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Retirement-Planning Assumptions

o enjoy your retirement without financial worries, make
sure you have enough money
saved when you retire. However,
that calculation can be a daunting
task, since a variety of factors affect
your answer and inaccurate estimates
for any factor can leave you with
way too little in savings. Some of
the more significant factors include:
What percentage of your preretirement income will you need?
You can find various rules of thumb
indicating you need anywhere from
70% to over 100% of your preretirement income. On the surface, it
seems like you should need less than
100% of your income. After all, you
won’t have any work-related expenses, such as clothing, lunch, or commuting costs. But look carefully at
your current expenses and how you
plan to spend your retirement before
deciding how much you’ll need. If
you pay off your mortgage, stay in
good health, live in a city with a low

cost of living, and engage in inexpensive hobbies, then you might
need less than 100% of your income.
However, if you travel extensively,
pay for health insurance, and maintain significant debt levels, even
100% of your income may not be

O

enough. You’ll need to take a close
look at your expenses.

When will you retire? Your
retirement date determines how long
you have to save. You want to make
sure your retirement savings and
Continued on page 2

Draw Down Retirement Funds Carefully

ne of the toughest decisions you’ll make when retiring is deciding
how much to withdraw annually from your retirement investments. Your withdrawal amount can be calculated based on your
life expectancy, expected long-term rate of return, expected inflation rate,
and how much principal you want remaining at the end of your life. Guess
wrong on any of those variables, and you risk depleting your assets too
quickly. Consider these strategies:

!

Use conservative estimates in your draw-down calculations. Add
a few years to your life expectancy, reduce your expected return a
little, and increase your inflation expectations. That will result in a lower
withdrawal amount, but it will also help ensure that your funds don’t run
out. Take a careful look at any answer that indicates you can take out
much more than 3% to 5% of your balance each year, which is a reasonable withdrawal amount if you want your funds to last for several decades.

!

Review your calculations every couple of years. This is especially
important during your early retirement years. If you find you’re
depleting your assets too rapidly, you may be able to go back to work on
at least a part-time basis. If you discover that late in life, working may not
be an option.

!

Place three to five years worth of living expenses in short-term
investments. That way, if there is a severe market downturn, you
won’t have to touch your stock investments for at least three to five years,
giving them time to recover. !!!
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Assumptions

continued from page 1

other income sources, such as Social
Security and pension benefits, will
support you for what could be a very
lengthy retirement. Even extending
your retirement age by a couple of
years can significantly affect the ultimate amount you need.

How long will you live? Today,
the average life expectancy of a 65year-old man is 81 and of a 65-yearold woman is 84 (Source: Social
Security Administration). Most people look at average life expectancies
when estimating, but average life
expectancy means you have a 50%
chance of living beyond that age and
a 50% chance of dying before that
age. Since you can’t be sure which
will apply to you, it’s typically better
to assume you’ll live at least a few
years past that age. When deciding
how many years to add, consider
your health as well as how long other
family members have lived.
What long-term rate of return
do you expect to earn on investments? A few years ago, many
retirement plans were calculated
using fairly high rates of return.
Those high returns don’t look so
assured now. At a minimum, make
sure your expectations are based on
average returns over a very long period. You might even want to be more
conservative, assuming a rate of
return lower than long-term averages
suggest. Even a small difference in
your estimated and actual rate of
return can make a big difference in
your ultimate savings.

Have you considered inflation?
Even modest levels of inflation can
significantly impact the purchasing
power of your money over long time
periods. For instance, after 30 years
of just 2% inflation, your portfolio’s
purchasing power will decline by
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45%. When estimating an inflation
figure, don’t just look at the historically low inflation rates of the recent
past. Also consider long-term inflation rates, since your retirement
could last for decades.
What tax rate do you expect to
pay during retirement? Especially
if you save significant amounts in
tax-deferred investments that will be
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taxable when withdrawn, your tax
rate can significantly affect the
amount you’ll have available for
spending. You may find your tax rate
is the same or higher after retirement.
Once you’ve estimated these factors, you can calculate how much
you’ll need for retirement. Please
call if you’d like help with this calculation.
!!!

Avoid This Mistake

inding a way to live decades
in retirement without worrying about running out of
money can seem like an overwhelming task. That goal depends
on many variables, including your
life expectancy, retirement age,
lifetime earnings, retirement
expenses, retirement income
sources, investment rate of return,
and future inflation. If you’re
wrong on even one of those
assumptions, funding your retirement could be in danger.

