
they’re just as important. Your "nancial security could 
depend on watching out for these signposts.

Penalty-Free Withdrawals at 59½

On the day you turn 59½, you can tap a traditional 
IRA without incurring a 10% early-distribution pen-
alty. You will still owe income tax on any distribution. 

Roth IRA owners 
who are 59½ are free 
of the 10% penalty on 
withdrawn earnings 
(those earnings are 
also tax-free as long 
as owners have held 
at least one Roth for 
"ve years). Converted 
amounts held for less 
than "ve years are freed, 
too, from the penalty 
when an account owner 
reaches 59½.

Owners of Roth 
and traditional 401(k) 
accounts who are 59½ 
don’t pay the penalty, 
either. But not all com-
panies allow withdrawals if you’re still working. If you 
leave your employer at age 55 or older, you can with-
draw money from your employer plan without paying 
the early-distribution penalty.

Even though you can dip into your accounts 
penalty-free doesn’t mean you should. $e longer the 
money can stay in a tax shelter, the more it can grow. 
You won’t be subject to any other penalties until you’re 
required to take minimum distributions in 11 years. 

 Y
ou may have thought the big milestone 
birthdays were behind you. A8er becoming 
a teenager at 13, it only got better. As the 
years passed, you could legally drive, vote 

and hail in each New Year with a glass of bubbly.
$e road to retirement has its own milestones, start-

ing at age 59½, when you can take penalty-free with-
drawals from your retirement plans. Although these 
landmarks are not as thrilling as those earlier ones, 

Landmarks on the 
Road to Retirement

Your Guide to a Richer Retirement ■ ■ ■      
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“$e IRS doesn’t care what you do with your money 
from 59½ to 70½,” says Larry Rosenthal, president of 
Financial Planning Services, in Manassas, Va.

The Social Security Dilemma at 62

Deciding on when to start claiming bene"ts depends 
on a number of factors: your life expectancy, your 
marital status and whether you’re still working. If you 
were born between 1943 and 1954, you can collect full 
bene"ts starting at 66. You’re eligible to start claiming 
bene"ts at 62, but your bene"t will be permanently 
reduced by a certain percentage for each month you 
claim before your full retirement age. 

Claim at 62 and your bene"ts will be reduced by 
25%. For each year you delay claiming bene"ts be-
tween 66 and 70, your bene"t will increase by 8%.

$e decision is easy for some. If you need the in-
come to make ends meet, take your bene"ts early.  
If you plan to continue working, delaying makes sense. 
Otherwise, you will lose $1 in bene"ts for each $2 you 
earn over the earnings limit of $14,160 in 2010—plus 
you take a permanent bene"t cut. $e earnings limit 
disappears at full retirement age.

Whether you take smaller bene"ts earlier or larger 
bene"ts later, at some point you break even, meaning 
that you would have received the same amount of ben-
e"ts no matter when you started. If you’re single and 
have signi"cant health issues that will likely shorten 
your life expectancy, it may make sense to claim early.

However, a lot depends on your other sources of 
income. Henry Hebeler, creator of AnalyzeNow.com, 
says a single person who collects at 62 is more likely to 
run out of money at an earlier age than someone with 
the same savings who waits until 66. You can use a free 
program on his site to make your own calculations.

For married couples, the decision is more complex. 
Taking bene"ts early can hurt your spouse, particularly 
if he or she is much younger and earns less.

Let’s say a wife earned less than her husband. She 
is entitled to a bene"t based on her own earnings or a 
spousal bene"t that’s worth up to 50% of her husband’s 
bene"t. A spouse can collect her own bene"t at 62, but 
she can’t collect a spousal bene"t until her husband 
"les for his bene"t.

If he dies "rst, she’s entitled to a survivor bene"t 
equal to 100% of her husband’s bene"t, as long as  
she waits until 66 to collect the survivor bene"t. A pri-
ority for many married couples should be to increase 
the bene"t for the surviving spouse. If the higher-
earning husband delays until 70, his survivor will get 
an extra 32%, plus cost-of-living adjustments.

For many couples, a husband should claim at 70, 
while the lower-earning spouse should start collecting 
at 62, according to a study by Boston College’s Center 
for Retirement Research. Because the husband is likely 
to die "rst, the study says, he will increase the value of 
the survivor bene"t. $e authors "gured that the wife’s 
reduced bene"t will be temporary because she will 
eventually get the higher survivor bene"t.

You can run many calculations on the Social Secu-
rity Web site ( ). Also, learn about 
a number of little-known strategies by reading “Boost 
Your Social Security Bene"ts” in the August issue.

Government Health-Care Coverage at 65

When you turn 65, Medicare coverage could be the 
best gi8 of all. But you will need to plan ahead. Enroll-
ment periods vary among coverage plans, and you can 
get zinged by permanent late fees if you miss deadlines.

$ere are two main choices for getting Medicare. 
You can enroll in traditional Medicare, which includes 
Part A inpatient coverage and Part B physician serv-
ices. If you go this route, you can choose a private Part 
D drug plan and supplemental insurance to cover co-
payments and deductibles. $e other choice is a private 
Medicare Advantage plan, which provides all-in-one 
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coverage. With an Advantage plan, you don’t need 
supplemental insurance, and most oGer drug coverage.

Most people are eligible for premium-free Part A if 
they or their spouse have paid Medicare payroll taxes 
or are eligible for Social Security bene"ts. You’ll be 
automatically enrolled if you’re already receiving Social 
Security bene"ts. Otherwise, you’ll need to sign up. 
You should contact the Social Security Administration 
three months before you turn 65. If you’re not entitled 
to free Part A bene"ts, you may be able to buy them.

Because you must pay a premium for Part B, you 
can turn it down. You have seven months to sign up 
for Part B (as well as for Part A if you have not started 
receiving Social Security bene"ts). $e seven-month 
period begins three months before the month of your 

65th birthday and ends three months a8er your birth-
day month. If you enroll one to three months before 
age 65, coverage will begin the month you turn 65.

If you don’t sign up during this initial enrollment pe-
riod, you will have to wait until the general enrollment 
period from January 1 to March 31. Your monthly 
premium may rise permanently 10% for each 12-month 
period you wait beyond the initial enrollment period. 
New Part B bene"ciaries will pay a premium of $110.50 
a month in 2010, although higher-income bene"ciaries 
will pay a bigger premium (see “A Roth Conversion 
Boosts Medicare Costs,” on page 9).

You won’t pay a late penalty if you or a spouse still 
work and you’re covered by a group health plan. You 
can sign up for Medicare during the eight-month pe-
riod that begins the month a8er the employment ends 
or the group coverage ends, whichever comes "rst. If 
you have COBRA coverage, you must enroll during 
the eight-month period that begins the month a8er 
the employment ends.

You must have Parts A and B to buy supplemental 
insurance, known as a Medigap policy. Insurers can 
only sell federally standardized plans. Costs can vary. 
A8er you sign up for Part B, you have six months to 
buy a Medigap policy and you can’t be turned down, 
regardless of your health. A8er six months, insurers 
can reject you if you have a medical condition.

You are eligible for a Part D drug plan if you have 
Part A or Part B, or both. You can sign up during the 
seven-month initial enrollment period for Parts A and 
B. You can also join between November 15 and De-
cember 31 each year. You may pay a permanent penalty 
if you do not sign up when you are "rst eligible. You 
can avoid the penalty if you can prove you have had 
coverage that’s comparable to a Part D bene"t.

$ose interested in Medicare Advantage can enroll 
during the same seven-month initial enrollment period 
as Part B enrollees, or between November 15 and De-
cember 31. Late enrollment penalties also apply.

Not all Advantage plans work the same way. And 
unlike traditional Medicare, you may be limited in the 
doctors and hospitals you can visit. Your costs could be 
higher or lower than traditional Medicare, depending 
on the plan you choose.

