
   The trend across corporate America is to
replace pensions with 401(k) plans. Is there any
way to know how this switch will affect the
workers’ bottom line? That’s a tough question
because the two approaches are fundamentally
different.
■ A traditional pension plan offers workers a
guaranteed benefit; a 401(k) plan does not.
■ Pensions offer a lifelong income stream; a
401(k) usually offers a single account balance.
■ The money in a pension fund is usually put
there by the company; the money in a 401(k)
account is withheld from the employee’s pay,
sometimes with the company matching
contributions.
   Assessing the impact on workers means
making assumptions about behavior. Still, some
patterns exist, as demonstrated by the Employee
Benefit Research Institute, a nonpartisan group
in Washington.
   The institute plugged various assumptions
into a computer that provided a model for the
way benefits grow over time.
   Outcomes varied widely. But overall, nearly
anytime a traditional pension plan was frozen
and replaced with a typical 401(k) plan, some
group of workers would lose part of the benefits
they were expecting --- and sometimes a big
part. They tended to be workers in late middle
age who have been with a company for a long
time. Women fared somewhat worse than men,
because pension plans subsidize their longer
life- spans and 401(k) plans generally don’t.
   Exactly who will take the biggest hit differs at
different companies. That’s because pension
plans vary widely. But in general, the research
institute found that if a company freezes a rich
pension plan, not only will older workers suffer
bigger losses, but more people --- and younger
people --- will be losers than when a company
freezes a skimpier pension plan.

WHEN YOUR PENSION IS FROZEN
   Jack VanDerhei of the Employee Benefit Research Institute and Temple University calculated how average
male employees might fare in a pension freeze. Men have been in pension plans longer than women because
the plans boomed in the years after World War II, when men dominated the work force.
   The value of the plan makes a big difference, so VanDerhei showed what would happen in a rich one, a
middling one and a modest one, to a man who worked his entire career at the same company.
   Working a career at a single company provides the maximum pension benefit, and also the maximum possible
loss. An employee who moves from job to job would have smaller losses, since he would not be earning such
a big pension. The worst impact is generally felt by workers in late middle age whose pensions are frozen.

Pension vs. 401(k): Three Estimates

A man who spends his
career in a high-end
pension plan and
retires at age 65 will
get an annual
retirement
stipend of:

A man who spends
his career in a
middling pension
plan and
retires at age
65 will get
an annual
retirement
stipend of:

A man who
spends his
career in a
modest
pension plan
and retires at
age 65 will
get an annual
retirement
stipend of:

But if the plan
is frozen when
he is 45 and he
gets a 401(k)
account, his
retirement
benefit would
drop to:

But if the plan
is frozen when
he is 53 and he
gets a 401(k)
account, his
retirement
benefit would
drop to:

But if the plan
is frozen when
he is 49 and he
gets a 401(k)
account, his
retirement
benefit would
drop to:

High-end plan Middling plan Modest plan

$70,960

$42,988
(loss of
$27,972
a year)

$53,220

$36,740
(loss of
$16,480
a year)

$35,480
$28,387

(loss of
$7,093
a year)

Here is who wins and loses when the same
three pensions are frozen and replaced with
401(k) plans, by age of worker at time of freeze.
Bars and dollar amounts below indicate how
much yearly retirement income workers would
gain or lose in the event of a pension freeze.

ASSUMPTIONS FOR ALL CHARTS The men started out at age 25 with a salary of $28,839 and received regular pay raises of 3 percent per year,
so that by age 55 they would be earning $70,000. When they retired at 65, they would be earning $94,074. Then pension benefits were calculated
with the plan frozen at some point and replaced by a 401(k). Doing so meant making all-important assumptions about how skillfully each man
would use the 401(k) plan, because such plans require workers to contribute and manage their own money. Those assumptions are based on
“average” employee behavior from a database of real-world information tracking 16 million 401(k) plan participants. It is assumed that each 401(k)
account returned between 8.2 and 8.9 percent per year.GRAPHIC BY THE NEW YORK TIMES
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HOW DOES
YOUR

PRIVATE
PENSION

PLAN HOLD
UP?

Take the test. The higher your
score, the greater your risk.

How to prepare
for retirement

By NOELLE PHILLIPS
nophillips@thestate.com

LET’S SAY YOU get lucky and retire at 65. If you’re
even luckier, you’ll live an additional 25 to 30 years
in good health. However, you can’t rely on luck

when it comes to having money in those golden years,
financial planners warn.

