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Seminar Three
Retirement Savings Vehicles
(that everyone should use)
This seminar is designed to explore some tax-advantage methods to save for a comfortable retirement in the distant or the not too distant future.  It’s never too late!

Participants will be introduced to all the specialized retirement savings plans that have been introduced by Congress, all designed to help individuals save for retirement.  More importantly, participants will explore how to set realistic retirement savings goals, estimate the annual dollars needed to reach the goal, and consider the possible investment strategies that might be used. 

The seminar would be ideal those who want to begin or reevaluate their retirement planning strategy.  The goals are to be proactive, establish the “best-for-you” retirement savings plan, know how to implement and monitor the plan, and take charge of creating your comfortable and secure retirement.
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Marsha Yelick CFA (retired)
Financial Programs Consultant
    myelick@estesvalleylibrary.org
970-586-8116  Ext 831
Nothing is certain but death and taxes.

· Daniel De Foe –
Major concepts for Seminar 3
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Retirement is very long and costs a lot of money.
It is your responsibility to provide for your retirement.

Earn more than you spend, 

protect the rest from taxes.

The most common financial mistakes can be fixed with a simple plan.

Why should I save for retirement?
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1) No one else is doing it for you.
2) Retirement years could be very long.
3) Learning to live on less helps in retirement.
4) The sooner you start, the easier it is.
The “OLD” advice about saving for retirement has changed.
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The OLD
Leg 1 – Government Social Security
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Leg 2 – Employer pensions

Leg 3 – Personal savings
The New

1. Personal tax-deferred savings

2. Personal after-tax savings

3. Personal tax-free savings
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BEST WAY TO SAVE FOR RETIREMENT IS 

IN A PLAN THAT PROTECTS GROWTH FROM TAXATION
Many legal ways to do this – all government approved (with rules) 
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1. Individual Plans  

a. IRAs

i. Traditional

ii. Roth

iii. Sidecar (deemed) through employer

iv. IRA Rollovers

v. Nonqualified deferred annuity

2. Employer-Sponsored Plans 

a. Defined contribution plans

i. 401(k)

ii. 403(b)

iii. 457 Plans
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Thrift Savings Plan (TSP)

b. Defined Benefit Plans  

i. Social Security (both employer and employee contribute)

ii. PERA – Colorado state employees

iii. Pensions – Company sponsored

3. Small Business Plans 

a. Simples (Savings Incentive Match Plan for Employees)

b. SEPs (Simplified Employee Pension)  

c. Profit Sharing and Money Purchase Plans (varieties of Keogh plans)

GOVERNMENT EDICTS – SAVE FOR YOUR OWN RETIREMENT!
1974 – Employment Retirement Income Security Act (ERISA)

($1,500 – workers not covered by employer)

1981 – Economic Recovery Tax Act

($2,000 and  $250 for spouse, and regardless of employer coverage)

1996 – Small Business Job Protection Act

(Spousal contribution rose to $2,000)

1997 – Taxpayer Relief Act of 1997

(Roth IRA created, income thresholds raised)

2001 – Economic Growth and Tax Relief Reconciliation Act (EGTRRA)

($5,000 and catch up contribution of $1,000 if over age 50)

The 401(k) came about in 1982 AND HAS TAKEN OVER THE TASK HANDILY!

CHARACTERISTICS TRADITIONAL & ROTH IRAs
(Contributed monies grow without taxation)
	Features
	Traditional IRA
	Roth IRA

	Who can contribute?
	You can contribute if you (or your spouse if filing jointly) have taxable compensation but not after you are age 70½ or older.
	You can contribute at any age if you (or your spouse if filing jointly) have taxable compensation and your modified adjusted gross income is below certain amounts (see 2014 and 2015 limits).

	Are my contributions deductible?
	You can deduct your contributions if you qualify.
	Your contributions aren’t deductible.

	How much can I contribute?
	The most you can contribute to all of your traditional and Roth IRAs is the smaller of:

· $5,500 (for 2014 and 2015), or $6,500 if you’re age 50 or older by the end of the year; or

· your taxable compensation for the year.

	What is the deadline to make contributions?
	Your tax return filing deadline (not including extensions). For example, you have until April 15, 2015, to make your 2014 contribution.

	When can I withdraw money?
	You can withdraw money anytime.

	Do I have to take required minimum distributions?
	You must start taking distributions by April 1 following the year in which you turn age 70½ and by December 31 of later years.
	Not required if you are the original owner.

	Are my withdrawals and distributions taxable?
	Any deductible contributions and earnings you withdraw or that are distributed from your traditional IRA are taxable. Also, if you are under age 59 ½ you may have to pay an additional 10% tax for early withdrawals unless you qualify for an exception.
	None if it’s a qualified distribution (or a withdrawal that is a qualified distribution). Otherwise, part of the distribution or withdrawal may be taxable. If you are under age 59 ½, you may also have to pay an additional 10% tax for early withdrawals unless you qualify for an exception.
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   Traditional


Roth
No taxes going in
Pay taxes going in

Pay taxes going out
No taxes going out

The Great 401(k)
(Much like a Traditional IRA, but run by your employer with lots of other advantages)
1) Same tax advantage on current income and growth tax deferred.
2) Sometimes there is an employer MATCH (free money)
3) Portability (take your account with you when you leave (rollover) 
4) Higher limits ($18,000 or $24,000 if over 50)

5)  Investment advice from plan administrator (?)
6) May have loan and hardship withdrawals

7) Payroll deduction (painless, simple, automatic)  
(Potential disadvantages of 401(k) and other tax-deferred accounts
· Tax-deferred money only (tax bracket at retirement could be higher)

· Employer rules on top of IRS regulations    Yikes!