If you have employer or retiree health coverage, call 
the administrator before making any changes. If your 
spouse needs your workplace coverage, there’s a chance 
you could lose those bene"ts if you drop your own 
coverage or enroll in Medicare Advantage or Part D. 
Also, many employer and retiree plans will drop full 

From the Editor

  A
s we went to press in Decem-
ber, Congress had not taken "nal 
action on the estate tax. It was 
scheduled to vanish in 2010, and 

then reappear in 2011 with a $1 million exemp-
tion. Lawmakers were expected to extend the 
2009 exemption of $3.5 million ($7 million for 
couples) into 2010.

$at means Congress will revisit the estate tax 
in 2010. $e House has already passed a bill per-
manently extending the $3.5 million exemption 
with a 45% rate. A coalition of Senate Republi-
cans and moderate Democrats are pushing for a 
$5 million exemption and a 35% maximum rate.

Also on the drawing board for 2010 are “por-
table” estate-tax exemptions. Under current law, 
if a spouse dies without having used up his or 
her exemption, the balance is wasted. Tax writers 
want to ensure that any unused exemption goes 
to the surviving spouse—and ultimately the 
heirs. If lawmakers approve this, many married 
couples will not have to set up complicated trusts 
as described in “A Ticking Time Bomb for a 
Surviving Spouse,” on page 13.

Susan B. Garland, Editor
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coverage if you’re eligible for Medicare.
You can get more information at Medicare.gov, 

where you can compare Advantage, Part D and Medi-
gap plans. For tips on choosing an Advantage or Part 
D plan, also read “Time for Medicare Open Enroll-
ment,” in the November issue.

Required Distributions Begin at 70½

Age 70½ heralds in required minimum distributions 
for owners of traditional IRAs, 401(k)s and other 
de"ned-contribution retirement plans. Roth 401(k) 
owners are also subject to RMDs at this age, but Roth 
IRA owners are not.

Generally an RMD must be taken by year-end. 
First-timers can choose to delay taking a distribution 
until April 1 of the year following the year they turn 
70½. Jim Gavin, a retired executive for General Mo-
tors, turns 70½ in February and plans to wait to take 
his "rst RMD until the following year. “$e object was 
to leave the IRA alone as long as possible,” says Gavin, 
of Estero, Fla. “Right now, we can survive without it.” 

$e April 1 a8er your 70½ year is called your 
required beginning date. For example, if your 70th 
birthday is February 15, 2010, you would hit 70½ in 
August. $erefore, your required beginning date is 
April 1, 2011. If your 70th birthday is later in the year, 
perhaps December 15, 2010, you wouldn’t turn 70½ 
until 2011. In that case, you would be required to take 
your "rst distribution by April 1, 2012.

$ere is a downside to delaying that "rst RMD: 
You’ll also have to take your second distribution that 
same year. A8er the "rst RMD, every subsequent 
RMD must be taken by December 31. $at means 
Gavin will take his "rst and second distributions in 
2011. “You don’t get a free pass,” says Gregory Os-
trowski, a certi"ed "nancial planner at Scarborough 
Capital Management, in Annapolis, Md.

Before planning to double up on distributions, 
"gure the impact on your taxes. If doubling up pushes 
you into a higher tax bracket for that year, you prob-
ably should take your "rst distribution in the year  
you turn 70½. Deferring could make sense if your  
tax rate will be lower the following year or if your IRA 
needs more time to recover from the bear market, says 
Gordon Bernhardt, president of Bernhardt Wealth 
Management, in McLean, Va. 

While the government waived RMDs for 2009, 
required minimum distributions from retirement 
accounts are back for the 2010 tax year. $ose who 
would have had to take their "rst RMD in 2009 (or by 

April 1, 2010) will take only one distribution in 2010.
An RMD is easy to calculate. $e distribution 

equals your account value on December 31 of the 
previous year divided by a factor based on your age. 
Factors can be found in the Uniform Lifetime Table in 
IRS Publication 590. (If your spouse is your bene"cia-
ry and is more than ten years younger than you, you’ll 
use a diGerent table.)

$e factor you use is determined by the age you turn 
that year. For example, say in 2010 you turn 70 and 
hit age 70½. For your "rst RMD, you’ll use the factor, 
called an “applicable divisor,” for age 70, which is 27.4 
(the factor is based on your life expectancy). If you had 
$200,000 in your IRA at the end of 2009, your "rst 
RMD will be $7,299 ($200,000 divided by 27.4). 

Say you turn 70 in 2010 but hit 70½ in 2011. Your 
"rst distribution year is 2011, with a delayed required 
date of April 1, 2012. In that case, your RMD will be 
based on your account value at the end of 2010 and 
your birthday in 2011, which will be 71. 

If you decide to delay taking your "rst RMD until 
April 1 of the following year, you would still calculate 
the "rst RMD the same as if you had taken it in the year 
you turned 70½. So if you end up taking two distribu-
tions in the same year, the amount of the distributions 
will be based on account values for two diGerent years.

If you have multiple retirement accounts, add up 
your total account values and then calculate your 
RMD. You can take your total RMD from one  
account or spread the withdrawal over two or more  
accounts, says Dean Barber, president of Barber Finan-
cial Group, in Lenexa, Kan.

Unless you’re a "rst-timer who delayed and has an 
April 1 deadline, an RMD can be taken at any time of 
the year. Many people wait until later in the year to let 
the money grow tax-deferred longer. If you want, you 
could withdraw the required amount in regular install-
ments or as you need the money. Your account custo-
dian can likely set up automatic withdrawals.

However you choose to take your RMD, get the  
ball rolling at least two weeks before the deadline to 
ensure your plan’s custodian completes the transaction 
in time. If you don’t take out the required amount,  
you will owe a 50% tax on any shortfall.

If you’re still working at 70½, you’ll have to take 
your RMDs from your IRAs and any de"ned-contri-
bution plans from former employers. But, as long as 
you don’t own 5% or more of the company, you won’t 
have to take an RMD from your current employer’s 
plan.  —
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Another potential rule breaker may be an older retir-
ee who has large unrealized gains in a taxable account. 
$at investor could help his heirs by drawing from a 
traditional or Roth IRA before liquidating an appreci-
ated stock in a taxable account, Reichenstein says.

$at’s because of rules regarding what’s known as 
the “step-up in basis.” Let’s say a widow is not expected 
to live much longer. She owns stock that she bought at 
$20,000 (the original cost is the basis), and it now has 
a market value of $120,000. 

If she sells it now, she will have to pay capital-gains 
taxes of 15% on the $100,000 gain. She may be better 
oG withdrawing from her retirement account for a year 
or two and leaving the stock to her daughter, Reichen-
stein says. When the mother dies, the tax basis of the 
shares will be stepped up to their market value at the 
time of her death. $e tax on all appreciation up to 
that time will be forgiven.

Which IRA Should Go First?

$ere could also be times when it may make sense 
to tap a Roth IRA before withdrawing from a tradi-
tional IRA. One case could be when an older retiree 
is in a higher bracket than the heir and does not have 
many years le8 to allow the Roth to grow tax-free. 
A $100,000 in a traditional IRA would be worth 
$75,000 to a retiree in the 25% bracket, but worth 
$85,000 to a bene"ciary in the 15% bracket, notes 
Reichenstein.

In some cases, it may be wise to withdraw from a 
traditional IRA and a Roth simultaneously. Let’s say 
a single retiree has $300,000 in a traditional IRA and 
$200,000 in a Roth. She needs to withdraw $50,000 
a8er taxes each year.

If she depletes the traditional IRA before withdraw-
ing from the Roth IRA, the portfolio will last 9.1 years, 
says Reichenstein. According to his calculations, the 
"rst year she will withdraw $58,467 from the tradition-
al IRA, which includes money to pay taxes. ($e stan-
dard deduction, personal exemption, tax brackets and 
investment assets are assumed to rise with in]ation.) 

