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Dear reader,

When you spend time with this book you will learn that, even though you may feel as if you are in a race to being ready for retirement that you are losing, you are not.

The deadline to have everything in place to make a clean cut from working to not working may be looming large. Some planning aspects are buttoned down, but others, not so much.

A number of very encouraging trends are bubbling up for the new, and soon to be, so-called retirees. We say “so-called” because there is a vacuum of terminology yet to capture the imagination of the public that truly conveys the different way boomers will be living the final three or more decades of their lives.

The good news is, time is not the enemy. Folks who will continue to need earned income will find ways to earn it, part time or flex time. Those who have the money angle all tied up in a neat little bow are not going to limit their energies to getting their golf handicap down a few points. People will continue to seek meaningful engagement s in their communities with family, friends, and institutions about which they care deeply.

Living will be more than just surviving, and there will be as many scripts for full lives as there are individuals. Use this book as a resource to help chart your course into the next great adventure — “retirement”!
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      This book is dedicated to my parents, John and Bette Birmingham, who have been models for getting the most out of every day, whatever it brings. 

       — Judith B. Harrington 

      I dedicate this book to my wife Karen, who has been my loving and caring partner, and to our son Daniel, the greatest gift in our lifetime. 

       — Stanley J. Steinberg, C.F.P.® 
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      Top Ten Tips for Retirement Planning

      
        	Start putting money away as soon as you begin working to get the biggest payout when you retire.

        	Remember that you are not necessarily restricted to one type of retirement investment vehicle. Use all that you can.

        	Put something away from every pay period, even if you don't reach the allowable maximum each year.

        	Execute all necessary legal documents including a will, health care directive, health care proxy, and durable power of attorney to protect yourself and your heirs.

        	If you will not have enough money to live on when you reach retirement age, think about part-time work to supplement your income.

        	Make a list of what you want to do and where you want to go when you stop working.

        	Research living options. These can include staying in a big house, moving to a planned community, or downsizing to two or more smaller places in locales you enjoy.

        	Keep up your energy with a nutritious diet and exercise so you can stretch your active, healthy years.

        	Find meaningful ways to become engaged in your community, sharing your wealth of talent, experience, and skills.

        	Test-drive your retirement by taking a leave of absence before leaving your job permanently to see if you are ready for the change in lifestyle.

      

    

  
    
       

      
      Introduction

      THERE IS A WEALTH of resources out there describing how to get ready for retirement. Books, newspaper articles, Web sites, and television specials are offering plenty of commentary and advice on ways to be prepared. Sorting through it all to find what makes sense can be overwhelming, but is far from impossible. Financial planning is concrete. Armed with the knowledge of savings choices available and the timeline you have to work with, it is possible to draw the line from where you are now to your target retirement date. Staying the course can be tricky. Expected and unexpected life hurdles can spin a plan off course with the loss of a job, a down payment needed to buy a home, or college tuition payments looming.

      The government has played an enormous and shifting role in supporting people who no longer work. The real dollars available through social security must be supplemented by other income sources for most retirees to make ends meet. Without further legislation, social security funding is pegged to run out sometime around 2040. Corporations in the last half of the twentieth century tempted employees with the promise of a lifelong pension following decades of service, but many of these companies have been transitioning away from defined pension plans to offering access to retirement savings vehicles that are primarily funded by the employee.

      Many Americans desire instant gratification, a tendency that makes it more challenging for most Americans to practice disciplined saving. Most people want items immediately and are willing to acquire creditcard debt in order to get what they want without having to take time saving for it, or to worry about whether they can afford it and still reach their retirement savings goals. One place savings leakage can happen is when monies are moved from one 401(k) plan to another. Under present regulations, the funds could be returned to the owner who is changing employers before being moved to a new account. Statistics show these funds do not always make it intact to a new plan, diminishing the power of building a solid nest egg.

      This book provides concrete information to get you started on a financial plan for retirement. Use this information to work with professionals who can advise you of current rules, and help you create a comprehensive savings plan that will have the best chance for success. Be wary of overcommitting to a savings plan you cannot sustain. You are more likely to give up entirely if it seems too difficult.

