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Disclaimer

This publication represents the opinion of the author regarding the subject matter covered. It is for educational purposes only. The publisher and author neither imply nor intend any guarantee of accuracy. It is offered with the understanding that neither the publisher nor the author is engaged in rendering legal, tax, accounting, investment planning, or other professional services, nor is this information intended to be a substitute for such services. Should specific advice be necessary or appropriate, the reader should seek that information from a competent professional. The author and publisher particularly disclaim any liability, loss, or risk taken by individuals who directly or indirectly act on the information contained herein. The author and publisher believe the education presented herein is sound, but readers cannot hold either party responsible for either the actions they take or the results of those actions. While every effort has been made to make this book as complete and accurate as possible, there may be mistakes, both typographical and in content. The education contained in this book may not be suitable for everyone; use at your own risk.


Foreword

Financial information is just like Goldilocks and the Three Bears. Too much. Too complicated. Too confusing. It’s seldom “just right.”

• Too Short: The Internet is filled with sound-bite-length half-truths forcing you to waste hours searching repetitive and contradictory articles to uncover the whole truth.

• Too Long: The bookstores are filled with multi-hundred-page tomes padded with fluff chapters like “A Brief History of the Financial Markets” and “What Is a Stock?” when all you need is 10 pages of concrete ideas you can put to use.

• Too Simple: The financial content mills produce reams of articles for magazines and web sites written by professional writers who aren’t financial experts and lack practical experience.

• Too Complicated: Academic journals have great research, but it’s written in an inaccessible style using financial geek-speak so that only a trained expert can decipher the encrypted meaning.

Frankly, I’m tired of financial fairy tales so that is why I wrote the 60 Minute Financial Solutions series of ebooks—so that you could have the “just right” next step.

Each ebook provides a concise, definitive answer to an essential financial question that you’ll inevitably confront on your path to financial security. Each ebook is a one-stop solution to a single financial issue so you learn exactly what you need to know, when you need to know it.

What you get with each ebook is the distillation of everything that is valid and the elimination of everything that is not. The goal is to simplify without oversimplifying so you can make an independent, intelligent, and appropriate financial decision—in about 60 minutes.

Best of all, these books are written by a genuine financial expert. I was trained as an economist and I’ve published in the academic world. I also refined my practical knowledge as a hedge fund investment manager for more than a decade with 100% winning years (except one small loss of less than 3%). I now work as an educator coaching people just like you to achieve their financial goals.

In short, I’ve spent a lifetime mastering personal finance and investing so you don’t have to, and I’ve condensed all that experience into this solution-oriented series of ebooks. The stuff that works is in these books, and it’s provided in straightforward language to make it as accessible as possible.

The goal is to empower you with the knowledge necessary to take charge of your finances and achieve your goals.  I’ve taught many others and I can teach you as well. Financial security really is possible if you just know what you are doing and take the right actions. It doesn’t have to be complicated.

All you need is the right information—not too much, not too little, not too simple, not too complicated—just the right stuff.

If this book delivers on its promise, please let me know with a favorable review so I can thank you. If it doesn’t, please write me at todd@financialmentor.com so I can send you a refund and correct any potential problem.

Thanks for your support!
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A Brief Note About Reader Level And Defining Terms

No financial education book can perfectly address every reader’s needs. After all, each of us brings a different experience base and level of financial sophistication to the written page. 

In other words, what is complicated to one person is oversimplified to the next making writing for a wide audience difficult.

In an effort to maintain brevity and respect all readers needs I’ve assumed base level financial sophistication and chosen to not define every financial term contextually.

Instead, less familiar terms are defined in the endnotes at the back and linked within the text. That way advanced readers aren’t confronted with unnecessary definitions that distract the flow of writing while readers newer to the subject can easily resolve any confusion by following the links to find terms requiring greater explanation. 
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Introduction

What do retirees in 1921, 1966, and 2010 have in common?

Very little—and that’s the problem.

