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      Introduction
    

    
      
    

    
      You CAN retire on Social Security. I know, that’s crazy talk right? After all, how many times have you heard “Social Security won’t provide any security”. Or, it’s “going bankrupt”. Or, it “won’t be there for you” 
      when you
       retire?
    

    
      
    

    
      Despite all that noise, let me say it again. Loudly. ”You. Can. Retire. On. Social. Security!” 
    

    
      
    

    
      Don’t believe me? I’ll prove it in this book. And when you’re done reading I’d like for you to put down the book, take a deep breath and in your newly relaxed state of mind shout these words: “I CAN RETIRE ON SOCIAL SECURITY!”  
    

    
      
    

    
      The funny thing is once you see how this works, and how easy it can be to understand, you’ll ask; If the naysayers are so wrong about Social Security what else are they wrong about? You will see the same tripe being regurgitated over and over, year after year, solely for the purpose of fear mongering, just to scare people.  
    

    
      
    

    
      Take the annual Fidelity Investments 
      
        study
      
       on how much it will cost a retired couple to pay for health care. Surely, you’ve seen this headline plastered everywhere:
    

    
      
    

    
      “A Couple Retiring in 2018 Would Need an Estimated $280,000 to Cover Health Care Costs in Retirement”
    

    
      
    

    
      Think about this; Does Fidelity have any incentive to scare you into working longer and investing more? Of course they do. The more money you invest, the more money they make. Weird, no?
    

    
      
    

    
      And it’s not just Fidelity. The entire investment industry has this perverse incentive to frighten you. They WANT you to stay at your crappy, old job, working in conditions that make you miserable.  They want you to continue investing with them, with the carrot that maybe, if you continue to invest, you can someday, hopefully retire. 
    

    
      
    

    
      Well, what if that day is today? What if you’ve had it with your current situation at work? What if you put YOURSELF number one, for once? You’re finally going to focus on what you’ve always wanted to do but never had the time because work got in the way.  How would that feel? Liberating?
    

    
      
    

    
      Let today be that day because I’ll show you how you can retire on Social Security.  And once you get that understanding in that noggin’of yours you’ll see life is too short. You only have the one. So make it count. Start today!
    

    
      
    

    
      
        

      
      




      Chapter 1 - The Indexing Factor
    

    
      
    

    
      Your Social Security benefit is based on the highest 35 years of your 
      INDEXED
       earnings.  This is hugely important, my friends.  So let me state it again:
    

    
      
    

    
      Your Social Security benefit is based on your highest 35 years of 
      INDEXED
       earnings! 
    

    
      
    

    
      Naturally, you might ask what are indexed earnings?
    

    
      
    

    
      This is the amount Social Security increases your actual earnings to account for inflation. 
      
        Table
      
       1 below is directly from the Social Security website which shows a worker born in 1957 and his wages throughout his working career.  
    

    
      
    

    
      For example, look at the year 1995. This guy made $24,265. His actual Social Security benefit, though, is not based on that amount. It’s inflated by 2.0369 to give him an INDEXED earnings for that year of $49,424.  
    

    
      
    

    
      I hope that makes sense because so many people get this wrong.  Yours truly even. I'll never forget looking at my Social Security statement and seeing wages of $7,854 from when I was in the Army in 1989. I was despondent thinking I would get nothing from the system because I didn’t make much money.
    

    
      
        
But later, MUCH LATER, I learned that $7,854 I made in 1989 is inflated by a factor of 4.2601292. For Social Security purposes my 1989 earnings were $33,459 ($7,854 x 4.2601292).
    

    
      
    

    
      Now, take a look at the year 1989 in Table 1. What is the indexing factor in this case? It’s 2.5036, which is substantially lower than mine.  Why? Because your indexing factor is based on your year of birth. 
    

    




    
      
    

    
      Table 1 - Index Factor For Worker Born in 1957
    

    
    
    
      
        
          	
            
              YR
            

          
          	
            
              Nominal
            

            
              earnings
            

          
          	
            
              Indexing
            

            
              factor
            

          
          	
            
              Indexed
            

            
              earnings
            

          
          	
            
              YR
            

          
          	
            
              Nominal
            

            
              earnings
            

          
          	
            
              Indexing
            

            
              factor
            

          
          	
            
              Indexed
            

            
              earnings
            

          
        

        
          	
            
              1979
            

          
          	
            
              $10,733
            

          
          	
            
              4.3836
            

          
          	
            
              $47,050
            

          
          	
            
              1999
            

          
          	
            
              $30,286
            

          
          	
            
              1.6515
            

          
          	
            
              $50,018
            

          
        

        
          	
            
              1980
            

          
          	
            
              11,737
            

          
          	
            
              4.0214
            

          
          	
            
              47,199
            

          
          	
            
              2000
            

          
          	
            
              32,056
            

          
          	
            
              1.565
            

          
          	
            
              50,167
            

          
        

        
          	
            
              1981
            

          
          	
            
              12,959
            

          
          	
            
              3.6536
            

          
          	
            
              47,347
            

          
          	
            
              2001
            

          
          	
            
              32,918
            

          
          	
            
              1.5285
            

          
          	
            
              50,316
            

          
        

        
          	
            
              1982
            

          
          	
            
              13,715
            

          
          	
            
              3.463
            

          
          	
            
              47,495
            

          
          	
            
              2002
            

          
          	
            
              33,346
            

          
          	
            
              1.5133
            

          
          	
            
              50,464
            

          
        

        
          	
            
              1983
            

          
          	
            
              14,428
            

          
          	
            
              3.3021
            

          
          	
            
              47,643
            

          
          	
            
              2003
            

          
          	
            
              34,261
            

          
          	
            
              1.4772
            

          
          	
            
              50,612
            

          
        

        
          	
            
              1984
            

          
          	
            
              15,324
            

          
          	
            
              3.1188
            

          
          	
            
              47,792
            

          
          	
            
              2004
            

          
          	
            
              35,959
            

          
          	
            
              1.4116
            

          
          	
            
              50,760
            

          
        

        
          	
            
              1985
            

          
          	
            
              16,027
            

          
          	
            
              2.9913
            

          
          	
            
              47,942
            

          
          	
            
              2005
            

          
          	
            
              37,384
            

          
          	
            
              1.3618
            

          
          	
            
              50,909
            

          
        

        
          	
            
              1986
            

          
          	
            
              16,553
            

          
          	
            
              2.9051
            

          
          	
            
              48,088
            

          
          	
            
              2006
            

          
          	
            
              39,216
            

          
          	
            
              1.3019
            

          
          	
            
              51,057
            

          
        

        
          	
            
              1987
            

          
          	
            
              17,663
            

          
          	
            
              2.731
            

          
          	
            
              48,237
            

          
          	
            
              2007
            

          
          	
            
              41,115
            

          
          	
            
              1.2454
            

          
          	
            
              51,206
            

          
        

        
          	
            
              1988
            

          
          	
            
              18,590
            

          
          	
            
              2.6028
            

          
          	
            
              48,385
            

          
          	
            
              2008
            

          
          	
            
              42,183
            

          
          	
            
              1.2174
            

          
          	
            
              51,354
            

          
        

        
          	
            
              1989
            

          
          	
            
              19,386
            

          
          	
            
              2.5036
            

          
          	
            
              48,535
            

          
          	
            
              2009
            

          
          	
            
              41,667
            

          
          	
            
              1.2361
            

          
          	
            
              51,503
            

          
        

        
          	
            
              1990
            

          
          	
            
              20,343
            

          
          	
            
              2.3931
            

          
          	
            
              48,683
            

          
          	
            
              2010
            

          
          	
            
              42,774
            

          
          	
            
              1.2075
            

          
          	
            
              51,650
            

          
        

        
          	
            
              1991
            

          
          	
            
              21,166
            

          
          	
            
              2.3071
            

          
          	
            
              48,832
            

          
          	
            
              2011
            

          
          	
            
              44,241
            

          
          	
            
              1.1708
            

          
          	
            
              51,799
            

          
        

        
          	
            
              1992
            

          
          	
            
              22,324
            

          
          	
            
              2.1941
            

          
          	
            
              48,980
            

          
          	
            
              2012
            

          
          	
            
              45,754
            

          
          	
            
              1.1354
            

          
          	
            
              51,948
            

          
        

        
          	
            
              1993
            

          
          	
            
              22,584
            

          
          	
            
              2.1754
            

          
          	
            
              49,128
            

          
          	
            
              2013
            

          
          	
            
              46,471
            

          
          	
            
              1.1211
            

          
          	
            
              52,096
            

          
        

        
          	
            
              1994
            

          
          	
            
              23,260
            

          
          	
            
              2.1185
            

          
          	
            
              49,276
            

          
          	
            
              2014
            

          
          	
            
              48,257
            

          
          	
            
              1.0826
            

          
          	
            
              52,244
            

          
        

        
          	
            
              1995
            

          
          	
            
              24,265
            

          
          	
            
              2.0369
            

          
          	
            
              49,424
            

          
          	
            
              2015
            

          
          	
            
              50,078
            

          
          	
            
              1.0462
            

          
          	
            
              52,393
            

          
        

        
          	
            
              1996
            

          
          	
            
              25,529
            

          
          	
            
              1.9419
            

          
          	
            
              49,574
            

          
          	
            
              2016
            

          
          	
            
              50,787
            

          
          	
            
              1.0345
            

          
          	
            
              52,541
            

          
        

        
          	
            
              1997
            

          
          	
            
              27,099
            

          
          	
            
              1.8348
            

          
          	
            
              49,722
            

          
          	
            
              2017
            

          
          	
            
              52,690
            

          
          	
            
              1
            

          
          	
            
              52,690
            

          
        

        
          	
            
              1998
            

          
          	
            
              28,602
            

          
          	
            
              1.7436
            

          
          	
            
              49,870
            

          
          	
            
              2018
            

          
          	
            
              54,489
            

          
          	
            
              1
            

          
          	
            
              54,489
            

          
        

      
    

    
      
    

    
      You can find your specific indexing numbers on the Social Security website 
      
        here
      
      . Simply enter the year you turn 62, which is your EARLIEST YEAR OF ELIGIBILITY (known as your 
      ELY
      ). And you’ll get the indexing factor for which you can adjust your previous years earnings. 
    

    
      
    

    
      The example used in Table 1 is for a worker who made roughly the average earnings in the US over the past 40 years. His income of $16,027 in 1985 is the equivalent of $47,942 today. His income of $24,265 in 1995 is the equivalent of $49,424 today and so on. 
    

    
      
    

    
      Remember, I need to say this again, your actual benefit is based on your indexed amounts, i.e., the inflated amount!  Unfortunately, the statement you receive from Social Security doesn’t say ANYTHING about the indexing factor.  
    

    
      
    

    
      
        Here
      
       is a link to a sample statement from the Social Security Administration for “Wanda Worker”, as the SSA calls her. This information is incredibly helpful as it shows the exact income she made in her work history that was subject to Social Security tax. What you will notice is that the statement does NOT show indexed earnings. However, if we go to the Social Security Indexing 
      
        calculator
      
      , you can see that the $17,869 she made in 1989 will be indexed by 2.5974188 which gives us an indexed amount of $46,413. And it’s that $46,413 which is used to determine Wanda’s actual benefit. 
    

    
      
    

    
      Remember, the indexing amounts vary by your year of birth.  So, what YOU need to do is go to that website and get your indexing factor specific to you and then we can move on to the fun part, determining your benefit base. 
    

    
      
    

    
      
    

    
      
    

    




      Chapter 2 - Average Indexed Monthly Earnings (AIME)
    

    
      
    

    
      The most important part of your benefit is your AIME, your Average Indexed Monthly Earnings. But before we go on, let me HIGHLY suggest you look at your earnings history that Social Security provides to you.
    

    
      
    

    
      Does it look correct? Is the Social Security Administration missing something? You’ve got to make sure this information is spot on because EVERYTHING is based on this. I had one guy on my Youtube channel say the SSA missed a couple years and when he had it fixed his benefit increased by $20 a month. 
    

    
      
    

    
      “$20 a month? That’s nothing!” You might be thinking  But when you figure out how Social Security works, with the Cost of Living Adjustments AND Survivor Benefits for a spouse, that $20 can really make a difference over time, thousands of dollars, in fact. 
    

    
      
    

    
      Okay, so assuming our benefit statement is correct here’s what we do:
    

    
      
    

    
      *** Open a blank spreadsheet with 4 columns labeled, Year, Taxable Wages, Index Factor and Adjusted Wages, like the example below. 
    

    
      
    

    
      *** Find your indexing factor by going 
      
        here
      
       and entering the year in which you turn 62.
    

    
      
    

    
      *** Multiply the value in the Taxable Wages column by the value in Index Factor column and put that amount in the Indexed Earnings column.
    

    
      
    

    




    
      
    

    
      Table 2
    

    
    
    
      
        
          	
            
              YEAR
            

          
          	
            
              TAXABLE WAGES
            

          
          	
            
              INDEX FACTOR
            

          
          	
            
              ADJUSTED WAGES
            

          
        

        
          	
            
              1978
            

          
          	
            
              $9,870
            

          
          	
            
              4.608
            

          
          	
            
              $45,481
            

          
        

        
          	
            
              1979
            

          
          	
            
              10,767
            

          
          	
            
              4.2373
            

          
          	
            
              45,623
            

          
        

        
          	
            
              1980
            

          
          	
            
              11,774
            

          
          	
            
              3.8872
            

          
          	
            
              45,768
            

          
        

        
          	
            
              1981
            

          
          	
            
              13,000
            

          
          	
            
              3.5317
            

          
          	
            
              45,912
            

          
        

        
          	
            
              1982
            

          
          	
            
              13,758
            

          
          	
            
              3.3474
            

          
          	
            
              46,053
            

          
        

        
          	
            
              1983
            

          
          	
            
              14,473
            

          
          	
            
              3.1919
            

          
          	
            
              46,196
            

          
        

        
          	
            
              1984
            

          
          	
            
              15,372
            

          
          	
            
              3.0147
            

          
          	
            
              46,342
            

          
        

        
          	
            
              1985
            

          
          	
            
              16,076
            

          
          	
            
              2.8915
            

          
          	
            
              46,484
            

          
        

        
          	
            
              1986
            

          
          	
            
              16,605
            

          
          	
            
              2.8081
            

          
          	
            
              46,629
            

          
        

      
    

    
      
    

    
      Okay, so now you’ll have a spreadsheet with your ENTIRE work history. There may be some years where you have a $0 for your wages.  That is fine. You 
      MUST
       keep those $0s in the spreadsheet. I can’t emphasize this enough. Don’t change anything from what the Social Security Administration reports!
    

    
      
    

    
      In Table 2 above, notice I have some numbers in 
      blue
      . That is because to get your actual Social Security benefit, you only use the
       
      top 35 years
       
      of your INDEXED EARNINGS.  This means you need to go, line by line, to identify your top 35 years. For this example, the amounts in blue will not be used to calculate your benefit. 
    

    
      
    

    
      Now ADD those top 35 years of indexed earnings together. This is your Total Indexed Earnings. If you made the median U.S. earnings every year over your work history your total indexed earnings will be around $1,692,145. If you made the maximum taxable Social Security wage your total will be $3,753,365.
    

    
      
    

    
      Take your total indexed earnings amount and divide by 420. This is your Average Indexed Monthly Earnings (AIME). 
    

    
      
    

    
      For instance, if you made the median wage you would divide that $1,692,145 by 420 and get $4,028.  If you made the Social Security maximum your AIME would be $9,300.
    

    
      
    

    
      Folks, this is the most important number when it comes to your Social Security benefit. You’ve got to understand how this works and you’ve got to make sure it’s correct.  
      Here’s a 
      
        video
      
       I did in 2018 which describes the process.  And here’s the updated 
      
        one
      
       for 2019.
    

    
      
    

    
      Now that we have your AIME we must move on to calculate your Primary Insurance Amount (PIA) which is what your actual benefit will be at your Full Retirement Age (FRA). 
    

    
      
    

    
      A couple things to consider about your earnings history with Social Security.  There are wage caps for the maximum taxes you pay into the system each year. In 2019 that cap is $132,900.  So if you made $150,000 in 2019 your benefit record will only reflect $132,900 because that is the limit on the amount for which you pay tax. 
    

    
      
    

    
      However, say you are in real estate and had a smoking hot year in 2006.  You look at your earnings record and it reflects only $24,000 in taxable earnings that year.  But you know you made much more than that.  You need to contact the SSA to make a correction. 
    

    
      
    

    
      Self Employed? Don’t Make This Mistake
    

    
      And this leads to my final point of this chapter: the propensity of self employed individuals to take a dividend instead of salary in order to avoid paying FICA. 
    

    
      
    

    
      I can’t begin to tell you how many small business owners I’ve worked with in the past who will move mountains in order to not have to pay FICA tax on their earnings.  Let me give you an example of how this works.  
    

    
      
    

    
      You’re self-employed running an auto detail shop.  No employees, just you.  Your gross income is $100.000.  If you take this as a salary you’ll have to pay 12.4% in OASDI tax and another 2.9% in HI for a total FICA tax of 15.3%. 
    

    
      
    

    
      You don’t want to lose $15,300 in FICA taxes on that $100,000.  So, instead you pay yourself a minimal amount, say $24,000, as a salary and the rest as a dividend which is NOT subject to FICA. 
    