      Beyond explaining the nuts and bolts of savings, investments, and legal documents, this book will take you through a range of topics addressing various dimensions of living in retirement, not just paying for it. The first of the “baby boomer” generation, the people who are on the threshold of retirement today do not want to be pegged as “old,” “senior,” or “elderly.” There is new thinking that the period of life from the late fifties until very old age — eighty and beyond — needs new nomenclature. The generation that brought about civil rights legislation and women's liberation, stopped a losing war in Southeast Asia, and in general never saw a rule it didn't want to break is not going to go off quietly into the night. Unlike previous generations, this generation wants to be active and involved throughout their retirement.

      As volunteers, current retirees want to bring their experience, skills, and expertise to the organizations they choose to support. For example, a former medical professional is not going to be content stuffing envelopes when she could be seeing patients at a free health clinic. Differences between the current retiring generation and those who went before are also reflected in living arrangements. Communes are making a comeback, and bringing services to where people are living rather than funneling people to a homogenized residential facility, like an assisted living facility, is proving to be a less expensive and generally happier solution for retirees. The Everything® Retirement Planning Book  will help you learn about the changing future of retirement and will help you start saving now, regardless of your age, to ensure that you can enjoy your own retirement.
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      Getting Started

      Regardless of where you are along your career path or working life, there will career path or working life, there will come a time when you plan to stop working. Your individual retirement experience will reflect your planning and preparations, or lack thereof. When it comes to saving for retirement, sooner is definitely better than later but it is never too soon or too late to start gathering your resources. This chapter will introduce you to some options for making introduce you to some options for making sure you have the financial resources you need to make your later years truly golden.

      
Where to Start

      Before you set out a plan to create financial reserves for your retirement years, it makes sense to spend some time first reflecting on how you envision enjoying life after you stop working. If you have been in a hard-charging career in a big city where there is only one speed — fast — you might be dreaming about moving to a rural setting to smell the roses and watch the sun set. Perhaps you are in a service industry and all you want is to be situated in an environment where you do not have to worry about maintaining a lawn, clearing away snow, or doing any of the mundane chores of life.

      Everyone has dreams. As children, the dream may be to rule as king of the world. As adults, the dreams become tempered with everyday pressures and responsibilities. Somewhere along the way the idea that you will live long enough to finish the work phase of your life will begin to take shape. The best chance of having your dreams become reality is to think about your goals, describing them in as much detail as possible, and to be flexible. For instance, you may have a notion that you want to travel. Is your idea of the best trip ever one that has you reading a paperback novel on the beach in Florida, or one in which you are bouncing across the Serengeti in a jeep, chasing antelope?

      Do you want to be retired at a young enough age to be able to hike the Himalayas, or does swinging in a hammock under a palm tree and sipping a drink just about define perfection? Do you desire a globetrotting life, or do you want to be living near your children and grandchildren so you can cheer your granddaughter's soccer team every Saturday morning?

      Try asking yourself the following questions. It is a good idea to write down the answers and keep them in a safe place with your other important documents. Review them regularly. Your responses may evolve in the context of where you are in life at that time.

      
        	At what age do I expect to retire?

        	What are my health prospects?

        	How long do I realistically think I might live?

        	Do I expect to retire at the same time as a companion or spouse?

        	How much income will I need?

        	How and where will I want to live?

        	What are my top three favorite hobbies or activities?

        	Do I expect to have a luxurious retirement or have a simpler one?

        	Do I expect my family to take care of me if I am unable?

        	Do I have a checklist of things I positively want to do or accomplish before I die?

        	How do I rate my chances of meeting my goals, on a scale of 1 to 10?

      

      There are absolutely no right or wrong answers in this exercise. It's your life to live as you wish. The one catch to making your dreams come true might be whether or not you will be able to afford them.

      
Is “Retirement” the Right Word?

