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Praise for How to Make Your Money Last

“Jane Bryant Quinn is America’s dean of personal finance…. If anyone knows how to get us through retirement, it’s Jane…. The book is a true treasure chest of financial secrets, tips, how-to’s, and advice for anyone who is about to retire or has retired…. If you need a kind but tough drill sergeant to kick you out of your retirement doldrums, set you on a safe financial path, and keep you smiling through your next stage of life, this book is the answer.”

—Forbes

“Bottom line, anyone on the retirement track or in retirement should own this book.”

—Huffington Post

“Quinn covers almost every kind of money matter a retiring boomer might need to know… a book you should plan to read.”

—Columbus CEO

“How to Make Your Money Last reads as if a financial sage with your personal interests at heart has come to kindly tell you what to do, with all caveats carefully considered.”

—Nashville Banner

“Quinn is one of the country’s leading commentators on finance…. Her clarity of prose is matched with a generosity of spirit, and all the information is graciously laced with a noncondescending tone that renders this book as absolutely helpful as the author intended…. Quinn’s books are always in demand, and this one will prove no exception.”

—Booklist, starred review

“Quinn provides savvy suggestions to people approaching, entering, or managing retirement…. Readers at these mature stages of planning will find valuable insight and resources here…. With strategy and thoughtfulness, Quinn’s readers will be able to ‘get more from your assets than you probably think you can.’ ”

—Library Journal


Praise for Making the Most of Your Money NOW

“The Joy of Cooking of personal finance. It provides the basics in just about any area you can think of—from what you should consider about money when you are in your 20s to what to do with your investments once you have retired—and presents simple, straightforward recipes outlining the fundamentals of how to accomplish your goals.”

—The New York Times

“I found myself racing through this gigantic compendium because it was engagingly written and full of useful information.”

—The Washington Post

“A financial management bible, updated… Jane Bryant Quinn has been teaching all of us how to better manage our money—for the better part of three decades.”

—MarketWatch

“A practical tour de force from the maven of money. This is simply the best handbook for managing personal finances that I have ever seen.”

—Rosabeth Moss Kanter, Harvard Business School, author of World Class

“The class book for practical financial advice—encyclopedic in scope and written with clarity and style.”

—Burton G. Malkiel, author of A Random Walk Down Wall Street

“No one is smarter about money—or easier to read or clearer or more conscientious—than Jane Bryant Quinn.”

—Andrew Tobias, author of The Only Investment Guide You’ll Ever Need
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To all my grandchildren—the next generation coming up

Hallee, Elias, Dana, Jesse, Tyler, Maisy, Hudson, Kai, Riley, Juno, and Dion






Introduction to the Second Edition

I started this book because my head was popping with questions about the life phase we call “retirement.” After decades of working, we’re finally free—but free to do what? A whole generation is reinventing itself as it moves away from the role of earner toward the new status of “engaged and interested citizen, retired.”

There are no guarantees. In the four years since this book first appeared, laws and the economy have taken some sudden turns. If you’re younger than Medicare age, you’re newly worried about health insurance. Attacks on the ACA (Obamacare) have raised its price, forcing thousands of midlife, middle-income people back into the world of the uninsured. If you’re seeking help when managing your retirement savings, your adviser no long has to be a “fiduciary”—that is, an adviser who truly puts your financial interests first. (Chapter 2 tells you how to find real fiduciaries among the “advisers” who now pretend to be.) Due to relaxed regulations, it’s also easier to sell “safe, high-interest” investments because “safe” is what’s on people’s minds. (You know they’re not “safe,” don’t you?)

Amid these changes—emotional and financial—we have to find our footing. We may be free of the workaday world, but what will our lifestyle look like and how are we going to pay for it? None of us knows how many years we have ahead—20? 30? More? Last year, I lost my mother; she was 103—sharp almost to the end.

Centenarians are rare, but our lengthening life expectancies continue to surprise us. On average, you’ll reach your mid- to late 80s. More than one in three women and one in five men will live past 90. We have every reason to worry that our money will run out before we do. Many of us stay on the job well past traditional retirement age, not just because we like the work but because we need our salaries, too.

The way you look at your finances changes as you move from preretirement to your postretirement years. While you’re still working, you focus on accumulating a comfortable pile. You might have a dollar target in mind. More likely, you’re saving whatever you can, aiming every year for “more.” You’re paying down debt (I hope) and focusing on investments that can make your money grow.

That flips when you enter retirement’s door. Suddenly, you have to take the money you’ve saved and turn it into a reliable income for life—not knowing how long your life is going to be. How do you do that? How large can your income be?

In a perfect world, you’ll work on this question well before you leave your job. The answer will tell you when (and whether) you can afford to quit. In this imperfect world, however, you might not have planned for retirement, or might have been pushed into it unexpectedly. You’ll need to figure out, now, how to manage with what you already have. Modest spenders can live on Social Security and, if they’re lucky, a pension, dividends, interest, and perhaps a temporary or part-time job.

Often, however, that’s not enough to pay the bills. You’ll have to supplement your income with regular withdrawals from your savings and investments. These withdrawals amount to “homemade paychecks,” landing in your bank account just the way your working paychecks did. If you’re married, the paychecks have to cover the cost of two life spans as well as any emergency need for cash. What kind of standard of living can you afford? Will you have to look for another job? And how do you stretch your savings to make the money last?

When I started asking those questions for myself, I looked around for information. There isn’t much. I found books and websites on how to invest but practically nothing on how to prudently parcel your money out. If you take too little from savings, you’re depriving yourself of some of the comforts that you worked for. If you take too much, you’ll go broke.

I did find plenty of bad advice from financial firms and their salespeople (a.k.a. “advisers,” “financial consultants,” and brokerage firm “vice presidents”). I was shocked when I looked at the menu of so-called “safe” and “guaranteed” investments we’re being offered. They’re loaded with hidden costs and risks. Maybe the firms are unscrupulous, maybe just careless. Either way, people like us—with savings that we need to both hoard and spend—are walking around with targets on our backs. We are where the money is and, believe me, they’re coming for it, or trying to.

Fortunately, important and objective research is currently being done on ways of creating reliable incomes for life. I’ve spoken to the key players and gathered their findings here. What surprised me—really surprised me—is how simple a retirement income plan can be. So simple that you can manage the investments and withdrawals yourself. If you’d rather not, I found several new sources of high-level help at rock-bottom costs. You don’t have to pay big commissions and fees to get good advice.

I also learned a lot by talking with practically everyone I met about the retirement decisions they’re making for themselves. Often, they were leaving money on the table because they hadn’t heard about their alternatives. Social Security benefits topped this list. I found people taking it at age 62—not because they had to but because it was there. They had no idea how much their monthly benefit would increase if they waited a few years to collect. If you’re married and each of you has a Social Security account, you might be able to adjust your claiming dates to collect even more.

Then there’s the question of what percentage of your retirement savings to put into stocks (or, rather, stock-owning mutual funds—the best bet for you and me). Some savers were so spooked by the near collapse of the financial system in 2007 and 2008 that they still invest only in bonds and insured certificates of deposit (CDs). But even if you can live on today’s fixed-interest rates, what will that income be worth in purchasing power as the years go by?

There’s a lot of research linking the percentage you hold in stocks to the size of the sustainable income you can withdraw from your savings for life. Having read it, I’ve come to think of retirement investing as being split in half. For the first half—the next 10 years or so—holding part of your money in safe or low-risk CDs or bond mutual funds makes a lot of sense. You need a reliable source of cash in case stock prices decline. But to fund the second half of retirement—starting 10 or 12 years from now—you’ll need to own investments that grow. American and international business, as a whole, has succeeded wonderfully over time (with occasional hiccups). We can share in that growth without breaking a sweat by buying and holding just two or three well-diversified stock-owning mutual funds. When you do this, you’ll still be an “income investor.” Future capital gains create spendable income just as interest and dividends do.

For prudent cash withdrawals from your retirement savings, the standard advice has been to take 4 percent of the total in the first year and add a dollar increment for inflation in each subsequent year. But 4 percent is too much if you own only bonds and CDs. And it’s perhaps too little when part of your money is invested for growth. You don’t have to make a wild guess about how much of your savings you can afford to spend. There are recipes. Who knew?

