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Saving and investing for 
retirement is different today, 
compared to previous 
generations 

 you’ll have more flexibility, 
opportunity, and control 

 you’ll have more 
responsibility 

 Americans are living longer, 
which means a longer 
retirement and more money 
saved to pay for it 

 your employer’s plan offers 
tax benefits and other 
features to make your 
money grow faster 

 

 
The Modern American Retirement System 

Where do you begin?  

First, you should understand that retirement plans are very different for most of today’s workers, 
compared to those being used by previous retirees.  The modern American retirement system offers 
much greater flexibility, opportunity and individual control; however, these benefits come with a great 
deal more personal responsibility.  This means you will have to spend time learning about saving and 
investing, and you must accept the responsibility of ensuring you save enough and spend responsibly.   

While learning of this responsibility may seem unfair or make you feel shortchanged, you should 
consider the benefits.  Today’s generation of workers will control 
how much of their compensation is saved for retirement, how it’s 
invested, and how they spend their savings during retirement.  This 
is quite different from the retirement plans of previous generations, 
which were managed and controlled entirely by the employer rather 
than the employee.  This meant that employees had almost no 
responsibility to learn about or monitor their investments, and their 
plans were very restrictive and offered little or no individual control.  
These plans were designed for a generation of workers who spent 
the majority of their career with a single employer, whereas the 
modern American retirement plans are designed with portability 
features for today’s more mobile workforce. 

Like previous generations, the primary source of retirement income 
for most American workers will come from their employer-
sponsored retirement plan.  However, the method in which the 
money to pay for these retirement benefits is accumulated, invested 
and distributed will be much different for current and future generations of workers.  Why? One school 
of thought is that a portion of the previous generations’ compensation was paid in salary and a portion 
was allocated to pension benefits.  Employers hired professionals to manage the entire pool of 
investments for everyone in the plan, and employees were limited to just a few retirement income 
options.  Therefore, an employee’s retirement income was defined by the plan, rather than their 
lifestyle. 

Today’s workers receive more of their compensation in cash and are 
expected to voluntarily save a portion of their wages for retirement. 
This means that you’ll be responsible for establishing a retirement 
income goal and calculating your ongoing progress.  Also, you’ll need 
to learn the basic principles of saving and investing for retirement.  
This is no longer an option for employees - this is an absolute must.  
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What are my responsibilities? 

 participation in our Plan is 
discretionary (you decide if 
you want to invest, and how 
much) 

 choose how the money is 
invested 

 establish a retirement 
income goal 

 determine a savings goal 
 periodically calculate 

progress to ensure that 
you’re on pace to achieve 
your savings goal 

What do you want from your retirement lifestyle? 

The number of years spent in retirement is another consideration for today’s workers.  Thanks to 
advances in the medical profession and healthier lifestyles Americans are living longer and enjoying a 
longer retirement.  While a 10-year retirement was a typical period for previous generations, it is not 
unreasonable for today’s retirees to expect a retirement that lasts 20 years or more.  Of course, this 
means retirees will have to save more money to pay for an extended retirement or plan to generate 
additional income by working, at least part-time, during a portion of their retirement years. 

Your employer’s retirement plan is designed to provide much greater individual control.  You are in 
control of your retirement age, savings rates, investment decisions and how to spend your savings.  Your 
retirement plan representative can help calculate the amount you should save and explain available 
investment options. 

The three-legged stool  

For over fifty years financial planners and advisors have referred to retirement 
planning as a three-legged stool to describe the importance of creating retirement 
income from multiple sources.  The first leg represents benefits from an employer-
sponsored retirement plan.  The second leg represents retirement benefits expected 
from Social Security, and the third leg represents personal (supplemental) savings. 
Together, the three sources create a complete retirement income package. 

For previous generations, their employer’s primary pension plan was generally a Defined Benefit (DB) 
retirement plan.  Employees covered by these types of plans had very little responsibility, because their 
benefit was based solely upon a formula.  Some of these plans would be funded entirely by the 
employer, and others would require employees to contribute a portion of their pay in addition to 
employer contributions.  All of the money was invested in a single (pooled) account, and the employer 
hired professionals to make all of the investment decisions.  Additionally, the employer hired specialized 
accountants, called actuaries, to calculate how much would need to be contributed to the plan in order 
to maintain enough money to pay future promised retirement benefits.  Their calculations were based 
upon many factors, including the amount of money currently in the plan, expected future contributions 

and an assumed annual growth rate of the plan’s investments.   