      The commonly accepted term for life after a career is “retirement.” It may be, however, that this time of life will not be an ending so much as a new beginning. (See Chapter 11.) After you have reflected on the questions in the previous section, it is entirely possible that you will find that you have too much energy to turn off the “go” button on your work life. You may find yourself unwillingly and prematurely at the endpoint of your major work efforts. This could be for a whole host of factors, including:

      
        	Mandatory retirement age dictated by your employer

        	Health restrictions

        	Elimination of your job as a result of a merger or acquisition

        	A family crisis needing your attention

        	Factory or store closing

      

      If you find yourself facing a premature ending to your work cycle in one environment, you may discover opportunities to develop interests or hobbies into income-generating endeavors in a new or related field. Even if external factors are not the driving force for ending one career, you might be feeling a strong urge to try something new. Your many work and life experiences, talents, and interests can lead you on to new fields to explore.

      For example, if you have been a quilter for decades and your employer closes its branch in your area, you may be able to launch a small business selling quilts. You will probably have made contacts and friends over the years with similar talents and interests who could supply you with merchandise to sell. Or maybe you have always loved tinkering with car engines. You have decided that the fast-paced culture of the huge architectural firm where you have been working for decades is not worth the aggravation anymore. You work out an arrangement to gradually cut back on your assignments and fill the newfound time getting some grease on your hands. Before you know it, you are off and running in a new direction.

      Another reason to keep working may be that you need the income, both for current expenses and to continue saving money for the time when you no longer can, or want to, work.

      The U.S. Department of Labor Employee Benefits Security Administration recommends the following ten steps as a starting point to prepare for your retirement.

      
        	Know your retirement needs.

        	Find out about your social security benefits. Call 1-800-772-1213 or check out  www.socialsecurity.gov  .

        	Learn about your employer's pension or profit-sharing plan.

        	Contribute to a tax-sheltered savings plan.

        	Ask your employer to start a plan if one is not offered.

        	Put your money into an individual retirement account (IRA).

        	Don't touch your savings.

        	Start now, set goals, and stick to them.

        	Consider basic investment principles.

        	Ask questions.

      

      Keep these instructions in mind as you press forward with your retirement savings plan.

      
How Much Money Will You Need?

      As you start your journey toward saving for retirement, you are likely unsure about how much money you need to save to live the way you would like to in retirement. As a starting point, experts recommend being prepared to have enough resources to generate anywhere from 70 to 90 percent of your earning power to carry you through retirement. The percentage could be higher if you earn less, and might be lower if you earn more. Every retirement plan is different. Preparing an accurate budget is critical so that you save and invest to meet your own unique goals. In retirement you will shed some expenses, such as commuting costs, paying for a work wardrobe, and saving toward retirement itself. You may have paid off major debts such as a mortgage or education loans. At the same time, however, you may begin to incur accelerated expenses, particularly for health care.

      How You Expect to Live

      If you want to have the same or better standard of living you have now when you retire, you have your work cut out for you in preparing financially. A retirement confidence survey released by the Employee Benefit Research Institute in 2006 offered some startlingly inconsistent findings. Approximately 25 percent of those surveyed expressed confidence they would be secure financially once they retire. Amazingly, about 22 percent of those responding do not save at all for retirement and another 39 percent do not even have $50,000 saved.
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        Over the span of twenty years of retirement, health care costs for a newly retired couple are expected to carry a hefty price tag. Some estimates go as high as $200,000. This figure does not include expenses for long-term care, including a nursing home or other acute-care needs.

      

      It may be delusional to expect to live in the same manner, or better, than the one you currently enjoy in your working life if you neglect to make the financial preparations required to get to that happy state. The Employee Benefit Research Institute survey further revealed that many expect to receive pension or health care benefits from their employers, even in cases where they are not offered.

      A Distorted View

      This unbalanced perception may be a result of the way so many baby boomers view their own parents' retirements, many of which were funded by company-paid pension funds. The latter grew out of what is now a waning corporate culture in which a paternalistic relationship was formed between employer and employee. Gone are the days when someone would begin work at a major U.S. corporation right out of school and leave either the assembly line or the corner office some thirty or more years later with the confidence that a predictable income would be streaming for the rest of the worker's life, or in some cases, a surviving spouse's life. Access to health care benefits was also a key ingredient for a secure retirement. As anyone knows, this has become nearly an unsustainable benefit for companies to maintain for retirees.