While working on this book I changed my mind about a few things. For example, I developed a new respect for immediate-pay annuities that convert a lump sum of savings into an income for life. They offer a higher monthly income than you can prudently withdraw from investments that you manage yourself. (Don’t confuse “immediate-pay” with the annuities that promise lifetime benefits. “Lifetime benefit” annuities are on my “no” list due to high costs and misleading sales. It’s all explained in Chapter 6.)

Another example—I learned a new use for reverse mortgages. These loans against home equity are often a poor deal for people in later age, especially for those who have almost run out of cash. But if you take the loan earlier, in the form of a credit line, you can use it to increase the size of your monthly income. The credit line grows every year, which gives you a nice hedge against inflation.

A homemade paycheck isn’t intended to cover everything. You need it only to fill the gap between your retirement expenses and your other sources of income, such as Social Security, pension, rents, part-time work, and whatever. Figuring out that gap is the entryway to sound retirement planning. Don’t feel bad if you have to trim your expenses so as not to take too much from your savings every year. Almost everybody trims whether they confess it or not. After the trims, however, I’ve often found people scrimping too much—piling up extra savings “just in case.” This book’s cash withdrawal strategies can help you spend as well as save. Peace of mind is finding a way of life that works.

Every personal situation is a little different. Some people focus their plans on retiring at a certain age—anywhere from 45 to “never.” Some get a buyout offer at 55 and wonder whether they can afford to take it. Some are pushed into retirement unexpectedly, through illness or job loss, and find that money is short. Some have retired already and need a clearer look (or a second opinion) on how to handle their money now. I’ve ranged over all the major financial questions I can think of, including health and life insurance. Inevitably, products and options will change in the future, but in my reporting, I sought general principles that will stand the test of time.

The biggest thing I learned, after digging into this subject for several years, is the significance of our sense of self as we approach or enter this change of life. We need to find a new way of being—a fresh identity, different passions and pastimes, and a deeper involvement with family, community, and friends. We’re not on the shelf (yet!). We have lots to contribute and the time to find our place. What gives us this freedom of mind and action is having an income that we’re sure will last for life. This book was written to help you build it. After that, adventure calls.

Jane Bryant Quinn

New York City
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The Joy and Challenge of Life After Work

Now that you can do whatever you want, what do you want to do?

Retirement challenges us like nothing else. We have to reinvent our lives. One day we’re part of the vast American workforce—living by the clock, attacking new projects, and focusing our minds and skills. The next day we can sleep until noon if it pleases us. Then we bound out of bed, free at last, ready for coffee and lunch and… what?

Successful retirement—whenever it occurs—turns out to be work of another kind. The future now is almost as blank a slate as it was when you were 18 and wondering what was going to happen to you. Fifty years later, you’re fortified with knowledge and experience but with no place to take it. You might have a partner in life, children, grandchildren, status in your community, and a dog that loves you. Still, you have seven days a week and 52 weeks a year to fill. No sane human being can watch that much television or play that much golf. Maybe you’ll be able to stay at work well past normal retirement age, perhaps with shortened hours. But the last day of work can’t be held off forever. You need an action plan to transition into this new phase of life.

You also need a financial plan to make the most of the income and savings that you have available. That’s what most of this book is about. “Money can’t buy happiness,” they say, but it sure can buy food, shelter, heat, phone service, streaming movies on all our new devices, and gas for the car. A little extra buys plane tickets, ball games, concerts, and long-term peace of mind. It’s hard to be happy if you’re always worried about the bills. Learning how to stretch your available income and rightsize your life are the first steps toward retiring well. Even if retirement seems far away, steps you take now—to save and invest—can greatly improve your standard of living when your paycheck eventually stops.

But before I talk money, I’d like to talk about the nonfinancial challenges of life after full-time work. They’re huge and, for most people, unexpected. We fling ourselves into leisure as if a grand vacation lay ahead. But permanent vacations can get pretty boring. When we were working, we had a sense of accomplishment and a place in the world, even if—at the end—we couldn’t wait to quit. Now, having shut that door, we need another place. What are we retiring to?

Eventually, when you look back on your transition from work to retirement, you’ll think of it as perhaps the most creative period of your life. Most of us still need an active sense of social worth. But instead of getting it from a workplace, ready-made, we have to make it ourselves. The challenge is to discover new interests, new places, and new friends. Your weeks should fill up again with projects, meetings, entertainments, family visits, and events—activities you choose yourself, to gladden your days and give purpose to your life. You’ll probably take on these projects at a leisurely pace. You won’t want to be busy every minute. But neither will you want to look at a daily calendar that’s blank.

It takes time to move from the worker role to the role of engaged individual citizen. How long the transition takes will depend on your personal initiative and will. The faster you can bury the old “workplace you” and rise to a new “liberated you,” the more content you’re going to be.

Not everyone moves into retirement willingly. You might lose your job and spend some unhappy weeks or months rehashing that stressful time. Your health (or your spouse’s health) might be dicey, which, for now, completely occupies your mind. The departure from work might have been so sudden that you had no time to prepare emotionally.

Widows, widowers, and the divorced face similar problems. They’ve been forcibly “retired” from married life and now face their own blank slates.

No matter how you get there, you (and your partner, if you have one) will have to figure out how to build another life. The questions will be the same for everyone.

Who are you, anyway?


For so much of our lives, we identify ourselves with our jobs. “I’m a lawyer.” “I’m a teacher.” “I’m an operations manager.” “I work for IBM.” Those who have young children might also say “I’m a mother” or “I’m a father.” Our jobs and family responsibilities give us meaning. When we quit, or the children grow up, there’s an instant loss of status that few of us are truly prepared for. We’re in a new role—that of citizen-retiree. It’s an empty vessel until we fill it up.



What are you going to do with the rest of your life?


A 3G retirement (golf, gossip, and grandchildren) isn’t always enough, cute as the grandchildren are. Most retirees today are vigorous, mentally alert, and eager to jump into something active and interesting. We have skills, smarts, and dreams. At work, we were accomplishing stuff, even if we got tired of it. As parents, we had the critical job of raising responsible adults. But what are we accomplishing now? Loss of meaning and purpose throws some retirees into depression, even those who thought they couldn’t wait to start a leisured life. If you spend your hours in front of a laptop or TV set, you’re likely to—quite literally—bore yourself to death. You’ll need all your imagination and energy to discover a new role.



Where will you find friends?


When you worked, you made social contact simply by doing your job every day. You had people to chat with or complain about, customers to call on, and lunches with colleagues. When your job ends, however, your workaday friends are likely to fall away. You need to get out of the house and do things, not just for fun and intellectual interest but for the social companionship, too. Women are better at this than men, but it can be a challenge for both.



THE FIVE STAGES OF RETIREMENT

The gerontology researcher Robert Atchley studied the transition from working life to leisure. Retirement, he said, is a process, not an event. Some people hustle through the stages. Others take months, even years, to reach serenity. The better you manage the first stage, the faster your progress is likely to be.

Stage 1: Preretirement. You gradually disengage from work. You’re still doing your job, but your imagination moves ahead. You talk with friends about their own plans for life after work and ask retired friends what they’re up to now. You put together a budget to see if, and when, you can afford to leave your paycheck behind. If you’re married, you have many talks with your spouse about how you each expect retirement to work—your hopes and fears, where you’ll live, what you’ll do with your time, whether you’ll both retire at the same time and, if not, what the expectations will be. You think about what you might do next. If you hope for part-time work, now’s the time to start making the contacts. There might be a project you can do for your current employer or others in your business. If you’re being laid off, do your best to think about your next life, not your past one. You’re not “unemployed” (bad place), you’re “semiretired” (better place). Forward is your only choice.

Stage 2: The Honeymoon. You’re free! No more deadlines or office stress. You’ll do some of the things you’ve been meaning to get to—clean the closets, paint the porch, take a trip. If you already have a lot of interests, you might step up your engagement with them. If you’ve led a high-pressure work life, you might simply rest with your feet up, read, go fishing, take walks, or watch ball games. Assuming that your retirement was planned, you’re happy, happy, happy with your decision. Your honeymoon can last for many months, provided that you’re moving quickly toward your other interests. But it might last only a week or two if you have nothing to do and nowhere to go.

Stage 3: Disenchantment. Gradually, your days come to seem a little bit empty. You feel a loss of status, if you identified strongly with your job. To the younger, working world, you’re obsolete. Even if you retired gladly, your new activities might not be as fulfilling as you’d hoped. You see fewer people and feel more isolated, especially if your spouse or partner is still working. You might notice that money is going out the door faster than you planned. “I’m failing at retirement,” one friend told me gloomily.

