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	State of Maine Deferred Compensation Plan
A Guide to Preparing for Retirement



The Deferred Compensation Plan is designed to help you see the way to meeting your retirement goals by adding to your other sources of retirement income, such as your benefits under the Maine Public Employees Retirement System (MainePERS), your spouse’s retirement benefits and your personal savings.
Even if you’re not currently enrolled, you still have time to join the Deferred Compensation Plan.
This guide offers tips on how to best use the Deferred Compensation Plan as you prepare for retirement. If you have any questions about this guide or about the Deferred Compensation Plan, please speak to your local financial services organization (FSO) representative.
If you’ve forgotten who your local FSO representative is, or if you don’t currently have one, check the FSO Contact List, available at www.maine.gov/deh (on the Health & Benefits tab, select the “Retirement Savings Plan”) or call Employee Health & Benefits at 207-287-6780 or 1‑800-422-4503.
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[bookmark: _Toc234823140][bookmark: _Toc234823141]Things to Consider as You Approach Retirement
[bookmark: _Toc258240745]The Plan Can Help You Increase Your Retirement Savings
As you approach retirement, you may wish to increase your contributions. Increasing your contributions may not be something you had thought of doing at this stage of your career, but it might be right for you, depending upon how close you are to retirement and how much you have already saved.

[bookmark: Catch_Up_Contributions]CATCH-UP CONTRIBUTIONS
Catch-up contributions allow you to save above the normal Internal Revenue Service (IRS) annual limit so you can “catch up” on your savings as you near retirement age. The plan offers two types of catch-up contributions.

	Type of Catch-Up Contribution
	You Can Do This If You…
	Amount You Can Contribute*

	Age 50 or Older
	Are age 50 or older as of the last day of the year and your contributions will reach the annual contribution limit ($17,500 in 2013).
	Up to $5,500 over and above the regular annual contribution limit, for a total contribution of up to $23,000 in 2013.

	Pre-Retirement
	Contributed less than the maximum in the past and are within the three-year period before the year in which you reach your Normal Retirement Age (70½, unless you elect another age in writing). Please note you must elect the same Normal Retirement Age under this plan and other 457(b) plans sponsored by the State of Maine. 
Note: If you wish to make a 
pre-retirement contribution and you are younger than 67½, you will need to elect your Normal Retirement Age in writing first. Please contact your FSO representative for the appropriate form.
	Up to an additional $17,500, for a total annual contribution of up to $35,000.


*The IRS contribution and catch-up limits change from time to time along with the cost of living.

Note that the rules and limits that apply to catch-up contributions are complicated. If you are thinking about making catch-up contributions, consult your local FSO representative for advice.

CATCH-UP CONTRIBUTIONS: AN EXAMPLE
John is 62 years old and has been eligible to participate in the Deferred Compensation Plan since 2008. He is planning to retire and would like to increase his contributions to the Deferred Compensation Plan above the regular annual contribution limit of $17,500 in 2013. John elected a Normal Retirement Age of 65 (in writing) and is eligible for both types of catch-up contributions. He is wondering which type of catch-up contribution he should make.
Here is John’s contribution history:
	Year
	Pre-Tax Contribution Limit
	Amount John Contributed

	2008
	$15,500
	$10,000

	2009
	$16,500
	$10,000

	2010
	$16,500
	$12,000

	2011
	$16,500
	$12,000

	2012
	$17,000
	$12,000

	Total
	$82,000
	$56,000



CALCULATING JOHN’S PRE-RETIREMENT CATCH-UP CONTRIBUTIONS
Here is how we can figure the total amount that John can contribute in pre-retirement catch-up contributions during the next three years:

	Total Amount He 
Could Have Contributed Since 2008
	–
	Total Amount He
Actually
Contributed
	=
	Total Amount Available for Pre‑Retirement Catch-Up Contributions Over the Next Three Years

