
 

  

   

   

   

   

 

 

Preparing for retirement does not end the day you retire. As you move into retirement, you’ll need to 

convert your nest egg into a stream of income that will meet your needs. This means combining your 

retirement savings with other sources of income – such as Social Security or a pension – to create a long-

lasting income stream that makes it possible to live the retirement you have been planning.  

But before you can decide which accounts to tap first, you'll need to crunch the numbers to determine 

how much you can safely withdraw without running the risk of outliving your assets. The complexity of 

tapping a mixed bag of retirement assets is compounded by a litany of distribution options, 

requirements, potential penalties and tax implications. To develop a sustainable strategy, you'll need to 

consider your age, health status, life expectancy, living expenses and estimated future rate of return on 

your remaining investments. This analysis is the baseline for retirement income strategy planning. 

Consider the following steps as you work to build an income stream that will meet your retirement 

needs.  

 Build a Guaranteed Income Stream 

Before deciding how to tap your retirement accounts, you’ll first need to determine what your 

retirement expenses will be, starting with necessities. This includes your mortgage or rent, real 

estate taxes, utilities, groceries, clothing, and other unavoidable expenditures. These living expenses 

should be covered by a guaranteed income stream – such as Social Security, a pension taken as an 

annuity rather than a lump sum, or an income annuity – which will ensure that market downturns 

do not impact your basic needs. In some cases, such as with Social Security, the payments could 

increase with inflation, so your spending power won’t diminish. 

Although these income streams are guaranteed, they do carry some risk. There are extra fees 

associated with annuity insurance guarantees, and unlike your invested assets, these accounts 

provide no opportunity to benefit from market growth. Finally, your benefit payments depend on 

the ability of the outside entity – your former employer in the case of a pension, or the Federal 

Government in the case of Social Security – to make those payments.  

To balance the pros and cons of the various income stream options, retirees should not convert 

their retirement assets into only one type of income stream. A mix of guaranteed income, flexible 

income and cash will diversify your retirement income stream. 
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 Investing Does Not Stop the Day You Retire 

Thanks to an increased life expectancy, an individual retiring today at age 65 could have a retirement that lasts 20 – 25 

years. That means there is still plenty of time to invest for those later retirement years and you should consider investing a 

portion of your retirement fund to accrue interest. While you have a portion of your nest egg invested, you’ll want to 

hedge the market volatilities by having a cash reserve and being flexible in your retirement spending. This variable income 

stream should be funded from: 

• A defined contribution retirement plan, like 401(k), 403(b), and 457 accounts; 

• Traditional and Roth IRAs; 

• Other savings and investments, and; 

• A pension benefit taken as a lump sum, rather than as an annuity. 

Keeping a portion of your retirement assets invested provides spending flexibility, growth potential based on the 

performance of the capital markets and potential for any remaining funds to be transferred as a gift or inheritance. 

Investing some of your assets does require spending discipline. You must be sure not to overspend and deplete this 

portion of your retirement account too quickly. Furthermore, you must also be flexible with the spending of these assets in 

order to wait out any extended market downturns. If the expense cannot wait, then you should consider funding it from 

the guaranteed income stream portion of your retirement income. As your retirement progresses, you need to monitor 

this bucket of assets and adjust your expenses to match the rising or falling value of these funds. 

 Have a Cash Reserve 

Before you retire, unexpected life events and severe market downturns will only devastate your retirement plan if you are 

forced to remove money from your retirement account while those asset values remain depressed. The best way to 

protect against this situation is to create a buffer between the emergency and the overall investment portfolio. While you 

are working, you should build a savings buffer of six months of living expenses. On average, if you are sick or are laid off, 

you should be able to get back to normal within six months.  

In retirement, the buffer serves a slightly different purpose. You’ll want to be able to outlast severe market downturns, so 

your retirement emergency fund should be worth at least three years of living expenses. Because an emergency fund must 

be liquid and safe, this money should not be in the stock market. We recommend you keep those assets in an interest-

bearing account, such as a CD or money market. You don't want to be in a situation where you might be forced to liquidate 

equity investments during a downturn in the market. 
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 Prioritize Your Withdrawals from Your Non-Guaranteed Income Stream 

The reason you have different retirement accounts during the accumulation phase is to diversify the 
sources of income during retirement and the related tax impact. Once retired, you should withdraw first 
from taxable assets that are outside your retirement fund. The capital gains tax rate on these assets may 
be lower than the ordinary income tax rate you would pay when withdrawing from tax-deferred 
accounts, like an IRA or 401(k). In addition, if you retire early, distributions from your IRA and 401(k) 
plans usually involve penalties before age 59½. 

Next, you should withdraw from tax-favored accounts, such as a traditional IRA or 401(k). The hope is 
that your tax bracket in retirement will be lower than your tax bracket during your working years. 
Delaying withdrawals from these accounts allows these assets to accumulate tax-deferred as long as 
possible. However, the Internal Revenue Service requires you to begin taking minimum distributions 
from your IRA, 401(k), simplified employee pension (SEP), and SIMPLE accounts by April 1 of the year 
after you reach age 70½.   

Ultimately withdrawals from your various retirement assets should be integrated into your overall 
retirement, tax planning and estate planning strategy to achieve your financial and nonfinancial goals. 

 Be Flexible 

It’s critical that you are flexible about your luxury expenses. If you can’t be flexible on an expense, 
consider it a necessity and create a guaranteed income stream to pay for it. Spending on luxuries should 
be contingent on the remaining asset value of your retirement account, and you should be willing to 
accelerate, delay or cancel them based on your resources. For example, if the market has a significant 
pullback, you should consider postponing a trip to Italy for a year to allow the asset values to rebound 
before you remove them from the portfolio. If the market does exceptionally well, you might want to 
withdraw more than planned to fund a luxury expense. 

Building a reliable retirement income stream involves converting several asset sources into various types of 
income streams to support your retirement necessities and luxuries. As you approach retirement, engaging 
your investment advisor, estate planner and accountant will be key to ensuring the correct income stream is 
established to meet your retirement needs. You worked hard to get to this point, and having a reliable 
retirement income stream will go a long way to achieving the lifestyle you’ve hoped for. 
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