Do you know what your scary number is yet?

So what'’s your scary number? Or, to put
it another way, how much are you going
to need to save for your retirement?

The scary number is important. How
else are you going to know what to
aim for?

You won't be working when you retire,
but you'll still need an income to live off.
Leaving aside any money you'll get from
the EPS pension, that income is going
to come from capital you've managed
to save over the years.

And it's not just about how much money
you'd like each year. You also need to
consider how long you're going to need
it for — how many years you'll have in
retirement.

These days, people are living longer.

It's quite possible that you'll be retired
for 20 years or more. That's a long time,
so working out how much you'll need

is important if you want to make sure
you'll have enough money in the future.

Perhaps you already have a vague

idea of how much you’ll have when
you retire. For instance, if you have a
defined benefit pension, you could be
expecting to receive two-thirds of your
final salary. And you may well have
other savings and pensions too.

This is all good stuff, but you shouldn’t
be complacent. Make sure you
understand how much income these
savings will generate in your retirement
- talk it over with a financial adviser.
There may be a gap between the
income you'd like to have when you
retire and the one that you're on course
to get from your current pension
arrangements and savings.

It's this income gap that you need to
save for.

To work out your retirement findings,
Six-Steps uses something financial
experts call the rule of 20. Your

scary number is 20 times the annual
retirement income that you'd like.

So, say you wanted to have an annual
retirement income of Rs. 200,000.

Your scary number would be:
Rs. 2,00,000 x 20 = Rs. 40,00,000.

The calculation assumes that you'll
draw an income equal to 5% of your
capital for each year that you're retired.
(In this example, that would be the

Rs. 20,000 a year.) A 5% return could

be obtained from reasonably low risk
investments, for example cash savings
accounts.

Some commentators favour an even
more conservative approach, and
suggest that you should take an income
based on a rate of return of 4% to
reduce the risk that your capital will

run out in your late eighties. (In our
example, that would mean an annual
retirement income of Rs.160,000 from

Rs. 40,00,000 capital.) This is something
you should discuss with your financial
adviser.

Many advertisements promote

investment returns of x% (x can be as high

as 36%)and higher. Beware of these headline
numbers, they can ignore costs, tax and inflation.

To keep things consistent and easy

to understand, the retirement findings
don't take inflation (and many other
things) into account when calculating
the scary number. Factoring inflation
into your plans, along with your debts,
savings and pensions, is something you
should discuss with a financial adviser.

There’s no getting away from it, the
numbers are scary and depressing. But
we all need to face up to them, so don't
panic.

Remember the three foundations of
retirement planning and make sure you
have them covered:

The EPS pension -

Your home - invest in property and
pay off your mortgage as soon as
you can

Other long-term savings and
investments - save into tax-efficient
vehicles such as pensions.



You also shouldn’t forget that life-
changing events and choices will come
your way over the years:

Your income can rise due to inflation
and promotion which will enable you
to save more

When you retire, you may choose to
downsize or sell your house and raise
capital to generate an income

For many households, inheritances
will improve their financial situation.

And now for the last point - take
control. Nobody else will sort this out for
you so get ready to take responsibility
and to take action. Read the six steps,

fill in the retirement planner (and keep
the information up to date) and visit

a financial adviser to talk about your
options.