	$82,000
	
	$56,000
	
	$26,000




As you can see from this calculation, over the next three years of his career, John can contribute a total of $26,000 in pre-retirement catch-up contributions in addition to the regular pre-tax contribution limit, up to a total contribution of $35,000 per year. If John contributes the maximum in 2013 — $17,500 in regular pre-tax contributions plus another $17,500 in 
pre-retirement catch‑up contributions — then he will have $8,500 ($26,000 - $17,500) remaining in pre‑retirement catch-up contributions that he can contribute during the last two years before the year in which he reaches his Normal Retirement Age.
What about the age 50 or older catch-up contributions? Should he consider those? In this case, the most John could contribute in age 50 or older catch‑up contributions for the next three years of his career is $16,500 (3 years x $5,500 per year). In John’s case, he can contribute more (up to $26,000) by making pre‑retirement catch-up contributions. This may not be the case in every situation. Therefore, if you are considering making catch-up contributions, please consult your FSO representative for assistance.
UNUSED VACATION PAYMENT
When you leave employment with the State of Maine, you will receive a payment for any unused vacation days — typically in your last paycheck. If you are close to retirement, consider contributing all or a portion of this payment to the plan. If you don’t currently have a plan account, you can join the plan just to make this contribution, as long as you do so before your employment ends. This payment is subject to the annual IRS contribution limits — for 2013, this is $17,500 plus any catch-up contributions you may be entitled to (see “Catch-Up Contributions” on page 2).
Keep in mind that the taxes on a large lump sum, such as your unused vacation payment, could be substantial. By contributing your payment for unused vacation to the plan, you lower your taxable income and delay paying taxes on that contribution, which allows that money to grow tax-deferred until you take it out of the plan. And, because of the tax savings, you will have more money available to grow through investment earnings and compounding.

	The Power of Compounding

	The money you save will start making money for you through the power of compounding. For example, “monthly compounding” means that each month your account is adjusted to reflect the previous month’s gains and losses. If the overall result is positive, you’ll have an even larger account balance the next month to generate even more investment income. That’s because now you’re earning investment income on two things — your contribution and the amount it gained during the month.




To make a vacation pay deferral, plan ahead and follow these steps:
1. Find out the amount and timing of your unused vacation payment. 
To make sure you have enough time to make your contribution, you should contact your local payroll representative 30 to 60 days before you plan to leave and ask:
· When will I receive the paycheck that includes my unused vacation pay?
· How much will the unused vacation pay amount be?
2. Decide how much to contribute.
As you make this decision, keep in mind that with every paycheck you have deductions for items such as your MainePERS pension benefit, health insurance and credit union loans (if applicable). Therefore, you should not contribute your entire unused vacation payment — leave yourself a cushion of $100 to $200 or so to ensure all your deductions will be covered. If you don’t leave yourself a cushion and mistakenly request to defer too much vacation pay (even by a few pennies), your request will not be accepted. This means you will receive your unused vacation pay as part of your paycheck and pay taxes immediately on the full amount.
3. File your paperwork.
After you contact payroll, speak with your local FSO representative to arrange the contribution. You must submit the Joinder/Deferral Agreement at least three weeks before your last day of work. In some cases, you may need an additional form — for example, if you are also electing the pre‑retirement catch-up contribution.

PURCHASING ADDITIONAL MAINEPERS SERVICE CREDIT
You may use money from your Deferred Compensation Plan account to purchase additional service credit in MainePERS. This may allow you to increase the amount of your benefit under that plan and/or meet the requirements for early retirement.
To be eligible to purchase additional service credit, you need to qualify under one of the categories in the member handbook, MainePERS Benefits for State Employees. These categories include time you spent on active military duty, working for a state outside of Maine
or working in one of the teaching positions specified in the member handbook. Special rules, limitations and verification requirements apply to purchasing service credit.
For more information on purchasing service credit, see the MainePERS website (www.mainepers.org), where you can view MainePERS Benefits for State Employees. 
Or, you can call MainePERS at 1-800-451-9800 or contact your local FSO representative.

