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10 Steps to Retirement Security

Take care of your health.
Protect against the risk of catastrophic conditions.
Consider working as long as you can.

Maximize Social Security income by delaying benefits.

1.
2
3
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5. Be prudent when withdrawing retirement savings.
6. Maximize income from traditional pension plans.

7. Manage your investment risk and invest for income.

8. Adjust living expenses to match your retirement income.
9. Develop a robust social portfolio.

10. Become a student of retirement and build a professional team.

These steps aren’t rocket science; they’re mainly common sense. And while all of us should be
taking these steps to insure security in our retirement years, many people aren’t. The fact is,
most people haven’t done much planning because they just haven’t thought much about their
retirement years, or they don’t know where to start.

This book removes the mystery surrounding retirement planning, so you can apply your
common sense. Planning wisely for your rest-of-life simply means making every dollar count
and using all the resources available to you—financial and nonfinancial.

Section 11 of this guidebook will provide the details you need to implement these 10 steps. But
before we go there, let's cover a few more important issues.
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Just How Much Life Do You Have Left?
When it comes to your rest-of-life, there's really a lot at stake. Studies from the Society of
Actuaries estimate the life expectancies for men as shown in Table 1:

Table 1. Life Expectancies for Men

CURRENT AGE EXPECTED REMAINING YEARS EXPECTED AGE AT DEATH

50 31 81
55 27 82
60 22 82
65 18 83
70 14 84

Source: RP-2000 mortality table

Here’s the same table for women:

Table 2. Life Expectancies for Women

CURRENT AGE EXPECTED REMAINING YEARS EXPECTED AGE AT DEATH

50 34 84
55 29 84
60 25 85
65 21 86
70 17 87

Source: RP-2000 mortality table

Doesn't knowing that you may have twenty to thirty years left inspire you to want to make the
most of those years? Isn’t it worth spending some time now planning to get it right? Here’s
one way to look at it: Why not spend the same amount of time you'd take planning your next
vacation and plan for your rest-of-life—a time span much longer than the typical two-week
vacation?

The above tables also just show the average years remaining for both healthy and unhealthy
people, all mixed together. Can you beat the averages? Absolutely! If you make a few
lifestyle changes (eat right, get enough exercise, manage stress, stop smoking), you can
improve your odds and add another five to seven years to your life expectancy. On the other
hand, if you continue unhealthy habits, you can tip the time frames in the other direction and
actually subtract five to seven years from your expected lifespan!
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This knowledge should motivate you to make the necessary lifestyle changes that will enable
you to live longer, live healthier and spend less money on medical and long-term care
expenses. And a great “side” benefit is that you’ll look and feel better now. The downside?
You’ll need more money to fund a longer retirement, so that’s why you need to consider your
lifestyle and finances together when planning for the rest of your life.

HOMEWORK ITEM: Estimate your life expectancy by taking your lifestyle and
Sfamily history into account. It can be an eye-opener to many people to learn that your
financial resources may need to last a much longer time after you stop working than you
had initially thought. Two excellent websites that can help you estimate your life
expectancy are www.livingto100.com and www.bluezones.com. The good thing about
both of these sites is that they give you tips to put into practice that will help improve
your results.

Money Is Not Enough!

When planning for your retirement years, you need to build a financial portfolio that will
support your intended lifestyle. But that isn’t sufficient for a long, prosperous rest-of-life. You
must think more broadly and include strategies that will improve your health and lifestyle, too.

These three areas—finances, health and lifestyle—overlap and influence each other throughout
our lives, and they’re especially critical in our retirement years. For instance, if you don’t have
your health, then you drain your finances trying to get healthy and you most likely aren’t very
happy. Another overlap? Studies have shown that if you’re happy and satisfied with your life,
you’re less likely to get sick.

Here’s another example: Studies have also shown that money can’t buy happiness, yet not
having enough money to meet your basic needs can make you unhappy. Also, worry and stress
over finances can adversely affect your health, making you “sick with worry.”

Finding ways to improve each of these three areas—finances, health and lifestyle—
significantly increases the odds of having a long, prosperous life. And while it’s not
guaranteed, following the strategies outlined in this guidebook should put you in the ballpark.
From there, you can always make adjustments as you experience life’s twists and turns.

But—and here's the important part—if you’re not even close to having sufficient resources, you
may not be in the position to guide your destiny. Instead, you’ll merely get the life that shows
up, which may not be the life that you want.
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The Magic Formula

At parties and social situations, once people learn that I’'m a consulting actuary who writes
about retirement, they often ask me for a magic formula or number that will guarantee a secure
retirement. At last, this actuary is the life of the party!

Back to the question, the operative word here is “magic.” Do you believe in magic? I didn’t
think so. There is, however, an effective formula that you can use to manage your resources for
the rest of your life:

I1>FE

The first part of the formula is your income (the "I" in the equation above). That'll include such
financial sources as Social Security, pensions, savings, 401(k) plans and income from work.
The second part of the formula is your expenses (the "E" in the equation above).