These employer-does-everything Defined Benefit (DB) Plans 
certainly have many advantages; however, they are typically very 
restrictive.  Employees are usually limited to just a few retirement 
income choices and a lump-sum withdrawal option that is subject 
to substantial penalties, which makes these plans less attractive 
to anyone who may not plan to be a career employee.  Most DB 
Plans have been replaced by Defined Contribution (DC) Plans.  In 
fact, it’s estimated that over 80% of Americans’ retirement plans 
are DC Plans, which operate much differently. 
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Why am I responsible? 

As an employee participating in a Defined Contribution Plan you have the ability to decide how much to 
contribute, how to invest the money and how to have it paid to you when you are eligible to receive a 
distribution.  These plans are generally much more portable and easy to transfer to another employer’s 
plan, which makes them attractive to a more mobile workforce. 

In exchange for all of this flexibility, opportunity, portability and control, you take on the task of 
ensuring that you save enough money, invest wisely, and spend responsibly. 

Why should you save money in my employer-sponsored retirement plan?  

There are a number of reasons why you should save money for retirement, which were described in the 
previous sections.  Bottom line - as a participant in the modern American retirement system, you have 
the sole responsibility to make yourself save for retirement.  In 
most cases, your employer will not require that you participate in 
the Plan; however, there are many advantages to using this Plan. 

Pre-tax savings 

Your employer-sponsored Plan allows you to invest money on a 
pre-tax basis, which means that your contributions are deducted 
from your paycheck before income taxes are calculated.  In other 
words, you can use this tax strategy to make your account grow 
faster by saving more money than you’re able to if you saved on 
an after-tax basis.  Saving money after-tax means that you would 
decide to take a portion of your take-home pay to save and invest 
after your employer has deducted all of the necessary income 
taxes.  

Additionally, there are other potential tax benefits.  First, if you 
reside in a state that requires you to pay state income tax, you 

may further increase the amount 
invested on a pre-tax basis, because these contributions are also exempt 
from most state income taxes.  Also, you may benefit from paying income 
taxes at a lower rate when you receive a distribution if your taxable 
income is lower during retirement than it was when you made the 
contributions. 

  

Why should I save for 
retirement? 

 it’s your responsibility to 
make yourself save 

 your employer’s retirement 
plan offers pre-tax savings 
benefits to help your money 
grow faster 

 your employer may offer 
“free money” in the form of 
matching contributions 

 exempt from most state 
income taxes. Also, you may 
benefit from paying income 
taxes at a lower rate when 
you receive a distribution. 
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How much will I need? 

Remember, one of your most important responsibilities is to calculate how much you’ll need to save in 
your employer’s retirement plan and personal savings to supplement retirement income that you expect 
to receive from Social Security and any other sources.  In order to accurately determine how much you 
need to save you should use a retirement planning calculator (https://www.tiaa-cref.org/public/advice-
guidance/financial-guidance-tools-retirement-income-planner) or have your investment professional 

perform the calculations for you and provide a retirement savings 
plan. 

The first step in calculating required funding (savings) is to 
establish a retirement income goal based upon your spending 
expectations during retirement.  If you’re unsure of spending 
expectations you might use a common guideline often 
recommended by financial planners, which is to provide 
retirement income that would replace 70% - 80% of your 
projected final salary.  The reasoning behind these amounts are 
based upon the assumption that you are saving 20% or more of 
your annual income prior to retirement, so you’re already used to 
living on 80% or less of your income .  Additionally, you may have 
lower expenses during retirement, which means that your income 
requirements are lower. 

Remember retirement income will likely come from several 
sources (the three-legged stool), which include your employer-
sponsored retirement plan, Social Security and supplemental 
savings.  So be sure to include expected retirement income from 
all sources when calculating your funding requirements. 

Social Security estimates can be obtained from their web site 
(www.ssa.gov), where there are several calculators available, 
ranging from simple to sophisticated.   

As a general rule you will probably need to save about 15% - 20% 
of your annual income for retirement if you are seeking to replace 80% of your final salary.  Of course, 
there are many variables that would alter this rule, so it’s 
really best to perform an individual calculation.  The 
most important decision that you’ll make is to get 
started saving as soon as possible.  While investment 
selection and management can help your portfolio grow 
faster, your greatest ally as an investor is time. 

