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INTRODUCTION 

The numbers are huge—over the next five years, 67 million baby boomers will retire. Some are prepared to take the leap, but unfortunately, most of them are still seeking answers to their many questions about retirement before they retire. This book is tailor-made for individuals who have a common goal: to retire. It tells how to master the latest retirement fundamentals and techniques quickly, without wasting time chasing theoretical concepts. It’s full of real-world examples and advice, supplemented with a rich menu of easy-to-use Web sites that offer a wealth of additional information.

The book addresses all of the critical retirement questions that are on everyone’s mind. Can you afford to retire? How much money will you need? If you die first, will there be enough left over to support your spouse? Should you consider ways to supplement your retirement income? Should you sell your home and buy a cheaper one? How do you protect your estate from federal estate taxes? What kinds of insurance will you need and can you afford it?

Also, retirement is supposed to be an enjoyable time. Enjoyment, however, requires disposable income, and that requires financial planning. Is that vacation home or recreational vehicle that you’ve always dreamed about practical? Can you afford to travel to your favorite places, and where do you look to find bargain travel deals?

If it is handled right, retirement can be one of the most exciting chapters in your life. However, if your retirement is not planned correctly, it can unravel and you could suddenly discover that you don’t have enough money to continue living the lifestyle you’ve grown accustomed to. The lack of a solid investment plan or sudden unexpected medical expenses, for example, can devastate your savings. This book gives you practical, applicable advice so you can stay ahead of the curve.


PART I 

Getting Ready to Retire 


Chapter 1 

ASSESSING THE BASICS 

Retirement has become a norm in our society. Millions of Americans long for the day when they can quit their jobs and turn to a life of fun and leisure. However, many will experience a delay in retirement. Contributing factors such as inadequate retirement savings, stagnating pension benefits, and certain cuts in retirement health benefits are just a few factors prolonging people’s retirement plans. Because of this, many potential retirees are choosing to work well into their retirement. In fact, a new Rose Community Foundation study of Denver metro-area residents ranging from 55 to 65 years old found that only 39 percent of the 1,021 people surveyed plan to retire. According to the Denver Post newspaper article entitled “Most Boomers Not Ready To Retire” posted on June 27, 2007, the majority are planning to work either part time or full time. The study went on to show that race, ethnicity, and income level all played a key role in these findings. The survey concluded that only 23.3 percent of African-American respondents plan to retire in 10 years as compared to 33 percent for Latinos and 37 percent of Caucasians.

“This generation wants choice. They almost demand choice,” said Sheila Bugdanowitz, of the Rose Community Foundation, a philanthropic organization that focuses on programs catering to the aging and education. This chapter will provide questions and answers to help you with the many choices and decisions that need to be made in order to retire at your level of comfort.

Question 1: Am I ready to take the leap and retire?

If you answered this question with “I think so” or “No,” you’ve got a problem. You want to know that you are ready to retire. Sure, you may not have 100 percent of your retirement bases covered, but you should know what you do and don’t have covered. That will give you a chance to put together an action plan that addresses all of your issues. To help you get started, we have created a questionnaire that looks at some of the open questions you may face.


Retirement Qualification Questionnaire 
Answer “yes” or “no” to each question. “Maybe” answers are not allowed.

[image: Il_9781598692105_0011_001] Do you have any children or other dependents that you must take care of after you retire?

[image: Il_9781598692105_0011_001] If yes, do you have a plan in place for how you’ll handle this?
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If our retirement questionnaire created more questions in your mind than answers, then you may want to concentrate your efforts on the questions in the book that address your specific concerns.

Question 2: My friends keep telling me it’s important that I become a millionaire before I retire. Is it?

That is more of a rhetorical question in line with what your level of comfort is during retirement. The following questions in this book will help you to understand if you truly need to become “a millionaire” before you retire.

Question 3: What is the greatest fear people have when they retire?

There’s no question that the biggest fear for people when it comes to retirement is financial. Will they have enough money to support themselves and their dependents throughout their retirement years? According to Forbes magazine, most people fail to meet their monthly expenses within the first year after they retire.

Many retirees fail because they didn’t have plans or specific goals before they retired. Be careful not to fall into that same trap. You can head off the biggest fear by saving enough money to retire comfortably.

Question 4: What do people who successfully retire have in common?

