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[bookmark: _Toc432511143][bookmark: _Toc432778127]Retirement Plan
Retirement planning, in a financial context, refers to the allocation of savings or revenue for retirement. The goal of retirement planning is to achieve financial independence.
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[bookmark: _Toc432778128]Modeling and limitations
Retirement finances touch upon distinct subject areas or financial domains of client importance, including: investments (i.e., stocks, bonds, mutual funds); real estate; debt; taxes; cash flow (income and expense) analysis; insurance; defined benefits (e.g., social security, traditional pensions).
[bookmark: _Toc432778129]Types of Retirement Plan
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[bookmark: _Toc432778130]Types of Retirement Plans
· 401(k) Plans
· 403(b) Plans
· SEP Plans (Simplified Employee Pension)
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[bookmark: _Toc432778131]Pyramid of Retirement Plan
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[bookmark: _Toc432778132]Savings Plan for Retirement
Savings Plan for Retirement plan accumulates funds for retirement so that annuities provide an alternate income when you retire thus helping you maintain your standard of living. Savings Plan for Retirement allows you to plan for a secure future – even if the unthinkable happens.   
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[bookmark: _Toc432511144][bookmark: _Toc432778133]Effective date of Plan
The plan may not be made effective earlier than the first day of the employer’s tax year in which the plan was adopted. In other words, an employer may adopt the plan document on the last day of its tax year, with an effective date retroactive to the first day of that tax year, but not any earlier.
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[bookmark: _Toc432511145][bookmark: _Toc432778134]Requesting a determination letter
To ensure that the form of the plan document complies with the Internal Revenue Code, the plan sponsor may request that the IRS review the document and issue a favorable determination letter on its qualified status. Requesting a determination letter is not legally required; nevertheless, many plan sponsors choose to do so.
[bookmark: _Toc432511146][bookmark: _Toc432778135]Contribution Limits

For 2013, the maximum amount of compensation that an employee can defer to a Retirement plan is $17,500. Employees age 50 by the end of the year and older can also make additional catch-up contributions of up to $5,500. The maximum allowable employer/employee joint contribution limit remains at $51,000 for 2013 (or $56,500 for those aged 50 and older). The employer component includes matching contributions, nonselective contributions and/or profit-sharing contributions.
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[bookmark: _Toc432511147][bookmark: _Toc432778136]Trusts and trustees
Retirement plans are funded through a trust established to hold and invest the plan’s assets. At least one trustee is appointed to have responsibility for the activities of the trust and its assets. This is a serious responsibility with considerable potential for liability.  Trustees might include the business owner, an employee, or a financial or trust institution.
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[bookmark: _Toc432511148][bookmark: _Toc432778137]Employee elective deferrals
In general, employees participating in the plan must inform the employer of how much of their wages they are electing to defer and when they want the deferrals to start. A participant may only make that election before the wages would otherwise be paid.
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[bookmark: _Toc432511149][bookmark: _Toc432778138]Investments 

Typically, plan contributions are invested in a portfolio of mutual funds, but can include stocks, bonds and other investment vehicles as permitted under the provisions of the governing plan document.
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[bookmark: _Toc432511150][bookmark: _Toc432778139]
Distribution Rules
· The distribution rules for Retirement plans differ from those that apply to IRAs. The money inside the plan does grow tax-deferred as with IRAs, but whereas IRA distributions can be made at any time, a triggering event must be satisfied in order for distributions to occur from a Retirement plan. As a result, Retirement assets can usually be withdrawn only under the following conditions:
· Upon the employee's retirement, death, disability or separation from service with the employer
· Upon the employee's attainment of age 59.5
· The employee experiences a hardship as defined under the plan, if the plan permits hardship withdrawals
· Required minimum distributions (RMDs) must also begin at age 70.5, unless the participant is still employed and the plan allows RMDs to be deferred until retirement. Distributions will be counted as ordinary income and assessed a 10% early distribution penalty if the distribution occurs before age 59.5 unless an exceptions applies. Exceptions include the following:
· The distributions occur after the employee separates from service, providing the separation occurs during or after the calendar year that the employee attains age 55.
· The employee has deductible medical expenses exceeding 7.5% of adjusted gross income.
· The distributions are taken as a series of substantially equal periodic payments over the participant's life or the joint lives of the participant and beneficiary. The distribution represents a timely correction of excess contributions or deferrals.
· The distribution is as a result of an IRS levy on the employee's account.
[bookmark: _Toc432511151][bookmark: _Toc432778140]Loans
Plan loans are another way that employees can access their plan balances, but several restrictions apply. First, the loan option is available at the employer's discretion; therefore, if the employer chooses not to allow plan loans, then no loans will be available. If this option is allowed, then up to 50% of the employee's vested balance can be accessed, providing the amount does not exceed $50,000, and it must usually be repaid within five years. However, loans used for primary home purchases can be repaid over longer periods. The interest rate must be comparable to the rate charged by lending institutions for similar loans. Any unpaid balance left at the end of the term may be considered a distribution and will be taxed and penalized accordingly.
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[bookmark: _Toc432511152][bookmark: _Toc432778141]Limits for High-Income Earners
For most rank-and-file employees, the dollar contribution limits are sufficiently high enough to allow for adequate levels of income deferral. But the dollar contribution limits imposed on Retirement plans can be a handicap for employees who earn several hundred thousand dollars a year. For instance, an employee who earns $750,000 in 2013 can only include the first $255,000 of income can be considered when computing the maximum possible contributions to a Retirement plan. Employers have the option of providing nonqualified plans, such as deferred compensation or executive bonus plans for these employees in order to allow them to save additional income for retirement.
[bookmark: _Toc432778142]Cost of Retirement Plan
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[bookmark: _Toc432511153][bookmark: _Toc432778143]Role of Retirement plan
Retirement plans will continue to play a major role in the retirement planning industry for years to come. In this article, we have only touched on the major provisions of Retirement plans. For more specific information on the options available to you, check with your employer and plan provider.
[bookmark: _Toc432511154][bookmark: _Toc432778144]Make Money on Retirement 
Could you use this Retirement Income Source to fund your golden years? Investopedia shows you how to save, invest and manage your money at any stage of life.
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The Retirement Pyramid
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