If you retired specifically to do something else, such as starting a business or taking up teaching, you might skip Stage 3 or pass through it pretty quickly. Ditto if you’re an outgoing person who loves discovering new things. If not, disenchantment might catch you by surprise and slow down your adjustment. You’re not so eager to get out of bed and can’t figure out how to spend your afternoons. You join a club or half try to volunteer for a local organization but it doesn’t work out. If your health is poor, you might come to feel that your life is effectively over. You’re just taking up space. For some, Stage 3 might last a year or more while you obsess over what you “used to be.”

Stage 4: Reorientation. It dawns on you how bored (and boring) you’ve become. Emotionally, you’re finally ready to advance. Some retirees will go back to work. For the rest, it’s like retiring all over again but with a more realistic eye. You take stock of your income and expenses and rightsize your life financially. You evaluate your experiments with new activities and start to engage more deeply with the one that interests you the most. One is all you need; others will come along. So will friends, who, like you, have retired and are looking for people to pal with. Your lingering work-life persona is finally being put to bed. You feel yourself growing into your new role.

Stage 5: Stability. You’ve got it together. You’re finding new purpose and feeling productive again. You’re happy (or at least satisfied) with your life and are living within your means. Along with new interests, you’ve discovered ordinary pleasures, such as browsing in a library or taking walks with a friend. Some retirees get to this stage pretty quickly—in fact, directly from the honeymoon. Others take years. You’ll know you’ve arrived when all your thoughts are forward-looking and your days feel full.

MAKE YOUR PLAN: IT’S LIBERATING!

The transition from work to “freedom” is harder than most of us realize until we get there. It starts with clearing the old stuff out of your head—your work, routines, and expectations of status. They get in the way of your life ahead. Post-work, you can do anything that’s within your budget and physical capabilities.

When your calendar is blank and you’re wondering what to do, it seems natural to start a list.

You might begin by asking yourself what makes you happy—not only today but what made you happy in the past. It might be something you haven’t done for 30 years. Never mind. Write it down. You’re trying to capture anything—specific activities, experiences, relationships—that once put a smile on your face.

From there, branch out to everything you’ve ever thought of doing. No idea is trivial. Maybe you’d like to improve your tennis or golf. Read all of Charles Dickens. Research your family’s roots. Get a puppy and train it. Learn woodworking. Take cooking classes. Take dance classes. Join a singing group (or start one). Join a weight-loss group or exercise class. Learn photography, including the art of editing photos digitally. Teach Sunday school. Take music lessons, maybe on an instrument you used to play before you got so busy. Join a bridge group. Join a chess club. Give parties. Learn another language. Walk a long mountain trail. Learn local history. Run for local office or join a political campaign team. Start a website to share your professional expertise. Join an investment club. Get more involved with your place of worship. Start a local newsletter. Coach sandlot baseball. Throw pots. Paint. (President George W. Bush started painting lessons when he left office.) Volunteer for a worthy cause. Start (or join) a protest group. Go fishing. Tie flies for people who fish. Create gardens for yourself and your friends. Become a local tour guide or docent in a museum. Make beautiful holiday and birthday cards. Learn computer skills. Sign up for Skype or use the FaceTime app so you can talk to your children and grandchildren long distance, free. Run a charity fund drive. Make jewelry. Breed cats. Become a discount coupon maven. Join a yoga class. Sort the family photos and put them online. Attend local concerts and lectures. Write your autobiography. Have regular dinners with friends. Spend quality time with your spouse or children. Join AmeriCorps, for civic opportunities. Teach English as a second language. Start a wine-tasting group. Try out for a local amateur theater production or offer to paint scenery. Find a bird-watching pal. Travel—be it cruises, visits to children, group tours, or day trips to interesting places near your home. Restore furniture or an old car. Manage garage sales for neighbors. Et cetera, et cetera, and so forth. If you move to a retirement community, a wide range of attractive activities usually comes with the contract.

You might enjoy going back to school. Some retirees work toward college or advanced degrees, others audit courses. A school near you might offer extension courses to adults (type “Lifetime Learning Institute” into your search engine for local opportunities). Free or low-fee college courses are available online: Scroll through the offerings at edX.org, Coursera.org, Udemy.com, and Udacity.com as well as the online courses from Harvard, Dartmouth, Yale, Duke, the University of California, Berkeley, and others (for a long list of what is available, go to MOOC-list.com). Some courses are live; you have to be at your laptop at certain hours and complete assignments (although not necessarily submit to tests). Others let you listen to lectures whenever you want.

Finally, make a list of your skills. Are you good with your hands or with computers? Do you know finance? Can you organize groups? Create marketing campaigns? Work well with children? You have a lot to offer your community that it can use. A focus on skills can help direct you to volunteer groups that would be thrilled to have you. Businesspeople might join a local SCORE (Service Corps of Retired Executives), an organization that helps small businesses get started or expand. Financial people might assist a nonprofit with its books, investments, and fund drives, or study to be a financial planner with an emphasis on retirement prep. Those who drive a mean hammer might volunteer with a local Habitat for Humanity. If you’re good with people, you might become a health or social service aide. A skills list helps you assess job prospects, too.

You might not find your next life’s work immediately—a delay that risks dumping you, grumpily, into the depressive Stage 3. But keep trying things out. One of them will click.

To get yourself moving, set up an engagement calendar—one of those month-at-a-glance hanging calendars or the calendar on your laptop or phone. Put something useful or interesting into your schedule every day. It might be work around the house (sort out the garage, repair the screens), ordinary errands (shopping, doctor’s appointment), community activities (club meetings, volunteer days), hobbies (consult your “makes me happy” list), or personal enrichment (reading, study). You might undertake weekly mini-explorations of nearby towns—to visit a new park, a small museum, a used-book store. It takes as little as one activity, plus normal chores, to structure your day. Something you have to do (or want to do) that gets you up in the morning. On some of your days, puttering works, too.

Regular activities also have the virtue of bringing you new friends as well as renewing relationships with friends who weren’t also business colleagues. As often as possible, your calendar should include things you do with other people rather than things you do alone. If you like playing Scrabble or backgammon, find a challenging partner rather than spend hours playing anonymously online. If you like to walk, find a walking partner. Cooks might find a cooking partner.

Have I mentioned exercise? One of the best things you can do for yourself is to join a gym, even if (like me) you’ve resisted exercise all your life. A vigorous workout greatly improves your general health, appearance, and well-being. It holds down doctor bills, takes off pounds, and keeps your joints and muscles moving. Exercise classes are also great opportunities for socializing. Instead of grumbling about the office you can grumble about your abs.

If you’re not yet online, a world awaits you. From your laptop, iPad, or iPhone you can follow the news, communicate with family and friends, plan a trip, take a free online college course, research any subject that interests you, find answers to medical questions, follow your investments, shop, get book recommendations, nail the bargain plane tickets sold to people who can travel at the last moment, and find a vacation condo to rent for a month. For travel with a purpose, check the opportunities at RoadScholar.org (formerly Elderhostel). An Internet search for “senior travel” will turn up organizations such as Senior Cycling and ElderTreks. These and similar groups offer adventurous trips in the United States and abroad—always with a good mattress and bathroom at the end of the day. We’re past the age of going “scout.”

THE WORLD OF THE SEMIRETIRED

For some, volunteering and leisure time interests aren’t nearly enough. You spent your life working and miss the buzz. Doing part-time work or starting a home business is a terrific transition from full-time work to, eventually, full-time leisure. It’s also the answer for people who need income to tide themselves over to their Social Security checks.

Some companies hire their own retirees for consulting or project work, but don’t limit yourself to the sort of thing you did before. People, organizational, communication, mechanical, carpentry, sales, or management skills are transferable to many types of businesses and nonprofits. Active volunteering might lead to a paid job at the institution. Many seniors work in retail. PatinaSolutions.com and YourEncore.com connect businesspeople and professionals with firms in need of consulting help. The health professions are seeking recruits, especially people interested in working with the elderly. Local vocational schools offer short-term training for a wide variety of jobs. Online hiring halls such as Craigslist.com and SeniorJobBank.org list opportunities nearby. Locally, follow your interests: gardeners might find part-time work at a nursery they patronize, tinkerers at a hardware store.