We can’t repeat it enough. To be successful, you have to have a financial plan. We’ve outlined six steps that people who have successfully retired proactively took to ensure the financial success of their retirement.



Step #1: Diversification Strategy 
Before you invest in anything, decide how you want to diversify your portfolio. Your diversification plan should be in place before you make your first investment. You can read more about diversification planning in Chapter 9.



Step #2: Emergency Fund 
Create an emergency fund. Unexpected expenses can include uninsured medical costs, auto repairs, and unemployment. Your goal here may be to pay all your monthly bills without relying on future cash sources such as bonuses or credit to cover routine expenses. Make sure you have insurance to cover disability, health, life, automobiles, and your personal property.



Step #3: Credit Cards 
Be careful with how you use your credit cards. If you use credit cards to pay for everything and struggle to pay the monthly balance off, then you have a challenge. Consider changing your spending habits so that you can pay off high-interest credit cards each month before you begin investing.



Step #4: Retirement Accounts 
If you have retirement accounts such as IRAs, make sure you’re making full independent contributions to these accounts before you start investing in anything else. If you have a pension plan in place with your current employer, make sure you know exactly what it will be worth before you retire. For example, if you have determined that you’ll need $50,000 of income a year to retire, and you feel confident that you can, on average, earn 10 percent on your investments, then you’ll need $500,000 in your retirement account.



Step #5: Own a Home 
If you don’t own a home, buy one. It is one of the best tax shelters you can get, and unless you are in a depressed area of the country, you should enjoy appreciation on just about any home you buy, particularly if you are willing to buy in a low market and wait to sell until the market is in an upswing. The other thing to consider when purchasing a home is to buy the lowest priced home in the neighborhood. This can yield the highest appreciation for the owner and all the expenditures in necessary repairs, maintenance, and upkeep will render more profit to you in the end because you have more potential for appreciation.



Step #6: Invest 
Learn all you can by reading and studying everything you can get your hands on about investing. Learn about short-term and long-term investment options so that you can decide which investments are best for you. Read more about investments in Chapter 9.

Question 5: What is a retirement plan, and how do I get one started?

A retirement plan is the road map that will lead you into retirement. To begin your plan, you need to determine a good tool that you can use. There are literally hundreds of Web sites that have been created to assist individuals in all aspects of retirement planning. Some offer specific retirement advice or special services, while others offer information exchanges between yourself and others. We’ve listed several of the better sites in our appendix to give you an idea of what’s out there and to assist you in your retirement planning efforts.

One particular favorite is Fidelity Investments’s Web site because it offers several services that are available to individuals, even if you are not a Fidelity client. To access the site, enter www.fidelity.com in your browser. On the top of their home page, select the Retirement and Guidance option. It is a good starting point and provides you access to a complete menu of basic retirement issues that you may want to review.

Question 6: What are some good sources that I can use to help me prepare for my retirement?

Many sources are available to help you prepare. We’ve listed some of our favorites for your convenience. If you enjoy reading books, try Barnes & Noble’s Web site (www.barnesandnoble.com) or Amazon’s Web site (www.amazon.com) and browse through their investment book sections. If you prefer researching online and want to find valuable Web sites to search, purchase a copy of Web Bound by A. Maccameron. It’s a book that lists more than 60,000 Web addresses alphabetically, including a senior citizens’ section with numerous sites and a brief description of each site.

Another source is Charles Schwab, which will help you develop a retirement plan with their online calculators, tools, and advice. Go to their home page at www.schwab.com and click on Planning and Retirement at the top of the menu. This section should help you get started.

Question 7: Who can I call on to objectively review my plan before I implement it?

After you’ve put your entire retirement plan together in written form, you are ready for a “critical evaluation” of your plan. If you haven’t documented your plan in writing, complete with spreadsheets that project income and expenses throughout your retirement, then you don’t have a plan that’s worth considering. Verbal plans that are hidden in your head are in the same category as pipe dreams.

When you are confident that you have a solid plan, have it reviewed by a professional, such as a CPA, accountant or certified financial planner. Of course, this review will cost you money up front. However, think about it as a small price to pay to ensure that your plan is solid and tight. You don’t want to learn the hard way and find financial holes in your plan once you’re into your retirement.

