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Introduction




Are you in the Red Zone for retirement? We define this as anywhere from ten years out from your last day at work, to currently in retirement. If so, this book is for you.


The best place to begin talking about managing your money as you head toward retirement is with the basic facts of what financial planning is as you go through life, and how they change depending on where you are in that journey. Defining these basics is what this book is about. Even if you think you’re somewhat clear on how retirement finances work, you are wise to read on and discover how to spot red flags, avoid pitfalls, and overcome a variety of challenges along the way. While we’ll talk a little about the first stage of preparing financially for this big shift in your life in chapters one and two—the Accumulation stage, in which you acquire, save, and invest for what’s ahead—most of our attention will be on the second and third stages of your financial life, Preservation and Distribution, because that’s where you are or where you’re soon to be.


Many people fall into the trap of thinking that if they’ve done a solid job in the Accumulation stage, they’re home free, but that’s not necessarily so. And a loss at this point is much more serious because you’ve got less time to make it up. Even if you think you’re clear on how retirement finances work, you’d be wise to read on and discover how to spot red flags, avoid pitfalls, and overcome a variety of challenges to your nest egg as you move into retirement.


Wherever you are in your financial life, this book will help you make your retirement a Victory Lap!







CHAPTER ONE

The Life Cycles of Investing


We all recognize that our lives are made up of stages: infancy and childhood, youth, young adulthood, middle age, and old age. Not as clearly understood is that our financial lives can also be understood and managed in each of its discrete stages—what we call the Life Cycles of Investing, each requiring a different plan. People make costly mistakes in terms of their money and investments because they don’t understand these cycles, they don’t even know which of them they’re currently in, or what investments are appropriate for each stage.

This matters because each of these stages or cycles requires a very different plan of action—and if you’re not on top of it, you’ll pay for it down the line. Ultimately, you want your retirement to be your Victory Lap! Let’s start our exploration of the basics here.

Stage I: The Accumulation Stage

This is exactly what it sounds like: putting money away during your working years. You’ve got time on your side and should be using it to contribute regularly to your retirement funds.

Chances are that you’re invested in the stock market, either via mutual funds or ETFs (exchange-traded funds). That’s the right course at this stage of life, because should the market go down, you’re far enough out from retirement that you’ve got time to make up for those losses. How can you maximize your efforts to save?

Get in the budgeting habit

Knowing what your costs of living are on a month-to-month basis—what you’re spending on groceries, household bills, entertainment, your cars—is essential if you want to be in control of your spending, instead of the other way around. Whether you make lists on paper or use a spreadsheet, find a way that works for you so that you can see where your money’s going every month. That will help you make informed decisions about spending and find places to trim the fat.

Drive down debt

Among the biggest enemies of accumulation of assets is debt. If you’re in debt, and not paying it down as quickly as you can, you’re risking throwing a wrench into your retirement plans. Somehow having debt has become much more acceptable to people than it was in our parents’ or grandparents’ generations, and people have no trouble justifying it. When we talk to clients about debt, we hear things like “everyone has a car payment” or “everyone has a mortgage,” but carrying too much debt later in life is going to undermine your retirement security. A big piece of responsible budgeting for the Accumulation stage should be avoiding debt whenever possible, not taking on more than you can reliably pay off in a reasonable time and paying off what debt you have as quickly as you can.


LINDSEY

One thing I hear a lot in meeting with new clients is that they justify having a mortgage because they see their home as one of their retirement assets. That’s totally wrong in some cases, because the real estate market is typically up and down, and you can’t count on it being in an upswing when you’re ready to cash out. If you’re in the Accumulation stage, you’re talking about a thirty-year time frame of looking at your piece of real estate as part of your retirement plan that you’re going to sell it and utilize the profit to supplement your retirement. But an area can change a lot in thirty years, in terms of real estate value. If your home is in an area where most of the people work for a big manufacturer, that company could go out of business in thirty years, and real estate values would drop along with employment rates.
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People will also defend carrying debt as a way in which to build their good credit. Yes, there’s a value to having good credit, but as I always point out to them, if you’re self-sufficient, you don’t actually need good credit. Your best bet is to find a good balance between debt, debt reduction, and savings.



What’s the worst kind of debt to carry? We’d say that’s credit card debt because the interest rates are so punishingly high. Even when you’re young and in the Accumulation stage, carrying balances on your credit cards is going to wreak havoc with your financial well-being. The costs of carrying car payments for too long mount up faster than you might think.

Maximize your match!

If your employer has a retirement plan in which they contribute matching funds for your contributions, it’s foolish not to be maximizing that match, because you’re leaving money on the table. At the very minimum you should be contributing at least as much as your employer will match. Say you’re putting in 6 percent of your salary per year, and your employer is matching 3 percent; you’re effectively getting an immediate 50 percent return on your money.

Use dollar cost averaging

If your employer offers you the opportunity to contribute to an employer-sponsored plan, use dollar cost averaging to grow your money with less risk of loss. Here’s a simplified explanation of how that works.
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Let’s say you have $100 per month going into your retirement plan. That may all be coming out of your salary, or part of it might be coming from your employer in matching funds.

Let’s further say that the first month you contribute that $100, you’re buying ten shares with it at $10 per share. You’ve purchased ten shares. The following month, another $100 goes into the account, but meanwhile, the market has gone down, and the same shares you’re purchasing within that plan are now selling at $5 per share. That’s a bad day on the market for your first ten shares, because they’ve gone down 50 percent. BUT—it’s also a good day, because now your $100 monthly contribution will purchase twenty shares at $5 per share. Instead of looking at it as a bad day for the ten shares you already owned, now it’s a good day, because you have a buying opportunity to purchase ten shares more. When you average it out, you now have $200 invested—but you own thirty shares. Using dollar cost averaging, that means your average share price is $6.67 per share. Remember, those shares were trading at $10 last month, and over time, they’re likely to rise again to that price or potentially higher.

