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INTRODUCTION

If the word “retirement” makes you nervous, this is the book for you. Millions are concerned about retirement prospects. Many are worried about savings, about Social Security, and about rising healthcare costs.

The good news is that there a lot of things you can do to give yourself a more financially secure retirement. Once you figure out the kind of retirement you want, you can make a plan for it and start putting that plan into action.

What retirement really means is deciding what you want to do when you’re ready to leave your full-time job. It means having the freedom to decide whether you want to work part time, go to school, travel, or just to kick back and relax. In order to achieve that freedom, you need to have enough cash to cover your expenses. Building up the biggest nest egg you possibly can gives you the most security and flexibility—and it’s easier to do than you realize.

Throughout Retirement 101, you’ll find things to do that will put you on firm financial ground for your retirement. You’ll learn how to reduce and eventually eliminate debt. You’ll plan how Social Security and savings fit into your ongoing financial picture. You’ll find out how to manage your medical expenses while staying within your household budget.

Whether you’re just starting to work on setting your retirement goals or are on the verge of wrapping up your career and leaving your job for good, this book will show you how to find and manage the money to fund your retirement. If you follow the recommendations in this book, you’ll be able to set realistic retirement goals and meet them.

Taking action today and making a few simple changes can give you a more financially stable retirement. No matter your age, retirement goals, or the state of your finances, you’ll be able to make a plan to get where you want to go. You’ll start by assessing where you’re at right now and then using that information to set a course for your goals. And this book will serve as a guidepost along the way.






Chapter 1 What Is Retirement?


Ask twenty people what retirement means, and you’ll get twenty different answers, but you’ll also hear some common themes. Retirement is about freedom and flexibility. It’s defined by being able to stop trading time for money, but it doesn’t mean you can’t work if you want to. Retirement puts you in charge of your time. That’s where retirement savings come in: To fund that phase of your life, you need to have access to a secure money supply.






THE TRUTH ABOUT “AVERAGE” RETIREMENT SAVINGS

Average Is Not the Goal



If you’re trying to figure out if your retirement savings are “on track,” you may have searched online to see what other people in your age group have saved. That information seems valuable after all—it gives you something to compare your savings with. But the “average” is not a good yardstick for a variety of reasons, not the least of which is that most Americans have underfunded their retirement accounts.

NOT REALLY AVERAGE

“Average” retirement savings calculations run into some pretty big snags, which is why they can look vastly different. For one thing, outliers (like supersavers or undersavers) can skew the numbers. Some averages include people who have no retirement savings at all, which also slants the results.

The other big factor: In general, we aren’t saving enough. So using average savings as your benchmark could leave you with an underfunded retirement nest egg. Don’t use the average as a goal. Consider it a measure that you want to surpass.

Average versus Median

Average retirement savings are calculated by adding up a specific number of account balances, then dividing that total dollar value by the count. For example, if a survey was looking for the average of 500 retirement accounts, it would total all their balances and then divide that sum by 500. If even one person had a balance that was very different than the others, it would knock the average out of line.

Looking at median savings may give a truer but still imperfect picture. The median offers the value that lies square in the middle, without any calculation. So if a survey looks at five hundred retirement accounts, and lists them from smallest to biggest, the median would be whichever account balance landed in the middle. With retirement savings, the average is always greater than the median, often two or three times as much as the median savings.

It Matters Where the Money Is

Average retirement savings numbers also overlook some very big questions, such as:


	Will the money be taxed in retirement?

	What will be the impact of account maintenance and investing fees?

	Will the money be invested and how?



Why does all that matter? Those three factors can each have a big impact on the future value of retirement savings, and the effect of all three combined can be monumental. For example, $50,000 in a Roth IRA that’s invested in low-fee exchange-traded funds (ETFs) will be worth substantially more in retirement than $50,000 in a 401(k) that’s invested in high-cost target date mutual funds (more on target date funds in Chapter 3). Roth IRA withdrawals are tax-free, while 401(k) withdrawals are subject to income taxes; that difference alone could change the true account value by tens of thousands of dollars at retirement time. High account maintenance fees and fund expenses eat away at earnings, reducing the compounding power of a portfolio. All in all, two retirement accounts with the same balance may not be equal.

