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A successful retirement is a very desirable goal. Unfortunately, the first and most im-
portant step to ensuring a successful retirement is not what anyone wants to hear - creat-
ing a spending plan (aka a budget). While working, high earners generally don't feel 
compelled to create or follow a budget or to track spending. Income is high enough to 
cover monthly spending, and there is plenty of savings occurring too. Besides, they are 
busy with their careers and don't feel the need for another tedious and seemingly unnec-
essary job. However, there is no possible way to know if they are saving enough to sus-
tain their desired retirement lifestyle because they have no idea what their current or an-
ticipated retirement lifestyle is! 
 
The First Step—What Are You Spending Now? 
Of all the pre-retirement steps needed to ensure you are ready to retire, having a clear 
and realistic idea of your current spending is the necessary first step. It would be danger-
ous to embark on a new phase of life without knowing how much it really costs you to 
live. In fact, of all the variables used in your financial plan, it is your projected spending 
that is by far the most significant—even more than investment returns. But how can you 
estimate your future retirement spending if you are not really sure how much you are 
currently spending? You must first identify what your current pre-retirement spending is 
before you retire.  You must have a baseline budget or starting point to evaluate how 
your spending may change as your retirement years unfold. Your current spending is the 
foundation upon which your future spending plan will be built.  There is no way to know 
if you will have enough money to retire without first understanding your baseline spend-
ing. 
 
Track Spending for a Year 
How do you figure out how much you are currently spending? You do this by tracking 
your regular recurring spending  over the course of a year.  You need to capture only a 
few major categories (you can add more detailed line items later). Start with your Fixed 
Living Expenses such as home repairs, property taxes, charitable contributions, insur-
ance, utilities, and groceries. These are the expenses that will remain quite stable into 
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Gear Up for Tax Time 
If we prepare your tax returns, 
over the next month we will be 
sending out your 2021 Tax 
Letter & Organizer. Once you 
have gathered all relevant tax 
documents, please provide 
your information as soon as 
possible so that we can get all 
client tax returns done by April 
15th. 
 
Use ShareFile 
When sending confidential 
information to us, please re-
member to use the secure 
ShareFile  link contained at the 
bottom of each of our email 
signatures. This link is also 
located at the top of every 
page of our website. 
 
Mallard E-Mail Update 
We strongly encourage all cli-
ents to read our E-Mail Up-
dates (which are different from 
this newsletter). They may con-
tain important information that 
is relevant to your situation. 
Just call us if you think some-
thing may apply to you so that 
we can discuss it. 
 

BASELINE PHASE 1 PHASE 2 PHASE 3 PHASE 4

Age 55 Age 58 Age 65 Age 80 Age 88

Expense Type Current Initial Begin Slowing Long‐Term

Lifestyle Retirement Medicare Down Care Needed

Mortgage Expense $25,000 $0 $0 $0 $0

Capital (Annualized) $20,000 $20,000 $20,000 $10,000 $0

Medical Expenses $5,000 $25,000 $15,000 $15,000 $115,000

Discretionary Expenses $35,000 $50,000 $45,000 $25,000 $3,000

Fixed Expenses $80,000 $80,000 $80,000 $65,000 $15,000

TOTAL SPENDING $165,000 $175,000 $160,000 $115,000 $133,000

A Phased Retirement Budget
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your retirement years. The second category would be 
Discretionary Living Expenses such as entertainment, 
eating out, gifts, and travel. Because these expenses are 
discretionary, they are adaptable as needed.  The third 
category is simply Mortgage Payments. Separate these 
from your fixed expenses because it is a large expense 
that will likely disappear in retirement. The last category 
would be Medical Expenses. While medical expenses 
are part of your fixed living expenses, these should also 
be separate due to the significant changes in the amount 
of these expenses as you move from work to retirement, 
to Medicare age, and finally to old age. You only have 
four categories to track, so for now, we will ignore the 
big Capital Expenses such as home improvement and 
automobiles.  
 
By far, the easiest method of tracking your baseline ex-
penses is the use of Mallard's WealthWindow which is 
available to all of our clients. This personal financial 
website pulls in every spending transaction from all 
spending sources - checking, savings, credit cards - and 
places them into one register. With this data in one reg-
ister, these actual expenses can be easily categorized 
into one of the four categories. Then, at the end of each 
month they can be totaled in a separate and very simple 
spreadsheet. This spreadsheet can then tell you your an-
nual recurring lifestyle. Others may use Quicken, review 
year-end credit card/bank statements, or simply enter all 
expenses as they occur into a spreadsheet. Do whatever 
works for you. 
 