$e portfolio will last 9.4 years if she withdraws 
enough from the traditional IRA to take her income to 
the top of the 15% tax bracket and the remainder each 
year from the Roth. In the "rst year, she will withdraw 
$43,300 from the traditional IRA and $11,375 from the 
Roth IRA. “$e advantage of this strategy is none of the 
traditional IRA funds are taxed at the 25% marginal tax 
bracket,” he says. In the traditional-IRA-"rst strategy, 
$15,167 is taxed at 25%.  —

 A
s a rule of thumb, retirees should with-
draw assets from taxable accounts "rst, 
tax-deferred accounts such as traditional 
IRAs next, and tax-free accounts such 

as Roth IRAs last. Typically, you spend your a8er-tax 
money "rst because you want your retirement assets  
to compound tax-free for as long as possible.

But rules are made to be broken. $ere may be times 
when tapping your tax-advantaged accounts "rst will 
help your money last longer, says William Reichen-
stein, a professor of investment at Baylor University,  
in Waco, Tex.

One category of rule breaker may be retirees who 
are younger than 70½ and not yet subject to taking 
required minimum distributions from their IRAs, 
says Reichenstein. $ese retirees may be in a low tax 
bracket for several years until it’s time to take RMDs.

Consider a retiree who is in his mid sixties. He has 
taxable accounts with bonds, stocks and certi"cates of 
deposit. When he turns 70½, he’ll need to take RMDs 
of more than $80,000 from his IRA, which will place 
him in the 25% tax bracket.

For now, he needs about $45,000 a year for ex-
penses. If he takes money from his taxable accounts, 
such as the CDs or even some stock sales, most of the 
withdrawals will not be taxable income.

Reichenstein says this retiree should consider with-
drawing enough from his traditional IRA to take him 
to the top of the 10% or 15% bracket. He could use the 
money to live on or convert it to a Roth IRA. “If he 
waits a few years, he will be paying $25 in taxes for ev-
ery $100 he takes out instead of perhaps $15,” he says. 
“If you’re in a very low tax rate now, you can minimize 
what the government gets.”

Withdrawal Strategies 
That Break the Rules
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payments, this might spur them to do it,” says Colby 
Winslow, a "nancial planner in Maitland, Fla.

$e credit applies to the purchase of a principal resi-
dence, such as a condominium or a single-family home, 
costing less than $800,000. $e credit does not apply 
to the purchase of a vacation home. $e full credit is 
available to individuals with a modi"ed adjusted gross 
income of up to $125,000 (up to $225,000 for joint 
"lers). Individuals with incomes between $125,000 
and $145,000 ($225,000 to $245,000 for joint "lers) 
are eligible for a reduced credit.

You can qualify if you purchased your new home 
a8er November 6. You must sign a contract by April 30 
and close on the house by June 30. If you are building 
a new home, the day you move into your new digs is 
considered the purchase date.

An Incentive to Buy a House Now

Real estate agents expect to see a ]urry of homeowners 
looking for new homes a8er the holidays. “Right now 
you have low interest rates and the tax credit, so it’s an 
ideal situation,” says Ann Pettijohn, a real estate broker 
in Orange, Cal.

You don’t have to sell your old place to get the tax 
credit. You could keep it as a vacation home or rent  
it out. Even if you buy in 2010, you can claim the 
credit on your 2009 return—it will reduce the tax  
you owe or boost your refund by your tax-credit 
amount. “You could use the money for modi"cations, 
such as widening doors, to help you age in place,” says 
Armand Christopher, a real estate broker in Dallas. Or 
you may want to use the money to cover closing costs.

Steve Barbera, 63, and his wife, Pam, 62, have lived 
in the same house in Maple Glen, Pa., for 30 years. 
Now they are looking for a smaller place nearby. $ey 
want a bedroom on the "rst ]oor, which will make it 
easier when they are older. $e Barberas say they are 
not going to rush into a decision just to get the tax 
credit. “$e motivation to move was already there,  
but this is added motivation to try to do something  
by April 30,” says Steve, a real estate appraiser.

$ere are limitations. Say you’re newly married and 
you and your spouse lived in separate homes. If you’re 
buying a house together, the "ve-out-of-eight-year 
residency requirement applies to both of you. If one 
spouse owned a home shorter than the requirement, 
then you may not qualify. Also, homeowners must 
repay the credit if they move out of the new house 
within three years. To receive your credit, "le IRS 
Form 5405 with your tax return.  —

Moving? Uncle Sam 
Has a Gift for You

 C
ome tax season, Mary Schon will receive  
a little windfall. Soon a8er signing a  
contract on a new house in November,  
a co-worker told Schon, 55, that Congress 

had just approved a tax credit for homeowners who 
were buying a new house. “I was really excited to learn 
I quali"ed for it,” says Schon, who had rented an apart-
ment in Carroll, Iowa, since moving from Orlando, 
Fla., in December 2006. She sold her house in Florida 
in July 2009 a8er it sat on the market for two years. 

Because Schon was not expecting the credit,  
she is treating it as “fun money.” She plans to spend  
it on home improvements, such as building a bar  
for entertaining her big family.

As the New Year begins, perhaps one of your resolu-
tions is to buy a home. You could receive a "nancial 
reward for moving. $e Worker, Homeownership and 
Business Assistance Act, which became law November 6, 
extended the deadline for the $8,000 "rst-time home-
buyer tax credit. It also authorized a new credit for 
“longtime” homeowners. $e amount is equal to 10% 
of the purchase price of the new home, up to $6,500. 
To be eligible, you must have lived in your principal 
residence for a consecutive "ve-year period in the eight 
years leading up to the purchase of the new home.

$e credit could be particularly appealing to 
empty-nesters and retirees downsizing to a smaller 
place. $ere is no requirement that the new home 
cost as much or more than the old one. “If someone is 
already looking to downsize and minimize mortgage 
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and paid the $96.40 monthly premium. ($ese cal-
culations are based on the 2010 premiums; the 2012 
premiums have not been determined yet.)

$e higher premium would only be for one year. If 
the Greens’ income returns to its preconversion level 
in 2011, the Social Security Administration would 
readjust the Part B premium downward for 2013.

Let’s say Mr. and Mrs. Black took the delay-and-split 
route on their Roth conversion. $ey would convert 
the $500,000 in 2010. $ey would report $250,000  
of income in 2011 and $250,000 in 2012. 

In this case, the Blacks would then pay a higher  
Part B premium in 2013 and 2014. Because their 
income each year would be between $214,001 and 
$320,000, they each would pay a monthly premium  
of $221—a total of $5,304 a year. 

$e prospect of paying higher Part B premiums for 
a year is not likely to discourage F. Earl Morrison, 66, 
from converting about $200,000 in 2010. $e size 
of the conversion, plus other taxable income, would 
require that he and his wife, Arlene, each pay a Part  
B premium of at least $287.30 a month in 2012.

Morrison has two possible goals for the conversion. 
$e couple could use the converted amount in late 
retirement, a8er years of compounded tax-free growth 
recoups the tax hit in 2010. $e Roth could also be  
le8 as a tax-free nest egg for their children. 

Morrison "gures that income-tax rates may rise in 
2011, when President Bush’s tax cuts are set to expire. 
If he’s right, and he defers the conversion and splits 
the tax bill over 2011 and 2012, then his tax bill will 
be higher. “I think I will go ahead and pay taxes in 
2010 and take a one-year hit on the Medicare Part B 
premium,” says Morrison, a retired federal government 
auditor who lives in Clermont, Fla. “When faced with 
not-perfect information, you have to synthesize it the 
best you can.”

