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Chapter 6

PLAN FOR THE GAP

“Dare to live the life you have dreamed for yourself. Go forward and 
make your dreams come true.”

– Ralph Waldo Emerson

It’s time to start building your plan. At the end of the chapter, 
I’ll give you a link and some homework. Before we start the 
planning process, I want to introduce you to the Rule of 

Planning, which suggests that predetermined guidelines 
can help increase your probability of future success. Failing 
to set proper guidelines can cause you to make reactive and 
possibly emotional decisions that could eventually compromise 
your retirement. Follow systems, not sentiment. 

We know that the markets will either go up, go down, or 
stay flat next year. We know that taxes, inflation, and other 
factors will continue to evolve over time. We can’t do anything 
about it. But we can create a plan that puts us in a proactive 
position that can help increase our probability of success 
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overall. We can focus on growth while the Kedrec Reservoir™ 
helps protect us during the down turns. Remember, the Kedrec 
Reservoir™ strategy suggests that when markets are good and 
you are making money, that you can draw income from any 
source. However, when markets are down, you draw income 
from your reservoir until the other accounts have recovered. 
!is allows you to focus on growth overall. 

!e reality is, you cannot avoid risk. You will experience it in 
one form or another. Even if you guarantee your income for life 
through an annuity, you still have inflationary risk, increasing 
tax risk, healthcare risk, and other risks based on life events (e.g., 
new car, new roof, medical emergency, etc.) In my opinion, fo-
cusing on overall growth while mindfully protecting your life-
style with the Kedrec Reservoir™ is the key to success. It allows 
you to run two strategies for two situations at the same time. 

If you can grow your assets faster than what your plan projects, 
you accomplish two important tasks. First, it means you were 
able to create a plan with realistic expectations. Well done. Greed 
did not get the best of you. Second, it means that you may have 
more resources to help offset other risks or large expenses from 
life events that may come up. !ere’s a delicate balance between 
getting the most out of your money and putting too much 
stress on your plan and portfolio. We want to find that balance. 
Remember, time is your most precious commodity. Sometimes, 
taking less risk by funding your reservoir, even though there may 
be less upside potential, may be the reason you can maintain 
your lifestyle and legacy goals when times are tough. Retirement 
means you need to have preservation strategies in place. !at 
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said, we can’t talk about investments or products until we have 
clear direction from your plan.

PRELIMINARY PLANNING
!e first step when it comes to putting a preliminary 
plan together is to plan for the gap. To start, you’ll need to 
understand the order in which your retirement plan must be 
organized. Each adjustment you make within your plan will 
have a rippling effect on your overall income and projected net 
worth. In most situations, the objective is to either maximize 
your income (Lifestyle) or maximize your estate in a tax-
efficient manner so that your beneficiaries get as much as 
possible (Legacy). Either way, even the most subtle adjustments 
can have significant effects on your plan.

!e best way I know how to explain this process is with 
a simple analogy. Let’s say you have a jar that must be filled. 
All you have to work with is a pile of small rocks and a pile of 
sand. Your job is to get all of the rocks and sand into the jar.

If you put the sand in first and then all the rocks, the rocks 
won’t fit. !e rocks will sit on top of the sand. However, if you 
put the rocks in first and then the sand, the sand will slowly fill 
all of the gaps and crevices, filling up 100% of the jar.
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When it comes to retirement, you must first fill your 
“retirement jar” with your “rocks.” In other words, line up the 
different expected income streams based on when you plan to 
start receiving income. Examples include your Social Security 
benefit, pension(s), rental real estate income, and so on. Once 
they are all lined up, the sand represents your portfolio income. 
Our software will help you fill in all the gaps and crevices so 
that your retirement income is smooth, year over year with a 
cost-of-living adjustment to help offset inflation.

Make sure you have the following information readily 
available:

 ■ !e year you want to retire
 ■ !e annual net of tax income you want when you retire
 ■ !e annual amount in Social Security benefits expected 

at full retirement age for yourself (and for your spouse 
if married)

 ■ Total amount of investable assets
 ■ Your effective tax rate
 ■ Pension start date and survivability options, if applicable
 ■ Rental cash flow information, if applicable
 ■ An understanding of family longevity and life expectancy

!ere may be additional information needed based on your 
unique situation. Please take a moment and consider anything 
else that may affect your financial situation.

