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IF YOU’RE LIKE MANY AMERICANS WHOSE RETIREMENT SAVINGS TOOK A MAJOR HIT
during the market meltdown a few years ago, you’re probably wondering if you'll
ever be able to retire. The eye-popping stock market drop in early August and
the downgrade of the U.S. credit rating no doubt add to your jitters. Or maybe
investment performance isn’t your major worry. A spate of unemployment or

depressed home values can make yesterday’s vision of
retirement seem like an impossible dream.

Don't be discouraged: Recent statistics on recovering
401(k) and IRA balances suggest that many savers are
already back on track. Plus, “Americans have proved
themselves to be both resilient and resourceful,” says Jay
Wintrob, president of SunAmerica Financial Group, which
recently released its “Retirement Re-Set” study. More than
80% of respondents to the survey said they learned impor-
tant lessons in the past several years. “They are course-
correcting—intending to work longer, save more, spend
less and adjust their lifestyle expectations,” Wintrob says.

Laraine Schigotzki is a classic example. With successful
careers in commercial real estate, property management
and corporate sales, Schigotzki, 46, was surprised when
she became a victim of a faltering economy. “I never
thought I'd get laid off, but now I look at it as a blessing,”
she says. After losing her job in 2008, Schigotzki enrolled
in a U.S. Department of Labor retraining program to
become a licensed skin-care specialist and went on to
become certified as a holistic health professional. In 2010,
she opened To Your Health Holistic Spa and Wellness
Center (www.toyourhealthnj.com), in Brick, N.J., where
she offers organic skin and body treatments, health and
nutritional counseling, and yoga classes.

Schigotzki’s retirement savings are on hold while she
builds her business, and she knows she has a lot of catching
up to do. But she’s banking on her new business, rather than
relying on the stock market alone, to fund her retirement.
“I am optimistic, and I'm not stressing about my future
finances,” she says. “I am putting my heart and soul into
this, and I know I'll come out on top.”

Nancy and Al Guido hoped to retire to their hometown
of Chicago after living in Dayton, Ohio, for 17 years. But
the collapse of both their investments and their home’s
value in 2008—a year before their planned retirement
date—blew away their plans to buy a house in the Windy
City. They didn’t let their initial disappointment stop them,
however. They turned market forces into an advantage by
shifting their home search to low-cost Alabama, where
they scooped up a beautiful lakefront home near Birming-
ham at a bargain price. “We couldn’t have afforded this
house a few years earlier,” says Al, 62.

The past few years have demonstrated that being flexible
like the Guidos is an essential ingredient in retirement
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planning during these uncertain times. Follow our five-
step guide to make the new normal work for you.

STEP1'DO AREALITY CHECK

The main question on everyone’s mind is, Will I have
enough money to retire? More than half of those who
participate in an employer-based retirement plan say
that they have never taken the time to estimate how
much they need to save for retirement, If you don’t have
a savings target in mind, it’s tough to determine whether
you are on track, says financial planner Philip Lubinski,
head of the Strategic Distribution Institute, in Denver.,
Lubinski devised the simple worksheet on page 57 to help
you figure out your target number and whether you're
saving enough to reach it by the time you want to retire.
If you prefer a more comprehensive, interactive tool, go
to kiplinger.com/links/retirementcalculator.

“Some may be assuming they are off-track, when in
fact, they aren’t—or not as much as they think,” says
Lubinski. The answer to the burning question of Will
I have enough? is determined by several factors, includ-
ing when you plan to retire, how much income you need
from your savings, how many years you'll need that in-
come and the rate of return you can expect to achieve
on your investments.

If you discover a shortfall between the amount you
need to save and the amount your current account bal-
ance and continued savings will be worth by your target
retirement date, then you’ll have to make some tough
choices. You could save more, work longer, chase higher
returns or plan to throttle back on your retirement life-
style—something most people hope to avoid.

