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Amid a sluggish economy, low interest rates and 
lackluster market returns, pension plans are undergo-
ing a new cycle of financial deterioration. In response, 
plan managers are tightening the screws on partici-
pants. Some seniors are discovering loopholes in their 
pensions that allow plans to skirt regulatory oversight. 
Others are finding that their employers have handed 
off pension obligations to unfamiliar third parties. 
And in some cases, ben-
efits have been trimmed 
for current retirees—a 
group that has tradi-
tionally been spared 
major pension cuts.

Such changes are un-
settling for seniors who 
depend on their defined-
benefit plans as a key 
piece of the retirement-
income puzzle. Nearly 
one in four people aged 
55 and older receive 
income from private or 
public pensions, accord-
ing to 2010 data from 
the Employee Benefit Research Institute.

Still, many workers and retirees remain oblivious 
to their pension plans’ problems, and they may be 
unprepared for a shortfall in income. In a recent survey 
of corporate pension plan participants, Fidelity Invest-
ments found that more than 70% don’t have detailed 
knowledge of how their plans operate, and 61% never 
asked how much money they will receive in retirement. 
Many plan participants said they were relying on their 
employer to provide information. But “you do have to 

 T raditional pension plans are supposed 
to offer a predictable plot line: You work 
a certain number of years, and in the end, 
you get a specific monthly benefit. 

But for a growing number of seniors in or near 
retirement, these plans are more like a fast-paced detec-
tive story—one that’s full of surprises, many of them 
unpleasant. 
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be your own advocate in a lot of ways,” says Rebecca 
Davis, legal director at the Pension Rights Center, a 
consumer advocacy group. “There’s a lot of misinfor-
mation” delivered to pension plan participants.

The current round of pension surprises is just the 
latest chapter in the long story of the plans’ decline. 
Just 15% of private-sector workers participated in a 
defined-benefit plan in 2008, down from 38% in 1979, 
according to EBRI. And at the end of 2011, the total 
pension deficit among 1,500 of the largest companies 
widened to $484 billion, up $169 billion from a year 
earlier, according to consulting firm Mercer.

Given the embattled state of many pension plans, 
workers and retirees relying on these plans for steady 
income may need to do some detective work. While 
you can’t control many of the changes affecting pen-
sion plans, you can gain a basic understanding of the 
plan’s financial health, review benefit statements for 
accuracy and stay abreast of developments in your 
employer’s industry. Those steps can at least give you 
advance warning that an income stream is running dry. 
Here’s a look at the twists and turns that may affect 
your benefits, along with tips for pension sleuthing. 
n Wandering pension plans. A corporate shake-up can 
send your pension benefits spinning off in unexpected 
directions. That’s what happened to some workers who 
retired from Verizon Communications or predecessor 
companies that subsequently combined to form the 
telecom giant. In late 2006, Verizon spun off its yellow 
pages directories business, creating a new company 
called Idearc. Around the same time, thousands of 
workers whose last employment was with the directo-
ries business were transferred to Idearc pension plans, 
with their old promised benefits. By early 2009, Idearc 
announced that it was going through a bankruptcy re-
organization, and it emerged from bankruptcy in early 
2010 with a new name—SuperMedia. 

In an ongoing class-action lawsuit filed in U.S. 

District Court for the Northern District of Texas, 
retirees who were transferred from Verizon to Idearc 
pension plans claim that the switch was contrary to the 
terms of their plans’ governing documents. As Idearc’s 
financial problems developed in the following years, 
the retirees claim they lost substantial non-pension 
benefits. For example, the retirees have been asked to 
pay more for health care coverage, says C. William 
Jones, president and executive director of the Associa-
tion of BellTel Retirees. In the lawsuit, the retirees are 
asking to be transferred back to Verizon pension and 
benefit plans.

People who retired many years before Idearc’s 
formation say the shakeup left them feeling confused, 
betrayed and angry. Kurt Roessner, 68, of Toano, Va., 
says he originally went to work for the phone company 
in the early 1970s in part because of the promise of a 
stable pension. After a 24-year career with various Bell 
companies, he retired in 1995 from Nynex Informa-
tion Resources. Nynex subsequently merged with Bell 
Atlantic, and Bell Atlantic then merged with GTE to 
form Verizon. Now he’s in the SuperMedia plan. He 
has already lost the subsidized telephone service that 
was once part of his benefit package, he says, and given 
the company’s checkered financial history, he’s con-
cerned about the stability of his other benefits. “Don’t 
change the rules on me when I’m 65,” Roessner says. 

In a statement responding to the retirees’ claims, 
Verizon said, “the agreement between Verizon and 
Idearc on pension benefits was consistent with the 
law and the benefit plan documents. No benefits were 
taken from retirees.” A SuperMedia spokesman said 
the company declines to comment “about matters in 
litigation.” 

In some cases, retirees may lose track of a former 
employer that goes through a merger, spinoff or other 
corporate reshuffling—or that employer may lose track 
of the records showing benefits retirees are owed. Keep 
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give participants information about key features and 
requires employers to adequately fund the plan. And 
if a plan is terminated, ERISA guarantees that partici-
pants will continue to receive a certain level of benefits, 
through the PBGC. Plans governed by ERISA pay 
premiums to the PBGC in exchange for this insurance 
backing. 

A major exception to ERISA coverage is the so-
called church pension plan. An employer can request 
that the IRS issue a ruling that its plan is a church 
plan—defined as a plan established and maintained by 
a church or association of churches. Church plans are 
generally governed by state laws, which don’t offer the 
same participant protections as ERISA. 

Though church-plan requests have long flown under 
the radar, workers and retirees are now hearing more 
about this maneuver. Under IRS rules issued last year, 
the plan participants must receive notice that such a 
request has been submitted. Many workers receiving 
those notices question whether their plans should be 
considered church plans, or whether their plans are 
simply trying to evade federal law. 

Bruce Pardo, 64, of Belle Mead, N.J., says he was 
alarmed when he received such a notice last fall from 
his former employer, Saint Peter’s Healthcare System, 
which operates a hospital, nursing home and other 
health care facilities in New Jersey. A former vice-pres-
ident for human resources who is now retired and re-
ceiving a pension from Saint Peter’s, Pardo believes the 
plan doesn’t fit the definition of a church plan, arguing 
in a letter to the IRS that the plan was not established 
and maintained by a church. “I’m concerned about 
it and concerned for the employees who I knew and 
worked with there,” Pardo said in an interview. “There’s 
so much uncertainty in the world, you certainly don’t 
need it once you’re vested and retired.” 

Saint Peter’s spokesman Philip Hartman says that 
“we clearly qualify as a church plan,” adding that a 
Catholic diocese oversees the hospital. Saint Peter’s 
paid PBGC premiums through last year but plans to 
ask for those payments to be refunded to the plan, 
Hartman says. As a church plan, Saint Peter’s would 
not be covered by the PBGC. The plan has not yet 
received a church-plan ruling from the IRS, he says.

Thanks to the new notification requirements, par-
ticipants in plans requesting church-plan status now 
can ask the IRS to deny the request. Those comments 
must be submitted within 60 days of the date that 
participants are notified of the church-plan request. A 
sample IRS comment letter is available at the Pension 

From the Editor

  Reverse mortgages are a good fall-
back if you’re a cash-strapped older 
homeowner. But a new report indi-
cates that homeowners are taking out 

these loans at earlier ages, a trend that poses risks 
later for these younger borrowers.

