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This sernies of Lettens is designed to guide you through the process of
planning forn netirnement. Maybe you would Like to put your name and the tent-
ative date of netinement on the form above. This will make these Letterns your
very own. You may also Like to put them into a notebook on §ile foldex.
Planning fon retirement takes place over a period of years and you may wish to
nefen back to some of the Lettens. You may also collect other infonmation on
retinement that could be kept with these Letters.

These Letterns will contain information on the ginancial aspect of retinre-
ment such as: sources of Ancome, cost to Live, savings and investments, Life
Ansunance, property insurance, health insurance, estate planning, and possible
ways Lo increase Lncome.

The discussion on each of the subjects Listed above s only an introduction.
Additional sources of Anformation will be Listed throughout the series.

Merely neading the Letterns will be of Little help. Put the information
into action.

Retirnement 45 a big event and the beginning of a new Life experience.
Those who have already netired emphatically state that a successful trhansition
1o netinement depends to a great extent on preparation.

This sernies should help you make wiser decisdions concerning your re-
tinement. 1t discusses alternatives forn sources of Aincome, how to Live on
netinement income, and steps you may need fo take now.

Each Letter of the sernies 45 only an intrhoduction to a particularn aspect
0f financial planning. Additional sources of information will be Listed
throughout the sendies. These sowrces will allow you to dig as deeply as you
wish into the nespective subjects. Digging deeper will take time, but this
time can be some of the most valuable hours you can spend. Retirement 45 a
big span of your Life.
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Retinement planning 4s very much Like planning a thip. Any plan begins
with establishing your destination, on goal, and a time table fon taking
each step toward the goal. The earliern you begin, the more choices you have.

Forn example - one part of a plan might Look Like this:
--Goal -- %o netirne 4in 15 yearns (1992)

--Time table -- 10 yeans before netinement, (1982) purchase a variable
annulty.

At netinement, in 1992 cash in Life insurance policiy and purchase a
fixed annuity.

Your income, health, mental attitude, and use of time are all of utmost
Amporntance forn successful netirement. An adequate income helps to support
good health and a positive attitude and permits you to use your time as you
wish.

WHAT RESOURCES DO YOU HAVE FOR RETIREMENT INCOME?

The most common sources fon retinement income are pensions, social
secwily, savings, investments and second fobs. Through yourn employern you
may have health insurance, Life inswrance, on company stock plans that need
to be inconporated into yowr retirement plans.

Pensions

Company pension plans come in a variety of forms. Employees of some
companies pay a percentage of Lncome Ainto the company's plan. Some companies
may pay the total cost, as an employee benefit. Whatever the method of pay-
ment, your pension 45 a valuable asset.

At any stage in emplLoyment you need to have some Ldea of what you can
expect grom your pension plan at any specigic age.

Go £o the person 4in your company who can best explain employee benegits
to you. Do this now. 1§ you are 2 yeans or Less away grom netirement go
tomorrow. Have yourn List of questions wiitten (4include those on §ringe
benefits as discussed Later in the sernies). Some of these pertinent questions
arne: What s the earkiest date that you can netine? What is the Latest? 1§
there are penalities fon early netinement, what are they? How much will the
pension be? Exact figurnes will not be available, but you can get a rough
estimate. When 4is the best date to netirne? 1t may be to your advantage to
netine December 31, Jan. 1, on July 1, ete. Do you get paid for unused sick
Leave on vacation time? Does unused sick Leave count as Length of service?

What options does the pension plan offen? Study these carefully. The
plan may on may not offern you a choice of a Lump sum, on monthly payments.
Are you equipped emotionally on have experience to {nvest this Large amount
04 money at one time for safety, adequate retwwn on yowr Linvestment and to
provide yourn income for Life? One way this could be done is through an
annudity.
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Morne than Likely you won'Zt have a choice and the pension is paid
monthly, as an annuity.

There are some other options that are more common than the one fust
discussed. One option may provide Lincome until your death and then no
othen payments will be made. Anothen option may provide a smallen income,
but payments continue to a spouse after the employee's death.

Ogten people do not nealize that there 4is a choice of options, on do
not distinguish between the implications of choosing one option over
anothern. This sometimes nesults in penalizing the netinree on the survivors.
For example, if the option is chosen that the income increases at death of
employee the surviving spouse may be Legt without income from this pension.
Since most women outlive thein husbands, the widows' financial situations
should be given sernious thought.

Many problems with pension plans arose before a Law in 1974 brought them
unden closer study. The Law does not require an employer to establish a
pension plan, but it does set standards to which existing plans and those set
up Lin the future must conform. 1t 48 in your own Anterest that you need to
be familiar with the Law as it pertains to coverage, vesting, financing and
insurance.

