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What Do You See When You Imagine Retirement?
Americans are living longer, healthier lives than ever before, which
means retirement could take up a full third of your life. That's why your
retirement assets will have to do more for you over a longer period of
time.
Many of us look forward to retirement as a reward for a lifetime of hard
work; we see an opportunity to spend time with loved ones, pursue
hobbies, and travel. Some of us will start new careers. Others will go
back to school.
The one thing that we have in common is the fact that we all want to be
financially independent. And that makes planning for retirement
essential.

Start planning and investing now
Because retirement may be many years away, it's easy to put off
planning for it. The longer you wait, however, the harder it is to make up
the difference later. That's because the sooner you start, the more time
your investments have to grow, and a few years can make a big
difference in how much you'll accumulate.

Assumes 6% annual growth, reinvestment of all earnings, and no tax.
This is a hypothetical example and is not intended to reflect the actual
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performance of any investment. Please consult a financial professional
about how this example may relate to your own situation.
There are three keys to funding a comfortable retirement:
1. Determine your needs: Examine the factors that will influence your
personal situation, assess the financial resources available to you,
and calculate a retirement savings goal.
2. Develop an investment strategy: Invest strategically and strive to
reduce exposure to risk while pursuing portfolio gains.
3. Protect your nest egg: Adjust your portfolio when necessary and
consider risk protection to help safeguard assets.

Determine Your Needs: Basic Questions
Factors that influence your retirement income needs
The amount of money you will need to live comfortably throughout your
retirement depends on a number of factors specific to your personal
situation.
•
•
•
•
•

Retirement age
Length of retirement
Health-care needs
Inflation
Lifestyle

When do you want to retire?
Have you given any thought to when you'd like to retire?
Although you can retire anytime, you'll probably want to consider the fact
that you won't be able to start collecting Social Security retirement
benefits until age 62, and won't be eligible for health coverage through
Medicare until age 65.
Also keep in mind that you can't always control the age when you will
retire. Consider the possibility that you might be unable to continue
working because of poor health or changes at your company.

How long should you plan on retirement lasting?
The answer is important because the earlier you retire the shorter the
period of time you have to accumulate funds, and the longer the period
of time those funds will have to last.
The average 65-year-old American can currently expect to live for
another 20 years or longer. (Source: Society of Actuaries, 2020) Keep in
mind, though, that life expectancy has increased at a steady pace over
the years, and is likely to continue to do so.
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The point is, it makes sense to plan for a retirement period that lasts for
25 years or more.
Note: Although you can elect to receive Social Security retirement
benefits beginning at age 62, you can't receive full benefits unless you
wait until full retirement age. This can be age 66 to 67, depending on the
year you were born.

How will you pay for health care?
Longevity relates to the costs of health care. Health-care costs have
increased at a faster rate than general inflation in three out of the last
four years, and fewer employers offer health benefits to retired workers.
If Medicare benefits remain at current levels, a 65-year-old couple who
retire today may need about $300,000 to pay their health-care expenses
in retirement.1

How much will things cost in the future?
Inflation, or the rise in consumer prices over time, is another important
factor that could affect the amount you will need to save for retirement.
For example, a $50 bag of groceries could cost $121 in 30 years,
assuming a 3% average annual inflation rate.
Because inflation makes it more expensive to buy the things you need to
live comfortably from day to day, it can effectively lower the value of your
savings from year to year.

What kind of retirement do you want?
Can you describe the retirement lifestyle you'd like? Does it include
extensive travel? Expensive hobbies or philanthropic endeavors? Do you
imagine yourself living in your current home, downsizing to a smaller
home, or perhaps purchasing a vacation home?
Would you like the opportunity to provide financially for children or
grandchildren, or even your own parents, during your retirement years?
Depending on your lifestyle, you may need anywhere from 70% to 100%
of your pre-retirement income to live comfortably in retirement.
1

Source: Employe Benefit Research Institute, 2019 (assumes they don't
have employer-paid health insurance)
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The Advantages of Tax Deferral
Probably the best way to accumulate funds for retirement is to take
advantage of special tax-deferred retirement savings vehicles.
A 401(k) plan and other employer-sponsored retirement plans can be
very powerful savings tools because your contributions generally come
out of your salary pre-tax, reducing your current taxable income, and
grow tax deferred until withdrawn. [Withdrawals made prior to age 59½
may be subject to an additional 10% penalty tax, unless another
exception applies. Due to the Coronavirus Aid, Relief, and Economic
Security (CARES) Act, penalty-free withdrawals of up to $100,000 will be
allowed in 2020 for qualified individuals affected by COVID-19.] Also,
401(k) plans often include employer matching contributions, which
should make 401(k)s your first choice in saving for retirement.
Traditional IRAs, like 401(k)s, feature tax-deferred earnings growth and
can lower your current taxable income if you qualify to make
tax-deductible contributions. And like a 401(k), funds aren't taxed until
they're withdrawn, and may be subject to an additional 10% penalty tax if
withdrawn before age 59½. Roth IRAs [and Roth 401(k)s] don't permit
tax-deductible contributions, but they allow you to make completely
tax-free withdrawals under certain conditions.

