How much

is ENOUGH!’

coVER | Buck up, America. You may be better prepared

for retirement than you think. By Mary Beth Franklin

BEFORE YOU WAX NOSTALGIC for the good old days
when you could counc on pensions and social security to suppoct you in yout
golden years, remember chat those days were relatively brief—not so much an

cra as an abermation,

The whole concepr of reticement is faitly recent, an experiment that began
with the creation of social securiry in 1933, observes Ken Dychewald, a geronraelo-
gist and authority on aging in the U.S. Wich rhe country facing massive unem-
ployment during che Grear Depression, social security was a way of providing
older workers wich guaranteed income so that they could leave their jobs, freeing
up slots for younger workers. “No one considered whether a life withour work
would be satisfying or sustainable,” says Dychrwald, Even when craditional pen-
sion plans were ar their peak in 1983, fewer than half of Americans working for
private companies were covered,

As the leading edge of the baby-boom generation rurns 60 chis veac, "it's
time to retire retirement,” declares Dychewald, author of The Putwer Yewrs: A User's
Guide to the Rest of Your Life. And he doesn'e think chac's necessarily a bad thing:
“Like a great desserr, too much leisure can make you sick after a while, Boomers
don't want to fade into obscurity. They want to crade success for satisfaction.”

Much of that satisfaction will come from continuing o work, eicher by
downshifring to a parc-time schedule or cycling periodically berween employment
and leisure. It's all abour remaining conneceed, vibrant and useful. Not incidenral-
ly, it’s also abour continuing to earn money, now thar only 17% of those emplayed
ourside government encities can expect to receive traditional pengion checks in
reticement. And rhe new rerirement is abour saving more.

This modern maodel rests an a solid foundurion. WNearly 80% of employees
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participate in theic work -based retire-
menr plans; 101(k) plans alone have
more than 42 million active members.
All told, more than 313 wrillion has
been stashed ina varicty of public and
private retirement plans, more than
double the amount invested ten years
ago {und despire a brueal bear marker).
That's the big picrure. Flow much
will you personally need in order 1o
finance your life in reciremenc? De-
pending on your age and economic
circumstances, your “number” conld
be 197 —<he percentage of carnings
younyg workers should be socking away,
O3 80% —the amount of precetitement
income you should aim ro replace when
vou leave your job. Oc 31 million {or
maoted—che size of the nest ¢gu needed
0 gencrate that 1ncome,

OFF AND RUNNING

LLISON DUNBAR, 32,

knows exactly what her num-

ber is. She wanes ro save about
32 million by retirement age, and she’s
on track to do it. A physical cherapise
who works in Palm Springs, Cal., Dun-
bur concribures the maximum amounc
ro her A01(k) plan-—%15,000 chis
year—and $4,000 to a Roth IRA. She
also saves about $H),000 a year outside
her retiremenr accounts.

[low dees a single woman, who
bought her own house when she was
29, manage ro squeeze enough our of
her paycheck w fund her long-term
gouals? Dunbar credics her parents with
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seeting hier on the pach ro saving. They
paid for her colleye education, allowing
her to graduate debi-free, and raughe

her never to carry 4 credic-card balance,

And she's a creative cost-cutrer. In
return for a 310,000 merease 10 salary,
she opred out of hier eoployer’s healeh,
life and disability insurance plans,
Instead, she pays S100 a rnonch for a
high-deductible health-insurance poli-
¢y she purchased on her own. She s
a roommace who splics che cost of her
$1.000 monthly morrgage payment
on a bouse that has nearly doubled in
value over che pase three vears.

Dunbar calculaces chac if she contin-
ucs to save at her current pace aned
garns 7% a year on her investmenrs,
she'll meer her $2-million retirement
goal. Bue she hopes to work at Jeast
part-rime into her seventies—ijuse like
one of her colleagues ac the hospital.
I see people working ineo their lare
sixties and seventies and they seem
very happy,” says Dunbar.

THE 15% SOLUTION

OUNG WORKERS don't need

to ger hung up on a specific

rarget for cheir retirement
nest egg. Save as mach as you can as
carly as you can and you'll be off to a
wreac starr. Alchough there 1s no hard-
and-fast rule, Christine Fahlund, senior
financial planner wich T. Rowe Price,
recommenes that voung workers rry to
save 15% of cheir gross salary (includ-
ing employer macching contribunions)

in order to replace 50%. or more of
their salary in retirement (che Yacer you
start, the more you'll need to save).

Most retirees will also receive social
securtey benefits char could replace
another 209 or 30% of preretirement
income. For the average wage carner—
with an income of $37,000 in 2005 —
sacial securivy replaces abouc 425 of
preretirement income, the figure is
less for rhose wich higher carnings.
That would boost total income close
o the 75%-t0-85%% range of prererire-
ment earnings penerally tecommended.