      
Calculating How Much to Save

      Facing how much you will actually need to have put away for retirement while examining the hard cold facts of your current cash flow and expenses can make you feel like you are standing stark naked in front of a mirror. All blemishes are exposed, and the areas that need work are obvious. Many people truly have no idea where to start in determining how much to save. Because they are unsure about how to go about saving and how much to save, many people just continue their financial habits instead of facing the fact that they must start saving or else they will be unable to retire. The paralysis of ignorance causes many to blindly just keep on keepin' on and to hope the future will take care of itself, which is definitely not a good idea.

      Tracking Your Income

      Try going with the old adage that knowledge is power. In this case, the knowledge comes from being aware of all of your income sources and your expenses. Include your day job with wages reported on a W-2 or a 1099, and any moonlighting gigs you may do to earn extra cash. A recent article in the Boston Globe  reported that young assistant district attorneys were so poorly paid that some were working part-time nights, doing everything from teaching step dancing to working in a local funeral home, in order to make ends meet. If you keep side jobs, remember to include this income in your total.

      A very low-tech method for organizing information about your income and expenses is to keep a box with all of your pay stubs, and a written record of any other income. Do not include lottery or gambling winnings or tax refunds with this. Keep handy any records you have regarding investments, savings, and any retirement vehicles already in place.

      Paying Attention to Expenses

      Offsetting all income, you will need to know where all of your money is going. Set up another box to hold all of your credit card statements, canceled checks, and debit card statements for any and all expenses. Again, jot down a record for yourself of cash out-of-pocket expenses. It may surprise you to see where it all goes — not to mention how quickly it disappears!

      Financial Planning

      Once you have three to four months of records, enough to make reasonable forecasts of your annual income and expenses (don't forget to factor more outgo around the holidays), you will be armed with the information you need to begin calculating a savings plan for your retirement. At this point you have a couple of options for how to proceed, one of which is to engage the professional services of a financial consultant. For relatively little money you can get the guidance of someone who does nothing but sort out financial plans for clients all day long.
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        Be particular when choosing a professional planner. Many investment advisors double as stockbrokers, life insurance agents, or similar professionals who earn a commission when they sell you their product. If you choose one of the few who have no vested interest in a particular sales transaction, expect to pay more for their time.

      

      The top reasons for engaging a professional financial planner include:

      
        	Getting help improving your own financial management

        	Saving time

        	Getting the expertise you lack

        	Having someone provide objective guidance

        	Having someone help you through a financial crisis

        	Getting help setting up a realistic retirement plan and keeping it on track

      

      On your own, or in advance of meeting with a professional financial advisor, you can crunch numbers using a worksheet that will lay out a savings goal for you. This will be based on the following considerations:

      
        	Your age at the time you begin saving for retirement

        	How many years of saving you have ahead of you

        	How much you have accumulated already

        	How much you will save each year

        	Your projected rate of return

        	What your projected income needs will be at the time of retirement

      

      Without extending any endorsement, the Employee Benefits Security Administration of the U.S. Department of Labor offers a few sources on the Web to find calculators. These include, but are not limited to, the following:

      
        	
www.kiplinger.com  — Click on “Planning,” then “Retirement”

        	
www.moneymag.com  — Click on “Your Money,” then “Retirement”

        	
www.usnews.com  — Click on “Money and Business,” then “Retirement”

        	
www.asec.org  — Click on “Ballpark Estimate”

        	
www.nasd.com  — Click on “Investor Information,” then “Tools & Calculators”

      

      When you use any of these calculators, you will be asked to make some estimates. For example, you may be asked to put in a value for the rate of return you want to earn, which you really can only estimate. Despite the use of estimates to come to a final figure, the exercise is extremely worthwhile because it gives you a realistic idea of how much you can and should be saving.