“Americans are recalibrating their retirement
dreams,” says Carrie Schwab-Pomerantz, president of
the Charles Schwab Foundation, which promotes finan-
cial literacy. “They don’t want to buy a winery when
they retire. They just want to keep living the life they’ve
been living.” J. Graydon Coghlan, a financial planner in
San Diego, has observed a similar rethinking of retire-
ment goals among his clients. “Instead of buying a sec-
ond home, I see a lot of people fixing up their existing
home to make it their retirement dream house and then
justrenting a place for a week or two in the desert or the
mountains,” says Coghlan.
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STEPZ PLAY CATCH-UP

It’s been a volatile decade for the stock market, but invest-
ment returns are not solely to blame for the size of your
retirement account. The main driver of account balances
over time is your contribution rate. Investment returns,
while important, have a less significant impact over the
long term. For guidelines on how you should allocate your
retirement savings at various ages, see the graphs below.

Ideally, you should aim to contribute 15% of your gross
earnings to your retirement savings—including any em-
ployer matching contributions. The goal is to replace about
half of your current salary, adjusted for inflation, during a
retirement that could last 30 years or more. You’'ll probably
replace another 30% or more of your current income with
money from other sources, such as Social Security, a pen-
sion or part-time work, bringing you closer to 80% of pre-
retirement income—generally the amount recommended
to maintain a comfortable retirement.

Make sure you make the most of your company’s retire-
ment plan. According to a recent survey by Fidelity Invest-
ments, more than half of 401(k) participants say they
would not be saving for retirement at all if it weren’t for
their company retirement plan. But economic conditions
still present a challenge, with 54% reporting that they
would contribute more to their 401(k) plan if they could.
If you can’t max out your contributions immediately, con-
tribute at least as much as needed to capture your employ-
er’s matching contribution if you have one and work toward
saving more in the future. In 2011, you can contribute up
to $16,500 to a 401(k) or similar defined-contribution plan,
such as 403(b) plans used by schools and hospitals, 457
plans available to state and local workers, and the Thrift

Savings Plan available to the military and federal employ-
ees. Workers 50 and older can make additional catch-up
contributions of up to $5,500, for a total of $22,000 in 2011.
If you don’t have access to a retirement plan at work—
or even if you do but you want to stash more money away—
you can contribute up to $5,000 to an IRA in 2011, or
$6,000 if you are 50 or older. You can choose a traditional
IRA, which offers an upfront tax deduction for workers
who meet the income requirements. Or you can choose a
Roth IRA, which has no upfront tax deduction but provides
tax-free income in retirement. Self-employed business
owners can contribute up to $49,000, depending on in-
come, to a SEP IRA for 2011, or up to $54,500, including
catch-up contributions, to a solo 401(k).

STEP3 WORK LONGER

The number of Americans age 55 and older in the work-
force is now at an all-time high. Judith Randall, 72, of
Chicago, is one of them. She describes her seasonal job
as a guide on the city’s river cruises and bus tours as “the
best part-time job in the world.” The retired legal secretary
puts all her research skills to work, uncovering fascinating
facts to share with her audiences. But the bottom line is
that she needs the money. She relies on her earnings to
supplement Social Security in order to pay her bills, and
she squirrels away her tips for the winter, when there’s no
work. “I didn’t save enough when I was working as a legal
secretary,” she says. “I have to work as long as I can.”
Unfortunately, working longer may not be an option for
some. More than 40% of current retirees stopped working
earlier than they had planned, largely for reasons beyond

How to Divvy Up Your Investments at Any Age

The younger you are, the more risk you
can afford to take by choosing a greater
percentage of stocks, which have a
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higher expected rate of return. As you
grow older, shift more into bonds to cut
your risk. Your rate of return may decline,

but so will your chances of big losses.
Here’s a snapshot of appropriate invest-
ment mixes and probable returns.
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Retirement Reality Check: Are You Saving Enough?

To maintain a comfortable lifestyle income workers. (You can get your

in retirement, you should aim to replace personalized estimate of how much
about 80% of your current gross in- to expect from Social Security at www
come. Social Security will supply about .ssa.gov/estimator.) The rest of your
30% of that amount for most middle- retirement income may come from

How tt Works

pension benefits, a job or personal
savings. To establish a nest egg target,
you need a rough idea of how much
money you'll want to draw from your
savings each month.

