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How Much Is Enough? 
 

How much income is enough? Will it last? Will you be okay? How do you know? 
 
A challenging part for people entering retirement is determining how much income is needed 
to last a lifetime. You don't want to run out of money at 83 if you're going to live to age 90.   
 
I'm often asked, "How much income will I need?" and "How long will it last?" The first question 
is easier to answer than the second. You'll need, at a minimum, enough income to cover your 
annual expenses. The amount of income you'll need in retirement will be driven, in large part, 
by your expenses.  
 
Your expenses probably won't change dramatically in retirement. The dollar amount may stay 
the same, but the categories will change. For example, rather than spending money on college, 
you'll allocate it to travel. 
 
Do you need a budget? 
 
The best way to budget for your retirement expenses is to review where you've spent your 
money. What financial footprints have you left behind?  A deep dive into your spending habits 
from the past two to three years will help you paint a picture of where your future expenses 
may land. By identifying how you've spent your money, it will be easier for you to adjust your 
future spending.    
 
After your review, can you find expenses to prune or eliminate?  By reducing your expenses, 
you'll be in a better position to save for retirement. I also suggest increasing your spending 
budget by 5% or 10% to give yourself a little wiggle room before entering retirement due to 
unexpected expenses. 
 
As you get closer to retirement, I recommend reviewing your budget every quarter to handle 
your spending habits better. It's not uncommon to see a spike in spending before retirement 
due to several factors like buying a new car or remodeling your kitchen.     
 
It's prudent to add a black swan, or random event, category to your budget as there's always an 
unforeseen spending expense during the year like a car repair, home repair, or medical 
expense. A suggested amount for this category is 5% of your total budget.     
 
In retirement, housing will account for most of your annual expenses. According to the 
Consumer Expenditure Survey,1 housing accounted for 32% of a person's budget for those 65 
and older. Transportation came in second at 15.6%, healthcare was third at 12.5%, and food 
items were fourth at 11.9%.  Housing is a considerable expense in retirement, even if you don't 

 
1 http://www.bls.gov/cex/22015/midyear/age.pdf 



have a mortgage. Utilities, property taxes, and repairs are ongoing expenses that will always 
attack your budget.   
 
A quick calculation. 
 
Let's review the original question, "How much money do you need for a comfortable 
retirement?" If your annual expenses are $100,000, you'll need more than this amount to cover 
your expenses.  Your income can come from several sources like investments, pensions, Social 
Security, or property rentals.  
 
To generate $100,000 in income, you may need $2,500,000 in assets. How did I arrive at 
$2,500,000?  The magic number in this equation is 4%. To get $2,500,000, divide your expenses 
by 4% ($100,000 divided by 4% = $2,500,000).  You can also multiply $100,000 by 25, the 
inverse of 4%, to get the same result. Why 4%? A former Registered Investment Advisor, Bill 
Bengen,2 created the 4% rule. I won't go into his analysis, but he found that you shouldn't run 
out of money if you withdraw 4% of your assets every year.  
 
Let's look at a few examples. Again, assume your annual expenses are $100,000. At $100,000, 
you’ll need an investment portfolio of $2,500,000 earning 4% ($2,500,000 x 4% = $100,000).   
This calculation assumes you're only spending income, and you're not invading your principal.     
 
By adding Social Security to your equation, the amount of assets needed in retirement will 
drop.  If your Social Security income is $30,000 per year, deduct this figure from $100,000 to get 
$70,000.  $70,000 is what you'll need to generate from your investments.  Applying the 4% rule 
gives you $1,750,000 ($70,000 divided by 4%).   
 
If you have a company pension, your need to generate income from your investment portfolio 
falls further. Let's say your annual pension is $20,000. This reduces your income number to 
$50,000 after subtracting Social Security and your pension ($100,000 - $30,000 - $20,000 = 
$50,000). The assets needed are $1,250,000 ($50,000 divided by 4%).    
 
As you can see, the more passive income you receive, the fewer assets required. We started 
with an individual with no passive income requiring assets of $2,500,000 to generate $100,000 
in annual income. The retiree who receives a pension and Social Security could lower their asset 
level to $1,250,000 to receive the same level of income. 
 
The "three-minute financial plan" can calculate the amount of assets you'll need for retirement. 
You can compare it to your current level of assets to see if you have enough money to retire. If 
you have enough assets to cover your expenses, you can retire at any time - on your terms. 
 
 

 
2 http://www.retailinvestor.org/pdf/Bengen1.pdf 



Will it last? 
 
