How much money will you need?

Plan your reƟrement realisƟcally
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If you are like many of the healthcare professionals I have talked with, you may be in for a rude awakening in
your financial future. Comfortable re rement is going to require a good deal more money than you imagine.
How much? At an a er-tax annual return of 3 percent to 5 percent, it may take from $5 million to $6 million
in investable liquid assests for most doctors to re re comfortably. This amount excludes residences and other
non-liquid assests that tend to be included when calcula ng “total net worth.”
Why will you need so much in liquid assets? Here are some reasons:
Por olio performance. Most people tend to overes mate what they will earn in the markets. Over the past
century, bonds have returned from 5 percent to 6 percent annually before taxes, and stocks about 9 percent
annually before taxes, depending on the years considered.
Although investors have seen high returns for short periods of me, they have also seen low returns for long
periods of me. We have no reason to expect these averages will change. Despite this, investors commonly
plan on a er-tax annual investment returns of at least 15 percent!
The historic reality of about 6 percent changes the equa on considerably.
For example: A hypothe cal $1 million por olio genera ng a robust 17 percent annualized a er-tax return
would grow to $8 million in 12 years. The same $1 million por olio growing at a more probable 6 percent
would become $2 million in 12 years. And few por olios avoid occasional losing years. The me required to
make up for a losing year is far longer than most investors realize.
Infla on. Infla on enters the picture as well. Even at a modest 3 percent annual infla on increase, a
chiropractor who currently requires $10,000 monthly income will need $16,000 per month in just 12 years.
It would take at least $4 million in invested funds at 4 percent annual tax-free return to realize $16,000 per
month, and that amount does not provide for any significant increases in health expenses, which are likely.
WHAT TO DO?
The first thing you need to do is to get a clear assessment of what you need and what might happen to your
assets that could aﬀect your needs.
Consider several diﬀerent life-expectancy scenarios. They should reflect your income needs, based on
longevity.

Develop three projected investment outcomes. Base them on diﬀerent available asset amounts: One outcome
would reflect the lowest amount you expect with absolute certainty. The second outcome would be a
somehwat less than desired outcome. And the third would be an ideal outcome.
Apply diﬀerent rates of annual return. These calcula ons will determine how much you must set aside annually
to reach your desired re rement amount. It’s wise to an cipate a rate of return that reflects your personal
investment risk tolerance. Use various rates of infla on to calculate these rates of return.
GETTING HELP
Understanding what Warren Buﬀet calls your “Circle of Competence” is the key to building a team of
competant advisors to help you navigate the years between today and your re rement.
An investment advisor is the key player in your team of advisors. She or he helps you construct various
re rement scenarios, determine necessary annual contribu ons, and manage assets within your personal risk
tolerance and investment model preferences.
How do you select the best advisor for you? A key considera on is the advisor’s ability to avoid losses.
Although you might think that an advisor who manages large amounts of money may seem like a safe choice,
remember that the more money a manager takes in, the harder it is for him or her to deliver performance
above broad market returns.
Making money is important, but safeguarding your investable asset base is primary. You have no opportunity
for future returns whitout investable assets. Obtaining returns should be the secondary priority. That’s why
selec ng an advisor based on his or her ability to avoid losses is so important.
Working with your advisory team, review your inventory of assets and addi onal income into a re rement plan
since all gains are tax-deferred.
Some ideas:
Buy a professional building with a low cost basis, which can be purchased and put into their re rement plan.
This strategy shelters the income generated as well as the proceeds if the building is sold.
Finance debt through a pension plan to generate tax-free interest that is deduc ble.
Assemble an inventory of assets to implement many sophis cated, but perfectly legal and beneficial tac cs.
The process to determine one’s true re rement needs can be daun ng. However, the ramifica ons of not
conduc ng such an assessment can be harsh, and the longer you wait to put your re rement plan on track, the
more diﬃcult it becomes to save enough.
Two things you can do today to begin puƫng your reƟrement plan on track:
Adopt a long-term investment approach. Implement an overall investment stratgy that avoids crippling annual
losses;
Put as li le of your capital at risk as possible. In most years, it’s be er to have a 15 percent return with only 30

