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			“The ultimate security is your understanding of reality.”

			- H. Stanley Judd

			Traditional retirement planning has failed.

			
					According to the New York Times, 75 percent of Americans have less than $30,000 in their retirement accounts, and 49 percent of middle-class workers will retire poor or near-poor.

					According to Hewitt Associates, four out of five workers will fail to meet all their financial needs in retirement.

					Employee Benefit Research Institute reports that 79 percent of workers aged 45 or older have less than $250,000 in savings. An astounding 45 percent have accumulated less than $25,000 as they approach retirement.

					And the annual Retirement Confidence Survey shows only 17 percent of American workers are confident they will have enough money to retire.

			

			The evidence is overwhelming that something is wrong with traditional retirement planning. It’s an old-world model in need of a major facelift.

			The system is not realistic because the average individual doesn’t have the skills and knowledge required to successfully execute a traditional retirement plan. Today’s broken model requires you to:

			
					Voluntarily save a significant portion of your income with discipline throughout your career (8 to 30 percent, depending on the age you begin saving).

					Develop investment expertise to implement smart asset allocation and investment decisions.

					Predict the future by knowing in advance when you and your spouse will die so that you also know how long your savings must last.

					Accurately plan when you will end work—either voluntarily, due to sickness, or possibly because of layoffs out of your control.

					Precisely calculate the inflation rate for your remaining lifetime (even though trained economists can’t accurately predict this number even one year into the future).

					Correctly estimate what your investment portfolio will return in the 10 years before you retire, the 10 years after you retire, and each subsequent decade.

					Never raid your retirement nest egg, even when adversity strikes, you get laid off, run into health problems, fund college, or get divorced.

					And then, to top it all off, you’re supposed to manage your retirement savings so that you spend your last dollar as you exhale your last breath.

			

			Nobody can successfully do all of the above. Too many factors are completely out of your control—even if you did have the skills and expertise. No wonder most workers are failing to secure their retirement!

			To execute a perfect retirement plan using this traditional system, you would need the savings discipline of a celibate monk living in a brothel, investment skills that exceed most pension and mutual fund professionals, a perfectly calibrated crystal ball, and the actuarial skills of an insurance expert. Those sound like pretty demanding standards for someone who aspires to quit work.

			And yet, every day in financial planning offices throughout the world, people are following this well-trodden path by paying a professional to get a precise calculation of the savings required to secure their financial future—their retirement number—and then heading out the door to try and save their way to that mythical goal.

			Some planners use simple calculators to estimate this retirement number, and others use proprietary algorithms containing sophisticated simulations to produce confidence intervals. As it turns out, the exact calculation method doesn’t matter because the problem is the path itself. It’s flawed, and the results prove it.

			What you may not realize is how market valuations1 and interest rates at the start of your retirement have a greater impact on your spending power in retirement than any other factor. In fact, the most common models used in financial planning can be so wrong that you could end up underspending (or overspending) by 60 percent or more. Understanding the assumptions used in your planning model can change the entire trajectory of your retirement.

			There is a better solution, and that is what this book provides.

			Rather than rely on a single, fictional retirement number, what you’re about to discover is three completely different approaches to answering, “How much do I need to retire?” Each method has advantages, and each has limitations, but when combined, they complement each other so that the strength of one model balances weakness in the other. The result is the complete picture you need to secure your financial future.

			There’s value in the traditional model if you know how to use it correctly, but that value is limited because it shows you only one aspect of a complete retirement planning picture. However, when you combine the results from that model with the results from the other two models, the entire picture is revealed that not only secures your retirement with confidence but could allow you to retire years earlier than you thought possible.

			The reason three models are required is because retirement planning is, by definition, a bet on a future that can’t possibly be known today. Uncertainty is an inherent part of the equation. You must get clear on this fact, and learn how to work around it because you only get one chance at retiring securely. There’s no room for error or self-deception. The price of being wrong is intolerably high.

			The good news is I’ve been teaching this three-model approach to financial coaching clients and reaping the benefits in my own retirement since 1997, so I can tell you it has stood the test of time.

