






[image: image]










[image: image]

FIRESIDE

Rockefeller Center

1230 Avenue of the Americas

New York, NY 10020

Copyright © 2003 by David W. Latko

All rights reserved,

including the right of reproduction in whole or in part in any form.

Articles from The New York Times.

Copyright © 2002 The New York Times Company.

Reprinted by permission.

FIRESIDE and colophon are registered trademarks of Simon & Schuster, Inc.

Library of Congress Cataloging-in-Publication Data

Latko, David W.

Financial strategies for today’s widow : coping with the economic challenges of losing a spouse / David W. Latko.

p.  cm.

1. Widows—Finance, Personal.  I. Title.

HG179.L325  2003

332.024′0654—dc21  2003042718

ISBN-13: 978-1-4165-9323-2

ISBN-10: 1-4165-9323-3

This publication contains the opinions and ideas of its author. It is sold with the understanding that neither the author nor the publisher is engaged in rendering legal, tax, investment, insurance, financial, accounting, or other professional advice or services. If the reader requires such advice or services, a competent professional should be consulted. Relevant laws vary from state to state. The strategies outlined in this book may not be suitable for every individual, and are not guaranteed or warranted to produce any particular results.

No warranty is made with respect to the accuracy or completeness of the information contained herein, and both the author and publisher specifically disclaim any responsibility for any liability, loss or risk, personal or otherwise, which is incurred as a consequence, directly or indirectly, of the use and application of any of the contents of this book.

Visit us on the World Wide Web:

http://www.SimonSays.com





For my wife, Jan, without whose love,

support, and encouragement I would not

know how to go on; and for my two

children, Tiffany and David, Jr., whose

happiness, well-being, and future are my

greatest pleasure.





Contents

Acknowledgments

Introduction

1 “So What Should I Do—Right Now?”

2 “…And Then the Shark’s Began to Circle …”

3 Planning for His Passing

4 Picking the Right Financial Advisor: Six Questions to Ask

5 “Greetings, Madam Tycoon!” (Or, the Games Brokers Play)

6 “But I’m Too Young to Be a Widow!”

7 The Second Time Around: The Joy of Prenuptials

8 Making Sure There Will Always Be Enough

9 Passing It Along (Or “Being of Sound Mind …”)

10 Housing, Credits, and the Joys of Day-to-Day Living

11 A Taxing Problem. The IRS and You

12 The World of Scams and Con Games: A Primer for Windows Everywhere

Afterword: The First Day of the Rest of Your Life

Glossary of Financial and Investment Terminology






Acknowledgments

This book is the product of the life experiences of many people, the majority of them my clients for twenty years or longer, and all of them my friends; I thank each of them for the trust they have placed in me.

I also want to thank Joelle Delbourgo, my agent, for her tireless efforts and the courage and faith she placed in my abilities. I respect her, and hopefully, with her support and great talents, this book will be the first of many.

A huge thank you to Earl Merkel for his suggestions throughout the conception and development of this book. In the beginning of this project he was a business associate who only shared my vision. In the end I now consider him among my closest personal friends.

Thanks to everyone on my staff, who was always there to pick up the slack in the office during all those twenty-six hour days I put in on this project. This courtesy allowed me the luxury of daring to believe this book could become a reality.

My warmest appreciation to Gary Russell, my Iowa connection, whose encouragement, friendship, and daily laughter made this journey enjoyable.

Kudos also to all the great people behind the scenes at Simon & Schuster, including Doris Cooper, my editor, and Nicole Diamond, the acquiring editor, for leading the way and for taking my final effort to yet another level.

And of course a big thank you to my father, John J. Latko, and my deceased mother, Violet Latko, for giving me the values, drive, and tools to succeed in life and the encouragement to always follow my dreams. Thanks also to my stepmother, Genevieve Latko, for her concern and for trying to make our family part of her own.

To my older and only brother, John A. Latko, thanks for letting me tag along for all those years when we were kids. Thanks for your brotherly guidance and all the love you have inside for me and for all of my family.

Finally, to God, for the strength and courage to always do “the right thing.”

As they say, “That’s all, folks.”

 

David






Introduction

Not too long ago, a very nice lady named Marianne* and I had a cup of coffee in my office. Marianne is one of my favorite success stories and has been one of my clients long enough to feel comfortable talking about herself.

“The worst part was just before Peter died,” Marianne said, matter-of-factly. “We both knew his illness was terminal, and I tried to keep up a brave front for his sake. During the day, I usually did all right—but at night, I would lie awake, staring at the ceiling. I would listen to his breathing, feeling that I should be thinking about him. But all the while I was wondering what would become of me. I was terrified.”

And she is not alone.

The actuarial tables do not lie: On average, most women will outlive their husbands by as much as a decade and usually more. In fact, in the year 2000 the average age of a widow in the United States was slightly more than fifty-five years.

With an average life expectancy of more than seventy-five, that translates into a lot of years where a widowed woman must deal with the issues of her own well-being without her primary life partner’s advice or guidance.

And, as the horrific events of September 11, 2001 so tragically illustrated, the potential for widowhood is not limited by age. While much of this book is aimed at the needs of the older widow, this book also deals with the unique needs of the younger widow. Today, it is not unusual for a woman in the prime of her life to find herself—and very possibly her young children—the survivors of what she had planned as a lifelong relationship.

Nor is it unusual for a widow of any age to find herself suddenly faced with a staggering number of questions and decisions to make about her financial situation.

Ask yourself: If this happened to you, would you be prepared?

Most of my women clients are like Marianne; they are intelligent, capable, and competent people. And most of them are also widows who spent the larger part of their adult life with their financial affairs managed by their husbands. It was a system that worked—until the “managing” partner suddenly was no longer there.

Here’s a quick five-question quiz involving just a few of the areas we cover in this book. Do you:


	•   Know exactly what your assets are, where they are, and how to access them?