[bookmark: _Toc234823142][bookmark: _Toc258240746]You Have Several Options for When and How Your Account Is Paid
About three months before you plan to retire, you should tell your local FSO representative you wish to receive a distribution from the plan. That way, he or she can help you decide how and when to receive your benefit payment, as well as help you complete the right paperwork.

WHEN YOUR ACCOUNT IS PAID
You can begin receiving payments upon retirement or delay payment to a later date. You must make your election to receive or delay payment within 60 days after your retirement date. If you don’t submit a form, payment will be made as soon as possible after the close of the 60-day election period. If you waive the 60-day election period, your account will be paid as soon as possible after your employment ends. If your situation changes, you can cancel your election and make a new one, provided you have not yet begun receiving payments.
Remember that as long as you have an account balance in the plan, your money has the potential to grow tax-deferred. You can also continue to direct the investment of your account.

	Once you leave employment with the State, the latest date that you can begin receiving payments is April 1 following the year in which you reach age 70½. At that time, you will be required to begin taking minimum distributions every year.



[bookmark: HowYourAccountIsPaid]HOW YOUR ACCOUNT IS PAID
Because how you receive your money can be just as important as how much is in your account, the plan offers a variety of payment options to meet your needs. There are things to consider with each option, so it’s important that you think about which one is right for your personal situation. And remember, all payment options, except the rollover, will be taxed immediately as income. The general forms of payment are shown below, but there are many variations within each form. You can ask your local FSO representative for more information about available forms of payment, including an estimate showing how much you can expect to receive under the forms of payment you’re interested in.

	Form of Payment
	How It Works
	Things to Think About

	Annuities
	You receive equal monthly, quarterly, semi-annual or annual payments for your lifetime.
	· You can’t outlive your benefit.
· Depending on the type of annuity you choose, you may be able to pass benefits on to one or more beneficiaries.
· Depending on the type of annuity you choose and when you and your beneficiary die, you and your beneficiary may not receive your entire account balance.
· You avoid investment losses, but you also lose the potential for investment gains.

	Monthly, quarterly, semi-annual or annual installments
	You may choose to receive payments for a fixed period of time (for example, 10 years) or to receive a fixed amount of money at each installment (for example, $500 every quarter). Either way, payments continue until you use up your account balance. If you die before your account is paid out, your beneficiary will receive the remaining payments.
	· You and your beneficiary will receive payment of your entire account balance.
· Your remaining account balance is still invested, so it can continue to grow.
· Because it’s still invested, your account balance will go up and down, so:
· If you choose payments for a fixed period of time, the amount of each payment will change.
· If you choose to receive a fixed amount per installment, you will not be able to tell for sure how long payments will last.
· Depending on the type of option you choose, you may outlive the number of installment payments you’ve chosen.

	Single or partial lump sum
	You receive your account balance in a single cash payment or take a partial lump sum and receive the remainder in installments.
	· If you take a partial lump sum, you can continue to invest the money you leave in the plan and delay paying taxes on it. 
· If you choose a single lump sum and you invest poorly, or spend too quickly, you may outlive your money.
· If you choose a single lump sum, no benefit is paid to your beneficiary.
· You pay taxes immediately on the portion of your benefit that is paid to you.

	[bookmark: Rollover]Rollover
	You can roll over your account balance to an individual retirement account (IRA), a 403(b) plan, a governmental 457(b) plan or another employer’s qualified plan (such as a 401(k) plan) that accepts rollovers.
	· Your account balance is still invested, so it can continue to grow.
· You will continue to postpone payment of current income taxes.
· You don’t receive any money immediately. 
· You may have a 10% penalty if you take a withdrawal or distribution from the new plan before age 59½.



When choosing a form of payment, think about the other sources of retirement income that you have, such as your MainePERS benefit, and how that income would be paid to you. How do each of these benefits fit into your financial strategy for retirement as a whole? Your local FSO representative is available to speak with you about which option is best for your personal situation.