Don’t see how you could pussibly
save 159% of your income? [t devsn't all
hve to come out of your pocket, so it
isn't as painful as you might think.

Let's say you are single and carn
350,000 & year. Ler’s also say you con-
rribute to a 401¢k) plan, and che com-
pany matches your concribution 50
cents on the dollar up ro 65 of your
salary—rthe most common macching
formula. You'd nced ro concribuce
£3,000 to your 401(k), or 250 per
month, to get the Lirgest possible
macching amoune, $1,900.

Bue 101(k) conerilucions are made
in pretax dollars. So in the 2577 federal
tax bracket, saving %250 a month
woald reduce your tuke-home pay by
just A187.50, or $2,230 per year. With
your employer deducting the money
off the top of your salary, you wouldn'r
miss the cash. And taking chac single
ster would ger you more than half way
{ompriteed o parge 73}



o your annual savings poal.

To closc the gap, you could con-
tribute an addirional $3,000 ta a
Roth IRA. In retirement, vou'd have
o pay rax on funds wichdrawn from
your 401¢k), bur withdrawals from
vour Roth would be rax-free, In 20006,
you can contribute up to 54,000 of
carnings to a Rorh, plus an additional
®1,000 1n catch-up coneriburions
if you'rc 30 or older. To qualify for
a Rorh, your income can't exceed
S110,000 1f you're single or $160,000
il you're filing a joint return.

In the end, adding 13% of your
350,000 carnings, or 37,500, to your
recirement kitey would cose you only
$3,250 out of pocker.

HARNESSING INERTIA
HEN YOU BEGIN saving
for retirement, chc amount
you concribute has a larger

impacr on your account balance than

investmenr performance. A study by

Putnam Invesrmenes found chat bump-

ing up coutributions by just 2% would

have doubled retirement wealth afrer

13 years compared wieh relying solely

on investment performance. As your

balance increases over time, however,

Investment performance becomes in-

creasingly imporrant (see rhe model

portfolios on page 73).

Call it an exceprionally long learn-
ing curve, bur after 20 years of crving
o educare workers about taking con-
rrol of the investment decisions in their
rerirement plans, plan spensors and
providers have {inally figured it out:
Many prople simply don't want ro do
it. S0 rheir newest strategy s to “lar-
ness that inercia,” says Joff Maggioncal-
da, president of Financial Engines, one
of the carlicst providers of online in-
vestment advice for reriremenr savings.

Do-ir-yoursell 401(k) plans are giv-
ing way ro do-it-for-me options, collec-
nively called auremaric 401(k) plans.
Employers automatically enrall work-
crs as soon as they're eligible o parrici-
pate (workers can always choose to opt
our). As a panless way ro increase con-

THE BOOMER PLAYLIST

RIFFS on retirement

embers of the Woodstock generation searching for a new anthem as they
retire won't have far te look for inspiration, Many of their rock icons are
still touring to sellout crowds, even though many people in the audience

could qualify for an AARP discount.

Paul McCartney turns &4 Lhis year, 40 years after he recorded "When I'm 64" with
the Beatles. Paul Simon and Art Garfunkel put asidge their differences ta cash in on
their “0Oid Friends" four in 2003. And the Rolling Stones, with a collective age of 245,
are finding out what a draq it is getting old. The good news is thal their prescription
for "mother’s [ittle heipers” may scon qualify for medicare coverage.

Plenty of other selections gathering dust in your eight-track tape library can be
downloaded to your iPod to avoid the sounds of silance in retirement. You might
follow the Eagles' advice and “Take It Easy,” or pass the time with Gtis Redding
“Siltin® on the Bock of the Bay.” Maybe you're more of a8 “Wanderer” [ike Dion and
the Belmonts, or, like Chuck Berry, you haye “No Particular Place to Go.” Or maybe
you plan to travel to all your dreasn destinations, because, as Elvis reminded us,

"There Is So Much Worid to See.”

Worried about growing bored or cunning out of cash, some of us may decide,
with the Silhouettes, to "Get a Job." After all, we'll be "Stayin' Afive,” according to
the Bee Gees, for a very long time. In the end, our greatest satisfaction will come
from knowing that, like Old Blue Eyas, we did il our way.

rributions, some plans allow eniployecs
ro elecr automatic increases in their
sulary deferral ried ro annual pay hikes.
And about 40% of companics offer
life-cvcle rerirement investments rhar
provide a balanced portfolio of mutual
funds rargeted ro a specific retirement
date; the porrfolio becomes more con-
servative as the targer dare nears (see
“The One-Stop Solution,” nn page 8O).