Anyone who wants a job has to be computer literate. Small shops might welcome you with only a printed resume, but larger employers expect to receive job applications by email. If they’re interested, they’ll turn to the Web to learn more about you. Older professionals and businesspeople, in particular, should post their resumes and personal profiles on LinkedIn.com and set up a Facebook page. The managers who do the hiring—almost certainly younger than you—will check them just to see if you understand modern communications. If you’re not on the Web, you’re invisible.

Alternatively, you might start your own business. I can’t find good numbers on how many retirees do so, but a 2009 “recareering” study done by the Urban Institute for AARP gives you a hint. Of people in midlife who retired from their previous jobs and changed careers, about 31 percent say they went from working for other people to working for themselves.

Finding the right business idea takes time. Again, turn to lists. Write down lots of ideas, no matter how far-out they seem. Test them against your interests, abilities, and professional or social contacts, then winnow them down. A high percentage of retirement businesses take advantage of the knowledge and connections that the retiree already has. If your mind is a blank, I recommend a search of SideHusl.com. It lists some 300 websites offering money-making opportunities, along with an evaluation of how much you’re likely to earn and how well workers are treated.

Many good books have been written about starting and running a small business. You might find a course for entrepreneurs at your local community college or the business school at a nearby university. There you’ll learn not only from the teachers but from other business owners who are taking classes, too. Legal, sales tax, bookkeeping, and similar unfamiliar issues become manageable when you talk with people who have solved them.

One warning before you launch: Have a plan B. What will you do if the business doesn’t work? You can probably afford to lose a small investment, but don’t endanger your home or wipe out your retirement savings. Always look ahead to what you’ll be doing for the rest of your life.


RETIREMENT FOR TWO

Talk, talk, talk, talk, talk to each other. That’s what every financial planner tells me that couples need to do when retirement first springs to mind. Single people need to think only about themselves when making plans. Couples, however, are making a dual decision. Are you both ready for retirement? If so, what next? If you both work and one of you isn’t ready to quit, how will you handle the relationship? How will a homemaker feel when his or her partner is suddenly home all day? How will the new retiree feel if the partner cheerfully leaves every morning for work?

Spouses or partners often assume that they both see retirement the same way and that’s not necessarily so. When they start talking, they might be surprised—pleasantly or otherwise—by what the other thinks. For example, a husband might expect his working wife to retire when he does, when in fact she’s perfectly happy with her job. A wife at home might think her husband should work a few more years so they can accumulate more savings. Each spouse might have a different dream about where and how to live. One partner might have secretly run up debt that now has to be confessed.

These can be rough conversations if your differences are large. Somehow you need to get to the same page. The quality of your retirement will depend not only on finding new things to do but on developing new ways of living with each other.

Retirement gets simpler when both members of a working couple quit at the same time. You can travel when you want, make daytime social plans, share household chores and projects, or move somewhere else. A vibrant retirement life means keeping each other excited about what’s happening every day.

If only one of you retires, however, you need to develop some ground rules. For example, the spouse or partner at home will typically take on more household chores. (When my late husband retired, our son took him into the laundry room and said, “Dad, this is a washing machine.”) In return, the spouse at work should try to find more evening and weekend time for things you can do together. Most importantly, the spouse at home shouldn’t pressure the working spouse to quit. If you pout long and hard enough, you might get your way, but your spouse won’t be a happy partner down the road. Why should a wife give up her work to husband-sit (or vice versa)? As the retired spouse, you should make your own schedule, find your own friends, get your own life, even take your own trips. Eventually, your partner will be ready for leisure, too.

A full-time homemaker is in a different position. She (it’s usually a she) has reinvented her life since the day she “retired” as an all-day parent. She might have gone to work full- or part-time or deeply involved herself as a volunteer. Her days have structure—shopping, cleaning, friends, hobbies, meetings, exercise, walking the dog. The last thing she needs is a crabby husband demanding to be entertained or ordering her around the way he ordered subordinates at work. On the other hand, she can’t pretend that he isn’t there. Talk, talk, talk about it. You’re entering this new life together. A husband’s free time, shared with his homemaker wife, can help her get out of a rut that she hadn’t noticed—charting new directions for you both.

Not everyone can expect a bouncing, lively retirement life. Your health, or your spouse’s or partner’s health, might be poor. But even folks with limitations find positive ways to spend their time—connecting with friends, playing cards, learning things on the Internet, taking short day trips.

Whatever your situation, happiness lies in letting go of the past. All that matters now is who you are in the moment. Retirement is an adventure, demanding all of your creativity and force. So keep experimenting and dare to be glad. No one but you can invent your new life.
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Rightsize Your Life

You’re never afraid to open your bank statement when you’re living within your means.

You’ve cashed your last paycheck. The jig is up. Whatever assets you’ve earned or accumulated—Social Security, pension, savings, investments, home equity—are all you’ve got, now and forever. Can they support you comfortably for the next 25 or 30-plus years? If you think so, are you sure? If not, what are you going to do about it?

The questions are the same if you’re still at work. You’re covering your expenses now, but what will your budget look like when your work life ends, as eventually it will? Can you afford to retire soon, or should you wait? It’s time for a financial scan.

Before you start this exercise, take a deep breath. You’ll be juggling your personal dreams and priorities as well as your budget. New questions will present themselves, perhaps forcing some changes you hadn’t foreseen. If, on your first try, you can’t bring your income and expenses into balance, put the numbers aside and tackle them again tomorrow or next week. You’ll need time for the pieces to fall into place. And they will. Sooner or later, everyone figures out an acceptable way of living commensurate with income. You won’t be turned out, fainting, into the street.

I wish there were some quick rules of thumb for making retirement money decisions. Good rules exist for the young and middle-aged: live on less than you earn, increase the amount of money you save every year, stay out of debt, use tax-favored retirement accounts, and invest for the long term. All the rest is ruffles.

When you leave the workforce, however, universal maxims go out the door. Every person and couple is unique. Your financial choices depend on such things as your health, your age when you left work, whether you’re married or single, your spouse’s or partner’s age and health, whether you have a pension, how good your health insurance is, how much (or little) you’ve saved, how much planning you’ve done, whether your retirement was voluntary or forced, whether one of your kids (or a parent) needs financial help, how much debt you’re carrying, how you feel about investment risk, whether you can (or want to) work part-time, and how easy (or hard) it is to match your spending to your means.

Managing your spending is key. Nothing matters more to the financial success of your retirement. The stock market isn’t going to save you if you’re burning through cash. You can search for better investments later if you want. But first, pay attention to rightsizing your life.

Rightsizing means finding that happy place where the annual income you expect for the rest of your life matches (or exceeds) your annual cost of living. That’s not always easy to do or, if you’re a big spender, to accept. But once you’ve achieved that balance—emotionally as well as materially—you will find yourself at peace. You’ll know that you can afford your life.

Some people save enough money, or have large enough pensions, so that their habits don’t have to change very much after they retire. But let’s face it: that’s rare. Most retirees find that their income falls short, so they need, at minimum, some nips and tucks. Making cuts is absolutely normal. Your friends are in the same boat even if it’s not obvious.

Nipping and tucking might not make your priority list at first. You’d like to maintain your lifestyle, take more trips, and maybe fulfill a dream, such as buying a boat. We all want to live as richly as we can while we still have our health, even if we’re dipping a little more into savings than is prudent.

That approach can work fine for the first year or three, provided that you’re spending discretionary money and have an actual plan to cut back—maybe sharply—in your later years. The plan is essential. Otherwise, you’re flying blind.

For a few, rightsizing means a substantial change in the way you live, such as selling your house right now and renting an apartment. That’s a tough decision, but the numbers don’t lie. The sooner you reorganize your life and stop the leakage from your savings accounts, the faster you’ll find your way to peace of mind. Life is full of pleasures that don’t cost a lot, and few pleasures are greater than feeling financially safe.

GETTING TO SAFETY IN FOUR AMAZINGLY LOGICAL STEPS

When preparing for retirement, we tend to focus on a number: “If I have $250,000 [or $100,000, or $750,000, or $1 million] in savings,” we say, “I can afford to retire.” The number is nice, especially if you reach it, but it’s not the point—or not entirely the point. What matters is the amount of annual income that your savings can reasonably provide you with, for life. That dollar amount plus any guaranteed income such as Social Security defines your standard of living. Your task is to fit your spending to whatever money you have.