      
The Importance of Saving

      One of the distinguishing features of living in retirement is the premise that you have income but not a job. For this to become a reality, you will need to pay ahead during your working years. Some have described this process as “buying” your retirement. Think of it as similar to buying a vacation. You can't really go until you have the money set aside. There are many high-ticket items in life for which it is not unreasonable to take out a loan, such as a house or a college education. Unfortunately, funding a retirement does not lend itself to a loan. Funding your retirement amounts to the biggest purchase you will ever make. Achieving it can be done with:

      
        	Hard work

        	The right knowledge

        	Determination

        	Solid savings habits

        	An achievable financial plan

      

      It will be up to you to put together a plan for accumulating enough resources to take care of your expenses later in life. And “later” can run for a long time. Someone choosing to retire at age fifty-five could very easily still be alive and active twenty-five or thirty or more years later. Is it possible to support thirty years of not working from thirty-three years of employment? Maybe. But it would be a challenge.

      Saving Early

      Don't count on finding a sugar daddy (or sugar mama) or some long-lost rich uncle to come to the rescue when it's time for you to retire. It is your responsibility to take care of your own retirement. Most likely the only way you are going to be able to do it with any predictability is by putting away a portion of your earnings on a regular basis. In other words, you have to start saving.

      Luckily there are a wide variety of investment opportunities and resources to help you accumulate the resources you will need. The trick is to get the best overall return from as many sources as are available to you.
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        Social security is only intended to serve as a minimum foundation for retirement needs. The most you can expect to receive is 40 percent of your earnings spread out over the period of your retirement. Could you live on 40 percent of your income now and pay for the big health care costs that will be coming your way over time?

      

      For you to put together a comfortable retirement, you will need to have money coming in from some combination of the following income sources:

      
        	Social security

        	Pensions

        	Personal Savings

        	Investments

        	Earnings

      

      You can consider these factors if you are young and just starting in a career, or as an older individual thinking of a job change. When you are seeking out jobs, be sure to inquire about the company's 401(k) plan. If they do not offer many investment options, be sure your salary is high enough for you to set aside money to invest or save.

      Obstacles to Saving

      There is not much in American culture that rewards developing a consistent habit of savings. Credit card solicitations come pouring in the mail slot daily, promising preapproval and low introductory rates. Try watching the evening news without seeing several car commercials offering you a chance to get a new vehicle with no down payment and for less than three hundred dollars a month. The car ads are only one example of the overwhelming number of offerings to consumers promising short cuts to happiness.

      If you have a couple of kids to feed and clothe, the “must have” list can become astronomical when their urgent pleas wear you down. While it may seem difficult to save when faced with the temptation of impulse purchases, if you make a commitment to saving each month, it can be done.

      If you own or rent a home, drive a car and live with offspring, your monthly bills likely include:

      
        	Rent or mortgage payments

        	Phone and utilities

        	Insurance and taxes

        	Groceries

        	Clothing

        	Repairs

        	Dentist/doctor/prescriptions

        	Car payments

        	Supplies for home and school

        	Lessons/sports gear

        	Personal care

      

      If you have a pet, that is another entire category. While “savings” is on the list of most people's monthly expenses, it really should be the top priority of your monthly payments. There is terrific pressure when you try to make a paycheck stretch to cover all of the necessities of life, without even factoring in money set aside for fun. These pressures make saving all the more important. If you commit to setting money aside for saving before you dole out cash for all of your other expenses (for example, by setting up direct deposit so that a percentage of your paycheck automatically goes into a savings account), you will find it easier to make saving a regular habit.

      Setting Financial Goals

      Wherever you are in your life you should take time to write down goals or milestones you hope to achieve. You don't have to be conservative with your dreams. Perhaps start a card file with a separate goal on each card. Be specific: The twins' college fund, a new car every five or six years, a Disney vacation when the twins are seven, adding an in-law suite to your house to take in an aging parent in fifteen years, stop working at age sixty-five. On each card, spell out the steps you will need to reach the goal as well as what you expect the goal to cost. Sort the goals by the time frame you think you will need to follow.
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        Separate the goals you need to accomplish in the coming five years from those that will come later. You will need to prepare differently for the short-term goals than you will for the longer term. Your objective is to keep the big picture in mind while making your shorter-term decisions.