Slightly more than 20% of reverse mortgage 
borrowers who went through counseling be-
tween September and November 2010 were 62 
to 64, compared with 6% of borrowers in 2006, 
according to the National Council on Aging and 
the MetLife Mature Market Institute.

But younger homeowners should think twice 
before turning to a reverse mortgage. The loan 
needs to be paid back, with interest, when you 
sell the house, move out for 12 months or die. 
If you use a good portion of your home equity 
early, you may not have enough if you need to 
move into assisted living or a nursing home—or 
to pay for home repairs, health care or property 
taxes when you reach your eighties.

Susan B. Garland, Editor

records of your employment history, including W-2 
forms, as well as individual benefit statements, summa-
ry plan descriptions, and other notices from your plan. 

The Pension Benefit Guaranty Corporation’s 
Web site (www.pbgc.gov) has a searchable database of 
people who are entitled to pension benefits but can’t 
be located. The site includes a link to detailed tips on 
finding a lost pension. 

The U.S. Administration on Aging’s Pension Coun-
seling and Information Program, a network of non-
profit organizations offering free legal help for pension 
participants, can also help. A list of counseling groups 
is available at www.pensionrights.org/counseling-projects. 
n Regulatory loopholes. Some employers are finding 
ways to skirt the federal law that provides key protec-
tions for pension plan participants. The federal law 
known as ERISA (for Employee Retirement Income 
Security Act) mandates that private pension plans 
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Rights Center’s Web site (www.pensionrights.org). 
Participant advocates say the church-plan designa-

tion was meant to exempt only plans actually estab-
lished and maintained by a church or church pension 
boards. Congress intended the exemption to be narrow 
and applied only to those types of plans, rather than 
any church-related organization that has its own plan, 
the Pension Rights Center says. Some workers whose 
employers received church-plan status have found that 
their plans are quickly running out of money to pay 
promised benefits, according to the center.
n Funding woes. When an employer terminates a plan 
that’s insufficiently funded, the PBGC is likely to take 
over the plan and continue benefit payments to partici-
pants. But there are legal limits, adjusted each year, on 
the maximum benefit guaranteed by the PBGC. For 
plans ending this year, people retiring at age 65 can re-
ceive up to $4,653 a month. And workers don’t accrue 
additional benefits after a plan terminates.

For participants in underfunded plans that threaten 
to terminate, all this adds up to a lot of uncertainty. 
Beverly Moncrief, 53, of Fort Worth, Tex., took 
early retirement from American Airlines in late 2010 
because of chronic health problems. American parent 
company AMR Corp. filed for bankruptcy about a 
year later, and in February said it would seek bank-
ruptcy court approval to terminate its pension plans. 
Those plans are underfunded by about $10 billion, and 
retirees would lose $1 billion in benefits if they were 
terminated, according to PBGC estimates.

That left participants like Moncrief waiting ner-
vously. She expects to start receiving a pension at age 
55 in 2014, she says, “hopefully, if all this pans out.” In 
early March, American told workers that it would seek 
to freeze pension plans for non-pilot employees instead 
of terminating the plans, allowing workers to maintain 
the full value of benefits earned before the freeze date.

Workers can check their plans’ funding level by 
reviewing the annual funding notice, which plans must 
provide to participants each year. The notice must 
show the plan’s funding percentage, a statement of 
assets and liabilities, and information on the plan ben-
efits that are eligible to be guaranteed by the PBGC. 

If you notice a drop in your plan’s funding level, 
“don’t panic,” says the Pension Rights Center’s Davis. 
Because plan assets are invested for the long haul, she 
says, “there are going to be years of ups and downs.” 

Funding levels affect payout options. A single-
employer plan that is between 60% and 80% funded 
can pay out only half the benefit as a lump sum, with 

the remainder paid as a lifetime monthly annuity. 
And a plan that is less than 60% funded can only pay a 
benefit as an annuity. 

As employers aim to trim pension liabilities, many 
more participants may be offered lump sums. The 
move can save the employers money, in part because 
having fewer participants in the plan helps reduce 
PBGC premiums and administrative costs, says Jona-
than Barry, partner at Mercer. But lump sums aren’t 
always the best choice for participants. (For more 
information on choosing between a lump sum and an 
annuity, see “Pension Lump Sums Better Than Ex-
pected,” February.) 
n Fuzzy math. Don’t assume that your pension admin-
istrator is particularly handy with a calculator. Benefit 
calculation errors are common, pension experts say, 
and workers should regularly check benefit statements. 

Although plans are required to give participants 
individual benefit statements every three years, workers 
can request these statements annually. The statements 
show the total benefits earned, how much is vested and 
special restrictions, such as whether Social Security is 
subtracted when calculating the benefit. Check that 
the statement accurately reflects your number of years 
of service and any contributions that you’ve made. 

If your benefit statement shows a big discrepancy 
from one year to the next, “that’s a big red flag that 
there’s a calculation issue,” the Pension Rights Center’s 
Davis says. You can ask your plan administrator to 
show you the numbers that went into the calculation. 
You can also review the summary plan description, 
which should include the requirements for earning 
benefits and how the benefits are calculated. 

Participants should be on guard for calculation 
problems even if the math error seems to be in their 
favor, Davis says. If you’ve been collecting a pension 
for years, a plan that finds you’ve been overpaid may 
suddenly demand repayment or slash your monthly 
benefit. 

Given the complexity of benefit formulas, it may be 
very difficult to challenge a benefit calculation on your 
own. The pension counseling projects listed on the 
Pension Rights Center’s Web site can help resolve such 
disputes. These projects serve 29 states, and people 
who are not residents of those states can still receive as-
sistance if their company or plan has offices in the state 
or if they lived in that state while earning the pension. 
Alternatively, visit www.pensionhelp.net, which will refer 
you to pension assistance groups based on your loca-
tion and employment. K —ELEANOR	LAISE
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INVESTING

Small Dose of Junk Bonds Worth the Risk

 F or older investors desperate for income, 
the prospect of a juicy 5.5% yield on a 
bond fund is enticing. But many potential 
buyers flee when those yields are available 

on high-yield—or “junk”—bond funds.
Sure, there’s some risk, but it’s worth taking—for a 

small portion of your investments. “For those seek-
ing income, the high-yield bond funds do have a 
place in the portfolio,” says Morris Arm-
strong, an investment adviser in Dan-
bury, Conn. For most clients, even 
those in retirement, Armstrong 
allocates about 5% of the portfo-
lio to high-yield bond funds.

High-yield bonds are specu-
lative grade, which have a higher 
risk of default than investment-
grade bonds. In Standard & 
Poor’s classification system, that 
means a rating of BB+ or lower.

But overall default rates are low. 
Between 1981 and 2011, the default 
rate for all speculative-grade bonds 
rated by S&P was 4.5%. At the end of 
February, S&P reported the 12-month spec-
ulative-grade default rate at 2.33%, down from 2.77% 
a year earlier. And the company forecasts a default rate 
of 3.3% by the end of the year. “Even though we expect 
the default rate to go up from where it is, our forecast 
for the end of the year is still below the long-term 
average,” says Diane Vazza, head of global fixed-income 
research at Standard & Poor’s Ratings.

Because of the credit risk inherent in individual 
high-yield bonds, most people should only buy them 
through mutual funds. “Just by virtue of that, they’ll be 
diversified,” says Vazza.

