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Chapter 27

HOW TO CONSTRUCT YOUR OWN
RETIREMENT SCENARIOS MODELING
SYSTEM
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2 7 HOW TO CONSTRUCT YOUR OWN
RETIREMENT SCENARIOS MODELING SYSTEM

CONSTRUCTION OF RETIREMENT SCENARIO MODEL

Avarage

Ratire Spousa Child 1 Opaning Inflation Annual Azsat After Assat Assol Assel Raturnm Raturn Sum Additional Cles
Year Year | Age Pﬂm Age e'::'l:::‘ Rate Expenses Withdrawal | GainfLoss) | Expensed Balance MR:”:' Sum Reinvesiad Aszel Ly Bahn.:
1] 2017| 45 40 3.00% 0,000 0,000 5.00% 0,000 0,000/
2] 2018) 46 41 0,000] 3.00% 0,000 0,000 5.00%: 0,000 0,000
3| 2019] 47 42 0,000f 3.00% 0,000 0,000 5 00% 0,000 0,000
4| 2020) 48 43 0.000f 3.00% 0,000 0,000 500%| 0,000 0,000
S| 2021) 48 44 0,000 3.00% 0,000 0,000] 5.00%| 0,000 0,000
6] 2022 50 45 0,000F  3.00% 0,000 0,000]  5.00% 0,000 0,000
71 2023 51 46 0,000f 3.00% 0,000 0,000 5.00% 0,000 0,000
8] 2024) 52 47 0,000] 3.00% 000 0,004 5.00% 0,000 0,000
9] 2025) 53 48 0,000 00% 000 0,000 .00%: 0,000 0,000
g =y S
10| 2026| 54 48 0,000 .D0% ] 0,000 .00% 0,000 0,000/
1] 2027| 55 50 0,000 L00% 0.000 0,000 .00% 0,000 0,000}
12| 2028| 56 51 0,000 3.00% 0,000 0,000 5.00% 0,000 0,000/
13} 2009| 57 52 0,000 00 %, 0,000 0,000) 5.00% 0,000 0,000
14] 2030( 58 53 0,000 00% 0,000 0,000 5.00% 0,000 0,000
15| 2031] 58| 54 0,000 0% 0,000 0,000 5.00% 0,000 0,000
16} 2032| &0 55 0,000}  3.00% 0.000 0,000 m‘:?.{| 0,000 0,000
17] 2033| 6% 56 0,000f 3.00% 000 0,000 .00% 0,000 0,00
a7 0.0008  3.00% 000 0,000]  500% 0,000 0,000
58 0.0001_ -00% 000 0,000 00%| 0,000 0,001
58 U.DO_DE X% 000 0,000] 5.00% 0,000 0,000
(1} 0,000 3.00% 000 0,000 00% 0,000 0,0000
0.000] 3.00% 0.000 0,000] 5.00% 0,000 0,000
i 0,000f 3.00% 0,000 0,000 5.00% 0,000 0,000
0,000] 3.00% 0,000 0,000 500%) 0000 0,000
64 0,000] 3.00% 0.000 0,000] 500% 0,000 0,000
5 0,000]  3.00% 0,000 0,000  500% 0,000 0,000/
6 0,000F 3.00% 0,000 0,000 .00% 0,000 0,000
7 00000 3.00% 0,000 0,000 . 00% 0,000 0,000
68 0,000] 3.00% 000 0,000 .00% 0,000 0,000
L] [J.CID_EI"I 3.00% 000 0,000 .N&;‘ 0,000 0,000
70 0,000] 3.00% 000 0,000 .00% 0,000 0,000
il 0.000f 3.00% 0.000 0,000 5.00% 0,000 0,000
12 0,000] 3.00% 0,000 0,000] 5.00% 0,000 0,000/
73 0,000 3.00% 0,000 0,000 5.00% 0,000 0,000
74 0.000f  3.00% 0,000 0,000  500%| 0000 0,000
i) 0,000 3.00% 000 0,000  5.00% 0,000 0,000
76 0,000)  3.00% oo 0,000 00% 0,000 0,000/
Fiid 0, ZID_I:It 3.00% 000 0,000 .00% 0,000 0,000f
78 0,000f 3.00% 000 0,000 5.00% 0,000 0,000
18 0,000 L 00 % 0,000 0,000] 5.00% 0,000 0,000}
BO 0,000f 3.00% 0,000 0,000 5.00%| 0,000 0,000
81 0,000]  3.00% 10,000 0,000 500% 0000 0,000
[ 0,000f 3.00% 0,000 0,000  5.00% 0,000 0,000
3 0,000  3.00% 0,000 0,000 5.00% 0,000 0,000/
84 0,000] 3.00% 000 0,000 5.00% 0,000 0,000}
5 0,000 3.00% 000 0,000  5.00% 0,000 0,000
G 0,000]  3.00% 000 0,000 5.00% 0,000 0,000
7 IZJ.OC'_Uc 3.00% 000 0,000 5.00% 0,000 0,000]
-] 0,000] 3.00% 000 0,000 5.00% 0,000 0,000
B8 0,000  3.00% 0,000 0,000]  5.00% 0,000 0,000
o0 0,000] 3.00% 0,000 0,000)  5.00% 0,000 0,000/
a1 0,000) 3.00% 0,000 0,000 D0 % 0,000 0,000
92 0,000]  3.00% 0,000 0,000 .00 % 0,000 0,000
83 0,000]  3.00% 0.000 0,000 0% 0,000 0,000
a4 1] UDEIF 3.00% 0,000 0,000]_ 5.00% 0,000 0,000/
Retirement scenario modsling can be used fo plan your retiremeant effectively, It helps you to estimate how your retirement roadmap
would leok lke if certain events happen at certain age. You can use this tool lo make certain assumptions about your retirement
such as your age, spouse 's age , income, expenses efg,
You can uss the above retirament planning ool fo model your income and expenses. In the nexd sheet, we would be discussing a
hypathetical example which wouild help you 1o understand this tool In a better way.