    
      
    

    
      Fast forward until you turn 62 and start thinking of retiring. Your Social Security benefit will be incredibly low. Why? Because you were only paying tax on a $24,000 “salary.” Hopefully, you saved or invested some of that dividend money because your Social Security income is going to be a pittance. Why not just pay the FICA on the entirety of your income so you know there will be a bigger benefit waiting for you when you retire?  
    

    
      
    

    
      Secondly, and trust me on this, the IRS knows of these scenarios with self-employed individuals too. If ever there were ever a red flag to lead to an audit, this would be it. 
    

    
      
    

    
      Moral of the story, don’t be penny wise and pound foolish. Just pay the tax and recognize you’ll get it back, at retirement, when you need it most. 
    

    




      Chapter 3 - Primary Insurance Amount (PIA)
    

    
      
    

    
      Now we have your AIME figured out we can go on to calculating what your 
      actual Social Security 
      benefit
       will be
      . This is your Primary Insurance Amount (PIA), which is your benefit at your Full Retirement Age (FRA). (In the next chapter we’ll discuss more about your FRA). How do we do this? Easy…
    

    
      
        
First, understand that Social Security is a very progressive system in that it benefits those on the lower income scale much more than those with higher incomes. The intent of 
      
        Social Security 
      
      is:
    

    
      
    

    
      “to give some measure of protection to the average citizen and his family against poverty-ridden old age. We can never insure one hundred percent of the population against one hundred percent of the hazards and vicissitudes of life, but we have tried to frame a law which will give some measure of protection to the average citizen and to his family against the loss of a job and against poverty-ridden old age."--
    

    
      President Roosevelt upon signing the Social Security Act 
    

    
      
    

    
      Social Security was instituted to keep people out of poverty.  And this is how your PIA is calculated, as a very progressive benefit designed to keep you out of poverty.  Those who made around $1,000 a month in income will get nearly 90% of that income as a Social Security benefit. Those who made around $3,500 a month will get around 40% of that income replaced by Social Security. Those who made $7,000 or more a month will get around 30% of that income replaced.  
    

    
      
    

    
      As you can see, the more money you make over your working career the less Social Security will replace as a percentage of your earned income. 
    

    
      
    

    
      Here is the formula directly from 
      
        Social Security
      
      :
    

    
      For an individual who first becomes eligible for old-age insurance benefits or disability insurance benefits in 2019, or who dies in 2019 before becoming eligible for benefits, his/her PIA will be the sum of:
    

    
      (a) 90 percent of the first $926 of his/her average indexed monthly earnings, plus
    

    
      (b) 32 percent of his/her average indexed monthly earnings over $926 and through $5,583, plus
    

    
      (c) 15 percent of his/her average indexed monthly earnings over $5,583.
    

    
      
    

    
      
    

    
      Table 3 shows an example from 
      
        Social Security
      
      :
    

    
      
    

    
      Table 3
    

    
    
    
      
        
          	
            
              Case
            

          
          	
            
              AIME
            

          
          	
            
              First
            

          
          	
            
              Second
            

          
          	
            
              Formula applied to AIME
            

          
        

        
          	
            
              A
            

          
          	
            
              $4,196
            

          
          	
            
              $926
            

          
          	
            
              $5,583
            

          
          	
            
              .9(926) + .32(4196 - 926) = $1,879.80
            

          
        

        
          	
            
              B
            

          
          	
            
              $9,300
            

          
          	
            
              $826
            

          
          	
            
              $4,980
            

          
          	
            
              .9(826) + .32(4980 - 826) + .15(9300 - 4980) = $2,720.68
            

          
        

      
    

    
      
    

    
      If you want to see exactly how Social Security calculates the formula click 
      
        here
      
      .  
    

    
      
    

    
      In plain English:
    

    
      	
        The first $926 of your AIME you will receive 90% as your Social Security benefit. 
      

      	
        The next $4,657 you will receive 32% as your benefit. 
      

      	
        Anything over $5,583 you will receive 15% as your benefit. 
      

    

    
      
    

    
      These are called 
      bend points
      . Be advised, the bend points change a bit each year.  So, if you’re reading this after 2019 you need to click on that website above to see what the bend points are for that specific year. 
    

    
      
    

    




    
      
    

    
      In 2019, if your AIME is $4,000 here is the formula: 
    

    
      
    

    
      Table 4
    

    
    
    
      
        
          	
            
              AIME
            

          
          	
            
              $4,000
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              1st Bend Point
            

          
          	
            
              $926
            

          
          	
            
              0.9
            

          
          	
            
              $833
            

          
        

        
          	
            
              2nd Bend Point
            

          
          	
            
              $3,074
            

          
          	
            
              0.32
            

          
          	
            
              $984
            

          
        

        
          	
            
              3rd Bend Point
            

          
          	
            
              $0
            

          
          	
            
              0.15
            

          
          	
            
              $0
            

          
        

        
          	
            
              PIA
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $1,817
            

          
        

      
    

    
      
    

    
      In this example, your Primary Insurance Amount (PIA) is $1,817.  Again, this is the amount you’ll get at your FULL RETIREMENT AGE (FRA). Your FRA will be either 66 and some months or 67 depending on what year you were born.  Born 1960 or later, your FRA is 67.  
    

    
      
    

    
      Let’s try another example.  This time the worker made the maximum Social Security wage throughout his working career.  His AIME will be $9,300. (In case you are wondering how I got that, Social Security already calculated that for us 
      
        here
      
      . But just remember, you take your HIGHEST 35 years of INDEXED earnings and add them together. Then divide by 420 and you’ll get your AIME. Revisit Chapter 2 for the step by step.)
    

    
      
    

    
      This person’s benefit formula will look like this:
    

    
      
    

    
      Table 5
    

    
    
    
      
        
          	
            
              AIME
            

          
          	
            
              $9,300
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              1st Bend Point
            

          
          	
            
              $926
            

          
          	
            
              0.9
            

          
          	
            
              $833
            

          
        

        
          	
            
              2nd Bend Point
            

          
          	
            
              $4,657
            

          
          	
            
              0.32
            

          
          	
            
              $1,490
            

          
        

        
          	
            
              3rd Bend Point
            

          
          	
            
              $3,717
            

          
          	
            
              0.15
            

          
          	
            
              $558
            

          
        

        
          	
            
              PIA
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $2,881
            

          
        

      
    

    
      
    

    
      
    

    
      You see that even though this person’s AIME was more than double that from Table 4, his actual benefit is only 58% more.  That is the progressive nature of the Social Security system; the more income you make the LESS percentage of that income Social Security replaces in retirement.
    

    
      
    

    
      I do need to point out something though.  The second example is a worker who paid the MAXIMUM amount of taxes into the Social Security system and will receive the MAXIMUM amount of benefit. This is as of 2019. But please understand, Social Security is inherently a political system. Politicians of all stripes propose significant changes to Social Security. 
    

    
      
    

    
      I highly suggest you keep up to date with rule changes.  Because not only do the amounts Social Security uses adjust each year for inflation but structural changes are always proposed. Few pass into law, but that doesn’t mean none will. So, it’s important to understand the ever-changing dynamics of the system. 
    

    
      
    

    
      In the next chapter we’ll go over how your actual benefit is calculated depending on when you file for benefits. 
    

    
      
    

    
      
    

    
      
    

    
      
    

    




      Chapter 4 - What Your Social Security Benefit Will Be
    

    
      
    

    
      In the previous chapters we calculated how to find your AIME and then your PIA. These are critically important, don't get me wrong, but neither will tell you what your actual benefit will be.  This is because
       
      your benefit amount is based on your age in which you file for Social Security. 
    

    
      
    

    
      As we sit here today, in 2019, you can take your Social Security RETIREMENT benefit at any age between 62 and 70. (I emphasize retirement because Spousal and Survivor benefits are different). The earlier you take your benefit, the less you receive on a per-month basis.  
    

    
      
    

    
      Remember, as we discussed last chapter, your benefit is based on your Primary Insurance Amount (PIA).  Your PIA is the amount you will get at your Full Retirement Age (FRA).  If you were born in 1960 or later, your FRA is 67. If you were born in 1954 your FRA is 66.  Born in 1955 your FRA is 66 and 2 months; 1956 - 66 and 4 months etc.
    

    
      
    

    




    
      
    

    
      
        Table 6  
      
    

    
    
    
      
        
          	
            
              
                Year of Birth *
              
            

          
          	
            
              Full Retirement Age
            

          
        

        
          	
            
              
                1943 - 1954
              
            

          
          	
            
              66
            

          
        

        
          	
            
              
                1955
              
            

          
          	
            
              66 and 2 months
            

          
        

        
          	
            
              
                1956
              
            

          
          	
            
              66 and 4 months
            

          
        

        
          	
            
              
                1957
              
            

          
          	
            
              66 and 6 months
            

          
        

        
          	
            
              
                1958
              
            

          
          	
            
              66 and 8 months
            

          
        

        
          	
            
              
                1959
              
            

          
          	
            
              66 and 10 months
            

          
        

        
          	
            
              
                1960 and later
              
            

          
          	
            
              67
            

          
        

      
    

    
      
    

    
      Once you know your FRA and your PIA we can start crunching numbers.  
    

    
      
    

    
      Let’s say John was born in 1954 and has a PIA of $1,817.  Jane was born in 1960 and has a PIA of $2,881.  We know John’s FRA is 66 and Jane’s is 67.  
    

    
      
    

    
      If John takes his benefit at the earliest age, again that’s 62 years old, his benefit will be reduced by 25% from his PIA. He’ll receive  $1,362.75 a month. If he waits until he is 70, his benefit will increase by 32% above his PIA to $2,398.44
    

    
      
    

    




    
      
    

    
      Table 7
    

    
    
    
      
        
          	
            
              John: Born in 1954
            

          
        

        
          	
            
              Age
            

          
          	
            
              Benefit Percentage
            

          
          	
            
              Benefit Amount
            

          
        

        
          	
            
              62
            

          
          	
            
              0.75
            

          
          	
            
              $1,363
            

          
        

        
          	
            
              63
            

          
          	
            
              0.8
            

          
          	
            
              $1,454
            

          
        

        
          	
            
              64
            

          
          	
            
              0.867
            

          
          	
            
              $1,575
            

          
        

        
          	
            
              65
            

          
          	
            
              0.933
            

          
          	
            
              $1,695
            

          
        

        
          	
            
              66
            

          
          	
            
              100
            

          
          	
            
              $1,817
            

          
        

        
          	
            
              67
            

          
          	
            
              1.08
            

          
          	
            
              $1,962
            

          
        

        
          	
            
              68
            

          
          	
            
              1.16
            

          
          	
            
              $2,108
            

          
        

        
          	
            
              69
            

          
          	
            
              1.24
            

          
          	
            
              $2,253
            

          
        

        
          	
            
              70
            

          
          	
            
              1.32
            

          
          	
            
              $2,398
            

          
        

      
    

    
      
    

    
      As you can see in table 7 above, there is a wide range in benefit amounts, all contingent on what year John actually takes his benefit.   Most people take their benefits 
      
        early
      
      .  Over a third, in fact, take their benefit at 62, meaning they have a huge, permanent reduction in their monthly benefit amount. 
    

    
      
    

    
      Roughly 2/3rds of recipients claimed benefits BEFORE their FRA! 
    

    
      
    

    
      Now, allow me to side track for a moment. 
      I believe many Americans miscalculate their life expectancy. They think it is 78 years old. They figure if they are 62, there is a good chance they’ll only live another 16 years and so they may as well collect benefits early. The problem with this is that the life expectancy for an American born TODAY is 78. But according to the Social Security Administration’s OWN Life Expectancy 
      
        Calculator
      
       a male who turned 62 today has a life expectancy as shown below:
    

    
      
    

    
      
    

    
      
    

    
      
    

    




    
      
    

    
      Table 8
    

    
    
    
      
        
          	
            
              At Age
            

          
          	
            
              Additional Life Expectancy
            

            
              (in years)
            

          
          	
            
              Estimated Total Years
            

          
        

        
          	
            
              62
            

          
          	
            
              21.6
            

          
          	
            
              83.6
            

          
        

        
          	
            
              66 and 6 months
            

          
          	
            
              18.4
            

          
          	
            
              84.9
            

          
        

        
          	
            
              70
            

          
          	
            
              15.9
            

          
          	
            
              85.9
            

          
        

      
    

    
      
    

    
      A female has an even longer life expectancy:
    

    
      
    

    
      Table 9
    

    
    
    
      
        
          	
            
              At Age
            

          
          	
            
              Additional Life Expectancy
            

            
              (in years)
            

          
          	
            
              Estimated Total Years
            

          
        

        
          	
            
              62
            

          
          	
            
              24.3
            

          
          	
            
              86.3
            

          
        

        
          	
            
              66 and 6 months
            

          
          	
            
              20.7
            

          
          	
            
              87.2
            

          
        

        
          	
            
              70
            

          
          	
            
              17.9
            

          
          	
            
              87.9
            

          
        

      
    

    
      
    

    
      If you are a man and planning on taking Social Security at 62 because you think your life expectancy is 78 you are almost 6 years short of what Social Security thinks it is, which is what they base your payment on. If you are a woman, Social Security thinks you’re going to be around until your late 80s.  So, think long and hard before you file at 62 and take a permanent reduction. 
    

    
      
    

    
      Let’s now turn our attention to Jane’s benefit. Jane was born in 1960, so her FRA is 67. She also made the maximum benefit for Social Security. Table 10 below shows what her benefit will be depending on the year she files. 
    

    
      
    

    
      Table 10
    

    
    
    
      
        
          	
            
              Jane: Born in 1960
            

          
        

        
          	
            
              Age
            

          
          	
            
              Benefit Percentage
            

          
          	
            
              Benefit Amount
            

          
        

        
          	
            
              62
            

          
          	
            
              0.7
            

          
          	
            
              $2,017
            

          
        

        
          	
            
              63
            

          
          	
            
              0.75
            

          
          	
            
              $2,161
            

          
        

        
          	
            
              64
            

          
          	
            
              0.8
            

          
          	
            
              $2,305
            

          
        

        
          	
            
              65
            

          
          	
            
              0.867
            

          
          	
            
              $2,498
            

          
        

        
          	
            
              66
            

          
          	
            
              0.933
            

          
          	
            
              $2,688
            

          
        

        
          	
            
              67
            

          
          	
            
              100
            

          
          	
            
              $2,881
            

          
        

        
          	
            
              68
            

          
          	
            
              1.08
            

          
          	
            
              $3,111
            

          
        

        
          	
            
              69
            

          
          	
            
              1.16
            

          
          	
            
              $3,342
            

          
        

        
          	
            
              70
            

          
          	
            
              1.24
            

          
          	
            
              $3,572
            

          
        

      
    

    
      
    

    
      Again, same as with John, there is a HUGE variance of the actual benefit Jane will receive depending on when she decides to file. File early, receive a bit more than $24k a year. File at FRA, get around $35k a year.  File delayed, she’ll get over $42k a year.
    

    
      
    

    
      Using the Social Security life expectancy tables we can calculate exactly how much the Social Security Administration expects Jane to receive:
    

    
      	
        File at 62, she will get $24k a year for 24 years 
      

      	
        File at 67 (FRA), she will get $35k a year for 21 years 
      

      	
        File at 70, she will get $42k a year for 18 years
      

    

    
      
    

    
      Thus, 
    

    
      In scenario 1 she  receives $576,000 of total benefits (not adjusted for 
      
        inflation
      
      )
    

    
      In scenario 2, she receives $735,000 
    

    
      In scenario 3, she receives $756,000 
    

    
      
    

    
      As you can see, if she files at 62 she’ll lose nearly $180k in total benefits over the course of her life!  It gets even worse when we factor inflation into the mix. Adjusting for inflation, which the Social Security Trustees 
      
        report
      
       predicts as 2.6% a year, her benefit amounts will look like this: 
    

    
      
    

    
      File at 62, she  receives $837,547 (adjusted for inflation)
    

    
      File at 67, she receives $1,079,909
    

    
      File at 70, she receives $1,272,433
    

    
      
    

    
      Now we’re talking REAL money. If she files early and lives to life expectancy for the year in which she files, she will be leaving $435,000 inflation-adjusted dollars on the table!  Hard to imagine
       ⅔ 
      of the population would take a reduced benefit if they truly understood how Social Security works. 
    

