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The Big Train

Wreck Coming

PRACTICE

Boomer retirement plans are on a collision course with reality.

By Jelff Schlegel

aby boomers have alwavs rewritten the rules, and
as they approach retdrement they're going o revo
lueionize that, oo, At least thats the message in
the ads put out by big financial services companics seck-
ing 1o corral this potentdal-
v Iucrative market, You've
seen the ads—irim, artrac-
tive and healthy-looking
grayheads walking  hand-
in-hand on beach,
langhing driving
dowa the highway ina fan
ov convertible car, or hang-
g ren onoa surfboard,
No shuffleboard  for
these boomers. Rather,
this will be a redrement
where vou can have it all

thi
while

because this is the genera-
tion that never settled for
anything less. And for
some boomers, retirement
could be a  parmy
According to o Federal
Reserve survey of consumer  finances, more than

430,000 houscholds in the TS, have a net worth of $10 |

million or moere, more than double the number in 1990,

But hold on, says Richard Marston, an economics
and finance professor at  the
Pennsylvania’s Wharton Schoal, As a fearured speaker
at a Lincoeln Financial Group-sponsored retirement
planning held in November in
Phifadelphia, Marston painted a doom-and-gloom pic-
ture- for baby boomers (albeir delivered with a droll
sense of humor), The upshot: boomers on the whole

conference

are facing suff head winds as they near retirement.
Thev're saving less, bving longer and facing the
prospects of mediocre markets in coming vears, The medi-
an retivement age for both sexes i 62, which he says made
sense when we lived in a world of defined-benefit plans,
But with pensions going the way of home milk delivery,
beomiers increasingly must rely on their own savings to fi-
mance their golden vears, which might last for decades,
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*My peneration was blessed with one of the best
stock and bond markets ever, bur we didn't save

enough,”™ savs Marston, an early-stage boomer. He rea

sons that for older boomers trving 1o catch up, along
with vounger boomers in
the nest epg-building
stage, the outlook isa’t
bright considering expec-
tations  for single-digic
nuarker growth in coming
years: *Therc are going to
be a lot of wain wrecks,”
predices Marston, “A lot
of people are going to
have to 2o back o work ™
And that assumes they
can continue o find work
in their sixties,

Roughly 76 million
baby boomes—individu-
als: born between 1946
and 1964—will reach the
rraditional retrement age
over the next  few
decades, and that presents a lot of opportunities—and
challenges—tor financial advisors. OF course, many of
these people already have turned 1o advisors for help.
And the bottom-line issue for boomers (or any retiree)
is making sure they don't oudive their money,

“I oftcn rell clients that they spend more tme plan-
ning for their vacations than they do for their remre-
ment,” says John Parise, a registered rep with Lincaoln
Financial who runs a wealth management practice in
Cherry Hill, N.1., called The Resource Group. Many of
his clients are successful business owners, and he speaks
1o some of their emplovee groups aboue their 401(k)
plans, “Maost people don’t understand infladon and
what it does to income streams and portfolio values,™ he
says, “The sid thing is thar a lot of people retire with
smaller nest eggs than they expected.”

Parise says his average client’s wealth is about 525
million, and these boomers aren’t worred about infla-
ton or cash flow issues as much as wealth preservation,
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estate taxes, making their assers creditor-
proof; and family governance issues con-
cerning their estates.

“Anyone not that wealthy should be
concerned about the issues raised by
Marston,™ he warns,

One of the fundamental questions 1
how wealthy s wealthy anymore? One
million dollars isn't what it wsed to be,
and even several million dellars doesn™t
guarantee a worry-free retirement consid-
ering thar boomers are getming sand-
wiched by escataung college costs for their
kids and rising health care costs for their
parents, “The 401{k) generation is rely-
ing on us 10 help guide them through the
maze of financial choices,” says Eric
Tashlein, a certified financal planner and
principal  ar  Connecticur  Capiral
Management Group in Milford, Conn.
“With that comes more responsibility for
the financial advisor,™

Tashlein's client base ranges from 2
million to 540 million, and folks on the
lowier end are worned about long-term
nurking home care and college costs. He
trics 1o educaie them that they need a
minimum level of stocks to support a re-
alistic retirement spending plan, and wpi-
cally he shoots for a 60-40 model,
Depénding on the chient, stocks can range
from as much as 80% o 45% of an overall
portfolio. Even ar that, “some people
can’t sleep ar mghr wath 5%, he says

Among other opoons, Tashlein be-
lieves a life-pay anouity might make sense
for certain clients: And more of his clients
are doing charirable gifting with the
promise of a lifetme income.