Experts also say you should avoid junk bond funds 
with the highest yields—currently above 7% or so. 
These portfolios contain the largest portion of the 
lowest-rated bonds. Indeed, default rates vary widely 
depending on the credit quality of the speculative 
bond. Over the 30 years ended 2011, S&P reports 
that bonds rated CCC+ or lower had a default rate of 
26.8%, while only 1.2% of those rated BB- defaulted.

Instead, look for portfolios that have a hefty portion 
of their assets in bonds rated BB and higher. Morning-

star’s Web site (www.morningstar.com) lists a bond fund’s 
average credit quality, and you can view holdings on 
the fund’s site. You’ll also want to own a fund from an 
asset management company with considerable ana-
lytical firepower, so it’s best to stick with large fund 
companies. “The good funds in this space have fairly 
large research staffs,” says Sarah Bush, who follows 

the group as a senior mutual fund analyst at 
Morningstar.

Among junk bond funds, a stand-
out for owning higher-quality issues 

is Vanguard High-Yield Corporate 
Fund Investor Shares (symbol 
VWEHX, yield 5.43%, expense 
ratio 0.25%). You also should 
consider TIAA-CREF High-Yield 
(TIYRX, 5.45%, 0.59%), 

which is slightly lower on the 
asset-quality scale.

Holding Value as Rates Change
While there is credit risk, junk 

bonds are less sensitive to changes in 
interest rates than Treasury securities 

or investment-grade corporate bonds. 
When interest rates rise, the value of existing bonds 
falls (and when rates fall, value rises). The effect is less 
pronounced with high-yield bonds because the higher 
coupon payments act like a cushion. As a result, many 
investors consider high-yield bonds as a separate asset 
class that can add diversification to a bond portfolio.

As the economy improves, high-yield bonds may 
make particular sense because default rates will drop. 
But during a financial crisis, the value of junk bond 
funds can be hurt by a flight to quality. The average 
fund in the category fell 26% in the 2008 financial 
crisis, but rebounded sharply the following year. To 
avoid having to sell during an extended crisis, Bush says 
investors in these funds should plan to hold on to the 
fund for three to five years.

In recent months, investors have been buying up 
these assets. As a result, the spread between high-yield 
corporate bonds and Treasuries declined. “Right now, 
they’re not pricing in a lot of risk,” says Bush, who notes 
that junk bonds are close to historical valuations. K  
—JOSEPH	LISANTI
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 C onservative retirement savers may want 
to curb their enthusiasm for stable-value 
funds. These popular products have lately 
accumulated a new set of risks, while their 

rewards have dropped.
These funds, found only in tax-deferred vehicles 

such as 401(k)s, typically hold a portfolio of bonds 
along with bank or insurance-company “wrap” con-
tracts. The contracts help the funds deliver smooth, 
steady returns and allow investors to trade in and out 
at a relatively stable “book” value even as the market 
value of the bond investments bounces around. 

The products’ stable appearance and their tendency 
to deliver higher yields than competing conservative 
investments have made them a favorite of risk-averse 
investors. In 401(k) plans tracked by consulting firm 
Aon Hewitt, stable-value funds attracted $1.35 billion 
in new money last year, nearly quadrupling their 2010 
inflows and far outpacing the $882 million directed to 
bond funds. Many investors have plunked their entire 
401(k) balance into a stable-value fund.

Yet investors should reassess these holdings. Many 
investors are seeing lower returns, higher fees and new 
restrictions on withdrawals. Employers are already re-
evaluating “whether the stable-value product is the best 
thing for participants,” says Scott Holsopple, president 
of advice provider Smart401k. 

The federal government is taking a closer look at the 
funds, too. In a report last year, the U.S. Government 
Accountability Office examined the funds’ restrictions 
on investor withdrawals. Information provided to 
participants “may not fully explain the risks taken on 
their behalf by stable-value funds, including the variety 
of events that could affect participants’ withdrawals or 
that could cause losses,” the report noted.

The tougher conditions stem largely from the 
financial crisis. During the market downturn, some 
stable-value funds saw the market value of their invest-
ments fall sharply below book value. That raised alarms 
among wrap-contract providers, the banks and insur-
ance companies that generally cover any gap between 
market value and book value when investors withdraw 
money from the funds. Some wrap-contract provid-
ers simply backed away from the stable-value business. 

Meanwhile, with investor demand for stable-value 
products still going strong, the remaining wrap provid-
ers have gained significant power to dictate terms.

Though some major fund managers, such as Charles 
Schwab, are shutting down their stable-value funds, 
managers tracked by industry group Stable Value 
Investment Association had about $435 billion in 
stable-value assets as of September. Major companies 
still providing wrap contracts include Prudential Re-
tirement and Pacific Life Insurance Company. 

Typical fees for wrap contracts have roughly qua-
drupled from their pre-crisis levels, to about 0.2% to 
0.25%, industry experts say. The fees are “probably 
going to stay up,” as wrap providers see the business as 
carrying increased risk, says Christopher Tobe of Stable 
Value Consultants in Louisville, Ky. Wrap providers 
are also toning down risk by requiring that funds hold 
higher cash allocations, bonds with higher credit qual-
ity and other more conservative investments. 

Higher fees and more conservative holdings can 
drag down returns. Stable-value funds tracked by 
Hueler Companies delivered an average return of 2.7% 
last year, down from 4.9% in 2007. 

Wrapped in Restrictions
It has long been common for wrap contracts to restrict 
investors’ ability to transfer balances directly from 
a stable-value fund to a “competing” product such 
as a money-market fund, requiring that participants 
instead transfer that money to a non-competing option 
such as a stock fund for at least 90 days. Now, many 
wrap providers are broadening the definition of a com-
peting fund, in some cases including any bond fund 
with duration of three years or less. 

In many cases, employers must seek wrap providers’ 
approval before making 401(k) plan changes, such as 
adding new investment options. Wrap providers are 

INVESTING

Stable Value Funds 
Lose Some Stability
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increasingly rejecting such changes, since they could 
prompt investors to pull money from stable value, 
industry experts say. Some wrap providers have told 
employers they can’t add target-date funds or managed 
accounts, which offer personalized management of 
workers’ 401(k) money, says Peter Chappelear, head of 
the stable-value business at J.P. Morgan Asset Manage-
ment. “The constraints being put on plan sponsors and 
managers by wrap providers have become somewhat 
onerous in some cases,” he says.

Stable-value investors may see additional withdraw-
al restrictions—or even investment losses—if their em-
ployer goes bankrupt, institutes mass layoffs or decides 
to drop the stable-value fund from the 401(k) menu. 
In the case of employer-initiated events that can trigger 
mass withdrawals from stable-value funds, many wrap 
contracts state that the fund can restrict withdrawals 
for 12 months as it sells off investments and ensures 
that participants are cashed out at book value.

But now, some stable-value investors are even losing 
the promise of that delayed book-value payout. J.P. 
Morgan in February eliminated this feature on its Sta-
ble Asset Income Fund, a $2 billion stable-value fund 
that has roughly 250 participating retirement plans. 
Now, if plans want to terminate participation in the 
fund, participants will receive the lesser of book value 
or market value. So if the market value is below book 
value when a plan exits the fund, investors may lose 
money. J.P. Morgan made the change in an attempt to 
avoid the tighter wrap-contract restrictions that are af-
fecting many other stable-value funds, Chappelear says.

