MODULE 4- Retirement and Pension

UNIT 4.1 - Retirement Planning

LESSON INTRO What is Retirement planning? What are
the key principles for retrement
planninge What does the pension
system in Bulgaria look like2 Why is
retirement planning crucial?

PREVIOUS ASSIGNMENT(s)
CHECK

INTRODUCTION TO THE TOPIC | Retirement planning involves saving

and investing money during your
working years to provide income
during retirement. It's important to start
planning for retirement as early as
possible to take advantage of
compounding interest and allow your
investments time to grow.

GENERAL THEORY Retirement planning is the process of

setting goals and creating strategies to
achieve financial independence and
security during your retirement years.
The key principles for retirement
planning include:

1. Start Early:

The power of compounding makes it
advantageous to start saving for
retirement as early as possible. Even
small contributions made early in your
career can grow significantly over time.
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2. Determine Retirement Goals:
ldentify your retirement lifestyle goals,
including where you want to live, your
desired activities, travel plans,
healthcare needs, and any other
expenses you anticipate.

3. Estimate Retirement Expenses:
Estimate your retirement expenses
based on your anticipated lifestyle and
needs. Consider factors such as
housing, healthcare, travel, food,
entertainment, and any other
foreseeable costs.

4. Assess Sources of Retirement Income:
ldentify potential sources of retirement
income, including employer-sponsored
retirement plans (such as 401 (k) or
pension plans), individual retirement
accounts (IRAs), Social Security
benefits, investment accounts, rental
income, and any other sources of
passive income.

5. Calculate Retirement Savings Needs:
Calculate how much you need to save
for retirement to meet your income
needs and achieve your desired
lifestyle. Consider factors such as
inflation, investment returns, and the
length of your retirement.

6. Develop a Savings Plan:

Develop a savings plan that outlines
how much you need to save each
month or year to reach your retirement
savings goals. Consider automating
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contributions to retirement accounts to
ensure consistent savings.

7. Invest Wisely:

Select appropriate investment vehicles
based on your risk tolerance, time
horizon, and financial goals. Diversify
your investment portfolio to mitigate risk
and optimize returns over the long
tferm.

8. Monitor and Adjust:

Regularly review and adjust your
retirement plan as your financial
sifuation, goals, and market conditions
change. Reassess your retirement
savings goals periodically and make
necessary adjustments to stay on track.

9. Consider Healthcare Costs:

Factor in healthcare costs when
planning for retirement, including
insurance premiums, out-of-pocket
expenses, and long-term care needs.
Explore options for health insurance
coverage and consider setting aside
funds for medical emergencies.

10. Understand Social Security in your
country:

Understand how Social Security
benefits work and how they fit into your
overall retirement income strategy.
Consider factors such as timing of
benefits, spousal benefits, and taxation
of Social Security income.

11. Plan for Longevity:
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Plan for a retirement that could last
several decades due to increased life
expectancy. Ensure your retirement
savings and investment strategies can
support your lifestyle for the duration of
your retirement years.

12. Seek Professional Guidance:
Consider consulting with a financial
adyvisor or retirement planning expert to
develop a personalized retirement plan
tailored to your individual needs, goals,
and circumstances.

By following these general principles of
retirement planning, you can work
towards achieving financial security
and peace of mind during your
retirement years.

REGIONAL THEORY According to our research in the
beginning of 2000 in Bulgaria, a new
pension model was introduced,
establishing the so-called 3-pillar
pension system that includes:

The first pillar, state social security (SSS),
provides coverage for all of the
nation's working population. It is
pay-as-you-go in nature. This indicates
that the pensions of existing retirees are
funded by payments from currently
employed individuals. The National
Social Security Institute (NSSI) oversees
the first pillar.

Supplementary Mandatory Pension
Insurance (SMPI), the second pillar, is
dependent on capital finance. For
individuals who meet the requirements
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of the first and second labor
categories, it offers an early retirement
pension. For those who are born after
December 31, 1959, it offers a
supplemental old-age pension. Private
pension funds oversee it.

The third pillar - supplementary
voluntary pension insurance (SVPI) - is
voluntary. It operates on the basis of
capital funding. It entitles the insured
persons to receive old-age pensions, as
well as disability and survivors pensions.
It is managed by private pension funds.

Under the current pension model, the
responsibility for the amount of pension
income of people who are now
working is shared between the state,
employers and the insured persons.

EXAMPLES (BOTH REGIONAL | Refirement planning is crucial for
AND NON-SPECIFIC) several reasons:

Financial Security: Retirement planning
ensures that you have enough funds to
maintain your desired lifestyle after you
stop working. It helps you build a
financial cushion to cover expenses
such as housing, healthcare, and daily
living.

Inflation and Rising Costs: The cost of
living tends to rise over time due to
inflation. Without proper planning, your
savings might not be sufficient to meet
future expenses.

Longer Life Expectancy: With
advancements in healthcare and
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lifestyle improvements, people are
living longer. Retirement planning helps
ensure that your savings can sustain
you throughout your extended lifespan.

Social Security and Pension
Uncertainty: Social Security benefits
and pensions may not be sufficient to
cover all your retirement expenses.
Planning allows you to supplement
these income sources with personal
savings and investments.

Maintaining Independence: Planning
for retirement gives you more control
over your financial future. It reduces
the risk of relying on others for financial
support during your retirement years.

Emergency Preparedness: Unexpected
events such as medical emergencies
or changes in family circumstances
can impact your financial stability.
Retirement planning allows you to set
aside emergency funds to handle
unforeseen expenses.

Legacy Planning: Retirement planning
enables you to leave behind a legacy
for your loved ones or support
charitable causes that are important to
you.

In summary, retirement planning
provides financial security, peace of
mind, and the ability fo enjoy your
golden years comfortably. It's essential
to start planning as early as possible to
maximize the benefits of compounding
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interest and investment growth over
time.

HANDS ON EXPERIENCE What is the recommended percentage

of your income to save for retirement?
a) 5%

b) 10%

c) 15%

d) 20%

Whatis a 401 (k)2

a) A type of savings account for
emergency funds

b) A retirement savings plan offered by
employers

c) A government-sponsored retirement
program

d) A type of life insurance policy

What is the purpose of asset allocation
in retfirement planning?

a) To minimize taxes on retirement
savings

b) To diversify investments and
manage risk

c) To ensure a fixed income stream
during retirement

d) To transfer retirement funds to
beneficiaries

At what age can you start withdrawing
funds from a traditional Individual
Retirement Account (IRA)
penalty-free?e

a) 55

b) 59

C) 62

d) 65
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What is the "4% rule" in retirement
planning?e

a) A guideline for determining how
much fo spend annually in refirement
b) A rule that allows early withdrawal of
retirement savings penalty-free

c) A rule for maximizing Social Security
benefits

d) A strategy for investing retirement
funds in high-risk assets

1.c)

2. b) A refirement savings plan offered
by employers

3. b) To diversify investments and
manage risk

4.b) 59 2

5. a) A guideline for determining how
much to spend annually in retirement

DISCUSSION Were you aware of retirement planning
before infroducing the module?¢ Do
you plan your retirement and seek
more information about the changes
of the retirement law in your country?
FEEDBACK AND OTHERS Remember to leave room for questions
not strictly pertaining to the discussion
topics!!
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