A LOOK AT THE NUMBERS AND WHAT THEY MEAN

Even though “average retirement savings” numbers have limited usefulness and lots of flaws, they offer some insights into how Americans are preparing for the future. Different surveys will show different results, so if you’re taking a look at the numbers, find out what’s behind them (for example, a survey of 1,500 people gives a better picture than a survey of 75 people).

Baby Boomers

Baby boomers (people born between 1946 and 1964) are the closest generation to retirement age, but most are planning to keep working long past age sixty-five. Since defined contribution plans, like 401(k)s, showed up when most baby boomers were already well along in their careers, they didn’t have the opportunity to start saving for retirement from the get-go. As a group, they started saving in earnest at around age thirty-five, giving them a shorter time frame for retirement savings to grow. Most (78 percent) are currently stashing money in retirement plans. Here’s what their numbers look like:


	Median household retirement savings: $152,000

	Median retirement savings contribution rate: 10 percent of salary

	Proportion with no retirement savings: 9 percent

	
Proportion with less than $50,000 saved: 16 percent

	Proportion with $250,000 or more saved: 39 percent



A Retirement Resource

The Transamerica Center for Retirement Studies offers one of the most detailed looks inside retirement in the US. All the numbers in this section are pulled from their 2018 report.

Generation X

Members of Generation X (born between 1965 and 1978) hit the workforce right around the same time that 401(k) plans appeared on the scene. They were really the first generation to have access to those plans for most of their careers, and most of them took full advantage. As financial setbacks hit, though, many used their retirement funds as backup savings, taking loans and early withdrawals to deal with current financial issues. That left many Gen X workers feeling insecure about their retirement nest eggs and struggling to catch up. Here’s what their numbers look like:


	Median household retirement savings: $66,000

	Median retirement savings contribution rate: 8 percent of salary

	Proportion with no retirement savings: 10 percent

	Proportion with less than $50,000 saved: 27 percent

	Proportion with $250,000 or more saved: 24 percent



Millennials

Born between 1979 and 2000, Millennials take a more DIY approach to retirement. Most are starting out strong by participating in employer-sponsored retirement plans or creating their own. They take a very active approach to retirement planning and saving, and soak up information on what they can do to secure their financial futures. Here’s what their numbers look like:


	Median household retirement savings: $23,000

	Median retirement savings contribution rate: 10 percent of salary

	Proportion with no retirement savings: 13 percent

	Proportion with less than $50,000 saved: 37 percent

	Proportion with $250,000 or more saved: 12 percent






WHAT DOES RETIREMENT LOOK LIKE?

A Glimpse of the Future



For most of us, retirement will last for twenty or thirty years. During that time, we’ll move through three distinct phases. While the timing may be different (depending on things like your physical health and financial security), these stages are common to virtually everyone. Each phase calls for different financial moves and mindsets along with budget adjustments.

PHASE 1: JUST RETIRED

When you first retire (usually somewhere between ages sixty-two and seventy), your budget will undergo some notable changes. You’ll have to adjust to the sudden lack of a steady paycheck, and make sure you take the steps necessary to be able to cover your monthly expenses. During this phase (depending on your age), you’ll probably apply for Social Security and Medicare. As you get used to the changes in your immediate financial situation, you’ll be able to craft your actual retirement budget (and see how close your estimates were) to make sure that you have what you need now without sabotaging your future needs.

Dramatic Shift in Income

On the income side, you’ll stop getting regular paychecks from an employer (unless you have a pension plan). Depending on your age and available funds, you may apply for Social Security retirement benefits (details on how and when to do that are in Chapter 6). If you’re at least age fifty-nine-and-a-half, you’ll be able to start withdrawing funds from your retirement accounts without facing any tax penalties. You’ll develop a withdrawal strategy and coordinate the timing of your incoming cash to make sure it meets your cash outflow needs.

Another big change: Once you stop getting a paycheck, you also stop prepaying federal and state (and maybe local) income taxes, which used to be taken out of your pay by your employer. Now, you will be responsible for making quarterly estimated tax payments to make up for that. Failing to make the payments, or not paying enough, could result in big tax penalties.

Loss of Employer Health Coverage

Another big change: You’ll need to handle your own (and probably your family’s) healthcare coverage. If you (and your spouse) are at least sixty-five years old, you can sign up for Medicare coverage. Otherwise, you’ll need to self-fund your medical care, use COBRA coverage from your former employer (if it’s available), or buy a plan on the healthcare marketplace.

