ECO 101       Retirement Finance
Intro:  Savings Instruments  

CD  –  Certificate of Deposit.   Earns ‘interest’.   No market risk.
Stock  -  Represents ownership in a corporation.  Earns ‘dividends’.   

     Possible capital appreciation/loss. 

Bond   -  An I.O.U. of a corporation or government.  Earns ‘interest’.   

     Possible capital appreciation/loss.  Normally less risk than stock.
Mutual Fund  -  Pool resources of many individuals to buy a large number of stocks, bonds or both.   
     Lower risk through diversification.
Social Security - Federal Government

-  Roughly based on earnings from employment, benefit lasts until death.
-  Current average benefit equal to about 40% of median earnings.

Pension  -  Employer
(1)  Defined benefit  -  benefit lasts until death, contributions typically come from employer

(2)  Defined contribution   -   benefit based on amount contributed, may run out 
                                             -   contributions may come from employer, employee or both            

                                             -   tax deferred contributions and interest 

       -   401k for employees of private corporations

       -   403b for employees of non-profit organizations

       -   KEOGH & SEP-IRA for self-employed individuals

Personal Savings  - You

Tax-deferred Savings  -  IRA’s  (funds can be put in any of the assets listed above)

(1)  Traditional IRA  

     -  interest is tax-deferred  
     -  contributions may be tax-deferred;  depending on income and other factors

     -  withdrawals are taxable 

(2)  Roth IRA

     -  contributions are not tax-deferred

     -  interest is tax free if held the appropriate amount of time

     -  withdrawals are tax free after to age 59 ½