Assembling a budget will take a little time. You’ll need to develop real numbers for your annual expenses, sound estimates of your expected income from savings, and a list—true to your feelings—of your priorities in life. You’ll probably be making choices that you haven’t faced before. “It was eye-opening,” a friend said, who read this book in draft and worked through the planning process herself. “I was able to sit down with my husband and have an unemotional spending conversation based on actual fact.”

Here are the four steps to creating a dependable retirement spending plan:



	Step 1:

	
If you haven’t retired yet, start by figuring out how much you’re spending now (unless you have a black belt in budgeting, you probably don’t know). Go back over your checkbooks, bank statements, and credit cards and add up what it cost you to live over the past 12 months. Then subtract the expenses connected with work. That includes such things as commuting costs, lunches, office clothing, take-home dinners because you didn’t have time to cook, subscriptions to industry websites and publications, and dues to professional groups. Subtract the contributions you’ve been making to retirement plans, and the taxes you’re paying for Social Security and Medicare. Add to your budget whatever it will cost to buy a Medicare plan or private health insurance. Those with credit card debt should add the cost of an accelerated repayment plan.

If you have already retired, calculate what you’re spending currently, including taxes. You need to find out if it’s more than you can afford over the number of years you are likely to live.





	Step 2:

	List the annual salary-type income you can expect (or are receiving) as a retiree. That includes such things as Social Security, pensions, income from an annuity you currently own, rental income, any royalties, trust income, and so on. Don’t count any income from interest and dividends; it’s covered under Step 3.




	Step 3:

	Add up the current value of all your financial assets—savings, retirement accounts, mutual funds, stocks, bonds.1 Assume that you’re going to spend 4 percent of the total on living expenses. For example, for every $100,000 you have in savings and investments, you can allocate $4,000 this year toward your bills. At this rate of withdrawal, plus an annual inflation adjustment, your savings should last at least 30 years. (I talk about the 4 percent assumption in Chapter 8. You might not decide on 4 percent, but for budgeting purposes it’s a reasonable place to start.) This calculation assumes that your interest and dividend payments are reinvested.




	Step 4:

	Add the 4 percent of your financial assets to your total salary-type income and subtract an estimate for income taxes. What remains is roughly the amount you can safely spend each year without running out of money. Don’t worry about inflation at this point in your budget making. You’re looking for a reasonable budget in this year’s dollars.





Married couples should do this retirement calculation three ways—once for you as a couple and once for each survivor, if the other spouse dies first. After the first death, the survivor’s guaranteed income will decline because he or she will lose one of their two Social Security checks (Chapter 3). The amount received from a private pension might drop, too, depending on the choices you make when you leave the job (Chapter 5). There might be a life insurance payout. If so, add it to your financial assets and assume that the survivor will start by spending 4 percent of the proceeds.

If your income—as a single, a couple, or a widow or widower—exceeds your expenses, relax. You can spend more, give more to charity, or leave more to your kids. Move ahead to the chapters on ways of tapping your capital comfortably.

If there’s a gap between your retirement income and expenses, don’t worry. This is the puzzle that everyone eventually solves. The options are clear: Work longer (if you can) and put more money into your retirement fund. Or reduce your expenses to the level of income you have. That’s it. You can try to raise the return on your investments by taking extra market risk. But if your bets fail, you’ll be in even more trouble. Manage your spending first.

Even if you’re fine as a couple, you should make budgetary changes if your projections show that one of you (typically a wife) would struggle if left alone. Perhaps more life insurance would fill the income gap. Or you could cut expenses now in order to build up more savings for the future. If the chief breadwinner—say, the husband—puts off retirement for a few years, he will not only receive a higher Social Security check, he’ll leave his wife a higher survivor’s benefit if he dies first.

Sometimes the gap between income and expenses is so large that nips and tucks won’t do. If you can’t (or don’t want to) work longer, the best solution is usually to change the place you live. A house is a money pit, even if there’s no mortgage. By slashing those costs and moving to a condo or rental apartment, you’ll probably be able to keep up your spending on all the smaller things that give spice to life. If you’re already a renter, look for a smaller apartment. You might also sell one of two cars, or sell both cars and rely on buses, taxis, and ride-hailing services. A few adventurous people even go abroad to live.

If you’re still deciding whether to retire, try living for a year on the amount of income you’ll have when your paycheck stops. If you hate it, you might decide to stay on the job for the next couple of years and save money like mad.

If you have already retired and are spending more than 5 percent of your capital this year, that’s a trumpet call. An alarm bell. An elbow in the ribs. The time has come for a serious look at your options.

Married couples—whatever their situation—need to make retirement and spending decisions together. That takes many conversations, not always easy ones. You might each be amazed to learn that you have different views on how and where to live and what you can or cannot do without. One or both of you might be blind to the need for budgeting because it challenges your hopes or makes you feel “poor” (even though you’re not).

Again, it’s time for lists. Each of you should write down the things that are most important to your personal happiness, even if it means giving up something else. For example, you might want to stay in your home, move to a condo but stay in your community, move to a warmer place, live near a golf course, live near the kids, keep your club memberships, keep a vacation house, take frequent trips, help your grandchildren, or whatever. Pin down their costs and set them against your expected retirement income. Working with real numbers helps partners face facts, set priorities, and negotiate compromises. Things lower on your lists might not make the cut.

Early on, you don’t know how much you’re actually going to spend on your retirement life. You have estimates, but it takes daily living to prove them out. You might find yourself dipping into savings more than you intended, which means that your budget needs another scrub. Alternatively, you might spend less than you expected, suggesting that you can afford more recreation or a newer car. Keep reassessing the numbers, year by year. They’ll tell you what to do.

EIGHT SPECIAL SITUATIONS

Eight items can’t be shoehorned neatly into the budget process:

Real estate. There are various ways you can use your home equity to close a gap between your retirement income and expenses. You might take a reverse mortgage with a credit line. You might sell the house, add the proceeds to your investments, and rent an apartment. You might sell, buy something cheaper, and put the remaining money into investments or cash reserves. Tapping home equity usually isn’t part of the first budget conversation but swings into play if your current finances don’t add up.

If you’re holding real estate as an investment, for income or capital gains, consider how long you’ll want to keep it. During your early retirement years, you’ll still have the energy to be a landlord. If you have a vacation home, you might even decide to live there for a while and get renters for your larger home. But as time goes by, dealing with tenants and upkeep will get harder. Plan on selling the properties at some point and adding the proceeds to your savings and financial investments. (For real estate investing, see Chapter 9.)

Health care. Base your budget forecast on the amount you’re spending currently on routine drug and medical expenses, including dental and vision care. That amount won’t change much unless your health takes a turn for the worse (or better!). Redo your budget if you find that you are regularly spending more. What you can’t budget for are unexpected and serious illnesses that require long stints of home health care (mostly uninsured) or put you on a lifetime regimen of absurdly high-cost prescription drugs. You also can’t budget for political changes that reduce or eliminate your access to health insurance. For these potential costs, your current savings and investments become your medical reserve.

You can beef up your savings by deciding to spend a little less than 4 percent of your retirement nest egg. That creates a health-care cushion. But remember: In your older age, your discretionary spending will inevitably fall, giving you extra dollars to spend on health. For more on the cost of health insurance and choosing coverage, including long-term care insurance, see Chapter 4.

Debt. Owing money can be a killer for retirees. Today’s retirees are more likely to be carrying debt, and a higher level of debt, than past generations. Of non-mortgage debt, about one-quarter of borrowers traced it to unemployment, according to a 2012 study of middle-income adults sponsored by AARP. One-quarter borrowed to help relatives, such as unemployed children, grandchildren in college, and elderly parents. The rest of the debt arose from the normal run of emergencies, both household and medical. If you’re still working and in the retirement-planning stage, consider using your income to wipe out consumer debt rather than add more to savings. The return on investment by banishing debt equals the interest rate you pay. For example, cleaning up an 18 percent credit card gives you an 18 percent return on your money, guaranteed. By contrast, savings accounts are paying zip. You’ll find consumer debt much tougher to repay once your paycheck stops.

If you’ve already retired, you might look for part-time work to help erase your debt or tap your savings to double up on payments. Don’t use your individual retirement account, however. That comes with a tax cost. If you’re making substantial money gifts to kids and grandkids, quit. Assuming they’re good people (what else?), they’ll be grateful for past gifts and understand your new circumstances. Your priority now is protecting your own older age.

