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Rule of 25

Annual 
Income
Need

X 25 = Nest 
Egg

From which to draw

4% annually

Source: TheBalance.com July 2017
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Sticky Note
Rule of 25. In this particular illustration, we are talking about your annual income need, multiplied by 25 equals the approximate amount of money you would need for retirement. With the ability to withdraw 4% annually. It’s just a rule of thumb, it doesn’t adjust for inflation or taxes.
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Using the Rule of 25 to calculate the total assets you need 
to meet your retirement goals

Monthly

$5,000

$2,500

$2,500

Annual

$60,000

$30,000

$30,000

x25

$750,000

$425,000

$325,000

- Need for Retirement expenses

- What you expect to receive from Social Security, pensions

- Need Gap

- 100 divided by 4% drawdown

- Assets needed

- Current assets

- Additional assets needed

Figures, calculations and illustrations are hypothetical in nature and are for 
illustrative purposes only and do not take into account the potential impact of fees, expenses or taxes.

Assume an assets drawdown of 4% starting at retirement in 15 years
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Sticky Note
Using the rule of 25 with a draw down rate of 4% starting at retirement in 15 years. We can get an approximate total of what additional assets or funds we need to satisfy our retirement goals.  It gives you an idea of how big the nest egg has to be. Going through this example, we have a $5,000 monthly income need, $65,000 annually.  We will be getting social security, and/or a pension that totals $2500 monthly or $30,000 annually. This leaves us with a need gap of $2500 a month, where is that going to come from?  The gap you need to fill annually is $30,000, when you multiply that by 25 you end up with $750,000 of assets needed.  There may be other assets available like a 401k, IRA, or other taxable investments. In this example there’s already savings of $425,000, meaning in 15 years we need an additional $300,000.  Again, this does not include impact of inflations, fees, unexpected expenses, or taxes. 
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Get Invested:
Don’t pay the cost
of waiting
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Sticky Note
Get invested, don’t pay the cost of waiting.  In a previous chapter we talked about the early worm vs the procrastinator, that’s only part of it.  We need to get into the market as well.
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AlternativeGrowthConservativeFoundation

• Savings
• Money Market 

Accounts

• Municipal Bonds
• Government 

Bonds
• Corporate 

Bonds

• Stocks • Precious Metals
• Art
• Real Estate

The investment spectrum
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Sticky Note
This page describes the investment spectrum. On the left-hand side, we start with lower risk like our foundation.  Then we move to conservative, then growth with more risk, then alternatives.  Alternatives are asset classes that do not correlate historically with the stock and bond markets.  They act separately or independently from those other two markets.
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Foundation Conservative Growth Alternative

Certificates of Deposit (CDs)*
Savings account
Checking account
Short-term government bonds
Money Market accounts

Important Points to Remember
Cash equivalents can be safer than the other 

categories but don’t protect against inflation

CDs are FDIC insured to specific limits and offer a fixed rate of return  if held to maturity, whereas investing in securities is subject to market risk including loss of principal.  Bonds 
are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to availability and change in price. CDs may 
have penalties for early withdrawals
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Sticky Note
Going into more detail on foundation we have assets that can be considered safer. Certificates of deposits, savings account, checking accounts, short-term government bonds, and money market accounts. A lot of these are FDIC insured, which is a government program of insurance (Federal Deposit Insurance Corporation).  They even if considered safer, an issue with these assets is they have low returns and most likely won’t keep up against inflation or taxes.  As of now in the summer of 2021 most banks these days are paying a .5% for a six-month CD.  While inflation has been running between 2-3% in the recent years.  If you’re making .5% vs inflation plus if you add taxes on top of that. You end up losing money and purchasing power over time.
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Bonds
 Tax-free Bonds

 Municipal: Federal tax-exempt; 
 may be state or local, depending on your location.
 Government: Local tax-exempt

 Taxable Bonds
 Corporate

Important Points to Remember
Bonds involve more risk than cash equivalents
and can potentially offer higher returns.

Bonds also help within a tax-diversification strategy.

