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GETTING STARTED
eing able to retire when and how

you want is one of your most

important financial objectives. But

achieving this goal takes planning

and perseverance. Most of us won’t be able to

rely on Social Security alone to provide the

income we’ll need.

Even when supplemented by the income

from a pension, Social Security probably

won’t be enough. For almost everyone, 

personal savings have become an essential

component of retirement income. 

Fortunately, both the Economic Growth 

and Tax Relief Reconciliation Act of 2001

and the Jobs and Growth Tax Relief

Reconciliation Act of 2003 (JGTRRA)

enhance your ability to save for

retirement. For instance, limits for

individual retirement accounts (IRAs), 401(k)

plans and savings incentive match plans for

employees (SIMPLEs) are gradually rising

over the course of this decade. Also, in 2004,

taxpayers age 50 and up can continue to

make “catch-up” contributions to IRAs,

401(k)s and SIMPLES. (See the chart below.)

More good news: In 2002, the IRS finalized 

a new set of distribution rules for qualified

retirement plans. Among other things, the

update affects how the IRS determines your

distribution period (the time during which

you or a beneficiary will receive plan funds)

and, therefore, the amount of your required

minimum distributions. Previously, the 

government required you to calculate your

remaining life expectancy on the basis of

beneficiary designations under either the

recalculation or term certain method.

The new rules follow a uniform life

expectancy table — which reflects improved

life expectancies and generally reduces

required minimum distributions — for

everyone. (One exception: A “Joint and 

last survivor” table applies if you name 

your spouse as beneficiary and he or she 

is more than 10 years younger than you.)
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401(k)s for IRAs for SIMPLEs for
Year 401(k)s taxpayers over 50 IRAs taxpayers over 50 SIMPLEs taxpayers over 50

2002 $11,000 $12,000 $3,000 $3,500 $7,000 $7,500

2003 $12,000 $14,000 $3,000 $3,500 $8,000 $9,000

2004 $13,000 $16,000 $3,000 $3,500 $9,000 $10,500

2005 $14,000 $18,000 $4,000 $4,500 $10,000 $12,000

2006 $15,000 $20,000 $4,000 $5,000 $10,000 $12,500

2007 $15,000 $20,000 $4,000 $5,000 $10,000 $12,500

2008 $15,000 $20,000 $5,000 $6,000 $10,000 $12,500

Source: U.S. Internal Revenue Code

Chart 1

Retirement plan contribution limit increases



Smaller minimum required distributions are

beneficial because they allow more of your

retirement assets the opportunity to grow

tax deferred longer.

This booklet guides you through the 

first steps in developing or reviewing 

your retirement plan. But because of the

many complex and fluctuating factors that

go into creating a retirement plan, it’s only 

a starting point. 

The next step is to call us to discuss 

your plan. We can help you refine and 

supplement your plan in light of the major

forces now shaping your ability to retire 

on your own terms.

START NOW

Although it’s never too late to plan for 

retirement, the earlier you start, the 

easier it will be to accumulate the funds

you’ll need. Why?

• You’ll have more years to build a 
retirement nest egg.

• Your savings program will become 
a habit.

• Most important, time will magnify 
compounded interest’s effects, as 
illustrated below.

To ensure you’ll have the financial resources

necessary to maintain your lifestyle after

you retire, you need to develop a plan. Even

if you can’t follow your plan completely

right now, you’ll have a target at which to

aim. Review the plan periodically and revise

it when you need to. 

In the few minutes it will take you to 

read this booklet, we can show you how 

to get started.

ANTICIPATE YOUR LIVING EXPENSES

Because of the wide range of financial and

lifestyle goals, your retirement savings pro-

gram must take into account your

needs and anticipated lifestyle after

you retire. For example, if you want

to retire early and travel extensively,

you’ll need a considerably larger

retirement nest egg than if you plan

to continue working part-time until

age 70 and retire to a locale with a

low cost of living.
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To save $100,000 by age 65 (assuming an annual

rate of return of 8%* after taxes), a 35-year-old must

save $883 each year; a 45-year-old, $2,185; and a

55-year-old, $6,903. 

* 8% is a hypothetical rate of return, and doesn’t indicate
any particular investment product.

VALUE OF COMPOUNDING



The chart above contains spending patterns

for an “average” person at age 65 or older

compared with those of a 45- to 54-year-old. 

CONSIDER CHANGING 

YOUR SPENDING HABITS

The financial needs of a 65-year-old retiree

are often considerably different from his or

her financial needs at age 45. Although the

rule of thumb says that retirees will need

20% to 40% less income, some retirees 

may find they can spend as much or more

because they have more time for hobbies,

travel and other leisure activities.

Many people reduce or eliminate these

expenses during retirement:

• Buying a home and home furnishings,
and making home improvements.

• Financing a child’s education.

• Paying for weddings or other family 
celebrations.

• Maintaining a business wardrobe.

But some categories of expenses are likely

to increase — most notably, health care.
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INCOME OF ALL RETIREES
Based on data from the Bureau of Labor Statistics
1998–1999 Consumer Expenditure Survey. Changes
were calculated using data for people aged 45–54
years and 65 years and older.

Health care +38%

Personal care, utilities, & food/household –35%

Housing/furnishing –39%

Miscellaneous –32%

Entertainment –50%

Clothing –56%

Insurance –85%

Education –88%

Chart 2

“Average” change 
in living expenses after retirement

Even if you can’t follow your plan completely 

right now, you’ll have a target at which to aim.



Estimate Your Expenses

You can get a rough estimate of your 

post-retirement living expenses by taking

60% to 80% of your current living expenses.