Assumptions: You have a lump-sum investment of $10,000, earning 6%
a year compounded annually, and you are in the 24% income tax
bracket. Any taxes due are paid with account assets.
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This is a hypothetical
example and is not
intended to reflect the
actual performance of
any specific
investment, nor is it
an estimate or
guarantee of future
value. Investment fees
and expenses, which
are generally different
for taxable and
tax-deferred
investments, have not
been deducted. If they
had been, the results
would have been
lower. The lower
maximum tax rates on
capital gains and
qualified dividends
would make the
taxable investment
more favorable than is
shown in this chart.
When making an
investment decision,
investors should
consider their
personal investment
horizons and income
tax brackets, both
current and
anticipated, as these
may further impact the
results of this
comparison. Please
consult a financial
professional about
how this example may
relate to your own
situation.

401(k) Plans and IRAs
401(k) plans
The 401(k) plan has become one of the most popular types of
employer-sponsored retirement plans, and for good reason. If you
participate in a 401(k) plan at work, you should be taking full advantage
by contributing the maximum amount allowed. In 2020, you can
contribute up to $19,500 of your compensation to a 401(k) plan. If you're
age 50 or older, you can make an additional "catch-up" contribution of
$6,500. If your 401(k) plan allows Roth contributions, you can split your
contributions between pretax and after-tax Roth contributions in any way
you want.

IRAs
An individual retirement arrangement (IRA) is a personal savings vehicle
that offers specific tax benefits. There are two types of retirement IRAs:
traditional IRAs and Roth IRAs. Both allow you to contribute up to $6,000
a year (in 2020), and individuals age 50 and older can make additional
$1,000 "catch-up" contributions.
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Traditional IRAs
Practically anyone can open and contribute to a traditional IRA. The only
requirement is that you have taxable compensation. The question is
whether or not you can deduct your contribution.
If neither you nor your spouse participates in a 401(k) or other type of
employer-sponsored retirement plan, you can generally deduct the full
amount of your annual contribution. If one of you does participate in such
a plan, your ability to deduct contributions depends on your modified
adjusted gross income (MAGI) and your income tax filing status. You
may qualify for a full deduction, a partial deduction, or no deduction at
all.

Can you deduct your traditional IRA contribution for
2020?
If you participate in an employer-sponsored retirement plan, use this
table to find out. If your spouse participates, but you do not, special rules
apply.
Filing status

Single or head of
household
Married filing jointly
Married filing
separately

Ability to deduct
contribution phased
out if your MAGI is in
this range:
$65,000 to $75,000

You cannot deduct
your contribution if
your MAGI is:
$75,000 or more

$104,000 to $124,000 $124,000 or more
$0 to $10,000
$10,000 or more

Distributions from a traditional IRA
Distributions from a traditional IRA are subject to federal income tax.
However, no tax applies to any portion of a distribution that represents
nondeductible contributions made to the IRA.
In addition to federal income tax, you may have to pay a 10% premature
distribution tax if you're under age 59½ at the time of the distribution, and
do not qualify for another exception. (Due to the CARES Act,
penalty-free withdrawals of up to $100,000 will be allowed in 2020 for
qualified individuals affected by COVID-19.)
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Roth IRAs
Whether or not you qualify for a Roth IRA depends upon your filing
status and MAGI. You may be able to make a full contribution to a Roth
IRA, a partial contribution, or no contribution at all. (See table below.)
Unlike a traditional IRA, all contributions to a Roth IRA are made with
after-tax dollars — you don't get a deduction for your contributions.
Roth IRA distributions
are free from federal
income tax if you
satisfy the five-year
holding period and the
distribution is made:
• After you reach age
59½, or
• As a result of a
disability, or
• To pay first-time
homebuyer
expenses (up to
$10,000 lifetime
from all IRAs), or
• As a result of your
death

If your filing status
for 2020 is:
Single or head of
household
Married filing jointly
Married filing
separately

Roth IRA
contribution reduced
if MAGI is:
At least $124,000 but
less than $139,000
At least $196,000 but
less than $206,000
More than $0 but less
than $10,000

No Roth IRA
contribution allowed
if MAGI is:
$139,000 or more
$206,000 or more
$10,000 or more