Investors looking to diversify their conservative 
401(k) holdings beyond stable-value funds might con-
sider alternatives such as money-market funds or short-
term bond funds, but these choices also come with 
tradeoffs. The average taxable money fund currently 
yields just 0.03%, according to iMoneyNet, whereas 
stable-value funds tracked by Hueler had an average 
yield of 2.5% at the end of January. The average short-
term bond fund yields 2.1%, according to Morning-
star, but investors in these funds will generally see more 
volatility than in money-market or stable-value funds. 
Investors seeking to move stable-value money to these 
alternative conservative options may also run afoul of 
the 90-day rule on transfers to “competing” funds.

With many 401(k) participants still attracted to 
stable-value funds, Smart401k’s Holsopple says, “what 
we’re encouraging people to do is follow more of a 
diversified plan,” rather than putting all their eggs in 
the stable-value basket. K —ELEANOR	LAISE

MANAGING YOUR FINANCES

Annuities on the  
Rise in 401(k) Plans

 F ear of a market downturn right before 
retirement is leading to record sales of an-
nuities with income guarantees. With these 
products, you invest in mutual funds but 

are promised a minimum income stream every year in 
retirement for life, even if the market falls.

But most workers don’t have this option in their 
401(k) plans. They generally have to use money in 
a taxable account or an IRA to buy these annuities. 
That’s beginning to change, though.

David DeBell is in the vanguard of workers who 
can build a pension-like guaranteed income stream in 
their private-employer retirement plans. In June 2007, 
his company’s 401(k) provider, Prudential, introduced 
its IncomeFlex product to employees. DeBell, then 
age 62, jumped in. “Personally, this was a good deal,” 
says DeBell, who recently retired as vice-president of 
human resources for a manufacturer of heating and 
air-conditioning systems in Westfield, Mass. As head 
of benefits, he helped select the company plan. 

The timing was perfect. 
IncomeFlex gave him a choice of 
five fund portfolios and prom-
ised lifetime income based on the 
highest value of the portfolio 
that he chose. When the mar-
ket crashed in 2008—and 
his investments lost about 
$30,000—his guarantee re-
mained the same. Even four 
years later, his account’s 
guaranteed value is 
worth more than 
the actual invest-
ment value. The 
bigger nest egg 
gave him the 
confidence 
to retire 
at age 
65 and 
build 
a dream 
home with 
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you allocate $250,000 of your 401(k) to the annuity 
tied to Prudential’s target-date funds. If you decide to 
start tapping the account at age 65, you will be able to 
receive minimum lifetime income of $12,500 a year 
(5% of your initial guarantee amount).

If the value of your investments increases, your life-
time income guarantee can rise, too. For example, your 
annual payouts will rise to $16,250, if your investments 
increase to $325,000. Your lifetime income will be 
based on the highest value of your investments, mea-
sured on your birthday each year, even if the value falls 
later. It can always rise if your account value becomes 
greater than your guaranteed income base. Some 
401(k) sponsors now offer Prudential’s guarantee 
paired with other companies’ target-date funds, such as 
those offered by Fidelity Investments and Vanguard.

Lincoln Financial has a similar product but gradual-
ly phases in the amount of the investments covered by 
the guarantee—and the fee—starting ten years before 
your target retirement date. You will not pay the full 
annual fee on the guarantee until you reach your target 
retirement date. Depending on the plan, the guarantee 
costs up to 1% of the money invested in it.

In a different approach, Hartford Life offers a fixed 
guarantee. While you’re working, you buy income 
shares, which lock in guaranteed monthly income in 
retirement. The shares are separate investments and 
are not tied to any fund. One income share equals 
$10 in guaranteed monthly income beginning at age 
65. (You’ll get more monthly income if you wait until 
you are older to collect.) The younger you are when 
you buy the income shares, the less expensive they are: 
In January, a 50-year-old could pay $1,011 for one 
income share, and a 55-year-old could pay $1,263.

Pat Harris, Hartford’s director of product manage-
ment for retirement plans, recommends investing just 
enough in the annuity to cover income gaps. You then 
invest the rest of your money in funds offered in your 
401(k). “It’s designed to be only a portion of a diversi-
fied portfolio,” Harris says.

A big downside to investing 401(k) money in an 
annuity is that your only choice is the product your 
employer selects. If you want a guarantee but you don’t 
like your employer’s annuity option, you can wait until 
after you leave your job, roll your 401(k) money into 
an IRA and use part of your money to buy a stand-
alone version. Among your options are new low-cost 
versions from Fidelity Investments and Vanguard. 
(Read “Variable Annuities Without the Guesswork,” 
January.) K —KIMBERLY	LANKFORD

his wife, Becky, in Hendersonville, N.C. “This has been 
tremendously valuable to me,” says DeBell. “Other-
wise, I would have had to change my plans.”

Until recently, most employers were reluctant to 
offer such products in their 401(k)s. Employers wor-
ried that employees would lose the guarantees they had 
built up if they switched jobs and wanted to roll their 
accounts to another 401(k) or to an IRA. Employers 
also were concerned that if they ever changed outside 
401(k) administrators, employees would lose their 
guarantees. Plus, employers didn’t want the legal re-
sponsibility, and possible lawsuits, if the 401(k) annu-
ity provider developed financial trouble in the future 
and could no longer make good on promises.

Moreover, employers believed that employees 
would have a tough time understanding these complex 
products without the support of a financial adviser. “I 
think there is a real valuable role for an annuity to play 
as a piece of the overall puzzle. But we need engaged 
participants to evaluate their options,” says Jeffery 
Acheson, a partner with Schneider Downs Wealth 
Management Advisors, in Columbus, Ohio, which 
advises individuals and employers on their retirement 
plans.

A few new developments, however, have made em-
ployers more willing to offer these products. Insurers 
that offer the annuities now also offer rollover IRAs 
specifically for the guarantees. Someone who leaves an 
employer can roll the annuity into this rollover IRA 
to preserve the guarantee, and move the rest of the 
401(k) money into a traditional or Roth IRA. Also, 
under recent agreements among industry groups, if an 
employer switches to another 401(k) administrator 
that offers new investment options, the earlier insurer 
will honor the older guarantees.

The Growing Market for 401(k) Annuities
The annuities that insurers are offering for 401(k)s 
are much simpler, and often less expensive, than their 
standalone products. Prudential, for example, has tied 
its 401(k) guarantees to its retirement target-date 
funds. But the guarantee—and the extra 1% fee on 
that part of the account—will not kick in until ten 
years before the fund’s target retirement date. “We 
believe you need to pay for a guarantee when it makes 
most sense for you, and that is typically not until ten 
years before retirement,” says Srinivas Reddy, senior 
vice-president of institutional income for Prudential.

At that point, the guarantee will be added to your 
investment in the target-date funds. Say you’re 55 and 
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a 401(k) or IRA long past age 70½, when you need to 
start taking required minimum distributions. Under 
the Treasury proposal, the insurance value would no 
longer count in determining RMDs.

With a longevity product, because the insurers have 
a longer time to invest your money, you get a big-
ger bang for your buck than with annuities that start 
payments earlier. Take MetLife’s Maximum Income 
product: A man who invests $50,000 at age 65 will buy 
$1,481 in guaranteed monthly income for life start-
ing at age 85. Meanwhile, the same man who spends 
$50,000 on an immediate-payout annuity would 
get just $290 a month—not much help if your other 
investments evaporate late in life.