With all the potential for missteps, what is the one mistake you
want to avoid at all costs? Dipping
into your retirement savings.
Unfortunately, since the funds in
your 401(k) plan or individual
retirement account (IRA) belong to
you, they often seem like a tempting place to get funds needed for
other purposes.

Tax laws don’t help, since they
often provide tax-advantaged ways
for you to access those funds.
Loans from 401(k) plans are not
taxable events. When leaving an
employer, you can withdraw money
from your 401(k) plan (you will
have to pay income taxes and possibly a 10% early withdrawal penalty). Contributions to Roth IRAs
can be withdrawn at any time with
no tax consequences. Withdrawals

from traditional IRAs before the
age of 59½ can be made under certain circumstances, such as to purchase a home or to pay for a child’s
college education, without paying
the 10% income tax penalty.

Saving for retirement is a difficult task for most people without
making it more difficult by using
retirement funds for other purposes.
Even if the amount seems small,
don’t withdraw funds from your
retirement account. While it probably won’t add significantly to your
lifestyle now, it can grow to significant sums over the long term. For
instance, assume you have $10,000
in your 401(k) plan. If you withdraw the funds and are in the 22%
tax bracket, you’ll have $6,800 left
after paying income taxes and the
10% federal tax penalty. Keep the
funds invested earning 8% annually
on a tax-deferred basis, and your
funds could grow to $68,426 after
30 years before paying any income
taxes. (This example is provided
for illustrative purposes only and is
not intended to project the performance of a specific investment.)

No matter how much you think
you need the money now, don’t
touch your retirement funds for
anything other than retirement.
Please call if you’d like to discuss
this in more detail. !!!
FR2018-0924-0077
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How Much Do You Really Need to Retire?

here is no one golden amount
to aim for in retirement.
Everyone is unique and specific retirement plans depend on factors that are more complex than a
generic one-size-fits-all plan can successfully navigate. However, when
deciding where to start when it
comes to saving for retirement, there
are a few common goals people can
keep in mind.

Goal #1: Saving $1 million
(for a $40,000 per year
income over 30 years of
retirement)

months), Oklahoma (25 years, 2
months), or Michigan (25 years).

If you plan on retiring in your
resident state, make sure you check
to see how much the cost of living
would be for your specific situation.
Remember you will also have Social
Security to tap into, but that amount
will likely not make up the difference
in the most expensive states. Likewise, if you are still carrying a mortgage into retirement or want to go on
expensive vacations, plan on saving
beyond the $1 million mark.

Goal #2: Replacing 70%–
Depending on where you live 80% of preretirement
and what activities you plan for your income
retirement, a goal of $1 million may
or may not actually meet your needs.
While it seems like a large amount,
remember that you need it to last for
the entirety of your retirement. In
some states, the cost of living is so
high that $1 million won’t even sustain you for 20 years into your retirement.
In 2017, GOBankingRates determined the average total expenditures
for people 65 and older (including
groceries, housing, utilities, transportation, and healthcare) and multiplied that amount by the cost of
living index of each state in the U.S.
They then used that amount to determine how long a theoretical $1 million retirement fund would last in
each state. The four most expensive
states were Hawaii ($1 million would
last just under 12 years), California
(16 years, 5 months), Alaska (17
years), and New York (17 years, 1
month). To stretch your retirement
dollars further, one would need to
consider residing in one of these four
cheapest states: Mississippi ($1 million would last 26 years and 4
months), Arkansas (25 years, 6
FR2018-0924-0077

Income replacement rates refer
to the percentage of your preretirement income you would need to
replace to maintain a similar standard
of living once you retire. The general
rule of thumb is that most people will
need 70%–80%, but this is not
always an accurate assessment, since
it assumes expenses decrease after
retirement. In truth, many people find
that their expenses increase.

Retirees are no longer contributing to a 401(k) plan or commuting to
work, but they sign up for classes and
outings, go on indulgent vacations,
and often contribute to their grandchildren’s school trips and college
funds. Many of the things you dream
of doing once you retire cost money,
and that is why those looking forward to an active retirement should
try to get to a replacement rate closer
to 100% of their preretirement
income.

Goal #3: Saving 10%–15%
of your current income

If you start saving 10% of your
income at age 25, you could retire at
65 with a 70% replacement rate.

