By Robert Karofsky

Many people tend to delay planning for retirement. However, the best advice anyone can take regarding long-term financial planning is simply to start as early as possible. The reason this is so important stems from the miracle of compound interest.

As an example of the power of starting early, imagine two people, Tom and Harry. Starting at age 25, Tom invests $1,000 a year at 8 percent interest and stops after 10 years. By the time he reaches age 65, his investment will equal nearly $169,000. 

Harry, on the other hand, delays investing until age 35. However, he maintains the $1,000 annual investment, at the same interest rate, for the next 30 years. At age 65, Harry has just $125,000—despite investing three times as much as Tom. 

To estimate how much money you need to retire, follow these four steps:

1. Determine how much you need to live on today. For this example, assume an income of $40,000 a year.

2. Multiply this number by the inflation rate (approximately 3.5 percent) and the years until retirement (such as 30 years, if you are now 35 and plan to retire at 65).

3. This will give you the inflation-adjusted yearly income needed to match this year’s income ($113,000).

4. Multiply this figure by 25, for a total of $2.8 million necessary to retire.
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