  

Calculating how much you’ll 
need to save 

 establish a desired 
retirement age and a 
retirement income goal (i.e. 
75% of salary) 

 estimate how much you’ll 
get from other sources, 
such as Social Security 

 use an online retirement 
calculator to determine how 
much you need to save or 
have your investment 
professional do this for you. 

 estimate how you’ll need to 
save each paycheck to 
reach your savings goal. 

 periodically recalculate your 
progress - you should do 
this at least every 2 – 3 
years. 
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What do I need to know about investing? 

Investing for retirement can be narrowed down to two very important 
principles - asset allocation and diversification.  Ironically, these two 
concepts are often confused with one another.  So, this section is 
intended to eliminate the confusion by describing the two concepts and 
their differences in easy-to understand terms.  We also encourage you to 
visit https://www.tiaa-cref.org/public/advice-guidance. 

The three major asset classes 

The first, and most important, decision that you will make about your investments is referred to as 
“asset allocation.”  To understand asset allocation you must first understand the three major asset 
classes and what makes each of them unique.  The three major asset classes are stocks, bonds and cash.  
Each of these is a different type of investment that has very different risk and potential reward 
characteristics.  

What is a cash investment? 

These are short-term loans that generally have some sort of guarantee to return all of your principal 
(initial investment) and interest.  Examples of cash investments would be a bank or credit union savings 
account, certificates of deposit (CDs), U.S. government treasury bills, and money market accounts. 

All of these are really loans that guarantee a stated amount of interest.  In other words, when you 
deposit money into your savings account, you are loaning your money to the bank or credit union.  In 
exchange for loaning them your money you receive interest.  Therefore, your profit from a cash 
investment is derived from interest.  However, because this could be a very short-term loan (you may 
deposit money today and withdraw all or a portion any time you wish), and because you are provided 
some sort of guarantee to get all of your money and interest returned, the profit (interest) is generally 
very low.  This asset class will be most appealing to an investor seeking maximum protection of their 
investments, with little concern about the potential reward or profitability. 

What is a bond investment? 

Similar to “cash” investments, a bond is also a loan with a promise to return all of your principal (initial 
investment) and interest.  Bonds are really IOUs issued by corporations and governments as a way to 
raise money to fund a specific project or other endeavor.  In exchange for these loans/IOUs the investor 
receives a certificate that states the period (term) of the loan and amount of interest to be paid. 

Unlike cash investments, the term of these loans are longer-term and generally promise to pay a higher 
rate of interest as a result.  The performance of bonds is also affected by current interest rates.  When 
interest rates are decreasing, existing bonds tend to outperform the average return.  Likewise, when 
interest rates are rising, existing bonds tend to underperform their long-term averages. 

Additionally, bonds range in quality and risk based upon the ability of the issuer (corporation or 
government) to repay the loan/IOU and all of the promised interest.  Therefore, the risk and potential 
investment return from bond investments are determined both by the term of the loan and the quality 
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of the issuer.  Historically, the investment performance for a diversified pool of high-quality bonds has 
been greater than cash investments, while offering relatively low risk characteristics. 

What is a stock investment? 

Unlike cash and bond investments, an investment in stocks does not represent a loan or IOU, so there’s 
no guarantee or promise to get any of your money back and there’s no guarantee that you’ll make a 
profit.  When you invest in stocks you are buying a small piece (share) of ownership in a corporation.  
Therefore, an investment in stock is an investment of confidence that the company (and its’ stock) could 
increase in value over time. 

Much like real estate, shares of stock are purchased at their current value, which is determined by what 
other investors/buyers are willing to pay at a particular point in time.  The value of both real estate and 
stock may increase or decrease in value.  Investors hope to profit from their investment by selling it 
(stock or real estate) to someone else at some point in the future for an amount greater than their 
purchase price. 

The historic performance of stocks has been much greater than that of cash bonds over longer periods 
of time; however, the performance of stocks during short periods of time can be extremely volatile 
(potentially extreme increases or decreases in value) during short time periods.  Therefore, an 
investment in stocks is generally more attractive to the long-term investor, because the short-term ups 
and downs are outweighed by the potential greater long-term investment returns. 

 

What is an annuity?  

An annuity is an additional retirement product you can purchase from an insurance company to help 
generate a guaranteed income stream in your retirement.  An annuity has two stages: the accumulation 
stage and the payout stage.  During the accumulation stage your funds are invested in fixed or variable 
accounts that you select.  Any growth on your investment will accumulate tax deferred and you may 
have the ability to access part or all of your funds if necessary during this phase.  Investments in variable 
accounts have risks associated with them including loss of principal and possible early withdrawal 
penalties. 

