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Retiring may be one of the biggest decisions
you will ever make. Think of it as planning
a 25- year road trip. One of the first ques-

tions you need to ask yourself is where am I going? 
The “where” in retirement does not necessarily

have to be a different physical place but rather a
different internal place. For most of your life, you
woke up every morning to go to work, except on
your days off. You had a purpose. For many, it is a
forced purpose, but at least it gave you a direction
of what you needed to do. 

When you retire, there will not be an external
force telling you where and what to do. You will
have to create a new purpose(s) to keep you going
day after day for the next 15–30 years. 

The purpose you create has to have meaning to
you. It could be perfecting your golf game, which
might take a few lifetimes, or volunteering at your
local church. Whatever the purpose, make sure it is
something that will keep your mind and body
active. Planning ahead can make your golden years
more meaningful.

How Much Will Retirement Cost?
The next thing you need to determine for 

your retirement road trip is how much it will cost.
Many retirement decisions are made based on
affordability. It
doesn’t make
much sense to
retire and then
have to go back
to work a few
years later at a
much lower-
paying and/or
stressful job
because you
realized too late
that retirement
cost more than
you expected.

Step 1. CURRENT SPENDING
One of the first steps in determining the cost 

of retirement is to get a snapshot of what you are
currently spending. Let’s suppose that figure is
$40,000 a year. The general rule during retirement
is that you will spend 80% of your current living
expenses. In this example, it would be $40,000 x
80% = $32,000.

If you are 50 years old and want to retire when
you are 65, it would be nice to say that the $32,000
you need today is the same amount you will need
15 years from now. Unfortunately, inflation needs 
to be factored into this equation. Inflation has 
averaged around 3% a year for the last half-century.
Thus, factoring in inflation, 15 years from now you
will need $ 49,855 to purchase $32,000 in today’s
dollars. The following chart shows the impact of
inflation for different amounts at different time
intervals.
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EDUCATION

University degree required with 
additional specialized studies in:
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RETIREMENT FUNDING FOR 65 YEAR OLD
Needing $32,000 in today’s dollars

Inflation adjusted amount needed in first year of retirement: $49,855

Step 2. SAVINGS NEEDED
After determining how much

you will need in your first year 
of retirement (using the above
information) the next step is to
determine the savings you will
need to fund your retirement
years. The tenure of your retire-
ment is anybody’s guess. When I
help someone with their retire-
ment planning, I usually plan 
for a person to live until at least
age 90. I will adjust this figure
depending on the health and
lifestyle of the client. 

To continue with the example
above, the chart above shows the
savings needed for a 50-year-old
retiring at age 65 and living to
different ages earning different
rates of return on their portfolio.
The rates of return include a 
3% inflation factor.

For example, a 65-year-old
living to age 90, earning 3% 
on their investments will need
$1,246,375 to fund their retire-
ment. If he/she can accept a little
more volatility in the investment
allocation and plan for a 7% rate-
of-return on the investments,
he/she will need $788,519 to
fund their retirement.

In this market environment,
where stock investments have 

dropped to historic lows, many
people have flocked to less
volatile investments, such as 
certificates of deposits (CD’s)
issued by banks. The average rate
of return on these types of invest-
ments has been around 3–4%. 

Thus, as you can see from 
the table, if you have chosen low-
yielding investments and plan to
continue with them, be prepared
to save a lot more for retirement.
In the example, the difference
between a 3% and 7% rate-of-
return for a 65-year-old living 
to age 90 is $457,856. 

Even though the table shows
a lump sum needed for retire-
ment, which may seem daunting
for most people, this figure could
be significantly reduced by other
revenue sources such as pension 

plans, social security, and home-
equity options. In my next 
article, I will go over some of
these different funding options
for your retirement plan

In closing, remember to keep
a long-term perspective when
planning for retirement. Don’t let
the current fog of fear over our
economy be your guiding princi-
ple. As Franklin D. Roosevelt
once said, “The only thing we
have to fear is fear itself—
nameless, unreasoning, unjusti-
fied terror, which paralyzes 
needed efforts to convert retreat
into advance.”  ■
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