On the whale, Tashlein finds the
boomers a *very challenging™ group 1o
work with, though mainly in a good way,
“They're smarter than the prior genera-
tion, and they're constanty keeping me
on-my tocs professionally becanse they're
huge readers. Bur they're less loyal, and
vou luve to enhance vour service offer-
ings oryou won't have them as clients for
very long,” he says.

For boomers on the lower end of the
net worth spectrum, home values com-
prise a good chunk of their assets,
Subtract that, and some aren’t as rich as
they think. “Even when the asser sheet
says  they're affluent, the cash flow sheet
says semething else,” says Michael Dubis,
CFP and  president of Touchstone
Financial in Madison, Wis,
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“A lot of
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tmes, I'll look at the percentage draw-

down of a portfolio o dewermune if

they're affluent.™

Roughly two-thirds of Dubis® clienes
are worth 500,000 to $2 million, with
the rest greater than that. He follows a
core asset class strategy, and generally
uses exchange-traded funds and funds
from the likes of Vanguard and the
Dimensional Investment Group, Dubis
believes in total return portfolios versus
dmidend income portiolios, but thar's
not always an casy sell. “I goarantee
their cash posinons for three o five
vears so they won't freak out during pe-
rioeds of market volanlioy,™

Dubis also likes long-term nursing
home insurance as a portfolio hedge and
a planning wol for mulugenerational
wealth tansfer. “It’s onc of the few
agency-pushed products that are well de-
sygned,”™ he says. “Or, at least well intend-
cd.” And while not generally a fan of an
nuities, he believes they have a place for
some chients. He leans roward fived annu-
ines from Vanguard or T. Rowe Price,
along with no-load products  from
Amerias Life Insurance and Jefferson
Manonal Life Insurance Company:

Dubis sees boomer clients as a mixed
bag. *I like the ones who are self-em-
ploved, the parmers in businesses, doctors
who run their own practces™ he says.
“They understand limited resources.™

He decnies the entidement menmality
he sees m other boomers, the kind of peo-
ple who think that second homes and ear-
ly redrement are a matter of coussc.
“Even when they have a fow million dol-
lars, they have unrealistic expectations
about how much things cost both now
and in the furare,™ says Dubis. “You can't
go 30 vears without working unless you
have 54 million to $10 million today.™

But carly retirement is such an enticing
goal, even if it is llusory for most. *I'm
often asked, *When can we stop work:™
says Malcolm Greenhill, CFP and prnc-
pal ar Sterling Futures in San Francisco.

Many of Greenhills dients are boomers
who work in Silicon Valley and were on
their way to an carly retirement before the
tech bubble burse.

“A lot of people in Silicon Valley had
enough money where they never had to
work again, and as far as they're con-
cerned that was taken away from them
when the boom ended,” says Greenhill,
“That brought home the paint thart life is
mherently random.”

But with options under warer, out-
sourcing 4 constant threat and evér-con-
stant long hours at the office, some of
Greenhill's Silicon Valley clients hate
their jobs and want out. He rakes them
through a detailed process that shows
them they need roughly $150,000 1o
5200004 a year to maintain their de-
sired lifestyle in the Bay Area, and he
does Monte Carlo simulations to gauge
the likelihood their retirement plans will
be successtul.

Oine of Greenhill's clients, a sofoware en-
ganeer in his early forties wha's worth $4.5
midllion, wants to quit now and never work
again. Greenhill rells him that's nor deable
unless he works another seven to ten years,
“T don' see him Jeaving the workioree for-
ever,” says Greenhill, “1 sce this s a life
plnning situation where we need 1w ex-
plore moving in another direcoon.™

Ellen Sicgel, a CFP licensee who runs
her own pracoice in Miami, divides boomers
o vanous categones: labe boomers versus
eary boomers, men versus women, singles,
unmarried couples (straight or gay) and
married couples. She believes cach has its

m particubar fears and requirements that
need 1o be addressed.

The bulk of Sicgel’s clients fall into
whar she calls the semi-affluent group
(5500,000 to 52 mullion). She's says
she’s no Pollyanna, bur she deesn™
share Richard Marston's dour outlook
for the boomers; at least not for thase in
her clients” income bracket, “1 believe
there’s a problem out there,™ savs
Siegel. “But whenever intelligent and
motviated people address a problem,
they find solutions.”

Plus, she adds, boomer redrces are
more likely to be proactive in retirement,
“Baby boomers see life differemtly than
their parents, A lor of boomers are starr-
ing businesses in middle age. They expect
that life won't stop ar 65, and that’s a mit-
igatng droumstance. @
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