Foundation Conservative Growth Alternative

Municipal bonds are subject to availability and change in price. They are subject to market and interest rate risk if sold prior to maturity.  Bond values with decline.  As interest rates rise interest 
income may be subject to the alternative minimum tax.  Municipal bonds are federally tax-free but other state and local taxes may apply. If sold prior to maturity, capital gains tax could apply
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Sticky Note
A deeper dive on conservative bonds.  Bonds are loans. You loan money to a public company, the government, or a municipality for a certain period of time.  They promise to pay interest over that time and then pay your principal back.  Important things to remember some municipal bonds can be tax free. If you own a municipal bond for your school district, and they’re renovating the school and you purchase them in state. It could potentially be tax free at both federal and state levels.  As interest rates rise the value or the underlying principle, would go down.  If interest rates go down, you could receive more than your principal if you sold it before maturity.
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Foundation Conservative AlternativeGrowth

Equities
 Common Stock
 Preferred Stock

Important Points to Remember
Stocks have the potential to offer the most growth, 
they also come with the greatest risk of market 
volatility.

All investing involves risk including loss of principal. Preferred stock dividends are paid at the discretion of the issuing company. Preferred stocks are subject to interest rate and credit risk. As 
interest rates rise, the price of the preferred falls (and vice versa). They may be subject to a call feature with changing interest rates or credit ratings.
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Sticky Note
A deeper dive on conservative bonds.  Bonds are loans. You loan money to a public company, the government, or a municipality for a certain period of time.  They promise to pay interest over that time and then pay your principal back.  Important things to remember some municipal bonds can be tax free. If you own a municipal bond for your school district, and they’re renovating the school and you purchase them in state. It could potentially be tax free at both federal and state levels.  As interest rates rise the value or the underlying principle, would go down.  If interest rates go down, you could receive more than your principal if you sold it before maturity.
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Foundation Conservative Growth Alternative

Specialty Investments
 Precious Metals
 Art
 Real Estate
 Oil & Gas

Important Points to Remember
Alternative investments don’t always follow the same trends of stocks, 
Meaning they can be less impacted by market volatility.  
They have the potential to be less liquid. 
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Sticky Note
The last category on our spectrum is alternative. Assets classes such as precious metals, art, real estate, oil, and gas.  Alternative investments don’t always follow the same trends of stocks and bonds.  Meaning they can be less impacted by market volatility. However, it should be noted that some of these asset classes could be very illiquid. Can you get your money out of a piece of artwork in a timely fashion? Sometimes, but often times not.

cakur
Sound Attachment
Sound Clip (799 KB)



Selling a stock 
held for 12 months or less

for a profit

Selling a stock 
held for more than 12 

months for a profit

Your stock pays a cash 
dividend, or you have it 
automatically invested 
back into the security

Short-term capital gain
This gain is subject to income 

tax at ordinary rates

Long-term capital gain
For 2020-2021 this gain is taxed 

at a maximum rate of 20%*

*For higher income brackets, a 3.8% Medicare surtax may result in a maximum 23.8% rate

For 2020 and 2021 most dividends 
are subject to tax at maximum 

rate of 20%.  Some dividends can 
be taxed at ordinary rates

Important Points to Remember
Taxes can significantly impact your rate of return
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Sticky Note
We’ve talked about the different classes of investments on our spectrum.  From savings accounts, to bonds, to stocks, to alternatives. Any discussion about investing money also has to include taxation.  It’s very important to know if you buy a stock and you have a profit, and it’s less than 12 months that you’ve owned it.  You’ll be subject to short-term capital gains therefore ordinary income taxes. If you hold a stock for more than a year, long-term capital gains apply.  The maximum rate in 2021 is 20%, plus a little more if you’re in a higher income bracket. Also note that most dividends paid on stock are taxed at a maximum rate at 20%, some dividends can be taxed at ordinary rates.  You can even have your dividends be reinvested into another share of that stock. It’s called a dividend reinvestment plan. Important points to remember taxes can significantly impact your rate of return. We hope you’ve enjoyed this chapter, please come back for more financial education.
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