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s your 62nd birthday approaches, the dream of early retirement may
be a possibility. From that day on, you may qualify for Social Security
retirement benefits. But as attractive as monthly checks may be, seriously
consider your financial position to be sure you can afford to walk away
from the nine-to-five routine.
When reviewing your retirement income, incorporate accurate Social
Security figures into your financial equation. Keep in mind that Social
Security benefits paid at an early retirement age will be less than the benefits
paid at full retirement age (65–67, depending on your date of birth). To
estimate your Social Security benefit amount, go to the Social Security Administration’s website at www.ssa.gov to use the agency’s online calculator.

Go Beyond Social Security
Beyond your Social Security benefits, however, are other major factors,
such as your overall financial situation, prospects for future income, and
satisfaction with your job. If early retirement seems a reasonable goal, determine how much income you can count on from savings to supplement your
Social Security benefits. Remember to include income from employer-sponsored retirement plans, such as 401(k)s, Individual Retirement Accounts
(IRAs), or annuities.
Once you have determined your retirement resources, add up your
current living expenses and calculate a rough estimate of how much income
you may need during retirement. It is possible to live on less than your
pre-retirement income, depending on your lifestyle. If you find that your
retirement funds will be insufficient, explore the possibilities of selling your
home, and moving to an area with a lower cost of living, or finding parttime employment where compensation is within allowable Social Security
limits to avoid benefit reduction.

Other Considerations
Another critical point to consider is whether retiring from your job
would leave you without life and health insurance or other necessary benefits. You may want to investigate the cost of private health coverage until
you reach age that you will be eligible for Medicare. It is also important
to prepare for medical costs in retirement, including potential long-term
continued on page three
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Retirees Report Having Multiple
Sources of Income In Retirement

a

long with Social Security,
guaranteed income from
pensions and annuities are key
sources of income for retired Americans, the results of a survey conducted by the Insured Retirement
Institute (IRI) showed.
The survey was completed in
August 2018 by 820 Americans
aged 65-85 with investable assets of
at least $50,000. The survey report,
“Retirement, Income, and Risk,” is
part of a series of studies examining
the retirement experiences of people
who have been living in retirement
for a meaningful length of time,
with this year’s report focusing on
retirees’ reliance on guaranteed
sources of income.
The survey found that relatively few respondents have taken
a significant “pay cut” since retiring, with 43% saying their income
is either the same or has increased,
32% indicating that they have seen
a 25% reduction in income, and just
21% reporting that they have seen
their income decrease by one-half
or more.
The results also showed that
more than 90% of respondents are
collecting Social Security benefits,
and that of those who are not, about
half are eligible but have not yet
filed. Among the survey sample,
the average married couple receiving Social Security benefits reported
receiving $28,080 per year. Almost
half of respondents said Social
Security accounts for less than 25%
of their household income, and just
16% said these benefits account for
50% or more.

Meanwhile, 81% of the retirees
surveyed reported that they receive
at least some income from a pension, with 64% saying they depend
on a pension for at least 25% of
their income, and 40% saying they
rely on a pension for 50% or more
of their retirement income. The
survey also found that one-third of
respondents reported owning an
annuity, although just 15% said they
are receiving lifetime income payments from an annuity.
When retirees who have defined
contribution plan accounts were
asked about the frequency of their
withdrawals, only 39% indicated
that they are taking systematic
withdrawals from their balances.
Of those who reported making
systematic withdrawals, 59% said
they are doing so to satisfy the
Required Minimum Distribution
rule, and 66% said they are withdrawing 6% or less of the funds in
the accounts annually. Moreover,
59% of these respondents reported
that their withdrawals are in line
with their expectations, while 21%
said they are withdrawing less than
anticipated, and just 20% reported
that they are withdrawing more than
expected.
The results further pointed to
the importance of financial advisor
relationships for retirees. The survey
showed that 72% of respondents
who retired with at least $100,000
in investable assets said they either
have or had a relationship with a
financial advisor, with 63% reporting that they continue to work with
a financial advisor.

The survey also found that very
few of the retirees polled are working, with 73% saying they receive no
income from employment and only
4% saying employment accounts
for 50% or more of their income.
Of those respondents who said they
are receiving no income from employment, just 15% said they have
ever looked for paying work since
retiring from a full-time occupation.
Moreover, most of the respondents
indicated that they have not moved
in retirement: 63% said they are still
living in the same home they lived
in prior to retirement, while 25%
said they have sold their home to
move to a smaller place.
In addition, the survey showed
that most of the respondents feel
relatively secure in retirement, with
more than one-half saying they
believe they are better off financially
now than at the point of retirement,
and 36% reporting that they are
about as well off now as when they
retired. Interestingly, 72% of respondents said they feel more financially
secure in retirement than their
parents were or are.
Researchers cautioned, however,
that many retirees may be underestimating the risks they face from high
medical and long-term care costs.
They noted, for example, that while
there is a 68% chance that an American aged 65 or older will become
disabled in at least two activities of
daily living, only 25% of respondents said they think it is likely
that they will need long-term care.
Thus, researchers warned, “the risk
of exhausting financial assets due to
a long-term care event is quite real,
and underappreciated.” 
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care needs. Typically, many people
underestimate the cost of long-term
care and overestimate the funding that will be available through
public programs and private health
insurance. In reality, Medicare only
covers short-term care. It may also
cover some nursing home or assisted living costs, but only for skilled
care that is deemed medically necessary for the duration of an illness,
usually limited to 100 days following a three-day hospital stay.
Consequently, Medicaid has become the primary source of public
funding for long-term care. But,
because it is a government program
designed to help those in financial need, individuals must “spend
down” their personal assets and
meet the Federal poverty guidelines
before qualifying for assistance.
However, Long-term care insurance is an alternative that can
help cover extended care expenses
before you or a loved one become
eligible for Medicaid. Policies vary,

but in general, they provide a daily,
set amount of coverage that can be
used in a number of ways. This type
of insurance may help cover the
expenses of nursing homes, assisted
living facilities, adult day health
programs, and/or at-home care. The
cost of coverage is typically based
on your age, current health status,
and specific policy features, such
as scope of coverage, levels of care,
and duration of benefits.