What to Do

Meet John. He's 55, plans to retire in ten years and thinks he may live Divide your TARGETNEEDS
] until 90. He assumes an average 6% return on his investments and monthly income

he estimates that he'll need $2,500 per month from his savings. needs by 1,000 $

John tooks at table 1and finds where 25 years and 6% intersect: and multiply it by

$205,000. That's how much he’ll need to produce $1,000 per month theamountin

of retirement income. But he needs more than twice that much. Sohe tablel.

divides $2,500 by $1,000 and comes up with a factor of 2.5. Thenhe

calculates his target nest egg amount: $205,000 x 2.5 = $512,500.

Table 2 will help you calculate the future value of your existing investments. With ten Multiply your
2 years to go before retiring and an assumed ate of return of 6%, John's factor-from current account

table 2 is1.79. When he multiplies his current batance of $250,000 by 1.79, the future balancebythe

value of his account at retirement is $447,500. factorintable2. S d

Table 3 shows the future value of your ongoing monthly contributions. Johnis also Multiply your
3 saving $500 per month and assumes his savings will earn 6% over the next ten years. monthly contri-

The future value of his monthly contribution is $82,350 ($500 x164.70 = $82,350). butions by the

factorintable 3. 5

Using John's example, his projected savings are step 2 ($447,500) + step 3 ($82,350) Add youranswers PROJECTED SAVINGS

4 = $529, 850. instep2and.
step 3 together. [
TABLE 1 (dollar values needed to produce $1,000 per month; assumes 3% annual inflation) WHAT DOES IT MEAN?

Rate of Years in retirement
return 5 10 15 20 23 30 35
2% $60,000  $123,000  $189,000  $259,000  $331,000  $408,000  $488,000
4 57000 111000 162,000 211,000 258000 302,000 344000
6 54000 100000 140,000 175000 205000 231,000 254,000
8 51,000 91000 122000 147000 167000 182,000 194,000
10 48,000 83000 108000 125000 138,000 148,000 154,000
TABLE 2 (current balance factor) TABLE 3 (monthly contribution factor)
Time to Rate of return Time to Rate of return
retire. 6 8% : retire. 4 & 8 10
Syears 122 134 147 161 Syears 6652 7011 7397  78.08
loyears 148 179 216 260  loyears 14774 16470 18417 20655
15years 180 234 317 418 15years 24691 29227 34835 41792
0years 219 321 466 673 years 36800 46435 59295  765.70

*john’s results in bold. SOURCE: Strategic Distribution Institute

If step 4 is larger than step 1, congratula-
tions, you're on track.

If step 4 is smaller thanstep 1, you
need to make some changes to reach your
nest egg goal. Consider working a few years
longer, saving more each month or adjusting
your investment mix to achieve a higher
return. Or reconsider how much retirement
income you will need.

In Johm’s example, he s slightly ahead
of his goal ($529,850 - $512,500 = $17,350).
But because thisis just a rough estimate, he
should continue his current savings plan. Very
few people have reached retirement regret-
ting that they saved too much. But Johnis
relieved that his savings are on track after all.
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their control, such as a layoff or health problem, And with
more than two million people age 55 and older unemployed,
the prospects of finding full-time work in their field are dim.
“More and more baby-boomers over age 50 are realizing
that when they lose their corporate job, the only way that they
can continue to do the work they were doing is to run their
own business,” says Jeff Williams, founder of Bizstarters
.com. He offers a free “Boomer Biz Starter Kit” on his Web
site, which includes an idea-generator guide to show how
to use work and life experience to find good business ideas
and how to evaluate the financial prospects of those ideas.

