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A Business of Dreams





Much of the ladies’ conversation was puzzling to the little boy falling asleep in the salon chair. But it was intriguing, too, and comforting, as the chatter drifted into murmurs and then to silence.





It was 1975. My mother, a hairdresser and single mom, would take me to work with her in San Diego on days when I was too sick to go to school. Missing a day’s work wasn’t an option for her. She would get me settled into one of the dryer chairs, feel my forehead, and turn her attention to her clients.





It seemed to me that she only did hair for old ladies, though they doubtless thought of themselves as being in their prime. Many of them would come to her salon twice a week. Most of them, I’m sure, lived well on their husbands’ pensions and Social Security benefit and gave not a thought to the rise and fall of markets and the ways of Wall Street. They were comfortable, and their lives were structured.





I would lie there, listening to the sounds of the salon: the click-clicking of scissors, the humming of blow-dryers, and the ebb and flow of the voices. They would talk about their vacations and their shopping trips and their grandchildren and their ailments. And they would talk about grown-up matters that I scarcely understood as my eyes glazed over and closed.





After a while, when I awoke and felt better, I would help out around the place, sweeping up hair and getting coffee for the ladies. I enjoyed serving them. And I liked hearing their stories. They would tell me what they were doing with their own families and friends and what they dreamed of doing. They were the retired generation, and I thought of them as my friends.





Sometimes, I would pass the hours playing with jigsaw puzzles, getting all the pieces in place to build the big picture. I liked solving things and getting it right, and I still do. I don’t like leaving things to chance.





As I think of those days, it makes sense to me that my career evolved into financial planning for retirees. I still get to listen to their stories as I serve them. I’m still sweeping up the mess sometimes. And I get to work on puzzles: move that piece here, fit that one in there, and a problem is solved. Some of the pieces fall easily into place. There’s no doubt about where they go and how they will function. It takes finesse to get other pieces to work well with the rest.





A happy client is a joy for me, and though I enjoy helping retirees, I don’t see becoming a retiree myself. I may slow down, but I’ll always want to be involved in my clients’ lives. It’s rewarding to help people, and in doing what I enjoy, I’ve been able to build a successful practice.





When I was in college in San Diego, I worked for a time as a waiter in a fine-dining restaurant. Our patrons demanded and deserved good service. They came to have a good time and to celebrate, and they were spending a lot of money to do so. Treating them well was my pleasure, and I felt gratified that some of the regulars would request that I be their waiter.





I would listen to their stories too, as I moved among the tables. They shared the details of their lives with me, just as my clients often do today. I enjoy talking and getting to know people, and I got that from my mom. No one is a stranger to her. She can talk to anyone, a good skill for a hairdresser. That’s how she built a loyal clientele. She developed true bonds with her clients, and that’s what kept them coming back. You can’t treat people like numbers. Each has a story, with victories and setbacks, with joys and challenges. They work hard, and they save, and in everyone’s life, there should be a time to celebrate.





As a retirement planner, I see people through it all. That’s what it’s all about. I have plenty of important paperwork to do, but I’d much rather be chatting with a client, finding out how life has been going. Money does fascinate me—how it works, how it grows, how people earn it and protect it—but we talk about a lot more than finances. We talk about fulfilling dreams. In retirement planning, I have found the perfect career.
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The biggest fear facing retirees today is how they can make sure they have enough money to last the rest of their life. They are concerned about outliving their money. And now that they have stopped working, they wonder what to do with what they have accumulated. They are unsure of the landmines that could threaten their life’s savings.





One major worry is the prospect of health-care catastrophes. They worry about having some kind of medical issue that eats up their nest egg. They may be fully aware of landmines like that, the sort of thing that Donald Rumsfeld called the known unknowns.





But other threats may lie in wait unbeknownst to them. They may not even have considered, or fully considered, what could happen. Those are the unknown unknowns, as Rumsfeld might say. They include investment risk, fees and expenses, taxes, inflation, and, of course, their own longevity and the prospect of outliving their assets, among other things.





Clients have said to me, “I don’t want to be a bag lady,” and “I don’t want to be a burden to my children.” Such fears run deep, and those who are in the boomer generation and getting ready to retire now tend to be sandwiched in between. They worry not only about their children but also about caring for their aging parents.





