cable TV, streaming 
services, gym memberships, cellphone plans 
and other subscriptions.

R E Q U I R E D  N O N - M O N T H LY  E X P E N S E S

Bills for property taxes, insurance premiums, 
auto registration and home warranties may 
arrive once a year. Add up these periodic 
expenses and divide by 12 to calculate  
their monthly cost to include in your budget.
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Account for  
healthcare costs

If your employer has been 
covering your health insurance 
premiums, you may need to 
shoulder this expense after 
retirement. If you retire before 
age 65, you’ll need to explore available healthcare 
coverage options before Medicare kicks in. Shop for 
plans now to estimate costs and include this monthly 
expense in your budget.

Be sure to account for dental, vision and hearing 
care. Add these costs to your budget as well.  
Also, estimate other health-related expenses,  
such as medication, to ensure you have a  
complete healthcare picture when creating your 
retirement budget.
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Don’t forget  
about fun

Calculate fixed  
vs. flexible costs

Discretionary spending is 
the flexible part of your 
budget that includes all 
the fun activities like 
travel, outings with 
grandkids, sports and 
other entertainment. 
Love dining out, or dreaming of an annual cruise? 
Estimate how much you’d like to spend on these 
enjoyable activities and include them in your budget.

Consider how your hobbies and lifestyle might 
change, as this could impact your spending. If you’re 
married, have your spouse do the same.

If you plan to spend your newfound free time on 
expensive hobbies, ensure you account for that in 

your budget. Think about 
adjustments you might be 
willing to make to free up 
money for these activities; 
the trade-off could be 

worth it. For instance, if 
you want to travel more, 

would you consider downsizing to a smaller home to 
reduce housing costs?

Now that you’ve gathered all your expected costs, 
determine how much is fixed and how much is 
flexible:

1. Total all your fixed expenses
2. Total all your discretionary expenses 

separately
3. Divide your fixed expenses by your total 

expenses
What percentage of your retirement income will 
go toward fixed expenses? Does this align with 
your plans for how you want to spend your time in 
retirement? If you have large monthly obligations 
like house and car payments, consider whether a 
lifestyle change is necessary.

If you own a house, think about 
downsizing to boost your nest egg 
or moving to an area with a lower 
cost of living to stretch your money 

further. For other expenses, shop 
around for the best deals, 
use senior discounts or take 
on DIY projects instead of 
hiring help—whatever it takes 
to increase your financial 
flexibility.

As a general rule, if you want more fun in 
retirement, find ways to lower your fixed 
expenses to free up more funds for the 
activities you enjoy most.
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Adjust and  
monitor regularly

Planning isn’t  
a set-it-and-
forget-it task 
Regularly review 
and adjust your 
budget to reflect 
changes in expenses, 
market conditions 
and personal 
circumstances.

Annual check-ins 
can help you stay 
on track
Remember, the 
goal is to make your 
money last as long as 
you do while enjoying 
the fruits of your 
lifelong labor.
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