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Many Older Workers 
Underestimate Retirement Risks

 hile a majority of older Americans who have yet to retire claim they 
  plan to continue to work after reaching retirement age, a minority 
of people who have already retired report that they actually remained on  
the job after the age of 65, a survey conducted by the Society of Actuaries 
(SOA) showed.

The survey of around 1,000 retirees and 1,000 pre-retirees between the 
ages of 45 and 80 conducted in August 2013 asked respondents how they 
decide when to retire, and how they manage their resources in retirement. 
The results revealed that the biggest issues of concern for retirees include 
inflation, paying for health care, and the risk of depleting their savings. 

Although 70% of the pre-retirees polled said they plan to work longer in 
retirement, only 37% of the retirees said they took this approach to address 
retirement risks. When asked when they intend to retire, 38% of the pre-
retirees said they expect to retire by ages 65 to 67, and 15% said they do not 
expect to retire. However, of the retirees, nearly 30% reported that they re-
tired while under the age of 55, and another 24% said they retired between 
ages 55 and 59. 

In addition, the survey found that of the respondents who are pre-
retirees, 41% plan to stop working for pay all at once upon retirement, 
while 35% plan to work for pay part-time or periodically after retiring from 
their main job. By contrast, more than three-quarters (78%) of the retirees 
reported that they stopped working for pay all at once. 

Of the pre-retirees who said they do not expect to retire, most cited a 
lack of financial resources as the reason, with more than half (55%) saying 
they will never have enough money to retire. However, 17% said they want 
to continue working for pay, while 12% said they are self-employed. The 
survey also showed that, when asked how long they expect to live, the me-
dian figure cited by the pre-retirees was 85 years, with just 9% saying they 
expect to live to age 91 or older. 

When asked about their strategies for managing retirement risks, both 
the retirees and the pre-retirees said they plan to reduce spending, increase 
savings, and reduce debt. More than 90% of both the pre-retirees and the 
retirees indicated that they plan to eliminate all of their consumer debt. 
Most of the pre-retirees (93%) said they intend to save as much money as 
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Putting the Pieces of Your Retirement Puzzle Together 

 f life is a journey, retirement is  
 the destination where you reap 
the hard-earned rewards for decades 
of working. But, as with most good 
things in life, a comfortable retire-
ment doesn’t just happen without 
effort. It requires a sound, compre-
hensive financial strategy.

Retirement planning can be like 
a jigsaw puzzle. Once you put the 
interlocking pieces together, you 
will be ready to develop a retirement 
plan that will meet your financial 
goals. Let’s look at the following four 
pieces of the puzzle:

1. Social Security—Most working 
Americans will receive Social Secur- 
ity benefits that provide a basic level 
of retirement income based on the 
length of time worked, amount of 
earned income, and age at retirement. 

2. Employer-sponsored pension 
plans—If you have a defined benefit 
or pension plan, your employer pro- 
vides a retirement benefit in the form 
of either monthly income or a lump 
sum. The amount of your benefit is 
generally based on your salary, length 
of service, and a benefit formula that 
averages the employee’s earnings 
over a prescribed period of time.

3. Employer-sponsored retire-
ment plans—If your employer 
sponsors a defined contribution plan, 
such as a 401(k), you may contribute 
a percentage of your pre-tax income 
to a retirement account, as defined 
by the company plan. Your employer 
may also match a percentage of your 
contributions. Earnings have the 
potential to grow tax-deferred.

4. Personal savings—Personal 
retirement savings may be key to 
achieving your financial goals. A  
disciplined savings program can 
help you accumulate additional  

assets to supplement Social Security 
benefits and employer-sponsored 
plan funds.

Taking Action

Your first step is to assemble the 
pieces of your retirement planning 
puzzle to determine if your projected 
income and assets will be sufficient 
to fund a comfortable retirement. 
Although Social Security and any 
employer-sponsored pension plan 
offer relatively fixed benefits, you 
may be able to increase your 401(k) 
contributions and personal savings 
to supplement any expected short-
fall. Regular contributions and tax-
efficient vehicles can help build your 
assets over time.