Turbocharge Your Investments
Longevity insurance can play an important role in your 
overall investment-withdrawal strategy. By knowing 
that you’re covered against the costs of old-old age, you 
are freer to spend more—and invest more aggressive-
ly—between the ages of 65 and 85, says Barry Gillman, 
research director of the Brandes Institute Advisory 
Board. The institute is a division of San Diego advisory 
firm Brandes Investment Partners.

The idea is to buy enough insurance to cover your 
costs if your savings expire before you do. “Because of 
the fear of money death, people are sacrificing aver-
age returns by going into lower-yielding assets,” says 
Gillman, the author of a recent Brandes Institute study 
that concludes that longevity insurance “can be a good 
match for the needs of many boomer retirees.”

You can use the Brandes Retirement Simulator 
(www.brandes.com/institute) to figure out if you should 
consider a policy. Plug in your current and projected 
income, expenses and investment strategies. It will 
show you the possible impact of a longevity product 
on retirement spending and on your income after age 
85. Brandes does not sell longevity insurance.

Longevity insurance is not for everyone. The 
Brandes study notes that you should consider the 
product only if you’re relatively healthy and can afford 
the lump-sum premium without putting a crimp in 
your standard of living. 

After conducting the study, Gillman decided to 
buy a longevity policy for himself. With his fear factor 
diminished, he’s beginning to invest more aggressively. 
And he has an incentive to stay in better health: “I 
bet a lot of money on my longevity, so I will work out 
more in the gym because I don’t want the insurance 
company to get my money.” K —SUSAN	B.	GARLAND

 T he law of averages, is not a big help 
when you’re planning for your own retire-
ment. If you knew your life expectancy 
was average, you could set aside enough 

money to last for that certain lifetime.
But let’s say you live into a ripe old age? If you worry 

your nest egg won’t last that long, you could consider 
a product called longevity insurance. At retirement 
age, you invest a relatively small amount of money with 
an insurance company and get large monthly lifetime 
payouts starting at age 85 or so. “This is a very valuable 
tool if you’re trying to plan for a long retirement,” says 
Richard LaVoice, executive vice-president of life and 
retirement sales for Symetra Life Insurance.

Symetra is among a handful of companies—includ-
ing MetLife, New York Life and Hartford Financial 
Services—that sell longevity insurance. And only a 
handful of investors are signing on. “Many people 
don’t believe that they will be alive at 85 to collect 
the money,” says Jody Strakosch, national director for 
strategic alliances in MetLife’s annuities division.

That could change as baby boomers get a better grip 
of their life expectancy. “People underestimate their 
own longevity,” says Paul Horrocks, vice-president of 
New York Life. Thirty percent of all women and almost 
20% of men who reach age 65 can expect to live into 
their nineties, according to the Society of Actuaries. 
(Read “Your Life Span? Ask the Calculator,” March.)

Also, a proposed regulation by the Treasury Depart-
ment could generate added interest in the product. 
Longevity insurance would tie up part of the value of 

MANAGING YOUR FINANCES

Insurance for Those 
Who Live Too Long
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ECONOMY
n Retail rise. Expect retail sales 
to grow about 6% in 2012, as job 
creation and consumer confidence 
pick up. That’s down from 7.4% in 
2011, but it still strengthens the 
recovery. A sign of optimism: the 
0.7% January rise in core retail 

sales, which excludes cars, gasoline and building sup-
plies. Sales generally fall after holiday spending.
n Rental demand. The apartment vacancy rate has 
dropped to 4.8% this year, from 5.2% in 2011. De-
mand will stay strong for a couple of years, driven by 
would-be home buyers waiting for housing prices to 
drop further and by others who can’t get mortgages. 
Rents will climb 4% nationally and up to 8% in New 
York and San Francisco. Apartment starts, which rose 
by 78% in 2011, will grow 15% or more this year.

INVESTING
n Statements. The Financial Industry Regulatory Au-
thority has issued an investor alert, It Pays to Under-
stand Your Brokerage Account Statements. Knowing 
the red flags can alert you to errors or broker miscon-
duct, FINRA notes. Go to www.finra.org.
n Fraudulent scheme. The Securities and Exchange 
Commission warns of fraudsters posing as SEC 
employees who are offering large sums of money in ex-
change for small deposits into a specified account. The 

TAX	TIP
Filing an Amended Return

You just filed your 2011 tax return and then 
realized you made a mistake. The good 

news: You can fix it by filing a Form 1040X. The 
amended return cannot be filed electronically 
but must be completed on paper and mailed.

If you expect to claim an additional refund, 
wait until you have received the original refund 
before filing the amended return. If you owe 
more tax for 2011, file the amended return be-
fore April 17 to avoid any penalties and interest.

You may also be able to correct a mistake 
in a previous tax year. You can file an amended 
return within three years from the due date of 
the original return.

SEC does not ask individuals for fund transfers. Call 
800-732-0330 to report an impersonator. Download 
the investor alert at www.sec.gov/investor.shtml.

TAXES
n IRS app. The IRS’s free smartphone app has been 
expanded. The updated app, available for iPhones and 
Android phones, lets you watch IRS YouTube videos, 
get the latest news from the agency and check the 
status of a tax refund. You also can follow the IRS’s 
Twitter account @IRSnews.

CONSUMER	INFORMATION
n Top complaints. Identity theft ranked number one for 
the 12th year in a row on the Federal Trade Commis-
sion’s list of top ten complaint categories. Rounding 
out the top five: debt collection; prizes, sweepstakes 
and lotteries; shop-at-home and catalog sales; and 
banks and lenders. To file a complaint, go to www.ftc 
complaintassistant.gov or call 877-382-4357.

HEALTH	CARE
n Cutbacks. About 22% of households age 50 or older 
say that they have saved money by making changes in 
their drugs, including switching to generics, getting free 
samples, stopping pills or reducing dosages, according 
to the Employee Benefit Research Institute. About 20% 
also say they have either skipped or postponed doctor 
appointments to save money.
n Drug cost inflation. Retail drug prices 
rose by double the inflation rate from 
2005 to 2009, according to AARP’s Rx 
Price Watch Report. Prices for about 
500 drugs most used by Medicare ben-
eficiaries rose nearly 26%, while inflation 
climbed about 13%. For 2009, prices for 
brand-name drugs rose 8.3%, while generic drug prices 
dropped by 7.8%. Read the report at www.aarp.org/
rxpricewatch.

WORK
n Unexpected retirement. Half of current retirees say 
they left the work force unexpectedly, according to the 
Employee Benefit Research Institute’s 2012 Retire-
ment Confidence Survey. Those surveyed said they 
retired early because of health problems, disability, 
or changes at their employer, such as downsizing or 
closure.

Information to Act On
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ON	THE	BOOKSHELF
n Tax savings. You may be done with your 2011 taxes, 
but it’s now time to start thinking about 2012. In its 
29th edition, How to Pay Zero Taxes (McGraw-Hill, $20) 
details the available credits, deductions and shelters 
for the current year.
n Ideas for retirement. From writing a novel to starting 
a nonprofit, 65 Things to Do When You Retire (Sellers 

Publishing, $16) is a compilation of 
65 essays on making the most of your 
retirement. Essayists include Presi-
dent Jimmy Carter and feminist Gloria 
Steinem.