Mortgage debt is a different story. Only about half of older people now enter retirement with a paid-up home. If you’re one of them, congratulations—a mortgage-free house confers real peace of mind. If you’re part of the other half, however, don’t tap into tax-deferred savings to pay off your loan. Treat your mortgage as one of the ordinary expenses that you budget for. If interest rates are low, you might even refinance into a 30-year loan to reduce the amount that you have to pay each month.

Caretaking. If you’re working and your spouse (or parent) falls seriously ill, your first impulse might be to quit and become a caregiver. But approach this decision carefully. It might make financial sense for you to keep your job and hire a home health aide to help your spouse during the day. Having a salary will provide you with extra income and perhaps extra savings from continuing contributions to a 401(k). You’ll keep building your personal Social Security account. Finally, escaping from the house will ease the stress of being a caregiver, which is healthy for both of you. As you look ahead, consider the likely progress of your spouse’s disease. What will you need in the way of equipment? Should your home be modified, and what will that cost? Should you move to a modern apartment without stairs? Is a nursing home or assisted living in the cards, and when might a transfer occur? If you have long-term care insurance, what will it cover and for how long (Chapter 4)?

Helping your children. In a perfect world, your money belongs to you alone. It doesn’t belong to your kids. You raised them, educated them, and set them free to make their way in the world. Their standard of living lies in their own hands. Whatever money you’ve saved should go toward making your retirement as pleasant as you’d hoped. You’re not obliged to send your grandchildren to college.

Now let’s talk about real life. If one of your children stumbles—through job loss, illness, divorce—what are you going to do? Most parents don’t say “Tough luck” and shut the door except in extreme cases (estrangement, persistent drug addiction, and so forth). You’re probably going to help, even if reluctantly and even if your financial adviser says no. That might mean a tighter budget and a less carefree retirement than you’d hoped. Bring the child into your budget planning right away so that he or she understands how much you reasonably can afford to do and for how long. Take the same tack with a recent college graduate working hard in a low-paying job or trying to make it in the arts. You might volunteer some temporary help. As part of the deal, the child should have an active plan for becoming independent, soon.

If your child is simply overspending and turning to your wallet for help, “No” should come pretty easily. An able kid normally doesn’t belong on your payroll. You might provide some stopgap help, but you’ll do the child a favor by insisting that he or she figure out an affordable life.

A special-needs child is another matter and beyond the scope of this book. For information on sources of help, turn to special-needs websites, your school district, your state’s Medicaid program, and the federal Supplemental Security Income program. Nonprofit organizations such as The Arc or the National PLAN Alliance can help with life insurance and special-needs trusts.

As for legacies, they’re strictly optional. Some parents want to leave money to their kids and are willing to budget for it. Others plan to spend their hard-earned savings during their lifetimes. Either one of these perspectives works for me. Kids of well-to-do parents tend to expect a legacy. If you intend to spend it, or most of it, make that clear.

Special purchases. At some point within the next five years, you will probably need a new car. You might want to take one or two trips. Perhaps you intend to add a downstairs bedroom to your house to make it more convenient for your older age. The money you’ll need for these kinds of expenditures should be set aside in a bank account, money market mutual fund, or short-term bond fund so it’s there when you make the decision to act (see Chapter 9). Don’t include this savings account in your budget calculations. Budgets are solely for everyday expenses. Savings are for the large cash expenses that you can foresee.

A much younger spouse. When there’s a significant age difference between the spouses, your life planning has to adapt. You each should expect to stay at work longer, to build up a larger pot of savings. Your investments should lean more heavily toward stocks for long-term growth. For budgeting purposes, you might plan on withdrawing just 3 percent of your assets in the first year of retirement (plus annual inflation adjustments) to extend your savings over 40 years or more. Each of you should buy more life insurance—on the older spouse, to help support the younger one if he or she is left alone; on the younger spouse, to help pay for the older one’s health-care needs in case the younger spouse dies first. You can buy 15- to 20-year term insurance even at 65 if your health is good (see pages 344 to 345). If you have a company pension, don’t take the lump sum unless your spouse is already well provided for. Instead, take the maximum joint-and-survivor option (see page 140). It will pay your surviving spouse 100 percent of your pension for life. Finally, do your best to ensure that the younger spouse will always have health insurance. With luck, that spouse will be safely covered through his or her workplace. If not, you might have to work longer than age 65 to keep your spouse on your own company’s plan. If the older spouse goes on Medicare, there should be a cash reserve to cover the younger spouse’s individual health insurance premiums, although access to coverage may depend on whether the ACA (Obamacare) survives and in what form.

An inheritance. How should you budget if you’re expecting an inheritance? Best advice: Budget without it (yes, dear adult children, I’m talking to you!). Don’t count on that money to bail you out. You can’t be sure how much you’ll get after your parents’ health-care bills are paid or how long you’ll have to wait for it (more people are living into their 90s; our family enjoyed birthday parties for my mother right up to 103). If one of your parents enters into a second marriage with someone younger, part of his or her money might be set aside, directly or in trust, for the new spouse’s support. You might not inherit until after your stepparent dies. (Don’t begrudge a stepparent who made your parent happy!) Base your retirement budget on your own resources. Any inheritance should be gravy.

WHAT IS YOUR HEDGE AGAINST THE RISK OF FUTURE INFLATION?

So far, you’ve figured out a spending plan that meets your needs today. But in most years, prices are likely to go up. With as little as 2.5 percent inflation, you will need 28 percent more income 10 years from now to buy the same things you are buying now. With higher inflation you’ll need even more. Where will that extra income come from?

Part of the inflation problem will take care of itself. As you get older, you will most likely spend less, in inflation-adjusted terms. A study by David Blanchett, head of retirement research at Morningstar Investment Management, found that retirees reduced their consumption by an average of 1 percent a year. Some of those are forced cuts, by people who retired on a small budget. But even people with substantial savings buy less. You don’t need more household “stuff,” you aren’t as pressed to keep up with the Joneses as you were when you worked, you have more time to bargain hunt, and later in life you travel less. Your personal consumption costs will probably rise by less than the inflation rate.

Nevertheless, you’ll need to plan for at least some additional money each year. Where will it come from?

Your Social Security is adjusted annually for inflation. So are federal government pensions, veterans’ benefits, and some state and local pensions. But those are the only increases that are automatic. You have to achieve every other “raise” yourself. In Chapter 6, you can read about creating your own private pension by using some of your savings to buy an annuity. Chapter 8 shows you how to plan your withdrawals from savings so you can raise your income every year by the inflation rate. Chapter 9 helps you diversify your investments for long-term growth. Chapter 10 suggests a way of using a reverse mortgage to increase your income every year. Figuring out how to handle potential inflation is a critical part of your retirement plan. If your income is fixed or dependent on low-rate savings, such as certificates of deposit, your standard of living will gradually drop.

IF YOU DON’T WANT TO DO THE MATH YOURSELF…

You can get a very rough cut of the maximum you can afford to spend from two online calculators: T. Rowe Price’s Retirement Income Calculator and Fidelity Investments’ Retirement Income Planner. You enter your income and assets and get back a proposed monthly allowance that, theoretically, could last for life. The calculators give different results, but they’re in the same ballpark. (You have to register in order to use them but you don’t have to become a customer.)

After that, you need to get serious. Many retirement planning questions have more than one answer. You need to test one set of possibilities against another to see how the alternatives play out. If you have only a couple of choices to make, you’ll probably do fine on your own. But for complex and multiple choices, I don’t recommend flying solo. God hasn’t made enough erasers, yellow pads, hand calculators, or websites for you to work this out alone. If you make mistakes, you might endanger your standard of living in your older age.