Now companics cven allow workers
to choose someone else to manage their
porrfolios for them—someching char
437% of employees say they prefer, ac-
cording to a 20005 survey by Principal
Financial Group, the largest provider
of 401(k) plans,

One of those workers is Jeanne
Marchak, 50, narional sales manager
with the wall-decor divistan of Cres-
cent Cardboard, in Wheeling, T1L
Because Marchak says she's "not a rno-
tivared invescor” on her own, she wus
rhrilled when her company began offer-
ing managed accouncs Two years ago
through ProManage, which offers guid-

ance on A01K) investments. Now she's
satisfied that hier pordfolio is appropri-
ately diversified, and she doesn't mind
paying rhe management fee, wlich
averages $350a vear on her six-figure
A01{k) account. "I pay someone ro cut
my lawn,” says Marchak. "Now thar [
can aftord it, [ also wanr someone to
take care of my investments.”

MID-COURSE SHIFT

NCLE YOU'RE IN your

fifcies, ic's rime to get serious

about crunching rhe number
you'll acrually need 1 reticement., Juse
raking the time ro do chat calculation
can be a major motivator. Only abour
425 of workers have tried to deter-
mine cheir retiremenc-savings needs,
according ro che annual Reurement
Confidence Survey conducted by the
Eniployee Benefic Rescarch Tnscirure,
Bur of those who did, nearly half took
steps to bolsrer their savings, such as
increasing their concribucions or shife-
ing invesemenr allocarions.




Your Money

In 2004, che average 401(k) balance
was 837,000, reporrs EBRIL Bur ac-
counrs for older workers were signifi-
canrly larger. For those age 60 and over
with 30 years on che job, the average
balance was nearly $180,000.

As soon as Marchsk rurned 50, she
began making addicional catch-up
contributions co her A0 {k)}—up to
an exrra $3,000 in 2006. She plans to
conrinue thar scraregy as long as possi-
ble ta reach her personal renirement-
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vou'll need to draw {rom personal
savings in your first year of retirement
and rhen multiply rhat by 25, This
so-called rule of 25 is essentially the
samc thing as saying you can afford to
wicthdraw 4% (or one vweney-fifch) of
your nest eggr initially, and increase
rhat amount each vear for inflation.

Assumning you retire ar 6% and ex-
prect to live up to 30 vears in rerire-
ment, rhis conservarive {ormula assures
thar you won'r run out of maney.

WILL YOUR MONEY LAST? Depends on how fast you spend It

et's assume you starl retirement with $1 million in assets, invested 40% in

stocks, 45% in bonds and 15% in moeney-market accounts. The chart below

shows how long your nest egq might last when withdrawn al different rates.
The example is based on historical rates of return since July 1970, At withdrawal
rates of 4% to 5%. savings would last 30 years or more,

Mote Withdrawa

savings poal of ¥ 1 milhion. Marchak
figures rhar she und her husband, Dave
Bair, will enjov a comfortable recire-
ment based on their combined savings
and social security benefies, plus the
profics they'll make when they sell
cheir home in suburban Chicago and
move to someplace warmer and less
cxpensive.

Determining the lump sum you'll
need o support a comfortable lifestyle
in retitement is che most difficult part
of the equarion. Marchak's million-dol-
lar cstimate 1s reasonable, bur there's
0 agreemene on how much is enough.

Van Harlow, president and chict
invesrment officer for Fidelity Asser
Management Services, recommends
rhat vou figure out how much incame

were e i 1he bagsning of each moalh for one-twasllin of (he annual wilbdrawal smoinl
Recrinded wih permidssion fren American Cendury Inveslmenis.

Withdrawing only $40,000 of a $1-
million portfolio during your first year
in regirement would protect your nest
egg Itom gyrations in che steck mar-
ker, even if the macker 1s 10 bear coun-
rry when you start ro tap your (unds,
Bur David Wray, president of the
Profir Sharing/401(k) Council of Amer-
ica, argues chac the 4% rule is roo con-
servacive, and that the prospect of
amassing assers equal ro 25 rimes cheit
income gap is too lofty a goal for most
people. Instead, Wray suggests thata
uest egg half chat size would suffice o
meet basic retirement-income needs.
Wray's bare-bones formula, based on
research by Aon Consulting, assumes
that rhe entire lump sum would be
used ro purchase an immediare annuiry

o ensure steady ncome for life,
Becanse each annuity payment repre-
sents a return of principal plus incerest,
you'd enjoy larger wirhdrawals chan
vou would under rhe 4% rule, Buc
there would be nothing left for your
heirs when you die unless you buy spe-
cific survivor protection, and that
would reduce your monrhly payments.
Anocher drawback: Tt doesn't make
sense to stash all of your money inan
immediate annuity—especially one

" rhat does not increase wich inflarion—

because you'd wipe our your savings.
Even Wray admits it's preferable o
have money in reserve, because “no
onc can predicr all the rhings thar will
affect you over a 30-ycar retirement.,”

The sweet spor far che optimum re-
tirement-savings number seems to lie
between rhe two exrremes. So saomeone
looking ro gencrare $40,000 a year in
rerirement srrictly {rom personal sav-
ings would need a nest egg somewhere
berween $500,000 (12.5 rimes the ini-
rial withdrawal} and $1 million (25
rimes the initial wichdrawal).