	•   Understand how to establish your own credit, in your own name, and know why this is important?

	•   Understand how to structure your finances to keep from losing a large part of your money each year to such expenses as excess taxes, hidden bank fees, commissions, inflation, or confidence artists who prey on the unwary?

	•   Know how to sell your home for the best price, buy a car without being bilked, obtain insurance—both long-term care and other—that provides the right coverage at the lowest possible cost to you?

	•   Know how to develop a financial plan that will allow you to live comfortably, without the worry that your money will run out before you die?



If you answered all of these questions in the affirmative, great! You probably don’t need this book.

But in all likelihood, you probably do.

Let me tell you about another of my clients. I’ll call her Connie. She’s a great lady—intelligent, attractive, and a lively conversationalist who loves to show me photos of her four grandchildren. She visits us in the office regularly, usually with something she’s baked especially for us, and she always brightens up the room.

These days, Connie is living a good life, and she knows it. She also knows it could so easily have been different. For Connie, one of the worst days of her life was also the day that she now recalls most fondly.

“My Roger had died suddenly, in an auto accident,” she remembers. “I was in such a state of shock. And then, at the funeral this person came up and just knelt by my chair. He took my hand and said, ‘Connie, don’t fear for anything. You are well taken care of.’ It was what I needed to know at that moment—I couldn’t stop thinking about what would become of me and begin the process of mourning. Those words helped me begin to put Roger to rest.”

I happened to hear Connie telling that story a few months ago, and it left me feeling proud—and more than a little bit sad, too.

Proud, because I was the person who knelt beside her on that terrible afternoon almost a decade earlier; proud too, because I had the ability to tell this good woman something that helped her get through her pain and sorrow.

But the sadness I felt came from the knowledge that there are thousands of women out there just like Connie, women who, through no fault of their own, suddenly find themselves without their life partner, their mate, their best friend—and, more often than not, their financial mainstay, chief decision maker, and manager of their life security. And when that happens, even if they are surrounded by loving family and friends, they truly know the meaning of being on their own.

I overheard Connie’s story late one afternoon and couldn’t get it out of my mind. That night, I sat down to start this book. I hope it helps you.

 

Most widows are like Marianne and Connie, suddenly cast adrift in a chaotic and frightening world where peace of mind has become only a distant memory.

And if that describes you, then this book was definitely written with your situation in mind.

I have spent more than twenty years as a financial advisor and counselor. Over that period, I’ve managed millions of dollars in pension funds for small businesses, and tens of millions of dollars in investment portfolios for individuals of both great and modest means. I’ve weathered periods of staggering economic growth and periods of terrible economic downturn, each with their own sets of pitfalls and opportunities.

Most important, though, is the fact that I have helped hundreds of people—widows and others—build for themselves the financial security that lets them sleep at night.

It’s not magic; it’s not even rocket science. It is a logical, easy-to-follow program that helps bring you up to speed on what you need to know, what you need to do, and what you need to avoid. It’s a road map to your financial independence and security—a plan that is designed to work for you for the rest of your life.

It works for Marianne, and—if you follow the plan—it will work for you.

Are you ready? Then let’s begin.
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You are a widow or are about to become one. The decisions that were once the responsibility of your spouse have landed on your shoulders. You’re probably fielding a lot of phone calls on subjects you know almost nothing about; your mailbox is probably full of bills to be paid and forms to be filled out; you’re getting solicitations from people you’ve never heard of, a stream of whom arrive unannounced on your doorstep or over the telephone a couple of times each day.

Without doubt, you’re getting a lot of advice from friends and family, much of it contradictory. And just the other day, maybe your kids sat down with you for the kind of talk that usually begins with the words, “Mom, we’ve been talking about what you need to do now …”

In every way, there’s a lot of stress and pressure on you.

So what should you do, right now? I’ll suggest something in another page or two, and the answer will probably surprise you. But first, let me just agree with what you already know: Everything in your life now has changed.

There’s a book that I enjoy tremendously. I’ve not only recommended it to my clients, but I went out and bought copies to send to them. It’s Who Moved My Cheese?, entertainingly written by Dr. Spencer Johnson, and it’s a modern fable about change in today’s world. I wholeheartedly urge you to read it, too, because Dr. Johnson’s tale is probably pretty applicable to the situation you now face.

I’ll oversimplify his message here: “When things change, you must change too—or die.”

It’s all too human to cling to the past; after all, we know about the past, don’t we? We know we did x, and y occurred. Maybe it wasn’t a perfect life, but by and large we found it provided a level of comfort, or at least familiarity, to which we became accustomed. A behavioral psychologist might call this “conditioning,” and it’s one of the traits that helps laboratory rats (and people) develop the patterns that ensure food, shelter, companionship—all the elements of a predictable, stable life.

The problem is when conditions change radically in a fundamental way. Now the rules by which the very universe works have changed; old patterns no longer work. And unless you change, too—unless you break out of the conditioning that has shaped your life—the inevitable result is a downward spiral into a final crash. So you must change, in a range of radical and even fundamental ways.

Sound daunting? It doesn’t have to be, and to see an example, let’s return to that earlier question: What do you do, right now?

Answer: probably nothing. Certainly, nothing major.

This is not to say that you’re going to draw the curtains, unplug the telephone, and sit in a dark corner, no matter how appealing that concept might seem at the moment. But it does mean that you are in no position to make life decisions yet—not until you have equipped yourself with the information and resources we’ll be talking about in later chapters.

I’ve developed a simple five-point program that will give you a basis for your immediate actions. But even more important, the five points will help you avoid the kinds of actions that will come back to haunt you down the road. Here they are:


Point 1: Stop and breathe.

Point 2: Define your needs and goals.

Point 3: Love your children, but don’t turn your life over to them.

Point 4: Don’t become consumed by the financial concerns you face.

Point 5: Prepare yourself intellectually and emotionally to learn.



