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INTRODUCTION





Some people know exactly what they want to do with their lives, even if it’s just a dream—perhaps it’s to be an astronaut, a fireman, or president of the United States. Growing up, I wanted to be a center fielder for the New York Yankees. Since the center fielder position was taken, I decided to focus on other things. I can’t sit here and tell you that I had every intention of helping people focus on their transition to retirement, from accumulating assets to learning how to distribute those assets over thirty years or more, but here I am.


I liked math and science, and, even at a young age, I was really good at listening patiently, getting my point across in conversation, and helping people. I was also a camp counselor in high school. While my mom, who taught second grade, thought those traits and experiences would make me a good teacher as well, I knew that I would never make my fortune in that field. Instead, I entered the mechanical engineering program at Villanova University, following more in my dad’s footsteps. He was a chemical engineer and one of the smartest people I have ever known. However, I struggled through that program for two years before switching to business administration with a focus on finance and financial markets.


After graduating from college, I wasn’t too particular about what job I wanted to take, so I ended up working at an insurance company with a tyrannical leader and a terrible culture. On my first day on the job, I saw the woman who had hired me exit the boss’s office in tears and then leave for the day, only to return the next day as if nothing had happened. It was utter chaos, and I knew I wasn’t going to last long there.


Three weeks later, a man named Roger called me. He had received one of the dozens of résumés I had sent when answering job ads in The New York Times (this was before internet job searching). The job was to be a stock options trader. I didn’t know if I had a real chance but was excited to be going to the New York Stock Exchange for an interview. During the interview, Roger asked me a few questions about my background and explained that the job started as a clerk with training in options trading, and, if I did well, then I would ultimately become an actual options trader.


When Roger pulled a second person into the interview, it turned into a series of odd, rapid-fire questions, such as, “What is the distance from Earth to the moon?” No way was I going to answer, “I have no idea,” so I started doing the math in my head. I figured light travels at around two hundred thousand miles per second, and it takes about eight seconds for light to travel from the moon to Earth. Taking that total, 1.6 million, and adjusting for numbers I had rounded, I answered, “The distance is 1.4 million miles.” My answer was way off—it takes about 1.3 seconds for light to travel from Earth to the moon, a distance of 238,855 miles. It turned out that they didn’t really care whether I knew the answer; they were only interested in whether I could use logic to come up with an answer and whether I could divide in sixteenths and then translate that into decimals. Those were the skills needed on the stock exchange.


I passed the first interview and then was taken to the balcony above the trading floor, where Roger left me with Charlie, the company owner. Charlie very briefly talked about the job and then asked one question: “Yankees or Mets?” For an instant, my dreams of being a center fielder came back, and I wondered if there would be less pressure on the baseball field than in this interview. Knowing the intense rivalry between the two teams and their fans, I had a sinking feeling that the answer to my question would make all the difference in landing the job.


Fortunately, before I could speak, a man next to Charlie laughingly commented about how much of a pain Charlie was. They were just having fun at my expense, and Charlie was using this as an opportunity to see how I behaved under pressure (It was working!). The man then told me to ignore Charlie and his antics, shook my hand, and walked away, saying, “The fact that you’re even talking to him means you’re about to get the job. Congratulations.” Charlie confirmed that they would be happy to have me as their newest options trading clerk on the floor in Philadelphia.


In that role, I learned a lot about the markets and how they work. It was the first of several different positions with different firms until I became an independent options trader. Options traders often move between firms as opportunities to trade different equities become available. Moving firms has less to do with the company and its benefits and more to do with the earnings potential of being the lead market maker in a particular set of equity options.


In 2005, my financial backer decided he would rather race cars than work as an options trader, leaving me to look for yet another job. I found another financial backer to support me as an independent trader, but the options industry was changing with the introduction of multiple listings of options, rather than each exchange having its own equity option books. Plus, the introduction of black box trading systems by the big boys such as Goldman Sachs and Morgan Stanley meant that they had much more inside information than little individual market makers like me, which was something I wasn’t particularly interested in combatting. My time of trading equity index options and proprietary index options came to an end. After that, I became a minority partner in a firm helping institutional investment managers organize data and write requests for proposals. That time in my life helped me learn more about the institutional investment side of the financial world. After many years, this company closed as well, and I found myself without full-time employment once again because of the decisions of others.