    
      
    

    
      How did I get that? Let me show you…
    

    
      
    

    




    
      
    

    
      Table 11
    

    
    
    
      
        
          	
            
              Yearly Social Security Benefit Depending on Age Filed
            

          
        

        
          	
            
              Age
            

          
          	
            
              62
            

          
          	
            
              67
            

          
          	
            
              70
            

          
          	
            
              Age
            

          
          	
            
              62
            

          
          	
            
              67
            

          
          	
            
              70
            

          
        

        
          	
            
              62
            

          
          	
            
              $24,204
            

          
          	
            
              $34,572
            

          
          	
            
              $42,864
            

          
          	
            
              77
            

          
          	
            
              $35,571
            

          
          	
            
              $50,808
            

          
          	
            
              $62,995
            

          
        

        
          	
            
              63
            

          
          	
            
              $24,833
            

          
          	
            
              $35,471
            

          
          	
            
              $43,978
            

          
          	
            
              78
            

          
          	
            
              $36,496
            

          
          	
            
              $52,129
            

          
          	
            
              $64,632
            

          
        

        
          	
            
              64
            

          
          	
            
              $25,479
            

          
          	
            
              $36,393
            

          
          	
            
              $45,122
            

          
          	
            
              79
            

          
          	
            
              $37,445
            

          
          	
            
              $53,485
            

          
          	
            
              $66,313
            

          
        

        
          	
            
              65
            

          
          	
            
              $26,141
            

          
          	
            
              $37,339
            

          
          	
            
              $46,295
            

          
          	
            
              80
            

          
          	
            
              $38,418
            

          
          	
            
              $54,875
            

          
          	
            
              $68,037
            

          
        

        
          	
            
              66
            

          
          	
            
              $26,821
            

          
          	
            
              $38,310
            

          
          	
            
              $47,499
            

          
          	
            
              81
            

          
          	
            
              $39,417
            

          
          	
            
              $56,302
            

          
          	
            
              $69,806
            

          
        

        
          	
            
              67
            

          
          	
            
              $27,518
            

          
          	
            
              $39,306
            

          
          	
            
              $48,734
            

          
          	
            
              82
            

          
          	
            
              $40,442
            

          
          	
            
              $57,766
            

          
          	
            
              $71,621
            

          
        

        
          	
            
              68
            

          
          	
            
              $28,234
            

          
          	
            
              $40,328
            

          
          	
            
              $50,001
            

          
          	
            
              83
            

          
          	
            
              $41,494
            

          
          	
            
              $59,268
            

          
          	
            
              $73,483
            

          
        

        
          	
            
              69
            

          
          	
            
              $28,968
            

          
          	
            
              $41,377
            

          
          	
            
              $51,301
            

          
          	
            
              84
            

          
          	
            
              $42,572
            

          
          	
            
              $60,809
            

          
          	
            
              $75,394
            

          
        

        
          	
            
              70
            

          
          	
            
              $29,721
            

          
          	
            
              $42,453
            

          
          	
            
              $52,635
            

          
          	
            
              85
            

          
          	
            
              $43,679
            

          
          	
            
              $62,390
            

          
          	
            
              $77,354
            

          
        

        
          	
            
              71
            

          
          	
            
              $30,494
            

          
          	
            
              $43,556
            

          
          	
            
              $54,003
            

          
          	
            
              86
            

          
          	
            
              $44,815
            

          
          	
            
              $64,012
            

          
          	
            
              $79,365
            

          
        

        
          	
            
              72
            

          
          	
            
              $31,287
            

          
          	
            
              $44,689
            

          
          	
            
              $55,407
            

          
          	
            
              87
            

          
          	
            
              $45,980
            

          
          	
            
              $65,676
            

          
          	
            
              $81,429
            

          
        

        
          	
            
              73
            

          
          	
            
              $32,100
            

          
          	
            
              $45,851
            

          
          	
            
              $56,848
            

          
          	
            
              88
            

          
          	
            
              $47,176
            

          
          	
            
              $67,384
            

          
          	
            
              $83,546
            

          
        

        
          	
            
              74
            

          
          	
            
              $32,935
            

          
          	
            
              $47,043
            

          
          	
            
              $58,326
            

          
          	
            
              89
            

          
          	
            
              $48,402
            

          
          	
            
              $69,136
            

          
          	
            
              $85,718
            

          
        

        
          	
            
              75
            

          
          	
            
              $33,791
            

          
          	
            
              $48,266
            

          
          	
            
              $59,842
            

          
          	
            
              90
            

          
          	
            
              $49,661
            

          
          	
            
              $70,933
            

          
          	
            
              $87,947
            

          
        

      
    

    
      
    

    
      
    

    
      What Table 11 shows is the annual INFLATION-adjusted benefits Jane will receive over her life.  Notice the bold amounts.  These are the inflation-adjusted amounts she’ll receive when she files at 62, 67 and 70. The red amounts are her life expectancy for the year she files. 
    

    
      
    

    
      Let me explain how this works.  When Jane turns 62 she looks at her Social Security statement. Table 10 shows us what her benefit will be depending on the year she files. File at 62 and her benefit will be reduced from her PIA of $2,881 to $2,017.  But if she waits until 67 to file her benefit will be her PIA ($2,881) but it will also have grown with inflation for the five years in which she waited to file!
    

    
      
    

    
      So, instead of a benefit of $2,881 a month it will actually be $3,257 (assuming a 2.6% COLA), an increase of $376 a month. Now, don’t forget, if she did take her benefit at 62 and initially received $2,017 a month, that benefit will also have grown to $2,293 a month, an increase of $276.
    

    
      
    

    
      The Cost of Living Adjustments put an extra $100 a month in Jane’s pocket by waiting until FRA to file than it did if she filed at 62, even though it’s the exact same percentage increase. This is due to the simple fact that 2.6% grows more, in actual dollars, on a larger amount than a smaller one. 
    

    
      
    

    
      In fact, looking at the inflation adjustments if Jane were to wait until 70 what was an initial benefit of $3,572 a month will grow to $4,386 with inflation, an increase of $814!
    

    
      
    

    
      As the years go by, those inflation adjustments get larger and larger to the point at age 86 Jane would receive $34,550 MORE in benefits, in that year alone, by having filed at 70 than if she had filed at 62. 
    

    
      
    

    




    
      
    

    
      Table 12
    

    
    
    
      
        
          	
            
              Age When Taking Social Security
            

          
        

        
          	
            
              
            

          
          	
            
              62
            

          
          	
            
              67
            

          
          	
            
              70
            

          
        

        
          	
            
              Die at Life Exp.
            

          
          	
            
              $837,547
            

          
          	
            
              $1,079,909
            

          
          	
            
              $1,272,433
            

          
        

        
          	
            
              Die at 70
            

          
          	
            
              $241,920
            

          
          	
            
              $163,464
            

          
          	
            
              $0
            

          
        

        
          	
            
              Die at 77
            

          
          	
            
              $472,768
            

          
          	
            
              $493,197
            

          
          	
            
              $461,454
            

          
        

        
          	
            
              Die at 80
            

          
          	
            
              $585,127
            

          
          	
            
              $653,686
            

          
          	
            
              $660,436
            

          
        

        
          	
            
              Die at 90
            

          
          	
            
              $1,028,766
            

          
          	
            
              $1,287,362
            

          
          	
            
              $1,446,09
              7
            

          
        

      
    

    
      
    

    
      Table 12 shows us what Jane could expect from various filing scenarios, again assuming a 2.6% Cost of Living Adjustment. 
    

    
      
    

    
      If Jane expects to survive beyond 77 she should DEFINITELY wait to take Social Security to at least her Full Retirement Age. But most people don’t calculate it like this.  They calculate their life expectancy as if it is 78 years old and don't even adjust for inflation.  
    

    
      
    

    
      So they calculate their benefits like this (with no inflation adjustments):
    

    
      	
        File at 62 and get $24k a year for 16 years = $384,000
      

      	
        File at 66 and get $35k a year for 12 years = $420,000
      

      	
        File at 70 and get $42k a year for 8 years =  $336,000
      

    

    
      
    

    
      This is just wrong.
    

    
      
    

    
      I can’t tell you have many times I’ve been “challenged” by people who don’t understand how life expectancy works.  They’ll type “What is the US Life Expectancy” in Google and see the result:
    

    
      
        [image: ]
      
    

    
      
    

    
      
    

    
      The problem is they don’t read the fine 
      
        print
      
      : 
    

    
      
    

    
      “According to the latest available data, 
      a baby born in 2016
       in the United States can be expected to live 78.6 years on average (emphasis mine).”
    

    
      
    

    
      If you are reading this, your life expectancy is NOT 78 years old!  (I have a video on this 
      
        here
      
      .) 
    

    
      
    

    
      But even with this knowledge people will still say things like this:
    

    
      “What if I die tomorrow? I wouldn’t have received anything!  Might as well take now to make sure I get something.”
    

    
      “Social Security is bankrupt… I better get it while I can.”
    

    
      “Better get it now because they’re gonna reduce benefits anyway.”
    

    
      “Pretty soon, NO ONE is getting Social Security.  Better get it while it’s there.”
    

    
      “I’ve known people who’ve died BEFORE getting ANY Social Security. No way that’s gonna happen to me…”
    

    
      
    

    
      I am not one to chastise you for taking your Social Security benefit early...IF you’re doing it based on proper number crunching  There are many reasons to take the benefit early.  But please make sure if you do take it early it’s for the right reasons based on sound math.
    

    
      
    

    
      
    

    



      Chapter 5 - Julie’s Real World Social Security Statement
    

    
      
    

    
      Let me introduce you to “Julie”. Julie is 60 years old and actually a client of mine who gave me permission to use her information. Obviously, Julie is not her real name. 
    

    
      
    

    
      The very first page of her most recent Social Security statement in LARGE FONT proclaims she’ll make $1,916 a month at full retirement age. 
    

    
      
    

    
      The next page gives us her benefit estimates.
    

    
      
    

    
      At your current earnings rate, if you continue working until:
    

    
      Your FRA, your payment will be about………………...$1,916/month
    

    
      Age 70, your payment will be about…………………....$2,513/month
    

    
      Age 62, your payment will be about..…………………..$1,282/month
    

    
      
    

    
      Julie works until she’s 70 she gets $2,513 a month. She stops working at 62 her benefit is reduced to $1,282 a month. 
    

    
      
    

    
      Pretty self-explanatory, right? Of course not! What are the assumptions Social Security is making to come up with these numbers?  This is incredibly important to understand.  So, we need to dig deeper into the statement to read:
    

    
      
    

    
      (W)e estimated your benefit amounts using your average earnings over your working lifetime. For 2019 and later (up to retirement age), we assumed you'll continue to work and make about the same as you did in 2017 or 2018
      . 
    

    
      
    

    
      We based your benefit estimates on these facts:
    

    
      Your date of birth………………………………………..1958
    

    
      Your estimated taxable earnings per year after 2019…$51,750
    

    
      Your Social Security Number(on last 4 shown).............XXXX
    

    
      
    

    
      Notice that the Social Security Administration is assuming Julie continues to work until she is 66 and 8 months, which is her Full Retirement Age.   The SSA also assumes she’ll make $51,750 each year until she reaches her FRA which is the amount she made in the previous two years. 
    

    
      
    

    
      Please understand, and I can not state this forcefully enough, 
      the 
      SSA assumes she will continue to work and make that same income until her Full Retirement Age!
    

    
      
    

    
      What if she doesn’t want to work for another 6 years? How will that affect her benefit? What if she gets a promotion and is making double the money she’s making now? How will that affect her benefit?
    

    
      
    

    
      There are so many variables that you can not just look at your Social Security statement and make an assumption of your benefit until you actually crunch the numbers yourself. 
    

    
      
    

    
      For instance, in my last job, I was making good money, more than the Social Security taxable limit, as a matter of fact.  When I downloaded my statement in 2018, it was based on my 2017 earnings and projected I’d make the same earnings until my Full Retirement Age in 2037.
    

    
      
    

    
      With those assumptions, the SSA projected my benefit to be around $2,900 in today’s dollars, i.e, not adjusted for inflation. 
    

    
      
    

    
      But, in 2018, I became self employed and didn’t make much money. The taxes I paid into Social Security that year were minimal.  In 2019 Social Security recalculated my benefit based on my 2018 income. It fell to $2,200 a month because now they assumed I’d make the same income I made in 2018 all the way through to 2037.
    

    
      
    

    
      That’s a $700 a month drop off.  While that is a lot of money it was not NEAR the drastic reduction I thought it would be. This really changed my mind as to how I viewed Social Security and retirement planning. 
    

    
      
    

    
      If I were to have remained in my crappy, old job for 2 more decades, I would have only added an extra $700 a month to my Social Security benefit. The long hours, the commute, the corporate politics, all that for an extra $700 a month, 20 years later. No thanks.
    

    
      
    

    
      Now, people tell me all the time, “yeah, but Josh, if you stayed in your job you would be able to squirrel more money into your retirement plan and have a higher standard of living at retirement.”
    

    
      
    

    
      That’s true, and false. It’s true that I would have been able to save more money in my 401k indeed.  But my current standard of living means something too. And not having my commute, long office hours, travel, etc., my standard of living since I quit has increased exponentially. 
    

    
      
    

    
      In the next chapter, we’ll run some numbers for Julie so you can see EXACTLY how all this works and hopefully will give you the knowledge to run your own numbers. 
    

    



      Chapter 6 - How Julie’s Social Security Benefit is Calculated
    

    
      
    

    
      While the Social Security Administration is gracious enough to show Julie her benefit on page 1 and page 2 of her annual statement (see previous chapter) it doesn’t tell us how they actually got there.
    

    
      
    

    
      So, let me show you. 
    

    
      
    

    
      First we need to know the year Julie was born (1958). Next, we go to 
      
        this
      
       page on SSA.gov to get the indexing factors. 
    

    
      
    

    
      Then, just like I did in table 2, chapter 2, we create a spreadsheet. Take the indexing factors, and the earnings history from page 3 of the Social Security statement, and it will look like Table 13 below.  
    

    
      
    

    
      SIDE NOTE: In your spreadsheet you will want to put in the numbers the SSA gives you exactly as shown.  Do not change anything from what they provided to you. 
    

    
      
    

    
      
    

    




    
      
    

    
      Table 13
    

    
    
    
      
        
          	
            
              Julie's Earnings Record
            

          
        

        
          	
            
              Year
            

          
          	
            
              Amount
            

          
          	
            
              Index Factor
            

          
          	
            
              Adj. Amount
            

          
          	
            
              Year
            

          
          	
            
              Amount
            

          
          	
            
              Index Factor
            

          
          	
            
              Adj.
            

            
              Amount
            

          
        

        
          	
            
              1977
            

          
          	
            
              $3,331
            

          
          	
            
              5.2962286
            

          
          	
            
              $17,642
            

          
          	
            
              2001
            

          
          	
            
              $51,394
            

          
          	
            
              1.5732421
            

          
          	
            
              $80,855
            

          
        

        
          	
            
              1978
            

          
          	
            
              $7,341
            

          
          	
            
              4.9065937
            

          
          	
            
              $36,019
            

          
          	
            
              2002
            

          
          	
            
              $44,122
            

          
          	
            
              1.5576209
            

          
          	
            
              $68,725
            

          
        

        
          	
            
              1979
            

          
          	
            
              $8,618
            

          
          	
            
              4.5118978
            

          
          	
            
              $38,884
            

          
          	
            
              2003
            

          
          	
            
              $49,598
            

          
          	
            
              1.5204528
            

          
          	
            
              $75,411
            

          
        

        
          	
            
              1980
            

          
          	
            
              $10,518
            

          
          	
            
              4.139075
            

          
          	
            
              $43,535
            

          
          	
            
              2004
            

          
          	
            
              $44,578
            

          
          	
            
              1.4529104
            

          
          	
            
              $64,768
            

          
        

        
          	
            
              1981
            

          
          	
            
              $9,573
            

          
          	
            
              3.7605296
            

          
          	
            
              $36,000
            

          
          	
            
              2005
            

          
          	
            
              $47,238
            

          
          	
            
              1.4016246
            

          
          	
            
              $66,210
            

          
        

        
          	
            
              1982
            

          
          	
            
              $6,122
            

          
          	
            
              3.5643065
            

          
          	
            
              $21,821
            

          
          	
            
              2006
            

          
          	
            
              $53,361
            

          
          	
            
              1.3400326
            

          
          	
            
              $71,505
            

          
        

        
          	
            
              1983
            

          
          	
            
              $12,570
            

          
          	
            
              3.3987358
            

          
          	
            
              $42,722
            

          
          	
            
              2007
            

          
          	
            
              $49,548
            

          
          	
            
              1.2818595
            

          
          	
            
              $63,514
            

          
        

        
          	
            
              1984
            

          
          	
            
              $0
            

          
          	
            
              3.2100357
            

          
          	
            
              $0
            

          
          	
            
              2008
            

          
          	
            
              $57,656
            

          
          	
            
              1.2530347
            

          
          	
            
              $72,245
            

          
        

        
          	
            
              1985
            

          
          	
            
              $0
            

          
          	
            
              3.0788598
            

          
          	
            
              $0
            

          
          	
            
              2009
            

          
          	
            
              $67,365
            

          
          	
            
              1.2722206
            

          
          	
            
              $85,703
            

          
        

        
          	
            
              1986
            

          
          	
            
              $10,525
            

          
          	
            
              2.9901102
            

          
          	
            
              $31,471
            

          
          	
            
              2010
            

          
          	
            
              $63,534
            

          
          	
            
              1.2428459
            

          
          	
            
              $78,963
            

          
        

        
          	
            
              1987
            

          
          	
            
              $8,626
            

          
          	
            
              2.8108497
            

          
          	
            
              $24,246
            

          
          	
            
              2011
            

          
          	
            
              $31,585
            

          
          	
            
              1.2050866
            

          
          	
            
              $38,063
            

          
        

        
          	
            
              1988
            

          
          	
            
              $10,174
            

          
          	
            
              2.6789098
            

          
          	
            
              $27,255
            

          
          	
            
              2012
            

          
          	
            
              $27,307
            

          
          	
            
              1.1685965
            

          
          	
            
              $31,911
            

          
        

        
          	
            
              1989
            

          
          	
            
              $1,229
            

          
          	
            
              2.5768811
            

          
          	
            
              $3,167
            

          
          	
            
              2013
            

          
          	
            
              $44,044
            

          
          	
            
              1.1538488
            

          
          	
            
              $50,820
            

          
        

        
          	