Mark Luscombe, principal analyst for CCH, a 
provider of tax information, oGers another twist, 
noting that not converting to a Roth could push up 
premiums for years to come. Why? Because payouts 
from a traditional IRA—required once you reach age 
70½—are taxable income for purposes of the Medicare 
surcharge. A8er you take the hit in the year (or years) 
you report the Roth conversion income, any withdraw-
als from the Roth are tax-free.  —

 M
edicare bene"ciaries who convert 
a traditional IRA to a Roth should 
plan for an unexpected cost: higher 
Part B premiums. If the conversion 

pushes your taxable income above a certain threshold, 
you’ll pay an income-adjusted surcharge on Medicare 
premiums for a year or two.

A lot of attention is being paid to the fact that if you 
convert to a Roth in 2010, when the $100,000 income 
limit for conversions disappears, you’ll have to pay 
income tax on the amount you convert. In 2010 only, 
you can delay reporting the conversion for one year, 
and then split the converted amount in half on your 
2011 and 2012 returns, paying part of the tax in 2012 
and part in 2013.

Less well-known is that the new conversion rules 
are running headlong into means-testing for Medi-
care bene"ciaries. Since 2007, the Part B premium is 
calculated based on adjusted gross income. $e 2010 
premiums are based on taxable income in 2008 (see 
table). Income added as a result of a Roth conversion 
will be cranked into the Medicare Part B calculation.

Here’s how it works. Let’s say Mr. and Mrs. Green 
convert $500,000 in 2010. If they pay the entire tax 
bill in 2010, their Part B premium in 2012 would be 
at least $353.60 for each spouse each month—a total 
of $8,486.40 for the year. $at would compare with 
$2,313.60 the couple would pay if they didn’t convert 

A Roth Conversion Boosts Medicare Costs

Means Testing for Part B
The monthly Part B premium for 2010 paid by most 

beneficiaries is $96.40. Higher-income beneficia-

ries pay a surcharge.
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Adjusted Withholding Tables 
for ’10 Will Shrink Checks

I f you’re still working, expect a slightly 

smaller amount on your paycheck as with-

holding amounts hike a bit next year. The IRS 

has revised the withholding tables for 2010 to 

account for the Making Work Pay credit. The 

credit is worth 6.2% of earned income, capped 

at $400 for singles and $800 for couples.

The 2010 tables spread the credit over a full 

year, so the savings from the credit per month 

will be smaller and the amount of tax withheld 

each month will be larger. Last spring, withhold-

ing tables were adjusted for the credit, but the 

credit was spread over only nine months. 

The IRS has also revised the optional table 

for pension withholding. The optional table al-

lows for extra withholding to offset the credit. 

Pensioners without earned income are not 

eligible for the credit and could end up being un-

derwithheld for the year if they use the regular 

tables. 

■ Fits and starts. The economic engine will be herky-

jerky through the winter. Housing sales will ease but will 

pick back up as the weather warms. Exports, helped by 

the weak dollar, are lifting new orders for manufacturers. 

U.S. consumer spending will be shaky through mid 2010.

■ Fee review. The U.S. Supreme Court 

will soon decide whether it’s fair 

for mutual fund companies to 

charge small investors higher 

fees than institutional buyers. Firms argue it costs more to 

serve small investors. The Court isn’t likely to equalize fees 

when ruling on Jones v. Harris Associates (No. 08-586), 

but it may set guidelines for when fees can vary.

■ New bond funds. Vanguard Group (www.vanguard 

.com) has added seven new bond index funds. The funds 

track Barclays Capital Indexes with three funds tracking 

government bonds, three following corporate bonds and 

one tracking mortgage-backed securities.

Information to Act On
■ Commission-free ETFs. Charles Schwab has launched 

ETFs that are eligible for commission-free trades. Five 

track domestic-stock indexes, and three track internation-

al-stock indexes. The Schwab ETFs are available through 

most brokers, but commission-free trading is available 

only to customers with a Schwab brokerage account.

■ Pension details. Companies with defined-benefit 

pension plans must post basic plan information on their 

internal Web sites. The information includes funding 

details that companies report to the government annually 

on Form 5500. Only active participants are to be notified 

about new benefit limitations.

■ Doughnut hole. For 2010, Medicare Part D plans will 

provide coverage until you reach the doughnut hole, 

which will begin after you reach $2,830 in total drug 

costs. At that point, you will pay all costs until your total 

out-of-pocket costs exceed $4,550 or your total drug 

costs exceed $6,440.

■ Overdraft fees. The Federal Reserve Board’s new rules 

prohibit financial institutions from charging consumers 

overdraft fees on ATM withdrawals and one-time debit-

card transactions, unless a consumer has opted in to 

an overdraft service. The rules apply to new and existing 

customers and take effect July 1, 2010.

■ Roth calculator. Fidelity Investments’ new online tool 

helps you figure out if a Roth conversion makes sense. 

The Fidelity analyzer is good for people of any age; some 

Roth calculators won’t work if you plug in ages past 70½.  

Go to https://calcsuite.fidelity.com/rothconveval/app/

launchPage.htm.

■ New feature. The Social Security 

Administration has tweaked its online 

Retirement Estimator (www.social 

security.gov/estimator). The calculator 

can now provide personalized benefit 

estimates to people who have enrolled in Medicare but 

have not yet filed for Social Security benefits.

■ Mileage rates. For 2010, the standard mileage rate 

is dropping a nickel for business driving, to 50 cents per 

mile. The rate for medical travel and moving is down 7½ 
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cents, to 16½ cents per mile. The rate for charitable  

driving remains at 14 cents a mile. If you use the stan-

dard rate, you can also claim the cost of parking and tolls.

■ Golf-cart credit. Street-legal 

electric golf carts acquired by 

December 31, 2009, qualify for 

the federal plug-in electric-vehicle 

tax credit. These vehicles get a 

base credit of $2,500 plus $417 

for each kilowatt-hour of battery 

capacity above four kilowatt-hours. The maximum credit 

can range from $7,500 to $15,000. For more details,  

go to IRS.gov.

■ Tax software. CCH is expanding its lineup of online tax-

preparation software. CompleteTax Free is a free product 

for simple federal tax returns. CompleteTax Deluxe joins 

the existing Basic and Premium choices; all come with a 

fee. New features include a refund meter and a charity-

deductions valuator. Go to www.completetax.com.

■ Comfort level. Seventy-three percent of women were 

comfortable with having saved less than $1 million for 

retirement, compared with 63% of men, according to a  

TD Ameritrade survey. Twice as many men (12%) as 

women (5%) said they hope to have saved $5 million.

■ Debt rising. Housing debt and credit-card debt have in-

creased for families close to or in retirement, according to 

the Employee Benefit Research Institute. The proportion 

of families with heads of household age 55 or older with 

housing debt rose to 40% in 2007, from 24% in 1992. 

Credit-card debt rose to 38% in 2007, from 31% in ’92.

■ New annuity. MetLife and Fidelity Investments are 

offering the MetLife Growth and Guaranteed Income vari-

able annuity. The deferred variable annuity is backed by 

MetLife and invests in Fidelity’s VIP FundsManager 60% 

Portfolio, which is a fund of funds. The guaranteed life-

time withdrawal benefit ranges from 4% to 6%. Visit www 

.fidelity.com/incomeplus or call 800-544-2442.

■ Ideas for 2010. Looking for new places to go? Lonely 

Planet’s Best in Travel 2010 (Lonely Planet Publications, 

$15) includes 30 destinations and a calendar that maps 

out event highlights, such as the Lowcountry Oyster Festi-

val held in Charleston, S.C., in January.
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Suspend Benefits and Claim 

a Spousal Benefit

My wife and I are both 67. 
She claimed Social Secu-
rity bene"ts at 62, and 
I claimed mine at full 
retirement age (65 and 

ten months). Can I suspend 
my bene"ts now and take a 

spousal bene"t until I reach 70? 
I’d like to leave my wife a larger survivor bene"t if I die.
Yes. You will be able to get delayed retirement credits 
for the period between the age when you suspend 
your bene"ts and age 70 (the credits are worth about 
7.5% a year in your case). Your bene"ts will be about 
15% higher, plus cost-of-living adjustments, when you 
restart them at age 70. 