Once you have nailed down your annual recurring ex-
penses, you have accomplished a lot. However, it is the 
sporadic and large "surprise" expenses that, if ignored, 
will torpedo your financial security in retirement. Emer-
gencies don’t stop just because you’ve retired.  That sep-
tic system is still expected to fail, only now you’re not 
going to be able to generate extra employment income to 
pay for it.  Therefore, it is important to build in a strate-
gy for how you’re going to deal with these large expens-
es (both expected and "unexpected”) in retirement.  You 
can't  allow them to be a surprise. Instead, you must an-
ticipate and plan for them by building a realistic ongoing 
estimate for them into your retirement lifestyle. Howev-
er, because they are so sporadic, trying to figure these 
out by tracking your last year of spending will not work.  
 
These big non-recurring expenses are called Capital 
Expenses and may include the purchase of an automo-
bile every five years, remodeling of the kitchen, replac-
ing the septic system or the roof. You may also include 
one-time "surprise" expenses such as weddings or help-
ing the kids.  Since historical data doesn't help much in 
estimating your future Capital Expenses, you need to 
estimate an average annual figure for these based upon 
expected purchases over the next ten years and include 

this in your retirement budget. At 
Mallard, we have a tool we use to 
help clients get to a reasonable 
estimate for their annualized capital expenses. For now, 
just start with a rough estimate. 
 
Discover What You Want in Retirement 
Once you have a baseline of your current pre-retirement 
lifestyle, you can begin to build an estimate of your post-
retirement lifestyle. However, you first need to know what 
you want your retirement to be like in order to estimate the 
cost. This is no simple task. While beyond the scope of 
this article, I think working with a retirement transition 
coach or therapist can be critical to designing a retirement 
lifestyle that reflects who you are, and what you desire 
during your retirement years.  You certainly don't want to 
find yourself going from the rat race to total boredom. 
 
Part of designing your retirement lifestyle is getting some 
clarity around what you will be doing. You need to build a 
budget based upon the life you envision in retirement. Do 
you plan to travel first class or coach? Do you plan to live 
a life of full-time RVing? Or do you see yourself spending 
most of your time with your children and grandchildren? 
Do you plan to downsize to a small cottage in the woods? 
If you don't know what type of things you want to be do-
ing in retirement, then you won't be able to build a retire-
ment budget.  
 
Time to Adjust Your Baseline Budget 
With your current baseline budget in hand, and with some 
understanding of what you will be doing in retirement 
(and therefore the cost), you can now begin to make some 
adjustments to each of the five budget categories. Perhaps 
you will spend less on your children. If you elect to pay 
off the mortgage, that expense will disappear for good. 
Perhaps your spending on travel will double. If you are 
retiring prior to Medicare age (65), it is likely your medi-
cal insurance and related costs will go up. There will natu-
rally be a variety of adjustments from your current base-
line as you transition into retirement. 
 
What Are Your Retirement Spending Phases? 
Now that you have your baseline budget, do you project 
each expense line item out year by year until the end? 
Don’t bother. Instead, choose the phases when major 
spending shifts occur, and build your budget with line-
item changes only at each phase. For example, if you are 
currently age 55 and plan to retire at age 58, then age 58 is 
clearly your first phase.  You would then be retired and 
ready to spend money in a whole new way based upon 
your envisioned retirement lifestyle.  
 
However, it is your medical costs you should get the best 
handle on. If you are moving from employer subsidized 
health coverage to Healthcare.gov where you will be 
100% responsible for the costs, you may be shocked at the 
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new cost of the medical expense line item (unless you 
qualify for a premium assistance tax credit due to low 
taxable income). This is why getting a handle on this 
particular line item at this phase is crucial.  
 