Five points—I think you’ll agree, not a lot to remember.

I won’t tell you they will make the first three months—or the remaining years, possibly even decades—of your new life a bowl of cherries; if you’re reading this book, you already know that does not reflect the reality of widowhood. But the five points will make your life more bearable. Even more important, they will position you well for the new life upon which you have embarked.

To illustrate some of these points, in the next chapter I’m going to tell the story of Miranda. Like Connie, she also became a widow suddenly. But unlike Connie, Miranda found herself in a storm-tossed sea where every decision was hard. And usually, terribly wrong.
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Five-Point Program
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Point 1. Stop and breathe.

1. Take three months off from making any major decisions; you need time to think and recover.

2. Make minimum payments on your bills. You can always pay them off later.

3. Do not pay off your mortgage immediately. There may be better things to do with this money.

4. Beware of con artists. Check and recheck all bills to make sure you owe them before paying.

5. Put any insurance proceeds directly in a bank money-market fund (a safe investment account that still allows you to withdraw money as needed) not a long-term bank certificate of deposit. Avoid investing any new funds with any broker or insurance agent regardless of their pitch. There is rarely an investment that can’t wait.

6. Make sure you do not have more than $100,000 in any single bank. That is the maximum any single account is insured for under the Federal Depository Insurance Corporation (FDIC). Should your bank fail, anything over this limit is your loss.




Point 2. Define your needs and goals.

1. Understand that you probably don’t know much about investing and financial planning. This will change after you read this book.

2. Understand there is help for your problems. I will show you how to find it.

3. Start to think about your life plan, both short-term and long-term. This really is the first day of the rest of your life.

4. Make a detailed list of all your concerns and questions about your new life. Make sure you write them all down and refer, revise, and add to this list often.




Point 3. Love your children, but don’t turn your life over to them.

1. Lean on your children (or other well-meaning relatives and friends) for emotional support, not financial advice. They can be great at the former, but are likely to be dismal at the latter.

2. Do not give your children control over your finances. Children tend to be too aggressive or too conservative with their parents’ money.

3. Unless your son is Warren Buffett or Peter Lynch, tell him you will handle things with expert outside professional help. He may be hurt, but he will get over it.

Point 4. Don’t become consumed by the financial concerns you face.

1. Don’t let fear paralyze you. It is counterproductive.

2. Do not panic. Others have gone down this road before you—and survived. You can, too.

3. Good answers are out there. Your problems can get solved with good financial and legal advice, and a little common sense.




Point 5. Prepare yourself intellectually and emotionally to learn.

1. Accept that most of the rules of your past life have been erased. New rules will have to be learned.

2. Accept that you are probably clueless and bewildered about your future; you must learn much in a short time simply to survive.

3. You need to know how investment houses work, learn how to recognize the good advice and avoid the bad, and learn the basics of personal economics.

4. You will need to break old habits and thought processes and develop new ones that reflect the world today.
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When Miranda first came to me, she had been a widow for almost eight months. Her husband Ron had been a regional executive for a mid-sized corporation; he had made a good living, providing a comfortable life for Miranda and their three children. After the youngest had graduated from college, Miranda and Ron had talked on and off about an early retirement and travel, counting on their savings, a modest investment portfolio, and the pension-plan benefits Ron had accumulated through his employment over the years.

Then Ron was diagnosed with a particularly aggressive form of bone cancer. Less than five months later, he was dead and Miranda was on her own.

“I was in a fog at the funeral,” she recalled. “But that was almost a relief; it kept me from the panic I felt every time my mind cleared enough to think. Even in the hospital: Ron was dying, and I should have been thinking of him. But I couldn’t help myself; the enormity of not knowing what would become of me would seize me. I would hyperventilate, cry hysterically. Sometimes I just sat in a chair, moaning. Really, just moaning. And not for Ron; for me.”

It only got worse. Two days after the funeral, the calls began.

“When the first one came, I thought it was some kind of mistake,” Miranda said, shaking her head. “It was someone from an investment house—a big name, one I recognized from television commercials. He said he wanted to offer condolences for my loss. And then he asked if I had considered my future security. I was speechless. He offered to advise me on investing, and without waiting for me to answer, started trying to sell me shares in a mutual fund!”

Miranda begged off from this first call; still, she would hear from this individual several times over the next two weeks.

By then, she had received almost two dozen similar solicitations from brokerage reps—none of whom she knew, but all of whom apparently knew how to read the obits and use the telephone directory to track down the recently widowed. It’s a common sales tactic at major brokerage houses; it makes sense for these brokers, too. Obituaries give them a ready-made list of people who are confused, in need of direction—and who probably also have money from insurance or the inheritance.

And these weren’t the only calls. As she discovered, a lot of people read the obituary pages. Not all of them are honest, or ethical.

“I had calls from real estate agents, wanting to know if I intended to sell our home, because they had people ready to buy it,” Miranda said. “Most also had ‘great deals’ on condominiums, but I had to act fast. Fortunately, I still had enough sense left to know I was in no shape to act, fast or otherwise.”

The mailbox began to fill each day. Along with materials from brokers and real estate agents, Miranda was fielding utility bills, credit card statements, invoices of all manner.

“Ron had handled most of our finances,” Miranda admitted. “Once a month, he would write checks and mail them off. For the first two months, I tried to do the same thing.”

The problem was, some of the bills she received didn’t quite make sense. For instance, there was one addressed to Ron whose letterhead identified it as an electronics-repair service, enclosing a bill for a television repair. Miranda didn’t recognize the company and didn’t recall any broken TV sets. But, like most of the other unfamiliar bills that arrived, it was for a relatively small amount.

So Miranda sent the checks. And kept sending them.

Until, that is, the arrival of another bill—again, it had Ron’s name on the statement—for a subscription to a golf magazine.

I shrugged. “A lot of people subscribe to golf magazines, Miranda,” I said. “Everybody wants to improve their stroke, or learn to putt better.”