[bookmark: _Toc234823143][bookmark: _Toc258240747]It’s Not Just What You Save, But Also What You Spend
Before you decide how and when to take your plan money, ask yourself:
What is the combined total of all my retirement benefits and savings available to provide retirement income?
When you answer this question, take all of your sources of retirement income into consideration, such as your Deferred Compensation Plan account, your MainePERS benefit, Social Security benefits, Medicare (if this applies to you), personal savings, brokerage accounts, benefits under a previous employer’s retirement plan, spouse’s retirement income, insurance policies, part-time work and any other sources you may have. Also, take retiree medical benefits into account.

	Know the Amount of Your Retirement Benefits

	You can log into your FSO’s website to view your Deferred Compensation Plan account balance, or check with your local FSO representative. Your FSO will also provide you with a printed statement of your account balance every quarter. 
You can request an estimate of your pension benefit by contacting MainePERS and telling them the date you plan to retire. Note: You must be within one year of your retirement date to request a pension estimate from MainePERS. Contact information is available on the MainePERS website (www.mainepers.org).



[bookmark: _Toc234823144][bookmark: _Toc258240748]What Are Your Anticipated Expenses in Retirement?
As you prepare for your transition to retirement, think about how your expenses could change depending on your plans, and whether you’ve saved enough to meet your goals. Take into consideration both regular costs, like buying groceries each week, and one-time costs, like taking an extended vacation, and what savings or income you will use to cover these expenses.
Note that some of your other employee benefits — medical, vision and long-term care insurance — can continue in retirement, but there are likely to be increases in the cost of coverage. For example, while you are actively employed, the State pays part of the cost of medical coverage for your spouse and other eligible dependents like your children, but once you retire, you pay the full cost of medical coverage for your eligible dependents. Health care may be one of the biggest expenses you face in retirement, so plan carefully. Call Employee Health & Benefits at 207-287-6780 or 1-800-422-4503 or attend one of their pre-retirement seminars to learn more about the benefits that are available to you after retirement.

	Pay Your Expenses With Other Savings First

	When considering which savings to use to pay your expenses, think about the effect on your taxes. Different investments may have different tax consequences when money is withdrawn. Check with your tax advisor to see which option is best for you.



When planning for your expenses in retirement, ask yourself these questions.
· What do I want to do in retirement? If you would like to spend more time on your hobbies, travel more or assist your children with college tuition or housing expenses, you may need more than the 70% of pre-retirement income that experts suggest people typically need to keep the standard of living they enjoyed while working. 
· Where will I live after I retire? Daily expenses and housing costs may be higher or lower based on location. If you decide to move when you retire, be prepared for your living expenses to change.
· Will my money last throughout my retirement? Your retirement could last 30 years or more, so it’s important to have a financial plan that will last through retirement. 
You can find online modelers to help you figure your projected expenses. For example, see the Personal Cash Flow Worksheet on www.feedthepig.org (select “Resources” from the top navigation bar; then go to “Tools” and select “Personal Cash Flow Worksheet”).
Calculators and modelers are also available on the FSO websites to help you plan your income in retirement. These tools can incorporate your income from other sources into your plans. 
If you don’t have computer access, your local FSO representative will assist you at no charge.

[bookmark: _Toc234823145][bookmark: _Toc258240749]Take a Look at How Your Account Is Invested
Your investment strategy isn’t limited to your investments in the Deferred Compensation Plan. Look at your whole financial picture, including any personal savings and investments or other retirement plans.
Remember that for as long as you have an account balance in the plan, you can continue to direct the investment of your account and your account may continue to grow tax-deferred. 
As you transition to retirement, it may be a good time to look at how your savings are invested among different investment types — such as stocks and bonds — and check that you are on track to meet your retirement goals. Generally, experts advise shifting to a more conservative investment mix as you approach retirement, to protect the market value of your account. However, if you have other retirement savings, you may want a different strategy in this plan.
[bookmark: OLE_LINK3][bookmark: OLE_LINK4]Also, take into consideration that employees today are generally living longer and retiring earlier, so you may need to position your account for continued growth, or invest in funds with a higher risk and potential return, so that your income lasts as long as you need it. Speak to your local FSO representative or other financial advisor for investment guidance and for information on how often you should review your mix of investments.