Each faced a different life expectancy and invested in a different economic climate with varying inflation expectations, interest rates, and market valuations1.

The truth is that these dates weren’t chosen at random: One had the highest safe withdrawal rate in recorded history, the other the lowest, and the third barely survived the ravages of inflation.

Each of these three retirees lived through dramatically different economic times, yet according to conventional wisdom they all share the same safe withdrawal rate2 in retirement—roughly 4%.

It makes no sense.

How can a static, one-size-fits-all solution to a problem as varied and complex as knowinghow much money you need to retire be correct? How could retirees in 1921, 1966, and 2010 share the same safe withdrawal rate when market valuations, interest rates, inflation expectations, and expected lifespans were completely different.

It’s impossible. It’s wrong.

Yet, that is the conventional wisdom in the financial planning profession. It is known as the 4% Rule3, and it is widely considered to be “the truth” in safe withdrawal rates for retirement.

The problem is it’s not the truth and every day people risk a lifetime of retirement savings on it. There are better solutions.

In this book I reveal the problems hiding behind the 4% Rule and provide you with practical solutions you can implement for your retirement security.
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Why Safe Withdrawal Rates Are Critically Important

Every new retiree needs an answer to the same critical question: What is the maximum retirement income I can withdraw from my savings without running out of money before I run out of life?

It is the single most important question I get from retirees and near retirees.

The reason is because safe withdrawal rates impact every aspect of retirement planning—from the lifestyle you can afford to the amount of savings needed to fund it. Small errors in safe withdrawal rates multiply over many years causing huge financial impacts.

1. Lifestyle You Can Afford: Few people realize that a mere 1% change in safe withdrawal rate makes a big difference in spending during retirement. It seems counter-intuitive because the number is so small. However, a 1% variation from the industry standard 4% assumption will increase (or decrease) your income in retirement by 25%. That can make the difference between a world traveler lifestyle or living at home on hot dogs. In other words, it pays to calculate your safe withdrawal rate as accurately as possible because small changes equal huge changes in the lifestyle you can afford.

2. Savings Required: The amount you can spend each month from savings and the amount of savings you must build to support your retirement are flip-sides of the same coin. One implicates the other mathematically. For example, the 4% safe withdrawal rate is mathematically equal to the Rule of 25 (you need 25 times your first year spending in savings). Similarly, a 3% safe withdrawal rate equals roughly 33 times your first year retirement spending in savings. Using the two examples above, a mere 1% change in safe withdrawal rate when spending $100,000 per year in retirement is the difference between building a nest equal to $2.5 million vs. $3.3 million—obviously a big deal. Conversely, knowing you can safely spend 6% would knock the savings requirement down to $1.7 million. That’s why it is so important to figure an accurate safe withdrawal rate. It can change the amount you need to save for retirement, thus shortening the time it takes for you to reach your financial goals.

3. Risk To Financial Security: If you withdraw just 1% more than your actual safe withdrawal rate, you will go broke before you die. It’s a mathematical truth built into the definition of a safe withdrawal rate. A mere 1% less would have allowed your nest egg to last a lifetime. That’s why accuracy is critical—because the razor thin margin between 1% too much and getting it right is literally the difference between poverty and financial security.

Like Goldilocks, there is a sweet spot in retirement spending somewhere between “too much” and “too little” that is “just right”. In an ideal world you would exhaust your last penny from retirement savings as you exhaled your last breath. That is the theoretical objective of safe withdrawal rates.

It’s a high-stakes game where the quality of your life during retirement depends on getting the answer right. For that reason, there is probably no question more important in retirement planning.

Unfortunately, the conventional wisdom can be dangerously misleading.
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Lesson Learned:

Withdrawing the right amount of money from savings is one of the most important retirement planning questions you will confront. Take too much and you break your piggy bank. Take too little and you leave lifestyle on the table. You need to get as close to the right amount as possible. It’s worth the effort. In fact, it is critically important to your financial security. 
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