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Transforming Your Career into a 
“Work Optional” Retirement 
By Jim Hiles, Senior Wealth Advisor

How will you perform in the Retirement “Red Zone”?

The question is actually more complicated than it first appears, 
because it demands consideration on two levels. First, there’s the 
emotional component: Are you ready to enter a new phase of 
life? Do you have a plan for what you would like to accomplish 
or do in retirement? Have you thought through both the good 
and bad aspects of transitioning into retirement? 

Second, there’s the financial component: Can you afford to 
retire? Will your finances support the retirement lifestyle that 
you want? Do you have a retirement income plan in place?

What does retirement mean to you?

When you close your eyes and think about your retirement, 
what do you see? Over your career, you may have had a vague 
concept of retirement as a period of reward for a lifetime of hard 
work, full of possibility and potential. Now that retirement is 
approaching, though, you need to be much more specific about 
what it is that you want and expect in retirement.

•  Do you see yourself pursuing hobbies? Traveling? Have you
considered volunteering your time, taking the opportunity to
go back to school, or starting a new career or business? It’s
important that you’ve given it some consideration, and have a
plan. If you haven’t thought further than the fact that retirement 
simply means you won’t have to go to work anymore, then
you’re not ready to retire. You may have to punt.

Don’t underestimate the emotional aspect of retirement

Many people define themselves by their profession. Affirmation 
and a sense of worth may have come, in large part, from the 
success you’ve had in your career. Giving up that career can be 
disconcerting on a number of levels. Consider as well the fact 
that your job provides a certain structure to your life. You may 
also have work relationships that are important to you. Without 
something concrete to fill the void, you may find yourself 
scrambling to address unmet emotional needs.

While many see retirement as a new beginning, there are some 
for whom retirement is seen as the transition into some “final” 
life stage, marking the “beginning of the end.” Others, even those 
who have the full financial capacity to live the retirement lifestyle 
they desire, can’t bear the thought of not receiving a regular 

paycheck. For these individuals, it’s not necessarily the income 
that the paychecks represent, but the emotional reassurance of 
continuing to accumulate funds.

Finally, it’s often not simply a question of whether you are ready 
to retire. If you’re married, consider whether your spouse is ready 
for you to retire. Does he or she share your ideas of how you want 
to spend your retirement? Many married couples find the first 
few years of one or both spouse’s retirement a period of rough 
transition. If you haven’t discussed your plans with your spouse, 
you should do so; think through what the repercussions will be, 
positive and negative, on your roles and your relationship.

Can you afford the retirement you want?

Separate from the issue of whether you’re emotionally ready to 
retire is the question of whether you’re financially ready.  Simply—
can you afford to do everything you want in retirement? Of 
course, the answer to this question is anything but simple. It 
depends on your goals in retirement (i.e., how much the lifestyle 
you want will cost), the amount of income you can count on, and 
your personal savings. It also depends on how long a retirement 
you want to plan for and what your assumptions are regarding 
future inflation and earnings. 

ON TOPIC

3 PHASES OF MANAGING PERSONAL WEALTH
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Your retirement: How long should you plan for?

The good news is that, statistically, you’re going to live for a 
long time. That’s also the bad news, though, because that means 
your retirement income plan is going to have to be sufficient to 
provide for your needs over (potentially) a long period of time. 

How long? The average 65-year-old American can expect to 
live for more than 19.2 additional years. (Source: National Vital 
Statistics Reports, Volume 61, Number 6, October 2012.) Keep 
in mind as well that life expectancy has increased at a steady 
pace over the years and is expected to continue increasing. The 
bottom line is that it’s not unreasonable to plan for a retirement 
period that lasts for 30 years or more.

How much annual income will you need in retirement? 

If you aren’t able to answer this question, you’re not ready to 
make a decision about retiring. And, if it’s been more than a year 
since you’ve thought about it, it’s time to revisit your calculations. 
Your whole retirement income plan starts with your target annual 
income and there are a significant number of factors to consider: 
start out with a poor estimate of your needs and your plan is off-
track before you’ve even begun. Call a time out.

The problem with this approach is that it doesn’t account for 
your specific situation. If you intend to travel extensively in 
retirement, for example, you might easily need 100 percent 
(or more) of your current income to get by. It’s fine to use a 
percentage of your current income as a benchmark but it’s worth 
going through all of your current expenses in detail and really 
thinking about how those expenses will change over time as you 
transition into retirement.

Estimated annual expenses in retirement $100,000

$60,000

Additional annual income 
needed in retirement

$40,000
Estimated annual 
income in retirement

If you’re thinking of working during a portion of your 
retirement, you’ll want to consider carefully how it might 
affect your overall retirement income plan. For example:

•  If you continue to work, will you have access to affordable 
health care (more and more employers are offering this 
important benefit to part-time employees)?