            
              1990
            

          
          	
            
              $1,085
            

          
          	
            
              2.4631063
            

          
          	
            
              $2,672
            

          
          	
            
              2014
            

          
          	
            
              $53,563
            

          
          	
            
              1.1142955
            

          
          	
            
              $59,685
            

          
        

        
          	
            
              1991
            

          
          	
            
              $0
            

          
          	
            
              2.3746149
            

          
          	
            
              $0
            

          
          	
            
              2015
            

          
          	
            
              $0
            

          
          	
            
              1.0768321
            

          
          	
            
              $0
            

          
        

        
          	
            
              1992
            

          
          	
            
              $0
            

          
          	
            
              2.2582604
            

          
          	
            
              $0
            

          
          	
            
              2016
            

          
          	
            
              $54,000
            

          
          	
            
              1.0647998
            

          
          	
            
              $57,499
            

          
        

        
          	
            
              1993
            

          
          	
            
              $929
            

          
          	
            
              2.2390044
            

          
          	
            
              $2,080
            

          
          	
            
              2017
            

          
          	
            
              $51,750
            

          
          	
            
              1.0292569
            

          
          	
            
              $53,264
            

          
        

        
          	
            
              1994
            

          
          	
            
              $5,821
            

          
          	
            
              2.1804822
            

          
          	
            
              $12,693
            

          
          	
            
              2018
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

        
          	
            
              1995
            

          
          	
            
              $8,839
            

          
          	
            
              2.0964487
            

          
          	
            
              $18,531
            

          
          	
            
              2019
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

        
          	
            
              1996
            

          
          	
            
              $7,788
            

          
          	
            
              1.9987015
            

          
          	
            
              $15,566
            

          
          	
            
              2020
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

        
          	
            
              1997
            

          
          	
            
              $10,307
            

          
          	
            
              1.8885054
            

          
          	
            
              $19,465
            

          
          	
            
              2021
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

        
          	
            
              1998
            

          
          	
            
              $12,004
            

          
          	
            
              1.7945795
            

          
          	
            
              $21,542
            

          
          	
            
              2022
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

        
          	
            
              1999
            

          
          	
            
              $38,521
            

          
          	
            
              1.6998498
            

          
          	
            
              $65,480
            

          
          	
            
              2023
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

        
          	
            
              2000
            

          
          	
            
              $51,692
            

          
          	
            
              1.6107741
            

          
          	
            
              $83,264
            

          
          	
            
              2024
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

      
    

    
      
    

    
      
    

    
      
    

    
      There is a lot going on in this table, so let me explain. The reason we have some numbers in red is because we need to identify the 
      TOP 35
       years of Julie’s INDEXED earnings in order to calculate her AIME. 
    

    
      
    

    
      Now, add up those top 35 years.  This equals $1,853,630. Divide that amount by 420 and we get an AIME of $4,413. (The reason we’re dividing by 420 is that this is the number of months in a 35 year work history.) 
    

    
      
    

    
      Multiply the first $926 of Julie's AIME by 90% to get $833.  Then multiply her remaining AIME ($3,487) by 32% to get $1,158. Add $1,158 and $833 and you get Julie’s PIA of $1,949, which is almost exactly what the Social Security Administration said it would be if Julie continued to work to her Full Retirement Age. Simple, right? :)
    

    
      
    

    




    
      
    

    
      Table 14
    

    
    
    
      
        
          	
            
              Total Indexed Earnings
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $1,853,630
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              AIME
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $4,413
            

          
        

        
          	
            
              Bend Points
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              1st
            

          
          	
            
              0-$926
            

          
          	
            
              *.90
            

          
          	
            
              $833
            

          
        

        
          	
            
              2nd
            

          
          	
            
              $5,583-$926
            

          
          	
            
              *.32
            

          
          	
            
              $1,158
            

          
        

        
          	
            
              3rd
            

          
          	
            
              >$5,583
            

          
          	
            
              *.15
            

          
          	
            
              $0
            

          
        

        
          	
            
              PIA
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $1,949
            

          
        

      
    

    
      
    

    
      But what if she stops working now? In this case, the 6 extra years Social Security assumes she’ll work, with an income of $51,750 from 2019-2024, will not happen. Social Security will then replace those years with 6 years of significantly less income, one year was only $3,167, in fact!  That will lead to a HUGE reduction in her Social Security right?  
    

    
      
    

    
      Well, let’s see. In Table 15, at the end of the chapter, we have replaced the years 2019-2024 from Table 13 with the years 1977, 1989 and 1994-1997.  Ultimately, by Julie no longer working after 2018, she replaced $310,500 of future earnings with $87,064 of her past earnings. 
    

    
      
    

    
      How will this affect her Social Security benefit?  Table 16 shows us. 
    

    
      
    

    
      What we find is that if Julie stops working now, and no longer makes ANY income, her benefit at FRA will drop from an $1,916 a month to $1,782 a month. That extra 6 years of work, making $51,750 a year, will only increase her benefit by about $134 a month, $1,608 a year.
    

    
      
    

    
      I’ll leave that for you to decide if it’s worth it or not. But remember that’s an extra 6 years of working in some kind of job. Maybe you’re in a job you love or least don’t mind. But what if it’s one you can’t stand? Is it worth it to stay there, miserable, for an extra $134 a month at retirement?
    

    
      
    

    
      Think about it like this, you’re working an extra 12,480 hours over the course of those 6 years to capture another $1,608 a year.  In a 40 hour work week you work 2,080 hours a year. So 2,080 times 6 years = 12,480 hours, which doesn’t include commute time by the way. 
    

    
      
    

    
      If you’re miserable at your work, I bet there is a better way to use those 12,480 hours to find an activity you enjoy that will pay you well more than that extra $1,608 a year.  
    

    
      
    

    
      Now, one other thing I want to point out. The SSA does NOT index your earnings once you reach the age of 60.  Notice in Table 13 that from 2018 and beyond the index factor is 1.  Once you reach 60 they simply increase your earnings with the Cost of Living Adjustment.  
    

    
      
    

    
      So, while you may THINK you’re making good money now relative to your earlier years of working, you need to consider the indexing factor.  From a Social Security perspective the $38,000 Julie made in 1999 is worth WAY more than the $51,750 she may make this year, as table 13 and 15 show. 
    

    
      
    

    




    
      
    

    
      Table 15
    

    
    
    
      
        
          	
            
              Julie's Earnings Record
            

          
        

        
          	
            
              Year
            

          
          	
            
              Amount
            

          
          	
            
              Index Factor
            

          
          	
            
              Adj. Amount
            

          
          	
            
              Year
            

          
          	
            
              Amount
            

          
          	
            
              Index Factor
            

          
          	
            
              Adj. Amount
            

          
        

        
          	
            
              1977
            

          
          	
            
              $3,331
            

          
          	
            
              5.2962286
            

          
          	
            
              $17,642
            

          
          	
            
              1998
            

          
          	
            
              $12,004
            

          
          	
            
              1.7945795
            

          
          	
            
              $21,542
            

          
        

        
          	
            
              1978
            

          
          	
            
              $7,341
            

          
          	
            
              4.9065937
            

          
          	
            
              $36,019
            

          
          	
            
              1999
            

          
          	
            
              $38,521
            

          
          	
            
              1.6998498
            

          
          	
            
              $65,480
            

          
        

        
          	
            
              1979
            

          
          	
            
              $8,618
            

          
          	
            
              4.5118978
            

          
          	
            
              $38,884
            

          
          	
            
              2000
            

          
          	
            
              $51,692
            

          
          	
            
              1.6107741
            

          
          	
            
              $83,264
            

          
        

        
          	
            
              1980
            

          
          	
            
              $10,518
            

          
          	
            
              4.139075
            

          
          	
            
              $43,535
            

          
          	
            
              2001
            

          
          	
            
              $51,394
            

          
          	
            
              1.5732421
            

          
          	
            
              $80,855
            

          
        

        
          	
            
              1981
            

          
          	
            
              $9,573
            

          
          	
            
              3.7605296
            

          
          	
            
              $36,000
            

          
          	
            
              2002
            

          
          	
            
              $44,122
            

          
          	
            
              1.5576209
            

          
          	
            
              $68,725
            

          
        

        
          	
            
              1982
            

          
          	
            
              $6,122
            

          
          	
            
              3.5643065
            

          
          	
            
              $21,821
            

          
          	
            
              2003
            

          
          	
            
              $49,598
            

          
          	
            
              1.5204528
            

          
          	
            
              $75,411
            

          
        

        
          	
            
              1983
            

          
          	
            
              $12,570
            

          
          	
            
              3.3987358
            

          
          	
            
              $42,722
            

          
          	
            
              2004
            

          
          	
            
              $44,578
            

          
          	
            
              1.4529104
            

          
          	
            
              $64,768
            

          
        

        
          	
            
              1984
            

          
          	
            
              $0
            

          
          	
            
              3.2100357
            

          
          	
            
              $0
            

          
          	
            
              2005
            

          
          	
            
              $47,238
            

          
          	
            
              1.4016246
            

          
          	
            
              $66,210
            

          
        

        
          	
            
              1985
            

          
          	
            
              $0
            

          
          	
            
              3.0788598
            

          
          	
            
              $0
            

          
          	
            
              2006
            

          
          	
            
              $53,361
            

          
          	
            
              1.3400326
            

          
          	
            
              $71,505
            

          
        

        
          	
            
              1986
            

          
          	
            
              $10,525
            

          
          	
            
              2.9901102
            

          
          	
            
              $31,471
            

          
          	
            
              2007
            

          
          	
            
              $49,548
            

          
          	
            
              1.2818595
            

          
          	
            
              $63,514
            

          
        

        
          	
            
              1987
            

          
          	
            
              $8,626
            

          
          	
            
              2.8108497
            

          
          	
            
              $24,246
            

          
          	
            
              2008
            

          
          	
            
              $57,656
            

          
          	
            
              1.2530347
            

          
          	
            
              $72,245
            

          
        

        
          	
            
              1988
            

          
          	
            
              $10,174
            

          
          	
            
              2.6789098
            

          
          	
            
              $27,255
            

          
          	
            
              2009
            

          
          	
            
              $67,365
            

          
          	
            
              1.2722206
            

          
          	
            
              $85,703
            

          
        

        
          	
            
              1989
            

          
          	
            
              $1,229
            

          
          	
            
              2.5768811
            

          
          	
            
              $3,167
            

          
          	
            
              2010
            

          
          	
            
              $63,534
            

          
          	
            
              1.2428459
            

          
          	
            
              $78,963
            

          
        

        
          	
            
              1990
            

          
          	
            
              $1,085
            

          
          	
            
              2.4631063
            

          
          	
            
              $2,672
            

          
          	
            
              2011
            

          
          	
            
              $31,585
            

          
          	
            
              1.2050866
            

          
          	
            
              $38,063
            

          
        

        
          	
            
              1991
            

          
          	
            
              $0
            

          
          	
            
              2.3746149
            

          
          	
            
              $0
            

          
          	
            
              2012
            

          
          	
            
              $27,307
            

          
          	
            
              1.1685965
            

          
          	
            
              $31,911
            

          
        

        
          	
            
              1992
            

          
          	
            
              $0
            

          
          	
            
              2.2582604
            

          
          	
            
              $0
            

          
          	
            
              2013
            

          
          	
            
              $44,044
            

          
          	
            
              1.1538488
            

          
          	
            
              $50,820
            

          
        

        
          	
            
              1993
            

          
          	
            
              $929
            

          
          	
            
              2.2390044
            

          
          	
            
              $2,080
            

          
          	
            
              2014
            

          
          	
            
              $53,563
            

          
          	
            
              1.1142955
            

          
          	
            
              $59,685
            

          
        

        
          	
            
              1994
            

          
          	
            
              $5,821
            

          
          	
            
              2.1804822
            

          
          	
            
              $12,693
            

          
          	
            
              2015
            

          
          	
            
              $0
            

          
          	
            
              1.0768321
            

          
          	
            
              $0
            

          
        

        
          	
            
              1995
            

          
          	
            
              $8,839
            

          
          	
            
              2.0964487
            

          
          	
            
              $18,531
            

          
          	
            
              2016
            

          
          	
            
              $54,000
            

          
          	
            
              1.0647998
            

          
          	
            
              $57,499
            

          
        

        
          	
            
              1996
            

          
          	
            
              $7,788
            

          
          	
            
              1.9987015
            

          
          	
            
              $15,566
            

          
          	
            
              2017
            

          
          	
            
              $51,750
            

          
          	
            
              1.0292569
            

          
          	
            
              $53,264
            

          
        

        
          	
            
              1997
            

          
          	
            
              $10,307
            

          
          	
            
              1.8885054
            

          
          	
            
              $19,465
            

          
          	
            
              2018
            

          
          	
            
              $51,750
            

          
          	
            
              1
            

          
          	
            
              $51,750
            

          
        

      
    

    
      
    

    
      
    

    
      
    

    
      
    

    
      Table 16
    

    
    
    
      
        
          	
            
              Total Indexed Earnings
            

          
          	
            
              $1,634,451
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              AIME
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $3,892
            

          
        

        
          	
            
              Bend Points
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              1st
            

          
          	
            
              0-$926
            

          
          	
            
              * .90
            

          
          	
            
              $833
            

          
        

        
          	
            
              2nd
            

          
          	
            
              $5,583-$926
            

          
          	
            
              *.32
            

          
          	
            
              $949
            

          
        

        
          	
            
              3rd
            

          
          	
            
              >$5,583
            

          
          	
            
              *.15
            

          
          	
            
              $0
            

          
        

        
          	
            
              PIA
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $1,782
            

          
        

      
    

    
      
    

    
      
    

    
      
    

    
      
    

    



      Chapter 7 - Julie Gets a HUGE Raise, How Will That Affect Her Social Security?
    

    
      
    

    
      Let’s assume Julie reads this book.  She sees she’s only going to get an extra $1,608 a year in Social Security benefits by working 6 more years so she decides to quit her crappy, old job.  She marches into her bosses office and says, “I’m out of here, FOOL!”  She’s been wanting to call him a FOOL for a long time and she just can’t help herself. 
    

    
      
    

    
      The boss is totally taken aback.  Not at being called a fool but rather because Julie is one of his top employees. What’s he going to do if she’s gone? Things will fall apart.  He never even knew she wasn’t happy. She never complained, never asked for a raise, was always just was a reliable worker. “Oh, if they could ALL be like her,” he thought. (Of course, it never occurred to him to take care of Julie to begin with.  Bosses...not the sharpest 
      knives
       in the drawer are they?)
    

    
      
    

    
      “But, Julie,” he says, very concerned. “I can’t lose you. We need you here!”
    

    
      
    

    
      “Shoulda thought about that many moons ago, boss. I’ve been biding my time.” Julie responds. 
    

    
      
    

    
      “How about a raise? A big one? I’ll even DOUBLE your money!”  
    

    
      
    

    
      Julie isn’t a sucker though and she responds, “What the heck??? Why do you wait for me to quit before you offer me a huge raise?” 
    

    
      
    

    
      The boss, desperate now, states, “I didn't know you weren’t satisfied.  You never said anything, after all.”
    

    
      
    

    
      “Why should I have to say something?” Julie retorts, somewhat angrily. “I expected YOU to take care of me and now I find out I’ve been 
      the
       fool all along!”
    

    
      
    

    
      She begins to walk out.  But then turns around and says, “Double my pay, huh?”  
    

    
      
    

    
      “Yes! I promise, Julie. That’s how important you are to this firm,” the boss responds meekly. 
    

    
      
    

    
      “Let me think on it.” And with that Julie is out the door.  She goes back to this book, yes, this very book you are reading now, and begins to crunch her numbers. What will her Social Security benefit look like if she stays working for 6 more years with a doubling of her income?
    

    
      Table 17
    

    
    
    
      
        
          	
            
              Total Indexed Earnings
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $2,168,388
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              AIME
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $5,163
            

          
        

        
          	
            
              Bend Points
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              1st
            

          
          	
            
              0-$926
            

          
          	
            
              * .90
            

          
          	
            
              $833
            

          
        

        
          	
            
              2nd
            

          
          	
            
              $5,583-$926
            

          
          	
            
              *.32
            

          
          	
            
              $1,356
            

          
        

        
          	
            
              3rd
            

          
          	
            
              >$5,583
            

          
          	
            
              *.15
            

          
          	
            
              $0
            

          
        

        
          	
            
              PIA
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $2,189
            

          
        

      
    

    
      
    

    
      
    

    
      What we’ve done in Table 17 is replaced the lowest years of her Indexed Earnings with $103,500, which is the salary she’ll be making for the next 6 years. Notice her PIA is now $2,189, an increase of $407 a month or $4,884 a year at her Full Retirement Age compared to taking her benefit at 62.
    

    
      
    

    
      Again, the question Julie needs to answer: is it worth it to work those 12,480 extra hours in order to increase her annual Social Security benefit by about $5k a year? Maybe we should rephrase the question.  6 years from now, will you be glad you stayed at your job in order to have gained an extra $5k a year in Social Security benefits?
    

    
      
    

    
      Yes, I get it, there are OTHER benefits to staying in your job. You can continue to put more into your retirement plan. If you are working you don’t need to pull money out of your retirement plan to make ends meet.  What about health care?  And finally, the one I love best, “experts say” we need to work until we’re dead or else we’re going to run out of money in retirement.  “Everyone knows this, Josh!”
    