Rolling a 401(k) Into a New Employer’s Plan

I’m 60 and moving to a new job. Can I roll over the  
assets in my current 401(k) into the 401(k) o$ered by  
my new employer?
$at’s up to your new employer’s plan. Companies 
aren’t required to let workers roll 401(k) money from 
other company plans. You could be better oG rolling 
the money into a traditional IRA. Or you can roll 
all or part of the account into a Roth IRA as long 
as you’re willing and able to pay income tax on the 
amount being converted to the Roth. 

When deciding whether to shi8 the money to your 
new employer’s 401(k) or move it to an IRA, compare 
the investing options and fees. You’ll have more invest-
ing options with the IRA, but with the 401(k) you 
may get a break on fees.

Special Rules for Inherited IRAs

I inherited an IRA %om my father. Can I make contribu-
tions to the IRA? Also, if there are nondeductible contri-
butions in the account, can I withdraw them separately?
You cannot make contributions to an inherited IRA 
nor can you roll any of its assets into another tradition-
al IRA or a Roth IRA. Because special rules control 
distributions from an inherited IRA, the money must 
be segregated. 

Regarding your second question, you cannot 
remove those nondeductible contributions separately. 
Instead, the tax-free portion of the withdrawal will  
be based on the ratio of nondeductible contributions 
to the total balance. So if you have $25,000 in nonde-
ductible contributions as part of a $100,000 inherited 
IRA, 25% of the withdrawal will be tax-free. 

If you also own your own traditional IRA with non-
deductible contributions, you will have to go through 
the same process with that IRA, "lling out an IRS 
Form 8606 for each IRA.

Premium Hike for Those Not Taking Social Security

My wife signed up for Medicare last May. She was noti-
"ed that her Part B premium for 2010 will be $110.50. 
My premium remains at $96.40. Could this be related to 
Social Security? She hasn’t claimed bene"ts, but I have.
Yes, the diGerence is related to Social Security bene"ts. 
Typically Part B premiums rise each year to keep pace 
with the growth in Medicare expenditures, and Social 
Security bene"ts rise due to in]ation. For 2010, there 
is no cost-of-living adjustment for Social Security. 

Under current law, a “hold harmless” provision pre-
vents Social Security payments from decreasing from 
one year to the next because of Part B premium in-
creases. $at means, for 2010, the Part B premium will 
remain at its 2009 level of $96.40 for 75% of Medicare 
bene"ciaries. Because your wife is not receiving Social 
Security bene"ts, she is not covered by the hold-
harmless provision. Her $110.50 premium re]ects the 
increase in Medicare expenditures. Higher-income 
Medicare bene"ciaries, who pay an income-related 
surcharge, are also not covered by the hold-harmless 
provision (see “A Roth Conversion Boosts Medicare 
Costs,” on page 9).

When You Can Tap a Roth IRA Tax- and Penalty-Free

I read your December 2009 cover story (“*e Complexities 
of Roth Conversions”). I’m older than 59½. I opened one 
Roth seven years ago. I converted a traditional IRA to 
another Roth IRA two years ago. It wasn’t clear whether 
I can tap the money in both Roths without paying taxes 
and penalties.
We’re sorry for the confusion. Once you are 59½,  
you are no longer subject to the 10% early-withdrawal 
penalty on earnings or converted contributions. If you 
own at least one Roth for at least "ve years, you can 
withdraw earnings free of income tax from any Roth 
you own. Regular contributions can always be with-
drawn tax- and penalty-free, regardless of age. 

Your Questions 
Answered
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have received $1 million from the trust tax-free and  
$1 million from Mom’s exemption tax-free. $ey 
would pay estate tax on the $1.5 million balance.

However, most bypass trusts are funded by a for-
mula that automatically funds the trust with assets up 
to the federal exemption. Although the estate tax is 
scheduled to expire in 2010, Congress is expected to 
keep the tax alive, with the $3.5 million exemption.

If the husband above instead dies in 2010 without 
making any changes to his estate plan, the entire $3.5 
million would automatically go into the bypass trust. 
“$e surviving spouse gets nothing of her own,” says 
Robert RomanoG, an estate-planning lawyer at Leven-
feld Pearlstein, in Chicago.

Of course, the surviving spouse could go to the 
trustee to ask for money. Depending on the trust’s 
provisions, the trustee could severely limit outlays. 
$e other heirs would have the right to question the 
trustee’s distributions. $at could be especially touchy 
if those heirs are children from a previous marriage.

Giving Your Spouse More Control 

If you don’t want to leave your spouse in this position, 
you can amend the original trust. You could name 
your spouse as the trustee, says Kyle Krull, an estate-
planning lawyer in Overland Park, Kan. To avoid an 
IRS determination that the spouse owns the assets, 
the trust must be written so that the assets can only be 
used for the spouse’s health, education and support.

If you go with an independent trustee, you can 
give the trustee a “fair amount of discretion,” says 
RomanoG. He says you can note that the assets could 
be used to maintain a “spouse’s standard of living for 
the last "ve years.” $e trust documents, he says, could 
deny adult children access to the assets until the second 
spouse dies. “When we dra8 provisions for a credit-
shelter trust, we do it for the surviving spouse and 
children under 23,” he says.

Another option is to leave the entire estate to the 
surviving spouse, who could “disclaim” assets to the 
bypass trust, says Krull. When the "rst spouse dies, 
the survivor could decide how much she will need and 
then disclaim the rest, up to $3.5 million, to the trust.

Natalie Choate, an estate-planning lawyer with Nut-
ter McClennen & Fish in Boston, says with the federal 
exemption so high, many couples no longer need a trust. 
You could keep the trust to save on state estate taxes, 
to protect children from a previous marriage or if you 
think the exemption will drop. Otherwise, says Choate, 
“dump the credit-shelter trust.”  —

 W
hen you create an estate plan, you 
o8en have two goals in mind: You 
want to care for your spouse, while 
also minimizing the estate tax your 

children may pay a8er the second parent dies. But if 
you haven’t updated your estate plan for a couple of 
years, your kids could do "ne "nancially a8er you die, 
but your spouse could be in for a real struggle.

$e ticking time bomb for couples is a bypass trust, 
also known as a credit-shelter trust. Let’s say a husband 
leaves his entire estate to his wife without a bypass 
trust. $e assets would pass to her free of estate taxes, 
no matter how big the estate. $en, when the widow 
dies, only the amount protected by her federal estate-
tax exemption amount could go tax-free to the kids.

With the bypass trust, the husband would leave 
assets to the trust up to the federal exemption amount 
and leave the balance tax-free to his wife. $e trust 
money is earmarked for the kids, but typically the wife 
can tap trust income for living expenses. When Mom 
dies, the kids get the money from the trust free of 
estate taxes. $ey would also get Mom’s money tax-free 
up to the exemption amount in the year she dies.

$e potential problem stems from the rising federal 
exemption as well as from trust provisions that o8en 
restrict a spouse’s use of trust money. Let’s say a hus-
band drew up a bypass trust in 2001, when the exemp-
tion was $1 million. He died with a $3.5 million estate 
in 2001. His spouse lived on the $2.5 million outside 
the trust. If she died with the estate intact while the ex-
emption amount was still $1 million, their kids would 

A Ticking Time Bomb 
for a Surviving Spouse



E
ver since the first humans built 

a fire in their dark cave, people

have realized the importance of

proper indoor lighting. But ever since

Edison invented the light bulb, lighting

technology has, unfortunately, remained

relatively prehistoric. 