For a more precise estimate, complete the

worksheet on this page.
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EXPECTED ANNUAL LIVING 
EXPENSE IN RETIREMENT 

CURRENT ANNUAL LIVING EXPENSE (TODAY’S DOLLARS)

Housing $____________________________ $____________________________
mortgage, rent, 
condo fees, repairs, etc.

Property taxes $____________________________ $____________________________

Utilities/phone $____________________________ $____________________________

Food/household $____________________________ $____________________________

Insurance $____________________________ $____________________________
health, home, auto, life, 
disability, etc.

Medical/dental $____________________________ $____________________________

Clothing $____________________________ $____________________________

Personal care $____________________________ $____________________________
toiletries, 
hairstyling, etc.

Work-related expenses $____________________________ $____________________________

Transportation $____________________________ $____________________________
car payment, 
repairs & maintenance, 
taxi, etc.

Education $____________________________ $____________________________

Family support $____________________________ $____________________________
children, parents 
or other relatives

Travel/vacations $____________________________ $____________________________

Entertainment $____________________________ $____________________________

Gifts/donations $____________________________ $____________________________

Miscellaneous $____________________________ $____________________________

TOTAL: $____________________________ $____________________________

Worksheet 1

How much will I need?

________________________ x .7 = ____________________
Pre-retirement (or a Post-retirement 
living expenses percentage needs

between 
.6 and .8)



WHERE WILL 
THE MONEY 
COME FROM?

i
f you’re like most people, your retirement

income will come from three primary

sources: Social Security, pension plan(s),

and personal savings and other sources. All of

these can be helpful, within limits — especially

since the Social Security system’s long-term

health remains cloudy.

KNOW YOUR 

SOCIAL SECURITY BENEFITS

As long as you have worked for the equiva-

lent of at least 10 years, the age at which you

choose to begin receiving benefits and your

income level in the years before retirement

determine the size of your benefit. 

The good news is that

benefits are indexed to

rise with inflation —

the bad news is that

the earnings used to

determine the benefit

are capped. Although

this amount is also

indexed for inflation,

the cap means that

people earning a

higher income will

receive proportion-

ately less (of their pre-

retirement earnings)

than people whose

income is below 

the cap. 

To find out what your benefits will be, 

call the Social Security Administration 

at 800-772-1213 and ask for a Personal

Earnings and Benefits Estimate Statement. 

You can start receiving benefits as early as

age 62, but they will be reduced by 20%. 

To receive full benefits, you must wait until

you reach “full retirement age,” which is 

currently 65. The full retirement age is

scheduled to gradually increase from age 

65 to age 67 for those born after 1938.
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Your benefits increase 

for each year after 

“full retirement age” that 

you delay receiving benefits.



Your benefits increase 

for each year after “full 

retirement age” that you

delay receiving benefits. The

increase depends on the 

year you were born. For

example, if you were born

after 1943, your benefit

increases 8% each year that

you wait. 

When you retire, your spouse

is entitled to an additional 50%

of your benefits, even if he or she never

worked. But if your spouse’s lifetime earnings

qualify for higher benefits, your spouse

should probably apply separately. 

CHECK YOUR 

PENSION PLAN BENEFITS 

To find out your pension benefit, talk to

your employer’s benefits specialist. Some

pension benefits are fixed (also called flat

benefits), and some adjust for inflation

every year or two. If you are covered by a

former employer’s plan, you should have

received information about your benefits

when you left. 

Pension plan benefits vary widely from

employer to employer. The full benefits 

of a plan in the mid- to high end of the

range might be 1% or 2% of the salary 

you earned your last year on the job, 

for every year you were employed. For

example, if you worked for the same

employer for 20 years, you could receive

20% to 40% of your salary.

But there’s a catch. To

receive full benefits for 

the years you work, many

employers require a mini-

mum of five to seven years

of employment. If you

change jobs frequently,

your benefits could be 

significantly lower than in 

the preceding example.

If you are self-employed,

you may be able to set up

a pension plan even if you also work for

another employer. These pension plans

(sometimes called Keogh plans) let you 

maximize your pre-tax retirement savings.
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Setting up such plans involves a number of

choices. You’ll need professional assistance

to figure out what features are best for you

and to help with the paperwork.

CHOOSE HOW YOU WILL SAVE 

The third major component of your 

retirement income is personal savings.

Unfortunately, many people underestimate

the importance of personal savings, 

which can mean the difference between 

a comfortable retirement and a reduced

standard of living.

Savings fall into two basic categories: tax

deferred and taxable.

Tax-deferred accounts include IRAs and

401(k) plans. The dollars you put into these

vehicles create a tax deduction when you put

them in, and they accumulate tax deferred.

Because you don’t have to pay tax on these

funds until you withdraw them, they grow

faster than after-tax savings.

Taxable methods include a wide variety of

investments such as stocks, bonds, mutual

funds, annuities, real estate and business

interests. The dollars you put into these

investments are taxed, and you generally

pay tax annually on their growth. One

advantage of investments made outside of

retirement plans is that you may have more

access to them.

Investing in dividend-producing stocks in

taxable accounts became more attractive

last year, thanks to JGTRRA. Between now

and 2008, for individual shareholders, the

tax rate on qualified dividend income from

domestic and qualified foreign companies

has been reduced to 15% — the same as the

new long-term capital gains rate. The new

rate is retroactive to Jan. 1, 2003.

Because you pay tax on the amount you

save and possibly on the earnings or growth

each year, these funds don’t grow as quickly

as tax-deferred savings do. For example, you

may be able to earn 8% on your savings, but

after paying tax — we’ll say 25% for this

example — your earnings rate is 6%. The 

difference increases with the length of time

the funds are growing.
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