“Ron played tennis,” Miranda said, dryly. “He hated golf.”

For the first time in her new life, she had begun to notice the fins circling her in the water. There were, she realized, a surprising number of them.

About three months after Ron died, Miranda kept an appointment with a representative of the large, well-known insurance company that had carried a life policy on her husband.

“Everyone was very sympathetic, very helpful,” she told me. “They reviewed the policy, showed me what ‘final’ papers to sign and where. And then they gave me a check for the full amount, and I thought the meeting was over.”

It wasn’t, of course.

She was courteously escorted to another office, where an equally sympathetic company officer greeted her. They sat away from his desk, Miranda in a comfortable leather chair with a cup of very good coffee a secretary had served in a china cup. All the time, the insurance company officer was talking, talking, talking …

“It took me a while to understand that he was discussing the brokerage company that was part of his insurance company,” Miranda said. “He was urging me to open an investment account with them. He simply did not want me to leave with the check I had just received.”

“Let me guess,” I said. “He wanted you to sign it over, back to them, immediately.”

Miranda nodded—somewhat grimly.

And she might have signed where they told her—it was a major insurance company, she reminded me, and they had been so helpful—except that Miranda’s recent experiences had changed her, if only a bit. Her first reaction was no longer to trust strangers (particularly persistent ones).

Finally, she left, more than a bit shaken—but she left with the check.

Later that day, she deposited it in her bank; the large balance now in her checking account raised her confidence somewhat.

That evening, Miranda’s children—two sons and a daughter, all in their early to mid-twenties—met at her house for the weekly dinner that had become a routine since Ron’s death. She had just started to tell them about her successful escape from the insurance company when James, her eldest, looked around the table and cleared his throat.

“Mom,” he said, “we’ve been talking about what you should do now,” and proceeded to tell her what her children had decided about her future.

She looked around the table at them, hesitating. It was tempting: Everything about the past three months had been so new and frightening, and fraught with perils which she doubted her ability to avoid. Her children were offering to look after her, and she knew she could trust them. And of course, Miranda had been looked after for a large part of her adult life.

Miranda loved James, loved all her children. And while they were adults now, they were, to her mind, still young. Was she ready to turn over her life, her future years, to their loving but inexpert care?

The next day, Miranda started asking her friends for the names of financial advisors. One of the names she wrote on that list was mine, and a few weeks later Miranda and I finally met.

At that first meeting, Miranda still showed the emotional bruises of her experiences. But she also showed something else: a steely resolve. She told me her story, including the events since her husband’s death. Almost immediately after, she started by testing me.

“I know I made some mistakes, and almost made a lot more,” she said. “What would you have told me to do differently?”

Here’s what I answered, using our simple five-point program.

Point 1: Stop and Breathe

Despite what others may tell you, there is very little facing you that requires an immediate resolution. A good rule of thumb is to give yourself three months off from any major decision making.

Oh, you’ll probably still pay some of the bills that come in—the ones that you understand fully and completely. Your utility bills and the mortgage probably fall into this category; credit cards and installment payments may well not. But the fact is that nobody will be throwing you out of your house, turning off your electricity, or repossessing the tool set your late husband charged to Visa—certainly, not for missing three monthly payments.

You’ll want to protect your credit rating, of course. If you’re really worried, I recommend paying only the minimum amount due on any credit card statements or other bills during this initial three-month period.

But do not immediately decide to pay off all your outstanding bills, even if you have the money at hand. For one thing, you may be paying money you do not owe.

A significant number of scam artists target new widows as easy prey. These despicable bottom feeders read the obituary columns faithfully, looking for fresh, unsuspecting meat to cheat. They know a lot of new widows are not yet schooled in the ways of a sometimes-hard world, and they flock to take advantage.

Remember the movie Paper Moon? In it, Ryan O’Neal played a con artist who would scan the obits carefully; then he would visit the widow with a “custom-inscribed Bible” the deceased had supposedly ordered for his wife. In most cases, the bereaved widow would pay the so-called amount due, none the wiser.

So for at least three months, keep your money out of their reach.

The insurance check Miranda received? If she had only put it in a bank money-market, or thirty-day short-term certificate of deposit (basically a debt instrument issued by banks and insured up to $100,000 by the government)—both simple transactions which can be done in a short visit to a bank—the money would have been safely tucked away. It would have been quietly earning a little interest while Miranda regained her balance, both emotionally and intellectually.

As Miranda discovered, virtually every insurance company is affiliated with an investment brokerage firm; the larger insurers own their own brokerages outright. No insurance company likes to pay out a claim. However, when they do, their own pain is alleviated somewhat if they can somehow get the money back into their hands—the quicker, the better.

It’s in their interest to do so, of course—but it is probably not in yours. So don’t get caught in their game, or anybody else’s either.

So what is in your interest? That’s what you use the three months—and this book—to discover.

Point 2: Define Your Needs and Goals

Your three-month hiatus isn’t a vacation, of course. It’s kind of a time-out from doing, but certainly not a holiday from thinking or planning.

From the onset, as a new widow you must understand that you do not know how much you don’t know—not yet. For example, your primary question is probably one of time-versus-resources: Do you have enough capital/income to last the rest of your life?

We’ll look at how to determine that in a later chapter, but you should know now that the answer depends on making intelligent decisions, and you need information before you can answer the question. Ditto for other areas: Should you sell your house? Buy or rent? Advertise for a roommate? Move in with the kids?

So many questions, so few answers—until you’ve defined what you need and what you ultimately want. Remember Miranda: If you act in haste, you will repent at leisure—possibly, for the rest of your life.

Point 3: Love Your Children, But Don’t Turn Your Life Over to Them

There is no greater comfort in times of bereavement than the love of a family. When a spouse and parent dies, the survivors often become the primary emotional support for one another. For a new widow, her children may be the people she needs simply to go on.