RETIREMENT	PLANNING
n Guide. ElderLawAnswers has published a revised 
edition of Looking Ahead: Estate and Long-Term Care 
Planning for You and Your Family ($10). Buy the pdf 
booklet at www.elderlawanswers.com.
n Tool. T. Rowe Price is offering a new retirement-plan-
ning tool called Ready-2-Retire (www.troweprice.ready-2- 
retire.info). The tool helps you figure out what your 
goals and priorities are for retirement, and the risks 
you may face. The tool collates the information and 
produces a personal retirement profile.
n Calculator. Fidelity Investments has added a “Self 
Employed Plan Contribution Calculator” to its Small 
Business Center (www.fidelity.com/smallbusiness). 
You answer five simple questions and can then play 
with the contribution percentage to see how much 
money you can stash away in a solo 401(k) or SEP IRA.

TECHNOLOGY
n An app for that. Kiplinger’s new iPad app is now 
available. Visit kiplinger.com/go/kiptips to purchase 
Kiplinger’s Top 100 Money-Saving Tips for $1.99. Or go 
to kiplinger.com/go/tipspdf to buy a PDF version.

ANNUAL	INDEX
n 2011 articles. Looking for an article from last year? 
Find it with Retirement Report’s Articles Index for 
2011. Send a note to retire@kiplinger.com to have a 
copy e-mailed to you. Subscribers who have signed up 
for free electronic access can download a copy online, 
along with previous years’ indexes and past issues. 
You will also receive the current issue days before the 
print copy arrives by mail. Sign up for electronic access 
at KiplingerRetirement.com.

Fixed Annuities
SINGLE-PREMIUM	IMMEDIATE-ANNUITY		
MONTHLY	PAYOUT	FACTOR 						HIGHEST AVERAGE

Male age 65 $6.05 $5.63
Female age 65 5.69 5.24
Male age 70 6.88 6.47
Female age 70 6.37 5.93
Payouts are guaranteed to the annuitant for life, with a minimum payout period 
of ten years. Payout factors are per each $1,000. SOURCE: Comparative Annuity 
Reports (www.comparativeannuityreports.com). Data are to March 1, 2012.

Benchmarks
THIS	MONTH 3	MONTHS	AGO YEAR	AGO

Inflation rate* 2.90% 3.40% 2.10%
Six-month Treasury 0.14 0.04 0.14
One-year Treasury (CMT)** 0.19 0.11 0.23
Ten-year Treasury 2.32 1.82 3.28
*Year-to-year change in CPI as of Feb. 2012, Nov. 2011 and Feb. 2011. 
**Constant Maturity Treasury yield.

High-Dividend Stocks
We used Kiplinger.com’s stock-finder tool to screen stocks 
for at least five years of consecutive dividend increases.
DIVIDEND	STOCKS YIELD SHARE	PRICE

Lockheed Martin (LMT) 4.5% $89
HJ Heinz (HNZ) 3.6 53
Johnson & Johnson (JNJ) 3.5 65

Top Yielding Money-Market Funds
TAXABLE YIELD PHONE	NUMBER

Selected Daily Govt/Class D* 0.19% 800-243-1575
Davis Government/Class A* 0.18 800-279-0279
Category Average 0.03%
TAX-FREE YIELD PHONE	NUMBER

BMO Tax Free/Class Y* 0.04% 800-236-3863
Dreyfus Municipal Money Market 0.02 800-782-6620
Category Average 0.01%
*Fund is waiving all or a portion of its expenses. The 30-day simple yields are  
to March 13, 2012. SOURCE: Money Fund Report

Rates and Yields
Certificates of Deposit
SIX	MONTHS YIELD PHONE	NUMBER

AloStar Bank of Commerce (Ala.) 0.85% 877-738-6391
Virtual Bank (Fla.) 0.80 877-998-2265
National Average 0.22%
ONE	YEAR YIELD PHONE	NUMBER

Doral Bank (Fla.) 1.15% 855-513-6725
CIT Bank (N.Y.) 1.08 866-532-4095
National Average 0.34%
FIVE	YEARS YIELD PHONE	NUMBER

Third Federal Sav and Loan (Ohio) 1.80% 800-844-7333
Intervest National Bank (N.Y.) 1.77 212-218-8383
National Average 1.15%
Yields include compounding and are as of March 19, 2012. For information on 
deposit insurance, go to the Web site of the Federal Deposit Insurance Corp.  
(www.fdic.gov). SOURCE: Bankrate.com
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Spouse Can Continue  
on COBRA Coverage

I am 64, and my husband 
is 63. I intend to leave my 
job in a few months and 
use COBRA to continue 
health coverage for myself 

and my husband. I will 
enroll in Medicare in October 

and drop COBRA for myself. Can 
my husband continue on my employer’s COBRA until 
he’s eligible for Medicare in 2013?
Your husband can maintain the coverage. A spouse can 
continue coverage after the employee who qualified for 
COBRA ceases to be covered. In fact, your enrollment 
in Medicare will be considered a “qualifying event” for 
your husband, so he can continue coverage for up to 
18 months after that time. But once he is eligible for 
Medicare, COBRA will stop.

Contributing to a Grandchild’s 529
I would like to contribute to a 529 college-savings account 
for each of my grandchildren. Can I contribute to the ac-
counts my children have set up, or must I open my own?
You need to find out if your children’s 529 plans accept 
contributions from a third party. If they do, you will 
need to get the account numbers from the parents. If 
you go this route, you will no longer have access to the 
money in the event you ever need it. And depending 
on the state, you may not be able to claim a state-tax 
deduction for your contributions. If the plans will not 
accept your contributions, you can either open separate 
529 accounts or give the cash to the parents to make 
the contributions for you. 

Two Options for Spouses Who Inherit IRAs
When I die, my wife, who is younger than I am, will 
inherit my IRAs. I am already taking required minimum 
distributions. Will her RMD be based on my life expec-
tancy or hers?
She will have two options, each of which will use her 
own longer life expectancy to compute minimum 
distributions. If she keeps the IRA in your name, with-
drawals will be required starting in the year after your 

death, based on her life expectancy. With the second 
option, your wife can roll your IRA into her own IRA. 
In that case, she won’t have to take RMDs until she 
turns 70½. At that point, distributions will be based on 
her life expectancy.

Claim Annuity Loss as Miscellaneous Deduction
I have owned a variable annuity for many years, and I 
plan to liquidate it at a loss this year. It was funded with 
after-tax dollars. Can I deduct the loss in 2012?
You can claim the loss as a miscellaneous expense on 
Schedule A on your 2012 tax return. You can deduct 
the amount by which the loss—plus any other mis-
cellaneous expenses you incur in 2012—exceeds 2% 
of your adjusted gross income. See Publication 529, 
Miscellaneous Deductions, at www.irs.gov for the details.

Cost-of-Living Adjustments for Delayed Benefits
I am 66 and thinking of delaying Social Security until I 
am 70. Will I get credit for cost-of-living adjustments?
Yes. You will get an 8% delayed retirement credit for 
each year you delay. Plus, your benefit will be adjusted 
upward for any cost-of-living boost that you would 
have received if you had taken your benefit. Once you 
claim your benefit at 70, subsequent COLAs will be 
based on the higher benefit.

