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Retirement: Savings Habits and How to Harness

the Power of Compounding
FuturePath Financial Literacy Month Series

By Robert Mclnerney, Associate Director

In honor of Financial Literacy Month, we will be discussing a series of topics to equip you with the tools to develop healthy
financial habits, understand your financial position, and identify goals to work toward. Part four will focus on how to save
for your retirement and use compounding to help you achieve a more prosperous retirement.

Developing Saving Habits Using the 401k Account

It is never too early to begin saving for retirement. It may seem far away but planning for it early is a great opportunity to
develop healthy saving habits. Most employers offer employees access to tax-deferred 401k accounts, which allow the
investor to take a tax deduction on contributions to the plan and grow them tax-deferred. 401(k) plans allow employees
to select a percentage of their pre-tax income to contribute, which is automatically deducted from their paycheck. This “set
it and forget it” approach can do wonders for your net worth over a long-time horizon. Another great feature is that many
employers offer to match their employee contributions up to a certain amount. Everyone should strive to save enough of
their salary to qualify for the full employer match since it’s the closest thing to a “free lunch” out there. If you are unsure
of whether this is offered, it is worth asking HR.

While you enjoy a tax deduction and possibly an employer match immediately, the next benefit comes from not paying
taxes on earnings until you withdraw money from the plan. Meaning that if you use your 401k as intended, then no taxes
will be paid on plan investments prior to drawing on the account at retirement.

In addition to the 401(k) plan, a variety of retirement savings accounts exist to cater to individual needs and circumstances.

Other Retirement Saving Accounts
Individual

= Traditional IRAs
= Roth IRAs

Self-Employed & Businesses

= SEP IRAs
= Simple IRAs
= Roth 401k’s

Setting Goals and Answering Questions

Now that you know the tools available to you, what retirement savings goals should you set for yourself? To get a clear
answer, you first need to know the right questions. The first two questions you should ask yourself when coming up with
a goal are:

1. When will | retire, and will | ever retire completely?
2. What kind of life would you like to live in retirement, and what does that Look like in spending?

These may be more difficult to fully answer, especially for those just beginning to save for retirement, but thinking about
it earlier can help guide behaviors to achieve those savings goals. Once you have these answers, there are many retirement
calculators (see below link) available which can demonstrate the optimal savings goals for you. Other ways include using
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your starting salary as a key data point and suggesting multiples at certain milestone years, such as trying to save 1x your
salary by age 30, 3x by 40, and so on. Having that data provides a helpful benchmark and guide to move forward.

Savings factors to help you on your journey to retirement

Save “x" your starting salary

Age: 30 35 40 45 50 55 60 67

Source: Fidelity Investments

Understanding Compounding

Compounding is the generation of earnings from your investments, which then earns on itself when reinvested. This means
that your savings creates more savings over time which will help fortify a financially stable retirement. Albert Einstein
called compound interest the “eighth wonder of the world” as a compliment to its strength. Compounding is one of the
strongest incentives to begin saving for retirement as early as possible. Doing so enables you to fully harness that power
for as long as possible. In the image below, you can see just how powerful compound interest can be especially, in the
long run. At a certain point, your interest overtakes your contributions as the primary source of your investments. This is
all thanks to the magic of compounding!
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Simply put, it's interest on interest.
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In the first compounding period, And in the long run,
that interest is small. interest on interest is a big deal!

Source: https://wealth.visualcapitalist.com/visualizing-power-compound-interest/

Interested in seeing how compound interest works? Explore to Compound Interest Calculator.



https://www.investor.gov/financial-tools-calculators/calculators/compound-interest-calculator
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Remember that paying yourself first through plan contributions and starting early will bring your vision of retirement to
life. There is no shortage of tools to help you get to the place you envision. If you are curious to see if you can be doing
more for your retirement, please contact us at Pathstone and let one of our advisors help you create the path toward the
future you imagine.

We are here to help - if you have any questions or would like to discuss your savings goals, don’t hesitate to contact us.

Disclosure

This communication and its content are for informational and educational purposes only and should not be used as the
basis for any investment decision. The information contained herein is based on publicly available sources believed to be
reliable but is not a representation, expressed or implied, as to its accuracy, completeness or correctness. No information
available through this communication is intended or should be construed as any advice, recommendation or endorsement
from us as to any legal, tax, investment or other matters, nor shall be considered a solicitation or offer to buy or sell any
security, future, option or other financial instrument or to offer or provide any investment advice or service to any person
in any jurisdiction. Nothing contained in this communication constitutes investment advice or offers any opinion with
respect to the suitability of any security, and this communication has no regard to the specific investment objectives,
financial situation and particular needs of any specific recipient. Past performance is no guarantee of future results.

Additional information and disclosure on Pathstone is available via our Form ADV, Part 2A, which is available upon request
or at www.adviserinfo.sec.gov.

Any tax advice contained herein, including attachments, is not intended or written to be used, and cannot be used, by a
taxpayer for the purpose of (i) avoiding tax penalties that may be imposed on the taxpayer or (ii) promoting, marketing or
recommending to another party any transaction or matter addressed herein.


https://www.pathstone.com/contact/
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