Now that you’ve got all your ducks in a row, are you ready 
to get started?
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THE HYPOTHETICAL EXAMPLE

When you start creating a Kedrec Wealth Plan™, it can feel 
overwhelming. !ere is no simple way to do it. Let’s run 
through quickly what the results could look like. Here is a 
hypothetical example of the math behind a Kedrec Wealth 
Plan™. I’ll explain in greater detail further in this chapter how 
to come up with the numbers to populate this tool, but here’s 
a glance at what the end result might look like:

Hypothetical illustration shown for demonstration purposes only. It is not 
guaranteed and not indicative of your actual plan results.
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Looks like a lot, right? Let me break it down step by step 
starting with the top left.

By the way, the plan we are about to go through was created with 
the software that you’ll be able to use when you finish the book. It 
is one of the many bonuses I have included. Please read to the end 
of the book, though, so you have context and use this tool correctly. 
Let’s keep going.

!e first column shows the years. !is plan starts in 2023 
and continues until 2062.

!e second and third columns are the ages of the couple. 
Based on their family history, they expect to live to their late 
80s but wanted to plan until age 100, just in case.

!e next column shows current employment income. For 
our example, this couple is retiring this year, so I left the salary 
information blank.

Moving on to the right, you’ll notice two columns named 
SS 1 and SS 2. You guessed it, that stands for Social Security 1, 
as in the Social Security benefit for spouse number 1 and Social 
Security 2 for spouse number 2.

Next, you will see Income 1, which is a pension. !e couple 
has not elected to take the pension, yet. At this moment, they 
want to compare their options. 

!e column labeled “Portfolio” represents the income 
generated from the portfolio, or in other words, your investable 
assets, like stocks, mutual funds, CDs, and so on.
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Notice how the portfolio amounts each year go up and 
down. Remember, this is the sand from our earlier analogy. It 
is designed to bridge the gap between the rocks (in this case, 
the pension and Social Security benefits) so that you can enjoy 
a smooth income in retirement.

In 2025, you’ll see the portfolio income amount went down 
from $86,400 to $52,128. !is is because in that same year, 
they would turn on their pension and start receiving $36,000 
per year. !at means the portfolio will need to provide less 
income, hence why it went down.

Notice how the same thing happens when Social Security 
starts. Sometimes, you’ll notice the Portfolio goes negative. 
!at means your income streams are producing more than 
what the target net annual income needs. You can either enjoy 
the raise and adjust your plan, or invest the excess.

Next, we have Gross Income, Estimated Taxes, and Net 
Income. !e idea with these three columns is to first focus on 
your net income since that is what you are expected to actually 
get and be able to spend. Let’s start with the net income column.

!is couple wanted $6,000 a month, net of tax (after 
income tax and capital gains taxes were paid). !ey wanted 
a relatively simple retirement with very little travel. All of 
their kids and grandkids lived nearby, which made things 
convenient. In reality, they only needed around $4,000 per 
month to live comfortably, based on their desired lifestyle. 
!e additional money is intended to be for random events, 
trips, and so on.

Please note, that this is just one hypothetical couple’s 
account. I’ve seen people want to retire with less. I’ve built 
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plans that gave the couple over $20,000 in income per month. 
It all depends on what you have and what you want. Okay, 
now back to the net income column.

Notice how the net income column consistently increases 
by 2% each year? !at’s the cost-of-living adjustment (COLA). 
Some people will want to illustrate a higher COLA while others 
might want a lower COLA. It all depends on your unique 
situations and expectations.

As a general rule, there are two phases in retirement. You’ve 
got your travel years and your casual years. Your first ten years 
are typically your travel years. !is is typically when you will 
be the most active. You may want to spend more during those 
years than in your casual years, and that’s okay.

My only word of caution is not to have too much fun at 
the beginning of retirement. With health care costs on the 
rise, you don’t want to spend so much that you can’t afford to 
support yourself later on. !at is why having a healthy cost-of-
living adjustment is so important. We’ll talk about strategies to 
frontload a plan later.

