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If You Want to Retire Comfortably, It Isn't All
About Investing
Preparing for what happens AFTER you finish building your nest egg and
actually retire may be trickier and more important than all the saving and
investing you did to get there.
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Here’s a little secret, just between you and me.
A lot of people — maybe even most people — can be successful DIYers
through the early years of their investing life. Unless you’re a high earner,
have a high net worth or have some other special planning needs, you
probably can figure out how much you want to contribute and how to
allocate your assets. (If you can’t or don’t want to, you should, by all
means, seek professional guidance — even if it’s only on specific
occasions, or to tap into some good investing advice.)
However, I’m going to warn you: When you’re ready to wrap up the
accumulation phase and move on to preservation and distribution, things
could get a little trickier. OK, a lot trickier. Using a DIY approach may not be
the best choice as the focus shifts from making and saving as much money
as you can to living off that money for decades in retirement.
One of the mistakes I see when prospective clients come to my office —
retirees and pre-retirees alike — is that even when they do go for financial
advice, they don’t necessarily contact a retirement professional. Which
means they usually don’t have a comprehensive retirement plan. They sit
down and tell me they’re pretty happy with their investments because they
had a 7% return the year before. But when I ask them about their income
plan, what they’re doing about taxes and health care, and if they have a
will, they get quiet.
“I guess we never thought much about any of those things,” they say. “Our
adviser just helps us pick stocks.”

So, what they’re telling me is that instead of taking the time to understand
their needs, someone looked at their investments and said he or she could
make them more money. That’s it.
That’s great when you’re young, but not so much when you need to help
safeguard your portfolio from risks in retirement. That’s why you need a
comprehensive financial plan that includes:
1. A solid income plan.
You want to make sure you have reliable income streams in retirement, so
you can cover your expenses. That means maximizing pension and Social
Security benefits for you and your spouse. You also need to know what will
happen to the surviving spouse’s income when one of you dies and the
lower Social Security payment (and possibly that pension) goes away. You
should also consider how your expenses might change over the years, as
your lifestyle changes. Then there’s inflation. The current inflation rate is
2.3%, and though there’s no predicting the future, you can be reasonably
sure that the $100 in your wallet won’t buy nearly as many groceries even
10 years from now.
2. An investment plan.
In retirement, it’s important to reduce the potential for a big loss in your
portfolio. You simply won’t have time to recover the way you did when you
were younger. I like to take a “three-bucket” approach. Using a couple with
$1 million saved, here’s what that looks like:
▪

▪

▪

Bucket One is for safety. Our couple is extremely conservative, so we’ll set
aside $100,000 for their emergency fund.
Bucket Two is for income. Let’s say they need $5,000 a month to cover their
expenses, but their Social Security and pension payments equal only $3,000.
They’ll need to fill that income gap, so we’ll set aside $500,000 in
conservative investments for them to draw from.
Bucket Three is for growth. This bucket should only be created once our
couple is sure their safety and income needs have been met. In this case,
they have $400,000 left to invest for the long term. They can take a little
more risk with this money because they won’t have to touch it until they’re
deep into their retirement. They may have to tap into this at a later date due
inflation on normal necessities, especially health care. Even though they may

be spending $5,000 a month today, the need will increase to $7,500 a month
in 10 years considering an average 3% cost of living adjustment.
3. A tax-efficient plan.
If you have most of your nest egg in a 401(k) or traditional IRA, you need to
remember that you haven’t paid taxes on that money yet — and Uncle Sam
wants his cut. Your goal is to pay him what’s fair, but no more. So, your taxefficient plan might include, for example, taking advantage of the recent tax
reforms, which delivered new brackets, lower rates and a bigger standard
deduction that should be in place until at least Dec. 31, 2025. If you’re older
than 59½ and can take money from your 401(k) without a penalty, this
might be the right time to convert some of that money into a Roth account
and pay taxes on it now instead of later. And if you’re younger than 59½
and have a traditional IRA, you could convert some of the funds in it to a
Roth IRA. Your financial adviser can help you run the numbers and come
up with other smart strategies.
4. A health care plan.
Even those who have an otherwise well-thought-out plan tend to overlook
health care planning. But if you require long-term care, for example, the
cost could be devastating. According to the 2018 Genworth Cost of Care
Survey, the national median cost for a semi-private room in a nursing home
is $7,441 per month. That can quickly drain a portfolio. If you retire before
65 and will lose employer health coverage, you also need to think about
how you’ll pay for medical costs until you’re eligible for Medicare.
5. A legacy plan.
Most people say they want to leave something behind for their loved ones,
but few have given much thought to how they’ll do it — or what the tax
consequences will be for their beneficiaries. Even if you’re already working
with an estate attorney, you should be incorporating this information into
your overall financial plan.
All five of these points should work together to form one comprehensive
plan that puts you in a comfortable position for the short term and long
term.

It sounds complicated, but your financial adviser should be able to analyze
what you have and tell you what’s in good order, then outline the actions
necessary to help what isn’t working. If your financial professional only
wants to talk about stocks, bonds and mutual funds, and you’re close to
retirement, look for a financial professional who could provide a plan that
helps move you forward from the day you meet through the rest of your
retirement years.