For the average American, 75% of their household budget goes toward the following five
expenses (in this order):

* Housing

* Transportation
* Food

* Health

¢ Entertainment

In order to make sure you have sufficient resources for retirement, you've got to determine the
right balance between income and expenses, one that will make you happy, both before and
during retirement. Throughout the guidebook, I’ll provide strategies for maximizing your “I”
and minimizing your “E.” Section III of this guidebook will help you estimate your "I'" and
your "E" in your retirement years, using the worksheets I’ve included in Section IV.

Note: You may want to familiarize yourself now with these worksheets, which will help you
better understand the "I'" and "E" concepts as you encounter them throughout the guidebook.
You can also use online software or spreadsheets instead of the paper worksheets in this book,
most of which employ the same concepts as the included worksheets.
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Top 10 Retirement Decisions

In addition to understanding your "I" and "E," by the time you're done with this guidebook,
you'll also have made great progress toward answering the following questions:

How much money will you need during your retirement years?
How much should you save between now and the start of your retirement?

Will you need (or want) to work in your later years?

0w nh PR

When should you start taking your lifetime retirement incomes from Social Security
and, if applicable, from a traditional pension?

o

How can you draw down your retirement savings so you don’t outlive your savings?

o

How can you best manage your living expenses to match your income?

7. What type of investments should you make and how should you allocate your
assets?

What steps will you take to improve your health?

9. How can you manage the risk of high expenses for medical and long-term care
services?

10. What will you do with your time?

Determining the answers to these questions will help you more easily answer the biggest
question of all: When can—or should—you retire?

Even if you don't have all the information you need to get the answers you're seeking, realize
that getting in the ballpark is a good first step—and is often good enough. And it's certainly
much better than doing nothing.

Take Inventory

In preparation for working through the rest of this guidebook, you’ll want to take inventory of
all your financial resources that might produce income or provide protection against risks in
your retirement years. Turn to Worksheet #1: Retirement Resources Inventory in Section
IV to get started. Be sure to include all your 401(k) balances, IRAs and pension benefits
you’ve earned, as well as your spouse’s resources. If you work for a nonprofit or government,
include balances in 403(b) and 457 savings plans. Also list all the insurance policies you have
that can provide protection in your retirement years, such as life insurance, medical insurance,
disability insurance and long-term care insurance. Don’t include the value of your house,
antiques, jewelry, collectibles, etc. unless you plan to sell them and convert them to assets that
can generate income. And if this is the case, be sure to reduce any sales proceeds by estimates
of applicable taxes and selling costs.

Another important part of your inventory is your "human capital." While it's not financial in
nature, it most certainly affects just how comfortable your rest-of-life will be.
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Your Human Capital Inventory

* How many friends or relatives can you confide in and discuss important life
decisions with?

* How many friends or relatives live nearby and would come to your aid in an
emergency?

* Would any of these friends or relatives be able to take care of you if you needed
long-term care?

* Do you have friends or relatives with whom you can share resources, such as a car,
appliances, tools, etc.?

* With how many friends and relatives do you participate in regular activities that give
you enjoyment and meaning in life? Are you “diversified,” meaning that you have
several good friends in addition to your spouse or partner?

* What social institutions are nearby that can help you and provide social contacts?
Include such associations as churches, social organizations, clubs and the like.

* What state and local government organizations or nonprofits are available to
provide potentially necessary services?

Please don’t overlook these important nonfinancial resources; if financial resources are
insufficient to provide the resources you need, your “human capital” may need to be put to
good use.

Now we’re ready to get started with Section II and the 10 Steps to Retirement Security.
Following these steps will put you on a good path to recession-proofing your retirement years.
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Checklist of Action Steps for Introduction and Preparation

Q

O U

Identify with whom you can discuss important issues for planning the rest of your life.
If you're not doing this now, one good way is to form a small study group of like-
minded people.

List your reasons for retiring and discuss them with people who care about you.
List your hopes and dreams vs. fears and concerns.

Using a website, such as www.livingto100.com, www.bluezones.com or something
similar, estimate your life expectancy and your spouse’s, if you’re married.

Prepare the financial Retirement Resources Inventory, Worksheet #1 in Section I'V.

Prepare your "Human Capital Resources Inventory," as described above.

HELPFUL RESOURCES

If you want to read a statistical analysis of the challenges we face in our retirement
years, visit my website www.restoflife.com, go to the page labeled “Articles and
Newsletters,” and look for the article titled Statistical Analysis: Why Traditional
Retirement Is Out of Reach for Most Baby Boomers... And What We Should Do About
It.

Websites such as www.livingto100.com and www.bluezones.com can help you
estimate your life expectancy.

A report prepared by the Society of Actuaries addresses retirement risks in more
detail. It’s titled Managing Post-Retirement Risks: A Guide to Retirement Planning,
and you view a copy at http://www.soa.org/files/pdf/post-retirement-charts.pdf.