    
      
    

    
      In the next chapter, we’ll tackle these concerns about retiring too soon. I hear them ALL THE TIME.  Sad, actually. But it’s been ingrained in our heads about retirement. And I’m going to show you now why all that is just nonsense.
      




      Chapter 8 - How Much Income Will You ACTUALLY Need in Retirement?
    

    
      
    

    
      Here’s a quick quiz for you.  What do you think the MEDIAN household income in the US is today (2019)?
    

    
      
    

    
      	
        $30,000
      

      	
        $60,000
      

      	
        $100,000
      

      	
        $125,000
      

    

    
      
    

    
      Before I answer that, let me ask you what YOUR income is this year?
    

    
      
    

    
      	
        $30,000
      

      	
        $60,000
      

      	
        $100,000
      

      	
        $125,000
      

    

    
      
    

    
      The answer to the first question is around $60,000.  That means half the households in the US make MORE than $60,000 and half make LESS.  I imagine the vast majority of you reading this book are making somewhere between $40,000 and $80,000 a year in household income. And I bet the vast majority of you are going to need to retire on a similar amount. This is what we’ll focus on going forward, how a typical, American household can retire on that level of income. 
    

    
       
    

    
      Now assume that typical American household made the median amount, adjusted for inflation, their entire working lives. Also assume they are married as more people who are in their 60s are married than not. Hard to imagine they’ll need a whole lot more than $60,000 a year once they retire, no? After all they’ve been living on MUCH less than $60,000 during their working careers. 
    

    
      
    

    
      In fact, after income tax, FICA and any contributions to their retirement plans, they are living on about $43,000 a year!  How do I get that?
    

    
      
    

    
      Using the tax tool you can find 
      
        here
      
      , we have a married couple, less than 65 years old, making $60,000 a year in income while working. Their tax burden, to include FICA, is:
    

    
      
    

    
      Federal…..$8,464
    

    
      State……..$2,741
    

    
      -----------------------------
    

    
      Total Tax…$11,205
    

    
      
    

    
      They pay 18.67% of their gross income to taxes!  Let’s say they also have 401k contributions, we’ll use 10%. After those contributions, they are down another $6,000 or so in take-home income.  Thus, their $60,000 GROSS income provides them $43,000 of actual spending money.
    

    
      
    

    
      Now, we won’t get into all the other expenses that come with working too. The commute, the car maintenance, dry cleaning, lunches, etc.  But those things do cost money that will be eliminated once you are no longer working. For this illustration we’ll just say that $60,000 GROSS leads to $43,000 NET income. Make sense?
    

    
      
    

    
      In the next chapter we’ll revisit how much Social Security will pay for a household that has been making the median income for 35 years. 
      




      Chapter 9 - How Much Social Security Will The Median Income Worker Receive?
    

    
      
    

    
      If you made the median income throughout your working career how much would your Social Security benefit be? In this chapter, we’ll calculate that. 
    

    
      
    

    
      The median household income in the United States in 2019 is $60,000. A household that made $30,000 in 1995 is the equivalent of $60,000 today. If they made the median income in 1985, it is ALSO the equivalent of $60,000 today.  I hope this makes sense because it’s hugely important.  If you’re having trouble following along please go back to Chapter 2 where I show how the indexing factors work in Social Security planning. 
    

    
      
    

    
      In this example, this household made the equivalent of $60,000 each year for the 35 years that is used to determine their Social Security benefit.  
    

    
      
    

    
      Next, we need to calculate their Total Indexed Earnings. We do this by multiplying the $60,000 each year by the 35 years of work to get $2,100,000.
    

    
      
    

    
      Now divide by 420 to get their Averaged Indexed Monthly Earnings, their AIME. ($2,100,000/42 = $5,000).
    

    
      
    

    
      Finally, we calculate their Primary Insurance Amount (PIA). At Full Retirement Age this household will have $2,137.08 of monthly Social Security income or $25,644 a year.  Table 18 shows us how to calculate the actual benefit for this median household at FRA. 
    

    
      
    

    
      Table 18
    

    
    
    
      
        
          	
            
              AIME
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $5,000
            

          
        

        
          	
            
              Bend Points
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              1st
            

          
          	
            
              0-$926
            

          
          	
            
              *.90
            

          
          	
            
              $833.4
            

          
        

        
          	
            
              2nd
            

          
          	
            
              $5,583-$926
            

          
          	
            
              *.32
            

          
          	
            
              $1303.68
            

          
        

        
          	
            
              3rd
            

          
          	
            
              >$,5583
            

          
          	
            
              *.15
            

          
          	
            
              0
            

          
        

        
          	
            
              PIA
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $2137.08
            

          
        

      
    

    
      
    

    
      
    

    
      “But Josh, you said we can RETIRE on Social Security!  In your example, Social Security only replaces 43% of our pre-tax income! What gives???”
    

    
      
    

    
      Oh, don’t you worry, my doubting friends.  Here comes the hammer.
    

    
      
    

    
      First, you shouldn’t care about the replacement ratio of your PRE-TAX income.  That is meaningless.  You weren’t living on your PRE-TAX income while working so we don’t need to replace that amount in retirement. $25,644 actually replaces 59.6% of your NET income.  Not too shabby, for starters. But it gets better. 
    

    
      
        
Secondly, this is a married couple. So we have two additional options to consider; 
      were there
        two workers in the household or just one? 
    

    
      
    

    
      First, let’s assume both husband and wife worked and each made $30k in indexed earnings each year.  Remember we have total household income of $60,000.  So, in this example, we’re splitting it up into two workers, each worker then has an AIME of $2,500. ($30,000 times 35 years gives us a Total Indexed Earnings of $1,050,000. Divide that by 420 and we get an AIME of $2,500.) 
    

    
      
    

    
      Table 19 shows what one’s PIA would be with an 
      AIME
       of $2,500:
    

    




    
      
    

    
      Table 19
    

    
    
    
      
        
          	
            
              AIME
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $2,500
            

          
        

        
          	
            
              Bend Points
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              1st
            

          
          	
            
              0-$926
            

          
          	
            
              *.90
            

          
          	
            
              833.4
            

          
        

        
          	
            
              2nd
            

          
          	
            
              $5583-$926
            

          
          	
            
              *.32
            

          
          	
            
              503.68
            

          
        

        
          	
            
              3rd
            

          
          	
            
              >$5583
            

          
          	
            
              *.15
            

          
          	
            
              0
            

          
        

        
          	
            
              PIA
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              1,337.08
            

          
        

      
    

    
      
    

    
      A PIA of $1,337.08 equals an annual Social Security benefit of $16,045 at FRA. But, remember, both spouses had this so we need to double it. Their total household Social Security income is $32,089.   
    

    
      
    

    
      $32,089 replaces 74.6% of the NET income this household had while working.  Now we’re getting somewhere. 
    

    
      
    

    
      What if only ONE spouse worked and the other didn’t. In that case, the non-working spouse would receive a SPOUSAL benefit of one-half of the primary worker’s PIA. In Table 18 above, the PIA for the one worker was $2,137.08, so we take half of that to give us $1,068.54. 
    

    
      
    

    
      Add $2,137.08 and $1,068.54 to get a monthly benefit of $3,205.62 at Full Retirement Age, $38,467 annually. That replaces 89% of the pre-retirement NET income. We’re getting there, but we’re not done yet. 
    

    
      
    

    
      In the next chapter we’ll go over strategies to increase our Social Security benefit to show how simple it is to live on your Social Security with NO OTHER INCOME.
    

    
      
    

    



      Chapter 10 - Increase Your Social Security Benefit - Easy
    

    
      
    

    
      You are the MEDIAN household in America. You make $60,000 a year. You come into my office and say you need to have the same income in retirement.  You also tell me, sheepishly, as if you’re ashamed of yourself, that you have no savings.  “It’s not possible, is it, Josh?”  You ask, despondently. 
    

    
      
    

    
      “Oh it’s possible. In fact, not a problem at all,” I tell you.  
    

    
      
    

    
      You jump out of your seat, “HOW???”
    

    
      
    

    
      You even challenge me to some degree. “Josh, I’ve seen you on Youtube. I like and trust you. But man, don’t pull my leg here.  Please. I can take the truth, but I can’t be mislead.”
    

    
      
    

    
      “Just watch.” I say.  “Just watch.”
    

    
      
    

    
      First thing we have to do is figure out how that $60,000 of household income is derived.  From 1 worker or 2? Table 20 below breaks it down for each.  We’ll assume with 2 incomes, each spouse made $30k.  Or if just one worker, one spouse made the entirety of the $60,000 household income. 
    

    
      
    

    
      Table 20
    

    
    
    
      
        
          	
            
              Year
            

            
              Files
            

          
          	
            
              1 Income
            

          
          	
            
              2 Incomes
            

          
          	
            
              Work Net Income
            

          
          	
            
              1 Income Replace %
            

          
          	
            
              2 Income Replace %
            

          
        

        
          	
            
              FRA
            

          
          	
            
              $38,467
            

          
          	
            
              $32,089
            

          
          	
            
              $43,000
            

          
          	
            
              89.46%
            

          
          	
            
              74.63%
            

          
        

        
          	
            
              68
            

          
          	
            
              $40,500
            

          
          	
            
              $34,656
            

          
          	
            
              $43,000
            

          
          	
            
              94.19%
            

          
          	
            
              80.60%
            

          
        

        
          	
            
              69
            

          
          	
            
              $42,720
            

          
          	
            
              $37,428
            

          
          	
            
              $43,000
            

          
          	
            
              99.35%
            

          
          	
            
              87.04%
            

          
        

        
          	
            
              70
            

          
          	
            
              $45,120
            

          
          	
            
              $40,422
            

          
          	
            
              $43,000
            

          
          	
            
              104.93%
            

          
          	
            
              94.00%
            

          
        

      
    

    
      
    

    
      
    

    
      What you see in Table 20 is that at 67, their FRA, Social Security replaces between 74% and 89% of their net income. Now, I need to point out for the 1 income household the Social Security benefit consists of the primary workers benefit but also a SPOUSAL benefit for the non-working spouse. 
    

    
      
    

    
      The Spousal benefit is ½ of the Primary Workers PIA. Remember, this is HUGELY IMPORTANT, 
      the Spousal benefit will NOT increase by taking it beyond FRA
        Your worker benefits will increase by 8% a year by waiting beyond your FRA to take the benefit but the Spousal will not.  
    

    
      
    

    
      I can’t begin to tell you how many people, professionals too, make the mistake of assuming the Spousal benefit increases based on the primary worker waiting beyond FRA to take benefits. Don’t do this!
    

    
      
    

    
      Now, while a Spousal benefit will not increase beyond FRA, it will be reduced if you take it before FRA.  So, in the example of Table 20, the Spousal benefit will be no more than $1,068 a month, again ½ of the primary workers PIA, even though the primary worker’s benefit can grow beyond the PIA amount. 
    

    
      
    

    
      Whew!  That was a lot of information to take in, wasn’t it? I wouldn’t be surprised if you, dear reader, didn’t understand a lot of what I just wrote. Don’t worry if you didn’t get it right away, I’ve been a professional financial planner for over 20 years and until I really decided to study this stuff, in the last 5 years or so, I had no clue about Social Security either. And yet, I’m a professional!   
    

    
      
    

    
      In fact, even Devin Carroll, who has been a HUGE influence on me in regard to Social Security, said he was quite ignorant of the program too. And this was after he’d been a professional advisor for over 10 years! (You can listen to my interview with Devin 
      
        here
      
      .)  
    

    
      
    

    
      But don’t worry. While your understanding of how Social Security works is a good thing to have,  it’s not critical to what Table 20 shows.  Table 20 simply shows that under the rules laid forth for Social Security, a 1 worker household with income of $60,000 will have 99.35% of their NET income replaced by taking Social Security at 69 years old. 
    

    
      
    

    
      A 2 worker household, with each worker having made $30k a year, will have 94% of their NET income replaced solely taking Social Security when they each turn 70 years old. 
    

    
      
    

    
      Now, if you’ve been putting some money away into a retirement account you’re even more golden.  But the entire premise of this book is to show you that you CAN retire on Social Security.  These examples prove just that. Will YOUR specific situation be different? Sure. 
    

    
      
    

    
      Maybe you’re single. Maybe you made $80,000 a year in your household.  Maybe you can’t wait until you’re 68 or 70 to file for Social Security.  There are a ton of maybes, indeed. I get it. But guess what? Your situation doesn’t take away from the fact that the MEDIAN household income in the US will be well-equipped to retire on Social Security alone. Throw some retirement savings in the mix and that household is even better situated. 
    

    
      
    

    
      Do NOT listen to the naysayers. Run your own numbers first.  And see where you stand before you fall prey to the doomsdayers. 
    

    
      
    

    
      In the next chapter I’ll share with you why I think the situation is even better than what I’m showing here. And then we’ll wrap it up with answers to pressing comments/questions I hear all the time, such as “Social Security is going bankrupt!” and “What about health care?”
      




      Chapter 11 - Even MORE Reasons to be Optimistic About Retirement
    

    
      
    

    
      In 2005 I came across 
      
        this
      
       article written by Ty Bernicke in the Journal For Financial Planning which changed everything for me.  
    

    
      
    

    
      ‘The dramatically different spending tendencies between my firm's younger and older retired clients served as the catalyst for this study. 
      Many of our younger retirees had problems spending within the income parameters of their retirement plans, while the majority of our older retirees were spending far less than what they could afford. 
      It is my opinion that these spending tendencies hold the key to a much larger picture, which includes creating more realistic retirement projections by making adjustments to the traditional retirement planning approach. 
    

    
      
    

    
      Traditional retirement income planning generally assumes that a household's expenditures during retirement increase by a certain percentage each year to reflect historical inflation rates. This type of planning usually results in increasingly higher withdrawals from the retiree's nest egg to help sustain inflation-adjusted expenses throughout retirement. Reality retirement planning is similar to the traditional approach in that it increases spending for inflation. 
      This strategy differs from the traditional approach because it assumes that a household's real spending needs decrease incrementally throughout retirement
      (Emphasis mine).
      ” 
    

    
      
    

    
      Bernicke used REAL data from the Bureau of Labor Statistics (BLS) to find that, lo and behold, retirees spending doesn’t actually increase each year with inflation but rather it goes DOWN, a lot.
    

    
      
    

    
      “The 2002 Consumer Expenditure Survey illustrates a 27 percent reduction in average annual expenditures between the 55–64 age group and the 65–74 age group. It also reveals a 26 percent reduction in expenditures between the 65–74 age group and the 75+ age group.”
    

    
      
    

    
      Thus, spending dropped by a whopping 27% and 26% respectively as retirees aged!  Now this article was based on 2002 numbers from the BLS’ Consumer Expenditure Survey (CES).  So, maybe it’s a one-off, right? 
    

    
      
    

    
      Well, let’s take a look at the most recent numbers from the BLS which I’ve posted below in Table 21. You can read the entire article 
      
        here
      
      .  In 2014, the BLS reports spending dropped 13% from the ages of 55-64 to 65-74 and another 25% from 65-74 to over 75, not unlike the 2002 BLS numbers Bernicke wrote about. 
    

    




    
      
    

    
      
    

    
      Table 21
    

    
    
    
      
        
          	
            
              Consumer unit characteristics, by age of reference person, Consumer Expenditure Survey, 2014
            

          
        

        
          	
            
              Item
            

          
          	
            
              All
            

          
          	
            
              Age 55 and older
            

          
          	
            
              Age 55–64
            

          
          	
            
              Age 65–74
            

          
          	
            
              Age 75 and older
            

          
        

        
          	
            
              Total Annual Expenditures
            

          
          	
            
              $53,495
            

          
          	
            
              $49,279
            

          
          	
            
              $56,267
            

          
          	
            
              $48,885
            

          
          	
            
              $36,673
            

          
        

        
          	
            
              Food
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              6,759
            

          
          	
            
              6,066
            

          
          	
            
              6,800
            

          
          	
            
              6,303
            

          
          	
            
              4,349
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              12.6
            

          
          	
            
              12.3
            

          
          	
            
              12.1
            

          
          	
            
              12.9
            

          
          	
            
              11.9
            

          
        

        
          	
            
              Housing
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              17,798
            

          
          	
            
              16,219
            

          
          	
            
              18,006
            

          
          	
            
              15,838
            

          
          	
            
              13,375
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              33.3
            

          
          	
            
              32.9
            

          
          	
            
              32
            

          
          	
            
              32.4
            

          
          	
            
              36.5
            

          
        

        
          	
            
              Clothing
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              1,786
            

          
          	
            
              1,412
            

          
          	
            
              1,789
            

          
          	
            
              1,417
            

          
          	
            
              683
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              3.3
            

          
          	
            
              2.9
            

          
          	
            
              3.2
            

          
          	
            
              2.9
            

          
          	
            
              1.9
            

          
        

        
          	
            
              Transportation
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              9,073
            

          
          	
            
              8,002
            

          
          	
            
              9,321
            

          
          	
            
              8,338
            

          
          	
            
              5,091
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              17
            

          
          	
            
              16.2
            

          
          	
            
              16.6
            

          
          	
            
              17.1
            

          
          	
            
              13.9
            

          
        

        
          	
            
              Health care
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              4,290
            

          
          	
            
              5,452
            

          
          	
            
              4,958
            

          
          	
            
              5,956
            

          
          	
            
              5,708
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              8
            

          
          	
            
              11.1
            

          
          	
            
              8.8
            

          
          	
            
              12.2
            

          
          	
            
              15.6
            

          
        

        
          	
            
              Entertainment
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              2,728
            

          
          	
            
              2,604
            

          
          	
            
              2,852
            

          
          	
            
              2,988
            

          
          	
            
              1,626
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              5.1
            

          
          	
            
              5.3
            

          
          	
            
              5.1
            

          
          	
            
              6.1
            

          
          	
            
              4.4
            

          
        

        
          	
            
              Pensions and Social Security
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              5,399
            

          
          	
            
              4,002
            

          
          	
            
              6,578
            

          
          	
            
              2,788
            

          
          	
            
              800
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              10.1
            

          
          	
            
              8.1
            

          
          	
            
              11.7
            

          
          	
            
              5.7
            

          
          	
            
              2.2
            

          
        

        
          	
            
              
                Other(1)
              
            

          
          	
            
              
            

          
        

        
          	
            
              Mean
            

          
          	
            
              5,662
            

          
          	
            
              5,522
            

          
          	
            
              5,963
            

          
          	
            
              5,257
            

          
          	
            
              5,041
            

          
        

        
          	
            
              Share (percent of total)
            

          
          	
            
              10.6
            

          
          	
            
              11.2
            

          
          	
            
              10.6
            

          
          	
            
              10.8
            

          
          	
            
              13.7
            

          
        

      
    

    
      
    

    
      If we choose to look, we see a consistent, steady decline in spending by retirees the older they get. Most interesting is that, far and away, the number one expenditure in retirement is…. HOUSING!  Nothing even comes close. Housing consumes over a third of retirees income and it does so consistently. 
    

