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RETIREMENT PLANS 2 

Retirement Plans 

 How much do you have saved for your retirement?  Do you know at what age you want 

to retire?  What are you doing to ensure you reach your retirement goals?  These are just a few of 

the questions Americans are faced with everyday regarding their futures.  Most Americans are 

not saving enough or do not even have a plan in place.  Our country has changed quite a bit over 

the last 100 years in how it helps people reach retirement with dignity.  People are living decades 

longer now than they were in the early 1900s and many are even working for decades longer 

(and not always by choice).  It’s important to stay informed about retirement plans and to get 

started as early as possible. 

 Retirement plans provide income to employees once they are done working, typically 

after age 60 and beyond.  There are three main sources of retirement income, (1) employer 

sponsored such as the 401(k) or Employee Stock Option Plan (ESOP), (2) social security, and (3) 

self-initiated plans that take advantage of special tax rules, such as the Traditional IRA and Roth 

IRA.  Employers are not mandated to provide retirement benefits to employees, but Social 

Security offers a retirement benefit once an employee has reached a minimum age set by law 

(currently, one can retire anytime between age 62 and 70, with a reduction in benefits for each 

month before full retirement).   

 There are three main types of retirement plans:  (1) defined benefit plans, (2) defined 

contribution plans, and (3) hybrid plans.  The defined benefit plan is “a pension plan in which the 

amount an employee is to receive on retirement is specifically set forth” (Bohlander & Snell, 

2013, p. 499).  The defined contribution plan is “a pension plan that establishes the basis on 

which an employer will contribute to the pension fund” (Bohlander & Snell, 2013, p. 499).  A 

hybrid plan combines features from both the defined contribution and defined benefits plan. 
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 A defined benefit plan is usually expressed in a formula that takes a certain percentage of 

an employees preretirement pay and multiplies it by the number of years they worked for the 

employer to give the monthly sum they will receive until death.  This is the typical pension that 

was very common until the late 20th century.  Defined contribution plans have employers and 

employees make contributions into separate accounts according to a set formula.  The 401(k) is a 

common defined contribution plan.  It allows employees to invest some of their income prior to 

taxes being taken out and they aren’t required to pay any taxes until the money is taken out of the 

account.  However, there are no guaranteed payments as this plan depends entirely on how much 

the employee contributes and how much of a return they are able to get on their investments. 

History 

Retirement planning can be traced back to 1875 when The American Express Company 

first established a private pension plan.  There was no regulation on retirement benefits, so 

employees were not protected until the Social Security Act was signed into law after the Great 

Depression.  This paved the way for retirement plans as we know them today.  By 1980, 46% of 

all private-sector workers were covered by a pension plan (Employee Benefit Research Institute, 

1998).  After several laws and amendments during the later 20th century, it was no longer as 

beneficial for employers to offer defined benefits plans.  This is when the popularity of the 

401(k) began to gain traction. It transferred the burden of saving for retirement from the 

employer to the employee. 

Laws Governing Retirement Plans 

 The Social Security Act of 1935 was signed into law by President Franklin D. Roosevelt 

and it paid workers age 65 and older and disabled people a fixed amount for life.  In the 

beginning, this program was funded with a 1% tax on employers and employees, and now with 
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34 million people collecting this benefit, the rate is 7.65% (“The History”, 2006).  As of January 

2014, the average monthly benefit from Social Security was $1,294 and the current full 

retirement age is 66 (Social Security Administration, 2014). 

 The Employee Retirement Income Security Act of 1974, signed into law by President 

Gerald R. Ford, set up protections for employee retirement programs by establishing minimum 

standards for pension plans.  Prior to this, employers were pretty much free to do as they wished 

with this important benefit.  This law also created the Pension Benefit Guarantee Corporation 

(PBGC), which insures employer pension plans should the employer become unable to payout 

the benefit to its retirees. 

 According to Martocchio (2014, p. 82-83), the Pension Protection Act of 2006 was 

established to protect employer sponsored plans for employees in relation to both defined 

benefits and defined contribution plans.  This law required companies that underfund their plans 

to pay much higher premiums in order to insure their retirement benefits and it provides tax 

advantages to incentivize employers to adequately fund their plans.  The new law also provided 

benefits regarding the defined contribution plans.  It allows employers to auto-enroll new 

employees into the company defined contribution plan and provides greater access to financial 

advisors to assist with investing.  

Political and Socioeconomic Influence 

 There is a lot of concern today about the money today’s employees put away for 

retirement.  Since defined benefits plans are no longer the norm and defined contribution plans 

are, most people are not putting enough money away to allow them to live with dignity in their 

golden years.  Many of them find investing too confusing or feel they can’t afford to save for 

retirement due to their daily expenses or high level of debt.  According to a Retirement 
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Confidence Survey (RCS) conducted by the Employee Benefit Research Institute (ERBI), 

“Among RCS workers providing this type of information, 60 percent report that the total value of 

their household’s savings and investments, excluding the value of their primary home and any 

defined benefit plans, is less than $25,000. This includes 36 percent who say they have less than 

$1,000 in savings (up from 20 percent in 2009 and 28 percent in 2013)” (Helman, Adams, 

Copeland, & VanDerhei, 2014, p. 15).  This is a disturbing number of people who are not 

prepared for retirement. 

Retirement Plans in My Organization 

 As a member of the United States military, they offer an excellent retirement plan: a full 

retirement pension for the rest of a retiree’s life.  A minimum of 20 years of service is required to 

be eligible and members must apply for retirement benefits.  There are three main plans available 

depending on the year of enlistment.  If the enlistment occurred prior to September 8, 1980, the 

Final Basic Pay plan provides the following formula:  2.5 percent multiplied by the years of 

service plus 1/12 x 2.5 percent for each additional full month, multiplied by final basic pay of the 

retired grade.  The High-3 plan for those who entered service on or after September 8, 1980 and 

before August 1, 1986 provides 2.5 percent multiplied by the years of service plus 1/12 x 2.5 

percent for each additional full month, multiplied by the average of the highest 36 months of 

basic pay.  The latest plan is the High-3 with Redux/Career Status Bonus (CSB) and it offers the 

same formula as the first High-3 plan, but it also offers a CSB at 15 years of service that reduces 

the payout of the pension until age 62. 

 There is also the Thrift Savings Plan (TSP) available, which allows uniformed members 

to contribute pre-tax dollars into a retirement account.  It’s very similar to the 401(k), but once 

an employee leaves federal service, they can take their money out at any time (although the IRS 
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may tax the money with an early withdrawal penalty).  In 2012, TSP began offering a Roth TSP 

option in addition to the traditional plan (allows for after tax contributions). 

 There are a plethora of options available for retirement plans.  The most important part 

about a quality plan is to start early.  Compounding interest is your friend when it comes to 

investing.  Whether an employer offers a defined benefits plan or defined contribution plan, it’s 

important the employee participate.  If nothing is offered, then the Roth IRA is a fantastic 

alternate option.  We don’t know what the future holds for retirement benefits in America, but it 

would behoove anyone to take an active role in their planning and not wait for the government to 

bail them out in their golden years.  Considering the terrible job they have done with the budget 

over the last few years, we should all be preparing to take care of ourselves. 
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