Retirement Checklist
To begin preparation for retirement, read the following statements.
If you have given careful consideration to the task, check it off.
q I have completed an assessment
of my current financial situation,
including income, expenses,
assets, and liabilities.
q I have determined which of my
expenses may be lower after I
retire and which may be higher.
q I have determined how much I
can expect from Social Security,

veterans benefits, and pension
plans.
q I have estimated how much I
expect to receive from interest
on my savings, real estate
rentals, etc.
q I have reviewed my insurance
policies to ensure that they meet
my present and future needs.
q I have organized a strategy to
pay off my large bills and debt
before retirement.

Final Assessment
If you have any doubts about
being able to make ends meet,
working for a while longer may help
improve your financial situation.
If, however, income from savings,
rents, royalties, or other non-employment sources, combined with
Social Security benefits, is enough
to meet your projected retirement
expenses, you may want to focus
on making your dream of an early
retirement a reality. 

The Long-Term Benefits of Roth IRAs

t

he Roth IRA is a tax-efficient
option for retirement savings.
Earnings in a Roth grow tax deferred, and distributions are tax
free, provided you have reached age
59½ and have owned the account
for at least five years. What many
may not realize is that the Roth IRA
offers another key, long-term benefit.
Unlike traditional Individual
Retirement Accounts (IRAs)
that have mandatory minimum
distribution rules when the IRA

owner reaches age 70½, the Roth
IRA does not require mandatory
minimum withdrawals for the
Roth owner. Therefore, the Roth
owner can continue to fully reap
the benefits of tax-free accumulation well into his or her retirement
years while retaining the ability to
take withdrawals only when necessary. In addition, a Roth owner can
continue making contributions
after age 70½, provided the owner
earns taxable compensation and his

or her income is within the specified limit.
Bear in mind that eligibility for
a Roth IRA begins to phase out
when adjusted gross income
(AGI) exceeds $122,000 for single
taxpayers and $193,000 for married
taxpayers filing jointly (complete
phase out occurs when AGI exceeds
$137,000 for single taxpayers and
$203,000 for married taxpayers
filing jointly). 
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Stretching IRA Withdrawals

t

he primary concern of some
traditional Individual Retirement Account (IRA) holders who
are approaching the mandatory distribution age (April 1 of the year after
the year they reach age 70½) may
be stretching their account assets
over their lifetime and that of their
spouse. Maximizing tax deferral and/
or passing these assets to their heirs
may be of lesser importance. Others,
however, who are fortunate enough
to enjoy sufficient retirement income from other sources, may wish
to extend the tax deferral as long as
possible.
Regulation reform finalized in
2002 makes this task much easier. In
response to Americans living longer,
healthier lives, the Internal Revenue
Service (IRS) increased the life expectancy figures on which required
minimum distributions (RMDs)
are based. As a result, RMD amounts
have decreased, and IRA owners are
now allowed to withdraw less than
was necessary under the original
distribution rules. For most, RMDs
are calculated using a uniform table
(uniform lifetime table), which
assumes a beneficiary is fewer than
ten years younger than the owner,
regardless of the beneficiary’s actual
age. If the IRA owner has named his
or her spouse as the sole beneficiary,
and the spouse is ten or more years
younger than the owner, a second
table (joint life and last survivor
expectancy table) may be used to
calculate the RMD.

Beneficiary Choices
Married individuals quite often
name a spouse as the beneficiary
of an IRA. If the IRA owner dies
prior to, or after, the mandatory
minimum withdrawal date, only
a surviving spouse can choose to
make an inherited IRA his or her
own. This would postpone mandatory distributions until April 1 of
the year after the year in which he
or she reaches age 70½.
In contrast, a nonspousal beneficiary is more limited and must
begin taking distributions from an
inherited IRA by the end of the year
following the year of the owner’s
death. With the legislative changes,
however, the consequences of beneficiary choices are no longer dependent on whether the IRA owner
died before or after starting the
required withdrawals, simplifying
planning decisions. Unlike the old

rules, such distributions no longer
must continue to be based on the
owner’s original life expectancy calculation, but may now be stretched
out over the life expectancy of the
beneficiary, significantly extending
the potential benefits of tax deferral.

What’s the Advantage?
These simplified rules should
make it easier for some retirees to
meet the minimum distribution
requirements, thereby avoiding unnecessary penalties, while enabling
the greatest possible buildup of
their tax-deferred assets. However,
IRA owners should be aware that
any such buildup could potentially
lead to higher estate taxes down
the road. If you have an IRA and
have reached (or are approaching)
age 70½, it may be best to consult
a qualified tax and financial professional for assistance with your
particular circumstances. 
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