•  Will working in retirement allow you to delay receiving 
Social Security retirement benefits? If so, your annual 
benefit—when you begin receiving benefits—may be 
higher.

•  If you’ll be receiving Social Security benefits while working, 
how will you have access to affordable health care (more 
and more employers are offering this important benefit to 
part-time employees)?

•  Will working in retirement allow you to delay receiving 
Social Security retirement benefits? If so, your annual 
benefit—when you begin receiving benefits—may be 
higher.

•  If you’ll be receiving Social Security benefits while 
working, how will your work income affect the amount of 
Social Security benefits that you receive?

Additional earnings can increase benefits in future years. 
However, for years before you reach full retirement age, $1 
in benefits will generally be withheld for every $2 you earn 
over the annual earnings limit ($15,120 in 2013). Special rules 
apply in the year that you reach full retirement age. 

If you’re entitled to receive a traditional pension, you’re lucky; 
fewer Americans are covered by them every year. 

If you haven’t already selected a payout option, you’ll want 
to carefully consider your choices. And, whether or not 
you’ve already chosen a payout option, you’ll want to make 
sure you know exactly how much income your pension will 
provide, and whether or not it will adjust for inflation.

In a traditional pension plan (also known as a defined 
benefit plan), your retirement benefit is generally an annuity, 
payable over your lifetime, beginning at the plan’s normal 
retirement age (typically age 65). Many plans allow you to 
retire early (for example, at age 55 or earlier). However, if 
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you choose early retirement, your pension benefit is actuarially 
reduced to account for the fact that payments are beginning 
earlier and are payable for a longer period of time.

If you’re married, the plan generally must pay your benefit as a 
qualified joint and survivor annuity (QJSA). A QJSA provides a 
monthly payment for as long as either you or your spouse is alive. 
The payments under a QJSA are generally smaller than under 
a single-life annuity because they continue until both you and 
your spouse have died.

The best option for you depends on your individual situation, 
including your (and your spouse’s) age, health, and other financial 
resources. If you’re at all unsure about your pension, including 
which options are available to you, talk to your employer or to a 
financial professional.

The goal of asset allocation

Balancing the need for both immediate income and long-term 
returns can be a challenge. Invest too conservatively, and your 
portfolio may not be able to grow enough to maintain your 
standard of living. 

Invest too aggressively and you could find yourself having to 
withdraw money or sell securities at an inopportune time, 
jeopardizing future income and undercutting your long-term 
retirement income plan. Without proper planning, a market 
loss that occurs in the early years of your retirement could be 
devastating to your overall plan. Asset allocation alone does not 
guarantee a profit or ensure against a loss, but it can help you 
manage the level investments based on your specific needs.
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Bond Funds

Balanced Funds
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An effective retirement investment plan:

• Provides ongoing income needed to pay expenses

•  Minimizes volatility to help provide both reliable current
income and the ability to provide income in the future

•  Maximizes the likelihood that your portfolio will last as long
as you need it to

•  Keeps pace with inflation in order to maintain purchasing
power over time

Look beyond preconceived ideas

The classic image of a retirement income portfolio is one 
that’s invested almost entirely in bonds, with the bond interest 
providing required annual income. However, retirees who put 
all their investments into bonds often find that doing so doesn’t 
adequately account for the impact of inflation over time. 

Consider this: If you’re earning 4 percent on your portfolio, 
but inflation is running between 3 percent and 4 percent (its 
historical average), your real return is only 1% at best—and that’s 
before subtracting any account fees, taxes, or other expenses.

That means that you may not want to turn your back on growth-
oriented investments. Though past performance is no guarantee 
of future results, stocks historically have had better long-term 
returns than bonds or cash. Keeping a portion of your portfolio 
invested for growth (generally the role of stocks in a portfolio) 
gives you the potential for higher returns that can help you at least 
keep pace with inflation. The trade off: Equities also generally 
involve more volatility and risk of loss than income-oriented 
investments. But effective diversification among various types of 
investments can help you balance lower-yielding, relatively safe 
choices that can provide predictable income or preserve capital 
with those that may be volatile but that offer potential for higher 
returns.

Withdrawal rates

Your retirement lifestyle will depend not only on your asset 
allocation and investment choices but also on how quickly you 
draw down your retirement portfolio. The annual percentage 
that you take out of your portfolio, whether from returns or the 
principal itself, is known as your withdrawal rate.

Take out too much too soon, and you might run out of money 
in your later years. Take out too little, and you might not enjoy 
your retirement years as much as you could. Your withdrawal rate 
is especially important in the early years of your retirement; how 
your portfolio is structured then and how much you take out 
can have a significant impact on how long your savings will last.

What’s the right number? It depends on your overall asset 
allocation, projected inflation rate and market performance, as 
well as countless other factors, including the time frame that you 
want to plan for. 

Contact Jim Hiles at (732) 500-7300 or jhiles@firstcapadv.com. 