THE OTHER NUMBER

OMING UP with rhar amount

requires you o figure out an-

orher targer number: haw
much you nced to draw our of personal
savings in rthe first place. To mainrain
your lifesryle, mosr financial experts
recommend thar you tey to eplace
75% ta 83% nf your prereritement in-
come with a combinacion of social se-
curiry, personal savings and a pension,
if you're lucky enough m have one. But
your personal number depends on how
and where you live.

Jack and Sandy Marqueice, both

in therr early sixeics, are living an idyl-
lic recitement life in a country-club
community in Payson, Aciz,, and 1c’s
costing only abour 25% of their prere-
virermnent income. Jack, a former piloc
with America West, had no tradicional
pensien from the airline when he was
required by law to recire ar age 60. But
he and Sandy have a combined income
of about 564,000, thanks to their two



social security checks and his milivary
pension. The Marquertes have barely
rouched their seven-figure nest egg,
except to buy a travel trailer for ex-
tended trips.

The sceret to keeping rheir expenses
refatively low? No mortgage. Afrer
selling their home in Phaenix for @ big
profic, they took the cash and buile
their dream house in the pine-topped
high country of central Arizona.

Ironically, one of the Marquetres'
neighbors, a former pilar for Delta Air
Lines, has a craditional pension— but
not the secure retirement he expeceed.
He's too young o collect social securi-
ty, «nd will probably receive only a
fraction of his original pension now
that Delra has filed for bankruprey.

ITe plans ta sell his house and down-
shift to a less expensive lifeseyle.

A NEW CAREER

ORKING LONGIR may

be the key ro financial

sccurity for many future
retirees wha haven't saved enough
during their working lives. Today, a
majoricy of retirees elect to rake socal
security ar 62 racher than cheir normal
rerirement age (6% and 8 months for
those born in 1941 who retire rhis
year). Early retirees accepe a permanent
reduction in benefics of 20% or more
for the rest of cheir lves.

Every year you work pasr ape (2

boosts your financial well-being in re-
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igure out your numbers.

Use the target retirerent cal-

culators at kiplingercom/
lInks/retirement to eslimate:

¥ Your retirement target

¥ Social security benefits
¥How bigger contributions to
retirement accounts add up
¥ Which IRA option [s best

rirement (sce the box below), Not only
do you avoid a reduction 1n social secu-
rity benefies and increase your annual
income, bur you also avoid having o
rouch your retirement accounts, so rhey
can grow tax-deferred for another year.
In addition, you shrink the period dur-
ingz which you have tn draw down your
savings, trimming the size of rhe nest
ceg you need in retirement.

Roger Schueller, 61, could be the
poscer boy for the new face of retire-
menr. After a career of 30-plus years
with a releccommunicatinns company,
Schueller accepred an carly-buyour
package more than two years ago. He
took a lump-sum disteibution from his
penston and, togerher with the balance
in his 401(k), rolled his million-dollar-
plus nest egg into an IRA.

Geordic Crossan, presidenr of NBS
Financial Services, in Wesclake Village,

pin

o

Cal., recommended that Schueller in-
vest in a diversified porrfolio of murual
funds, with abour 0% of rhe assers
allocated o stacks. That would allow
Schueller’s investments ro continue
growing even as he began taking regu-
lar discributions. Crossan recommenc-
ed the conservative withdrawal rate of
4% ta Y. per year,

Too young for social security and
limited to wirhdrawing abour 350,000
a year from his investmenrs, Schueller
decided 1o make up an income shoredall
of abour 12,000 a year with a part-
time job. W hat he found instead was a
wholc new career.

Schueller, whoe lives in Thousand
Oaks, Cal., responded to 2 newspaper
ad looking for Hollywood extras.
Initially he warked for free, then for
minimum wage. Now, as a member
of the Screen Actors Guild, he carns
2122 a day. He generally works three
days a week and has appeared in the
television dramas Bason Lega! and Wisr
Wing, as well as in several movies,
including Torn Cruise’s larest {ilm,
Mrssion: Ingprossitde 11,

Besr of all, Schueller can work when
he wants, He intends to take a break
for a long-planned cruise around the
Hawaiian Islands wich his wife, Marge,
60, who conrinues ro work to bolster
her own retirement savings. s advice
to retirees in scarch of employmenr:
“Try something entirely differenc and
have fun doing ir.” M




