You Are NOT Ready to Retire Until You Can Answer These 7 Questions

The obvious ones include how you will claim Social Security and whether you have
enough money to retire, but there are other issues to think about as well — and

some have nothing to do with money.

by: Andy Schwartz, CFP®

You know what they say about timing: It’s everything. That’s especially true about
retirement.

COVID-19 has thrown many well-laid retirement plans into disarray. Maybe you
planned to work a few more years, but now your industry is in upheaval, and
you’re ready to call it quits. Or perhaps retirement was around the corner for you,
but now you’re worried about an economic downturn so you plan to stay on the
job longer.

Clearly, there’s a lot that goes into deciding your optimal retirement date. It
requires a careful analysis of your finances, to be sure that your assets are
adequate to support you in the retirement you want.

But there are also deeper, non-financial considerations. Has your industry
experienced so much dislocation that remaining in the job doesn’t seem like an
option anymore? Will you find meaning and purpose in what you do next?

Finances are only one component of retirement planning. There are emotional
considerations as you move into the next stage of your life. You want to make
sure that you’re emotionally prepared for retirement, because it may be hard to
change course. For that reason, our firm employs a life coach to help our clients
work through those emotional issues. | encourage everyone thinking about
retirement to work with one too.
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Because retirement has so many moving parts, | recommend starting the
conversation at least five years before your target date so you have time to make
adjustments or rethink your assumptions. To help you get a game plan together,
ask yourself these seven questions.

1. How much more do | have left in the tank?

Retiring at 65 may be thing of popular culture. But it’s far from a hard-and-fast
rule. With today’s longevity trends, retiring at 65 could mean being retired
nearly as long as you spent in your career. That’s not what many people want.

If you love your job — or even if you don’t mind it — why retire? Just because
the calendar says you’re at retirement age doesn’t mean that’s the right path
for you. On the other hand, if you can’t stand the thought of even one more
day at work, maybe the solution isn’t retirement but a change to your work
situation. Maybe you need a new job ... or new responsibilities at your current
job. On the other hand, you might consider reducing your hours so you have
more time for other, more gratifying pursuits.

2. What will I do in retirement?

For many people, their identity is wrapped up in what they do for a living.
Without the structure of a workday, it’s not uncommon to feel unmoored in
retirement. I’ve found that to be especially true for clients who run their own
businesses.

Your retirement will be a lot more gratifying if you are retiring to something
rather than retiring from something. Spend the year before your intended
retirement mapping out your time in retirement, whether it’s traveling,
spending time with family, learning, volunteering or consulting.



3. Do | have enough money to retire?
As a financial adviser, this is the question | get most often as people are
contemplating retirement. There are several questions wrapped up into this.

On the one hand, people want to know if their assets will support an income
stream that’s sufficient to fund their lifestyle. On the other, they aren’t sure how
much income they will need in retirement.

The reason is that they haven’t figured out the answer to question No. 2. If you
don’t know how you’ll spend your time, it’s hard to know how much money you
will need. A retirement full of travel to far-flung locales and golfing obviously
costs much more than one of hiking and volunteering at your local school.

However you plan to spend your retirement, make sure you factor in a reasonable
rate of inflation (around 3% per year) into your calculations. If you peg your initial
retirement income at $10,000 a month, that won’t be enough 10 years from now.

4. How will | pay for health care?

Health care is most retirees’ largest expense, yet it’s one that many people don’t
adequately plan for.

If you are retiring before age 65, you need to think about how you’ll pay for
health insurance before Medicare kicks in. You will probably have the option to
buy COBRA from your previous employer, but those policies can be pricey and
only last for up to 18 months. What will you do for insurance until you are eligible
for Medicare?

You can purchase private health insurance on your own, but these plans are
expensive. You might be able to find more affordable options through the
Affordable Care Act health care exchange in your state.



Remember, even with Medicare, you can still have significant out-of-pocket
health care outlays. According to the Fidelity Retiree Health Cost Estimate, a 65-
year-old couple retiring in 2020 will need $295,000 to pay for medical costs not
covered by Medicare.

And don’t forget about long-term care, which has the potential to derail your
retirement if not accounted for properly. Consider this: A private roomin a
nursing home averages over 58,800 a month, reports Genworth, the insurance
company. What’s more, a person turning 65 today has a 70% chance of needing
some type of long-term care, according to the U.S. Department of Health and
Human Services.

5. What are my current liabilities, and will they go away once I retire?

Your retirement doesn’t solely impact you. It may have ripple effects. For
example, some people might be paying alimony to an ex-spouse or be supporting
adult children. Will you be able to continue this level of support once you turn off
your income spigot?

Naturally, you may be willing to work a few years longer if your children aren’t yet
grown or you are legally obligated to continue spousal support. But if you're
supporting adult children, now might be a good time to stop paying their way so
you don’t worry about outliving your money.

6. Where will | live?

Where to live is the age-old retirement question. Moving to a state with a lower
cost of living and low state income taxes can help you stretch your retirement
dollars. Before you sell your Pacific Northwest house in lieu of a spread in the
Sunbelt, consider your decision from multiple angles.

Some states, such as Texas, don’t tax income. But they have high sales and
property taxes to make up for it. Others might have the tax savings you crave, but
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they might not offer the access to high-quality health care providers you need to
make it a comfortable retirement.

7. Am | maximizing Social Security?

For all the talk about insolvency, Social Security still makes up a big part of most
people’s retirement income and probably will for the foreseeable future. The
average retiree receives 40% of their pre-retirement income from Social
Security. But the program is complicated and requires you to weigh several
decisions in order to maximize its benefit.

The most crucial is timing. You are first eligible to take Social Security at 62. But
collecting prior to your full retirement age (between 66 and 67) will mean a
reduced benefit.

If, on the other hand, you wait beyond your full retirement age, your benefit will
likely increase by 8% a year until age 70. Try finding a risk-free rate of return
anywhere else.

Knowing when to retire can be complicated. It’s full of financial and emotional

decisions. Like all good plans, it’s better to start evaluating your options well in
advance and working with professionals who can help you navigate a course of
action for your specific needs.
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