COBRA (Consolidated Omnibus Budget Reconciliation Act)

If you’ve had health insurance through an employer, you may be able to get continued coverage with the same plan under the COBRA law. That coverage can last for up to eighteen months. You will be fully responsible for paying the premiums (which may be extremely expensive) but you will have the same exact health insurance you did before.


Spending

A lot of people move into this phase by traveling, taking up new hobbies, and spending money on things they’ve always wanted while they can enjoy them. The sudden surge of free time along with the realization that they’re as young and healthy as they’re ever going to be can set off spending sprees. There’s nothing wrong with that as long as it’s done with a plan and doesn’t come at the expense of future financial security. This is also a time when many people consider relocating to live in lower-cost areas or to be closer to family.

PHASE 2: IN THE MIDDLE

Once you’re in full-swing retirement (usually between ages seventy and seventy-eight), you’ll be more used to managing your cash flows (both in and out). It’s a time to take a critical look at your portfolio and revisit your asset allocation, the principle of investing in different types of assets (such as stocks, bonds, and real estate). During this phase, many people start to reduce their Phase 1 activities—they’ve traveled everywhere they wanted to go, for example. They may also start having new health concerns. These two factors can lead to a big shift in monthly expenses: Lower activity levels will reduce costs, while increasing healthcare needs will bring on different costs. In addition to some financial adjustments, this is the time to craft your estate plan and update (or put in place) legal documents.

Shifts in Cash Flow

    This phase of retirement involves some “musts.” You must start taking Social Security retirement benefits by age seventy. When you reach age seventy-and-a-half, you’ll have to start taking required minimum distributions (RMDs) from some (or all) of your retirement accounts (excluding Roth IRAs). (You can find more information about RMDs in Chapter 5.)

It also often involves changes in the way you spend money. It’s a more laid-back phase, where travel might be limited to visiting family, and activities take place closer to home. That can free up some money in your budget, allowing you to withdraw less cash (but not less than your RMDs) from your retirement nest egg.

Get Your Documents in Order

If you don’t already have a will and other estate-planning documents in place, or if you haven’t reviewed them in the past few years, this is the time to care of that. Get your estate plan in order to make sure that your assets are handled the way you want them to be once you pass away. While you’re still of sound mind, designate a financial power of attorney to manage your money if you become unable to do it yourself. You’ll also want to give someone your healthcare power of attorney to make medical decisions on your behalf if you need them to.

Power of Attorney

Granting someone “power of attorney” (POA) gives them the authority to act as you in specific situations. The powers include making decisions on your behalf, which may involve accessing all of your money and assets. That’s why it’s imperative that you only give a POA to someone you can trust 100 percent. While you’re able to communicate, you can revoke a POA at any time.


PHASE 3: THE LATER YEARS

The later years of retirement may be marked by dramatic changes in your health and living situation. Medical spending tends to be the highest during this phase, and may put a significant strain on your budget.

Managing Medical Expenses

If you haven’t had significant health issues before, you may not have paid too much attention to your Medicare plans. You can change that now, and find the right combination of Medicare coverage to meet your healthcare needs without depleting your nest egg. This may also be the time when you start to use long-term care insurance coverage (more on this critical topic in Chapter 5), if you need to move into an assisted living facility or require a home health aide. Finally, if you have any funds remaining in a health savings account (HSA), you can use them without increasing your tax bill at all.

Adding Financial Security

At this point in your retirement, it’s best to focus your portfolio solely on preservation and income production. Reducing (even removing) risk will lower your investment returns, but it will also protect your nest egg from stock market losses and economy shocks. Shifting out of the stock market and into more stable investments like bonds will add another layer of financial security.

    Another option: buying an immediate, fixed annuity. These are bare-bones annuities that act like pensions, supplying guaranteed periodic payments for life. You can choose from a variety of timelines (such as ten-year minimum, joint life for you and your spouse, or your lifespan) that fit your situation. (You can learn more about annuities in Chapter 8.)




DIFFERENT TAKES BY GENERATION

Baby Boomers, Millennials, and Gen-Xers



Retirement account balances aren’t the only things that differ greatly based on generation. Different ages groups also have substantially different takes on almost every facet of retirement, from how long they plan to work, to how much they save, to how they describe retirement. Expectations are shifting dramatically as lifespan increases, as work trends toward self-employment and short-term gigs, and as drama surrounding potentially drastic changes to Social Security benefits increases. Not surprisingly, each generation has a different take on the many factors involved in retirement.