    
      
    

    
      Another interesting thing about housing is that according to the 
      
        Census Bureau
      
       the median housing costs for those without a mortgage
       
      is $474 a month. Yet, for those with a 
      
        mortgage
      
       the median housing costs is 3 time as high, at $1,515 a month!
    

    




    
      
    

    
      
    

    
      Table 22
    

    
    
    
      
        
          	
            
              FINANCIAL CHARACTERISTICS FOR HOUSING
            

          
        

        
          	
            
              UNITS WITHOUT A MORTGAGE
            

          
        

        
          	
            
              2013-2017 American Community Survey 5-Year Estimates
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
          	
            
              Number of Owner-occupied Units Without a Mortgage
            

          
        

        
          	
            
              Monthly Housing Costs
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              0-$999
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              24,900,143
            

          
        

        
          	
            
              $1,000-$1,499
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              1,894,084
            

          
        

        
          	
            
              $1,500 or more
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              853,594
            

          
        

        
          	
            
              Median (dollars)
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $474
            

          
        

      
    

    
      
    

    




    
      
    

    
      Table 23
    

    
    
    
      
        
          	
            
              FINANCIAL CHARACTERISTICS FOR HOUSING
            

          
        

        
          	
            
              UNITS WITH A MORTGAGE
            

          
        

        
          	
            
              2013-2017 American Community Survey 5-Year Estimates
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
          	
            
              Number of Owner-occupied Units With a Mortgage
            

          
        

        
          	
            
              Monthly Housing Costs
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              0-$999
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              10,059,453
            

          
        

        
          	
            
              $1,000-$1,999
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              23,557,273
            

          
        

        
          	
            
              $2,000-$2,999
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              9,351,340
            

          
        

        
          	
            
              $3,000 or more
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              5,217,248
            

          
        

        
          	
            
              Median (dollars)
            

          
          	
            
              
            

          
          	
            
              
            

          
          	
            
              $1,515
            

          
        

      
    

    
      
    

    
      As we dive even deeper into the Census Bureau data we find the number of people WITHOUT a mortgage greatly increases as people age. 
    

    
      
    

    




    
      
    

    
      
    

    
      
    

    
      Table 24
    

    
    
    
      
        
          	
            
              FINANCIAL CHARACTERISTICS FOR HOUSING UNITS
            

          
        

        
          	
            
              2013-2017 American Community Survey 5-Year Estimates
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
          	
            
              75,833,135
            

          
        

        
          	
            
              Housing Units With a Mortgage
            

          
          	
            
              48,185,314
            

          
        

        
          	
            
              15-34 years old
            

          
          	
            
              
            

          
          	
            
              6,242,654
            

          
        

        
          	
            
              35-44 years old
            

          
          	
            
              
            

          
          	
            
              10,088,306
            

          
        

        
          	
            
              45-54 years old
            

          
          	
            
              
            

          
          	
            
              12,423,907
            

          
        

        
          	
            
              55-59 years old
            

          
          	
            
              
            

          
          	
            
              6,023,259
            

          
        

        
          	
            
              60-64 years old
            

          
          	
            
              
            

          
          	
            
              4,994,045
            

          
        

        
          	
            
              65-74 years old
            

          
          	
            
              
            

          
          	
            
              6,119,167
            

          
        

        
          	
            
              75 + years old
            

          
          	
            
              
            

          
          	
            
              2,293,976
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              Housing Units Without a Mortgage
            

          
          	
            
              27,647,821
            

          
        

        
          	
            
              15-34 years old
            

          
          	
            
              
            

          
          	
            
              1,246,306
            

          
        

        
          	
            
              35-44 years old
            

          
          	
            
              
            

          
          	
            
              1,864,756
            

          
        

        
          	
            
              45-54 years old
            

          
          	
            
              
            

          
          	
            
              3,674,900
            

          
        

        
          	
            
              55-59 years old
            

          
          	
            
              
            

          
          	
            
              2,928,983
            

          
        

        
          	
            
              60-64 years old
            

          
          	
            
              
            

          
          	
            
              3,504,244
            

          
        

        
          	
            
              65-74 years old
            

          
          	
            
              
            

          
          	
            
              7,116,110
            

          
        

        
          	
            
              75 + years old
            

          
          	
            
              
            

          
          	
            
              7,312,522
            

          
        

      
    

    
      
    

    
      
    

    
      In every age group more Households have mortgages than don’t 
      until 65 and above
      . In fact, in the age group 35-44 there are 5 homeowners with a mortgage for every 1 non-mortgaged homeowner.  Ages 45-54, the ratio drops to about 3-1.  55-59 it is roughly 2-1. And 60-64 it is less than  1.5-1.
    

    
      
    

    
      At the age of 65, though, the ratios change with more non-mortgaged homeowners than mortgaged homeowners. When you get to 75 plus it’s more than a 3-1 ratio for non-mortgaged homeowners to mortgagees.
    

    
      
    

    
      Any wonder, then, why spending drops in retirement? Housing is the biggest expense, by far.  And cost of housing drops considerably as you get older, primarily because you no longer carry a debt on the home!  Makes sense to me.  (I need to add property tax, as a side note. Retirees generally occupy smaller homes, thus they have less property tax. And a lot of counties have large homestead exemptions for seniors to reduce their property tax bill as well.)
    

    
      
    

    
      All this information has been out there for anyone who wants to take the time and look. Yet, few financial pro’s, or even researchers, have done so. Why? 
    

    




      Chapter 12 - Has Everything We’ve Been Told About Retirement Planning Wrong?
    

    
      
    

    
      Upon seeing all this data I began to ask “if everything we’ve been told about retirement planning is wrong what does a retirement plan look like then?”
    

    
      
    

    
      Thankfully the good folks at 
      
        www.Firecalc.com
      
       have designed a calculator we can use to compare two retirement plans: The “traditional model,” and one based on Bernicke’s model with spending decreases. They call this the “Reality Retirement” plan.  
    

    
      
    

    
      Let’s take someone with a $250,000 portfolio who expects to live for 30 years in retirement. He invests in a typical 60% stock 40% bond portfolio.  He has done his research and is convinced of the traditional 4% rule for a withdrawal rate throughout retirement. What this means is he will take 4% out of the portfolio the initial year and increase that amount with inflation every year thereafter.  So, his withdrawals will be $10,000 in the first year, $10,400 the second, $10,816 the next and so on.
    

    
      
    

    
      The 4% Rule
    

    
      
    

    
      The 4% “rule” was developed by a financial planner named Bill Bengen in 1994.  He was trying to determine the “Safe Withdrawal Rate”, i.e., the maximum amount one could take from a portfolio without running out of money. If you are interested in his initial research on this you can read the article from 1994 
      
        here
      
      . 
    

    
      
    

    
      The 4% rule, slowly but surely, gathered steam and ultimately it has become the defacto suggestion for withdrawal rates from financial planners everywhere.  
    

    
      
    

    
      The problem with the 4% rule is the assumption that retirees continue to spend an increasing amount adjusted for inflation each and every year. Again, what if this is an incorrect assumption?  If it is, a whole generation of retirees are spending well LESS than they actually could be! They are under-consuming in the first years of retirement, the years when they are more inclined to do things, and thus will have MORE income available in the later years when they aren’t as keen on doing much. 
    

    
      
    

    
      I call this the flying coach so your kids can fly first class retirement plan.  I’ve got no problem with your kid, but come on, no reason for you to be a pauper so your kids can live like kings. 
    

    
      
    

    
      In fact, Meir Statman, PhD, wrote about this very thing in a Journal for Financial Planning 
      
        article
      
       when he quoted a widow who said, 
      “My husband never reaped any benefits from his saving habits and only received three months of Social Security before dying. May others escape his fate.”
    

    
      
    

    
      In Table 25, we use the Firecalc website to run 4 different retirement scenarios.  Under each scenario the retiree started with $250,000 and was invested in the traditional 60/40 stock to bond mix. 
    

    
      
    

    
      In scenario 1, the traditional 4% rule, a retiree “safely” spent $10,000 the first year and increased it each year with inflation. Firecalc uses historical, REAL returns dating back to 1871 and runs 119 30-year scenarios.  How would this retiree fared? He would have run out of money only 5 times; a probability of success of 95.8%.  His average balance after 30 years 
      was
       
      $354,246.
    

    
      
    

    
      Just out of curiosity, let’s take the same retiree as above but have him hire a money manager for a 1% fee.  What are the results then? Oh, shocking (/sarc), he would have run out of money 22 times, a success rate of only 81.50%, and left a much smaller average balance to his heirs of $200,488.
    

    
      
    

    
      *** Just a side note, if ANY professional advisor is running numbers for you using the 4% rule and NOT including the fees you pay, RUN, don’t walk, away.*** 
    

    
      
    

    
      Under the “reality” scenarios, the retiree could spend $15,000 the first year, a 50% increase over the 4% rule. This allows him to spend much more at the beginning of his retirement, the time when he’s more likely to want to spend the money. Even better, not only does he not run out of money, he even leaves $70,000 MORE to his heirs than if he followed the pauper approach advocated by the 4% rule adherents. 
    

    
      
    

    
      Obviously, we’ve NO clue what will happen to you, specifically.  No one does.  But the evidence points overwhelmingly in ONE direction, that you’ll spend less as you age.  Thus enjoy some of your savings NOW and stop worrying about running out of money!
    

    




    
      
    

    
      
    

    
      Table 25
    

    
    
    
      
        
          	
            
              $250,000 Portfolio 60/40 Stock to Bond
            

          
        

        
          	
            
              119 30-Year Cycles Since 1871
            

          
        

        
          	
            
              
            

          
          	
            
              4% rule
            

          
          	
            
              4% with 1% fee
            

          
          	
            
              Reality Retirement
            

          
          	
            
              Reality Retirement with $15k Initial Spending
            

          
        

        
          	
            
              Success
            

          
          	
            
              95.80%
            

          
          	
            
              81.50%
            

          
          	
            
              100%
            

          
          	
            
              100%
            

          
        

        
          	
            
              # Fail
            

          
          	
            
              5
            

          
          	
            
              22
            

          
          	
            
              0
            

          
          	
            
              0
            

          
        

        
          	
            
              Least
            

          
          	
            
              -$68,119
            

          
          	
            
              -$152,465
            

          
          	
            
              $250,000
            

          
          	
            
              $36,080
            

          
        

        
          	
            
              Average
            

          
          	
            
              $354,246
            

          
          	
            
              $200,488
            

          
          	
            
              $634,342
            

          
          	
            
              $413,841
            

          
        

        
          	
            
              Most
            

          
          	
            
              $1,141.23
            

          
          	
            
              $786,557
            

          
          	
            
              $1,486,176
            

          
          	
            
              $1,184.72
            

          
        

      
    

    




      Chapter 13 - What Savings Crisis?
    

    
      
    

    
      The 
      
        naysayers
      
       of Bernicke’s article were not convincing. Their argument was simple; ‘The reason spending goes down is because people run out of money.”  But they didn’t provide any evidence of that, just speculation. Are retirees actually running out of money as they age? Where’s the evidence? 
    

    
      
    

    
      Then I came across this 
      
        book
      
       from Larry Kotlikoff and Scott Burns, “Spend Till The End”. Their premise is based on consumption smoothing, similar to what Bernicke stated when he wrote as I emphasized before:
    

    
      
    

    
      “Many of our younger retirees had problems spending within the income parameters of their retirement plans, while the majority of our older retirees were spending far less than what they could afford.”
    

    
      
    

    
      What Bernicke is stating here is that younger retirees spend MORE than the traditional retirement plan models allow for while older ones spend less...much less. Yet the traditional models assume there is a level spending pattern, the same 4% adjusted each and every year for inflation.  But that level spending pattern is as likely to occur as you get a 7% rate of return on your investments each and every year with no variability. It’s not going to happen like that. 
    

    
      
    

    
      Think about it like this: I am 49 years old with a family of 6. We have a large home and a large mortgage.  We also have 4 sets of braces to pay for and multiple sets of glasses. It cost $850 for my second to play high school lacrosse and another $1,000 to play soccer. My youngest two play sports for at least $300 a pop. We have multiple broken bones, health insurance expenses...the costs go on and on.  Never mind that every time we go on vacation we need 2 rooms in a hotel, plus the cost to feed a family of 6. You get it. 
    

    
      
    

    
      Fast forward 10 years though, when I’m 59 and my youngest at that point will be 22, my oldest 29. Presumably, we’ll be empty nesters. Days of paying for braces? Gone. Sports for kids? Gone. The need for a large house/large mortgage? Gone. Feeding 6 people three times a day? Gone. Expenses will drop significantly. 
    

    
      
    

    
      Yet, traditional retirement planning models would ask what our income is and then say we’ll need 80% of that income in retirement.  They’ll also say that in retirement we’ll need to increase our income each year with the rate of inflation.
    

    
      
    

    
      But looking at retirement planning through the prism of Bernicke, Kotlikoff and Burns, and my own anecdotal evidence of over 20 years experience being a financial planner, I realized it’s all been wrong!
    

    
      
    

    
      I’ll never forget a client I had back around 2010 or so.  He was in his mid-80s, lived in the DC area his whole life and was a huge Redskins fan.  Back in the old days, when the Redskins played at RFK Stadium, seats were impossible to get. In fact, people would pass them down in their Wills so the seats would remain in the family.  
    

    
      
    

    
      This began to change once Daniel Snyder moved the team to Maryland and increased the costs of season-ticket ownership with PSL (Private Seat Licenses) and outrageous costs to park and such. (Of course, a losing team doesn’t help either!)
    

    
      
    

    
      One fall day we were chatting and I asked him if he was going to the game on Sunday as an NFC East rival was coming to town. He said, “No. I gave up my season tickets this year.” Now, season tickets have been in his family since the 1950s, so I was stunned by this revelation. 
    

    
      
    

    
      “Are you boycotting Snyder?” I asked. A lot of Redskins fans were very disillusioned with Dan Snyders’ ownership of the team.  There was no other reason for this guy to not to buy the season tickets, he could easily afford them. 
    

    
      
    

    
      “No. I’m just getting too old to enjoy going to the games anymore. It’s easier, and more comfortable, to just watch from home.”
    

    
      
    

    
      And then it hit me. Bernicke was right!  As people age, they just don’t spend like they used to. Not because they’re running out of money but because they just slow down. Which means we’ve been greatly overestimating the spending retirees will have in the latter part of their retirement. And as such, we’ve been encouraging them to spend far less than they may want in the earlier years of retirement. 
    

    
      
    

    
      Even worse, though, is we’ve been telling workers that they are not ready, and basically, never will be, for retirement.  We’ve been saying there’s a “retirement crisis”, that they need millions to retire, they aren’t saving enough, etc. It’s doomsday predictions all over the place. Yet, it’s simply NOT TRUE! I wrote a blog 
      
        post
      
       about this in May 2019 titled “Time To Tune Out The Financial Industry” which you might find of interest. 
    

    
      
    

    
      In fact, go to your favorite search engine and type “Americans Aren’t Saving Enough” and you’ll find story after story just like 
      
        this
      
      . “
      
        Most Americans aren't saving enough to retire by age 65 - CNBC.com
      
      ”.  And they’ll even put visuals in the story. 
    

    
      
    

    
      Table 26
    

    
    
    
      
        
          	
            
              What Percentage of Annual Income Do You Save
            

          
        

        
          	
            
              How Much Americans set aside for retirement, emergencies and other goals.
            

          
        

        
          	
            
              
            

          
          	
            
              
            

          
        

        
          	
            
              None
            

          
          	
            
              21%
            

          
        

        
          	
            
              5% or less
            

          
          	
            
              20%
            

          
        

        
          	
            
              6-10%
            

          
          	
            
              28%
            

          
        

        
          	
            
              11-15%
            

          
          	
            
              10%
            

          
        

        
          	
            
              >15%
            

          
          	
            
              16%
            

          
        

      
    

    
      
    

    
      
    

    
      In fact, many naysayers cite this 
      
        survey
      
       the St. Louis Federal Reserve Board puts out about the personal savings rate for Americans. The St. Louis Fed shows the average American is saving just over 6% which is significantly lower than what it used to be in previous decades. 
    

