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    CHAPTER 1
  


  
    Who This Short Book Is For and What It Can Help You Accomplish
  


  
    Have you recently retired or is retirement rapidly approaching? Have you sold your business or are you considering doing so? Are you newly married or divorced? Are you dealing with the death of a loved one? Are you the recent recipient of a financial windfall?
  


  
    If you answered yes to any of these questions, you share a common trait with millions of Americans—your life is in transition. And chances are, your money is in transition as well. Major life transitions are times of financial instability, and the decisions you make at these moments have long-lasting effects.
  


  
    This short book is designed to help you navigate your life transitions by making wise financial decisions during times when wisdom can be hard to come by.
  


  
    The book’s premise is a simple fact:
  


  
    Life transitions present enormous financial opportunities and challenges.
  


  
    This may seem like an obvious statement. Perhaps less obvious are the following two separate but related truths:
  


  
    1.  Financial decisions made during significant life transitions have an outsized impact on our long-term wealth.
  


  
    2.  During periods of transition, we are often the least equipped to make good decisions.
  


  
    Understanding these two truths, and more importantly, understanding what to do about them, can prevent years of negative financial consequences and unnecessary confusion. It can make your own life, and the lives of your family and loved ones, easier and richer—not just financially, but emotionally as well.
  


  
    When life changes fast, we are often required to make decisions that will impact our financial lives for years to come, as well as the financial lives of generations to follow. Yet, as human beings, we are emotionally affected by the instability of transitions in ways that undermine our decision-making capacity. And worst of all, we are often unaware that our judgment is impaired, “blind to our blindness,”1 as Nobel Prize-winning psychologist Daniel Kahneman puts it. This book draws on the latest research by Kahneman and others to help you shed light on your own decision-making processes and how to make smarter choices during just those times when it is most difficult to think clearly.
  


  
    In our many years as wealth managers, we have all too often been in the position of attempting to help our clients repair the financial damage done during a hasty divorce, an impetuous investment, or a poorly managed influx of cash. We hope that by bringing together well-developed financial acumen with a deeper appreciation of human psychology, this small book will act as a preventive measure, helping individuals of all financial shapes and sizes become better prepared for the challenge of change. To borrow Kahneman’s term, it is designed to teach you how to “think slow” when life is changing fast and money is changing hands.
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    CHAPTER 2
  


  
    The Challenge of Change
  


  
    Great minds have long pointed out that perhaps the only constant in life is change. Buddhists call this “the law of impermanence.” The Greek philosopher Heraclitus once wrote, “All is in flux and nothing is stationary,” which is why he also famously noted that you cannot step into the same river twice. But whatever great thinkers we invoke to give us insight into the ever-changing nature of reality, the fact remains that human psychology does not always appreciate this truth, much less prepare us for it. Despite all evidence to the contrary, we tend to stubbornly assume that tomorrow will be like today…and the next day…and the next.
  


  
    Nothing, of course, could be further from the truth. Let’s consider just a few prominent examples. Sooner or later, we’re all going to reach an age where we transition from full-time employment into a new phase of life. Right now, a huge segment of the population is undergoing this dramatic transition, as the baby boomer generation reaches retirement age. If you were born between 1946 and 1964, you’ll be one of the 8,000 to 10,000 people per day—every day!—expected to retire over the next couple of decades. The better you are able to handle the financial challenges of that particular transition, the better off you and your family will be.
  


  
    Another all-too-common transition is divorce. None of us anticipate it when we walk down the aisle, but the reality is that roughly half of all American marriages end in divorce. And that figure only gets higher for remarriages, reaching 60 percent for second marriages and over 70 percent for third marriages. Divorce has enormous financial ramifications, and these must often be negotiated in an emotionally charged climate.
  


  
    On a more positive note, a transition many of us can anticipate is an inheritance, or the opportunity to pass on our wealth to the next generation. Many baby boomers are currently inheriting the wealth of their parents, a turnover of about $12 trillion. But as Bank of America’s Sarbjit Nahal and Beijia Ma point out, “A second and even larger wealth transfer from the boomers to their heirs is starting now and will continue over the next 30 to 40 years.”2 The total assets involved are expected to amount to $30 trillion—the biggest transfer of wealth in human history. How will their beneficiaries handle a massive infusion of cash?
  


  
    If you are an entrepreneur, a transition you may well encounter someday is the sale of your business. In the first three quarters of 2014, almost 6,000 small businesses were sold in the U.S. Such a sudden influx of cash—whether it is $5 million or $50 million—represents an important moment in the life of a business owner. It’s a moment for celebration, but it’s also a moment for answering some important questions:
  


  
    •  What do I do with my newfound wealth?
  


  
    •  What are the tax implications?
  


  
    •  What investments, if any, best fit my lifestyle and monetary needs?
  


  
    •  How does this money—money that I’ve accumulated over many years of effort—impact my retirement, my children, and my future?
  


  
    For those working in the technology sector, a similar transition may occur if a company goes public, offering employees the opportunity to cash in some or all of their stock options. Silicon Valley is rife with tales of people becoming overnight multimillionaires. Likewise, the sale of a significant piece of real estate can lead to sudden wealth, with all its attendant questions.
  


  
    A transition we can all count on experiencing at some point, however much we may try to postpone it, is serious illness or death—either our own or that of a loved one. Approximately 90 million Americans are living with a serious or life-threatening illness, and this number is expected to more than double over the next quarter century. How will you plan for unexpected medical expenses or, worse still, a sudden death?
  


  
    These are just a few of the common transitions many of us will encounter in our lifetimes. Some are cause for celebration, others for grief. But what they all have in common is that they invariably involve money changing hands, or put differently, money in motion. What these transitions also have in common is that they are emotionally destabilizing. Are you ready to make smart financial decisions in the throes of grief or the euphoria of sudden wealth? Who can you trust to manage your money wisely when the very foundations of your life may be shifting beneath your feet?
  


  
    To help you navigate such moments, it can be helpful to distinguish among three types of transitions:
  


  
    1.  Planned and scheduled—we know they are coming and we know when they are coming, like retirement or the sale of a business.
  


  
    2.  Planned but unscheduled—we know they are coming but we don’t know when, like an inheritance or an IPO.
  


  
    3.  Unplanned and unexpected—we are blindsided by these events, like a divorce, a sudden premature death, or a surprising financial windfall.
  


  
    
      Sudden Wealth: A Blessing or a Curse?
    


    
      Forty-seven year old Billie Bob Harrell Jr. had struggled for years to support his wife and three kids working low-paying jobs when he got a lucky break, winning the $31 million Texas Lotto jackpot in June 1997. He quit his job at Home Depot and took his family to Hawaii. He was generous with his unexpected wealth, donating tens of thousands of dollars to his church, buying cars and houses for friends and family, and donating hundreds of Thanksgiving dinners to the poor.
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