This is the retirement scenario modeling sheet that you can use to estimate how your retirement
roadmap would look like if certain events happen at certain years that you can proactively adjust from
this sheet itself. This is an instruction on how to use it. Now, this is the first year when you do retire
from what you are normally working on. You put in the year everything is in peach color these are the
column that you should fill in and everything that is in white are columns you can ignore. You have a
year, your age and age of your spouse, you have children put their age in, so you can see that when
they go to university what are the years, their age and what are the years when they need to incur
significant expenses. In the first column, this is our retirement year or the years that can be used to
fund your retirement asset. For example, property sold, whatever your investments or bank account.
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In the second column, you don’t need to fill it because it’s linked to this, whatever it was a closing
balance which will go to in a short while. The closing balance will be linked to that year when we carry
forward to the following year. This is why this number you don’t need to change it. You can put the
inflation rate flexibly. You can put in 2 or 3 or 4 percent, it is up to you. So the next column is annual
expenses. If you have the post-retirement money expenses that you think you need you can put that
in here. If you need it to be inflated then you can just use some formula to get plus 3 percent effect
to every year and these expenses will be inflated. There will be one time changes along the way that
will deplete or increase your annual expenses. So you can make some manual formula over here. This
is quite an asset withdrawal which means that this essentially is what you have an opening asset for
that year here and it’s deducting the annual expenses that you need and this will be the balance. So
assuming that at the start of any retirement year you have allocated your annual expenses upfront
although that might not be the case. But this is the way where we can project everything in a very
systematic manner. And this is the column that is meant to put in investment asset gain or loss. You
might have gained a certain maybe a windfall thing like that. So these are the column that you can
utilize to say what are the other asset that is one time be added into your total asset of that year.
That could be used to fund your retirement. And as the expense is things like you need to pay cash
to buy for a car or in the U.S. where you need to spend for your children’s education or a lump sum
that you can spend for the vacation. This is the expense known as your dream money or gift money.
Instead of putting it here because this is where you should only put your survival money and what is
the recurring things like your food your health medical things like that that you expect your medical
premium, your recurring maintenance, and whatnot so this will be a normal expense but expenses
recurring one time and in the big amount actually education going for a vacation, put it here so that
it’s more visible for the balance.