    
      
    

    
      
        [image: ]
      
    

    
      
    

    
      
    

    
      It’s an emergency no?
    

    
      
    

    
      What is odd about this argument of a savings crisis is they inexplicably overlook the taxes we pay into Social Security. In previous years, when the savings rate was much higher than today, Social Security taxes were significantly less than we pay now. 
    

    
      
    

    
      Below is the table directly from the 
      
        Social Security Administration
      
       which shows the taxes employees and employers have been paying into Social Security since inception.  HI, by the way, is Hospital Insurance, i.e., Medicare Part A.  While those taxes have no affect on  your retirement income benefit they certainly are obligations you don’t have available to do other things with. 
    

    
      
    

    
      
    

    
      Table 27
    

    
    
    
      
        
          	
            
              Calendar year
            

          
          	
            
              Tax rates as a percent of taxable earnings
            

          
        

        
          	
            
              Rate for employees and employers, each
            

          
        

        
          	
            
              
                OASDI
              
            

          
          	
            
              HI
            

          
          	
            
              Total
            

          
        

        
          	
            
              1937-49
            

          
          	
            
              1
            

          
          	
            
              --
            

          
          	
            
              1
            

          
        

        
          	
            
              1950
            

          
          	
            
              1.5
            

          
          	
            
              --
            

          
          	
            
              1.5
            

          
        

        
          	
            
              1951-53
            

          
          	
            
              1.5
            

          
          	
            
              --
            

          
          	
            
              1.5
            

          
        

        
          	
            
              1954-56
            

          
          	
            
              2
            

          
          	
            
              --
            

          
          	
            
              2
            

          
        

        
          	
            
              1957-58
            

          
          	
            
              2.25
            

          
          	
            
              --
            

          
          	
            
              2.25
            

          
        

        
          	
            
              1959
            

          
          	
            
              2.5
            

          
          	
            
              --
            

          
          	
            
              2.5
            

          
        

        
          	
            
              1960-61
            

          
          	
            
              3
            

          
          	
            
              --
            

          
          	
            
              3
            

          
        

        
          	
            
              1962
            

          
          	
            
              3.125
            

          
          	
            
              --
            

          
          	
            
              3.125
            

          
        

        
          	
            
              1963-65
            

          
          	
            
              3.625
            

          
          	
            
              --
            

          
          	
            
              3.625
            

          
        

        
          	
            
              1966
            

          
          	
            
              3.85
            

          
          	
            
              0.35
            

          
          	
            
              4.2
            

          
        

        
          	
            
              1967
            

          
          	
            
              3.9
            

          
          	
            
              0.5
            

          
          	
            
              4.4
            

          
        

        
          	
            
              1968
            

          
          	
            
              3.8
            

          
          	
            
              0.6
            

          
          	
            
              4.4
            

          
        

        
          	
            
              1969-70
            

          
          	
            
              4.2
            

          
          	
            
              0.6
            

          
          	
            
              4.8
            

          
        

        
          	
            
              1971-72
            

          
          	
            
              4.6
            

          
          	
            
              0.6
            

          
          	
            
              5.2
            

          
        

        
          	
            
              1973
            

          
          	
            
              4.85
            

          
          	
            
              1
            

          
          	
            
              5.85
            

          
        

        
          	
            
              1974-77
            

          
          	
            
              4.95
            

          
          	
            
              0.9
            

          
          	
            
              5.85
            

          
        

        
          	
            
              1978
            

          
          	
            
              5.05
            

          
          	
            
              1
            

          
          	
            
              6.05
            

          
        

        
          	
            
              1979-80
            

          
          	
            
              5.08
            

          
          	
            
              1.05
            

          
          	
            
              6.13
            

          
        

        
          	
            
              1981
            

          
          	
            
              5.35
            

          
          	
            
              1.3
            

          
          	
            
              6.65
            

          
        

        
          	
            
              1982-83
            

          
          	
            
              5.4
            

          
          	
            
              1.3
            

          
          	
            
              6.7
            

          
        

        
          	
            
              
                1984 a
              
            

          
          	
            
              5.7
            

          
          	
            
              1.3
            

          
          	
            
              7
            

          
        

        
          	
            
              
                1985 a
              
            

          
          	
            
              5.7
            

          
          	
            
              1.35
            

          
          	
            
              7.05
            

          
        

        
          	
            
              
                1986-87 a
              
            

          
          	
            
              5.7
            

          
          	
            
              1.45
            

          
          	
            
              7.15
            

          
        

        
          	
            
              
                1988-89 a
              
            

          
          	
            
              6.06
            

          
          	
            
              1.45
            

          
          	
            
              7.51
            

          
        

        
          	
            
              >1989
            

          
          	
            
              6.2
            

          
          	
            
              1.45
            

          
          	
            
              7.65
            

          
        

      
    

    
      
    

    
      What should be clear as day is that we are paying over twice in taxes now as what we did back in the 1960s when our personal savings rate was over 10%.  
      Hmmmmm….
      could there be any correlation there?  Higher taxes, lower savings rate?  
    

    
      
    

    
      In June 2001, three economists, one of which is one of my favorites, again, Larry Kotlikoff, did a study on how 401k participation actually INCREASES taxes and REDUCES consumption for middle and lower income workers.  But while that finding was huge for me in terms of opening my eyes to the insanity of deferring taxes for as long as possible they also 
      
        wrote
      
      :
    

    
      
    

    
      “(People are) contributing so heavily to Social Security and...receiving sufficiently large benefits from that program that (they have) little need and wherewithal to do additional saving. This picture, writ large, goes a long way in explaining Americans’ low rate of personal saving.”
    

    
      
    

    
      Interesting, no? And remember this was written in JUNE of 2001. Yet, the fallacy of this low personal savings rate remains to this very day.  Why is that, you may wonder?  (Couldn’t be the investment industry trying to scare you into investing more so they make larger fees could it??? Hmmmm….)
    

    
      
    

    
      It’s actually weird how many economists, and others, are flummoxed by our decrease in savings rate. Yet Andrew Biggs, one of the preeminent scholars on all things Social Security and was previously a deputy commissioner in the Social Security Administration, 
      
        writes
      
      : 
    

    
      
    

    
      “The logic is straightforward: when taxes go up people work less; when Social Security benefits go up, people save less.”
    

    
      
    

    
      In fact, the disincentive of high marginal taxes has turned many on the left to actually oppose left wing policies on taxes. Just read Ronald Reagan’s biography, or even, Astrid 
      
        Lindgren
      
      , author of Pippi LongStocking.
    

    
      
    

    
      “
      In 1976, Lindgren learned that because of tax laws requiring her to pay both income tax and employer’s fees, she would effectively be taxed at a rate of 102 percent. Though she was generally a supporter of the principles of socialism, paying more than she actually earned appalled her. And so she published a satirical fairytale, “Pomperipossa in Monismania,” about a children’s book author forced to pay exorbitant taxes.”
    

    
      
    

    
      It really should come as no shock that the MORE we pay in tax, the LESS we save. 
    

    
      
    

    
      Let’s just look at the taxes we paid to Social Security in 1965. It was 3.625%. Factor in the employer contributions the total tax was 7.25%.  Our personal savings rate averaged around 11% back then. So, between our Social Security taxes and our own personal savings we were squirreling away 18.25%.
    

    
      
    

    
      Fast forward to today when our personal savings rate averages 6.2% AND our total Social Security taxes are 12.4%, well lookie here, we are saving 18.6% now, which is MORE than what we were saving in the 1960s!  Somehow, though, there is a crisis. Weird. And don’t forget we are NOT including the HI tax here either!
    

    
      
    

    
      “But Josh, more people had pensions back then.”
    

    
      
    

    
      Well, more people had ACCESS to pensions, that’s correct. But the majority of private sector workers never had access to pensions even in the heyday of the 1960s.  And, even of the workers with access, how many stayed at their jobs long enough to benefit from a pension? I do not know. But tell me, would you rather be the guy who is owned by his company and goes there every day, for 30 years, to manufacture widgets in order to potentially have the benefit of a pension, or someone today, without a pension but with a much more vibrant economy and freedom to engage in whatever is YOU want to do?
    

    
      
    

    
      Personally, I’ll take the latter.  In fact, it’s because we’re of the latter that I’m able to even write this book and get it in your hands. Wouldn’t have happened in the old days. 
    

    
      
    

    
      So, let’s wrap this chapter up, shall we? What’s the likelihood your spending actually increases in retirement?  According to government research not likely at all. In fact, your spending will probably decline, and substantially at that. 
    

    
      
    

    
      I’d be remiss if I didn’t offer why I think this is the case actually. People spend less from principal than they do from income, it’s called Mental Accounting. It’s a very interesting phenomenon, not rational in the least, either. But that’s the wonder of human beings, we are NOT rational creatures.  
      
        Here
      
       is an interesting piece from the National Bureau of Economic Research (NBER) which talks about this very scenario. 
    

    
      
    

    




      Chapter 14 - 
      “Medical Bankruptcy Is Killing The American Middle Class!”
       - Really???
    

    
      
    

    
      You probably have 
      
        read
      
       such scare stories as:
    

    
      
    

    
      “The American Journal of Medicine documents that health care expenses were the most common cause of bankruptcy in the United States in 2007, accounting for 62% of US bankruptcies compared with 8% in 1981.”
       
    

    
      
    

    
      Or 
      
        this
      
      : “Medical Bankruptcy Is Killing The American Middle Class!
      ”
    

    
      
    

    
      Or from 
      
        CNBC
      
      , 
      “Two-thirds of people who file for bankruptcy cite medical issues as a key contributor to their financial downfall.”  
    

    
      
    

    
      The list goes on and on. Lots of articles warning you about health care costs and how you’re only one illness away from losing everything.  We’ll leave out, for the time being, the people who are pushing this narrative in order to establish a single-payer system. But suffice it to say, the media has fallen for this claim hook, line and sinker.
    

    
      
    

    
      And because of the continued “reporting” of these “studies” over and again, they have perpetrated a myth that people can’t retire due to health care risk. (On a side note, remember, whenever it comes to the media “if it bleeds, it leads.” The media have a huge incentive to report scary stuff.  It’s our own fault, though. Negativity draws eyeballs). 
    

    
      
    

    
      Thankfully, the truth IS out there and the truth is these people are wrong. 
    

    
      
    

    
      Let’s start with the oft-cited “
      
        research
      
      ” that propelled Elizabeth Warren to national prominence. Here is the abstract to the paper she co-authored back in the early 2000s. Their “findings” have since taken on a life of its own, scaring countless Americans, almost like a Stephen King novel. 
    

    
      
    

    
      “ABSTRACT: In 2001, 1.458 million American families filed for bankruptcy. To investigate medical contributors to bankruptcy, we surveyed 1,771 personal bankruptcy filers in five federal courts and subsequently completed in-depth interviews with 931 of them. About half cited medical causes, which indicates that 1.9–2.2 million Americans (filers plus dependents) experienced medical bankruptcy. 
    

    
      
    

    
      Among those whose illnesses led to bankruptcy, out-of-pocket costs averaged $11,854 since the start of illness; 75.7 percent had insurance at the onset of illness. Medical debtors were 42 percent more likely than other debtors to experience lapses in coverage. Even middle-class insured families often fall prey to financial catastrophe when sick.”
    

    
      
    

    
      This seems pretty cut and dry, no? Hard to imagine there would be any issues with their findings, right? Well, let’s read what a law professor, who now sits on the US Commission of Civil Rights, 
      
        wrote
      
       back in 2005 about this “research” piece. 
    

    
      
    

    
      “While the study takes the position that 54.5% of all bankruptcies have a “medical cause” and 46.2% of all bankruptcies have a “major medical cause,” 
      it is important to note that only 28.3% of all debtors questioned for the study cited illness or injury as a reason for their own bankruptcies, and even that figure is bloated.
       The authors gave debtors an extensive list of possible reasons for their bankruptcy and encouraged them to “check all of those that apply to your situation.” Among the reasons listed were: (1) “Job problems”; (2) “Illness or injury to self or family member”; (3) “Divorce or family breakup”; (4) “May lose home (eviction, foreclosure)”; (5) “Victim of fraud or crime”; (6) “Addition of a family member”; (7) “Gambling”; (8) “Trouble in managing money”; (9) “Employer’s business failed”; (10) “Car accident”; (11) “Death of a family member”; (12) “Credit card debt out of control”; (13) “Victim of disaster (for example, flood or fire)”; (14) “Aggressive collection efforts by creditor”; (15) “Alcoholism or drug addiction”; and (16) “Something else (what?).”The 28.3% figure was obtained from the results of this question.
    

    
      
    

    
      Any bankruptcy of a debtor who cited “[i]
      llness
       or injury of self or family member” was counted as having a “major medical cause,” regardless of how many other reasons were also cited by that debtor. The study fails to make this clear.
       Although it states that some debtors “cited more than one medical contributor,”it fails to make clear that some debtors no doubt checked both medical and non-medical reasons for their bankruptcy. 
      Some may even have checked all sixteen reasons. Such bankruptcies were nevertheless recorded as having a “major medical cause
       
      (emphasis mine)
      .”
    

    
      
    

    
      I’d highly encourage you to read Gail Heriot’s paper which completely takes apart the Warren research. It’s embarrassing actually how poor their study was. And yet, here we are, all these years later, one of her co-authors 
      
        writing
      
       in 2017 that the repeal of Obamacare would KILL 43,000 people a year.  These people wouldn’t get hurt, or file for bankruptcy, mind you, they’d be MURDERED by GOP policies. And yet, somehow we take these people seriously.  I don’t get it. 
    

    
      
    

    
      Let’s look at another study that came out in the New England Journal of Medicine in March 2018. This paper challenged the idea of so many people filing for bankruptcy due to medical issues, as well. 
    

    
      
    

    
      
        Myth and Measurement: The Case of Medical Bankruptcies
      
       by 
      
        Carlos Dobkin
      
      , Ph.D., 
      
        Amy Finkelstein
      
      , Ph.D., 
      
        Raymond Kluender
      
      , B.S., and 
      
        Matthew J. Notowidigdo
      
      , Ph.D.
    

    
      
    

    
      “(I)n 2014, Senators Elizabeth Warren (D-MA) and Sheldon Whitehouse (D-RI) cited medical bills as “the leading cause of personal bankruptcy” when introducing the Medical Bankruptcy Fairness Act, which would have made the bankruptcy process more forgiving for “medically distressed debtors.” 
      But it turns out that the existing evidence for “medical bankruptcies” suffers from a basic statistical fallacy; when we eliminated this problem, we found compelling evidence of the existence of medical bankruptcies but discovered that medical expenses cause many fewer bankruptcies than has been claimed.
    

    
      
    

    
      (B)
      eliefs
       about the frequency of medical bankruptcies are based primarily on two high-profile articles that claim that medical events cause approximately 60% of all bankruptcies in the United States.
      
        1
      
      ,
      
        2
      
    

    
      
    

    
      In these studies, people who had gone bankrupt were asked whether they’d experienced health-related financial stress such as substantial medical bills or income loss due to illness. People were also asked whether they went bankrupt due to medical bills. People who reported any of these events were described as having experienced a medical bankruptcy. 
      This approach assumes that whenever a person who reports having substantial medical bills experiences a bankruptcy, the bankruptcy was caused by the medical debt. 
      The fact that, according to a 2014 report from the Consumer Financial Protection Bureau, about 20% of Americans have substantial medical debt yet in a given year less than 1% of Americans file for personal bankruptcy suggests that this assumption is problematic. Clearly, many people face medical debt but do not go bankrupt.
    

    
      
    

    
      Our study was based on a random stratified sample of adults 25 to 64 years of age who, between 2003 and 2007, were admitted to the hospital (for a non–pregnancy-related stay) for the first time in at least 3 years. We linked more than half a million such people to their detailed credit-report records from the period between 2002 and 2011. The scatterplot shows the results of our analysis.
    

    
      
    

    
      The results show a clear effect of hospital admission on bankruptcy: the rate of bankruptcies rises sharply in the years after hospital admission, and this change is statistically significant (at conventional levels) both 1 and 4 years after the admission, after which bankruptcies appears to level off. This finding indicates that the expenses that result from the illness or injury that caused the hospital admission — for example, out-of-pocket medical costs and lost labor income — cause some people to file for bankruptcy. However, the magnitude of the bankruptcy effect is much smaller than previously thought: 
      we estimate that hospitalizations cause only 4% of personal bankruptcies among nonelderly U.S. adults, which is an order of magnitude smaller than the previous estimates described above.
      ”
    

    
      
    

    
      So, while we’ve all been lead to believe that we are one medical bill from bankruptcy, the real numbers reveal something completely different.  In fact, the more you read this stuff, the more you realize the fear-mongers are hoping to scare you into capitulation to agreeing to a single payer health system, where THEY exercise control, of course. 
    

    
      Now, do some people go into bankruptcy because of health expenses? Sure. Do people also go into bankruptcy because of a large a mortgage payment? Car loan? Credit card debt? Yup. Weird that there is no political movement encouraging a government takeover of consumer products to keep us from going bankrupt.  Well, at least not yet.  
    