· Liquidity can be an issue, lots of rules and hoops

· Hidden fees for sponsor administration

· Choices too numerous (or too few), too complex, too expensive 
· Incomprehensible statements  

· Drifting to autopilot     Ouch!

Other Tax-advantaged investing ideas
Annuities

Contract between you and an insurance company.  In exchange for payment, insurance company agrees to invest, pay stream of income, credit interest or return, or other benefits.  
Tax-exempt bonds

If you are in the highest tax bracket of 39.6% - income above ~ $400,000 +
Life insurance

No tax due on proceeds, but included in estate value
Buy and hold assets

New basis when you die.  Capital gains forgiven.

Are Americans Saving Enough for Retirement?


What has the average American Saved for Retirement?
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How much should I save for retirement?

Rules of thumb – Experts’ recommendation for the additional money you need in retirement (beyond pension, social security) and without considering inflations.
i. 8 to 16 times your final salary  ($50000 x 12 = $600,000) 

ii. $1,000,000 (for an income of $50,000)

iii. Annual income need and multiply by 25 ($50,000 x 25 = $1,250,000)

iv. 33 time what you expect to spend annually in retirement ($50000 x 33 =  $1,650,000)
Use the Online Calculators to Estimate

Use a variety of online calculators, trying a number of scenarios that might develop.
www.mycalculators.com   (a favorite)

http://apps.finra.org/investor_Information/Calculators/1/RetirementCalc.aspx

http://www.choosetosave.org/ballpark/

http://www.ssa.gov/planners/calculators.htm
http://www.bloomberg.com/invest/calculators/retire.html
http://www3.troweprice.com/ric/ric/public/ric.do
https://personal.vanguard.com/us/insights/retirement/withdrawal-in-retirement-tool  

Scary Things to Consider
The Social Security system will face increasing pressure in the future.
Life expectancies are continuing to increase, so more income for longer period is needed.
The answer may be to extend their working years.
With today’s low interest rates, retirements need to be INVESTED, not sitting in trusty saving accounts.  
Keys to Saving for Retirement
Determine what it takes and how to get there.  Those who try to calculate what they need in retirement (only 43%), on average save twice as much as those with no idea what they need.  Recheck your calculations at least every couple years.

Set specific savings goals and monitor your progress.  The sooner you start savings, the more time your money has to grow.  Put time on your side.

Save more tomorrow.  With each year, with each raise or promotion, with each tax refund, with each change in life situation, slightly increase the percentage of your income that you tuck away.

Monitor your allocation annually.  Invest aggressively when you are young; slowly move investment allocation to more conservative investments as you draw closer to retirement.  Focus on allocation, not on specific investments.
Never, NEVER live beyond your means.  If you are currently spending more than you earn, not only can you not save for retirement, but also the life style to which you have become accustom will be much harder to support in retirement.
Learn to use a budget (spending plan) and keep a personal balance sheet.  Those who know what they have and where their money is going have more control and can more easily evaluate the difference between a “WANT” and a “NEED.”
Take advantage of 100% of employer-matched savings, if available.  It’s free money, it creates automatic deductions and it reduces your tax obligation.

Use tax-deferred, low-fee saving vehicles.  The three thieves of investing are inflation, fees, and taxes.  You can think about the first, but not control it.  You can lower the second one.  But you can almost eliminate the last (at least during your saving years).  

Plan your retirement dream.  Planning your goal will allow you to build toward the best and most economical way to make it a reality.  That way you can get the most mileage from your retirement dollars.


Ten Things You Need to Retire 
(You don’t need them all, 

but you should sure think about each one!)

1. Health insurance  (to carry you to 65 and Medicare - then supplemental insurance throughout retirement (and the prices keeps going up!)
2. Some means of regular income, hopefully with cost of living increases

3. A major nest egg, invested in a mix of stocks and bonds (rule of thumb for 30 years -withdrawal rate of no more than 4% / year)
4. An emergency fund of cash to see you through market declines
5. No kids at home or on the payroll  (hard to control)  
6. Life insurance if your are married (reduced benefits at death may increase need)

7. No debt  (Good plan any time!)

8. Low housing expenses  (this is called down sizing)

9. Low living expenses  (Simple living is not depravation, it allows your investments to grow and enjoyment can be found in many ways.)

10. A job!  (Not at the high stress / high earning level of pre-retirement, but something to keep you socially active, with the added bonus of enough money to fill the gap between retirement income and your expenses.)

11. A simple and clear spending and investing plan   (No doodles on a yellow pad.  Get fee-only help if you need it.  Consider taxes, inflation, interest rates, your investment portfolio, sources of income, different market scenarios, etc.)
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