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| _&Greatcpressmﬁ,‘ two-thirds
_Iz;bf "those:.queétioned in a recent
_survey say their investments
“remain on track to pay for the
retirement they want. Unfortu-
":.'nately,. a'lot of those confident

:souls have never taken the time




Jiving that retirement life will cost.

In fact, half the people who take the

time to do the calculations realize chey

had better start shoveling more money
into their 401(k)s and ocher retirement
accounts as soon as possible.

If your retirement nest cgg took a
beating over the past two years, it
doesn’t take a financial genius to un-
derstand thac it’s up to you to make up
for the damage. That probably calls for
* a combination of saving more and in-

vesting smarter. This special package
aims to help in both regards, by point-
ing out new laws that let you save more
in your 401(k), IRA and other rax-
favored accounts, and outlining an in-
vestment strategy to make your invest-
ments flourish in che years ahead. As
badly as the markets performed in
2000 and 2001, there is no reason to
believe that, over the long haul, stocks
will fail to deliver cheir historic long-
term annual average return of better
than 10%. At that rate, your money
will double in less than seven years.
‘Time is s#l{ on your side,

The general rule for saving for retire-
ment remains unchanged: Save as much
and as early as possible. Investments
compounding inside a tax-shelrered
401(k) are 2 marvel to behold. Bue how
much do you need to save? Many un-

. knowns make precision impossible:
How much will your investments earn?
What witl inflation be? How much
will social security pay? When will you
retire? Will your health hold up? How
fong will you live?

Still, it's essential chat you ger an
idea of what you need to be saving to-
day to pay for tomorrow. Before you
rackle the worksheet, be warned chat
the bottom line may be scary---sug-
gesting a nest-cgg gap that requires

plinger.com

,,‘:ll.Joh't want to do the math? You can
" skip the Inflation and growth factors,
not to mentian basic addition and

" subtraction, with our eniine version,
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you 1o increase your savings by an
amount that seems impossibly high.
Say, for example, that the verdict is you
need to boost your savings by $1,000 a
month, starting with your next pay-
check. If you're 35, carrying a huge
mortgage and facing the prospect of
sending theee children to college, that
might sound like a cruel joke. Perhaps
this dose of reality will even convince
you that your plans for early retirement
were a pipe dream. You may just need
to work & few years longer than you
had hoped. 7
Buct don't throw in the towel. Re-
member: Two decades from now, when
the house is paid for, the college bills
are behind you and your salary is far
higher than it is today, your ability to
save should be grearly enhanced. That's
good news, but don't let it deter you
from crying to save more starting righc
now. Saving an extra $2,300 chis year
will knock 827,000 off what you'tt
need to save 25 years from now, assum-
ing the money grows unmolested by
the IRS at an annnal rate of 10%.
Here's how to complete the worksheer;,
you can skip the math by using the in-
teractive version on our Web site, at
www.kiplinger.com.

STEP 1 | How much income wilf you
need? Start with your current income
(and your husband’s or wife’s if you're
matried), and apply a growth factor
from Table 1 on page 85. Assume, for
example, that inflation will average 3%
a year between now and the time you
retire, and that your salary will keep
up. If you plan to retire in 20 years,
find the place where 20 and 3% inter-
sect on the table: 1.81, Enter this factor
on line B and multiply to find your es-
timated preretirement income.

A common rule of thumb suggests
you'll need 709 to 80% of that income
to maintain the same lifestyle in retire-
ment, Some expenses will fall, such as
taxes and the amount (probably sub-
stantial) that you're socking away for
retirement. Some wilk rise, such as
what you pay for health care. While
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80% mighe not be precise, it's as good
an estimate as any for the purposes of
the worksheet. When you get within
five years of retirement, work up a de-
wailed budget to get a better estimate.

sTEP 2 | How much will social security
and a pension pay? Workers age 25
and older should receive a notice from
the Social Security Administration each
year estimating the size of their month-
ly benefit when they retire. If your per-
sonal estimate isn’t handy, you can use
an estimate based on these examples: If
you are 40 and earn $84,900 or more,
you can expect a monthly benefit of
about $1,990 (in current dollars) at
your full retirement age of 67. A 40-
year-old who earns $50,000 can expect
about $1,560 a month at age 67.