BABY BOOMERS

Known as the “trailblazer generation,” baby boomers are creating their own rules for retirement, and are very much looking forward to it. Their savings took a beating during the devastating economic slump of the late 2000s, and they’re still recovering. Most of them (around 63 percent) plan on working at their current jobs longer than originally expected, but they haven’t figured out what they’ll do if that doesn’t work out, and they’re forced to retire earlier.

Staying in the Work Force

The majority of baby boomers (69 percent) plan to (or are already) working beyond age sixty-five, mainly due to financial concerns. Their vision includes taking a wading-in approach to retirement, where they’ll start to work fewer hours or work in a different, less demanding capacity than their current full-time jobs. Many focus on learning new skills to improve their workplace value and boost their chances of finding work past age sixty-five.

Plus, about 26 percent of baby boomers say their ideal retirements include some form of work, whether that’s going further in their current careers, switching tracks toward an “encore” career, or starting their own companies.

For Fun

Outside of continuing work, baby boomers plan to enjoy active retirements. Their top-rated retirement dreams include:


	Traveling

	Spending time with family and friends

	Pursuing hobbies

	Volunteering



To that end, baby boomers are very focused on health, and consistently take part in health-related activities like exercise, eating healthfully, and managing stress.

Common Fears

Despite different views on retirement, some fears are common across the generations. The biggest fears include financial insecurity, outliving their money, declining health (especially cognitive decline), and social isolation.


GENERATION X

Despite the fact that 77 percent of Gen-Xers are actively saving for retirement, as a group they don’t feel confident that they’ll have enough money to support themselves once they retire. In fact, fewer than 15 percent feel “very confident” that they’ll be able to retire completely and live comfortably. Many have a dim view of retirement, and associate it with ill health and severe budget cuts. Luckily, this generation still has some time on their side to build up bigger nest eggs and greater financial security.

Trying to Catch Up

The Great Recession derailed members of Generation X just as they were finally feeling flush. The sudden drop in portfolio and home values took a huge toll on their financial situations. That’s why it’s not surprising that a large proportion (more than 30 percent) of Gen-Xers have pulled money out of their retirement savings, leaving a gaping hole in their future finances. In fact, 25 percent of Gen X members have less than $5,000 in retirement savings.

This generation also struggles with debt (some still lingering from the recession), mainly in the form of large credit card balances. On top of all that, about a third of Gen-Xers are caring for their parents or other older family members, right as their children are hitting college age.

Despite these setbacks, many Gen-Xers are ramping up savings both inside and outside of employer plans to help fund their retirement dreams, even if it will take them a little longer to get there.

More Than a Paycheck

Most Gen-Xers plan on working through retirement in one way or another. While income is a key factor in that choice, it’s not the only one. Many feel that continued work will keep them mentally and socially active. Rather than taking a traditional view of retirement, they plan to incorporate work into their lives for as long as possible.

Outside of work, most members of Generation X hope to travel during their retirement. Many also plan to pursue new hobbies and spend more time doing the things they love. Their work/life balance will gradually shift toward more life and less work.

Working Without a Plan

Having a thorough, written plan is a key component of building a sufficient retirement nest egg. Most members of Generation X don’t have such a plan in place; in fact, only about 14 percent report having written strategic retirement plans.

MILLENNIALS

Millennials are taking a proactive approach to retirement savings, which puts them in a great position to retire with substantial nest eggs. They expect to live long (age 100 or older) and support themselves, as most don’t trust that Social Security will be around by the time they retire. While they are getting an early start, most don’t feel confident about making the right investment choices to reach their retirement goals.

Dancing with Debt

Among the three generations, millennials have more debt. This makes sense because they’ve been in the workforce for less time, they’ve amassed more credit card debt, and they haven’t had as much time to pay off student loans. Unfortunately, many (around 36 percent) have turned to 401(k) loans to pay down debt, which can take a long-term toll on retirement savings.

Taking Advantage of Information

Most millennials take a DIY approach to retirement, using technology to automate, track, and revise their contributions. They’re also hungry for advice on how to reach their retirement goals, from making realistic estimates about future needs to developing the most productive portfolios. Approximately 72 percent feel like “they don’t know as much as they should” about managing their retirement funds. Nearly 40 percent turn to professional financial advisors, according to the Transamerica Center for Retirement Studies.

