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Thinking of
Early Retirement?
Make sure you’re prepared.

A

ccording to a recent Gallup poll, the average American
retires at age 61.1 That’s at least five years away from
collecting full Social Security retirement benefits, not to mention
pensions, which typically begin at age 65, when available.
What’s more, Medicare coverage does not begin until age 65,
leaving early retirees with potentially hefty health insurance
premiums until Medicare kicks in. Anyone contemplating an
early retirement will want to plan carefully and ask several
important questions.

When Should You Begin Collecting Social Security?
You can begin collecting Social Security retirement benefits
as early as age 62. But you will face a significant reduction if
you start before your normal retirement age: from 66 to 67,
depending upon when you were born. Those choosing to
collect before that age face a reduction in monthly payments by
as much as 30%. Also, there is a stiff penalty for anyone who
collects early and earns wages in excess of an annual earnings
limit ($17,040 in 2018).
What age is best for you will ultimately depend upon your
financial situation as well as your anticipated life expectancy.
For most people, waiting until normal retirement age is worth
the wait. But you may want to consider taking your benefits
earlier if:

You are in poor health.
You are no longer working and need the benefit to help make
ends meet.
You earn less than your spouse and your spouse has decided
to continue working to help earn a better benefit.

How Will You Fund Health Care Costs?
A big obstacle to early retirement is health insurance. If you
are working for a company that pays all or most of your health
insurance, you could face hundreds of dollars in added monthly
expenses if you retire before age 65. Plus, most companies no
longer offer retiree health benefits, and if they do, the premiums
can be high or the coverage low. In addition to health insurance
premiums, there are also co-pays, annual out-of-pocket
deductibles, uncovered procedures, and out-of-network costs to
consider -- not to mention dental and vision care costs.
On the positive side, the Affordable Care Act (ACA) prohibits
insurance companies from discriminating because of preexisting
illnesses and limits how much they can charge based on age.
For those with lower incomes, government subsidies may be
available. People earning less than 400% of the federal poverty
level -- $48,560 for a single person or $100,400 for a family of
four -- may be eligible for a tax credit as long as they do not

have access to affordable and comprehensive coverage through
their employer and do not participate in government health
programs like Medicaid.

news brief
According to a 2018 Retirement
Confidence Survey conducted by EBRI,
nearly 70% of workers expect to work
for pay in retirement, but only 26% of
retirees actually have done so.

What Will Early Retirement Mean for Your Investing and
Withdrawal Strategies?
Perhaps the most significant concern for early retirees -- and
one that is often overlooked -- is how retiring early will impact
their investing and withdrawal strategies. Retiring early means
taking larger distributions from your retirement savings in the
early years until Social Security and pension payments begin.
This can have a significant impact on how long your savings
last, much more so than if larger distributions are taken later in
retirement. Consider the following:
Delay withdrawals from tax-favored retirement accounts,
such as individual retirement accounts (IRAs) or 401(k) plans.
The longer you wait to withdraw this money, the more you
can potentially benefit from tax-deferred or tax-free (for Roth
accounts) compounding. Instead, tap into taxable accounts
first.
Adjust your withdrawal rate to help ensure that your savings
will last throughout a lengthened retirement. Financial
planners typically recommend a 4%-5% annual withdrawal
rate at retirement, but you may want to lower this since you
will need your savings to last longer.
Structure your investments to include a significant growth
element. Since your money will have to last longer, you will
want to consider including stocks or other assets that carry
high growth potential. Stocks are typically more volatile than
bonds or other fixed-income investments but have a better
long-term record of outpacing inflation.
The first place to start early retirement planning is with a
detailed plan that includes estimated income and expenses.
Work with your financial advisor to put in place a plan that
factors in all of the necessary elements you will want to
consider.

Source: Employee Benefit Research Institute (EBRI), 2018
https://www.ebri.org/surveys/rcs/2018/
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