Systematic investing: Retirement plan
opportunities

Tax-deferred retirement plans, especially the popular 401(k) plans, have become the key to
building financial independence through regular, systematic investing. Take full advantage of
your opportunities.

Self-employed? Start your own retirement plan.

Employed by others but not covered by a retirement plan? If neither you nor your
spouse has access to a tax-deferred retirement plan at work, you’re sure to be eligible for a
fully tax-deductible IRA. The limit is $4,000 in 2006 and rises to $5,000 in 2008, with
inflation-indexed increases in later years. Limits for taxpayers over age 50 will be even more
generous, with an extra $1,000 starting this year.

When you build financial independence through tax-advantaged retirement plans, your
chances of success are increased in three ways:

1. Structured retirement programs such as 401(k) plans encourage you to invest
regularly and systematically. For young people just starting their careers, the amount that
they put aside and invest each year is less important than the fact that they’re putting aside
something. Tax-deferred compounding, “the eighth wonder of the world,” can turn a little
into a lot if you give it enough time to work.

2. By investing through a 401(k) plan, or a deductible IRA, you become a tax-
advantaged investor. That’s a major advantage. Even though you’ll be taxed on the
withdrawals that you eventually make from your retirement wealth, in the meantime you’re
accumulating a much, much more substantial nest egg.

3. Regular, systematic investing makes it safer to seek the superior long-term returns
offered by common stocks. For example, suppose you were an investor back in 1929, the
start of the worst ten-year period for stocks since 1925.

If at the end of 1928, you had invested $10,000 in a portfolio of stocks equaling the
return of the S&P 500-stock index, after ten years you would still be in the red, with an
annualized investment return of -0.9%.

Suppose, instead, that you had started your portfolio with a $1,000 investment and
added $1,000 at the end of each year for a total of ten years.

Despite the Crash of "29 and the Great Depression, ten years later you would have
wound up with substantially more than your total investment of $10,000. In fact, your
annualized investment return would have been a respectable +7%.

Both the stock market and the bond market can be dangerous places for speculators and
short-term investors. For systematic wealth-builders, however, market downturns represent

buying opportunities rather than cause for despair.



Tax-advantaged retirement plans

Put money aside for retirement, free from current income tax. Invest the money and reinvest
the investment earnings, again without current tax. These are the basic tax advantages offered
by various types of retirement plans. Among the retirement plans of interest to business
owners are these:

* 401(k) plans.Sometimes referred to as salary reduction plans, 401(k) plans allow
participating employees to set aside part of their pay ($15,000 in 2006, $20,000 for those age
50 and older) and invest it for retirement. The amounts set aside are invested free of federal
income tax, and taxes on investment earnings are deferred. Many employers encourage their
employees to participate by offering supplementary contributions, such as an additional $1
for each $4 that an employee puts aside, up to certain limits.

« OSIMPLE®lans. The “Savings Incentive Match Plan for Employees” permits
employees to defer up to $10,000 in 2006. An employer contribution or matching
contribution may be required. The SIMPLE plan may be handled as a 401(k) or in IRA
form. With the SIMPLE plan the nondiscrimination testing, “top-heavy” rules and
administrative burdens of a 401(k) plan are avoided.

« Profit sharingplans.These plans allow employers to put aside before-tax dollars to
build retirement funds for their employees. Unlike conventional pension plans, profit sharing
plans need not force the employer to make contributions if the business has an unprofitable
year. Many profit sharing plans also function as 401(k) plans.

» SEP-IRASSEP stands for “Simplified Employee Pension.” The employer simply sets
up an IRA for each employee and decides how much to contribute each year. Generally,
contributions may vary from 0% to 25% of compensation (with a maximum compensation
base of $220,000 in 2006) up to $44,000 or 15% of eligible compensation.

» Keoghplans.Self-employed people may set up retirement plans similar to those
available to incorporated businesses. The plan or combination of plans may permit a self-
employed individual to set aside as much as 15%, or even 25%, of net self-employment

income each year.*

*Maximum contribution to retirement plans may be higher for those age 50 and older.
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