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Saving for Retirement

Although most of us recognize the impor-
tance of sound retirement planning, few of
us embrace the nitty-gritty work

involved. With thousands of investment
possibilities, complex rules governing retire-
ment plans, and so on, most people don't
even know where to begin. Here are some
suggestions to help you get started.

Determine your retirement income needs

Some experts suggest that you need any-

where from 60% to 90% of your current income to enable you
to maintain your current standard of living in retirement. But
this is only a general guideline. To determine your specific
needs, you may want to estimate your annual retirement ex-
penses.

Use your current expenses as a starting point, but note that
your expenses may change dramatically by the time you retire.
If you're nearing retirement, the gap between your current ex-
penses and your retirement expenses may be small. If retire-
ment is many years away, the gap may be significant, and
projecting your future expenses may be more difficult.

Remember to take inflation into account. The average annual
rate of inflation over the past 20 years has been approximately
3%. (Source: Consumer price index (CPI-U) data published by
the U.S. Department of Labor, 2008.) And keep in mind that
your annual expenses may fluctuate throughout retirement.
For instance, if you own a home and are paying a mortgage,

v your expenses will drop if the mortgage
is paid off by the time you retire. Other
expenses, such as health-related ex-
penses, may increase in your later retire-
ment years. A realistic estimate of your
expenses will tell you about how much
annual income you'll need to live com-
fortably.

Calculate the gap

Once you have estimated your retire-
ment income needs, take stock of your
estimated future assets and income. These may come from
Social Security, a retirement plan at work, a part-time job, and
other sources. If estimates show that your future assets and
income will fall short of what you need, the rest will have to
come from additional personal retirement savings.

Figure out how much you'll need to save

By the time you retire, you'll need a nest egg that will provide
you with enough income to fill the gap left by your other in-
come sources. But exactly how much is enough? The follow-
ing questions may help you find the answer:

e At what age do you plan to retire? The younger you retire,
the longer your retirement will be, and the more money
you'll need to carry you through it.

e  What kind of lifestyle do you hope to maintain during your
retirement years?

o What is your life expectancy? The longer you live, the
more years of retirement you'll have to fund.

e What rate of growth can you expect from your savings
now and during retirement? Be conservative when pro-
jecting rates of return.

e Do you expect to dip into your principal? If so, you may
deplete your savings faster than if you just live off invest-
ment earnings. Build in a cushion to guard against these
risks.

Build your retirement fund: Save, save, save

When you know roughly how
much money you'll need, your next
goal is to save that amount. First,
you'll have to map out a savings
plan that works for you. Assume a
conservative rate of return (e.g., 5
to 6%), and then determine ap-
proximately how much you'll need
to save every year between now and your retirement to reach
your goal.

The next step is to put your savings plan into action. It's never
too early to get started (ideally, begin saving in your 20s). To
the extent possible, you may want to arrange to have certain
amounts taken directly from your paycheck and automatically
invested in accounts of your choice (e.g., 401(k) plans, payroll
deduction savings). This arrangement reduces the risk of im-
pulsive or unwise spending that will threaten your savings
plan. If possible, save more than you think you'll need to
provide a cushion.

See disclaimer on final page
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Use the right savings tools You have several options for saving for your retirement.
START How do you know what to do? Here's one common approach:

The following are among the most common re-

t' rement SaVingS tOOIS: Contribute mon:y to el;:lployer-sponsored plan when employer matches your contribution - get
maximum match possible

Employer-sponsored retirement plans Ilke ..", Employer match is X ..", Match grows tax deferred ..", You may forfeit match if you don't

401 (k)s and 403(b)s are poWerfUl SaVingS tOOIS. Prviy free money ’_‘:r" until withdrawn 71T work for a given length of time

Your contributions come out of your salary as - money

pretax contributions (reducing your current tax- v

able income) and any investment earnings grow Make voluntary contributions to employer-sponsored retirement plans

tax deferred until withdrawn. SOme 401 (k) and N .‘.: c Dollars grow tax deferred N v‘ ‘s Some plans allow pre-tax contributions

403(b) plans also allow employees to make after- AR untll withdrawn® CON nen i

tax "Roth" contributions. In addition, employer- J v‘; Systematic payments from your S ﬁ.‘:,_ Investment choices might be limited

sponsored plans often offer matching contribu- AT Pavenack-youlihardly noflee ol

tions, and may be your best option when it comes Remaining money v

to saving for retirement.
Contribute to IRAs

IRAs also feature tax-deferred growth of earn- 4% Many investment options . ..'%. Dollars grow tax deferred until withdrawal (qualified withdrawals

ings. If you are eligible, traditional IRAs may en- < 2y from Roth IRAs are federal income tax free)

able you to lower your current taxable income ./\. May or may not be tax .\'%  Can contribute up to $5,000 in 2008 and 2009**

through deductible contributions. Withdrawals, TR deductible )

however, are taxable as ordinary income (except Remaining money

to the extent you've made nondeductible v

contributions). Other options: A_n{)uities, Stock plans, Lif? insurance, Oth_er im_/estments (e.g., stock, mutual
funds), Nonqualified deferred compensation, Salary continuation plans

ROth |RAS dOn't permit taX-dedUCtible COntribu- L'/‘ ‘< Annuities, life insurance, - ‘. Lower capital gains tax g ..", Some options may be complex,

. >ty and other options have ~.5,T rates make some equity =.2,T and timing of taxable events

thnS but a”OW yOU tO make Completely taX'free unique tax advantages 4P investments more AP may be difficult to control

withdrawals under certain conditions. With both planming. | oement

types, you can typically choose from a wide

range of investments to fund your IRA. KEY Tr; Definite plus 77‘5 Need more info ;"'»:Ir;(_ Potential disadvantage

Annuities are generally funded with after-tax dol-
lars, but their earnings grow tax deferred (you pay tax on the

portion of distributions that represents earnings). There is also ~ *Employers can allow employees to make after-tax "Roth" contribu-
no annual limit on contributions to an annuity. tions to the employer's 401(k) or 403(b) plan. Qualified distributions
of these contributions and related earnings are tax free.

Note: Distributions from retirement plans, IRAs, and annuities **Individuals age 50 and over may make additional $1,000 IRA catch-
prior to age 5922 may be subject to a 10% penalty tax unless up contributions.
an exception applies.

Disclosure Information -- Important -- Please Review

Neither Forefield Inc. nor Forefield Advisor provides legal, taxation, or investment advice. All content provided by Forefield is
protected by copyright. Forefield claims no liability for any modifications to its content and/or information provided by other sources.

Investments are not FDIC insured, not guaranteed by the bank, and subject to risks that may result in loss of principal -- all the more
reason to seek investment advice from Tompkins Investment Services, a division of Tompkins Trust Company. Tompkins Investment
Services offers a full line of trust, financial planning, and investment services.

_________________________________________________________________________________________________________________________________|
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