Fine; but consider this: As well-meaning as they might be, do you want to bet your future financial well-being on the kids? Unless your son happens to be Warren Buffett, the odds are good that anything he knows about investment, money management, or financial security came from rumor, hearsay, or simply somebody else.

We’ll look at this problem in more detail later (see chapter 10, specifically the section on housing issues), but I’ll tell you now: The situation is fraught with danger.

One of the most common mistakes comes when the children are given power over their widowed mother’s finances. Mom puts the house in her son’s name. Down the road, daughter-in-law files for divorce, and suddenly the property becomes a marital asset to be sold and divided. Or maybe Junior has a penchant for investing in the market. When times are good, fine; but then the economy dips, and the stocks that looked so good to Junior take a nosedive.

Remember: You’ve known your children all your life. Have they always made the right decisions for themselves? Why should their record get better if they’re making the decisions for you?

Put another way: If Junior is so smart, why isn’t he rich?

Point 4: Don’t Become Consumed by the Financial Concerns You Face

This is, of course, easier said than done. You’re on your own, maybe for the first time in decades. You’re worried about money (“Will I be broke before I die?”) and possibly unsure how you even go about managing the minutiae of paying bills, establishing credit in your own name, and so on.

Remember Miranda’s tale: Fear is counterproductive. It can paralyze you, if you let it. Instead, know that help is available if you know where to find it and understand how to tell good advice from bad. We deal with that in this book (and if you can’t wait, go ahead and take a quick look at chapter 4, “Picking the Right Financial Advisor: Six Questions to Ask”).

But right now, all you have to do is not panic. Your situation is not unique; other widows have been where you are today, and they have kept their heads above the financial waters without drowning in their own anxieties.

You can, too.

Point 5: Prepare Yourself, Intellectually and Emotionally, to Learn

By the time any of us reached maturity, we had gone through a long and sometimes painful process of learning. And after all, isn’t that what our early life is supposed to be? Education—whether formal or of the “school of hard knocks” variety—is an accepted part of life from adolescence through the teen years and even into early adulthood.

Yet most of us believe that by the time we have reached our middle years, we have earned the right to more or less coast along on our store of accumulated wisdom. In many cases, we have been able to arrange our lives so as to minimize, if not eliminate, much of the unpleasant or the unfamiliar in our day-to-day life. We may start to think that we have a lock on how things are, and perhaps even secretly pity the clueless masses.

Until, unexpectedly, our own roof caves in on us.

There are no guarantees in this world. Unless we understand that, any calamitous change can paralyze our ability to cope. For you, as with all widows, most of the rules of your past life have been erased. In so many ways, you have suddenly rejoined the ranks of the bewildered.

The only way to survive is to learn the new rules, and how to play by them.

Poor Miranda. The only way to put a positive spin on her experience is to consider it tuition in the graduate-level school of hard knocks. But one major lesson for the rest of us is this: Tuition is only worth the money when you educate yourself.

You need to know a lot of facts: how investment houses work, how to recognize the good advice as well as avoid the bad, maybe even how to handle the basics of personal economics such as establishing your own credit or filing your own income tax forms. This is only the beginning; there’s a lot you have to know.

And it’s not easy.

Maybe you know one of those people who grew up in the shadow of the Great Depression; maybe you’re one of them yourself. Those who survived those harsh years bear special scars on their psyches. Much of what they are today has its roots in the privation they endured. For instance, I have several such clients who, as a result of that terrible economic trauma, learned to be “envelope people.” You probably know what I mean: Each week, when the paycheck was cashed, it was doled out into envelopes marked “house payment,” “electric bill,” “groceries,” and so on.

It wasn’t the most effective way to manage finances (I’m not a great proponent of having cash sit idle, rather than work for you), but it was a survival system they learned to trust. And, significantly, it was the one they felt comfortable using.

These days, it’s hard to achieve financial security by being an “envelope person.” But it’s equally difficult if one clings to the practices that may have worked in the past but which now only drag you further into a financial sinkhole. You have to break old habits and thought processes and develop new ones that acknowledge the changes in your life and your world.

That’s precisely what the five-point program in this book is intended to help you do. In the next chapter, let’s take a look at how it works in practice.
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When I ushered Bill and Jan into my office one February morning almost seven months ago, I settled them into the pair of comfortable chairs in front of my desk. It’s an office custom to offer our visitors refreshments, usually coffee or tea and maybe a few of the cookies some of our more domestic-minded clients frequently drop off at my office.

“What would you like?” I asked them.

I was not prepared for the answer I received.

“How about another year or two?” Bill growled, though his expression was genial. “The doctors tell me I’ll be dead in three months.”

I looked at Jan, who sat stiffly at his side, then back to Bill’s face. It was one of the few times in my life I was speechless. Not that it mattered; at our first meeting, Bill did most of the talking.

Bill was a rugged-looking man—maybe about five feet, ten inches tall, with a pensive aspect to his expression. He was perhaps thirty-five pounds over his fighting weight, yet it was obvious that he was strong. At sixty-eight, the story of his life was written on his face: You could see that he was accustomed to being in control. He was the kind of man who wore the pants in the family when it came to finances and everything else.

Sometimes you look at the wife of a man like that and in her eyes you can see varying levels of anger or resentment. Not this time: Jan seemed very content to let her husband occupy the driver’s seat. At sixty-three, she was slightly built, but it was obvious that exercise and personal fitness were important to her. Though she was outwardly calm, the recent strain showed only in the nervous movements of her hands whenever she forgot to keep them clenched tightly in her lap.

Bill was a man full of surprises. Almost aggressively, he told me that he was a working man who had never made more than $60,000 in his construction job in any given year.

“And I saved every damn penny, too,” he said.

