PENSI0N PLANS
	
	
	

	Defined Benefit
	
	Defined Contribution

	· Contributions come from employer, employee, or both.

· Monthly retirement amount determined by employer.
	
	· Contributions come from employer, employee, or both.
· Monthly retirement is based on the amount in the retirement account.


	Pros
	Cons
	
	Pros
	Cons

	Benefit lasts until death
	Portability
	
	Portability
	Money may run out

	Simple, employer managed
	Control
	
	Control
	Requires more work for employee

	Issue:
	
	Issue:

	· Employer under-funding may reduce future benefits.  
· PBGC solvency for private sector plans.

· Potential political problem for state employees.
	
	· Individuals begin to contribute too late resulting in insufficient funds for retirement.
· Can’t rely on employer to manage funds.

	Where does the money come from?  (Defined contribution plans)

	Employer and/or Employee
(tax deferred)
	Limits (2011)
· Overall $49,000
· Individual Extra Contributions  16,500/22,000    </> 50 yrs old


	Where does the money go?

	You choose the specific mutual funds or other investments from the selections offered by the 401k carrier chosen by your employer.

· Risk and return go together.  Higher returns require taking more risk.
· Older workers should take less risk than younger workers.

· As you approach retirement, funds should be moved to safer investments. 

	When and how do I get money out of a 401k?

	· Withdrawals from a 401k are subject to Federal income tax.  

· Withdrawals before age 59½ are subject to a 10% penalty unless certain conditions are met.

	If you retire or leave employment after age 59½
	Lump Sum
	· May outlive money.  

	
	
	· Large tax obligation if taken in cash.

	
	
	Rollover IRA
	· More choice & control.

	
	
	· 
	· Consider fees.

	
	Let it Ride
	· Withdraw as needed.

· Mandatory withdrawals begin at 70½.

· May outlive money.

	
	Annuity
	· Lifetime income.

· May be nothing left for heirs.

	
	Combination
	· Choices are not all-or-nothing.

· You may divide up your retirement funds and choose two or three of these.

	If you retire or leave employment before age 59½
	· If you don’t need to withdraw any funds before 59½, see choices above.

	
	· To avoid 10% penalty, withdrawals must be taken in “substantially equal payments” over your life expectancy (as   determined by the IRS). 

· Typically (not exclusively) this is done by buying an annuity.


	Additional Tax Deferred Savings:

Personal Savings

	Individual Retirement Account:  A saving instrument unrelated to your employer that has tax benefits.  May contain CD’s, mutual funds, stock, and/or bonds.

2011 Contribution Limits:  $5000 single/$10,000 couple    (+ $1000/$2000 over age 50)

	Traditional IRA
	· Earnings are tax deferred until withdrawn after age 59½.

	
	· Contributions may be tax-deferred, depending on income and other factors

	Roth IRA
	· Contributions are not tax deferred.

	
	· Earnings are tax FREE if withdrawn after age 59½.

	
	· Principal (not interest) can be withdrawn at any time.
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