    



      Chapter 15 - The Truth About Medical Costs in Retirement
    

    
      
    

    
      Every year Fidelity releases its 
      
        study
      
       on the cost of healthcare in retirement.  Every, single year. I remember using this study when I just started out as a broker in 2005 in the seminars I did.  Back then the costs were only around $180k or so. Now those costs are nearly double that, due to inflation. And, every single year, folks in the financial services industry use this study to scare people into saving more and working longer.  
    

    
      
    

    
      Here is a recent tweet from Jonanthan Clements warning us about the costs of healthcare in retirement. 
    

    
      
    

    
    
    
      
        
          	
            
              Jonathan Clements:
            

            
              4:30 am - 20 Jun 2019
            

          
        

        
          	
            
              A 65-YEAR-OLD couple retiring in 2019 will spend
            

          
        

        
          	
            
              an average of $285,000, in today's dollars, on their
            

          
        

        
          	
            
              retirement medical costs, estimates Fidelity Investments. 
            

          
        

        
          	
            
                  That figure doesn’t include long-term-care expenses. 
            

          
        

        
          	
            
              
            

          
        

        
          	
            
              
            

          
        

      
    

    
      
    

    
      The irony of this tweet is that it is from the same guy who attacked the financial services industry for years while at the Wall St. Journal.  In fact, he even wrote an 
      
        article
      
       titled “It's Time To End Financial Advisers 1% Fee.” Yet, a few years back he actually joined a firm that charges...1% fees to its clients!  See my own article 
      
        here
      
       on this. Just more proof that money talks, I suppose. 
    

    
      
    

    
      So, if Clements’, and others, assertions are true about the costs of healthcare in retirement is there a solution? Of course there is! And thankfully Fidelity 
      
        tells
      
       us:
    

    
      
    

    
      “To help fill a gap in saving for health care expenses, consider increasing contributions to your tax-advantaged accounts”
    

    
      
    

    
      Invest MORE money, they say. Of course, that’s the solution. That’s how they get paid!
    

    
      
    

    
      Interesting that no one in the financial services business mentions what is obvious, at least to me, about a very simple way to deal with these health costs in retirement; FIRE YOUR ADVISOR! 
    

    
      
    

    
      In fact, I did a video 
      
        here
      
       which shows how if Karen fired her Advisor she would save $369,000 in total fees over the course of her retirement.  That is money that can go towards her Medicare B, D and a Supplemental policy PLUS out of pocket expenses, co-pays, even some long term care costs!  (Odd the investment industry never makes that connection, eh?)
    

    
      
    

    
      For the record, I take issue with the Fidelity study because of what they don’t show. They don't mention that the average retired couple will need over $500,000 for food, or over $800,000 for housing, or over $300,000 for transportation.  To use a lump sum today to estimate a future 
      annual
       expense is just silly, no other way around it.  
    

    
      
    

    
      Secondly, why the focus solely on health care?  After all, health care is not even close to the biggest expense most retirees will face. Here is a 
      
        video
      
       I did on this exact topic, by the way. 
    

    
      
    

    
      Well, because no one would take a study seriously that declared the average couple will need $500,000 for food over the course of their retirement. People know they have to pay for food and that food is a DAILY cost.  So, there isn’t a fear of the unknown that exists with food like there is with health care.  And that’s the rub for me. These people are preying on the fear of the unknown.  
    

    
      
    

    
      Just go back to Table 21 in Chapter 11 to see the actual expenditures for retirees. Health care is NOT even in the top three of all expenses for households over 55 years old.  It’s only when the household is above 75 years old does health care become a top three expense.  And, even then, healthcare is just a tad more expensive than transportation and food and still way behind housing in total costs. 
    

    
      
    

    
      But let’s take a moment to identify HOW 
      
        Fidelity
      
       came up with that $285,000 amount.  
    

    
      “The average 65+ retiree today should expect to pay around $5,000 a year on health care premiums and out-of-pocket expenses.”
    

    
      I have NO problem with this finding, by the way. It’s in line with what the BLS surveys show too.  In fact, just look at how this breaks down.  $135 a month in Medicare Part B premiums. $35 a month in Part D.  Say $150 for a Medicare supplemental policy.  Factor in co-pays, dental costs, vision etc. and there is your $5,000 a year expense.  Easy. 
    

    
      But again, why the focus on just this cost from the doom and gloom types? You need to eat 3 meals a day, no? How much does that cost? If each meal costs $5 you’ll spend $5,475 a year on food. So why the fear-mongering only on health care?
    

    
      
    

    
      Another pet peeve of mine about these fear mongering tactics is not only do they scare one to think health care costs will doom us but they add salt to the wound with tidbits such as this:
    

    
      
    

    
    
    
      
        
          	
            
              Jonathan Clements:
            

            
              4:30 am - 7 May 2019
            

          
        

        
          	
            
              OUT-OF-POCKET medical costs devour 18% of the average retiree’s income, according to a Boston College study. This excludes long-term-care costs. For 6% of retirees, medical costs eat up more than half of their income. 
            

          
        

      
    

    
      
    

    
      Notice the “excludes long-term care costs.”  We hear this all the time from the purveyors of doom.  “Health care costs are EXPENSIVE, you should be worried!  And that doesn’t even include long term care costs!!!” (I also need to point out in Clements’ tweet. He says 6% of retirees spend over half their income on medical bills.  Proving this is NOT a crisis for the vast majority of us.  Yes, it stinks to be in that 6%, but that inherently means 94% do not spend half of their income on medical costs!)
    

    
      Well, What About Long Term Care Costs?
    

    
      So let’s look at what long term care costs could be? Thankfully, the good folks at Genworth has its annual 
      
        study
      
       of long term care costs. 
    

    




    
      
    

    
      Table 28
    

    
    
    
      
        
          	
            
              Topline Results from 2018 Cost of Care Survey
            

          
        

        
          	
            
              Category
            

          
          	
            
              Year Over Year Increase
            

          
          	
            
              Hourly
            

          
          	
            
              Daily
            

          
          	
            
              Monthly
            

          
          	
            
              Annually
            

          
          	
            
              5 YR CAGR
            

          
        

        
          	
            
              Assisted Living Facilities
            

          
          	
            
              6.67%
            

          
          	
            
              
            

          
          	
            
              $132
            

          
          	
            
              $4,000
            

          
          	
            
              $48,000
            

          
          	
            
              3.00%%
            

          
        

        
          	
            
              Nursing Home Semi Private
            

          
          	
            
              4.11%
            

          
          	
            
              
            

          
          	
            
              $245
            

          
          	
            
              $7,441
            

          
          	
            
              $89,297
            

          
          	
            
              3.44%
            

          
        

        
          	
            
              Nursing Home Private
            

          
          	
            
              3.00%
            

          
          	
            
              
            

          
          	
            
              $275
            

          
          	
            
              $8,365
            

          
          	
            
              $100,375
            

          
          	
            
              3.64%
            

          
        

        
          	
            
              Adult Day Care
            

          
          	
            
              2.86%
            

          
          	
            
              
            

          
          	
            
              $72
            

          
          	
            
              $1,560
            

          
          	
            
              $18,720
            

          
          	
            
              2.07%
            

          
        

        
          	
            
              Home Health Aide
            

          
          	
            
              2.33%
            

          
          	
            
              $22
            

          
          	
            
              $138
            

          
          	
            
              $4,195
            

          
          	
            
              $50,336
            

          
          	
            
              2.51%
            

          
        

        
          	
            
              Homemaker Services
            

          
          	
            
              0.24%
            

          
          	
            
              $21
            

          
          	
            
              $132
            

          
          	
            
              $4,004
            

          
          	
            
              $48,048
            

          
          	
            
              2.85%
            

          
        

      
    

    
      
    

    
      What is Genworth?  They are an INSURANCE company that sells things like Long Term Care Insurance, life insurance and annuities. Do you see a pattern here? Fidelity conducts its annual survey on the costs for health care in retirement. It finds the costs are HIGH and they, thankfully, have solutions for us!
    

    
      Genworth conducts its annual survey on long term care costs and they find the costs are HIGH too.  Thankfully, they also have solutions. Whew! What would we do if these firms did not ‘educate’ us on the costs of retirement and then provide solutions for us to deal with these costs?
    

    
      You’ve probably heard the horror stories too of the need for long term care.  Here’s a headline from an 
      
        article
      
       in the Motley Fool:
    

    
      70% of Older Americans Could Face This Colossal Expense
    

    
      Are you factoring the cost of long-term care into your retirement plan?
    

    
      
    

    
      Or 
      
        this
      
      . 
    

    
      
    

    
      Are You Taking Steps to Address This Major Retirement Concern?
    

    
      Hint: It's an expense that 70% of seniors are likely to encounter.
    

    
      
    

    
      And it’s not just the Motley Fool which screams with headlines about how retirees will have long term care costs.
    

    
       
    

    
      Here’s from 
      
        Marketwatch
      
      ...
    

    
      Health care will cost $280,000 in retirement — and that doesn’t include this huge expense
    

    
      
    

    
      And 
      
        this
      
       from USA Today...
    

    
      Retirement planning should include long-term care cost
    

    
      
    

    
      There are many articles just like this. But the interesting thing is while these articles talk about the costs of long term care, they never seem to make mention of the likelihood you actually NEED it. 
    

    
      
    

    
      Here’s a good 
      
        article
      
       from Morningstar which published the accompanying table:
    

    
      
    

    
      Usage of Long-Term Care
    

    
      52%: Percentage of people turning 65 who will need some type of long-term care services in their lifetimes.
    

    
      47%: Estimated percentage of men 65 and older who will need long term care over their lives.
    

    
      58%: Estimated percentage of women 65 and older who will need long term care over their lives.
    

    
      2.5 years: Average number of years women will need long-term care.
    

    
      1.5 years: Average number of years men will need long-term care
    

    
      14%: Percentage of people who will need long-term care for longer for five years.
    

    
      
    

    
      Now this table may look frightening, at first. After all more than half of people who turn 65 need SOME type of long term care! But...then we find:
    

    
      
        57.5%
      
      : Percentage of individuals turning 65 between 2015 and 2019 who will spend less than $25,000 on long-term care during their lifetimes.
    

    
      
        15.2%
      
      : Percentage of individuals turning 65 between 2015 and 2019 who will spend more than $250,000 on long-term care during their lifetimes (emphasis mine
      ).
    

    
      
    

    
      In fact, look at 
      
        this
      
       graph from the National Association of Insurance Commissioners and the Center of Insurance and Policy Research: 
    

    
      
        [image: ]
      
    

    
      
    

    
      Notice this is the “EXPECTED LTC COSTS”, not ACTUAL LTC costs. And even though this is an insurance-sponsored study it still looks quite favorable for most consumers. Only 30% of the population is expected spend over $100k over the course of their lives. Which of course means 70% are expected to spend LESS than $100k and the vast majority of that 70% are expected to spend less than $25k.  
    

    
      
    

    
      That’s great news but it’s just projections. Is there a study that shows the ACTUAL expenditures, using real-life people?  
    

    
      
    

    
      Lo and behold there is!  From the Employee Benefit Research Institute comes a 
      
        study
      
       that:
    

    
      
    

    
      “estimates how much retirees spend on out-of-pocket health care expenses after age 70 until their death. 
      Unlike many other studies, it includes only expenses for health care services actually used
       (i.e., Medicare and insurance premiums are not included), and it is 
      based on self-reported expenses of actual retirees and not on projections for hypothetical individuals.
       The numbers are adjusted for medical inflation and reported in 2015 dollars. The self-reported expenses are from panel data from the Asset and Health Dynamics Among the Oldest Old (AHEAD) cohort of the Health and Retirement Study (HRS) (emphasis mine).” 
    

    
      
    

    
      Did you catch that? This study is NOT looking at hypotheticals but actual costs, self-reported by actual, real-life people!  Interesting, no?  One would think a study that takes REAL numbers from REAL people would have gathered more notice in the financial planning world.  But, for some reason, it didn’t. I wonder why??? Hmmmmm…
    

    
      
    

    
      Well maybe because its conclusions are: 
    

    
      “For the majority of surveyed people, 
      out-of-pocket health care expenses are not as high as commonly believed.
       For those who die at age 95 or later, the
       median cumulative out-of-pocket expense after age 70 until death is slightly above $27,000.
      ” (emphasis mine).
    

    
      
    

    
      The median, 90th percentile, and 95th percentile of average annual out-of-pocket expenses for the entire sample is about $2,000, $11,000 and $19,000 respectively.”
    

    
      
    

    
      Let me repeat what this study reports: 
      The median TOTAL cost for Out-of-Pocket expenses was $27,000
       for those age 70 and over.  
      With a median ANNUAL cost of $2,000. Hmmm...that doesn’t sound like the catastrophe the doomsayers have been proclaiming does it?  Maybe that’s why this study hasn’t garnered the level of notoriety it should because it’s quite favorable for the average consumer. 
    

    
      
    

    
      Now, the authors do say. 
    

    
      
    

    
      “But (Out-of-Pocket expenses) are catastrophic for some. Again, for those who die at age 95 or later, the 90th and 95th percentiles are nearly $172,000 and just over $269,000, respectively. 
    

    
      Nursing home expenses are one of the biggest contributors driving the skewness of the distribution (emphasis mine). 
      Without out-of-pocket nursing home expenses, the 90th and 95th percentiles for those who die at age 95 or later drops to nearly $96,000 and $154,000, respectively.”
    

    
      
    

    
      Thus, there is a small minority of folks who have big out of pocket health care costs. And the primary reason for such costs are nursing homes. Essentially, if you can stay out of the nursing home there’s a significant reason to believe that your out-of-pocket expenses in retirement for health care will be reasonable. 
    

    
      
    

    
      In fact, 
      “For all surveyed people, the median out-of-pocket nursing home expense is zero.”
    

    
      
    

    
      For ALL surveyed people the median nursing home expense was ZERO! Meaning 50% of the entire survey had NO nursing home expense. Again, I can’t emphasize enough how important this is for you to understand. The numbers completely destroy the premise that the average Joe and Jane out there will be crushed by health care costs in retirement. 
    

    
      
    

    
      Now, you might be wondering who exactly was surveyed, and rightly so. Thankfully here is the answer. 
    

    
      
    

    
      “This study uses data from the Health and Retirement Study (HRS). In particular, data from the Asset and Health Dynamics Among the Oldest Old (AHEAD) cohort of HRS are used for the study. AHEAD members were born before 1924 and were at least 70 years of age when they were first interviewed in 1993. After the first interview, they were interviewed in 1995, 1998 and every two years since then. The initial sample size for the cohort was 8,335. The sample excludes spouses of AHEAD members who were below 70 years of age in 1993. By 2014, 6,619 members of the AHEAD cohort were dead. This is the final sample size as this study focuses on the dead members of the cohort and accumulates their OOP health care expenses.”
    

    
      
    

    
      As you can see,  this is a vast survey with a huge sample size of real people that covers decades. Hard to see how this survey could be more representative of the general population. This is great information YOU can use regarding your own financial planning. 
    

    
      
    

    
      Let me share with you the conclusion:
    

    
      
    

    
      “Health care expenses are a major risk facing retirees. This study takes a look at how much people actually spend on their health care after the age of 70 by following a group of retirees until their death. The results provide some important insights.
       First, for a majority of retirees, these expenses are moderate and not as high as many perceive them to be. 
      Second, for some retirees, these expenses could be catastrophic. Because it is not easy to predict in advance who will actually have high medical expenses, the risk remains a significant one (emphasis mine).”
    

    
      
    

    
      I repeat their findings, “for a majority of retirees, (health care expenses) are moderate and not as high as many perceive them to be.”  Now the author does state that a small amount of people face catastrophic costs and, of course, there remains a risk. BUT, 
      some
       folks dealing with catastrophic risk is certainly a whole different issue than what we’ve been lead to believe that 
      most
       people will.
    

    
      
    

    
      So, if you’re postponing retirement under the worry of significant health costs, maybe it’s time to rethink this. 
    

    
      
    

    
      
    

    
      
    

    



      
    

    
      Conclusion
    

    
      
    

    
      The entire reason I wrote this book is because how frustrated I get by all the doom and gloom that permeates retirement planning. Never mind Suze Orman’s silliness that you need MILLIONS to retire. It’s beyond that.  The doom and gloom is everywhere.  I invite you to take your own casual survey.  
    

    
      
    

    
      Just ask people this question; “Are you worried about retirement?”  They’re ALL going to say “YES!”  And when you ask why, they’ll give you the boilerplate reasons, health care, Social Security is broke, the dollar is going to lose its value, the markets are not going to give us good returns, etc. 
    

    
      
    

    
      These are all issues that may be true on the grand scale of things, but how do they affect YOU specifically???  The answer is not much.  
    

    
      
    

    
      In fact, if you can do this one thing in preparing for retirement, I predict you’re going to be just fine.  Ready for it???
    

    
      
        

      
    

    
      Pay off your mortgage. 
    

    
      
    

    
      If you have no mortgage you have reduced what is by far the largest expense retirees have.  Do that and your Social Security income will do the rest to put your retirement within reach. Not for everyone, I get it.  But certainly for more people than they realize. And it is my sincerest desire that this book helps you realize it too!
    

    
      
    

    
      Blessings,
    

    
      
    

    
      Josh Scandlen
    

    
      July 2019 
    

    
      Milton, GA
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