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ASHISH SHANKAR

A lot of us underestimate the corpus that we will need to fund our expenses during those 20 years or more that we are
likely to live after retirement. Our columnist suggests a systematic approach to estimating that figure

ASWE exchanged cards
and pleasantries before
the start of our first fi-
nancial-planning meet-
ing, Rohit and Priva
looked very keen to go
ahead with the discus-
sion on the goals that
they were trying to save
towards. As a standard
operating procedure, they had already
filled in the fact-finding form and had sent it
in prior to the meeting, for me to go
through and be prepared for the first meet-
ing. While they had similar aspirations to
other double-income couples their age —
buying a larger home, annual foreign holi-
days and overseas education for their chil-
dren — the one aspect of their financial
plan that they did not want to plan for was
their retirement. Since I found this rather
strange, | decided to quiz them further.

“Rohit and Priya,” I asked, “consider-
ing that you are still 15-20 years away from
retirement, I do not see any goal of saving
towards retirement in your sheet. Don't
you believe it's time to start saving to-
wards retirement?”

“Of course it is. However, we have al-
ready gotour retirement plan in place.” they
replied in unison.

“That’s impressive,” [ said.

Between the age of 35-40, most individu-
alswe know are only in the process of start-

VISHAL
DHAWAN

http://epaper.indianexpress.com/IE/IEH/2009/10/26/ArticleHtmls/26 10 2009 017 003....

ing to build their retirement corpus, after
having provided for their primary resi-
dence. For salaried individuals, the provi-
dent fund is an automatic investment tool
and helps partially towards taking care of
their retirement needs. However, since
both Rohit and Priya are first-generation
professionals— Rohit is a cardiologist and
Priva an interior designer — I was very keen
to understand how they had achieved this.
Most professional we know tend to start
saving towards retirement as a last priority,
after their other goals have been taken care
of. While we always recommend to our
clients that they should start saving for re-
tirement as early as possible to get the bene-
fitof compounding, since retirement always
seems to be the farthest goal, it tends to
come low down on the priority list.

“So tell me, how have you gone about
planning for your retirement?” Lasked.

Rohit was first off the block. “My retire-
ment planning started very early on, about 15
years ago, when [ purchased a pension pol-
icy. Aninsurance agent had visited my clinic
and told me about the taxbenefits of invest-
ing in a pension plan, Since the maximum
tax deduction I could get at that stage was
Rs 10,000, T contribute a sum of Rs 10,000
per annum towards my pension plan. [ un-
derstand this limit hasbeen revised upwards
afewyears ago, but I continue to contribute
Rs 10,000 to the pension plan.”™

“Is that all? And how much do you expect

togetat the end of this period?” [ asked.

“Well, I have been saving through my
pension plan for 15 years already and plan to
do so for the next 20 years as well. Tam not
sure about the exact amount [ will get. | have
a document at home that states the exact
amount, but from what | remember it's a
pretty handsome sum,” Rohit said with a
satisficd smile on his face,

“Priya, could you tell me how you are
planning for retirement? lasked.

“Tputawayasum of Rs 3,000 per month in
my PPF account, which gives me a tax bene-
fit and also allows me to get a tax-free corpus
after 15 years, which 1 can use for retire-
ment.”

“Anything else that you'll do?" Lasked.

“That’s it,” both of them replied
inunison,

A systematic approach

“It’s a good thing that both of you are actu-
ally saving towards retirement. But the
moot question is whether this is enough.
Your current personal expenses are aboul
Rs 75,000 per month. Assuming that your
expenses continue at similar levels post
retirement as lifestyle changes will con-
tinue to take place, an inflation rate of 8
per cent per annum would cause your ex-
penses to increase nearly five-fold to Rs
3.5 lakh per month. Your corpus from the
pension plan and PPF accounts put to-
gether at current contribution rates will

be in the region of Rs 35 to 40 lakh,
enough for just one year of retirement ex-
penses,” [replied.

“We never looked at it that way,” they
said, “So how should we go about calculating
howmuch tosave?”

“Youwill need to go through a structured
process toplan for retirement,” Isaid. then
went on tooutline the steps:

Step 1: Make alistof your current expenses.
Step 2: Critically evaluate each expense
head tosee whether it islikely to increase or
decrease post retirement.
Step 3: Apply an appropriate inflation rate to
each expense head to arrive at the likely ex-
al retirement age.
mate the corpus that you will re-
quire tomeet these inflated expenses for the
period from your retirement till your death.
Step 5: Evaluate the amount you need to
save each month or year to achieve the
desired corpus.
Step 6: Monitor the plan annually.

“That appears to be a more systematic
approach,” they exclaimed. “So what should
we donext?”

“Time to put our heads down and do
some number crunching,” I replied, “and
then just ensure that we stay on course with
the plan.” #
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