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Income For A Lifetime

Retirement is no longer defined by age 55 or 60. Anyone can retire at any time as long
as you are able to maintain your lifestyle without worrying about how to make ends
meet. Everyone dreams of retiring earlier and being able to live longer to enjoy it but
achieving this vision could be challenging for many.

A comfortable retirement is all about having a sensible plan and strategy that can
eventually provide a consistent income stream during our retirement years while
protecting our assets. This sounds like common sense and something which everyone
knows is important but in reality, you’ll be surprised at how many actually end up
struggling to make ends meet post retirement.

One of the key challenges in maintaining a stress free retirement is the potential loss in
value of our retirement income and assets. The culprit here is inflation. With the
increasing cost of living, it affects our everyday life when we no longer have the same
purchasing power. The impact is even greater especially if we are living on a fixed
income.

People are also living longer now. The current life expectancy for male is 71 years and
76 years for women with the oldest confirmed recorded age for any human is at 122
years. The last thing you need is to run out of money to fund your own existence.
Therefore, it is vital to structure a plan where the income stream will continue on even
pass the average life expectancy.

Another area that can drain the retirement income and assets is medical expenses. As
we age, the need for healthcare will also increase, not forgetting that healthcare costs
will also increase over time. The goal is to have enough resources for medical needs
should they arise. Of course if we can pay more attention and take good care of our
health by starting younger, we may enjoy a long and healthy retirement with minimal
healthcare expenses.

Bearing the above in mind, here are some of the key information required to determine
our retirement nest egg:-

- Current age

- Intended retirement age

- Annual income you’ll need for the retirement years

- Current market value of all your savings and investments

- Estimate future value of assets and EPF

- Current earnings and expected savings contributions

- Arealistic real rate of return on investment (net of inflation)



The simplest way is to add up all the money you’ll need during all of your years of
retirement and save up that much but for most of us, when you look at that number,
the goal is way out of reach. Another approach is to build a retirement fund that can
draw enough interest and principal from to sustain through retirement. For this option,
you don’t have to live off only interest, you can dip into the capital as well, thus making
the goal more achievable.

To give you an idea of how much money you’ll need to save, here are 3 simple steps.

Step 1 — Determine your retirement income needed.

This is the amount you need to spend per year in your retirement years while
maintaining your desired lifestyle. Please note that “desired lifestyle” must be a
reasonable one. To most people, just having a roof to live under and good food to eat
daily plus having best friends and enough money to support a hobby and to go for
holiday every quarter Is deemed as a reasonable desired retirement. If you do achieve
this and have surplus funds to do more would be a welcomed bonus.

Step 2 — Estimate your total accumulated wealth on your intended retirement age.

This can come from various sources such as your savings and investments, EPF, real
estate, inheritance, bonuses. This will give you an idea of how much income you can
generate from all your sources of income. Accumulating wealth sounds simple especially
when most working people have more than 30 years to do it but in reality, there are
many pitfalls and one needs to have a sensible plan and discipline to properly carry out
effective wealth accumulation.

Step 3 — Calculate the gap to find out how much more to save.

For example, if your real rate of return is 5%, you will need RM1 million to generate
RM50,000 p.a. of income. If you can spend the principal, you will need about
RM700,000 to last 25 years. At the end of 25 years, you would have spent all the money.
Therefore, if you require RM700,000 and your total accumulated wealth on your
intended retirement age is RM500,000, your shortfall is RM200,000. This will be the
amount you need to save from now till you retire.

Do remember that variables like rate of return on investments, life expectancy, effects
of inflation will have an impact on the amount of money needed for retirement.
Although there is no single number that can guarantee an adequate retirement, it is
possible to determine a sensible number for retirement needs. Come up with a
reasonable set of assumptions, estimate on the conservative side and reevaluate every
year.



Attaining retirement is usually achieved through a savings and investment plan coupled
with long term disciplined commitment. For most of us, employment income will most
probably be the largest source of incoming funds received and the largest contributor to
the retirement fund. After subtracting annual living expenses, the balance is the
discretionary savings. It is wise to always make a household budget to ensure that we
are contributing as much as possible to savings retirement while reducing unnecessary
expenses. While it’s never too late to build a retirement plan, if you are starting late,
you will need to compensate with greater ongoing contributions.

There are abundant retirement vehicles such as savings plans and financial products
that can be used to build the retirement account. Of course each individual will have
different solutions based on each circumstances but the most prudent course of action
is to take a disciplined approach while utilizing diversification and dollar cost averaging.

Market conditions can play a major role in our retirement plans. It is difficult to
determine if we’ll be retiring into a bull or bear market. If bear market hits prior to our
retirement, our retirement dreams could crumble if the retirement investment portfolio
is caught unprepared. A successful retirement investment strategy is to develop
disciplined savings habit. We can easily start by investing in funds through an automated
regular savings plan. Throughout our life stages, reassess the need for growth or income
and rebalance the portfolio with proper asset allocation. Even upon retirement,
managing the portfolio is an ongoing responsibility.

Retirement should be among the most fulfilling life events many of us are waiting to
experience. With a sensible planning, diligent savings and conscientious investment, we
will be well heading into a happy retirement with sufficient income and assets to last
through our golden years.

PACIFIC MUTUAL FUND BHD, is a leading
investment management company with 14 years’
of history in Malaysia. We are glad to share with
you weekly our general views on financial and
investment planning. Feel free to contact our
writer, Gary Gan, General Manager, Business
Development & Marketing of Pacific Mutual, at
gary@pacificmutual.com.my
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