If your company has a traditional
pension plan, ask someone in the bene-
fits office for an estimate of your
monthly benefit at retirement, Note
that the worksheet asks for annual so-
cial security and pension figures, so
multiply the monthly estimates by 12.
Add the pension and social security
benefit together and adjust the roeal,
assuming the amount will keep up
with inflation between now and when
you retire, Lise a conservative growch
factor of 3% from Table 1. Write the
total adjusted figure on line J.

sTEP 3 | How much do you need? The
difference between those sources of in-
come and the amount you need has to
come from 401(k) money and other
personal savings. Table 2 shows how
much you need to save to produce
$1,000 of monthly income over various
periods assuming different recurns,

A big question is, how long will
your retirement last, or, more bluntly,
how long will you live? According to
the National Center for Health Statis-
tics, a 65-year-old man is expected to
live for about 16 years, while a woman
of the same age has a life expectancy of
about 18 years, Those numbers are av-
erages, which means lots of us will live
longer. To be conservative (as well as
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hopeful}, assume you'll live to age 90.
Pick the factor from Table 2 char comes
closest to the number of years your
money has to last after you retire. For
example, if you expect to earnt an 8%
annual retuen in retirement and want
your nest egg to last for 25 years, find
the point where 8% and 25 years inter-
sects. That tells you that you need
$130,400 for every $1,000 of monthly
income you desire, Enter that figure

. on line O and, if you need $8,000 a
month from your nest egg (remember,
these are inflated dollars), multiply it
by eight. The result, $1,043,200, is
your preliminary nest-egg goal,

Just as tax-free compounding can
make your 401(k) explode, inflation
can inflict a devastating blow to your
purchasing power over the years of re-
tirement. If you need $8,000 a month

from your nesc egg when you retire,
you'll need almost $12,500 15 years
later to maintain the same purchasing
powet, if inflacion averages 3% a year.
If you assume your investments will
grow at an annualized rate of 8% in re-
tirement, multiply the initial nest-egg
goal by 1.3 to build in 25 years of in-
flation protection; if you assume a 6%
rate of return, multiply the initial goal
by 1.6 to buy that 25 years of protec-
tion. Enter your inflation-protection
factor on line QQ and do the math.

STEP 4 | How much have you already
got? Don't freak out. You may have
more than you think. Add up every-
thing in your and your spouse’s
401(k)s, traditional and Roch IR As,
Keogh plans and any other tax-favored
accounts, as well as other money ear-

Table 1 Money-growth and inflation factors
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marked for retirement. Enter the votal
on line § and then adjust it for antici-
paced growth between now and your
retirement date using a growth factor
from Table 1. If you have §250,000
now and expect it to grow for 20 years

" at 10%, for example, then multiply by

6.73. Thar's $1,682,500.

STEP 5 | Will your home contribute? If
you sell your house at retirement and
buy or rent something less expensive,
the lefrover cash becomes part of your
nest egg. Because the first $250,000 of
profit from the sale of a home is tax-
free ($500,000 if you are married and
file a joint return}, it’s unlikely that
taxes will cut into your profit. For a

‘quick-and-dirty estimate of how much

home equity you can count on, rake the
value of your home today and muleiply
it by a growth factor from Table 1, as-
suming 3% growth over the years you
have until retirement. Subtract any
moregage you expect at that time and
the down payment for a new home, and
enter the result on line Z,

sTEP 6 | How much more do you need
to save? Subtract the future value of
your curtent savings, your home's con-
tribution and any other assets you plan
to use for retirement (such as the pro-
ceeds from the sale of a business or an
expected inheritance) from your goal to
find the shottfall (line CC}. Multiply
that amount by the savings-targer fac-
tor int Table 3 to see how much you
need to save each month between now
and retirement. If you need, say, an
extra $400,000 over the next 20 years
and expect your investments to earn an
avetage 10% return, then mulciply
your shortfall by (.0013 (the factor
where 10% and 20 years intersect). The
result—$520—is how much you need
to save each month to build your nest
egg, This amount includes your em-
ployer’s match for 401¢k) concribu-
tions. Even if you can’c squeeze out the
full amount now, boost your savings as
much as you can as soon as you can. K
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