Parents of the older generation have had a system that worked well for them: the traditional “three-legged stool” of retirement funds that included pensions, Social Security benefit, and their own savings. And they also expected to spend less.





Their children, however, are approaching their own retirement with different expectations. For some, it amounts to “I want everything” and “I want it now.” It’s as if they’re looking for a fountain of youth. Unlike their parents, many grew up without much of a struggle. They have no memory of the Great Depression, certainly, or of the rationing and sacrifices during World War II, and yet the echoes of hard times and war times still reverberate.





Some of those children have listened well to their parents’ stories and planned accordingly. Others have not. It’s not that they set out to ignore common sense. People nearing retirement age today have grown up in a culture where doing as your parents did wasn’t the way to go. The independent spirit can serve a body well so long as one heeds the lessons of the past.





Some of today’s retiring boomers have indeed navigated their own course with great success. They adopted what their parents did right, and they saw where their parents fell short. “Mom and Dad never got to follow their dreams,” they say as they trek through Europe and take that cruise and check off the items on their bucket lists. This new crop of retirees will have a more active and fulfilling retirement—that is, if they know what they can afford and plan early to help ensure that’s the case. Such freedom requires an adequate and reliable income.





A NEW PHASE OF LIFE





Retirement is a new phase of life. It’s far different from one’s working years when the emphasis was on accumulating for the future, on filling up the storehouse. When the retirement years are here or nigh, all that has changed. The new emphasis is on how to tap into that storehouse, perhaps for decades longer, without running it dry.





Accumulation is easy, in a sense. You have that regular paycheck coming in, and you save some of it.





It’s a portion you don’t need to rely upon for income. If the market goes down, so what? You don’t like the way it looks on your investment statement, sure, but then again, you don’t need to withdraw the money to meet your needs. What goes down comes back up in time, and more, usually. And if you don’t need the money, at least for several years, your loss will be on paper only.





A critical shift occurs at retirement. No longer do you have that steady stream of paycheck income. You have to create your own paycheck. You want to know that it is guaranteed, but you cannot get a guaranteed income from a source that is not guaranteed. You can get stung badly if all your investments are in a fluctuating market.





Any financial professional will tell you that, historically, the markets have bounced back. They will give you the figures and the statistics to establish their case. And they are correct, over a long period of time. But the problem is that to know your true return, you need to subtract what you pay in investment fees and expenses and consider the toll of taxation.





You can’t predict what people will do in a panic. Who knew how they would react in 2008? You can consider yourself an aggressive investor, but were you aggressive then? Over time, yes, the market will perform its historical norms. But when you add people into the mix, you are dealing with emotions, and those, as we all know, can be unpredictable. Unless you are prepared through proper planning to act wisely, the consequences to a portfolio can be devastating.





At retirement, it is time to shift the gears. It is time to move from an accumulation mindset to a strategy of protection. If you do not, you increase your risk of running short of money before you leave this earth. Sure, you might make it. But you are in choppy waters when you pull money from fluctuating investments to fund your retirement. If, like many retirees, your greatest fear is running out of money before you die, why would you want to take any chances?





HOLDING ON TO THE BRASS RING





Our clients, typically, are age 50 or greater and thinking seriously about retirement. They’ve been successful in accumulating their assets. They’re not in accumulation mode any longer. They’re conservative. They’re not risk takers, at least not on all of their money. They want to enjoy retirement. They look forward to it, but they are cautiously optimistic. They want stability and predictability, and they want to dispel any anxieties they feel about retirement.





When prospects come to our office, announcing, “I need you to make me 10 percent a year,” we are not the people for them. Or they may ask, “So how do you do against the Dow and the S&P?” Those are the accumulation people, and there are a lot of them out there. They are still in that orientation, looking for the win.





By the time people seek the kind of planning we do for them, they have already won. They got the brass ring on the carousel, and they’re figuring out how to keep ahold of it. They won, but it’s not time to step down from the ride. They intend to enjoy it for a while. By contrast, the accumulation types are still reaching out and grasping.





In this wide world of investing, some have won, some are still trying to win, and some just want the ride. Some have fumbled their ring and are trying to get it back. The game is different for each person. That’s one of the biggest problems: All investors compare themselves to somebody else.