Fortunately, God is making more fee-only Certified Financial Planners (CFPs), and I highly recommend that you seek their advice. At this stage of life, it’s the best investment you can make. Not necessarily for the money management, I should add. You could do fine with an automated robo-adviser that sets up and executes sound investment strategies in seconds, and at minimal cost. Similarly, some terrific, well-diversified mutual funds are charging zero, or nearly so (see page 271). The help that’s worth paying for is the good judgment and ongoing, personal advice you can get from an honest and experienced financial planner. All CFPs have passed a set of rigorous exams on financial planning. That puts them a giant step ahead not only of robos but of the “advisers” (formerly known as “stockbrokers”) who are trained mainly in selling products to earn sales commissions and fees.2

My recommendation is that you work with a fee-only CFP.3 They are fiduciaries (see page 34). They don’t sell financial products or take sales commissions—a big plus. They might charge by the hour or at flat rates for specific services, providing advice that you can execute yourself. If you want them to manage your money and help you plan for the future, you’ll pay a fixed annual retainer or a fee that’s typically 1 percent (or less) of your assets under management. Costs are disclosed in writing, up front. All CFPs provide financial planning services. Fee-only CFPs use low-cost investments to execute your plan. Among other things, you should expect them to project your income and expenses into the future, under various inflation assumptions; encourage you to develop realistic spending plans (read: budgets); evaluate the various types of pension plan distributions you’re offered; discuss tax-friendly ways of rolling over money or company stock held in 401(k)s; explain the risks and types of various investments; help you allocate your assets among stocks, bonds, and cash; advise you on prudent ways of turning your savings into a lifetime income; and suggest ways of handling special responsibilities, such as a disabled child. Best of all, fee-only planners will spark a long and careful discussion about your personal values and goals and how you hope to live during the retirement phase of life. That’s what should drive the financial decisions you’re going to make.

Be sure that your CFP is a real fee-only financial planner, not a financial salesperson in disguise! CFPs who take sales commissions and similar fees bill themselves as “fee-based” planners or advisers. They still have a stake in the types of products they sell—perhaps favoring fixed-income “living-benefit” annuities (yes, high fees for you, high commissions for them), mediocre mutual funds that are pushed by their firm, or expensive managed investment accounts. If annuities or mutual funds make sense for you, low-cost versions are available.

It might appear that fee-based planners and advisers cost you less. Fees might be waived if you buy annuities or other packaged financial products. Insurance agents (rechristened “financial life managers” or “wealth managers”) might claim (falsely) that you’re paying no fees or commissions (because “the annuity company” is paying). They might say they’re “on salary,” so get no special benefits from the products they sell.

Don’t be fooled. Planners, advisers, brokers, and insurance agents who work for firms that allow commissions always earn more by selling their firms’ most profitable products, whether they’re called “commissions” or not. This includes “managed accounts”—no commission but 1 percent a year plus the (high) cost of the underlying investments. You’re probably paying more than you think and often for inferior advice. Financial salespeople who aren’t CFPs don’t even have the expertise (or take the time) to help you master your budget, think through your personal goals, and match your goals to the money and lifestyle decisions you make. They keep their jobs only if they sell, sell, sell.

A fee-only planner, by contrast, will almost certainly save you money—first, because your life goals, your spending, and your savings will be aligned, and second, because you won’t be led into buying expensive products that might not serve you well.

Fee-only planners do have potential conflicts of interest. If they’re managing your money for a percentage fee, they might be reluctant to recommend actions that remove large sums of money from your account. For example, they might advise you not to withdraw the cash needed to pay off your mortgage or oppose buying substantial cash-value life insurance policies or annuities, even if they’d work for you. But those temptations fade in the face of the daily temptations beckoning commissioned brokers, advisers, and CFPs. Besides, fee-only planners might very well tell you to pay off the mortgage if it makes sense and you can afford it.

There’s one limitation to be aware of. If annuities are appropriate (Chapter 6), a fee-only planner might not be able to provide them because most of these products currently carry sales commissions. Fortunately, new, low-cost and commission-free products are coming onto the market. The best planners will research them, and, if prudent, advise that you buy.

What if you’ve been working with a fee-based or commissioned adviser, paying the fees and commissions, and are happy with the results? The comfort factor is important, so by all means stay there. An adviser who’s also a CFP should be taking the time to discuss your personal goals as well as your investments. You’re probably paying more than you have to for financial products and might not be getting the best advice. No matter, if you’re gaining peace of mind.

But if you’re uncertain about a product that the adviser recommends, want a second opinion, or don’t yet have an adviser, jump to the fee-only planning world.

There’s one group of commissioned salespeople to treat with special caution: those who claim to be some sort of “senior specialist.” There are more than 50 different “senior” designations—strings of impressive initials strung after the salesperson’s name. They purport to show that he or she is “chartered” or “certified” or “accredited” for retirement planning due to some special course of study. Mostly, the designations are no more than marketing tools that these salespeople paid for, with little or no serious study. They should actively repel you.4

Three designations, however, are based on a rigorous curriculum, according to retirement income expert Wade Pfau of the American College of Financial Services in King of Prussia, Pennsylvania. For income planning, you can feel comfortable if your adviser’s business card says that he or she is a Certified Retirement Counselor (CRC), Retirement Income Certified Professional (RICP), or Retirement Management Advisor (RMA). You’re also good with a Chartered Advisor for Senior Living (CASL), whose focus includes broader issues, such as health care and estate planning. But these credentials should be in addition to, not in place of, the Certified Financial Planner (CFP) designation. Fee-only planning is the foundation on which specialties can be built.

There are four online networks for fee-only CFPs. To find local firms, just enter your zip code. If you don’t like your choices or no one is local, almost all of the firms will serve long-distance customers by Web, Skype, FaceTime, phone, pigeon:


	
The Garrett Planning Network (GarrettPlanningNetwork.com). Its members typically focus on people with average incomes and assets. They charge by the hour for planning and financial advice, although some of them manage money for a fee. They’re especially helpful for single-purpose advice, such as saving for college or creating a retirement savings plan. Any planner who manages money should be a Registered Investment Adviser,5 so ask about that. All Garrett planners are fiduciaries.

	
The National Association of Personal Financial Advisors (napfa.org). NAPFA planners tend to work with people who have an above-average net worth. They’ll help you develop a financial plan for your retirement if that’s all you want. They’ll also help with small-business and estate planning, as well as other needs. They manage money for a fee, focusing on investments with low costs. The lower the cost, the higher your returns can be. NAPFA planners are all fiduciaries.

	
The Financial Planning Association (onefpa.org). The FPA includes commissioned salespeople as well as fee-only planners. When you make a zip code search, open the box that says, “Compensation Type,” and click on “Fee Only.” (Note that an adviser who works for a brokerage firm or insurance company is never a fee-only planner, even if he or she claims to be.) You want a planner whose website states that he or she is a fiduciary at all times, for all your transactions.

	
The XY Planning Network (xyplanningnetwork.com). This group of planners specializes in the needs of Generations X and Y. In general, that’s people in their 40s and early 50s. They’re all NAPFA members, hence fiduciaries.



At each of these websites, your zip code entry produces a list of fee-only planners in your area. Add to your list any fee-only advisers that your friends recommend. Check their websites to learn something about their backgrounds and the kinds of services they offer. If they manage money, go to AdviserInfo.sec.gov to read the Investment Adviser Public Disclosure form (IAPD) that they file with the Securities and Exchange Commission. The IAPDs include Part 2 of their ADV (“adviser”) form, which discloses, among other things, their educational background, fees, how much money they manage, their investment methods, whether they’re truly fee-only (do they sell any financial products?), and any regulatory actions against them.

Once you’ve done your homework, call or email two or three of them, introduce yourself, and tell them a bit about what you need (retirement income planning? 401(k) advice? money management? tax planning? everything?). If it feels like a fit, make a personal appointment.

Your first visit to a fee-only adviser should be free. The planner should ask about you, your family, your goals, and your assets (don’t hide anything; if you do, it will skew the advice you get). You want to hear about the planner’s background, education, financial training and investment methods, the kind of expertise the office offers, how the planning process works, and whether he or she has other clients like you (teachers? civil servants? medical professionals? small business owners?). Ask how the planner is paid (Registered Investment Advisers have to give you the SEC-required ADV form, which discloses any commissions and fees). Get the phone numbers of clients you can call—and make the calls. You’ll be surprised by what you can find out. It’s also useful to visit at least two planners to get a feel for how different offices work. NAPFA.org offers a useful tool called Financial Advisor Diagnostic (go to “Consumers,” then to “Consumer Resources” on its Home page). It lists the questions to ask potential advisers, then tells you what the answers show.

One other source of help: big mutual-fund groups that offer low-cost, fee-only financial planning and money management services. For more on these options, see page 297.