Next, let’s look at the estimated taxes column. We don’t know 
what future tax brackets will be. We can’t anticipate future tax 
laws that could reshape retirement accounts. Estimated Taxes 
is a column that offers our best guess projections based on the 
current tax environment.

Now that we’ve discussed the net income column and the 
estimated tax column, let’s finish this up with the gross income 
column. As you can imagine, this column estimates how much 
gross (pre-tax) income is needed to get the net income you want.
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!e last column shows the projected net worth. !is 
column represents all of your investable assets, not including 
your primary residence. It grows at an assumed 5% annual 
rate. Why 5%? Just like there are over-the-counter drugs 
and prescription drugs, I set it at 5% so that you could not 
over-promise yourself future projections. Greed is a powerful 
emotion, and I want to help bridle it. 

If you want a more advanced version of what your retirement could 
look like than what is offered online, just schedule a call with my 
team by going to www.kedrec.com/call. Let my team know that you 
read the book so you get the book bonus support. 

What if you get more than 5% returns for several years? 
Rerun your plan and enjoy the extra funds. I believe it is better 
to be conservative with a pleasant surprise than to try and 
overdo it and have to go back to work in your 70s and 80s.

In the next chapter, once your plan is built, we will talk 
about strategies, market patterns, and more.  !en you can 
better understand the potential problems you may face and 
your options to address them.

One of the most common questions I get is, “Should I 
protect my net worth and only live off of the gains, or can I 
spend it down?” Like most other answers I’ve given, it depends.

It depends on your risk tolerance. Are you okay with the 
thought of spending it down? It depends on your estate and 
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legacy planning. Do you want to leave a significant inheritance 
to your kids or beneficiaries? Some do and some don’t.

Many people want to maximize their income and leave as 
little as possible to their kids. !ere is nothing wrong with that 
mindset. It all depends on what you want.

If you want a recommendation to help you get started, try 
to adjust your income so that the projected net worth on the 
year you retire is roughly the same as your life expectancy. !at 
can help you measure how to preserve principal while letting 
it go down a little after your life expectancy date. Regardless 
of how things project, just make sure that your projections do 
not go negative. Take a look at the bottom right of the plan. If 
those numbers are negative, that means you probably cannot 
afford to retire and receive the income you are projecting.

Now that we have discussed how to put together your 
preliminary Kedrec Wealth Plan™, it’s time to talk about how 
to optimize income streams. Since Social Security optimization 
is the most common request I get, we can start there.

If you’ve stayed with me up to this point, we’ve covered a lot 
in a very short amount of time. If you need anything clarified, if 
you have questions, or if there’s something else, I want to offer 
my team’s support, should you need it. 

Please visit www.kedrec.com/call, tell us what you want, and then 
schedule a 30-minute chat.

We offer multiple services to help you accomplish every single step 
listed in the book and more.
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SOCIAL SECURITY OPTIMIZATION

Your Social Security can help you increase your overall income 
or help you protect your estate from dwindling down too fast, 
but usually not both. Here’s another way of saying it.

“If you file too early, your income could be hurting.
But if you file too late, you could be hurting your estate.”

Let’s assume, for example, that you retire at 60 years old. 
Congratulations, you are now enjoying some of the best years 
of your life. If you were to wait and file for Social Security at 
70 years old, you would need to pull additional income from 
assets between 60 and 70 years old to bridge the gap.

When you turned 70, you would receive your maximum 
benefit. You would also be able to lower the amount of income 
needed from your portfolio when you file for your Social 
Security benefit. Sounds nice until you realize the cost. “If you 
filed too late, you may be hurting your estate.” !at ten-year 
gap between when you retire at 60 years old and when you file 
for Social Security at age 70 likely requires you to reduce your 
portfolio (estate) in order to make it work.

