


New Year, New Goals

Bennett Group Financial Services CEO Dawn Bennett advises design professionals on where their financial priorities
should be.
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How does a successful interior designer find a secure financial future in today’s changing economy? No doubt most of
your attention is paid to building up your business and bringing projects in on time rather than worrying about retire-
ment in the distant future. But building a successful business does not necessarily ensure your future financial health.

What amount of time have you spent in the past year, developing effective tax strategies, choosing a retirement plan for
yourself and your employees, refining the employee benefits program so it maximizes your ability to attract and retain
top talent, and creating a business succession plan that takes into account all of the critical factors associated with transi-
tioning the business in retirement? It was likely minimal, as the day-to-day demands of your business are, obviously, far
higher on your list of priorities. But as a business owner, these issues ought to be top-shelf items for you. Let’s look at
just one of these issues in depth: retirement planning.

Interior designers in closely held businesses are often unaware of the shortcomings of their retirement programs. In
most industries, building a business means you have something to sell after it gets to a certain size or notoriety.The
money from the sale, typically, is in a lump sum payment and that allows one the opportunity to fund their retirement
nest egg very quickly. But, because many of the interior design businesses are not sold the way one typically thinks
about selling a business, the "lump sum" option of funding your retirement should not be a safety net. Most designers
maintain a two to three person firm that, if lucky, finds a junior partner to eventually take over the business. S/he has
been paying for the ownership of the firm along the way via sweat equity and a little here and there from their pay-
checks. So, unless the head designer had the discipline to take the junior partner’s monthly payment and stash it away
for a later day, he may just have memories of a great but very expensive vacation or too many cars in the driveway.

Another element that stops designers from consistently putting money away is that many times the level of revenue is
directly tracking the economy.These business owners are placing a bet that the U.S. and world economy will remain the
same year in and year out. But life today consists of many geopolitical and economic uncertainties which will make the
world a very different place from when our parents and grandparents retired. In addition, you probably won’t be con-
tent to sit in a rocking chair on your front porch when you retire.Today’s retirees are active and have more lifestyle
choices than previous generations, and these choices cost money.

Designers just starting out need to realize early in their careers that there are competing demands for the money they
earn. How does a young designer save for a down payment on a home, set aside money for retirement, begin a savings
and investment program, and think about marriage and a family? While it’s not easy, it’s not impossible. In my experi-
ence with our talented interior design clients, I find that getting them started on saving money is similar to the way they
themselves approach redesigning a room. It involves listening to their dreams, desires, and goals, looking at what they
have now, deciding what needs to be maintained and what needs to be thrown away, and then designing an investment
blueprint that allows them to achieve their goals realistically.

Here are some common money management mistakes that typically begin when designers are just getting started:

- Failure to develop a financial plan for today and tomorrow

- Failure to instill the discipline required to reach a financial goal

 



- Failure to diversify the investment portfolio or invest for the long term

- Failure to fully participate at the maximum level in all retirement programs that are available through a deferred com-
pensation plan or the government

For illustration purposes, let’s follow the career of a hypothetical young designer as she matures into a seasoned business
owner. Assume she’s 22, single, and earns $45,000 annually before taxes and $28,373 after taxes. She is in a 35 percent
tax bracket and has a monthly after-tax income of $2,364. During her first year in business, she makes a goal to save 10
percent for investment purposes. She wants to buy a home and simultaneously plan for later years by having 3 percent
taken out for a retirement fund. She rents a small apartment, which she shares with another working professional, and
leases a compact car that gets excellent mileage.

The Before monthly budget illustrates her ambitious and long-term goals, but it is constrained and a little unrealistic to
maintain.The designer is short on cash, long on expenses (with a deficit of almost $800 per month), and falls into the
snare that many people, not just designers, fall into: She borrows from Peter to pay Paul using credit cards and cash
advances to do it. Should she continue on with increased credit card debt, or anticipate that a slight monthly pay
increase might help reduce some expenses? The first priority must be to resist the siren call of credit cards. If credit card
debt gets out of control, it can easily wreck one’s financial health. Credit card companies demand interest rates from
21.99% to 24.99%. (Loan sharks are kinder!).

Here’s the reality: By making the minimum monthly payment of $150 on a $5,000 debt, it will take almost 12 years to
erase the original debt. Total interest paid will be $3,758.00. If the goal is to pay the debt off in two years, payments
need to be increased to $242 per month, and the total interest paid will fall to $801. By eliminating debt, the designer
moves almost $3,000 closer to her dream. Since she is action-oriented and determined, she decides to rid herself of this
debt nightmare in two years by making temporary adjustments and realigning priorities. Wisely, she does not reduce the
amount contributed to her retirement fund, which helps lower her marginal rate of taxation. In fact, look at Chart A to
see the effect of saving $5,000 every year for 30 years earning 10 percent in your retirement plan.You would have an
additional $899,477!

When she marries several years later, she and her spouse vow to remain out of credit card prison. Both recognize the
value of the lessons learned from their "singles" past and seek to be good stewards of their income. By carefully manag-
ing and investing their money in a diversified portfolio, the couple contributes the maximum to their retirement plans
and after-tax IRAs. For example, a professionally managed portfolio may be allocated between at least 10 asset classes
and have returns that out-perform their benchmarks (see Chart B, and pie charts 4, 5, and 6 for model portfolio returns
and asset allocation). In addition, they have enough resources to set up monthly contributions to 529 plans for their
children’s educational future.

By the time the children finish college, the designer begins to think about retirement and how to protect and pass her
business on to her children. But all too often, the financial planning pattern followed by many closely held business
owners looks like a road map to nowhere. Why? For years, they have tried to address the areas of tax planning, estate
planning, and business succession planning on their own. What’s wrong with a do-it-yourself tax planning program?
The answer is everything and nothing. Nothing, if you want to see the IRS take over half of everything you own for
taxes. Everything, if you want what you have worked so hard for over the years to be passed on to your family.This is
not the time to self-diagnose and self-prescribe.This is really the time to ask, "What is important to us? Where did mis-
takes occur? How can those be addressed and fixed?" Usually these questions are easily answered by identifying a few
manageable and important goals:

- Maintaining a comfortable lifestyle during retirement



- Running your business until death or impairment prevents it

- Transferring wealth to children and grandchildren

- Protecting your assets from the IRS and erosion by estate taxes

This is not the time for a simple will and trust, or "everything goes to my spouse" attitude. For the next generation, it is
also a time to address the hard "what if" questions of divorce, child custody, and premature death or disability. See Chart
C for the breakdown of people who are in need of long-term care—40 percent are working-age adults between age 18
and 64. None of these goals can be accomplished in a vacuum but should be addressed by a competent, knowledgeable
wealth management team with expertise in accounting, investments, tax, and estate planning.

Not to be missed in this planning effort is an early decision to recognize the value of long-term care insurance and
make it a priority. By purchasing long-term care policies early in life, you’ll be able to secure lower premiums and rest
in the knowledge that your investments and the business will not have to be liquidated in the event of major medical
needs. Plus, more people are living longer.

What the designer and spouse did is not rocket science, but it is smart. They simply made a decision not to live beyond
their means, to pay themselves first, to differentiate between wants and needs, and to delay gratification and adopt a dis-
ciplined and consistent savings approach. It became a normal way of life for them.
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