If you are not 150 percent confident that the final written plan will work, then don’t do it. It’s okay to include contingency plans in your master retirement plan if certain assumptions that you have made don’t work out. In fact, if you don’t have lots of contingencies built into your plan, you probably don’t have a solid plan.

Question 8: Based on my current age, how should I structure my retirement plan?

The best way to answer this question is to have you go through the process of creating a plan based on where you are right now and where you hope to be at retirement. However, if you would like to get some preliminary information, you can do a quick fifteen-minute retirement plan review by going to www.money.cnn.com and searching for the Money magazine article, “The 15-Minute Retirement Plan” or going directly to http://money.cnn.com/2004/03/10/retirement/investing_15minute_0404/index.htm. Whether you’re starting out or well on your way, the simple rules covered in these retirement plan guidelines will help you get started.

Question 9: What can I do now to have my finances in order before and after I retire?

Max out your retirement savings. With most of your major expenses hopefully behind you, it’s time to push the savings throttle down and maximize your allowable contributions in your retirement plans (401(k), IRA, etc.). If you are 50-plus, you can start taking advantage of what is called catch-up contributions, which allow you to contribute an extra $5,000 in your 401(k) and an extra $1,000 in a Roth IRA. That’s a total of $20,000 through your employee 401(k) contribution of $15,000 and an additional $5,000 for your catchup contribution. You can also have up to $5,000 for a Roth IRA by adding your $4,000 from your Roth IRA rollover to the $1,000 from your catch-up Roth IRA contribution. If you don’t have a Roth IRA or 401(k) account, consider opening one.

As if saving for retirement wasn’t hard enough, using the money you’ve saved will present you with a new set of challenges. As a general rule, tap your tax-deferred accounts last. Generally, it makes sense to withdraw money from your taxable accounts (stocks, mutual funds, etc.) first and let your tax-deferred accounts, such as your IRA, continue to grow as long as possible. You’re required to begin withdrawing funds from traditional IRA and 401(k) plans when you turn 70 ½. Roth IRAs have no mandatory withdrawal requirements.

Question 10: I’ve procrastinated about saving money for my retirement. Can you show me how to jump-start my savings plan?

Start by tracking your daily expenses on a card that you carry with you, or download a free expense worksheet from the AARP’s site (www.aarpmagazine.org/money). Then, begin by writing down every penny you spend. Look for at least five expenses you can cut that will immediately start saving you money. For example, review your cell phone bill, extracurricular spending, unnecessary luxuries, etc. If you have accumulated some major debt, then your first priority should be to pay off the debt and avoid any additional debt.

If you need an extra incentive to see how much saving a few dollars a day can transform your financial future, use the calculator at www.aarpmagazine.org/money. For instance, let’s say you came up with ways to save $10 per day or $70 a week. If you invested that $70 savings every week in an investment that, on average, returns 8 percent annually, you would have saved $2,816 in one year. After five years, you would have $16,470. That number would climb to more than $40,000 in ten years.

Question 11: Should I consider putting some or all of my savings in a CD or a money market fund?

Certificate of deposits (CDs) are a popular choice for people who want total simplicity, no fees, and guaranteed principle plus interest at all times. They are typically issued on a three-month, six-month, one-year, or longer time basis. Short-term CDs (typically three to six months) pay slightly less interest than longer term CDs. If you purchase a CD, you are required to hold on to it until it expires (e.g., for three months or six months) or pay a small penalty for early withdrawal.

Money market funds (MMFs) are a special breed of savings account set up by financial institutions. They pay interest rates that are tied to the overall market interest rates. When you deposit money into an MMF account, your money begins to immediately earn interest at the current money market rate. And you can withdraw part or all of your deposit in an MMF at any time without incurring an early-withdrawal fee.

In our opinion, the “no penalty” withdrawal feature gives the edge to MMFs and CDs. Both pay higher interest rates than passbook savings accounts. We cannot think of any reason why you would want to keep part or all of your savings in a passbook account over a CD or MMF.

Question 12: I have $25,000 to invest now. Where should I invest it?

As you get closer to retirement, start shifting your priorities from wealth-building investments to “making it last” investments. Investments that can produce a steady stream of income will become critical in your retirement years.

Bonds are one way to add income at a low risk. T. Rowe Price (800-638-5660) is one of many sources that offer high-quality tax-free municipal bonds that you can buy. Another alternative is to invest in high-dividend blue-chip stocks. For example, J.P. Morgan Chase (stock exchange symbol JPM) is an internationally recognized bank that pays 3.2 percent annual dividends on its stock.