      

      As you look over the goals, weigh each one individually and decide if each is something worthy of the hard work and disciplined savings that would be required to achieve it. Are you willing to take on extra employment to produce more income to reach a particular goal? What would you have to give up to do that? Set your priorities realistically. Some of the dream cards may have to be put at the back of the pile for the time being.

      As a family, revisit your goals every couple of years to see what may need adjusting. Of course, there will always be the surprises that you cannot foresee that will throw off even a well-thought-out plan. Just be sure, once the crisis has been addressed, to take the steps you need to get back on track.

      
Staying the Course

      While your long-range plan is to have enough funds waiting for you to carry you through retirement, there will be events or situations along the way competing for those dollars. Every big change in life has a financial fallout. Even though it may be a joyful occasion such as a marriage, there will be a corresponding change in finances going forward. Commonly experienced transitions include:

      
        	Marriage

        	Raising children

        	College education — yours or your child's

        	Changing jobs

        	Buying homes, relocating

        	Divorce

        	Disability

        	Death of a spouse

      

      Any or all of the events on this list can alter your financial goals, but should never eliminate them. Some events may make it easier to save. For example, buying a home will give you tax benefits on your income taxes not available to renters. In a marriage there may be two incomes to help cover costs, freeing up cash for savings.
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        If I have to choose between saving for college or saving for retirement, what should I do? 

        Retirement wins, hands down. There are many loan options to help fund a college education. A retirement cannot be supported with loans. So make saving for retirement your top priority — and stick with it!

      

      One event that may hit your savings goals hard is the birth of children. It is extremely expensive to raise children. The U.S. Department of Agriculture estimates it will cost an average American family $200,000 to raise a child to age eighteen. And the cost of college isn't even included in that estimate! To add further pressure to that expense, in some cases one spouse steps out of the work force for a number of years to do the heavy lifting of child rearing, an act that reduces income while expenses are up. This is all the more reason to set a plan, adjust it when necessary, and stick with it.

      The U.S. Department of Labor offers the following tips on how to save smart for retirement:

      
        	Start now. Don't wait. Time is critical.

        	Start small, if necessary. Money may be tight but even small amounts can make a big difference given enough time in the right investments.

        	Use automatic deductions from your payroll or checking account for savings deposits.

        	Save regularly. Make saving for retirement a habit. Make it part of your budget.

        	Be realistic about investment returns. Never assume that a year or two of high-market returns will continue indefinitely. The same goes for market declines.

        	Roll over retirement accounts if you change jobs.

        	Don't dip into retirement savings.

      

      No matter what transitions occur during your life that may temporarily or permanently alter your savings plan, follow the preceding suggestions to keep your savings plan on track.

      
A Word to the Ladies

      Retirement planning can be more difficult for women than for men for a few different reasons. On average, women work part-time or work fewer years than men, and earn less. They are usually the ones to interrupt a career to raise children, or follow a spouse out of state for a new job. Besides cutting back on income, popping in and out of the work force can result in having less access to company retirement plans, especially if you leave a job before becoming fully vested in a plan. Some research shows that women tend to be less financially informed than men, and also tend to be more cautious with their investments, which yields them lower returns. Women also face other challenges that make it more difficult for them to be on firm financial footing when retirement time rolls around.

      
        	Women often come out on the short end financially in a divorce.

        	Statistically, women live five to seven years longer than men.

        	Women are twice as likely as men to receive income below the poverty line in retirement.

      

      Women are certainly not less capable than men, so it is important for women, in concert with a male spouse if one is in the picture, to take extra care to protect retirement resources. For more information call the Employee Benefits Security Administration at 1-866-444-3272 and ask for the booklets Women and Retirement Savings  and QDROs: The Division of Pensions through Qualified Domestic Relations Orders  (this would include divorce orders). Another source for information is the Social Security Administration (1-800-772-1213). Ask for their booklet Social Security: What Every Woman Should Know  or visit their Web site  www.ssa.gov  .
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Where to Put Your Money

There really is no one-size-fits-all answer to the question “Where should I place to the question “Where should I place my money for retirement?” Most likely, social security is withheld from your paycheck. In addition to the portion of your paycheck going to social security, you may also have a 401(k) or 403(b) savings plan that is provided by your employer. Beyond these two common ways of saving for retirement, there are many options at your disposal. This many options at your disposal. This chapter will explain various options you have with an overview of the restrictions and benefits of each.