Modern light fixtures do little to 

overcome problems associated with

improper lighting, such as eyestrain, 

dryness, and burning. As more and more

of us spend longer and longer hours in

front of our computer monitor, these

problems are compounded. And the

effects of improper indoor lighting are

not necessarily limited to a physical 

problem: the quantity and quality of 

light can also play a part in both our

mood and work performance. 

Studies show that sunshine can both lift

your mood and enhance your energy 

levels. But as we all know, the sun does 

not always shine. Now, however, there’s a

solution to the problem– The

Balanced Spectrum® floor

lamp will change not only the

way you see, but also the way

you feel about your living 

and work spaces. It brings the

benefits of natural daylight

indoors, simulating the full

spectrum of daylight. 

The Balanced Spectrum’s

27-watt compact bulb is

brighter than a 100-watt 

ordinary light bulb. With 

the lamp’s sharp visibility,

you will see with more 

clarity and enjoyment in

close tasks such as reading,

writing, sewing, and needlepoint. 

It is especially helpful for aging eyes. 

Experience sunshine indoors at the

touch of a switch. This amazing lamp

is not only easy on the eyes, it is easy on 

the hands as well, featuring a special 

“soft-touch, flicker-free” rocker switch

that is easier to use than traditional 

toggle or twist switches. And its flexible

gooseneck design enables you to get 

light exactly where you need it. The 

high-tech electronics, the user-friendly

design, and a bulb that lasts 10 times

longer than an ordinary bulb–all these

features make the Balanced Spectrum®

floor lamp a must-have. 

Try the Balanced Spectrum® floor

lamp for the best value ever! Now

more than ever is the time to spread 

sunshine all over the room in your

home at this fantastic low price! The

Balanced Spectrum® floor lamp comes

with firstSTREET’s exclusive guarantee.

Try this lamp for 90 days and return it

for the product purchase price if not

completely satisfied.

A floor lamp that 
spreads sunshine 
all over a room.
The Balanced Spectrum® floor lamp brings many of 

the benefits of natural daylight indoors for glare-free

lighting that’s perfect for reading.

Balanced Spectrum®

floor lamp . . . . . . . . was $59.95

Call now for 
$10 instant savings!

Only $49.95 each + S&H

*Order two Balanced Spectrum®

floor lamps and get FREE shipping
on both lamps.

*Free shipping within the contiguous 48 states only.

Please mention promotional code 39432.

For fastest service, call toll-free 24 hours a day.

1-888-894-3661 
We accept all major credit cards, or if you 

choose, you can pay by check over the phone. 

To order by mail, please call for details. 

www.balancedspectrum.com

Copyright © 2009 by firstSTREET for Boomers and 

Beyond, Inc. All rights reserved.
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This light can change the
way you live and work

It provides excellent lighting which is very

close to true daylight. The lamp itself is

light enough to be moved easily around 

a room and an office. The glare-free 

characteristics provide a very non-stressful

illumination for prolonged reading.
–Stanley G., M.D.

As soon as I turned on the lamp and 

began to read the newspaper I could see 

the wonderful difference.  This lamp is just

what I needed. Thank you so much.
–Donna E.

Your lamp has been a wonderful help to me

in reading my newspaper and magazines. I

would hate to be without this lamp, it’s

made such a difference in my life.

–Kenneth K.

Dozens of testimonials on file.

Results may vary.

HOME LIGHTINGBreakthrough

Technology revolutionizes 

the light bulb

• Save almost $61 over the 
life of the bulb

• 8,000 hours bulb life

• Energy efficient

• Shows true colors

You don’t need the sun to get 
the natural benefits of daylight

• See with clarity and enjoyment

• Creates natural, glare-free light

• Provides sharp visibility

• Flexible gooseneck design

• Instant-on, flicker-free light

• Pays for itself in energy savings 

over the life of the bulb
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Hewlett-Packard recently agreed to buy networking 
company 3Com in a deal that is expected to close in 
the "rst half of 2010 and should broaden HP’s product 
oGerings. In "scal 2008, almost 69% of the company’s 
revenues were foreign.

Exxon Mobil (XOM, $70) is the world’s largest pub-
licly traded integrated oil company. In 2008, Exxon 
Mobil derived more than 65% of its revenues from 
outside the U.S. $is high-quality company, which is 
one of the few to maintain a triple-A credit rating,  
is a low-risk, long-term play on the likely continued 
dependence of the world economy on fossil fuels. 

Even so, the company is hedging its bets by develop-
ing new battery component technologies for hybrid 
and electric vehicles. $e stock recently yielded 2.4%.

United Technologies (UTX, $70) is a conglomerate 
whose businesses include Pratt & Whitney (aircra8 en-
gines), Carrier (heating and air-conditioning systems), 
Otis (elevators), Hamilton Sundstrand (electronic 
controls) and Sikorsky (helicopters). Some 52% of 
2008 revenues were from international sources.

United Technologies’ foreign operations continue 
to gain ground. In early December, a Singapore-based 
subsidiary of Otis received contracts from that nation’s 
Housing and Development Board to supply, install 
and maintain 1,300 elevators in public housing.  
$at follows a similar deal in 2005 for 654 elevators.

$ere are also great foreign-revenue choices out-
side of the technology, energy and industrial sectors. 
Fast-food giant McDonald’s (MCD, $62) operates in 
118 countries and derives 65% of sales from outside 
the U.S. Procter & Gamble (PG, $63) has 22 global 
brands with sales of at least $1 billion, including Head 
& Shoulders, Crest, Tide and Gillette. About 57% of 
sales come from outside North America. 

If you don’t want the risk of owning individual 
stocks, some funds can give you exposure to sectors of 
the market that have major foreign operations. Consider 
these exchange-traded funds, which track their respective 
parts of the S&P 500: Select Sector SPDR Technology 
(XLK, $22), Select Sector SPDR Energy (XLE, $56) 
and Select Sector SPDR Industrials (XLI, $29).

For a slightly broader approach, Russel Kinnel, 
Morningstar’s director of mutual fund research (and 
a Kiplinger’s Personal Finance columnist), suggests 
mega-cap mutual funds. He likes two no-loads, Jensen 

Portfolio ( JENSX), a concentrated fund with about  
25 holdings that have major overseas businesses, and  
Aston/Montag & Caldwell Growth (MCGFX), a simi-
lar portfolio with about 30 stocks.  —

 T
he weaker dollar means higher prices  
for American tourists. But a declining  
dollar can bene"t U.S. companies by mak-
ing the price of their goods and services 

more reasonable to foreigners paying in other curren-
cies. In addition to the potential for higher export 
sales, the sliding greenback means that U.S. companies 
selling abroad or reporting sales from their foreign op-
erations will translate those revenues into more dollars.

You can pro"t from this trend by owning shares 
of domestic companies that have signi"cant revenues 
from outside the U.S. Most are large companies in 
global industries. Not all companies provide data on 
non-U.S. revenue. But Howard Silverblatt, senior index 
analyst at Standard & Poor’s, calculates that for 2008, 
companies in Standard & Poor’s 500-stock index  
produced 47.9% of all sales outside the U.S. $e "gure 
is based on the 253 companies (50.6% of the index) 
that disclosed adequate information. 

Sectors with high concentrations of foreign sales 
include technology (55.3%), energy (50.5%) and  
industrials (46.1%). Here are some stocks in those  
sectors that should bene"t from a declining dollar.

Hewlett-Packard (symbol HPQ, $51) provides 
computer hardware, printers and services to customers 
worldwide. Long known as a printer company, Hewlett- 
Packard acquired Compaq Computer in 2002 and has 
since become the global leader in personal computers 
with 19% of the market by unit sales. 

In 2008, the company acquired Electronic Data Sys-
tems, making it a major player in technology services. 