			
					Dan used this three-model approach to achieve financial independence within just three short years when traditional methods had him laboring for an additional decade.

					Gary used this three-model system to create a bulletproof retirement in 16 years when he previously had no plan and little savings.

					And I used this three-model approach to secure my financial independence more than 20 years ago—at the ripe old age of 35.

			

			The point is that what you’ll learn in this book works, and it’s completely different from the conventional wisdom. This is a robust, actionable, clear approach to retirement planning that has withstood extreme financial markets and a variety of economic conditions. It may not be as neat and tidy as the magic number formula spewed out of a retirement calculator, but it has proven itself effective for hundreds of my coaching clients, thousands of readers, and it can work for you too.

			Warning! Potholes Ahead

			Before you get started, I must warn you about three common mistakes so you don’t fall into the same traps as many other readers.

			It Doesn’t Have to Be Complex to Work: These models appear so simple that you might be tempted to assume they’re incomplete. Yes, there’s behind-the-scenes mathematical complexity that drives seemingly simple solutions, but there’s no practical value in confusing the two. Experience from decades of coaching clients has shown the key to success is to focus on the few critical factors that actually determine the outcome. As Albert Einstein stated, “Make everything as simple as possible, but not simpler.”

			More Information Doesn’t Mean More Accuracy: The second mistake nearly everyone makes when calculating their retirement number is to pursue additional data in a futile attempt to increase accuracy. It’s logical to think that greater input will lead to more accurate output. However, inviolable math proves otherwise. Retirement planning obeys Pareto’s Law, which states that 80 percent of the effects come from 20 percent of the causes. Getting distracted by that unimportant 80 percent may cause you to overlook the few key numbers that actually determine your success or failure. This book focuses your attention on the important 20 percent that makes or breaks the overwhelming majority of your results. Paying attention to the critical causes is what will secure your financial future.

			Expecting More from This Book than Your Number: The final mistake is misunderstanding the focus of this book. I’ve purposely excluded topics like long-term care insurance, strategies on when to begin social security benefits for maximum payout, Roth conversions, IRA rollovers, asset allocation, and Medicare supplemental insurance because this book is exclusively about how much money you need to retire. It’s not the complete guide to retirement planning.

			Yes, these topics are important to retirement planning, but they would detract from this book’s focus. Knowing how much you need is the essential foundation on which every other aspect of retirement planning is built. Everything else can be added later.

			Finally, you may find it helpful to grab your free downloadable guidebook included with this book purchase. It’s filled with printable worksheets to help you complete the exercises and model your retirement plan. Please go to https://financialmentor.com/free-stuff/retirement-book so you can claim your copy now. It makes everything fill-in-the-blank simple.

			Okay, it’s time to begin calculating how much money you need to retire.

			Let’s start with the conventional model.
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What It Costs to Live a Great Life in Retirement

					“We succeed only as we identify in life, or in war, or in anything else, a single overriding objective, and make all other considerations bend to that one objective.”

			- Dwight D. Eisenhower, 
former US President and army general

			Do you want to be able to maintain your standard of living in your golden years?

			If you plan your retirement finances the smart way, you can enjoy a future filled with travel, family, adventure, and hobbies. You can focus your life on whatever makes you happy, without concern for how to pay for it. However, if your plan comes up short, the alternative could be worrying about how to stretch your limited income, unfulfilled dreams, and waiting on your social security check just to buy groceries.

			Of course, you want the first choice, but how do you get there?

			The starting point is to calculate your number, that theoretical pile of investment capital you’re supposed to accumulate to secure your financial future.

			Written Goals Create Action That Produces Results

			Estimating your retirement number sets a goal, and the act of planning and setting goals has benefits. The goal doesn’t even have to be accurate. It just has to point in the right direction because having a goal is a necessary condition for reaching it. For example, you’re far better off striving toward a savings goal of one million dollars (even if the accurate savings goal is two million dollars) than never setting the goal in the first place.