Where You Are Now

To make the most of your efforts to get a solid retirement strategy under way, you first need to understand your current net worth. This is simply the net figure resulting when you add up all of what you own (your assets) and subtract the total of what you owe (your liabilities). Include the following in the list of what you own:


	Cash in checking and savings accounts

	Market value of your home

	Market value of vehicles, boats, etc.

	Current value of investments such as stocks, bonds, mutual funds

	Money already in IRAs, pension funds, or other retirement accounts

	Personal possessions



Next, go ahead and make a list of all your liabilities. These might include the following:


	Remaining mortgage on your home or other real estate

	Home equity lines

	Auto loans

	Credit card debt

	Student loans

	Income taxes due

	Capital gains taxes due from selling investments

	All other outstanding bills



Two individuals who are the same age, are making the same income, and live in the same neighborhood can have very different net worths. To illustrate this difference, imagine neighbors named Chris and Pat. They moved into comparable houses around ten years ago when they were both twenty-seven years old. Both have moved up in their respective careers and now have comfortable incomes. Let's see what has transpired financially for each of them over that period.
ChrisAssetsHouse$300,000Car$12,000Cash/Savings$10,000Mutual Funds$30,000401(k)/IRAs$60,000Beach Cottage$90,000TOTAL$502,000LiabilitiesMortgages$125,000Credit Cards$1,000Auto Loan$3,000Capital Gains Taxes$4,000TOTAL$133,000NET WORTH$369,000Now, let's look at how Pat did during the same ten year period.
PatAssetsHouse$300,000Car$30,000Cash/Savings$7,500CDs$25,000Pension$47,000TOTAL$409,500LiabilitiesMortgages$200,000Credit Cards$31,000Auto Loan$24,000Student Loans$6,000TOTAL$261,000NET WORTH$148,500Even though Pat and Chris have homes with the same market value, the difference in their outstanding mortgages reduces Pat's net worth. Other differences pop out when their auto loans and credit card debts are compared. It looks like Chris may be driving a conservative, inexpensive car while Pat seems to have borrowed to the hilt to get an expensive set of wheels. The credit card debt suggests Pat may be succumbing to impulse purchases and a lifestyle not matched to her income. It looks like Chris may have cashed out some securities to buy the vacation cottage and now has a capital gains obligation of $4,000. Yet the bottom lines reveal that overall Chris has done a better job than Pat building a greater net worth.


[image: illustration]

You want your net worth to remain positive and to grow each year. Creating a strong net worth will form the basis for your financial security in later years. It will also be a resource to help you through difficult financial times or big life changes such as marriage or the birth of a child.



These sample net worth comparisons are a snapshot at a given point in time for both Chris and Pat. You can do the same right now using statements from your financial institutions. Knowing your net worth is an important benchmark to help guide you with your financial planning decision-making.

Calculate your net worth at least annually. It will give you a picture of how you are progressing with your financial health. If you have had some backsliding in savings or some investments are underperforming, you will see how they affect the overall picture and you can make adjustments quickly.


When to Start Saving

There is an old adage that says “there is no time like the present.” This saying is especially true when you are considering when to begin saving for retirement. The single biggest factor in growing wealth is time. The longer your money is invested and has time to compound, the more money you will eventually have. Many young people are so busy getting through the early stages of their adult lives, finishing their education, establishing a career, and perhaps purchasing a home, that the lowest item on their to-do list might be saving for retirement. It is true that it is never too late to start putting money aside, but there is definitely a huge advantage to beginning earlier rather than later.