STEP 4 CREATE RETIREMENT INCOME

One of the greatest challenges in retirement is figuring
out how to convert a pile of savings accumulated over a
lifetime into a monthly stream of income that you can’t out-
live, The Government Accountability Office made headlines
recently when it recommended that middle-income Ameri-
cans—particularly those without a traditional pension—
consider using up to half of their savings to buy an income
annuity as a way to avoid the risk of outliving their money.
The drumbeat for guaranteed retirement income has
been building during the past few years. When asked which
is more attractive, a financial product providing a 4% re-
turn that is guaranteed not to lose value or one with an
8% return that is subject to market risk and loss of princi-
pal, 76% of respondents chose the guarantee, according to

Social Security:
Timing Is Everything

DECIDING WHEN TO BEGIN CLAIMING SOCIAL SECURITY BENEFITS
to maximize your income can be confusing—particularly for married
couples, who have numerous options. Now there are several online
tools to help you with that critical decision.

Start with AARP's new Social Security Benefits Calculator at
www.aarp.org. The free tool offers personalized benefit estimates
based on your age, income and marital status, plus timing strate-
gies that may not be so obvious for married couples, divorcees,
and widows and widowers. It's a good start, but don't stop there.

If you want more-comprehensive number crunching and you're
willing to pay for it, try www.socialsecuritysolutions.com. It pro-
vides customized reports for $20 or full-fledged strategy com-
parisons and advice from trained representatives for $125. If you
just want to bone up on your options, you can read an excellent
series of questions and answers free at the site's Social Security
Knowledge Center.

Or, if you're comfortable using Excel spreadsheets, retirement
expert Henry Hebeler offers a free, comprehensive Social Security
planning tool at www.analyzenow.com.
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Allianz Life Insurance Co. “This new study confirms that
a ‘new normal” mindset has dug deep roots in the minds of
boomers,” says Allianz Life president Gary Bhojwani.

Capitalizing on the demand for secure income, New York
Life Insurance Co. has launched a new product. Guaranteed
Future Income Annuity enables individuals to create a per-
sonal pension by investing a minimum of $10,000 initially
and setting a future date to begin receiving guaranteed
income payments for the rest of their life.

“The concept of a pension is certainly not new, but paying
for it with cash rather than years of service is,” says Chris
Blunt, executive vice-president of retirement income secu-
rity for New York Life. Blunt, 49, bought the first contract,
investing $100,000 with the guarantee that he will receive
$980 per month—nearly a 12% payout—starting at age 65
for the rest of his life, with annual inflation adjustments.

Unlike immediate annuities, which are typically sold to
retirees in their seventies, this deferred annuity is targeted
to preretirees in their fifties and early sixties who don't
have a pension or whose pension was frozen and won't pro-
vide sufficient income in retirement, Blunt says.

Other insurers are also making it easier for consumers
to figure out how an annuity might fit into their retirement-
income puzzle. Anyone can use Fidelity's Income Strategy
Evaluator (www.fidelity.com/incomestrategy) to help de-
cide how to allocate his or her portfolio to stocks, bonds
and cash. The tool also shows how buying one or more an-
nuities can create guaranteed income and provide protec-
tion from inflation and market volatility. MetLife recently
unveiled its own version, the Retirement Income Selector,
at www.metlife.com.

STEPS DELAY SOCIAL SECURITY

Among the most crucial financial choices retirees must
make is when to begin claiming Social Security benefits.
The majority claim benefits before their normal retirement
age, passing up an additional 25% or more in monthly
inflation-adjusted benefits for the rest of their lives, That
can be a costly mistake—particularly for some married
couples, who can increase their lifetime retirement income
by $100,000 or more just by choosing the right time and
method for each spouse to claim benefits.

The GAO's report on retirement income found that it is
more cost-effective to delay collecting Social Security bene-
fits until normal retirement age than to collect them early
with the intention of buying an annuity later on to make
up the difference. Delaying benefits until normal retirement
age—66 for anyone born from 1943 through 1954 and grad-
ually rising to 67 for those born in 1960 and later—means
you can continue to work without forfeiting any benefits
to the earnings cap limit. You can also employ some clever
claiming strategies to maximize your benefits (see the box
at left for resources). m