	If you keep a balance in the plan throughout retirement — which could last 30 years or more — your account may continue to grow through investment earnings and compounding. 



[bookmark: _Toc234823146][bookmark: _Toc258240750]Don’t Forget About Taxes
Because you postponed taxes on your plan contributions, you will need to pay taxes when you take a distribution. Taxes can be complicated. So, it’s a good idea to consult with your local FSO representative or other financial advisor about how taxes will affect your Deferred Compensation Plan payments. Here is a brief summary of some issues around the federal income tax on plan payments. 
The amount of federal income taxes you will need to pay varies by payment option. For example, lump-sum and installment payments paid over fewer than 10 years generally are subject to 20% withholding rules (that means 20% of your payment is withheld automatically at the time of payment to cover your federal income taxes). These 20% withholding rules do not apply to longer-term installments or annuities, but you may elect withholding if you wish.
Note: In addition to federal income taxes, state income taxes may also be withheld. Also, remember that because you may not have full-time income in retirement, your tax bracket could change. So you should try to estimate the effect of this change on future payments.
If you roll over your account balance as described in the table under “How Your Account Is Paid” on page 7, your distribution will not be subject to required income tax withholding.

[bookmark: _Toc258240751]For More Information
Retirement can be an exciting and rewarding chapter in your life. Please use this guide and the other resources mentioned to make the most of the retirement benefits offered through the State of Maine Deferred Compensation Plan.
[bookmark: OLE_LINK1][bookmark: OLE_LINK2]For more information on the plan and links to the FSO websites, visit www.maine.gov/deh, select the Health & Benefits tab at the top of the web page, then select the “Retirement Savings Plan” from the left navigation bar.

	Update Your Beneficiary

	Don’t forget to update your beneficiary designation before your benefit payments begin, especially if you’ve had a life change such as a marriage, divorce, birth or death. You also should check that your address and your beneficiary’s address are up to date. To update your beneficiary for the Deferred Compensation Plan, call or email your local FSO representative or Employee Health & Benefits.



[bookmark: _Toc258240752]Your Deferred Compensation Plan Retirement Planning Checklist

	
	To Do
	When

	
	Call your local FSO representative if you’re considering making age 50 or older catch-up contributions.
	Anytime, starting the year you turn 50

	
	Start thinking about whether you want to make pre‑retirement catch-up contributions during the three years before you reach your Normal Retirement Age.
	4 years before you reach Normal Retirement Age

	
	Request an estimate of your benefit from MainePERS and consider whether you want to use any Deferred Compensation Plan money to buy additional MainePERS service credit.
	6 to 12 months before you retire

	
	Contact your local FSO representative to discuss the available forms of payment and request an estimate showing how much you could receive under each form.
	3 months before you retire

	
	Consider contributing unused vacation pay to the plan. Call your local payroll representative to find out how much unused vacation pay you will receive and when it will be paid.
	30 to 60 days before you retire

	
	Submit your Deferred Compensation Plan retirement paperwork stating: 1) whether you want to delay payment or start receiving payment right away, and 
2) the payment form you would like to receive. Now is also a good time to make sure your beneficiary is up to date.
	30 to 60 days before you retire








This guide is intended only as an aid to planning for retirement under the State of Maine Deferred Compensation Plan. The information in this guide is not intended to serve as tax or financial advice.
The plan document governs the operation of the Deferred Compensation Plan. If there are any differences between this guide and the plan document, the plan document will be followed.
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