It was no exaggeration: They had a net worth of approximately $1.2 million. They had lived very frugally, raising their three children in a three-bedroom, two-bath ranch house. Throughout their lives, there had been no new cars, no bigger houses, no fancy vacations; any spare money was put away and saved. In just about every way, he was the embodiment of an adage that used to be popular in certain investment houses: Bill lived like few people would, presumably so one day he could live like few people can.

Still, Bill had learned early in life the value of a good stock. He’d buy it, hold on to it, reinvest the dividends to buy more shares.

As we talked, I was struck by the way he spoke of his various investments: Some he spoke of in a gruff tone, his voice carrying a hint of disapproval, as if recalling some long-ago slight; others he spoke of almost fondly, a smile tugging at the corners of his mouth. He seemed to remember precisely when he bought each stock—this one he had earmarked for his then-infant kids’ college fund, that one he inherited from his own father. He could even tick off on his fingers such milestones as when one issue split three-for-two or hit some other performance peak, much like another person might have mused over family vacations taken long before.

I half-expected him to pull out his wallet and show me snapshots of the stock certificates.

Now, in another sort of person, this kind of behavior might have been off-putting, maybe even disturbing. But not with Bill; he had a way of making it seem normal, almost endearing. Maybe it was the way Jan responded to her husband’s stories, smiling when he turned to include her in his reminiscences and adding a brief recollection of her own that frequently made Bill smile in return.

In her own way, as it turned out, Jan was just as frugal as her husband. Though she had never held steady employment, Jan was a volunteer at their church and occasionally worked odd jobs. Her real career was raising the couple’s three kids. She had been very happy over her thirty-six-year marriage to let Bill handle the financial affairs. She did not care about the investments or the net worth; she cared about Bill.

Jan faced a frightening future. She was in excellent health. There was every indication that she could live well into her nineties—but most likely alone, as a widow. Statistically, most women widowed in their sixties or later do not remarry.

Fortunately, there was no question of whether Jan could afford to live to a ripe old age comfortably. The question was whether she wanted to go on for another twenty or thirty years, given the tragic news she just received. Looking at her as she watched her husband’s face, I wasn’t sure she did.

Bill’s voice cut through my thoughts, and I asked him to repeat what he had said.

“I said, I own twenty-eight different stocks and nine different mutual funds,” he repeated, his deep voice firm and steady. “I bought ’em myself, and I manage ’em myself. But Jan won’t be able to do it, so we need somebody to help her when I’m gone.”

No wonder, I thought. Just with this part of the portfolio, Bill received thirty-seven different reports and tax statements at the end of each year: one for each investment he owned. And this didn’t even include all the various quarterly reports and the odds-and-ends junk mail every investor regularly finds in the mailbox. Simply pulling them together to file taxes had to be a task that would have strained a veteran CPA.

I also noted that many of the mutual funds they had were invested in high-yield municipal bonds, which did not make a lot of sense for them. First, Bill had made it quite clear that he didn’t want to keep what he called “junk” in the estate he would leave to Jan. Well, a “high-yield bond” is usually just a term brokers use for what everybody else would call a “junk bond.” An even more accurate term is “high-risk bond”—sometimes so risky that it cancels out the possibility of actually seeing the so-called high yield they promise.

Second, with the amount of income Bill had made in past years, it was highly debatable whether he even needed tax-free income in the first place. In most cases, a broker sells tax-free municipal bonds to a modest-income investor simply to make the commissions—in Bill’s case, a commission of five cents on every dollar he placed in the fund!

Okay, you may be saying, it’s just a nickel—except that on a $100,000 investment, it comes to $5,000 in commissions alone. This is a pretty high price to pay, and usually it’s the result of a broker preying on a client’s distaste of paying even one cent more in income tax. Nonetheless, Bill had bought them and kept them—and now we had to explain exactly what he had and how to deal with them.

Bill’s portfolio was starting to look like an attic, crowded with dusty artifacts heaped in every corner by someone loath to throw anything away. And he still was not done. A smart investor, he did not risk all of his money in the stock market: Scattered among several banks, he also had about $700,000 in certificates of deposit. While keeping that much in CDs is a questionable move, at least the money was there and available to Jan, generating about $28,000 in interest income. Add to that a very good pension from the construction union, about $38,000 a year. Social Security added another $13,000.

All told, they had an annual income of around $85,000, although they spent only about $40,000 a year. But the sheer complexity of their finances would have staggered even a professional, let alone a bereaved widow.

“Okay,” Bill said, taking a deep breath and looking hard into my eyes. “Can you help us?”

Perhaps for the first time in his life, Bill was ready to listen to new ideas. Just as Bill had been so protective over the years, even in the last months of his life, he would protect his wife until his last breath.

We went to work.

One of the first things I wanted to do with Jan was make sure that she understood that, if properly invested and managed, there would be enough money to carry her on through her lifetime. In her case, the financial situation was what most people would consider very comfortable. She was also fortunate in that Bill was still alive, available to help her sort through the questions and issues that she would soon have to face without him.

Now, everybody’s situation differs. But a number of the steps I recommended are of value to anyone in Bill and Jan’s situation. Here’s what I told them:

• Be ready to relinquish direct control; be open to ideas that are different from your own

Years ago, Bill had adopted an investment philosophy: Buy a stock, hang on to it, and reinvest the dividends to buy more shares. Years ago you generally could not run this type of system through a brokerage house. You would actually have to buy the stock, take physical possession of the stock certificate (or have it held by the stock company’s transfer agent), sign a form that directs the company to reinvest all the dividends into more shares of that stock, and monitor the statements thereafter.

Today, more than half of the “big” stocks traded can actually be held in the brokerage account, and the client can sign the form for automatic dividend reinvestment. The major advantage here is that you get just one statement at year’s-end for all the stocks involved, instead of a bushel basket full of account information.