The math will help answer the second question, "How long will my money last?" If you're 
withdrawing less than your accounts are earning, you should never run out of money. An 
account earning 5%, withdrawing 4%, will grow at 1%.  
 
If you withdraw more money than your account can generate, you run the risk of running out of 
money. For example, if you retire with $500,000 and your withdrawing 10% a year ($50,000) 
from an account earning 5%, your retirement nest egg will only last 15 years.  
 
Let's pay another visit to the three-minute financial plan. I've included a table to help you 
calculate the level of assets you may need to cover your expenses. A 40-year-old with $50,000 
in annual expenses will need $2.3 million at retirement. An inflation rate of 2.5% will increase 
her yearly expenses from $50,000 to $92,697 at age 65. Applying the 4% rule to her inflation-
adjusted expense number (divide by 4% or multiply by 25) will give her $2.3 million ($92,697 x 
25).    
 
You can identify your asset level from the table below. Use the inflation factor nearest your age 
to calculate the future value of your expenses. Once you have this number, multiply it by 25 to 
give you your asset level needed in retirement.   

 
Age  
(A) 

Inflation 
Factor 
(B) 
 

Expenses 
Today 
(C) 

Future 
Value 
Calculation  
(B x C = D) 

Multiple  
(E) 

Assets 
Needed 
(D x E) 

40 1.85 $50,000 $92,500 25 $2,312,500 
45 1.64   25  
50 1.45   25  
55 1.28   25  
60 1.13   25  
65 1   25  

 
Rates of return. 
 
This model will also tell you the growth rate needed to achieve your goal. Let's say you've saved 
$200,000 by age 40, and you're contributing $19,500 (the maximum allowed) to your company 
retirement plan.  We know your asset goal is $2.3 million based on the chart's math, so an 
annual rate of 7% for 25 years is needed to reach your asset goal.      
 
If you're able to save an additional $6,500 (the catchup provision) per year, the rate of return 
needed is 6%. The rate of return dropped because you're saving more money. The more you 
can save, the less your account needs to earn.    
 



The three-minute financial plan will tell you quickly if you're on track to meet your retirement 
needs – or not.  This plan can help you set the framework necessary to reach your goal.  A long-
term rate of 7% is moderately-aggressive, so you'll need to own more stocks than bonds. An 
appropriate asset allocation for this growth rate suggests a portfolio consisting of 75% stocks, 
25% bonds.    
 
Let's change the parameters and look at a 55-year-old who wants to retire in 10 years. She has 
$100,000 in annual expenses and $2,000,000 in savings. Her expenses in 10 years will be 
$128,008. The asset level she’ll need is $3,200,211 ($128,008 x 25). She'll need to earn 4% to 
reach her goal - a conservative rate so she can own more bonds than stocks. An allocation of 
75% bonds, 25% stocks would be appropriate for her portfolio.   
 
How much is enough, and how long will it last? You can answer these questions with a few 
inputs on a calculator or Excel spreadsheet. Once you know the answer to these questions, you 
can adjust accordingly. The three-minute financial plan is your quick guide to getting your 
retirement on track.    
 
Last, retirement may last several decades, so how will you spend your time? What will you do? 
What will be your purpose? 
 
Next Steps. 
 
If you'd like to find out if you're on the right path, please give me a call at 512-813-7642 or send 
an email to bill@parrottwealth.com. Our financial plan includes reviewing your investments, 
risk tolerance, fees, budget, goals, estate plan, insurance, Social Security, debt, and more.  
 
Happy Retirement! 
 
"Suppose one of you wants to build a tower. Won't you first sit down and estimate the cost to 
see if you have enough money to complete it?" ~ Luke 14:28 
 
 
Sincerely, 
 

Bill Parrott 
 
William R. Parrott, CFP® 
President and CEO 
Parrott Wealth Management 
6500 River Place Blvd, Bldg. 7, Suite 250 
Austin, TX 78730 
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Bill Parrott, CFP®, is the President and CEO of Parrott Wealth Management firm located in 
Austin, Texas. Parrott Wealth Management is a fee-only, fiduciary, registered investment 
advisor firm. Our goal is to remove complexity, confusion, and worry from the investment and 
financial planning process so we can help our clients pursue a life of purpose. 
 
Note: Investments are not guaranteed and do involve risk. Your returns may differ from those 
posted in this blog.  
 
For more information on retirement and income planning, please contact Bill Parrott at 
bill@parrottwealth.com or visit www.parrottwealth.com. Thank you. 
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