Compounding

You may have heard the term “compounding.” It simply means that as your money earns interest, you earn more interest on the interest. It's a beautiful thing. Over time the compounding effect can be startling. The U.S. Department of Labor provides an example of what would happen to an initial investment of $1,000 earning various rates over time. Look at the following table and you will see that even at the lowest interest rate of 4 percent per year, the initial investment will triple in thirty years, or potentially grow over 1,700 percent with a 10 percent rate of return.
$1,000 InvestedYears4%6%8%10%10$1,481$1,791$2,159$2,59420$2,191$3,207$4,661$6,72830$3,243$5,743$10,063$17,449If you put that $1,000 away at age fifty-five and were earning 8 percent, you'd have $2,159 at age sixty-five. If you had invested that same $1,000 at thirty-five and earned 8 percent, you'd have a tidy $10,063 waiting for you on your sixty-fifth birthday. The conclusion to draw from studying this table is that you would need to put aside three times the amount of money each month for every ten years you delay to meet your savings goal. Having your money grow while you are asleep is a powerful incentive to save. All you have to do is keep feeding it while keeping it off limits. The numbers can be even more impressive if you start really young.

Again, with the help of the number crunchers at the Department of Labor, if you were to save $1,000 a year from age twenty to thirty (a total of eleven years) and then not touch it again until you retired at age sixty-five, you would reap a nest egg of $168,514 (assuming 7 percent annual growth). Let's say your brother, who was never quite as smart as you anyway, decided to start putting aside his $1,000 each year beginning at age thirty. If he put the $1,000 aside every year for thirty-five years, with the same 7 percent annual return, he would still only come up with $147,913 at his retirement at sixty-five. Let's think about that. You will have invested a total of $11,000, beginning at age twenty, and realize $168,514. He will have invested $35,000, beginning at age thirty, and realize $147,913. When you do the math, you see that you have gained $157,514 to his $112,913.

Advantages of Youth

Besides the compelling power of compounding to induce you to start your retirement savings as soon as possible, there are other factors that are on the side of youth:


	Starting early helps to set a lifetime habit of saving and living within your means.

	Even small savings can grow large with time.

	Starting early allows for aggressive investing. Time will smooth out peaks and valleys of investment cycles.



Keep these benefits in mind if you are putting off beginning your retirement savings plan until later in life, when you think you will be more financially stable and it will be easier to save. While it might be a struggle to put money away when you are young and in a lower-paying job, any amount you set aside for saving will multiply and contribute a significant amount to your retirement fund.
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Younger people today will be responsible for more of their retirement than their parents. You will need extra time to accumulate the resources to enable you to live well later. With longer life expectancies, company pensions disappearing, and the uncertain future of social security, greater focus on personal savings is necessary more than for any generation in the past.



Beginning Toward the End

If circumstances have you viewing your impending retirement as a not-so-gentle push off a cliff, do not panic. It is never too late to get yourself organized. You will need to make choices, however, to make sure you have a soft landing. The main point is to get going with a savings and investment strategy that is appropriate for where you are in life now.

Here are some tips for the procrastinators:


	Pull the largest possible portion of your income off the top for savings. Try for more than 20 percent if you can swing it.

	Eliminate every extraneous expense possible and direct those savings to your retirement.

	Increase your income. Find a second job or income-producing activity.

	Keeping risk in mind, review your investments to see if you can get higher returns from different strategies.

	Lower your standards for how you expect to live when you retire.

	Plan to keep working and defer collecting social security until later, because you will receive larger payouts that way.

	Downsize your home expenses — consider moving or taking in tenants.

	Sell assets that do not produce income, such as an art collection or undeveloped land, and reinvest in income-producing instruments.



Time is the great accelerator. Saving steadily from a young age can generate powerful resources. Living longer in retirement can thin out those resources, so it's best to start young.


Deciding Where Your Money Should Go

Once you have determined where you stand with your net worth, sorted out some issues of how, and maybe where, you want to live after you retire, and grasped the urgent need to save early and consistently, you will begin to face the more specific issues of exactly where to put your money. As you learned in the previous section, starting early has many advantages for the long term, but starting later offers choices, too. The truth of the matter is that you will review your investment strategies throughout your working life and beyond, making revisions as your need for greater income versus lower risk changes.
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