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Compensation

Salary + Benefits = Total Compensation

1. Income, Taxes, Vacation & Sick Leave
2. Insurance Benefits
3. Retirement Benefits



Talk Outline

• Types of Retirement Accounts Available & How 
They Work 

▫ Defined Contribution Plans

▫ Defined Benefit Plans

• Other options outside of your employer

• What to do if you work for yourself

• How much should you save for retirement

• How should you invest your funds

• Where to go to for additional help



Baseline Retirement Income: 

Social Security

In the US, almost everyone will be 
required to pay into social security 
(old age pension fund)

• Every year you’ll receive a 
brochure letting you know how 
much money you’ll receive

These contributions will come 
out of your paycheck – you will 
never see this money.



Social Security Account Statement



Social Security Account Statement



Additional Retirement Funds

• Pros

▫ “Guaranteed” benefits

▫ Amount based on last years or 
highest salary

▫ No need to worry about how to 
invest money

• Cons

▫ Takes years to vest

▫ Can be revoked in bankruptcy 

• Pros

▫ Money is in your name

▫ Immediate vesting

▫ You control investment vehicle

▫ You control how much you 
contribute**

• Cons

▫ No guaranteed return

▫ Hard to save enough to match 
pension

Pension

(Defined Benefit)

IRA

(Defined Contribution)



Pension Example

• 10 Year vesting period

• 60% of average salary from 
last 5 years on job

• Vesting period

▫ What happens if I leave 
before vesting?

• Pension basis

▫ What will my pension be 
based on?

 Last X years average salary

 Top X years average salary

• Starting Time

 $-

 $20,000

 $40,000

 $60,000

 $80,000

 $100,000

 $120,000

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 Y16 Y17 Y18 Y19 Y20 Y21 Y22 Y23 Y24 Y25 Y26 Y27 Y28 Y29 Y30

Salary Employee Contribution Employer Contribution Pension

Annual Income is $42K



Pension Example 2

• 7 Year vesting period

• 2% years of service * average 
salary from 24 months of 
maximum salary

• Vesting period

▫ What happens if I leave 
before vesting?

• Pension basis

▫ What will my pension be 
based on?

 Last X years average salary

 Top X years average salary

 Years of service

• Starting Time

 $-

 $20,000

 $40,000

 $60,000

 $80,000

 $100,000

 $120,000

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 Y16 Y17 Y18 Y19 Y20 Y21 Y22 Y23 Y24 Y25 Y26 Y27 Y28 Y29 Y30

Salary Employee Contribution Employer Contribution Pension

Annual Income is $51K



Things to Consider

• Benefit is guaranteed** so no need to worry 
about how the money is invested 

• Money is not “yours” nor is it guaranteed**

▫ If company or municipality defaults you may get 
much less than you were expecting

• You cannot usually “tap into” this money/fund 

• If you do not vest, you may just get the principal 
back

▫ Important for things like tenure



Individual Retirement Accounts (IRA)

• All kinds: 401k, 403b, 401a

• You contribute before tax money
▫ How much is up to you (10-15% is good)

• Usually your company matches some %
▫ This is free money – make sure to get it 

• If you leave the company you can “roll” the 
money into another IRA at your next company 
or to a personal IRA

• You  get to choose how to invest the money

• You cannot take the money out until 59.5 
without penalty



IRA Example

• 5% Employee contribution

• Employer match up to 5%

• Assume 6% growth (after fees)

• Assume 4% spend rate 
(principal preserving)

 $-

 $100,000

 $200,000

 $300,000

 $400,000

 $500,000

 $600,000

 $700,000

 $-

 $20,000

 $40,000

 $60,000

 $80,000

 $100,000

 $120,000

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 Y16 Y17 Y18 Y19 Y20 Y21 Y22 Y23 Y24 Y25 Y26 Y27 Y28 Y29 Y30

Salary Employee Contribution Employer Contribution 4% Income IRA Total 6% Growth

Annual Income is $23K



IRA Example 2: Invest More

• 10% Employee contribution

• Employer match up to 5%

• Assume 6% growth (after fees)

• Assume 4% spend rate 
(principal preserving)

 $-

 $100,000

 $200,000

 $300,000

 $400,000

 $500,000

 $600,000

 $700,000

 $800,000

 $900,000

 $1,000,000

 $-

 $20,000

 $40,000

 $60,000

 $80,000

 $100,000

 $120,000

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 Y16 Y17 Y18 Y19 Y20 Y21 Y22 Y23 Y24 Y25 Y26 Y27 Y28 Y29 Y30

Salary Employee Contribution Employer Contribution 4% Income IRA Total 6% Growth

Annual Income is $34K



IRA Example 2: Invest Better

• 10% Employee contribution

• Employer match up to 5%

• Assume 8% growth (after fees)

• Assume 4% spend rate 
(principal preserving)

Annual Income is $48K

 $-

 $200,000

 $400,000

 $600,000

 $800,000

 $1,000,000

 $1,200,000

 $1,400,000

 $-

 $20,000

 $40,000

 $60,000

 $80,000

 $100,000

 $120,000

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 Y16 Y17 Y18 Y19 Y20 Y21 Y22 Y23 Y24 Y25 Y26 Y27 Y28 Y29 Y30

Salary Employee Contribution Employer Contribution 4% Income IRA Total 8% Growth



Questions you’ll be asked when you 

opt into an IRA through your employer
• What % of your income you want to invest

• How do you want to invest your money

▫ Company

▫ Investments

• Beneficiary



How much money should you contribute?