If possible, maximize contributions 
to your 401(k) or other employer-
sponsored retirement plan. Con-
tributions to a 401(k) come from 
pre-tax salary, and taxes on both 
contributions and earnings are 
deferred until you retire. Note that 
there are limits to the amount you 
can contribute each year.

You may also choose to con-
tribute to an Individual Retirement 
Account (IRA). If you are under age 
50, up to $5,500 may be contrib-
uted to an IRA or a combination 
of IRAs in 2014. For those age 50 
and over, an additional $1,000 may 
be contributed. Contributions to 
a traditional IRA may qualify for a 
tax deduction, and earnings have 
the potential to grow tax deferred. 
However, taxes will be owed on 
withdrawals in retirement, without 
penalty, if you are over age 59½. 
Contributions to a Roth IRA are 
not tax deductible, but earnings 
have the potential to grow tax free. 
Distributions in retirement are also 
tax free, provided you have owned 
the account for five years and are at 
least age 59½.

Whether you are in your 30s, 
40s, or 50s, now is the time to start 
planning for your retirement. Be sure 
to consult a qualified financial pro- 
fessional to help you devise a strat-
egy for the retirement you envision. 
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possible, and 88% of pre-retirees 
said they plan to cut back on spend-
ing to manage risks.

The results further showed that 
both the retirees and the pre-retirees 
surveyed have a median planning 
horizon of 10 years, although 17% 
of the pre-retirees and 18% of the 
retirees said their planning horizon 
is 20 years or more. The survey  
also found that just 36% of the pre- 
retirees have a financial plan, com-
pared with 67% of the retirees.   

Anna Rappaport, actuary and 
chair of the SOA ’s committee on 
post-retirement needs and risks, 
observed that the survey highlighted 
the gap between what people who 
are currently employed say they are 
likely to do in retirement, and the 
decisions retirees actually make. 
“Many people may not be able to 
physically work full time into their 
later years, or they may be faced 
with unexpected risks and shock 
events impacting their savings and 
retirement income,” she said. “While 
there is no one solution, individuals 

need to plan ahead for the multi-
tude of probabilities, from how long 
they could live, to how much more 
money they or their spouse may 
need to avoid outliving their assets.”

Similarly, actuary Carol Bogosian 
said it is “concerning” that a large 
share of U.S. employees do not have 
a financial plan before they reach re-
tirement. “Pre-retirees are obviously 
concerned about retirement issues, 
but more financial education and 
planning ahead for unexpected risks 
are all needed,” she warned. 

a
Getting Up to Speed as Retirement Draws Near 

 s you approach retirement,  
 many important decisions 
await you. If you have a qualified 
employer-sponsored retirement plan, 
whether it is a traditional pension 
or defined contribution plan, such 
as a 401(k), you will have to decide 
how to manage the plan’s proceeds 
once you retire. Your choice may 
depend on the following consid-
erations: your current financial 
situation and your projected income 
requirements; the health and life 
expectancy of you and your spouse; 
the anticipated inflation rate; and 
Federal and state taxes. 

Pension Payout Options

If you have a company pension 
plan, you will need to make some 
decisions about how you wish to 
receive your pension proceeds when 
you retire. Generally, you will be given 
the choice between receiving an in-
come for the rest of your life (single 
life option), receiving an income 
for the life of you and your spouse 

(joint and survivorship option), or 
receiving a lump-sum distribution.

Each option has potential advan- 
tages and disadvantages. For in-
stance, a single life option may pay 
a higher income than a joint and 
survivorship option. However, if 
you take the single payout option, 
income will cease upon your death, 
but with the joint and survivorship 
option, payments continue for the 
life of both you and your spouse. 
With both payout options, you 
exchange your pension balance for 
periodic payments.