Bill had done it the old way—in large part, I’m sure, because he loved holding the stock certificates in his hands. As a result, he had purchased twenty-eight different stocks this way, which meant twenty-eight different reports at the end of the year he needed for filing income taxes. In much the same way, Bill had purchased nine different mutual funds. More statements, more complexity to manage. Finally, there were the CDs. Because of the $100,000 limit at the bank, Bill had split his money evenly with accounts at just about every bank in his town (and some out-of-town banks, too). The result: another eleven statements, all from different banks.

In total, they were looking at forty-eight different statements coming in every year. And this did not include all the additional mailings—you know, the ones you open because you think they probably mean something important about your money, but which are incomprehensible without a Philadelphia lawyer standing at your shoulder.

Well, Bill had read them all; I suspect he even enjoyed it.

He had established a life pattern wherein he personally managed what was by any definition a complicated financial picture. He did it flying by the seat of his pants. And through tenacity and sheer willpower, he had done it fairly well.

But the fact was that Jan was not Bill. Quite simply, Jan was neither equipped nor inclined to the task. She was completely incapable of dealing with an estate as complex as the one Bill had developed and managed, and both of them knew it.

Fortunately, when I detailed the complicated structure of their finances to them, both Bill and Jan were ready to listen to anything that made sense. That made it a much more straightforward effort for all three of us.

• Simplify, simplify, simplify: Streamline your life

One of the first things I recommended to Bill and Jan was they had to simplify their financial life. For instance, we had to narrow the number of holdings down—as a priority, getting rid of all the “junk,” then start to focus on the sheer complexity of the rest—and quickly.

First we looked at the twenty-eight different stocks. After checking out the performance reports and various recommendations on all of the stocks in his portfolio, it was very easy for me to recommend paring the portfolio down to only eleven stocks.

Did I say “easy”? Well, it might have been easy for me, as an impartial advisor, but for Bill, it was roughly comparable to the scene in the movie Sophie’s Choice, when Meryl Streep has to decide which of her two children will be saved from the Nazis and which will be sacrificed.

We also took a look at timing, which can be an important factor in protecting the estate for the surviving spouse. In their case, some of the stocks we earmarked for sale would be divested before Bill has passed away. Some of them would actually be sold off after he passed away, for certain tax reasons.

In the end, all eleven stocks will be put in a brand-new living trust account we created with an attorney’s help. A living trust is an account that is overseen by a trustee who has power over distribution of the trust’s assets. It’s kind of like being the executor of a will, except that the person who set up the trust may still be living.

Among the benefits from this living trust account is the fact Jan would get only one complete tax statement at year’s end instead of the mounds of paper Bill enjoyed. Where we could arrange it, the stocks that could be placed in dividend reinvestment were; the others were set up to pay a cash dividend directly into the account. As a bonus, Jan would even be able to write checks against this account to pay her bills.

And we didn’t stop there.

With all the excess cash that would be coming into the account as a result of the immediate and future sales of the stocks, we decided to take a conservative approach: Those proceeds would not be used to buy other stocks at present. Why? In so doing, we gave Jan an approximate 70/30 split on her investments: 70 percent of her investable assets in safe, fixed-rate holdings, and only 30 percent in the stock market. That’s a pretty good balance for anyone going through a lot of uncertainty in her life, and a very manageable split for someone with little personal investing experience. Best of all, we could always change these numbers in the future, as Jan’s needs and experience changed.

The mutual funds were another story. Basically, we analyzed each one. We depend to a great degree on an independent rating company called Morningstar, which analyzes more than thirteen thousand different mutual funds to determine such concerns as their cost to do business, the commissions, the ongoing fees, asset allocation fit, track record, and much more. Even more important to us, what is their star rating compared to other mutual funds that are trying to achieve the same goals?

Mutual funds are ranked from five stars—the best performers—down to one star. We recommended getting rid of the one- and two-star (and even some of the three-star) funds.

• Be prepared to look at the complete picture on each asset—particularly taxes

In Bill and Jan’s case, the four- and five-star mutual funds were keepers—if they did not contribute to the potential tax problems. Taxes can alter the wisdom of any investment radically and must be looked at very carefully. There are ways to minimize the tax impact, particularly when the death of one of the principals is imminent. Selected holdings can be given as gifts or as part of the estate, for example, to grandchildren. A good financial advisor will work with a tax expert to determine the best approach.

And everybody needs expert help in tax issues. Bill did not know about something that we recommend quite often: single-premium, tax-deferred annuities or variable annuities. These are contracts issued by life insurance companies that guarantee a specified fixed or variable payment at some future time, usually at retirement.

As I write this book, there are variable annuities out there that offer a 4 percent guaranteed interest rate on the fixed side. By the time you read this, the numbers probably will have changed, but the concept remains. These variable annuities are similar in structure to a bank CD. They give a yearly rate—sometimes a two-year rate, or maybe even lock your interest rate in for up to ten years at a time.

But the greater advantage is that they are tax-deferred, meaning that unless you take the money out during the year and spend it, you do not pay taxes on the interest it has earned every year.

Now, you can see how this might make a huge difference to them. At the time we worked with them, the interest rates being paid indicated that if the entire $700,000 in CDs was moved over in this way, that $28,000 a year that they were earning in CD interest would still be earned. The only difference would be that they would not be paying taxes on it until Jan started to make withdrawals. Since Jan would most likely be constantly rolling the money over—because she had no immediate use for it—this was an excellent strategy for her.

Remember: With a tax-deferred annuity, you get triple compounding, not just the double compounding offered on a bank CD. You get interest on your money, interest on your interest, and interest on the money you would normally have to pay the government each year. The latter is the bonus you get by keeping your money in your account, and not letting the U.S. Treasury keep it in its account.

The investments we put them in paid around 4 percent for the first year and had neither up-front charges nor surrender charges; Jan could take the money out any time she wanted it.

This saved over $7,000 a year in federal and state taxes alone just on this one change, as well as providing Jan with all the liquidity she could ever want. It gave her access to withdraw the money or to move it into an investment that offered an even higher return in the future. It would save Jan even more in future years, when she would start filing her tax return as a single person rather than the joint filing she and her husband had done.