• Match

▫ Make sure to invest enough to get the match!

• Liquidity v. Compound Interest

▫ Whatever you put away, is away until 59.5

▫ If you have a lot of uncertainty, may not make 
sense to lock away too much – consider Roth IRAs

▫ Pay yourself first – ideally you’d put between 10-
15% away.  If not possible try to “work up to it”

• Tax deferral

▫ 401XXXX are pre-tax, so the more you contribute 
the less income you have to pay taxes on



What to invest in?
• No one really knows…



What to invest in?
• No one really knows…

• Here’s how to think about it:



Returns are typically proportional to volatility/risk,
So you want to choose a portfolio which hits the return/risk ratio you 

are comfortable with



Some Options Worth Consideration

• Diversified mutual funds 
▫ Group of stocks bundled together and managed by a 

human = mutual fund
▫ Individual mutual funds that cover all 9 risk/growth 

buckets, you choose the fund and %

• Exchange traded funds (ETF)
▫ Investment that is managed by a computer to match 

the performance of a certain index, i.e. Dow Jones, 
NASDAQ, or Asset Class etc.

• Target date funds
▫ These do the diversification for you
▫ Start with more risk and gradually transfer to safer 

investments over time



The Impact of Fees

 $-

 $200,000

 $400,000

 $600,000

 $800,000

 $1,000,000

 $1,200,000

 $-

 $10,000

 $20,000

 $30,000

 $40,000

 $50,000

 $60,000

 $70,000

 $80,000

 $90,000

 $100,000

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 Y16 Y17 Y18 Y19 Y20 Y21 Y22 Y23 Y24 Y25 Y26 Y27 Y28 Y29 Y30

Salary Employee Contribution Employer Contribution IRA Total 6% Growth IRA Total 7% Growth



Retirement Savings Outside of Your 

Employer – Individual Retirement Accounts
• Two different kinds depending on income used

▫ Pre-tax (you pay tax when you take the money out)
▫ Post-tax (you don’t pay any more tax on growth)

• Pre-tax = IRA
▫ Cap on how much you can invest pre-tax (~$5,500/year)
▫ No cap on how much you can invest post-tax 

 note this will get your money taxed twice…
▫ Money is locked in until 59.5*

• Post-tax = Roth IRA
▫ Cap on how much money you can earn ($116K)
▫ Cap on how much you can invest pre-tax (~$5,500/year)

• Which to choose depends
▫ How much money you make now & what you think you will make in 

retirement
▫ How much you think the future tax rate will be

• If you leave your employer, generally you should try to roll your 
401K over to an IRA as you will then have total control over the 
money and investments



What if you work for yourself?

• You can fund an IRA or Roth IRA

• You can also set up and fund

▫ A Simplified Employee Pension (SEP) IRA

▫ Solo 401(K) Plan

▫ Savings Incentive Match Plan for Employees of 
Small Employers (SIMPLE) IRA

• The rules for these are different, but often very 
nice and flexible.  

• You need to find a financial planner to explain 
all the nuances.



How much should you save?

• This requires a crystal ball
• Rules of thumb

▫ 10-15% of your gross income
▫ Assume a 6-8% rate of return on investments
▫ Assume a 4% income generation for your money

• Lots of good retirement calculators out there
• Sometimes getting to 10-15% is HARD

▫ Take automatically out of your paycheck
▫ Work your way up to it

 Start with 5%, then increase with every raise or cost 
of living adjustment



How much should you save example?

Thinking about showing off the results of some savings calculator

AARP has a reasonably good one

https://retirementplans.vanguard.com/VGApp/pe/pubeducation/calculators/RetirementIncomeCalc.jsf



How much should you save example?

Thinking about showing off the results of some savings calculator

AARP has a reasonably good one

https://retirementplans.vanguard.com/VGApp/pe/pubeducation/calculators/RetirementIncomeCalc.jsf



How much should you save example?

https://retirementplans.vanguard.com/VGApp/pe/pubeducation/calculators/RetirementIncomeCalc.jsf



Where to go for more information
• How to find financial planner

▫ Ideally you’d hire a fee for service planner 
 Hard to find if you have assets of less than $500K or making 

over 250K annually
 https://www.napfa.org/

▫ So you are most likely to have to use a planner from a 
financial services provider
 These folks can be good, but remember how they make their 

money, i.e. selling you products
 Fidelity, Vanguard, TD Ameritrade, Ameriprise, Charles 

Schwab, Raymond James, TIAA CREF

• Whoever you talk to ask the following
▫ Are they a CFP (certified financial planner) or a CFA 

(certified financial advisor) – CFA is much harder
▫ How do they make their money
▫ What is their fiduciary responsibility to you



Retirement & Childcare

• If you are in a situation where it seems like you are 
only working to pay for childcare, please remember 
that you are likely contributing to your retirement 
account
▫ Through social security taxes
▫ Through your company sponsored retirement plan

• Don’t underestimate the importance of these!
▫ You need 40 credits to qualify for SS benefits (you earn 

one credit per $890 up to 4 per year) 
▫ To qualify for spousal benefits requires 10 years of 

marriage
▫ SS benefits are based on highest 35 years of earnings 

(taking time out for child care, usually 5-8 years)



Please do your homework on this topic and empower yourself!