That was enough for me. I had reached a point in my career where I didn’t want to work for someone else—for them to have such a say in my future. I didn’t really enjoy institutional investing any longer, and I began to realize I could take what I had learned so far and help people avoid what had happened to my grandmother.


When her husband (my grandfather) died unexpectedly, she was forced to move back in with her mother. Without a pension, insurance, or other similar protections, my grandmother had no other choice than to go home to a one-bedroom, one-sink apartment in the shadow of the Empire State Building and raise her child (my mother) in that small space. Mae, my grandmother, had to go into the workforce that offered few protections for single/widowed mothers in the early 1940s. She had to work hard just to make ends meet. And she was one of the lucky ones because her mother was available to help her land on her feet and raise my mother.


Ultimately, my grandmother was able to stop working and live with my mother and our family. Growing up, I loved the fact that Grandma lived upstairs. She played with us and baked cookies for us. When I was older, I realized that her financial situation had been precarious her entire life. And because of her situation, my grandmother always urged my mother to take advantage of every opportunity available—education, pension, retirement accounts, employer matching in 401(k) accounts, being part of a union—to ensure she had a more secure future. This encouragement proved to be the best advice she could have passed on. My mother took advantage of retirement planning because of my grandmother’s encouragement and from seeing how much Grandma struggled daily. Perhaps my grandmother’s financial retirement situation was not the best planned, but she sure knew how to ensure my mother would not have the same financial worries she had growing up. This ultimately helped my grandmother, my mother, and even me.


So, with my grandmother in mind, I decided to switch to a career in retirement planning. A friend of mine suggested that I talk to Jerry Poole, a financial advisor whom he and his father had worked with. I met Jerry at the restaurant where he had breakfast while reading The New York Times five days a week. I wanted to learn about how to break into the industry, so I was glad to have someone to talk to, but as I got up to leave, Jerry asked me to have breakfast with him again the next day. That’s when he told me he was looking for someone he could trust to be there for his clients after he was no longer able to work full time. He was trying to find a way to transition his clients into a good situation.


I went home and thought about it, and I ultimately decided that God had placed Jerry in my life for a reason. We set up a partnership, Poole Locke Associates, LLC, and I began studying for the exams to obtain the necessary licenses from the United States Securities and Exchange Commission (SEC)—I passed all of them on my first attempt.


Today, I am SEC Series 65 licensed, and I manage all discretionary accounts for my clients through Sound Income Strategies, LLC, an SEC-registered investment advisor firm with more than $3 billion in assets under management. I work with an enormous team at Sound Income Strategies who are true professionals in researching the best income-producing investments on the market.


My role at Sound Income Strategies is to help people who are near or in retirement to understand what their investments are, how much income their investments are producing, how much risk they’re taking versus the risk they want to take, and that there’s a right way and a wrong way to generate income in retirement. In short, I teach people.


I wrote this book to reach people who are about ten years from retirement or who are just beginning retirement. They have $100,000 to $5 million to invest and are concerned about things such as Social Security, taxes, required minimum distributions (RMDs), and more, and they are looking to improve their retirement situation. With the information in this book, I want to teach people how to transition from accumulating assets throughout their lives to a situation where they can set those assets up to distribute income for the rest of their lives. In retirement, the strategies that worked so well helping you accumulate assets could potentially backfire badly when used to distribute assets. Knowing how to transition will give you the peace of mind of knowing your assets will last longer than you! How do I help people make this transition? It all starts with the Retirement Risk Report (RRR) process. I will reference my RRR process many times throughout this book. Walking through the details of an RRR helps educate people about where the pitfalls in an existing plan might manifest and begins the conversation about how transitioning to investing for your phase in life allows for change.


So, in the end, as it turns out, my mother was correct. I am a teacher. Maybe not the same kind of teacher she thought I would be—rather than teaching basic math to six-, seven-, and eight-year-olds, I am teaching sixty-, seventy-, and eighty-year-olds about how to invest for income. That’s something they don’t teach in school. Thanks, Mom, for always pushing me to a place where I can flourish, a place where I help people realize that it’s not about how much money you die with, but how you’re living your life.




