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Should You Contribute to a Retirement Plan or IRA? Or Both?

f you’re eligible to contribute to
an employer-sponsored retirement plan, should you? Should
you contribute to an individual
retirement account (IRA)? How
about contributing to both? The
answers are: Yes, yes, and yes. If
this comes as a surprise, it’s probably because there are so many rules
about eligibility for contributing to
IRAs and workplace retirement
plans that it’s easy to become confused about what is allowed and
what isn’t.
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One thing is never ruled out:
you can always contribute to both a
workplace retirement plan and an
IRA, as long as you have earned
income. What’s open to question
are how much you can contribute,
to which type of account, and
whether your contributions are
tax deductible. Keep these three
important points in mind:
Point 1: There are limits to

your annual contributions. Every
year, the IRS sets limits on how
much you can contribute to retirement plans, and the amounts are
different for various types of plans.
The one rule common to them all is
this: you can’t contribute more than
your earned income (except for contributions to a spousal IRA for a
spouse who does not work).

Let’s say your employer sponsors a 401(k) plan. If you participate
in the plan by a) making contributions of your own, b) your employer

makes contributions for you, or c)
you and your employer both contribute to your account, then you
can still contribute to your own IRA
outside the workplace. If you’re 49
or younger, in 2016, you can contribute $18,000 to the 401(k) plan
and another $5,500 to an IRA, for a
total of $23,500 in retirement plan
contributions. If you’re 50 or older,
those numbers are $24,000 for the
workplace plan and $6,500 for an
IRA, for a total of $30,500.

Continued on page 2

Changing Life Insurance Needs

our life insurance needs will typically change over the years, based on
changing individual circumstances:
Just starting out — Young, single adults may have little need for life insurance with no major debts and no one else counting on their income.
Married with no children — You may think you don’t need insurance if
both spouses work. However, if it takes both salaries just to make ends meet,
you may want to purchase insurance to replace your income.
Two incomes with children — This is typically the time when your insurance needs are the greatest, since several family members are depending on
your income. The death of either spouse can create a hardship.
Middle age with children — You should reassess your insurance again as
your children approach college age, since you may need to increase coverage
to fund their educations.
Children out of college — Your need for life insurance may decrease when
your children become independent. On the other hand, you may find you now
have different needs for insurance.
Since your life insurance needs can change drastically over the years, you
should periodically assess that coverage. mmm
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Should You?

Continued from page 1

Point 2: Your income can affect
the tax treatment of IRA contributions. Originally, there was only one
kind of IRA: the kind that enabled
you to reduce your taxable income
by the amount of your contributions
when you file your income tax
return. Today, it’s referred to as a
traditional IRA to distinguish it
from a Roth IRA, to which you can
only contribute after-tax money.

There are good reasons to
choose either the traditional or Roth
IRA, but if you participate in a
workplace retirement plan and have
income above the IRS limits, your
ability to take the tax deduction for
a contribution to a traditional IRA
is limited. In 2016, tax deductibility
begins to phase out if you are a
single filer and earn more than
$61,000, and disappears altogether
at $71,000. For joint filers, the range
is higher: $98,000 to $118,000.

Take note, however: if you make
too much to be eligible for the upfront income tax benefit in the year
you contribute to a traditional IRA,
you can still make contributions to
it and to your workplace retirement
plan. In this case, you might want
to consider contributing to a Roth
IRA instead. Here as well, you
might be limited by income: for
2016, eligibility to contribute to a
Roth IRA phases out for single
filers above $117,000 and joint filers
above $184,000 and disappears completely for those earning more than
$132,000 and $194,000, respectively.

Step 3: Doing either can build
assets faster — both, faster yet. The
complexity of the rules regarding
whether IRA contributions are taxdeductible has obscured the most
important benefit of qualified retirement plans: they compound free of
annual taxes. This gives them a distinct advantage over taxable savings
accounts, because at the same rate of
return, assets grow faster when
returns are not taxed.

Keeping Score of Financial Progress

eeping score is important in
finances. You only know if
you’re making progress
toward your goals if you’ve created a plan that tells you where you
need to be and when.
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Essentially, there are two numbers to focus on: your total net
worth and your liquid net worth.
The distinction comes chiefly from
the fact that most of the average
American’s net worth rests in their
home. If you own it, under normal
circumstances, you can’t readily
sell it to raise money.
Liquid net worth, on the other
hand, refers to the assets owned
that can readily be converted into
cash to meet expenses. These are
the kinds of assets people normally
draw upon to meet their monthly
expenses, both anticipated and surprise, in retirement.