It is intimidating to think about the thousands —
maybe even millions — you’ll need in your bank account
by the time you retire, but financial experts say their ad-
vice is pretty basic.

Here is what financial planners in the Midlands say
you need to know:

1. START EARLY
Albert Einstein is credited with saying, “Compound-

ing interest is the greatest mathematical discovery of all
time.” The quote may be folklore, but the
point is true.

Craig McDaniel of The McDaniel Corp.
in Columbia offered this example:

A 30-year-old woman invests $4,000 per
year for 35 years. The investment earns 8
percent each year. At age 65, the woman
has $689,267 in her account.

Her twin sister waits 10 years to save.
She invests $4,000 a year, beginning at age
40. She also has an 8 percent annual growth
rate. When she turns 65, the second sister
has $292,424 in her account.

The first sister has $396,843 more be-
cause she started 10 years earlier.

That, my friend, is compound interest.

2. SAVE AT LEAST 
10 PERCENT OF
GROSS INCOME

Yeah, it’s hard but it’s all about disci-
pline.

Kevin Skipper of Carolina Planning
Group in Columbia said there are two kinds
of people: Those who save, then spend. And
those who spend, then save.

“The latter group always says they can’t
afford to save 12 to 20 percent,” Skipper
said. “Those who retire with financial inde-
pendence can’t afford it, either. They just
do it.

“It is all about the choices we make with
our finances.”

3. ENROLL IN YOUR
COMPANY’S 401(K)
In a 401(k), you deduct money from your

paycheck and invest it in a retirement ac-
count. The money is not taxed until you
withdraw it after your turn 59½. Typically,
an employer will match a certain percent-
age of your savings. At a minimum, you
should deduct enough to take full advantage of your em-
ployer’s match, McDaniel said.

“I don’t care if they’re matching 100 percent, 50 per-
cent or 25 percent,” he said. “This is free money.”

4. SET UP A ROTH IRA
In a Roth IRA, you pay taxes on the money before

you invest it into the retirement account. Then, it earns
tax-free interest and you do not have to pay taxes on
the money when you start withdrawing upon retirement.
This is another way to get a tax break on your retire-
ment savings, said Sam Head of ING Financial Partners
of Columbia.

5. LOOK FOR OTHER
INVESTMENTS

Whether it’s a personal savings account, government
bonds, real estate or individual stock purchases, look
for ways to diversify your savings portfolio, Head said.
Almost all retirement plans have three pillars — a com-
pany pension or 401(K), social security and personal
savings.

“If any one of those pillars are knocked out, then the
other pillars have to hold them up,” Head said.

6. GET GOOD ADVICE
If you work eight hours a day, feed the kids, walk

the dog, pay the bills and do the laundry, when do you
have time to become an investment guru?

Many employers offer regular investment seminars
so workers understand how to manage their 401(k)

plans, financial planners say. Most banks and invest-
ment management companies have online advice.

Financial advisers also can help with retirement plan-
ning, but you need to know how to find a good one.

Cheryl R. Holland at Abacus Planning Group of Co-
lumbia said most people could do it themselves. How-
ever, if you choose a professional adviser, remember it
is a partnership, she said.
■þAsk how the adviser gets paid.
■þAsk about his conflicts of interest.
■þGet references.
■þGet all promises and agreements in writing.

“Buyer beware is all I can say,” Holland said.

7. DON’T GO INTO DEBT
Do you really a five-bedroom house?
People need to have manageable mortgages. Think

about the size of your house and what is
really necessary. Holland warns against
adjustable rate mortgages, which can sur-
prise homeowners with skyrocketing
monthly payments when the rates accel-
erate.

“It’s difficult because we have all of
these things talking to us,” Holland said.
“I ask my clients, ‘What do you do to make
the Joneses keep up with you?’

“You have to say to yourself over and
over and over, ‘I don’t need that.’”

8. DEPEND ONLY 
ON YOURSELF

Social Security is a retirement supple-
ment, not a retirement plan, said Kyle
Atkins of Kyle Atkins and Associates in
Spartanburg. And today’s disappearing
pensions show that workers cannot bank
on promises from private companies.