Strong Savers

That Transamerica report also reveals that 71 percent of millennials already contribute to retirement plans, both inside and outside of the workplace. On average, they put 10 percent of their salaries into those plans. Already, about 12 percent of millennials have built up retirement savings of at least $250,000.




FUTURE CHANGES AND CHALLENGES

Gaze Into My Crystal Ball



From insecurity about Social Security to rapidly changing technologies, the future holds many uncertainties and prospects for retirees. Some of these seem fairly predictable, so you can plan around them, like making sure you won’t have to rely on Social Security to pay the rent. Others you might never see coming, like a robot butler serving your morning coffee with a side of portfolio adjustment. The key to weathering any of these future surprises is a solid nest egg and flexible planning; armed with those, you’ll be able to adapt to whatever the future brings.

POTENTIAL CHANGES TO SOCIAL SECURITY AND MEDICARE

No matter how you look at it, the Social Security and Medicare programs are both in precarious financial positions. Potential solutions almost always involve cutting benefits in one way or another along with FICA (payroll) tax hikes. That means you could be paying in more during your working years, and receiving less (or later) money after you retire—not an ideal situation.

Social Security Alone Won’t Cover It

With the Social Security trust fund set to run out of money sometime in the mid-2030s (possibly as soon as 2034), changes to the system are inevitable. Possible fixes to the system include raising the full retirement age, reducing retirement benefits, and increasing Social Security taxes. The most likely of those is a cut in benefits, which would pay future retirees around 75 percent of what they’d get today.

Since nearly one-third of workers expect Social Security to be their primary source of income in retirement, those cuts could be devastating. Considering that the average full monthly Social Security retirement benefit ($1,461 in 2019) can barely cover monthly living expenses as it is, potential cuts shift even more burden onto us. That said, Social Security benefits will remain a reliable source of income for retirees for decades to come—it just won’t provide enough to live on.

Medicare Modifications

According to the Centers for Medicare and Medicaid Services (CMS at www.cms.gov), Medicare covers nearly 60 million beneficiaries and spends around $741 billion (as of 2018), more than it collects in income. Based on those numbers, the trustees estimate the Medicare trust fund will run dry by 2026. Between recent tax changes, a growing proportion of older adults, and skyrocketing healthcare costs, the system may need to make some drastic modifications to stay afloat.

The Impact on Care and Costs

While some proposed changes to Medicare seem to aim at reducing waste and fraud, they could impact quality of patient care and limit care choices. Future retirees also face the possibility of increased Medicare premiums, deductibles, and copays, which could add substantially to their healthcare costs.


TAKING ADVANTAGE OF FUTURE TECH

Driverless cars, smart homes, and biometrics are among the many new developing technologies that will affect both retirement and retirement savings. From wearable monitors that track your health 24/7 to robot pets that offer companionship and anxiety reduction (but never pee on the floor), new products geared toward seniors are hitting the market in record numbers. Two of the biggest trends (smart homes and robo-advisors) already make life easier for millions of people.

Personalized Homes

Retirement often comes with downsizing, especially when it comes to living quarters. Not only will retirees’ homes be smaller, they’ll also cater to your specific needs. Flexible rooms and furnishings will make it easier to age in place; for example, shifting walls or shelving will let you easily transition should a wheelchair become necessary.

More Sensitive Robo-Advisors

Robo-advisors completely automate the investing process. These online programs use complex algorithms to optimize investment portfolios. Already millions of people use robo-advisors to manage and rebalance their portfolios every day. As the technology gets more sophisticated, it may become more predictive, giving you a better chance of avoiding losses. Robo-advisors may begin to more actively manage portfolios with up-to-the-nanosecond access to market activity. Straightforward investing platforms may morph into sophisticated retirement planning and wealth management strategies. For people who embrace the robo-style, saving and investing for retirement could take nothing more than answering a few questions once a year.




Chapter 2 When Can You Afford to Retire?


Will you be able to retire by age sixty-five or be stuck working past age seventy? There’s not a simple answer to that question; in fact, there are multiple answers. Two people with the exact same amount of retirement savings today could achieve financial independence years or even decades apart. A multitude of factors affect your answer to that question, from your investment choices to your monthly expenses to physical health. When you know which factors matter more and how to adjust them in your favor, you’ll have more control over your retirement age.






PLAN FOR RETIREMENT AT ANY AGE

Are You On Track?