In both cases, the basic formula
is the same: Net Worth = Assets
minus Liabilities
Assets are what you own, and
liabilities are what you owe —
essentially debt of any and all
kinds. Again, your liquid net
worth is a more accurate measure
of how much you can spend without altering your lifestyle, especially in retirement.
A sound financial plan defines

For someone with an effective
federal tax rate of 25%, an annual
contribution of $5,500 to a taxable
account that returns 6% a year
grows to almost $226,000 in 25
years. But that same contribution to
an IRA, at the same rate of return,
grows to more than $301,000 — a
difference of more than $75,000,
regardless of whether the contributions were tax deductible. Increase
the contribution to $20,000 a year,
and your retirement fund grows to
nearly $1.1 million after 25 years —
and the advantage over a taxable
account exceeds $200,000. These

several important data points.
These include the date you need to
fund a future expense or expenses,
how much cash you will need to
generate to meet them, and by how
much your current resources need
to grow each year to meet that
principal value. It’s from this
information that you can generate
a series of annual interim goals.
These are the scores you’ll need
to meet or beat to achieve your
goals.
To do this annual review properly, you need to determine the
current value of your assets. In
some cases, such as the value of
your savings and investment
accounts and cash-value life insurance policies, this is relatively easy
to do. In the case of less-liquid
assets (and sometimes this can
even refer to some assets in your
investment accounts), establishing
the current market value can be
difficult. Things like collectibles, a
business you intend to sell, or
vacant land fall into this category.
To the extent that you are relying
on these to meet your long-term
goals, it’s worth securing professional appraisals every few years
and then more frequently as you
approach the date you’ll need to
convert them into cash. mmm
examples are provided for illustrative
purposes only and are not intended to
project the performance of a specific
investment vehicle.

The bottom line: you should
contribute as much as possible to
tax-advantaged retirement plans.
For many people who work, there
are multiple retirement savings
options available. There are even
IRA options open for nonworking
spouses. To make sure you’re taking
full advantage of the options open
to you, please call. mmm
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Saving and Life Planning

e are all unique, so there’s
no one financial plan that
will suit everyone. But
that doesn’t mean there aren’t some
broad guidelines to fit common
situations.
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So when it comes to your savings, here are some benchmarks to
indicate whether you’re following
the right priorities and are on track
for meeting your financial goals:

In your twenties. Typically,
this is the age when you’re likely to
have the lowest income in your
working life, but also the fewest
dependent-related expenses. At this
stage, you should have two top priorities: First, you should concentrate on building an emergency
fund equal to three to six months of
living expenses held in short-term
savings vehicles.
Second, you should begin
putting money into an individual
retirement account (IRA) or 401(k)
retirement plan. The advantage
of beginning to save for retirement
at this age is time: in a tax-deferred
account, even relatively small
amounts can grow into significant
assets when you have 35 to 40
years to harness the power of
compounding.

For example, if you contribute
just $2,000 a year to an IRA and it
grows by 8% a year, after 30 years,
it could be nearly $227,000 and
more than $518,000 after 40 years.
This example is provided for illustrative
purposes only and is not meant to
project the performance of an actual
investment.
You may have a third priority:
saving for a down payment on a
house. It’s best if you can accumulate 20% of the price of the house
to avoid having to pay private
mortgage insurance, but whatever
you can accumulate will help keep
your mortgage payments lower.
In your thirties and forties. If
you have children, it’s a good idea
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to be saving for their educations.
Consider a tax-advantaged 529
college savings plan that you can
invest in the stock market. The principle here is that if you have more
than five years before college bills
start coming due, you can afford to
take some risk to potentially achieve
a higher rate of return than you
might from bonds or other safer
investments.
Now you should begin to
increase contributions to your retirement accounts. The more you can
put aside now the better, as
you still have 25 to 30 years of
compounding. Your emphasis
should still be on the stock market;
although by your late forties, you
might consider increasing your
bond investments to guard against
losses due to market shocks.
In your fifties. This is normally
the time when people make their
largest contributions to their retirement accounts because their
incomes are close to the highest
of their careers; and if they have
any children, they’re typically out
of college and on their own.

Federal limits on annual contributions to retirement plans are more
generous at this age, too. For example, as of 2016, below age 50 there’s
a ceiling of $5,500 for contributions
to IRAs and $18,000 to 401(k) plans;

but at age 50, those limits increase
to $6,500 and $24,000, respectively.

It takes in-depth calculations to
determine how much your retirement portfolio should be and
whether you’re on track to meet
the accumulated value of the nest
egg you’ll need to retire.