Here is an equation whereby asset after withdrawal, you plus or minus this column and also of minus
one is the asset being an expense and you have an asset balance over here. And thereafter this asset
balance you assume that you are investing it in a portfolio maybe just a very concentrated putting in
cash deposit a few 2 percents to 3 percent or it could be a mix of a few assets. So these are the average
return rate. This is where we go as average return of everything some assets are higher returns some
assets are lower returns. But you put in some indicative figure of return, going forward 5 percent per
annum is a very conservative and very doable, very viable. This will be quite a return sum formula
whereby, it is a percentage of return over your asset balance, your total investable asset for your
retirement. Some investor reflects whatever return that you generated from, this thing with time and
they are being practical not everything being invested. If you put something in your bank account and
it generates almost zero percent of interest or return then this is something that will be omitted from
this column. So this column was only concerned about what is the asset that is being reinvested.
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iserve that the haianoe has gore negathe.
The etrpus extuuses in yasr 2007

The couple sxpeces tolive Hll 2040. The
petirement corpus & suMficient for them.

Awsumptions Obserations

1. We have assurned & hypothebcal exam ple where we have & cougle sged 59 and 58 L. Observe the formuas in sach ool and yes how the snnusl expenes, aiset belancs,

years and have 3 retiremeant corpus of 2 erores at the tane of retirement return sum and closing halance has bren ealoulated

2. The exparses i5 assimen t be 3.5% each year ofthe apaning sccount bakance. 1t has 2, W have adred fow comments In the arange shaded calls as well It is sdvisatle to

been assumed that each vear As 1 1aki i incarred to maintain the conous. E0 through it once.

&, The inflation & woected to be 3% p.a. and the rate of return earned on th corpus v 4. The corpus of Bs 2 crome exhavsts m the year 2047 {see that the balance has become

eapected tobe 5% pa, negative] whils the counlo mpects 1o g UlE 2040, This shows that the retrement
warpus is sufiickent for the couple ta live thelr iife aslly.

A, We hiave assurned that the couple have nD additions asset with them and hence

have no sdditional income. 4.1 the couple were sxpected to live 1ill 2050, then the corpus wauld have been
insufficent. In that scenario, couple hould either ncreass their ncome or educe their

. The eouple have only ana child which is axpected to ba martad in year 2035, The expenies
couple expacts to spend RS 30 1akhs a1 the Time of mamage

5. I this wary, you can plan your Fetirement a0 using this ool You can use certan
5, The couple expects to bve t3 year 2040 They want to detesmine how long the assumptions and constamts ta madel your incame and expenses,
cerpus can |ast given these assumptions ard constraints™

Moving on you have additional asset addition like for example properties that are not sold yet but
that investment property used to fund your retirement and you don’t want to sell it at the point of
retirement, you want to keep it until the point where for whatever reasons let’s say you want to sell it
in 2023. So this is the column where you want to put in the amount that you expect the valuation of
the asset would be. | would say this column is for an additional asset when you can put in any windfall
inheritance. So any kind of income like mentioned in retirement. We not only want to sit around and
watch the grass grow. There will be some passive income there will be some rental income, there will
be a part-time job, consulting and whatnot that’s been generated and this is where you want to put
in any kind of income over here so you have very good visibility of how this whole thing works. This
whole thing displayed what is the allocation that comes from my income, additional income, or the
allocation that comes from a windfall inheritance or selling a property. In the end, your closing balance
for the year is a result of an equation whereby you sum all this together, you sum your asset balance,
and your return sum reinvested your additional asset and any kind of income. Some of these together
and you will be being carried forward to the following year and you will have a timeline whereby this
table will automatically especially the closing balance automatically turns into a red if at any years
your retirement assets get debited.
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