If you were to file at 62 years old, then you would be filing 
for Social Security at a “discount”. Even though you would not 
need to pull as much income from your portfolio, it can have an 
overall negative effect on the maximum income you could receive 
in retirement. Since you have taken an income reduction that 
lasts a lifetime, you’ll feel it for the rest of your life. !erefore, “If 
you file too early, your income may be hurting.”
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!e easiest way to tell which option is best for you is to run 
the numbers. On your Social Security benefits statement, you 
should have estimated monthly benefits amounts for every year 
between 62 and 70 years old. First, let’s enter the numbers 
into the software and see what happens if both spouses were to 
file at 62 years old. Remember to adjust the monthly benefit 
amount and the age. Here’s what it would look like.

Hypothetical illustration shown for demonstration purposes only. It is not 
guaranteed and not indicative of your actual plan results.
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Notice how the left column maintains a higher projected 
net worth balance for most of the plan. Because there is very 
little income needed from the portfolio, the portfolio has more 
growth potential. !e total projected net worth doesn’t start to 
dip until the early 80s. If you were to pass before the age of 80, 
filing for an early benefit could lead to additional funds passed 
to your heirs.

Now, let’s rerun the plan, only this time, you’re filing at age 
70. Here’s what it should look like.

Hypothetical illustration shown for demonstration purposes only. It is not 
guaranteed and not indicative of your actual plan results.
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Notice how the projected net worth goes down significantly 
over the first 10 years of the plan. Once Social Security starts, 
the overall portfolio then begins to recover. What’s important 
here is the responsibility of the portfolio income column. 
Notice how it is doing some heavy lifting and providing most 
of the retirement income until the year 2032.

!ose years will be the make-or-break years of this 
retirement plan. If the markets were to crash and they pulled 
that much income from their portfolio, it could be devastating. 
For the first two years, the plan is suggesting pulling over 10% 
of their income! We’ll talk more about this later, but in this 
version, having a Kedrec Reservoir™ liquid enough to keep 
income coming in during those first ten years will be incredibly 
important.

However, notice how once Social Security starts, the portfolio 
income goes negative. !at means there’s more income coming 
in from the income streams than is needed. From that point 
on, the portfolio becomes a complement to the overall income 
strategy instead of shouldering the responsibility of providing 
the majority of the needed income.

For those who have saved less than $250,000 for retirement, 
I want to be upfront about the strategy you should consider. If 
you have saved $250,000 in assets or less for retirement, there 
is a good chance that Social Security will be your main source 
of retirement income.

If that is true, then let me suggest what you may want to 
do…
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Consider working as long as you can, or until age 70. When 
you cannot work any longer, retire and file for Social Security. 
If you are able to work past 70 years old, file for Social Security 
at that point and keep working as long as you want.

By waiting until 70 or when you retire to file for Social 
Security, you will not have to pull as much income from your 
assets, helping preserve your assets while they continue to grow 
as much as possible. If you plan to work past 70 years old, I 
suggest you still take your benefits at 70 years old. It won’t 
grow past your 70th birthday.

Pension Income vs. Lump Sum

Let’s talk about your pension. At some point, you will need 
to decide between taking the pension as income (lifetime 
payments) vs. taking the lump sum (one-time payment that 
is often rolled over into your Traditional IRA to be managed.)

If you take the lump sum, then they will ask you where it 
should be sent. Have it rolled over to a retirement plan such 
as an IRA. From that point on, it will be your responsibility to 
be a good steward over those assets and make them last longer 
than you. You, or your advisor, will need to effectively grow 
those assets while proactively minimizing the tax burdens.

Where there’s more responsibility, there’s also more 
opportunity. If you’re comfortable with managing your own 
investments, or having a professional manage them for you, 
and would prefer to minimize your taxes now under the 
current tax environment (as opposed to waiting and seeing 



84

HOW TO RETIRE ON TIME

what happens in the future), then the lump sum option may 
be better for you. Ultimately, it gives you more control over 
the future tax situation.

Lastly, if you consider your projected net worth, especially 
during years one through ten of your retirement, a lump sum can 
be great for your beneficiaries should you and your spouse pass.

Don’t pick the lump sum for your beneficiaries though. You 
need to pick what is best for you.

If you want less risk, consider taking the pension income. 
Even though you’ll be taxed on it for life and it all goes away 
when you pass (and when your spouse passes, if applicable), 
there’s comfort in a check showing up every month, regardless 
of the market. !ere’s no shame in the pension option.