It’s frustrating trying to figure out whether or not you’re on track for a financially comfortable retirement. With so many different models you could use and dozens of variables to consider, it’s easy to get overwhelmed and put it off. The truth is, it’s not as difficult or discouraging as it seems—but it does involve a chunk of time and a little math. Then, you’ll do some periodic quick checks to make sure you stay on the right track.

KNOW YOUR LIFE EXPECTANCY

One of the biggest question surrounding retirement savings is “How long do I need the money to last?” Unfortunately, there’s no definitive answer, but there are specific factors you can take into account to come up with a realistic estimate. That expected longevity will play an important part in your retirement plan projections. It will affect how much money you need overall, your safe withdrawal rate, and the best way to structure your retirement portfolio.

Start with the Average

According to the Centers for Disease Control and Prevention (CDC), the average overall life expectancy in the US is 78.6 years. That number changes a little when you break it out by gender: The average lifespan for men is 76.1 and for women is 81.1.

The numbers still look different if you look at life expectancy after age sixty-five. Overall, that number is 19.5 years; so someone who’s sixty-five now can expect to live until age eighty-four and a half. Gender makes a difference here too. Women age sixty-five and older have a life expectancy of 20.6 years, and men can expect an average 18.1 additional years.

Try a Life Expectancy Calculator

There are dozens of life expectancy calculators online that will give you a more tailored response than the CDC averages. They tend to ask a lot of the same questions (current age, blood pressure, exercise, smoking, etc.) but each has their own little twist. Since they’re free, you can try as many as you want to get a more complete picture of your life expectancy.

Here are some calculators (usually located in the “tools” menu) that aren’t super invasive and don’t make you hand over your email address:


	How Long Will I Live? by Blueprint Income (www.blueprintincome.com)

	Life Expectancy Calculator by Bankrate (www.bankrate.com)

	Life Span Calculator by Northwestern Mutual Life Insurance Company (www.northwesternmutual.com)

	Life Expectancy Calculator by John Hancock Life Insurance Company (www.johnhancockinsurance.com)



KNOW YOUR NEST EGG TARGET

You’ll hear numbers like $500,000 or $1,000,000 thrown around a lot in the retirement planning world. Instead of going with guesswork, take some time to come up with a number that works for your personal situation. A whole host of variables will factor into your retirement needs, from where you’ll live, to whether you’re supporting your children or parents, to the general state of your health. Figuring out your target nest egg will take a little time and some math. Once you have that, you can create a savings and investment plan that will get you there in plenty of time.

Make a Written Plan

Most people don’t have written retirement plans, and that can make it harder to keep retirement savings on track. Putting a plan in writing does the following:


	Clarifies your goals and expectations

	Lets you know when you hit benchmarks

	Forces you to think about potential obstacles

	Involves some tax and estate planning

	Helps you refine your investment strategies

	Lets you come up with backup plans before you need them



If you’re not sure how to put all this together, think about consulting a fee-based financial advisor. They can help you create a flexible plan with a realistic retirement savings goal.

Set Your Target

To set your target nest egg, think about how much money you’ll need to spend every year in retirement. Your expenses may be pretty close to the same or dramatically different (if you move to a different area, for example). Either way, you’ll need enough money to cover taxes and your basic known living expenses: housing, food, transportation, healthcare premiums, etc. Plus, you’ll need money available to cover the fun stuff like dining out, travel, and entertainment. Adding all of that together will give you a rough idea of the annual “salary” you’ll need in retirement. Take that result and multiply it by 25 or 30 (years) to come up with a baseline estimate of the money you’ll need to stockpile in order to afford a comfortable retirement.

Remember, this looks only at the expense side of your equation and doesn’t account for guaranteed income (such as Social Security retirement benefits) or strong investment returns.

Climate Change and Retirement Savings

Climate change appears to have a double-sided direct effect on retirement savings. On one side, younger generations have a more “why bother?” approach to savings, as they expect catastrophic climate consequences in their lifetimes. On the other side, few corporations and investment funds have changed their strategies or outlooks to respond to climate change, leading to inevitable financial losses that will directly impact many people’s retirement nest eggs through plummeting share prices and nonexistent dividends.