That said, it’s not unusual for
people who are in their fifties to
have accumulated only about half
of what they’ll need by age 65, yet
still be on track for a well-funded
retirement. (If your account balances are considerably less than
half of what you’ll need, you might
have some catching up to do, or it
might be necessary to consider
retiring at an older age.)
In your sixties. This is the
home stretch of the period during
which you acquire assets for retirement. As you enter this decade of
your life, you should still be contributing more than you ever have
to your retirement accounts.

With less than five years before
you retire, you should consider
reshaping your portfolio to include
greater percentages of lower-risk
investments.
It’s never too early to create or
update your financial plan, so
please feel free to call. mmm

Your Bond
Allocation

Overcoming 5 Retirement Fears

e’ve all heard stories
about people losing all of
their retirement money in
a stock market crash, outliving their
money, or incurring unexpected
medical expenses. Are these fears
likely to become realities? Probably
not, but here’s how to prepare.

class is down, another is up.
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3. Unexpected medical expenses before retirement — Unexpected
medical expenses that you may
incur while you are still working
could totally derail your retirement.
It’s important to have insurance in
place, such as disability and life
insurance. Disability insurance will
ensure that if you do lose your
income due to a disability. Life
insurance will protect your family in
the event of your death.

1. Outliving your money —
There’s a rule of thumb to decrease
the odds of outliving your money
over a 25-year retirement: by the
time you’re ready to retire, you
should have saved eight times your
annual salary. Of course, the
amount of money you need to have
saved by the time you’re ready to
retire depends on a huge range of
very individual factors. So to truly
decrease the odds that you’ll outlive
your money, work with a financial
advisor to develop a plan.

4. Unexpected medical expenses during retirement — There are a
few ways to prepare for medical
emergencies: private health insurance to fill the gaps in Medicare,
long-term-care insurance, and rainy
day savings. For today’s retirees,
Medicare takes care of most medical
expenses, however, you need savings to cover copays and expenses
exceeding your insurance limit.

2. High inflation — What if
inflation went up to 12–14% as it
did in the 1970s? It’s probably not
likely inflation would spike like
that again. However, because it has
happened before, you’ll want to be
prepared. This is where an annual
review of your investments can be
wise. That is the point of diversification: if you are properly diversified, your portfolio should include
investments that move opposite of
each other — so when one asset

5. Market crash — As with high
inflation, the key to surviving a
market crash is diversification.
(There is no way to insulate yourself
completely from the effects of economic turmoil. But you can take
steps to ensure it doesn’t completely
ruin your retirement plans.) As you
get closer to retirement, you should
be invested less in equities and
more in bonds. mmm

our asset allocation mix represents your personal decisions
about how much of your portfolio
to allocate to various investment
categories. How much you allocate
to each category depends on your
financial objectives and personal circumstances. However, it is a percentage that is likely to change over
time. As your needs for safety of
principal and a steady income
stream become more important,
the percentage of bonds you own
is likely to increase.
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Once you decide how much to
allocate to bonds, you need to
ensure that you diversify within
the bond category. There are many
ways to diversify, including:
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By maturity dates. You can
purchase bonds with short
(three years or less), intermediate
(three to 10 years), or long (10 years
or longer) terms.
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By issuer. You can purchase
bonds issued by the federal
government and its agencies,
municipalities, corporations, or
international issuers.

4

By type. There are numerous
types of bonds, including
callable, zero coupon, inflation
protected, and high yield. mmm

Financial Thoughts

lmost 90% of full-time college
freshmen received some kind
of discount on tuition last year,
and the average aid package at
private colleges took care of 55%
of tuition and fees. That 55% discount is up from 26% in the early
1990s (Source: National Association of College and University
Business Officers, 2016).
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Among healthy retirees, a
one-year postponement in retireFR2016-0720-0088

ment from the average age of
64.9 decreased the risk of dying
by 11%. When early retirees
(those retiring before age 62) were
compared to those who retired
close to the average age, mortality
risk was significantly higher. Conversely, when late retirees (those
retiring after the age of 68) were
compared to on-time retirees,
mortality risk was significantly
lower (Source: AAII Journal, June
2016).

According to the Bureau of
Labor Statistics, total annual
expenditures averaged $56,267 for
households in the 55–64 age
group, $48,885 for households in
the 65–74 age group, and $36,673
for those in the 75 and older age
group. For all three groups, housing was the biggest expense,
accounting for a third of total
spending regardless of age
(Source: 2016). mmm