If you consider doing likewise, remember three facts about annuities:


	•   Know that all annuities are not the same. Pick only those annuities that have top-of-the-line ratings from companies such as Standard and Poor’s, A. M. Best, or Moody’s (see table on page 89). Because this money is not FDIC-insured, you want to buy an annuity from an insurance company that has the demonstrated ability to repay you.

	•   Always look for the annuities with the shortest length of surrender time. There is absolutely no reason to go with one that calls for a seven-, eight-, or even nine-year surrender charge; shorter alternatives are always available. And keep an eye on the broker you use for annuities: The longer the annuity surrender time he can talk you into, the more commission he will make.

	•   Withdrawals of earnings are subject to ordinary income tax and if taken prior to age 59½, a penalty may also apply.



• Consider the advantages of setting up a revocable living trust.

Very simply, a living trust is a revocable legal document that takes the place of (and expands) your last will and testament (see accompanying discussion). If set up correctly, in most cases a living trust achieves three things:


	•   It can help reduce estate taxes;

	•   It allows your estate to avoid probate, which is the judicial process where the will of a deceased person is presented to a court and an executor or administrator is appointed to carry out the will’s instructions;

	•   It helps in cases where there is a disability involved.



It meant that when Bill could no longer manage his affairs (or perhaps even make a decision on his own), the living trust would give Jan the right to step in immediately and make those decisions for Bill. When that time came, there would be no lengthy courtroom battles or expensive lawyers.

Also, because of the size of their estate and because it was set up correctly, their trust could ultimately save more than $80,000 in estate taxes (depending, of course, on the year they died and the tax code that was in effect at that time).

There’s a warning you should heed, if you decide to go the living trust route: Don’t get fooled into buying complicated and elaborate trusts. Revocable living trusts can be as simple as a few pages or as long as a hundred. More pages don’t always mean a better document: When I see the hundred-page variety, inevitably I find them jammed with filler pages that aren’t important to the trust itself.

Sadly, unscrupulous attorneys exist; fatter documents mean fatter legal bills. A rule of thumb: Keep it short. And, depending on where you live, a good living trust (one that’s not too complicated to prepare) should cost between $1,000 and $2,000.

• Look into the self-protection of a million-dollar umbrella policy issued by a major insurance company

For Bill and Jan, I recommended they obtain a million-dollar umbrella liability policy. This is something you buy through your insurance agent, and usually it is done with the same company that carries your other insurance coverages.

As the name implies, this kind of policy covers your liability up to $1 million in the event something really bad happens—say, an auto accident, or a guest slipping on your sidewalk. If a million-plus lawsuit comes along, the money no longer comes out of your pocket.

Let’s say that Jan was driving home one day, preoccupied with thoughts of Bill’s deteriorating condition, and failed to see a stop sign until it was too late. These days, even minor accidents often result in major personal-injury lawsuits.

I will not dwell on this sad possibility, except to say that you need not be an oracle to predict what a ruthless personal-injury lawyer could do in court. And you need not be a financial expert to envision the damage a liability judgment against her could have wreaked on Jan’s future financial security. But with a million-dollar insurance umbrella over her, Jan could weather the experience without major hardship.

There were many other details that I recommended to Bill and Jan: how to save taxes, or how to set the estate up correctly; all the things that any savvy financial advisor can help do. The particulars of what we did are probably pretty interesting to financial professionals, though they’re pretty boring for most other people. But how we did it is less important than the basic strategy we developed: simplify, simplify, simplify.

A great relief came over Bill and Jan as we finished up the appointment. You could see the trust in their eyes. Bill and Jan were very happy to have somebody show them that at least some answers existed for their situation.

As I write this, Bill is still alive, a testament perhaps to the same fierce doggedness with which he built the portfolio he and Jan had hoped would finance a long and enjoyable retirement together. But I don’t see him much anymore. He’s home from the hospital but far too weak to make the trip to my office. Instead, it’s Jan who has begun to drop in, sometimes to discuss one or another question about her investments, sometimes just for a cup of coffee.

And we talk. Rather, Jan talks and I listen.

I listen to her talk about Bill, mainly: how he rallies on some days, enough to sit up in bed and talk. And I wonder about whether there is regret about the family trips never taken or the good times never had. People make choices, and the more astute of them understand that each decision brings its own ramification. Very soon, we all know without saying, Bill will be gone.

What will Jan have left?

The money, certainly. I can only wonder about the memories she has, or knows she has missed. We never discuss this, not yet. And Jan never stays very long on her visits, explaining she has to get home to take care of Bill.

When the end comes, Bill and Jan will be together. In their last months together—virtually in their last acts together—their focus has not been on the imminent ending of something precious. It has been spent with each still thinking of the other’s welfare.

And in that, Bill and Jan will be secure, together forever.

I take a lot of pride in having helped make that happen.

[image: image]

Wills
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A will is nothing more than a legal document that, if drawn up properly, will detail how you want all your possessions divided or disposed of when you die. What you put in that document is critical; careful planning will make all the difference. So what should your will include? Here’s a short list of “must have” considerations.

1. List all of your possessions separately and specifically who you want them to go to. Make sure you include all stocks, bonds, bank accounts, brokerage accounts, automobiles, et cetera. It’s also a good idea to list all your access codes for different accounts.

2. Specify how you want your final expenses and debts to be paid. Are there certain things that you would wish to be sold first and others at a later point?

3. If there are minor children involved, state who you want to serve as their guardian. Be very careful here. Pick a guardian who shares your lifestyle, values, and energy. Most of all, be sure he or she is capable of giving your children the love they need. It is a good idea to list several sets of alternate guardians, just in case your first choice is incapable (or unwilling) at the time you need them most. Always talk bluntly to prospective guardians before you name them in your will. Make sure they are up to this challenge. This is not an area where you want to take chances.
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