Don’t Get Sidetracked by Fear

Many conversations about retirement end up being discussions about fears and concerns. People are afraid they’ll outlive their money and be unable to afford their family’s basic needs. They worry about ending up in long-term care that forces them into bankruptcy. Fear of loss, isolation, declining health, and poverty colors what should be a golden, stress-free (or at least low-stress) time of life. Worrying about trying to save $1,000,000 can be unnerving and make you feel like there’s no point in even trying. That negativity trap can convince you that you’ll never be able to save enough or that a comfortable retirement is hopeless.

Focusing on those scary what-ifs is paralyzing. Try to reframe the conversation to be about what a better retirement would look like. Look at the things you can start doing now to help counter those what-ifs. For example, if your biggest fear is going broke paying for a nursing home, look into long-term care insurance options, or start self-insuring by building up a sizeable HSA (health savings account). Address those fears, and turn them around before they disrupt your dream retirement.




WHEN ARE YOUR SAVINGS ENOUGH?

Are We There Yet?



You can’t tell if you’re saving “enough” if you don’t have a goal in mind. The first step in saving for retirement is figuring out how much money you’ll need. That starts with taking a look at your current budget and lifestyle, and considering which things are likely to change once you retire. Think about whether you’ll be spending more or less money every month, and which expenses might increase. Once you have an idea of your expected spending, shift gears and take a look at your current savings and your retirement time frame. This combination of factors will dictate how much you need to save now and moving forward.

HOW MUCH MORE DO YOU NEED?

Once you know your nest egg goal, you can figure out how much more you need to save. That number starts with a basic retirement budget: your total expected monthly expenses, your guaranteed income (such as existing pensions and Social Security benefits), and the amount you’ll need to make up the coverage difference each month. The total expenses minus the guaranteed income equals the coverage difference.

Say your expected monthly expenses come to $3,500 per month and your guaranteed income sources will be $2,200 (both your and your spouse’s Social Security). The coverage difference will be $1,300 per month, or $15,600 per year. If you plan to be retired for twenty-five years, you would need a total retirement nest egg of at least $390,000 ($15,600 × 25). This super-simplified model doesn’t take into account things like inflation, investment earnings (or losses), taxes, and other variables. But it will give you an idea of what size nest egg you’ll need.

Help from the IRS? Yes!

The US Internal Revenue Service (IRS) has a special program called Tax Counseling for the Elderly (TCE). The program offers free year-round tax counseling and tax return preparation for adults aged sixty and older. These tax preparers specialize in pension and retirement issues, and help you figure out estimated tax payments. Find out more at www.irs.gov.

THE DIFFERENCE BETWEEN INCOME AND CASH FLOW

The terms “income” and “cash flow” are often used interchangeably, especially when talking about retirement. They aren’t the same, though, and that can trip you up. In retirement, cash flow becomes more important than income.

Everyone understands income: money you earn from a job or business, investment earnings (like interest and dividends), Social Security benefits, and so on. Income shows up every year on your tax return, so it’s familiar. Cash flow describes when and how money moves in and out. When you pay expenses, cash is flowing out; when you receive income or take withdrawals from retirement and other accounts, cash is flowing in. Those two numbers are almost never equal.


Retirement Cash Flow Comes from Earnings and Principal

A large part of retirement income isn’t technically income; it’s money pulled from savings that’s a combination of investment earnings (income) and principal (the money you’ve already saved).

When you withdraw principal, it reduces the future earnings (there’s less money available to earn interest or dividends), and that can impact your cash flow (the amount of money available to withdraw). You’ll (typically) need to withdraw more than you earn. By focusing on the amount you’ll need to withdraw every month to cover your expenses, you’ll have a better sense of how to make your retirement nest egg last.

Time Your Cash Flow

In addition to your standard monthly expenses, there may be some big purchases that you know will be coming up. This may include things like a car (which usually needs to be replaced about every ten years or so) or a major home repair. By mapping out those large expenditures on a timeline, you can see when you’ll need the extra cash flow well in advance. For example, if you know you’ll need a new car in seven years, you can invest in a bond or open a CD that will mature in seven years, matching up your cash inflows and outflows.

TAKE ADVANTAGE OF FREE ONLINE CALCULATORS

If you Google “retirement calculators,” you’ll get more hits than you could ever want to go through. These online tools help you do the hard math behind retirement savings and earnings calculations, and they let you know whether you’re on track for a comfortable retirement. They run the gamut from simple snapshots to complex reports, and it’ll be tough to find two that serve up the exact same answers (but they’ll usually be in the same range).
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