When you’re ready to compare the lump sum vs. your 
pension income stream, the easiest way to see how it affects 
your retirement is to first put in the pension and run the 
numbers.

Notice the projected net worth amount at age 100. It is 
similar to the exercise you did with Social Security. You’ll look 
at age 100 because you want to make sure that your retirement 
is projected to last longer than you.

Also, make sure to look at your projected net worth during 
the first ten years. I want you to be able to compare the pension 
income stream and the lump sum difference should you pass 
sooner than expected.

Next, take out the pension income and put in the lump 
sum dollar amount in your total net worth amount. Now, 
rerun the numbers without changing anything else. Look at 
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your projected net worth in ten years and at age 100. Notice 
the difference and ask yourself which option you’re more 
comfortable with.

For some employment plans, you can also take half of your 
lump sum and receive half of your pension for life. Try those 
numbers as well and see how they look. At the end of the day, 
there is no perfect solution here. It is based on your preferences 
and comfort level.

Real Estate and the Landlord’s Exit Strategy

Let’s talk about your rental portfolio. If you don’t have 
any rental properties, you can skip this section by going to 
“Wrapping Up Your First Draft.”

If you have rental income, the first thing you need to 
calculate is your return on investment. !at number is based 
on the current home value and the net of taxes and expenses 
cash flow. Too often, landlords tell me what they make in 
rent and leave out the costs of repairs and taxes. !at’s an 
incomplete calculation.

Once you know your net-of-expense return on investment, 
based on current market value, then you can have an apples-
to-apples conversation. If your rental real estate is making less 
than the riskless rate, which is something the Fed determines, 
then it may be time to sell. If you are tired of dealing with 
tenants, toilets, roofs, and HVAC systems, then it may be time 
to retire from being a landlord. If that is you, consider reaching 
out to me and my team so we can have a conversation about 
1031 exchanges and Delaware statutory trusts.
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Just go to www.kedrec.com/call.
Do not put your properties up for sale until we talk. If they 

are already up for sale, schedule the call ASAP. !ere are many 
tight timelines around 1031 exchanges and exit strategies, 
based on IRS rules, that must be met. Best practice is to have 
the conversation first. !en put an exit plan together before 
the properties go up for sale. If you already sold your property 
or properties, it is probably too late. 

If you are receiving more than the riskless rate, then it is up 
to you whether or not you want to keep it, sell it and pay the 
taxes, or do a 1031 exchange and defer the capital gains tax 
while maintaining cash flow.

If you want to keep the rental income, add the net-of-
expenses monthly income to your plan in the same place that 
you would add a pension. If you increase rent every year, then 
make sure to consider adding a cost-of-living adjustment to 
your income stream. Plans depend on reasonable projections. 
Whatever you put in your plan must be implemented in real 
life. So, make sure you follow what you project in your plan.

Wrapping Up Your First Draft

Once you have created your plan, you should be able to answer 
the following questions:

 ■ When can I retire?
 ■ How much income should I expect in retirement?
 ■ Can I afford to retire?
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 ■ When should I file for Social Security?
 ■ Should I take the pension or the lump sum?
 ■ What would my retirement look like when a spouse 

passes?
 ■ And more

Now that we have the preliminary plan together, we can 
plan for the gaps and start designing the portfolio that can 
support the plan.

As a quick side note, at the end of the book in the bonus 
section, I’ll give you links and resources to these tools and more 
so you can create your plan on your own. However, don’t skip 
ahead and go right to the links. I want to make sure you see 
the entire process, from start to finish, so when it’s your turn to 
create a plan and implement everything we are discussing, you 
will be able to put your plan together with the end in mind.

Take a breath.
You’re doing great.
Let’s bring this plan to life.
I’ll see you in the next chapter.
P.S. If you are feeling slightly overwhelmed, remember we 

are here to help. You can always schedule a call with my team. 
!eir job is to help you create a plan that’s designed to last 
longer than you™. Just go to www.kedrec.com/call to schedule 
a quick call so you can learn more.