U.S. Stocks Profit  
on Dollar’s Slide
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Don’t Miss the Mark With a Target-Date Fund
Nearly 50 fund sponsors oGer target-date funds,  

but three dominate the business. Funds from Fidelity,  
T. Rowe Price and Vanguard account for 80% of the 
$229 billion invested in target-date funds as of Sep-
tember 2009, according to Financial Research Corp. 
$ese sponsors generally provide diversi"ed portfolios 
with low fees, but there are big diGerences. 

Find a Fund that Fits Your Investing Style

T. Rowe Price is the most aggressive of the trio, invest-
ing heavily in stocks to guard against the risk that retir-
ees will run out of money. $e company’s target-date 
funds hold as many as 17 other Price funds. $e target 
funds continue to hold about 60% in stocks when they 
hit their mark.

By comparison, Fidelity and Vanguard funds have 
50% of their assets in stocks at their target dates. Even 
30 years a8er the target date, the Price funds still have 
a 20% stake in stocks. Meanwhile, Vanguard reduces 
its stock holdings to 30% a8er eight years; Fidelity’s 
timetable is 15 years. 

$ose numbers actually understate the aggressive-
ness of some target-date funds. T. Rowe Price’s 2010 
fund holds 16% of its assets in high-yield bonds, which 
are similar to stocks in terms of risk 
(Fidelity’s 2010 fund has a 20% stake in 
junk). 

T. Rowe Price has no plans to 
change its strategy. Even though its 
2010 fund fell 39% in the bear market, 
the fund had recovered most of that 
ground as of December 8. 
“Having a higher stock 
allocation, even in retire-
ment, defends against 
in]ation and the risk 
that you’ll outlive your 
money,” says Jerome 
Clark, manager of  
T. Rowe Price’s 
retirement funds.

If you don’t 
want more than 
70% of your 
assets in risky 
investments 

 T
arget-date funds were supposed to be 
simple solutions for retirement saving:  
You picked a fund with a date close to  
your anticipated retirement. As the date 

approached, the fund would adjust the bond portion 
of its portfolio to become more conservative.

But that’s not exactly how it worked during the 
2007–09 bear market. Take 2010 funds, which were 
designed for investors at or near retirement now. On 
average, those funds lost 34% of their value during the 
bear market. $at was still better than the 55% drop  
in Standard & Poor’s 500-stock index, but it was a big 
hit for investors in the critical "rst years of retirement.

And because each family of target-date funds has 
its own mix of assets—and follows its own so-called 
glide path when shi8ing to more-conservative invest-
ments—fund performance varied considerably. For in-
stance, the worst-performing 2010 fund, Oppenheim-
er Transition, had 66% of its portfolio in stocks, plus 
a big bond holding that tanked. As a result, it posted a 
decline of 54%. But Wells Fargo Advantage Dow Jones 
Target 2010 had just 25% of its assets in stocks. It lost 
only 19% during the same period.

$ose results prompted the U.S. Senate, the Securi-
ties and Exchange Commission, and the Department 
of Labor to conduct hearings investigating the use of 
target-date funds in retirement plans (see “Target-Date 
Funds Take a Hit A8er Meltdown,” August). Some 
lawmakers want regulators to establish asset-allocation 
guidelines for the funds. We disagree—that’s a job for 
fund managers. But investors do need to know what’s 
in these funds and how best to manage them as part 
of their overall investments. At the end of 2008, 22% 
of retirement-plan participants in their sixties owned 
these funds, reports TD Ameritrade. 

Many investors don’t understand how target-date 
funds work. For instance, a fund’s glide path doesn’t 
necessarily stop at the target retirement date. All of 
the major target-date funds continue to decrease their 
stock allocations decades a8er the target date.

Also, many investors don’t realize that target-date 
funds are all-in-one portfolios with diversi"ed asset 
allocations, according to a new study by the Employee 
Bene"t Research Institute. Many hold target-date 
funds along with other funds, which could lead to 
unintended allocations, the study says.
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when you’re ready to retire, Vanguard Target Retire-
ment funds are a solid choice. $ey use a portfolio 
of "ve index funds plus money-market and Treasury 
in]ation-protected securities funds (but no junk 
bonds). “It was the funds’ broad diversi"cation that 
enabled them to avoid the worst of the market losses,” 
says John Ameriks, head of investment counseling and 
research at Vanguard.

$e Vanguard 2010 fund lost 33% in the bear mar-
ket and returned 0.5% annualized over the past three 
years as of December 8. $e funds charge an annual fee 
of 0.18% or 0.19%, the lowest in the category.

Meanwhile, Fidelity’s Freedom funds invest in a 
portfolio of Fidelity funds. $ey are not quite as ag-
gressive as T. Rowe Price or as cheap as Vanguard,  
but they are still attractive. $e Fidelity 2010 fund  
lost 37% in the bear market but gained 3% annualized 
over the past "ve years through December 8.

Some target-fund sponsors are trying completely 
diGerent strategies. Putnam, for example, uses an 
“absolute return” approach in its ten Retirement-Ready 
funds. $at means that over three-year periods the 
funds will try to generate returns that average one, 
three, "ve or seven percentage points per year above 
the in]ation rate. But those returns aren’t guaranteed. 
With annual expenses between 1.25% and 1.34% and 
short track records, it remains to be seen whether the 
Putnam funds can deliver. 

Also, more "rms will experiment with guarantees. 
For instance, Prudential oGers products that allow 
retirement-plan participants to invest in target-date 
funds with guaranteed minimums of lifetime income. 
Prudential’s guarantee comes with a 1% annual fee  
in addition to the 0.59% expense ratio the target-date 
funds charge. Other "rms, such as AllianceBernstein, 
are developing similar products.

But even these aren’t perfect. “With guaranteed  
options, there are concerns over cost and portability,” 
says Eric Endress, an analyst with CBIZ Financial 
Solutions who reviews target-date funds for plan  
sponsors.

Ease your mind about your target-date fund by 
peeking under the hood. Morningstar rates 20 families 
of target-date funds, and its Instant X-Ray tool gives 
you a view of your holdings and how much you have in 
stocks and bonds. In addition, the major fund sponsors 
provide details about their glide paths and asset alloca-
tions on their Web sites. At , you can 
compare target funds’ performance against that of the 
Dow Jones Target Date indexes.  —

Ease Into Retirement 
by Scaling Back Work

 W
hen Jim Corrough’s employer oGered 
an early-retirement program to senior 
employees a few years ago, he leaped 
at the opportunity. He liked his job 

at Nielsen, the data-collection company, where he had 
worked his way from "eld representative in 1965 up to 
the management ranks. But there were other things he 
wanted to do with his time. 

Corrough wished to sing in a barbershop quartet, 
for instance, and cover high school football games for 
his local newspaper. “I wanted to take the pressure oG,” 
he says. “$e kids were long gone, and my wife, a com-
puter programmer, was hoping to slow down, too.”

Still, the 69-year-old resident of the Chicago suburb 
of Lombard, Ill., wasn’t quite ready to quit the working 
world altogether. A8er retiring, Corrough seamlessly 
moved to a part-time job at Crossmark, a company 
that audits small stores and has a partnership with 
Nielsen. Now he works 20 hours a week, collecting 
Social Security, a pension and a paycheck.

“I determine my own schedule, and it’s nice to  
keep using the brain,” he says. “As much as I like foot-
ball and singing, it doesn’t seem to be enough.”

Corrough has plenty of company among older 
workers who want to scale back from the 9-to-5 grind 
with phased retirements, such as part-time work and 
sabbaticals. $e bear market has ravaged retirement 
accounts, leaving many workers no choice but to work 
more years. Meanwhile, a desire to remain intellectu-
ally engaged has many employees eager to stay in the 
workforce. “$ere’s a trend of looking at retirement 
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When she turned 62 in 2009, Hainline began to 
collect her Social Security bene"t and pared back her 
work schedule to one or two days a week. “I really like 
what I do,” says Hainline, who works in a recovery 
room. “I think working one to two days a week keeps 
you more in touch with the world.”