The new Law provides in genernal that:

- your company must covern all employees twenty-give yearns ofd and aften
one year 04 service with the company.

- vesting must be provided. Vesting 44 a guarantee right to some
pension payment at age 65, depending on service. Should the employee Leave
the empLoyment before 65, he can draw some payment (not full pensions) and
not until 65.

- employees have a choice in vesting either

a. gdve the employee §ull nights aften ten yeans senvice. 0f cowrse,
senvice performed aften ten yearns willf be vested.

b. begin after 5 years service with vesting of 25 percent of pension
credits, neaching 100 percent at the end of 15 yeans.

c. provide 50 pencent vesting when the worker's age and yearns of service
add up to 45 and build up to 100 percent vesting over the next five years.

1t is impontant to understand these options and fo be aware of how
they would affect a fob change, 4in specific yearns of your empLoyment,

Pension plans may be ginanced by both the employer and employee, Some
plans ane financed only by the employer. When the employee pays into the
plan, he pays income tax on his portion. Forn tax purposes, Lt 48 important
to nememben that when the employee collects his pension Later, he does not pay
taxes on this porntion of the pension payments. This fact can be imporntant
in making some of your decisions pertaining to othern investments. 1L may be
economically sound to switch grom some types of investment to othern types
duning the yeans immediately agter netirement.



-4-

The 1974 Law provides insurance coverage of pension plans. The Pension
Benegit Guaranty Corporation guarantees payment in case of failure on other
termination of a pension plan.

Anothen aspect of the Law 4is the trhansferability of a pension plan in
a job-mobile society. Having a Life-Long pension coverage in private systems
presents special problems, even with improved vesting. The Pension Reform
Act encourages porntability, but does not guarantee it. So, 4if you change
jobs, give detailed attention to whether your present pension will be
thansfernable, and if s0, be sure necords of yourn pension nights are thans-
gerved to your new employer.

Fringe benefits

The frninge benefits of employment are othern impontant aspects of your
ginancial planning for retirement.

Wil your health insurance policies continue aftern retinement? 1§
you will be eligible to participate, will your employer pay for these on
will you pay the premiums? 1§ you do have to pay forn these you will need
to shop around before your netinement date to compare othen policies and
costs. 1In case of health insurance, you will also want to buy new
policies early enough to give you continuous coverage and that will cover
periods of pre-existing conditions. For example, most policies have a
waiting period of at Least 6 months before it will covern an illness for
which you have already nreceived treatment.

There may be othen frninge benefits. Undern what conditions do these
continue agter hetirement?

Company stock plans may be another gringe benefit and an investment
that provides income forn netinement. Some companies allow employees 1o
putchase common stock of the employee's company at a neduced rate. 1§ you
are purchasing these now where will they §it into your ginancial plan fon
rnetinement? 1§ your company offers this choice, should you participate to
provide Lnvestments for netirement?

Social Secwiity

Almost everyone will recelve benefits grom social secwriity. Social
secwuity seems simple, but Lt {85 quite complicated when it comes to each
individual situation. The amount one recedlves depends on age at retine-
ment and average Aincome for the yearns of "covered employment."

To necedlve maximum benefits from social secwiity, one must wailt until
age 65 to netire. For a pernson who netirnes at age 62 (the minimum retirnement
age to drnaw Social Secwiity) the benefits are reduced. Benegits that are
begun at age 62 are 80 penrcent of the monthly amount that would be received
if benefits began at 65. As it figures out, a person who starnts drawing
benefits at age 62 is generally ahead of the game fon the finst 15 yeans.
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Begore you qualify for benefits you must have neceived a certain numben
of "quarnterns of coverage." A quarnter of coverage 48 any calenden quarter
(3-month period beginning January 1, Apnil 1, July 1 on October 1) 4in which
you are paid at Least $50 in wages forn wonk covered by Social Securnity.

The sel§-employed must have had at Least $400 net earnings in a yean
Lo necedlve 4 quanterns of covernage fon that yearn. Forn pernsons beginning
wonk since 1950, 40 quarters of coverage 44 required. Fon people employed
before 1950, fewer quarnters of coverage are required fo recelve benegits.
Forn example:

1§ you nreach age 62 in 1976 - 25 quarntens needed, 1977 - 26, 1979 - 28,
1983 - 32, 1987 - 36, 1991 - 40.

Muwltiply the quartens by 4 if you would rnathern think in tewms of years.

Forn help in planning your rnetirement and if you have changed jobs
severnal times, you should check the official Social Secwiity recornd of
wages and selg-employment income credit fo you. Use posit card gorm 7004,
available at your Social Secwrity ofgice. 1t L8 Ampontant also to check
reconds of the Social secwriity office against your own recornd of earnings.
Should thene be a mistake, it must be neponted within 3 years, 3 months,
and 15 days.

