Retirement Planning Homework
1. Understand Your Spending
1. Review the past few years and estimate your annual spending.
2. Separate essential expenses (housing, food, insurance, etc.) from discretionary spending (travel, entertainment, hobbies).
3. Determine when your mortgage will be paid off. Entering retirement with a mortgage increases financial risk.
4. Based on your spending and mortgage status, estimate how much you will need annually in retirement.
2. Factor in Social Security
1. Estimate your annual Social Security benefit (available through the Social Security Administration website).
2. Assume approximately 78% of your benefit will be available after taxes.
3. Subtract your after-tax Social Security income from your annual retirement spending goal.
Example:
· Annual retirement spending goal: $150,000
· After-tax Social Security benefit: $50,000
· Amount needed from investments: $100,000/year
3. Include Healthcare Costs
1. Estimate your annual healthcare expenses. Costs will likely decrease once Medicare begins, but should still be included.
2. Add healthcare costs to the amount needed from investments. This becomes your annual retirement income target.
To account for taxes, divide this number by 0.76.
Example:
· Retirement income needed: $100,000
· Pre-tax income required: $100,000 ÷ 0.76 = $132,000/year
4. Calculate Your Retirement Portfolio Goal
1. Instead of the traditional 4% withdrawal rule, use a more conservative 3.5% withdrawal rate to account for longevity and increase portfolio sustainability.
Multiply your pre-tax annual income need by 29.
Example:
· Annual income needed: $132,000
· Portfolio target: $132,000 × 29 = $3.8 million
5. Develop an Investment Strategy
1. Create a diversified, low-cost portfolio using index funds, including:
· U.S. stocks
· International stocks
· U.S. bonds
Determine an allocation that matches your risk tolerance and retirement timeline.
6. Establish Annual Savings Goals
1. Determine how much you need to save each year to reach your retirement target.
General guidance:
· Minimum savings target: 16% of gross income (including employer contributions)
· Many physicians may need to save 23-26% of gross income due to delayed career starts, higher incomes, and larger retirement goals.
Possible savings vehicles:
· 401(k) or 403(b)
· Health Savings Account (HSA)
· Taxable investment accounts
· 529 plans (if saving for children's education)
After accounting for taxes, insurance, and other payroll deductions, calculate what is realistically available for saving each year.
The Power of Compounding
Use this formula:
Future Value = Current Value × e^(rate × time)
Example:
· $1,000 invested
· 6.5% annual return
· 35 years
Result:
· $1,000 grows to approximately $9,730
· At this rate, investments roughly double every 11 years

Retirement Savings Benchmarks
Using current contribution limits and a 6.5% annual return:
· Maxing out a 401(k) from age 30 to 65 could result in approximately $3.25 million
· Adding a 2.5% employer match could increase this to approximately $4 million
· Physicians in private practice who save up to 25% of income may potentially accumulate $9 million+

Key Takeaway
The goal of this exercise is to determine:
1. How much you want to spend in retirement.
2. How much Social Security will cover.
3. Your annual income need from investments.
4. The size of the portfolio needed to support that income.
5. The annual savings rate required to reach that goal.

Once you know those five numbers, you have a realistic retirement roadmap.

