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How Much Do You Need
For Retirement?
A Few Rules Of Thumb

hile we use sophisticated software tools to assist us in deter-
W mining how much a client needs to save for retirement and

then how much they can spend in retirement, several rules of
thumb can also provide guidance to answering these questions. Remember
that these are only generalizations and may not be accurate given your

circumstances. Retirement plans that we create for clients incorporate
their specific set of facts to provide a customized analysis.

Two general rules of thumb are applied to retirement planning:

1. your pre-retirement savings rate, and
2. your post-retirement spending level.

Ultimately, how much you save for retirement and how much you spend
in retirement depend upon many factors, including some that are com-
pletely unknown, such as your life span and the return generated by your
investments. We will take each of these rules of thumb in turn.

PRE-RETIREMENT SAVINGS RATE

The earlier that you begin saving for retirement, the less you will need to
save. By contributing to your retirement accounts as early in your career
as possible, you allow time to work for you through the power of com-
pounding. The later you wait, the less benefit you will receive from com-
pounding (and the less time you will have to weather a poor market).

According to data published by The Vanguard Group, if your current
income is $100,000 and you had not yet begun to save for retirement,
you would need to save 13 % of your income for 40 years in order to
replace 75% of your pre-retirement income (we will discuss this concept
in more detail in the next section). If you wait 10 years so that you only
have 30 years to invest prior to retirement, you will need to save 21 % of
your income each year. And if you only have 20 years prior to retire-
ment, you will need to save a staggering 36 % of your annual income.

Obviously, your contribution could be lower than these levels to meet
your retirement needs if, for example:
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1. your employer matches your contribution to an employer-
based plan (then your combined contributions would
need to meet the levels cited above), or

2. you receive a corporate pension.

Unfortunately, only about 20 % of workers in the corpo-
rate sector are covered by a company pension plan and
this proportion has been declining over time as compa-
nies phase out this costly benefit.

The contribution rates above assume you receive Social
Security retirement benefits, that your retirement lasts 25
years, and that your portfolio’s asset allocation gradually
becomes more conservative as you age. If your current
income is greater than $100,000 annually, then you will
need to save an even greater percentage of your income
for retirement, whereas if you earn less than $100,000,
you can save a lesser percentage.

POST-RETIREMENT SPENDING LEVEL

Your post-retirement spending level can be characterized
as a percentage of your:

1. pre-retirement income, or
2. overall investment assets.

Pre-Retirement Income

Conventional wisdom states that in retirement you will
spend at least 75 - 80 % of your pre-retirement income
to maintain your standard of living. For example, if in

your last year of employment you earn $100,000, then
you could expect to spend at least $75,000 in your first
year of retirement (adjusted for inflation thereafter).

The obvious difficulty with this rule of thumb is knowing
what your terminal income will be and whether a 75 -
80 % spending level is appropriate for you. For example,
while you may be able to plan whether your mortgage
will be paid off prior to reaching retirement, how do you
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know whether you will incur significant uninsured
medical costs during your retirement?

Overall Investment Assets

Another approach is to determine how much you may
withdraw from your investment assets each year without
completely depleting your portfolio by the time you pass
away. This is often referred to as your withdrawal rate.
Here too it depends on how long your retirement will last
and the returns your portfolio will generate. Given a rea-
sonably allocated portfolio, an annual withdrawal rate of
4% or less is unlikely to deplete your investment assets
during your lifetime. For example, if you determined that
you needed $80,000 from your portfolio each year to
meet your retirement expenses, then you would need a
portfolio worth at least $2 million once you reached retirement.

In practice, you first need to determine how much
income you will need from your portfolio in addition to
the income that you expect to receive from Social
Security and any pensions. Then take that required
annual portfolio income figure and multiply it by 25 to
calculate the required size of your retirement nest egg.

While the rules of thumb outlined above should be con-
sidered only retirement planning guidelines, they can
provide you with an indication of how well you are posi-
tioned for retirement. For a more thorough and com-
plete review, contact us to have a retirement planning
analysis performed as part of our service offering, Wealth
Management Solutions.

“Investing requires patience....nervous
energy is a great destroyer of wealth.”

Fayez Sarofim

(Founded Fayez Sarofim & Co., an institutional investment management firm, in 1958)

n late March we formally changed our name from COMPASS Investment Advisors, LLC to COMPASS Wealth
Management, LLC to better reflect our comprehensive suite of wealth management services. Note that our mailing

address has also changed.