As for those who seem to want to claim the brass ring twice, they would do well to identify what they actually need in retirement. If they are willing to do so, we can help them. We have a four-step evaluation process, in which such people well might discover that they don’t need to make 10 percent a year. Maybe they only need to make 4 percent to accomplish their goals. That means they can accept less risk, which is a good way to sleep better.





Often, they never have experienced that style of planning. They have been dealing with Wall Street-oriented advisors who tell them, “Throw down your money here, keep on investing, and keep your head down.” Instead, people anticipating retirement need to ask, “How do I position my investments, and how much money do I actually need?” Budgeting is wisdom. Where will the money flow out, and in what streams will it flow?





Once you know the answers to those questions, you can see just what kind of return you need. Should all your assets have the same level of risk? My answer is no. You could say I’m moderately aggressive. But that doesn’t mean being moderately aggressive is good for every investment. In a rounded portfolio, some things might be aggressive, some moderate, and some conservative.





If you are worried about your retirement, I hope you will continue to turn these pages. I want you to see what is most likely to work for you. The style of investment that you used to accumulate your savings is unlikely to serve you well now. You might be all right, but you need to know the right questions to ask. You are entering a new world with new rules and risks.





ANSWERING ONLY TO THE CLIENT





I have tailored my practice to focus exclusively on retirement income planning. I only work with retirees or those who are in what is known as the “retirement red zone”—that is, within a decade of taking that step.





I have been in the financial services industry since 1998, and I founded Peterson Financial Group in 2001. My practice is in Des Moines, Iowa, though I was raised in San Diego, California. Some might wonder whether I had a lobotomy to make such a move, and though I do vouch for San Diego’s weather advantage, I like the Midwest. It’s where my wife grew up. We moved our young family here in 1995.





I got into the financial services industry by working in the home offices of two of the largest, most successful insurance companies in the country, Principal Financial Group and Equitable Life of Iowa. It was at those firms that I learned from the inside how things work.





But I also realized at that point that no one company has the best of anything. If you work specifically for a company, you’re only able to offer that company’s products or solutions. I knew if I ever went into my own practice, I would be independent. That’s why it’s my name on the door today, not that of a big financial services company. I don’t answer to anybody but my clients.





FOUR CRUCIAL STEPS





When a new client comes to us, we go through a four-step evaluation that touches on the primary concerns that people face at this stage of life. We do a tax return review, an income analysis, a risk and fee analysis, and an estate plan review. I’ll discuss each of those in later chapters, but in short, this is what they entail:







4-STEP EVALUATION
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•The tax return review reveals where money may be falling through the cracks. We look at the way you hold investments, what you could be deducting, and whether you are paying tax on income you are not spending. Most of the time, we can save clients hundreds, if not thousands, of dollars in taxes just by examining the way they hold or title their accounts.





•The income analysis is multifaceted but easy to understand. The idea is to structure the income flow properly and in the most tax-efficient way to protect both spouses, and it addresses that fundamental fear: “Will we have enough money to last us for the rest of our lives?” This requires budgeting for immediate, intermediate, and long-term expenditures and investing appropriately so your money lasts. For a couple, that means for both of you. If you stood up, once, in front of God and everyone and vowed to love, honor, and protect your spouse, you want to do so even when you are gone.





•The market risk and fee analysis reveals the costs you face with the investments in your portfolio. Most people are amazed to find out how much they actually are paying. The analysis projects what would happen to your portfolio in various scenarios. For example, if you had a bad year, such as 2008, we can graph those projections statistically, showing the return on your portfolio, the return for the average investor, and how much risk is involved in attaining those results. The graph comes out as a bell curve, and we can flatten that bell and cut off the ends so that you have a more consistent projection of returns for your account.





•The estate plan review looks at the money that you won’t be spending in your lifetime. In essence, the issue here is how much of that money you want to go to the IRS, how much you want to go to your family, and how much you want to leave to a charity or a cause. Once you get to the point where you feel reassured, you will be all right financially. Once you are set for life, you begin weighing who will benefit from your life’s work. It is important to do so in the right way so that less goes to taxes. It’s a matter of your legacy: How can you best benefit the people and institutions that you care most about?
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