Hainline also values the free time of her “semi-re-
tired” lifestyle that enables her to take day trips around 
Florida to visit friends. “It’s the "rst time in my life 
when every minute isn’t scheduled,” she says.

If part-time work isn’t feasible, a sabbatical—an ex-
tended period of leave a8er which you return to work 
full-time—might be a good option. “Sabbaticals oGer 
an opportunity to try out something you might want 
to do more of in retirement,” says Barbara Pagano, co-
founder of YourSabbatical.com, a company that helps 
employers develop career breaks. “Maybe you want 
to teach English in China, or maybe you want to take 
time oG to spend with aging family members.”

Some companies oGer paid sabbaticals, while others 
give a partial subsidy or unpaid leave. In 2009, Delo-
itte, the professional-services company, rolled out two 
sabbatical oGerings, including a deal that gives high-
performing employees six months oG to pursue career 
development or volunteer work, at 40% of base salary.

But even employers without sabbatical programs are 
o8en open to considering them, says Pagano. Your em-
ployer will be more receptive to the idea of a sabbatical 
“if it’s a planned, focused time away where you have 
goals for your life and career, and where you will bring 
something back to the workplace,” she says.

Plante & Moran, an accounting "rm, oGers its  
employees a four-week paid sabbatical every seven 
years. Douglas Wiescinski, a senior partner who  
lives in South"eld, Mich., recently returned from  
his second sabbatical. 

Spending two weeks in Hawaii and two weeks at 
home, Wiescinski, 55, says he used the time to think 
more about what he wants to do in his retirement. He 
says he and his wife “talked about where we want to 
live long term, whether it’s Arizona or somewhere in 
the Carolinas.” $e mandatory retirement age at his 
company is 62. “It was nice to hit the bookstore to  
read about all these diGerent communities,” he says.

Wiescinski says he thought about work some of the 
time, too. ”It’s a very fast-paced business, and the sab-
batical provides time to re]ect and say, ‘Here’s where 
the business is, here’s what I want to do in the years 
before I retire,’ ” he says. “It gave me time to recharge 
the batteries.”  —

not as an event, but as a process,” says Andrew Peter-
son, staG fellow for retirement systems at the Society  
of Actuaries. “It’s no longer one day you’re working, 
and the next you’re not.”

Some employers are already on board. At a time 
when many companies aren’t handing out raises, some 
oGer phased retirement as a way to retain talent and 
reduce payroll costs. Others oGer unpaid or subsidized 
sabbaticals to cultivate loyalty.

Making the Pitch to Your Employer

Even employers that do not have formal programs in 
place may be amenable to requests, says Dan Clements, 
co-author of Escape 101 ($e Brain Ranch, $20),  
a book about career breaks. “Employers are trying to 
"nd a way to keep their talent and cut costs. Right now 
is when you can make your best pitch,” he says.

Before you make that pitch, check if your company 
has a policy on phased retirement. Phased retirement 
can mean moving to part-time work with your current 
employer or becoming a consultant for your former 
one. It might mean becoming a temporary "ll-in for 
people on leave or vacation.

If your organization has no formal policy, "nd out 
whether other companies in your industry oGer such 
options. “$ere are certain industries—utilities, rail-
roads, defense contractors and insurance companies—
that are beginning to implement phased-retirement 
programs because they have an older workforce and 
they need a way to retain workers as the market recov-
ers,” says Pierce Noble, a retirement consultant at Mer-
cer. “$en there are other industries—retail and health 
care—that use part-time workers all the time.”

Ask your human-resources department about the 
minimum number of hours you need to work to be eli-
gible for health bene"ts and about how de"ned-bene"t 
credits are treated. Although the Pension Protection 
Act of 2006 was designed to make it easier for employ-
ees over age 62 to collect pension bene"ts even if they 
continue to work at the same company, most com-
panies have not amended their programs, says Noble. 

Of course, you’ll also need to "gure out whether 
you can even aGord to cut back your hours. Cheryl 
Hainline, a registered nurse who lives in Weston, Fla., 
outside Fort Lauderdale, came up with a creative ap-
proach to making ends meet a8er she retired from a 
full-time job at the Broward General Medical Center 
in 1999. She kept working at the hospital four days a 
week to cover most expenses, while using her $1,000 
monthly pension to pay down her mortgage.
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 S
haron Moody, 65, had long been attracted 
to the theater. But before retiring as a certi-
"ed public accountant, she had little time 
to pursue this ]edgling interest. Soon a8er 

moving to Norman, Okla., in 2006 to be closer to her 
daughter and teenage granddaughter, she became more 
involved than she ever thought she would be—as a 
board member of a local arts group.

Moody’s rise was meteoric. She attended a work-
shop sponsored by the Performing Arts Studio in 
Norman, which is 20 miles south of Oklahoma City. 
“I suggested that they do a series of old-time radio pro-
grams using the original scripts from the likes of Fibber 
McGee and Molly, and Burns and Allen,” says Moody, 
who had lived in Tulsa for 30 years. “It became a case 
of ‘put up or shut up.’ I was elected to the board with 
the purpose of making it happen.”

Today, Moody is assistant secretary of the nonpro"t 
organization’s board of trustees, spending several hours 
a week on fund-raising. She also produces regular pro-
grams for schools, libraries, churches and civic groups. 
$e programs feature older residents who perform 
one-act plays as well as reading radio scripts.

Moody is one of many retirees who are oGer-
ing services to boards of directors of local nonpro"t 
groups. Laura Otten, director of the Nonpro"t Center 
at LaSalle University in Philadelphia, says nonpro"ts 
turn to retirees for skills the groups o8en lack, from 
"nancial and legal acumen to marketing know-how. 

Share Your Skills  
on a Nonprofit Board

“For retirees, it’s an opportunity to apply their corpo-
rate and professional skills and a chance to also learn 
new ones,” Otten says. Retirees also tell her that they 
want to “try to do some good.”

Joining a nonpro"t board is not to be taken lightly. 
A director has substantial legal and "duciary respon-
sibilities. A board helps ensure adequate "nancial re-
sources, and it hires a chief executive and then oversees 
the executive’s performance.

If you want to be on a board, you will need to show 
the nominating committee that you have a passion for 
the organization’s mission. Beyond that, you’ll have 
to prove that you have particular skills that the board 
needs. You might boost your chances by serving as a 
volunteer for a while.

You’ll need to ask about the time commitment. 
Also, "nd out how an organization is funded, and if 
board members are required to make a "nancial con-
tribution. Make sure the group has liability insurance. 
Board members generally have personal legal liability, 
although malfeasance lawsuits are rare.

Transplanting Corporate Skills

Perry Colwell, 83, rarely had time for volunteer work 
before retiring in the early 1990s as a senior vice-pres-
ident of "nancial management for AT&T. A8er mov-
ing from New Jersey to Chapel Hill, N.C., he joined 
the nonpro"t boards of the local Planned Parenthood, 
Durham’s Museum of Life and Science, and Durham’s 
Center for Child and Family Health.

He "nds that his past experiences in managing 
people and "nances and orchestrating organizational 
change have been useful in his board assignments.  
“$e critical skills I learned from my AT&T days  
are to know my subject cold and to try to anticipate 
questions and formulate answers,” he says.

One of his biggest challenges was to look for an 
executive director for one of the nonpro"ts. He pre-
pared a job description, asked several board members 
to interview the candidates, checked references, and 
gathered the interviewers to discuss the candidates and 
make a selection. Also challenging, he says, is “making 
budget cuts without aGecting the agency’s mission.”

Organizations in ten communities, including 
Atlanta and Pittsburgh, will connect nonpro"t boards 
with prospective members. Learn more at 

. Local newspapers o8en list nonpro"ts  
seeking board members. Some smaller to midsize 
nonpro"ts pluck new board members from the roster 
of active volunteers.  —
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