“From the workers’ perspective, we
have got to take responsibility for curtail-
ing our spending habits as much as we
possibly can, understanding we can’t be
promised anything from the company and
what it does over the next five years,”
Atkins said. “If we pay ourselves first, we
become less and less dependent on what
the company does.”

9. GET CHECKUPS
All that tedious mail from investment

funds might be boring. But at least skim it
to see what a company is saying.

Certainly, check out your regular state-
ments to track transactions and perfor-
mance, said Phillip Folkers, a financial ad-
viser with Waddell & Reed in Columbia.

10. ABOUT 
BENJAMIN

Yes, you want to save those Benjamins, i.e. $100 bills
bearing the face of Ben Franklin. 

You also want to buy into his advice on money:
“A penny saved is a penny earned.”
“If you want to be wealthy, think of saving as well as

getting.”
“If you know how to spend less than you get, you

have the philosopher’s stone.”
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Cheryl Holland, president of Abacus Planning Group in
Columbia, talks with her client Frank Baker.

ONE
Are you working, or are you re-

tired and receiving benefits?
If you’re working, you get 1

point on the theory that retirees re-
ceiving benefits are less likely to see
an interruption or sudden change
in benefits. They’re still vulnerable
to a loss or reduction of retiree
health benefits, but so are you.

Also, give yourself another point
if your earned monthly benefit ex-
ceeds the amount the federal Pen-
sion Benefit Guaranty Corp. will
guarantee if your employer folds
or has financial difficulties.

TWO
If you’re retired, have you seen

significant changes in your pen-
sion or health care benefits?

If changes occurred once every
10 years, give yourself 1 point. If
they’ve occurred more than once
in a decade, you get 2 points.

THREE
Have your pension benefits

been negotiated as part of a union
contract? If not, you get 1 point.
You’re more vulnerable because
your benefits are more easily elim-
inated and aren’t protected by a
collective bargaining agreement.

FOUR 
Are you in a low-margin, cycli-

cal industry, such as airlines, or a
more stable industry, such as con-
sumer staples? If you work in the
first category, add 1 point on the
theory that in the next downturn,
your company and therefore your
pension might suffer.

FIVE
Is your company’s pension cur-

rently underfunded?
If yes, you get 1 point. When a

pension plan is underfunded, its
pension liabilities exceed its assets.

Companies may decide to
freeze an underfunded pension
plan, meaning workers stop earn-
ing future benefits.

Divide the current value of as-
sets by the accrued liability, and
that will give you the funding per-
centage of the pension plan.

If your plan is 90 percent
funded or higher, it’s in great
shape. If it’s 70 percent funded or
less, that’s a red flag.

SIX
Has your company already

started cutting back on benefits,
such as health care and retirement,
or has it recently established a
401(k) savings plan?

If yes, you get 1 point, because
your employer might be on the
path to freezing your defined-ben-
efit pension plan and replacing it
with a 401(k) savings plan.

Company after company has
announced they’re either doing
away with or cutting back on their
traditional defined-benefit pen-
sions in favor of defined-contribu-
tion plans, such as 401(k)s.

Add another point if your em-
ployer has converted a traditional
pension plan to a “cash balance”
defined-benefit plan.

SEVEN
Is your company currently in

bankruptcy? If yes, you get 2
points, as these companies almost
always change the traditional pen-
sion plan.

RESULTS
0 OR 1 POINT

You’re in fairly good shape as
far as your pension goes, but your
pension and Social Security bene-
fits alone are unlikely to sustain
you during retirement. You should
have other savings, particularly if
you need to purchase health in-
surance to supplement Medicare.

2 POINTS
Talk to a financial adviser

about retirement-savings options
and save more. You should be do-
ing this anyway.

3 POINTS
Be concerned about your pen-

sion’s future and save a lot more.

4 OR MORE POINTS
You should have been check-

ing to see whether you’re on track
in your retirement savings before
you got to this dire point.

Knight Ridder/Tribune

SOURCE: U.S. Internal Revenue Service

S A V I N G  F O R
R E T I R E M E N T
Maximum contributions in tax year
2005 to tax-advantaged retirement
savings accounts, by age group:

Up to age 50

IRAs (Traditional and Roth)
401(k), 403(b) and 457 plans

SIMPLE IRAs
SEP-IRAs

$4,000
$14,000

$10,000
$42,000

Age 50 and over

$4,500
$18,000

$12,000
$42,000

Retirement savings accounts
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