Previously, while employed, your employer might have 
heavily subsidized your health insurance costs (average 
of $5,300 per year). Now, this employer subsidy will 
be gone unless you are one of the few lucky ones with 
pre-65 retiree insurance from your employer. Retiring 
prior to your age 65 without employer-provided cover-
age generally means you will either elect COBRA cov-
erage, or more likely, you will obtain your insurance 
from the HealthCare.gov Marketplace.  For example, 
let’s assume the total cost of pre-65 health care is 
$25,000/year (for two) and is made up of a non-
subsidized premium of $15,000, and $10,000 of out-of-
pocket costs. Prior to retirement, it may have only been 
$5,000/year, so 
this is an in-
crease in annual 
health care ex-
penses of about 
$20,000/year. 
The good news 
is this jump in 
cost is tempo-
rary. This is 
because at age 
65, when Medi-
care kicks in, 
medical expens-
es could drop to 
(for example) 
$15,000/year 
(which includes 
both Medicare 
premiums and 
Medigap cover-
age). As you 
reach age 65, this becomes your second phase. 
 
The next big change in spending might be when you 
see your travel and entertainment budget settling down. 
Perhaps you are no longer spoiling the grandkids. This 
will be your third phase, which I will assume occurs 
at age 80. The age you use will depend on your health 
and proclivity to travel. Essentially, you are settling 
into lower expense activities.  
 
Finally, it may be prudent to include a fourth phase. 
That is the point where, if you live long enough and 
you can't take care of yourself, someone else is paid to 
do so. In that event, many other expenses drop. Your 
house has been sold and all of the ongoing expenses 
disappear. Travel and entertainment stops altogeth-
er.  Likely, you are left only  with the cost of the long- Bill Starnes is the founder and senior advisor 

at Mallard Advisors, LLC 

term care expenses, some Medi-
care/Medigap premiums, and some 
expenses for personal care and 
gifts to the grandchildren. 
 
On the first page, you will see a table summarizing the 
expense categories and amounts at each phase as dis-
cussed in this article. This table has also been converted 
into the graph below. All numbers are in today’s dollars 
(i.e., not inflation adjusted). While each phase shows a big 
change in spending, naturally these changes will likely be 
more gradual through these phases. We are not trying to 
capture a year-by-year budget, but instead we are trying to 
capture a realistic spending pattern over time based upon 
your wants, hobbies, health, and goals. 
 
The changes over time used in my example are not arbi-
trary, but are consistent with the experiences of my cli-

ents. More importantly, the retirement spending research 
also shows that spending decreases similarly over time 
(again in today’s dollars) by about 10% per decade in real 
dollars (just like the graph). 
 
Financial security is having a high degree of confidence 
that you have accumulated enough assets and/or income to 
sustain your desired retirement lifestyle for the rest of 
your life. With this retirement budget in hand, you will 
have taken the first (and most important) step towards a 
successful retirement. This is because only now can you 
get an idea of exactly how much you will 
need to accumulate in order to retire and 
sustain these expected retirement expenses.  
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We are in an extraordinary period of history with two years of a global pandemic and 
unprecedented government actions.  Yet, somehow the markets, as measured by the 
S&P 500 index, have doubled since New Year’s 2018, and it is hard to find three years 
to match the last three years of U.S. stock returns of 28.88% (2019), 16.26% (2020) and 26.89% (2021). Look-
ing back to the end of the Global Financial Crisis (3/2009), the S&P 500 has compounded at about 17.5% an-
nually. This has been over (almost) the last thirteen years!  
 
The S&P 500 closed at a record level 69 times in the past 12 months, which is a recipe for heightened and un-
realistic expectations. Yet, few measures would suggest that U.S. stocks are undervalued.  By one measure, the 
Price/Earnings ratio of the S&P 500 index is just over 30, which is about 70% above the modern-era market 
average of 19.6.   With interest rates and bond yields at rock bottom, investors seem to have decided that stocks 
are the only way to make money in their investment portfolios.  Current valuations suggest that high returns 
won’t last forever - especially considering the warning signs on the economic horizon such as higher inflation. 
 
What I know for an absolute fact is that I can't tell you when this stock market party will end. Of course,  
neither can anyone else. What I can say is that I've watched people take their money out of stocks because they 
“were too high,” and “were overdue for a correction.” I think most came to regret it. Therefore, valuations are 
good for setting expectations, but bad for market timing. 
 
As far as Covid goes, it seems like everyone knows someone who has recently tested positive (vaccinated or 
not). You can now count me as one of those who (regardless of being injected three times) still got infect-
ed.  Cases are at record highs, but hospitalizations and deaths are not. This is good news. Let's hope that trend 
continues and that treatment options become available for use in the early days of infection in order to limit 
hospitalization and death. 