Make sure you have the time and inclination to research and track any stock you buy, as well as the fortitude to withstand the ups and downs of the stock market. For those who are not interested in tracking the stock market on a regular basis, check out T. Rowe Price’s retirement mutual funds (800-638-5660). Their retirement funds invest in a mix of stocks and bonds that get more conservative as you get older. Fidelity’s balanced fund works the same way (800-343-3548).

Question 13: I need to save more money for my retirement. Can you give me some money-saving tips to make that happen?

• Stop charging and do not open up any new credit card accounts. If you are not sure that you have the willpower to stop charging, then destroy any and all cards immediately.

• Pay any high-interest debts off first. Organize your outstanding loans from the highest to the lowest interest rates. If possible, increase the amount of your payments against your high-interest loans first to get them paid off.

• Consider refinancing your home if it can be done at a lower interest rate than the interest rates on your other debts. Use the money you save to pay off existing debts.

• Increase your payments. If you pay a $20 monthly minimum on a $1,000 credit card that charges 18 percent interest, it’ll take you ninety-four months to pay the loan off. If you increased the payments to $40 a month, you’ll pay the loan off in just thirty-four months and can use the extra money for savings.

• Consider doing work on the side and put the money you earn into savings. This will expedite your efforts in reaching your financial retirement goals.

Question 14: If I decide that I need $5,000 a month to cover my retirement expenses and the standard of living that I’ve grown accustomed to, how much will I need in my savings account?

To determine how much you will need in your savings and investment accounts to provide you with an income of $5,000 a month, go to Money magazine’s Web site at www.money.cnn.com/retirement/index.html and use the formula on the right-hand side of the Retirement home page. This will help you determine the amount you’ll need to save each month in order to reach your goal.


Chapter 2 

BECOMING FINANCIALLY INDEPENDENT 

Being financially independent means having the wherewithal to do whatever you want to do, regardless of the cost. Some would argue that only a few people in the world ever achieve the enviable position of truly being financially independent. Perhaps Bill Gates is one of them.

We would argue that being financially independent is more dependent upon one’s state of mind than it is on some arbitrary dollar figure. For example, you may have concluded that you would be happy and satisfied with a well-thought-out retirement plan that costs you X dollars to maintain and allows you the added luxuries you desire. Once you have accumulated the necessary dollars to maintain that plan, then you have achieved financial independence.

Question 15: What does it mean to become financially independent?

Financial independence means having the wherewithal to say to yourself, “If I wanted to, I could quit my job today and live comfortably off my investments for the rest of my life.” If you do the right things, this goal is very obtainable.

However, according to the Social Security Administration, most Americans retire on less than $20,000 a year. These are people just like you, who worked hard all of their lives. The facts are that although most people know how to make money, they either lack the discipline or don’t know how to save and invest their money.

Question 16: What are the basic steps one must take to become financially independent?

To become financially independent, you must consistently save and invest your money. You need a savings plan that’s flexible, but firm, and most important, something you can stick to. Your first challenge will be to get control over your spending habits and establish a monthly budget for everything you buy. If you can start saving on even the little things, it will add up to big dollars over a relatively short period of time. Here are some steps for you to take:

[image: Il_9781598692105_0011_001] Make up a “savings bill.” When it comes time to pay the bills, make sure it’s the first bill that gets paid, in the form of a deposit to your savings account. That way, adding money to your savings becomes a top priority.

[image: Il_9781598692105_0011_001] After you pay off all your bills and discover that you have some money left over, make another deposit to your savings account. 

[image: Il_9781598692105_0011_001] Find out if your employer’s payroll system allows you to make direct deposits into a savings account. If it does, sign up for the program today; in a short period of time, you won’t even miss the money that’s deducted from your paycheck. 

[image: Il_9781598692105_0011_001] When you get unexpected money (e.g., a gift, a bonus, tax refunds), deposit it into your savings account so you won’t use it to buy something you don’t need.

[image: Il_9781598692105_0011_001] Pay off your home mortgage faster by sending your payment coupons in early along with an extra payment. This is a wise financial move because you will be charged less interest due to the shortening of your overall home loan.
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