Distributions from a Roth IRA
If you meet certain conditions, your withdrawals from a Roth IRA will be
completely free from federal income tax. To qualify, you have to satisfy a
five-year holding period, and you generally have to reach age 59½
before making the withdrawal. Even if you haven't reached age 59½, you
also qualify for tax-free treatment if you satisfy the five-year holding
requirement and make the withdrawal either because of a disability or to
pay certain first-time homebuyer expenses. Even nonqualified
distributions get special tax treatment: distributions are considered to
come from contributions first, and from earnings last. Distributions that
represent a return of your Roth IRA contributions are free from federal
income tax. After you've received all of your contributions back tax free,
any further distribution will represent earnings, and will be subject to
income tax, and — if you're under age 59½ — to the additional 10%
premature distribution tax, unless an exception applies. (Note that
special rules may apply when a traditional IRA has been converted to a
Roth IRA.)
Due to the Coronavirus Aid, Relief, and Economic Security (CARES) Act,
penalty-free withdrawals of up to $100,000 will be allowed in 2020 for
qualified individuals affected by COVID-19.
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Annuities
What is an annuity?
An annuity is a contract between you and an insurance company.
Annuities vary when it comes to the details, but they share the same
general characteristics: you invest money (either a lump sum or a series
of premium payments) with a life insurance company and, in exchange,
the insurance company promises to make payments to you or to a
named beneficiary at some point in the future (for example, upon your
retirement). Bear in mind, though, that any return, whether guaranteed or
not, is only as good as the insurance company that offers it. Any
promises and guarantees made by the insurance company are entirely
dependent on the insurer's ability to meet its financial obligations.
Like 401(k)s and IRAs, earnings in an annuity grow tax deferred.
However, unless an annuity is held within an employer-sponsored
retirement plan or IRA, premium payments are made with after-tax
dollars — you don't get a tax deduction as you might with a traditional IRA.
An annuity may provide a death benefit to your heirs, and there's no limit
on the amount you can contribute. Note, however, that insurance
features such as a death benefit are generally accompanied by higher
costs.

Annuity distributions
When you take distributions from an annuity, you pay tax on the portion
that represents earnings at ordinary income tax rates. An additional 10%
premature distribution tax may also apply if withdrawals are made prior
to age 59½, although some exceptions apply. It's also worth noting that,
unlike 401(k)s and traditional IRAs, you don't have to start taking
required minimum distributions from an annuity after you reach age 72.
You generally have a number of options to choose from in terms of how
you receive distributions from an annuity. Typically, the annuity contract
allows you to withdraw a percentage of your annuity's value as needed,
or you can convert the annuity into a series of payments that will
continue for the rest of your life, or for the lifetimes of you and your
spouse. (Note, however, that the guarantee is limited to the
claims-paying ability of the insurance company.) Finally, you need to
understand that annuities typically impose a surrender fee or charge in
addition to other fees and charges if you withdraw an amount greater
than the free withdrawal amount as stated in the contract.
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Calculating Your Goal
You can use this worksheet to help determine how much money you
may need to fund the retirement lifestyle you have envisioned. The
factors on the following page will help you complete the calculations.

The hypothetical example shown assumes a 40-year-old who plans to
retire at 67 and spend 25 years in retirement. It is used for illustrative
purposes only and does not represent any specific investment. Even
though this example uses a hypothetical 8% rate of return, remember
that rates of return will vary over time, particularly for long-term
investments. Actual results will vary.
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Calculating Your Goal: Factors

Assumptions:
•
•
•
•

Factor A: 5% inflation rate
Factor B: 3% real rate of return
Factor C: 8% return on investment
Factor D: 8% discount factor
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How Much Risk Can You Stand?
This quiz will help you assess your own ability to withstand risk.

• 10 points for every "a" answer
• 20 points for every "b" answer
• 30 points for every "c" answer
50-80: You are a relatively low-risk investor. You are mostly concerned
with the preservation of your capital and the potential for current income.
You are not willing to risk your capital for greater potential returns.
90-110: You are generally conservative, but you recognize the need to
consider growth-oriented alternatives. You may be willing to take modest
risk to earn above-average, long-term results.
120-150: You may be a relatively high-risk investor. You are mostly
concerned with long-term appreciation, and you may be willing to take on
more risk to earn greater long-term potential returns.
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NOTES

NOTES

NOTES

IMPORTANT DISCLOSURES
Broadridge Investor Communication Solutions, Inc. does not provide investment, tax, legal, or retirement
advice or recommendations. The information presented here is not specific to any individual's personal
circumstances.
To the extent that this material concerns tax matters, it is not intended or written to be used, and cannot be
used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law. Each taxpayer should
seek independent advice from a tax professional based on his or her individual circumstances.
These materials are provided for general information and educational purposes based upon publicly
available information from sources believed to be reliable — we cannot assure the accuracy or completeness
of these materials. The information in these materials may change at any time and without notice.
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