If you prefer to maintain control 
over your pension assets during 
retirement, you might consider tak-
ing a lump-sum distribution. You 
can choose to receive the pension 
proceeds net of income taxes or roll 
them over into a traditional Indi-
vidual Retirement Account (IRA), 
where they can continue to grow on 
a tax-deferred basis. Either choice 
with the lump-sum distribution 
allows you to actively manage your 
own retirement assets. 

Defined Contribution 
Plan Proceeds

If you are a participant in an 
employer-sponsored defined con-
tribution plan, such as a 401(k), 
you must begin taking required 
minimum distributions (RMDs) by 
age 70½. Depending on the rules of 
your company plan, you may also 
have the option of taking a lump-
sum withdrawal net of income taxes 
or rolling over the proceeds into an 
IRA. Either of these options requires 
you to actively manage your retire-
ment assets, and there may be tax 
consequences. Be sure to consult 
with a qualified tax professional to 
ensure that your savings decisions 
are consistent with your objectives.

Shortfall Planning

For many individuals, retirement 
plan assets and Social Security alone 
will not meet retirement income 
needs. Therefore, personal savings 
are important to long-term success. 

continued on page four
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Should Retirement Be Hard Work?

a h, retirement! Finally, there  
 will be time to relax, free from 
financial worry. Many people think 
of retirement as a time to travel or 
pursue special interests—a welcome 
break from the 40-hour workweek. 
But without careful retirement plan- 
ning, you may actually need to work 
harder and longer than you imagined 
during your so-called retirement 
years. It may be safe to say that, 
when it comes to retirement, the 
best-laid plans are made well before 
the traditional retirement age of 65.

Know Your Resources

How many times have you said, 
“I’ll do that when I retire,” expecting 
plenty of free time to pursue your 
passions after liberation from the 
9-5 work schedule? But, have you 
considered the cost of not working? 
A general rule of thumb is that you 
may need 60% to 80% of your pre-
retirement income to maintain your 
lifestyle during retirement. Careful 

planning now can help you maintain 
your desired lifestyle during retire-
ment, as well as help ensure that you 
have the resources in which to do so.

For many, Social Security,  
employer-sponsored retirement plans, 
and personal savings are the primary 
sources of retirement income. It is 
important to recognize that Social 
Security was designed not to be the 
sole source of income for retirees, 
but merely one component in the 
overall retirement income package. 
Therefore, many workers rely on an 
employer-sponsored retirement plan 
to provide substantial income. How-
ever, both of these sources may need 
to be supplemented with personal 
savings to help provide enough in-
come to meet your retirement goals.

Put Time on Your Side

Early retirement planning puts 
time on your side. It is never too 
early to begin saving and never too 
late to start. In fact, one advantage 

of early retirement planning is that 
you have a longer period of time be-
fore retirement, which allows a great 
opportunity to increase your savings 
through potential growth. 

An equally important consid-
eration for retirement planning is 
the reality of inflation, which can 
affect even substantial savings. For 
example, a modest 4% inflation rate, 
maintained over 15 years, reduces 
the purchasing power of $250,000 
to $138,816. Starting early may al-
low your savings to outpace inflation.

Although it can be difficult to 
imagine a time when you will not 
have to be at the office or worksite 
each morning, the day may arrive 
sooner than you think. Therefore, 
begin preparing for retirement 
now—even if it seems a long way 
off. With time on your side, the 
best-laid plans may help ensure fu-
ture financial well-being for you and 
your family. 

 

Before you begin your personal 
savings program, you may want to 
maximize your allowable contribu-
tions to a tax-advantaged, employer-
sponsored retirement plan. 

Since there are a number of 
choices available and decisions 
to be made regarding the funding 
and distribution of your retirement 
income, it is important to regularly 
re-evaluate your financial strategies 
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for reaching your goals. If you need 
help deciding which strategies are 
best for your unique circumstances, 
speak to a qualified financial profes-
sional for specific guidance. Re-
member, it’s never too early to start 
saving for tomorrow. 