THE NEW FIDUCIARY MUDDLE

No matter where you turn for advice, that person should act as your fiduciary. Fiduciaries are sworn, by law, to put your financial interests ahead of theirs. It’s called a “duty of care.” They don’t choose high-cost financial products when the same or similar products can be had for less. They eliminate financial conflicts of interest, to the extent possible, and draw your attention to any that remain. Ideally, they don’t take sales commission or “revenue-sharing fees” (a.k.a. kickbacks) as rewards for selling the products of particular financial companies. They’ll give you a clear and written list of all the fees they charge. Fee-only planners are generally Registered Investment Advisers and RIAs are always fiduciaries. As of last year, all CFPs are supposed to be fiduciaries, but how that works out remains to be seen.

Unfortunately, real fiduciaries now have to contend with what I call fake fiduciaries. The fakes exist thanks to new rules promulgated last year by the Securities and Exchange Commission and strongly backed by the financial industry (which should tell you something). These rules muddied the waters so much that it’s hard to pick the true fiduciaries out of the general swarm.

Starting this year, the SEC is allowing stockbrokers (or “wealth managers” or whatever they call themselves) to advertise that they put your “best interests” ahead of theirs. Those are fiduciary-ish words and may lead you to think that you’re dealing with the real thing. But as fee-based advisers (see page 29), they can accept sales commissions as well as a variety of incentive fees for making sales. They can (and will) sell you the firm’s own higher-cost products when better-performing ones are available—even though they’re not supposed to. Their firms can take kickbacks for selling the annuities or mutual funds of favored companies.

How do they get away with it under the “best interest” rule? Simple. They can deem it in your “best interest” to sell you these products. The SEC says only that they have to disclose all these conflicts of interest in the contract you sign. You’re not expected to read the disclosures, let alone understand them (they’re written in legalese). But because you’ve supposedly been told that the broker can give you biased advice, you’re presumed to agree that your “best interests” are being served. The U.S. Department of Labor is expected to produce similar rules for advisers dealing with retirement accounts.

What makes things even more confusing is that fee-based planners can wear two hats. In some transactions, they might act as your fiduciary; in others, they’ll act as a broker whose duty it is to sell you the expensive (or mediocre) products of the firm. As of June 20, 2020, the firm has to give you a document explaining these different hats. Good luck with understanding it. It’s safest to assume that anyone working at a brokerage firm or insurance company is not a true fiduciary. Insurance agents selling fixed-index annuities (see page 173) are never fiduciaries. They’re not even held to the slippery best-interest standard. One apparently bright spot is that brokers acting purely as salespeople are no longer allowed to call themselves investment advisers. But they can if they also wear a fiduciary hat.

The pity of it is that investors came close to gaining some legal protection from predatory salespeople. A rule took effect in 2017, requiring advisers to act as fiduciaries when handling retirement accounts. Their duty of care extended to the advice they gave on rolling over your 401(k) to an individual retirement account. They had to disclose all the costs of the proposed IRA investments compared with the cost of staying in your company plan. The result was salutary. Sales of complex high-cost investments dropped. Simple fees began to drive out commission sales.

With the new administration, however, everything changed. The fiduciary standard for brokers and other financial salespeople vanished. The SEC embraced the “best-interest” standard in its place. Some states have created their own fiduciary rules to protect their citizens but they’re under legal attack.

So when two advisers each say that they put your best interests first, how can you tell the real fiduciary from the one who can still sell you crappy, high-cost products? (1) Be sure that your investment adviser is an “RIA only,” at both state and federal levels. Many RIAs are also registered as brokers and try to hide that fact. The recommendations they make as brokers do not have fiduciary protection. (2) Require the adviser to put in the client agreement that he or she is acting as your fiduciary at all times, not just for some of your transactions. Don’t accept a claim that “best-interest” is the same thing.6 (3) Before deciding to roll your 401(k) into an individual retirement account, ask the adviser to put in writing a good-faith estimate of the entire cost of the new investments, including any commissions or fees, compared with the cost of leaving your 401(k) money where it is. A true fiduciary will be charging no commissions. A “best-interest” broker, by contrast, will probably make more general comparisons, touting such things as zippy new investment choices rather than their cost. But are all those choices really better than the funds in your 401(k)? I doubt it. (4) Reject complicated products, such as fixed-index annuities. They’re rarely in your best interest, no matter who sells them. (5) Don’t drop your guard just because your adviser says, “Don’t worry, I always put your interests first.” If you don’t hear the word, “fiduciary,” you’re in the world of fakes. And even fiduciaries might have a ton of conflicts of interest. How to tell? In the contract, you’ll see a long “disclosure” paragraph that you don’t understand. (6) It’s illegal for insurance agents to recommend that you quit your 401(k). A securities license is required before giving rollover advice. But agents do it anyway. This law isn’t enforced. (7) Remember that you’re in charge. It’s your money. You make the rules.

However you create your retirement spending plan—by yourself or with help—assume that you’ll live a long and active life. Aim for a level of income that will last until you’re 95, unless you have good reason to expect a shorter (or longer!) life span. If you’re married, assume that your spouse or partner will be long-lived, too. That many years might seem too speculative to plan for, but what if your money runs out when you’re 85 and you’re still doing yoga? Or, rather, not doing yoga because you can’t afford it anymore?

Stretching your money over 20- or 30-plus years isn’t as hard as you think as long as you start out right. Over time, the number of your purchases will go down. You’ll travel less and drive less. You might give up the house and move to an efficient apartment. You’ll lose the urge to redecorate the living room. These natural changes will offset rises in consumer prices and medical costs. You can also get more from your assets than you probably think, which is what this book is about.

The great pleasure of rightsizing is that it takes you to a place you can comfortably afford. Never look back. Your life as an engaged and valued citizen is 100 percent ahead.

1. Don’t include the value of your home equity or the market value of any real estate investments. Unless you sell or take a reverse mortgage (Chapter 10), your real estate isn’t available to pay your daily bills.

2. Not that you’ll find many “brokers” anymore. Instead, they call themselves “wealth managers,” “financial consultants,” “investment planners,” et cetera—hiding the fact that they’re salespeople.

3. As of October 1, 2019, CFPs are required to be fiduciaries, on orders from the CFP Board of Standards, which issues their certificates. However, they still can earn various types of fees for selling expensive products favored by their firms, so we’ll have to wait and see how effective that new rule will be.

4. Also be wary of advisers “accredited” by the U.S. Department of Veterans Affairs. The VA throws its vets to the wolves by approving practically anyone who asks, scamsters included.

5. Registered Investment Advisers (RIAs) are registered with the federal Securities and Exchange Commission or state securities office and are entitled to give individual investment advice.

6. Some salespeople lie. A friend’s adviser, an insurance agent, tried to sell her two “investment” life insurance policies and two annuities, all the while claiming, verbally, to be a fiduciary.
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How to Double Your Social Security Income (Well, Almost)

Your payout could be worth as much as $1 million over your lifetime. Are you leaving some of that money on the table?

I love Social Security. It’s America’s finest retirement plan. Nothing else gives you the same combination of income for life, inflation protection, tax benefits, government-backed payment guarantees, and built-in spouse protection, with no annual investment fee and no market risk.

Every time I list those benefits, I say to myself, “Wow!”

Yet millions of retirees are letting part of their Social Security pensions go to waste. You might be losing hundreds of thousands of dollars, over your lifetime, because you filed for your benefits too soon or didn’t check to see if you could coordinate claiming strategies with your spouse. If you’re the primary breadwinner, the loss could be especially hard on your spouse if you die first (in most cases, it’s wives who are left behind).

What surprises me, especially, is that so many people don’t even know about their Social Security options or don’t investigate what those options are worth. They take the money and run as soon as they’re 62 or maybe 66, having no idea how much money they might be giving up.

The earlier you claim Social Security, the smaller your monthly benefits will be. If you’re married, filing early also could lower the income available to a dependent spouse. By filing just a few years later you’ll get a much larger lifetime check and your spouse might, too.

Some people have no real choice about when to claim their benefits. If your paycheck stops and you’re short of money and savings, you’ll need your Social Security benefit—right now—to pay your bills. Your options are effectively closed. Sign up and be happy.

But before making this decision, ask yourself if there are other ways of getting by for three or four years more. It’s not written in stone that you have to start your Social Security benefits when you leave your job. Maybe you can take part-time work. Often, it makes sense to use some of your retirement savings to cover the bills for a while, so you can let your government benefits grow.
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