If you decide to enter the payout phase of an annuity, your funds are pooled with other investors and 
the insurance company guarantees an income stream.  The income may be for a fixed period of time or 
it may be income for life that you can't outlive. 
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When you invest in an annuity you can choose to allocate your money in: 

Guaranteed investments - Your investment dollars will accumulate at a guaranteed interest rate.  
If you’re not comfortable with market volatility and its potential to impact your savings or 
income, this could be the choice for you.  

Variable investments - Your investment will accumulate based on the performance of the 
variable funds you select.  If you would like the potential for higher returns on your investment 
and are comfortable with risk, you may consider this choice.  Of course there are risks 
associated with investing in variable products, including loss of principal. 

How does inflation impact investments? 

Inflation represents a measurement of the increased costs for goods and services over time.  As a long-
term investor, inflation is an important consideration, because the cost of goods and services will likely 
increase while your money is invested.  Over the long-term, it’s advisable to invest in asset classes that 
have outperformed inflation by a meaningful amount. 

What is asset allocation? 

Asset allocation is the most important decision 
you will make initially, and the most important 
revision made to your portfolio over time.  
Asset allocation is simply how you decide to 
allocate (divide) your investments among the 
three major asset classes (stocks, bonds and 
cash).  Independent studies have concluded 
this decision is representative of over 90% of 
the potential investment return of a 
diversified portfolio, and that individual 
investment selection and timing have very 

little influence on the performance of a long-term portfolio. 

The amount allocated to each asset class should be based upon an investor’s current time horizon (the 
length of time between today and when they intend to start spending money in the account - in this 
case, retirement age) and risk tolerance, which is the level of risk an investor is comfortable accepting 
Therefore, a younger person with a longer time horizon might generally be more comfortable with a 
large portion of their portfolio in stocks, while someone closer to retirement might begin to favor the 
greater stability of bonds.  Therefore, in general terms you might allocate a greater percentage of your 
portfolio to stocks during the early years of your career, and then gradually reduce the allocation of 
stocks while increasing your allocation to bonds as you near your planned retirement age.  Finally, the 
cash asset class might be added when an investor gets very close to retirement, and this lower-risk asset 
class might continue to be attractive during one’s retirement years. 
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What is diversification? 

Remember, asset allocation is the percentage of your portfolio allocated to each major asset class, and 
diversification is how you divide assets within one or more of the three major asset classes.  Ultimately, 
the primary purpose of diversification is to reduce risk in your overall portfolio. 

For example, if you decided to allocate 70% of your portfolio to stocks, you would not want to invest the 
entire 70% in a single stock, because 70% of your portfolio would be subject to the success or failure of 
one company.  Instead, you could substantially reduce risk by diversifying your allocation to stocks 
among many different companies, with different characteristics, operating in several different 
industries/markets. 

Mutual funds 

One the most common methods of diversifying is to invest in mutual funds.  
These are investment companies that combine the assets of many investors 
into a single pool, which is invested into several, often hundreds, of different 
securities (stocks, bonds, etc.).  Individual investors benefit by accessing the 
expertise and resources of a team of investment professionals who make the investment decisions, and 
their investments are immediately diversified.  Investors benefit by sharing the investment management 
and operating expenses of mutual funds, which are spread across all of the fund’s investors. 

Every mutual fund has a stated investment objective that provides potential investors with information 
about the types of investments, management style and risk/reward characteristics of the fund.  There 
are over 15,000 mutual funds available that offer a wide variety of risk and return characteristics based 
upon the types of investments and particular investment strategies of each fund. 

Mutual funds with more aggressive investment strategies may offer potential higher investment returns, 
along with an increased risk of losing value.  Likewise, funds with more conservative investment 
strategies offer greater protection from severe losses while limiting the expected investment return. 

Step one: asset allocation 

 Remember the first and most important step is to determine an appropriate allocation of your portfolio based 
upon your time horizon and risk tolerance.  Younger investors should have greater allocations to stocks, while 
those closer to retirement will want to favor the bond and cash asset classes. 

Step two: diversification (choose your funds) 

 Your retirement plan offers a broad range of investments to choose from, which provides you with the ability to 
have a diverse mix of investments by adding funds from several asset classes to your portfolio.  You can find 
detailed information about each of the funds offered in your retirement plan in the employee portal of the 
Lakemary Center website. 

Step three: monitor and manage your portfolio 

 You will want to periodically review your investment mix and make adjustments so that your allocation 
gradually becomes more conservative as you near your anticipated retirement age.  Additionally, you should 
periodically rebalance your portfolio so that it doesn’t become more aggressive than you intended. 
 