Most twenty-somethings now are
struggling with a high amount of student loan debt, so it can be difficult
for them to put that 10% toward
retirement instead of paying down
loans. But consider this: if you wait
until later to start saving for retirement, the squeeze on your paycheck
will be much, much tighter. A 45year-old who wants to retire at 65
with a 70% replacement rate will
need to save more than a quarter of
their income to reach that mark. The
majority of people have a mortgage
and family to provide for at that
point, so aggressive saving is often
not realistic.
The younger you start, the easier
it is — both in regard to the percentage you need to put away and in
developing a habit of saving for your
future. A 10%–15% saving target will
lay down a solid foundation that will
set you up for growth and success
later on.

Goal #4: Your customized
retirement number

Just as your retirement goal must
be realistic for your resident state and
the activities you want to pursue, it
truly must be designed with your
desired standard of living in mind.
This will need to include anything
you will ultimately want to leave for
your children or for charity in addition to providing for potential health
problems you or your spouse could
face. That is why common goals are
really just a starting point: the nittygritty details depend on what is
achievable for you and how much it
will take for the retirement you want.
Please call if you’d like to discuss how much you’ll need for retirement in more detail. !!!
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Market
Data
MONTH END
% CHANGE
STOCKS:
DEC 18 NOV 18 OCT 18
2018 2017
Dow Jones Ind.
23327.46 25538.46 25115.76
-5.6% 25.1%
S&P 500
2506.85 2760.17 2711.74
-6.2
19.4
Nasdaq Comp.
6635.28 7330.54 7305.90
-3.9
28.2
Wilshire 5000
25724.51 28418.59 27923.93
-7.0
18.9
PRECIOUS METALS:
Gold
1281.65 1217.55 1214.95
-1.1
11.9
Silver
15.51
14.18
14.34
-8.8
6.0
INTEREST RATES:
DEC 18 NOV 18 OCT 18 DEC 17 DEC 16
Prime rate
5.50
5.25
5.25
4.50
3.75
Money market rate
0.56
0.58
0.43
0.33
0.29
3-month T-bill rate
2.47
2.37
2.31
1.45
0.56
20-year T-bond rate
3.03
3.22
3.27
2.66
2.86
Dow Jones Corp.
4.40
4.50
4.36
3.13
3.17
Bond Buyer Muni
4.08
4.20
4.24
3.88
4.26
Sources: Barron’s, Wall Street Journal. An investor may not invest directly in an index.

Employers use many different formulas to determine
matching contributions. Most match employee contributions up to a percentage of the employee’s annual
income. However, some employers may not consider
income at all and match a certain dollar amount of the
employee’s contribution.

Partial matching seems to be a more common formula. Let’s assume your employer matches 50% of your
contribution up to 6% of your salary. If your earnings are
$60,000, 6% of your salary is $3,600. However, your
employer matches 50% or $1,800.

You should also familiarize yourself with your plan’s
vesting schedule. This schedule determines the percentage of ownership you have in your employer’s contributions based on how many years you’ve been employed
with the company. For example, if your employer
requires five years to be fully vested, you may lose all or
some employer contributions if you leave or are terminated from the company before five years. Any contributions you make to the account will always be yours with
no forfeiture if you leave the company.

Please call if you’d like to discuss 401(k) plan
matching in more detail. !!!
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How 401(k) Matching Works

hen it comes to matching employee contributions, the sponsoring employer determines the
specific terms. An employer may have a very
generous match or choose to not match at all.
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This newsletter was produced by Integrated Concepts Group, Inc. on behalf of Morgan Stanley Financial Advisor Alan B. Dickson. The opinions expressed in this newsletter are solely those

of the author and do not necessarily reflect those of Morgan Stanley. Morgan Stanley can offer no assurance as to its accuracy or completeness and the giving of the same is not deemed an
offer or solicitation on Morgan Stanley’s part with respect to the sale or purchase of any securities or commodities.

Tax laws are complex and subject to change. This information is based on current federal tax laws in effect at the time this was written. Morgan Stanley Smith Barney LLC (“Morgan
Stanley”), its affiliates, and Morgan Stanley Financial Advisors do not provide tax or legal advice. Individuals should consult their personal tax advisor for matters involving taxation and tax
planning and their attorney for matters involving personal trusts, estate planning, and other legal matters.
Investments and services offered by Morgan Stanley Smith Barney LLC, Member SIPC.
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