The Social Security office also has a gree golder, Estimating Your
Social Secwrity Retirement Check.

Social Secwnity alone 48 not sufficient to support any American 4in
dignity and comfort. 1t was nevern intended to be the only g§inancial
nesounce forn netirnement; however, Lt 4is an Amporntant part. When you have
a close estimate of your individual benefits then you can better plan when
to netine and how to best use your other resources.

When you approach retirnement you will need to apply gorn Social
Secunity Benegits. Benegits are not paid automatically. You may need £o
provide proof of the yearn of yourn binth, your marrniage, and proof o4 age
of dizendant on children. 1§ you do not have these, now is the time to
get tnem.

Wornking married people arne fully insured (eligible fon Social Security
benegits) at netirnement and can drnaw benegits either in thein own rights
on as a spouse of a retined person. One should elect the coverage that
provides the highern benegits.

There ane some othen special situations in which netirement benefits
will be paid. Forn example, if husband is dependant on wife, 4if husband is
deceased, orn if a divorce was granted agter 20 years and no remariage.
Everny person's social secuwnity situation 44 unique. Again, check with the
Social Secwiity office for your coverage.
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Pension Plans fon the Self-employed and for Those Not Covered by Company Pension

PLans

Keogh plans forn the self-employed are highly advantageous for do-it-
yourselq netirnement plans. These plans allow money to be Lnvested for
collection in retirement with deductions from cwurent income fon present
tax purposes. The gunds can be collected after age 59% either 4in a Lump Aum
on in installments at which time the money s taxable. Agtern netinement,
probably you will have a Lowen income and theregore be in a Lower income
tax bracket.

The Keogh funds can be in the form of a variety of investment media.
The instruments can be cerntificates of deposit, mutual funds and othens.
Keogh plans can be set up at savings and Loan associations, banks, on
Ansunance compandies.

A self-employed person who has one orn more employees must also cover
the employees.

A person who holds a fob and also s self-employed may participate. The
annual maximum amount that may be invested i8 15 percent on up to $1,500.

Othen Resources forn Income

Retirnement income can also come grom savings and Linvestments. 1§ you
arne several yearns away grom retirnement, you may be in a position fo
accumulate some savings. A future Letter will discuss savings and Linvesiments.

To nepeat the opening sentence of this Lettern, next to employment and
supporting a family, netinement {4 probably the biggest investment you will
ever make. The purpose of this senies 48 to motivate you to pursue furthen
Angormation.

In summany, there are sources of Lincome for retirement through
pensions gor the employees and the self-employed. Certain gringe benefits
need to necelve attention as they are affected by netinement. Social
secuwdty provides valuable resources for retirement income. The coverage we
have now and the changes that occur--when we Leave a fob on when we rnetire--
agfect our ginancial situation. The imporntant gact 48 that you know what you
can expect as you plan for retirement. Keep in contact with your personnel
on theasuren's office and the Social Secuwnity Administration.

The following references are recommended because they provide
Anformation on preparation forn netirement, in addition to the financial
aspect. 1§ your city on county Library does not have them, maybe they
would purchase them. Most Librarny personnel would Like suggestions fon
new book purchases.
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U.S. News and World Repont, Money Management Librany, Plan Youn
Retinement Now, Simon and Schustern, Onden numbern 21853, 1976.

Collins, Thomas, The Complete Guide to Retirement, Prentice Hall,

1970.

Hunter, Woodrow W., Preparation for Refirement, Division of Gerantology,
ghe University of Michigan, T508 Rackham BulZding, Ann Anbon 48104, 1968,
3.00.

Buckley, Joseph C., The Retirement Handbook, Harpern & Row, N.Y.

Ware, Geonrge W., The New Guide o Happy Retirement.

(Libranies may not want to purchase paper backs). Highly recommended
and inexpensive for individuals to purchase.

Dynamic Matwiity-monthly pubfLication to memberns of Action for Inde-
pendent Matwiity, a Divisdion of the American Association of Retired Persons.

Prepanred by: Distrnibuted by:
Hilda Dailey, Extension Specialist,

Home Management Extension Agent

The reference books were listed only for the purpose of
information and the VPI & SU extension service does not
recommend any one of the reference books to the exclusion
of others which might be available.

Issued in furtherance of Cooperative Extension wornk, Acts of May & and June
30, 1914, in cooperation with the U.S. Department of Agrhiculture. W. R.

Van Dressen, Dean, Extension Division, Cooperative Extension Servdice, Virnginia
Polytechnic Institute and State Univernsity, Blacksburg, Virnginia 24061.
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