Tossing Out Old Financial Records
I just completed my tax return. I promised myself that 
this would be the year I would toss out old tax records. 
What can I get rid of, and what should I keep?
Keep all of your old tax returns and the supporting 
documents for three years after a return’s filing due 
date—six years if there’s the slightest chance you signif-
icantly underreported your income. The IRS generally 
has just three years to question a return, but the gov-
ernment gets twice that long if it can show you under-
reported income by 20% or more. Hold on to year-end 
investment statements and records of stock and mutual 
fund purchases as long as you own them. Keep records 
on the purchase of your home and receipts for home 
improvements until three years after you sell the place. 
Also, keep records of any nondeductible contributions 
to retirement plans—you’ll need them when you start 
taking distributions. Toss out bank withdrawal and 
deposit slips, credit-card receipts, and paycheck stubs 
once you compare them to your W-2. You can get rid 
of monthly utility bills unless you need them for tax 
purposes. Read IRS Publication 552, Recordkeeping for 
Individuals. K

FROM THE MAILBOX

Your Questions 
Answered
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 W hen you turn 65, it’s likely that 
you’ll enroll in Medicare. But the 
program is riddled with complexities. 
The good news: There’s a lot of infor-

mation out there to help guide you. Here are resources 
that should answer all your questions.
n Medicare.gov. This is the premier federal govern-
ment site, where you can compare and enroll in Part 
D prescription-drug and private Medicare Advantage 
plans. Plug in your prescriptions, and it will find plans 
that include the drugs in their formularies. You also 
can compare private supplemental Medigap plans.

The site has tools that compare—by certain quality 
standards—local hospitals, physicians, nursing homes, 
home health providers and dialysis centers. If you have 
a question about a claim or your Medicare benefits, call 
800-633-4227.
n Medicare Rights Center. The nonprofit consumer 
group (www.medicarerights.org) helps Medicare benefi-
ciaries navigate the complex enrollment and benefits 
system. Call its toll-free helpline (800-333-4114), and 
someone will counsel you on your rights, payment de-
nials and appeals, complaints about care, and bills. In 
some cases, the center will take action on your behalf.

Go to the site’s Medicare Interactive page, and you 
can find answers to dozens of questions. Topics include 
the relationship between COBRA and Medicare, the 

role of Medicare for federal and military retirees and 
nursing-home coverage.
n State Health Insurance Assistance Program. The 
federally funded state-run SHIPs (www.shiptalk.org) 
provide free counseling and assistance by telephone 
and face-to-face sessions. SHIP counselors can help 
you sort through your many Part D choices and other 
options. SHIP programs also offer educational work-
shops on Medicare. The Web site does not provide 
information on Medicare. But it does provide links 
to agencies and counseling programs that offer SHIP 
services in each state.
n PlanPrescriber.com. This is an easy-to-use tool that 
helps you compare the costs and coverage of Part D, 
Medicare Advantage and Medigap plans. For instance, 
you can sort out Part D and Medicare Advantage op-
tions by monthly premiums, estimated out-of-pocket 
costs, the numbers of restrictions and doughnut-hole 
coverage. With PlanPrescriber, a division of eHealth 
Inc., you can enroll online or ask for quotes from 
insurance companies. Or call 800-404-6968 for help in 
finding the best deal.
n Kaiser Family Foundation. This is the go-to site (www 
.kff.org/medicare) if you’re looking for detailed informa-
tion on Medicare-related proposals by Congress and 
the White House. The site also offers comprehensive 
issue briefs on Medicare Advantage plans, income-re-
lated Part B and Part D premiums, trends in Medicare 
spending, and other policy topics. Kaiser Health News 
provides daily news coverage that involves Medicare, 
including information on the presidential election.
n MedicareNewsWatch.com. Look at the CostShare 
Report, which compares the costs of private Medicare 
Advantage plans in your area based on your health 
status (good, fair and poor) and the use of the most 
common health benefits (physician office visits, emer-
gency care, prescriptions and other benefits). The site 
also gives “Senior Choice Awards” to recognize the 
Advantage plans with the best value.
n Social Security Administration. You can apply online 
for your traditional Medicare benefits at www.ssa.gov. 
The Web site’s stand-out feature: an audio version of 
information regarding enrollment periods, eligibility 
requirements, the appeals process and other topics.
n California Health Advocates. You don’t need to live 
in California to make good use of this comprehensive 
site (www.cahealthadvocates.org). You can find informa-
tion on Medicare and Medigap coverage for those with 
disabilities, ways to protect yourself from Medicare 
fraud and tips for filing Medicare claims. K

MANAGING YOUR FINANCES
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 I f you have enough income to meet your 
retirement expenses, you may not need money 
from your IRA. But at age 70½ or older, you 
have no choice: Uncle Sam requires you to 

take a minimum distribution and pay income tax on 
the withdrawal—or get hit with a penalty. 

So what can you do with all that cash? First of all, 
hold off until the end of the year to take your required 
minimum distribution. “Once you put it in a taxable 
account, it starts earning taxable income,” says Paul 
Jacobs, a certified financial planner in the Scarsdale, 
N.Y., office of the Palisades Hudson Financial Group. 
When it’s time to take the RMD, you can make the 
most of the money, and perhaps get a tax break, 
with these ideas.
n Reinvest. You give up a tax shelter when you 
withdraw from your IRA or 401(k). To keep 
your future tax bills in check, consider in-
vesting in tax-exempt bonds. Perhaps you 
hold a taxable bond fund with a 4% 
yield in your retirement account, says 
Jacobs. You could sell the fund to 
raise cash for the RMD and 
then buy a tax-exempt bond 
fund with a tax-equivalent 
yield of 3%, assuming you’re 
in the 25% federal tax bracket, 
for the taxable account. One 
tax-exempt bond fund that 
Jacobs’ firm uses is Vanguard Short-
Term Tax Exempt (symbol VWSTX), 
which holds short-term, high-quality tax-exempt bonds.

You can also keep a lid on your tax tab, and invest-
ment costs, by investing in index funds. Barry Kaplan, a 
financial planner at Cambridge Southern Financial Ad-
visors, in Atlanta, says there’s little trading within index 
funds, so there are “not a lot of capital gains kicked off.”

Use the RMD as an annual opportunity to rebal-
ance your portfolio. If your overall portfolio is heavy in 
bonds, you can sell bonds from your IRA and use the 
proceeds to buy stocks for your taxable account.

But you don’t have to liquidate your investments 
when you take the withdrawal from your IRA. Instead, 
you can execute an “in-kind transfer,” moving shares to 

a taxable account. Be sure to transfer enough shares to 
meet the RMD.

Whether you’re rebalancing or doing an in-kind 
transfer, consider the tax impact of the investments 
you’re buying or selling. For investments in a taxable 
account, for instance, you pay a tax of up to 35% on 
interest payments but a maximum 15% tax on quali-
fied dividends and long-term capital gains. That makes 
a taxable account a good place to hold tax-exempt 
municipal bonds or stocks you plan to hold more than 
a year. An IRA should generally hold taxable bonds 
or real estate investment trusts whose nonqualified 
dividends are taxed at ordinary rates.
n Life insurance. Jean Dorrell, founder of Senior Finan-
cial Security, in Summerfield, Fla., says your IRA could 
be a “tax bomb” to your kids. You could use your RMD 

to buy life insurance. When you die, beneficiaries will 
receive the policy’s death benefit free of income 

tax, and the money could cover the income-
tax bill—or the estate-tax bill—for the 

IRA.
Say you have a $500,000 

taxable IRA, and you buy an 
insurance policy that provides 
$175,000 in tax-free death 
benefits. The $500,000 will go 
to the heirs, and the $175,000 
would cover the income-tax 
bill if your heirs are in the 
35% bracket and withdraw 
the funds quickly. Heirs who 
withdraw funds from an 

inherited IRA over their own 
life expectancies, though, will 

pay the income-tax bill as they 
take money out of the IRA. They 

could set aside the insurance proceeds 
and dip into the stash to help cover the IRA taxes later.

