How Much Do I Need to
Retire Comfortably?
Follow these steps to find out.
How much money do you need to comfortably retire? $1 million? $2 million? More?
The most common rule of thumb is that the average person will need approximately
80% of their pre-retirement income to sustain the same lifestyle after they retire.
However, there are several factors to consider, and not all of this income will need to
come from your savings. With that in mind, here's a guide to help calculate how much
money you will need to retire.

It's not about money, it's about income

One important point when it comes to determining your retirement "number" is that it
isn't about deciding on a certain amount of savings. For example, the most common
retirement goal among Americans is a $1 million nest egg. But this is faulty logic.
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The most important factor in determining how much you need to retire is whether you'll
have enough money to create the income you need to support your desired quality of
life after you retire. Will a $1 million savings balance allow you to create enough
income forever? Maybe, but maybe not. That's what we're going to determine in the
next few sections.

So how much income do you need?
With that in mind, you should expect to need about 80% of your pre-retirement income
to cover your cost of living in retirement. In other words, if you make $100,000 now,
you'll need about $80,000 per year (in today's dollars) after you retire, according to this
principle.
The idea is that once you retire, you'll be able to eliminate certain expenses. You'll no
longer have to save for retirement (obviously), and you might spend less on commuting
expenses and other costs related to going to work.
Now, this retirement withdrawal strategy isn't perfect for everyone, and you might want
to adjust it up or down based on the type of retirement you plan to have and if your
expenses will be significantly different.
For example, if you plan to travel frequently in retirement, you may want to aim for 90%
to 100% of your pre-retirement income. On the other hand, if you plan to pay off your
mortgage before you retire or downsize your living situation, you may be able to live
comfortably on less than 80%.
Let's say you consider yourself the typical retiree. Between you and your spouse, you
currently have an annual income of $120,000. Based on the 80% principle, you can
expect to need about $96,000 in annual income after you retire, which is $8,000 per
month.

Social Security, pensions, and other reliable income sources

The good news is that, if you're like most people, you'll get some help from sources
other than your savings. For example, Social Security replaces about 40% of the average
American's pre-retirement income all by itself. The percentage is typically lower than this
for higher-income retirees, but, for most people, Social Security is a significant income
source.
If you aren't sure how much you can expect, check your latest Social Security statement,
or create a my Social Security account to get a good estimate based on your work
history.

If you have any pensions from current or former jobs, be sure to take those into
consideration in this step. The same goes for any other predictable and permanent
sources of income -- for example, if you bought an annuity that kicks in after you retire.
Continuing our example of a couple that needs $8,000 in monthly income to retire, let's
say each spouse is expecting $1,500 per month from Social Security and that one
spouse also has a $1,000 monthly pension. This means that, of the $8,000 in monthly
income needs, $4,000 is being taken care of by sources other than savings.
So, in summary, you can estimate the monthly retirement income you need to generate
using this formula:
Monthly income required = Estimated monthly retirement expenses - Monthly retirement
income from other sources

How much savings will you need to retire?
Now let's determine how much savings you'll need to retire. After you've figured out
how much income you'll need to generate from your savings, the next step is to
calculate how large your retirement nest egg needs to be in order to be able to produce
this much income in perpetuity.
A retirement calculator is one option, or you can use the "4% rule." While the 4% rule
admittedly has its flaws, it's a good starting point for determining a safe annual
withdrawal amount.
The 4% rule says that, in your first year of retirement, you can withdraw 4% of your
retirement savings. So, if you have $1 million saved, you would take $40,000 out during
your first retired year either in a lump sum or as a series of payments. In subsequent
years of retirement, you would adjust this amount upward to keep up with cost-of-living
increases.
The idea is that, if you follow this rule, you shouldn't have to worry about running out of
money in retirement. Specifically, the 4% rule is designed to make sure your money has
a high probability of lasting for a minimum of 30 years.
To calculate a retirement savings target based on the 4% rule, you use the following
formula:
Retirement savings target = Monthly income required x 25
Continuing our example, we saw in the previous section that our couple would need
$4,000 per month ($48,000 per year) from their savings. So, in this case, our couple
should aim for $1.2 million in retirement savings to provide $48,000 per year in
sustainable retirement income.

The bottom line on retirement savings goals

There is no perfect method of calculating your retirement savings target. Investment
performance will vary over time, and it can be difficult to accurately project your actual
income needs.
Furthermore, it's worth mentioning other considerations. For one thing, not
all retirement plans are equal when it comes to income. Money you withdraw from
a traditional IRA or 401(k) will be considered taxable income. On the other hand, any
money you withdraw from a Roth IRA or Roth 401(k) is generally not taxable at all, which
may change the calculation a bit.
That's just one example, and there are other possible considerations as well. While we're
trying to present the broad strokes here, it's still a good idea to consult a financial
advisor who can not only tailor a retirement savings goal to your particular situation but
can also help set you on the right path with a savings and investment plan that can
make sure you reach your goals.
By using the methods discussed in this article, you can get a good idea of how much
you'll need to save in order to retire comfortably. Keep in mind this isn't designed to be
a perfect method but a starting point to help you assess where you are and what
adjustments you might need to make to get yourself to where you need to be.
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