Dollar cost averaging lets you take the emotion out of buying shares, because it ensures you’re investing in those shares regularly over time, rather than responding to every market fluctuation. And time is your friend.

Don’t overcomplicate things

There’s no need to overcomplicate your investment strategy during the Accumulation stage. Keep it simple, something you can dependably commit to. If you’re the average investor, not a do-it-yourself day trader who wants to immerse themselves into stock market history and reports, you’ll do best over time by investing in a good low-cost S&P index fund, because the S&P 500 outperforms most of the stock funds out there. Buy shares of growth-based assets; use dollar cost averaging; and maximize employer matches on your employer-based retirement fund, and you’ll be making the best use of this Accumulation stage.

Stage II: The Preservation Stage (aka, the Red Zone)

This is the middle stage of your financial life: the period in which your chief aim is preserving what you’ve accumulated in the previous years, with an eye to retirement, which is now visible on your time horizon. You hit this stage somewhere between fifty and sixty years and continue in it until you retire.
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I call it the Red Zone of Retirement, because in football, the Red Zone is when you’ve gotten to the twenty-yard line, but you’ve still got another twenty yards to go in order to make that touchdown. You’ve already done most of the work and the planning it took to get the ball this far; you’ve covered 80 percent of the distance. Your goal is in sight. You don’t want to fumble the ball or make an error at this point and lose it. You’re only five or ten years from retirement. Now it’s time to transition from the Accumulation stage. That doesn’t mean you abandon all the strategies that got you this far, but you need to shift your focus on keeping what you’ve put together.



Don’t be too aggressive…

The biggest mistake people make in this stage is being too aggressive with their investments. In the Accumulation stage you can afford to take chances, because there’s plenty of time on the clock and if you make a mistake, you have time to make up for your losses. But now that you’re in the Preservation stage, you don’t have all that time on your side, and too much risk at this point can really hurt your retirement.

…But don’t play it too safe

Another big mistake is going too far in the opposite direction away from risk, putting all their accumulation in what they see as ultra-safe, risk-free accounts. Now, they’re making no return on their assets. That’s not good either.

Know when it’s time to change your strategies

The third error people make is not realizing that they’ve actually hit the Preservation stage. They stay in the Accumulation stage mindset, taking unnecessary risks to accumulate more. They don’t think they have enough. Some folks have lost money or failed to save enough, and they’re having to play catch-up.
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This is something we discussed on our Retirement Income Source radio show recently: how some people stay in the Accumulation stage too long because they don’t think they have enough—but what exactly is enough? We find that a lot of people aren’t clear on what “enough” is. The fact is, some of them have already won the game, and just don’t know it.
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I saw this with a good friend of mine. He’d worked for the family business for thirty years; he’d accumulated half a million dollars in assets and in his 401(k), and between his income and what he’d saved, he could have retired comfortably with no change in his lifestyle. But he was working with an advisor who pushed him to stay in growthfocused investments, and in the Accumulation stage. In 2008 the market had a huge correction. He was pulling money out of his funds; the market recovered, but he never did.



What’s the last reason people stay in the market too long? Is it greed, or just habit? For some folks, enough is never enough. That’s a piece of who they are, and there’s no way to convince them to change. Others enjoy an element of risk for its own sake. Either way, it’s an emotional relationship with money, rather than a rational, realistic one.

Have a realistic relationship with your money

One of the things that complicates planning for retirement is not understanding what your expenses will be. Many people make the error of assuming that their expenses will go down, but in reality that’s often not the case. Many also assume that if their spouse passes, they will only need half as much money as they did as a couple, but that isn’t the case. Sometimes pensions don’t come with survivor benefits; in other cases, people may not have elected survivor benefits in their pension plans. It also depends on Social Security and choosing the best time to claim that.

One of the main components is ensuring that your assets are allocated properly, in such a way that will allow you, during this particularly critical life stage, to keep your principal intact as you then move into the Distribution stage. Recognizing this relationship with your savings and developing the proper strategy will also allow you to build up the amount of income this money will generate for you.

Stage III: The Distribution Stage

Congratulations! You’ve made it to the finish line of your working life—retirement—and are ready to enjoy the fruits of your labors. That said, you still need to understand the stage you’re in, and take appropriate steps to guard and invest in your nest egg.

Know where your money is, and what it’s doing for you

As in all things financial, knowledge is power. We recently did a retirement workshop for a large group. Two ladies stayed behind after the rest of the people had left. One of us went to them to ask what they needed, and one of the ladies said, “I really feel like I need to schedule a consultation with you to talk about my money, because I’m going to be retiring in a couple of months—but I don’t know what I have, and I don’t know what questions to ask.”
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So many people we meet who are entering the Distribution stage are in that boat; they’re not clear about what they have, they don’t know how it’s invested, and they’re understandably worried about whether they will have enough to meet their needs in retirement. Don’t be one of them! Situations like this are why we’ve created our education-based business structure: so that people are aware and prepared. Knowing what you have, and what you need to maintain your lifestyle going forward, is critical. Gather your statements together and start listing out your assets. Know what you’ve got, where it is, and how it’s invested. And finally, don’t wait until you’re in your sixties or seventies! If you’ve got an advisor, it’s time to have a sit-down with them. Ask questions, take notes, and insist they use language you can understand.
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