Retirement
planning 1s a
simple matter
of arithmetic

_ This article is directed to all
readers out there including me,
who occasionally think about
how they are going to retire. I
often wonder how I can get
everything done in my life that
I thought I would do when I was
a kid. Well, maybe we are all
kids at
heart, . ROB RIKOON
believing ; o
and hoping
we will have
the chance
to do some-
thing mean-
ingful or ful- -
filling or
just plain
fun. What Real Money
does this
have to do
with Real
Money? Well, most things today
have something to do with
money, or at least most of the
things that we talk about have
some relationship to finance.
So, why not think seriously
now about our retirement
plans? After all, there is no
time to waste. The question of
achieving our unique brand of
self-fulfillment might be a mat-
ter of when we can afford to
stop working. Or perhaps it is a
question of when we can move
on from our occupations, which
may have turned out to be less
glamorous than we thought
they would. Readers who
belong to the ranks of genera-
tion “X” or “Y,” as those who
follow baby boomers are called,
will have help in planning their
retirement. Through political
influence, baby boomers may
whip the Social Security system
into shape by privatizing part
of it, and refocus the
retirement plans of major cor-
porations by creating more
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flexible benefit formats. Read-
ers over the age of 60, who may
have ridden the long wave of
prosperity into retirement, are
hopefully reaping the rewards
of the biggest bull market in
history. Unfortunately for us
middle-agers, we might have to
figure out this issue for
ourselves.

You don’t have to be a rocket
scientist or a mathematical
genius to figure out how much
money you will need to save in
order to retire. In the following
paragraphs, I will walk you
through one process for figur-
ing out a secure retirement
plan. The good news is it is
never too late to start. The bad
news is that it may involve
some sacrifice for your future
security. No one said it was
going to be easy.

To create a comfortable _
retirement, the one thing you
will need, along with your
health, is money. Think about
your current situation. You
work hard, week after week,
and then end up spending most
of your take-home pay on nec-
essary bills. Once you retire,
you will still have to contend
with many of these expenses.
Where will the money come
from to pay them — Social
Security? Savings? Perhaps you
will be among those lucky-
enough to receive an
inheritance.

Most people are comforted
by the thought that they can
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count on Social Sccurity benefits to provide for their “drecam” retire--
ment. By now, it should be clear that to have a great retirement, you
have to take matters into your own hands. One good place to begin is
first to ask yourself and then answer the following two questions:

B How much money do I need to accumulate for my retirement?

W What is the best way to save for my retirement?

. Let’s tackle the first question:

“Generally, people need somewhere between 60 percent and 80 per-
cent of their pre-retirement income. To determine what you will
need, make a list of your annual expenses. Next, estimate how your
expenses would be different after retirement. Certain expenses will
" be less, or even nonexistent, while others may be higher. For exam-
ple, child-care costs should be much lower and, hopefully, your
home mortgage will be paid off. However, you might need additional
income to cover travel costs, health insurance, or medical expenses.
Divide your estimated annual retirement income by .0S. The result

costs that make them a poor investment choice.
To illustrate how powerful retirement plans can be, let’s look at
the possible results of a weekly contribution of just $90.
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is an estimate of the amount of savings you will need by retirement.
This retirement-planning model assumes that 40 percent to 60 per-
cent of your portfolio js invested in stocks (for growth) with the bal-
ance in bonds (individual ones, of course).

Historically, an asset mix of 60 percent stocks and 40 percent
bonds has resulted in an 11.1 percent long-tcrm annualized return
(1949-1998). A mix of 40 percent stocks and 60 percent bonds has
given 9.5 percent return per year. Your income withdrawals, at 5
percent annually, will be made up of a combination of interest, divi-
dends, and capital appreciation. Let’s walk through an example:
$60,000 Annual income need at retirement at age 60
.05 Withdrawal factor (5 percent)
© $1,200,000 Savings needed at retirement

So, what is the best way to save for retirement?

One of the best ways to save for retirement is through tax-
deferred retirement plans. Not only do you receive a tax deduction
for your investment, but you also receive tax-deferred earnings and,
in some cases, matching contributions. Please don’t confuse this as
an endorsement of tax-deferred annuities, as they have very high

If you spend a few minutes studying this chart, you will notice
that onc of the most important elements in building a large retire-
ment account is time.

The sooner you get started, the easier it is to accumulate a large
sum of money. Adding constant amounts of money to a stable, diver-
sified investment is called “dollar-cost averaging.” It is also a very
good way to avoid the natural tendency to try. to time or outsmart
the market’s fluctuations. Why not start building your “dream”
retirement today? Old-fashioned thriftiness, discipline, and patience
today will go a long way towards guaranteeing your financial peace
of mind tomorrow.

Rob Rikoon is the president of Rikoon Investment Advisors, an
investment-management and financial-planning firm in Santa Fe
(Tel: 989-3581). His recent book, Managing Family Trusts: Taking
Control Of Inherited Wealth (John Wiley, 1999), is a guide for
investors desirous of holistic financial health.