 




CHAPTER 1





TR = I + G—the Answer to Every Problem


Recently, I started working with a new client whose entire retirement portfolio was in cash because the last time he committed to investing, he placed all his money in the stock market. That was September 10, 2001. The next day, after the attacks on the World Trade Center, the stock market closed for the rest of the week, wrecking his plans. After that, he vowed that he would build his retirement fund solely on the amount of cash he could save, ignoring the long-term growth that smart investing could have helped him achieve. If he had worked with a financial advisor all that time instead, he would be far better off with a plan based on growth. Even if his plan had included growth, however, now that he is just a few years from retirement, he needs something different.


If you are like my client and racing toward retirement but don’t want to trust your luck, then you can eliminate the luck factor by understanding this one equation: TR = I + G.


Total Return = Income (dividends/interest) + Growth


If you remember only one thing after reading this book, let it be this equation: TR = I + G. But why is it so important?


Well, during your accumulation years (you will often hear this called the accumulation phase), those years when you were working and making an income and building your retirement portfolio, you just wanted to make money on your money. All that time, you just wanted to get more total return (TR), and it didn’t matter whether it came from G (growth) or I (income). But when you’re nearing retirement (this will be referenced as the distribution phase), that focus must change. You need to transition from accumulating wealth to understanding how the wealth you’ve accumulated can bring you an income. That’s where TR = I + G comes in. It’s the answer to having a renewable resource, no matter the market conditions. It is the answer to a stress-free retirement.


As you approach retirement, how you invest is all-important. Most people think that if they put their money in the stock market and the market goes up, then those returns mean they will have more money to spend. But it doesn’t have to be that way in order to have income when you reach retirement. You can also put money into the market and it can go down, but you can still spend the same amount of money—as long as you understand that what you are spending is the income. If you are investing for income, then it doesn’t matter what happens in the stock market.


Today, the average person can expect to enjoy twenty or thirty years of retirement. If you take income from your principal during that time, then you’ll find yourself with less and less money in your portfolio generating income—the interest you need for income. In other words, if you continue to invest solely for total return, your plan may backfire. But if your portfolio is structured to generate income from interest and dividends, then your principal can stay intact until you need it later, for inflation, healthcare, leaving a legacy to others—or just for the peace of mind of knowing that you aren’t going to run out of money.


Investing for Income—the Sure Bet


The total return on your investment comes from two different pieces: income in the form of interest and dividends and return from growth, otherwise known as appreciation. Return from growth is what everyone gets excited about. When people think about investing, they look for investments that they think will skyrocket overnight; they buy a stock today for $100, thinking that tomorrow it will be worth $1,000. While income from interest and dividends is less exciting, it’s far more predictable. Who cares about minuscule dividends or a small interest payment, you say? Well, my team and I at Sound Income Strategies do. If you want a stress-free retirement, you will care too.


It’s like betting at the racetrack: When the long shot wins, everyone screams with excitement. Everyone thinks that the winner was smart about their bet. But they weren’t smarter; they were just lucky—and just for that one race; they’re not showing you the tickets for all the races they lost. So while G stands for growth, G can also stand for gambling, because investing for growth can be a win-or-lose strategy. But you know what isn’t a lose strategy? Investing for income—that’s the more secure bet. Sure, we all want our assets to grow. In fact, we actually need them to grow to keep up with things such as inflation and the cost of living. But at the end of the day, the only thing that matters in retirement is how much we get paid and how much income we get from our investments.



OEBPS/html/docimages/imgtitle.jpg
James F. Locke

A New View
of Retirement

Transforming
Investment
Strategies
from Growth

to Income

#vantage | Books






OEBPS/html/docimages/cover_ader.jpg
| James F. Locke

A New View '

of Retirement [

Transforming
Investment
Strategies
from Growth AN

to Income

_






OEBPS/html/page-template.xpgt
 

   
    
		 
    
  
     
		 
		 
    

     
		 
    

     
		 
		 
    

     
		 
    

     
		 
		 
    

     
         
             
             
             
             
             
             
        
    

  

   
     
  