			That’s because setting your goal usually acts as a wake-up call resulting in your taking more action than you would without a specific objective. It gives you something concrete to work toward. Don’t worry about perfecting your goals in the early stages of retirement planning because perfection is the enemy of good enough. You can always correct and adjust later as you learn more. The key is to start now by calculating your retirement number, any reasonably plausible retirement number will do.

			For example, you probably know that you need to save for retirement, but how much, and by when? Or maybe you believe social security and your company pension will suffice, but you aren’t really sure. A lack of clarity will produce unreliable results. Until you actually do the math and calculate your number, you really have no clue.

			However, everything changes and your retirement goals are made concrete once you calculate your number and reverse engineer your monthly savings requirements based on your age, existing savings, and expected retirement date. For example, if your calculation shows a $250,000 shortfall with retirement in five years, it’s simple to divide five into $250,000 and realize you need to increase savings by roughly $50,000 per year. No more guesswork. You simply take the difference between your “How much is enough?” number by subtracting it from your current savings, and it tells you in no uncertain terms what is required.
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			According to the Retirement Confidence Survey published by the Employee Benefit Research Institute (https://bit.ly/2Kr4e2w), only 42 percent of workers have ever tried to determine their retirement savings needs. That’s a shame because nearly half of those who did calculate their number took actions to increase their savings by contributing more to retirement plans or changing investment strategies.

			In other words, setting a goal is an effective exercise that can get you into action. It eliminates the uncertainty around what you should be doing each month and converts it into clearly defined actions you can take to secure your retirement. It converts the unknown into the known. It’s an important and valuable step in retirement planning. In fact, it’s essential.

			Let’s begin the process of setting retirement savings goals by looking at the questions you must answer to calculate your retirement number.
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It’s All About the Assumptions, Not the Calculator

			There are many methods for predicting the future. For example, you can read horoscopes, tea leaves, tarot cards, or crystal balls. Collectively, these methods are known as “nutty methods.” Or you can put well-researched facts into sophisticated computer models, more commonly referred to as “a complete waste of time.”

			- Scott Adams, creator of “Dilbert”

			Retirement planning is simple on the surface:

			
					You start by figuring how much income you need in retirement based on your estimated spending.

					Then you subtract how much income you’ll get from pensions, social security, and other investments to determine your income shortfall.

					To cover that shortfall, figure how much you can safely withdraw from savings accounts without the risk of outliving your money.

					The withdrawal rate and income requirement mathematically determine how much money you need to save to retire, so you don’t run out of money before you run out of life.
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			It’s a relatively straightforward algorithm that almost any retirement calculator can complete. All it does is project your investment growth and expenses into the future. However, there’s much more to this calculation. In fact, there are seven critical questions you must correctly answer so that your retirement savings estimate is accurate.

			They are:

			
					What amount of money will you spend every year from the day you retire until the day you die?

					What will be the inflation rate during your retirement years?

					When will you and your spouse die?

					How much money will your company pensions and social security pay throughout your retirement?

					What will be the growth rate of your investments over your remaining lifetime?

					What will be the sequence of those investment returns—good years in the beginning followed by bad years, or vice versa?

					What age will you and your spouse retire—regardless of whether it is voluntary, due to unexpected sickness, or due to forced layoffs out of your control?

			

			Not to be a pessimist, but can you see why this is not the exact science that books, calculators, and financial planners have led you to believe? Hidden behind the scientific facade of computers and mathematics are some big assumptions. None of these questions can be answered with certainty, yet all of them require accurate answers or your estimate for how much money you need to retire will be wrong.

			Unless you have a crystal ball, you can’t possibly know how long you’ll live, what inflation will be, what the government is going to do with social security, or what will happen to your investments in the future. Nobody even knows what will happen next year, not to mention 30 years from now. Change just one of these inputs significantly and the amount

			Your Retirement Number Is Only as Accurate as the Assumptions Behind It

			
			
			
			
			
			
			It’s Not About the Calculator: It’s About the Assumptions

			
			
			
			Will You Retire in an “Up-Decade” or a “Down-Decade?”
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