If you have a large estate that will trigger estate taxes, 
you can place the life insurance in a properly struc-
tured irrevocable trust. The insurance proceeds will 
not be counted toward the value of the estate for tax 
purposes, and heirs could then use that money to pay 
any estate tax. Meanwhile, the IRA assets can remain 
in the tax shelter, although heirs will be required to 
take annual distributions.
n Gifts and charity. Another strategy is to give away 
the RMD money. You can give up to $13,000 each 
to any number of individuals without having to file 
a gift-tax return. “This not only decreases your estate 
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by the amount of the distribution, but also the future 
growth,” says Derek Holman, managing director of 
EP Wealth Advisors, in Torrance, Cal. However, you 
won’t gain an immediate income-tax break by gifting 
to individuals. (Read “An Ideal Year to Give Gifts to 
Heirs,” March.)

If you’d like to pay for your grandchildren’s college 
tuition, you can use the RMD to make contribu-
tions to state-run 529 college-savings plans, says Paul 
Markowich, a certified financial planner with Firstrust 
Financial Resources, in Philadelphia. Depending on 
your state’s plan, you may be able to take a state tax 
deduction. And if you want to supercharge the tuition 
payments free of gift tax, you can front-load five years’ 
worth of $13,000 annual contributions—for a total of 
$65,000 to each grandkid’s college plan.

Until the end of 2011, you could directly transfer 
up to $100,000, including your RMD, from your IRA 
to charity. Congress is likely to extend this popular tax 
break. Taxpayers who don’t itemize and are charitably 
inclined could wait to see if lawmakers act. You don’t 
get a charitable deduction, but the money doesn’t get 
added to your taxable income. That might help you 
avoid an income-related surcharge on your Medicare 
premiums or possibly lower the amount of your Social 
Security benefits that get taxed. If you don’t want to 
wait and you itemize, you could give the RMD money 
to charity and then take a charitable deduction.
n Roth. If you are 70½ or older and you are still work-
ing, consider using some of the proceeds from the 
RMD to make contributions to a Roth IRA. To be 
eligible to contribute to a Roth IRA, you must have 
enough earned income to equal or exceed the contri-
butions you make to the Roth. While you are not al-
lowed to contribute to traditional IRAs after age 70½, 
there is no age limit for Roth contributions.

Roth conversions in the years before you start tak-
ing RMDs can reduce the size of your traditional IRA 
and future tax bills. “You bleed it down, so when it 
comes time to take the RMD, there will be less” in the 
IRA, says Kaplan. Project your tax bill for the year and 
consider taking only an amount that will lift you to the 
top of your tax bracket. The money in the Roth IRA 
can grow tax-free, and you’ll never have to take RMDs.

Kaplan says he used this strategy for a client in his 
sixties for several years. By maximizing the client’s 
available deductions and exemptions, the client never 
paid more than $4,000 a year in federal taxes even 
though $100,000 a year was converted from his IRA 
to a Roth. K —RACHEL	L.	SHEEDY

 A drawback of most annuities is the 
steady tax bill that comes with that steady 
income stream. But there is a way to get 
guaranteed payments for life without the 

tax tab: investing in an annuity inside your Roth IRA.
Although it is generally frowned upon to put a 

tax-deferred annuity inside an IRA tax shelter, in some 
circumstances it can make sense for a portion of an 
investor’s assets. 

Brian Kunkel, national director of advanced plan-
ning and solutions for Prudential Annuities, notes that 
deferred variable annuities with guaranteed income 
streams are increasingly popular with investors who 
have been burned by stock market volatility.

With a variable annuity, you invest money in mu-
tual fund-like subaccounts and allow the investment 
to grow before beginning to take income. Some plans 
base lifetime payouts on the highest level a portfolio 
achieves, even if market losses diminish the value 
before payments begin. (For information on annuities, 
Read “Annuities on the Rise in 401(k) Plans,” page 9.)

When the annuity is inside a Roth, once you annui-
tize to start the stream of lifetime payments, all payouts 
in retirement can be tax-free. “The annuity doesn’t 
change any Roth IRA rules,” says Kunkel. That means 
payouts are tax-free until you have recovered all your 
contributions to your Roth, and earnings are tax-free, 
too, if you’re at least 59½ and the account has been 
opened for at least five years.

An annuity is a long-term investment vehicle, and 
the earlier you place money into a Roth IRA, the 
longer tax-free growth can compound, says Kunkel. 
You can contribute up to $5,000 a year ($6,000 if you 
are 50 or older) to a Roth and those funds, plus any 
amount you have converted from a traditional IRA, 
can be invested in an annuity. You can also place an 
immediate annuity in a Roth. 

If you already hold an annuity in a traditional IRA, 
you can convert it to a Roth. Of course, that would 
require paying tax on the value of the investment, and 
valuing a deferred annuity can be tricky. If you go this 
route, pay the tax on the conversion with money held 
outside the IRA to avoid diluting your nest egg.  
K —RACHEL	L.	SHEEDY
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 A rlene Miller has been driving her 2000 
Toyota Corolla for several years now. But 
the Camarillo, Cal., resident didn’t know 
how to adjust her car’s steering wheel or 

activate its emergency flasher.
So on a recent sunny Saturday morning, Miller, who 

turns 87 in July, drove to the local police station for 
a CarFit event. After a 20-minute car inspection, she 
learned what she needed to know. “I found out where 
a few things were,” said Miller, referring to her reliable 
Corolla, which unfortunately isn’t as sporty as her 
previous ride. “Before this, I had a Miata.”

Launched by the American Society on Aging in 
2005, CarFit is a free educational course that helps 
to improve the safety and comfort of a senior driver’s 
vehicle. The program is sponsored by AARP, AAA and 
the American Occupational Therapy Association.

A CarFit class usually takes less than 30 minutes, in-
cluding a brief sign-in procedure. The driver pulls into 
a check-in lane, turns off the engine and spends most 
of the session behind the wheel. A CarFit volunteer 
technician then goes through a 12-point checklist to 
look for potential safety problems, such as whether the 
head restraint is positioned properly. 

What problems are most common? Drivers often 
aren’t sure how to properly adjust car mirrors to mini-
mize blind spots when changing lanes. Some seniors 
reach with their toes to press the gas and brake pedals, 
a dangerous practice that can tire one’s leg and slow 
reaction times. And shorter drivers often sit closer than 
ten inches to the steering wheel, risking serious injury 
from a rapidly inflating airbag during an accident. 

CarFit national program manager Josh Dunning 
recalls a recent event when many drivers did not know 
the location of the emergency flashers. “Seniors enjoy 
the experience of learning not just about the safe setup 
of their car, but in many instances about the features of 
their car,” he says. 

Improve Your Mettle With the Pedal
An important aspect of road safety is sitting cor-
rectly behind the wheel. Donna Lovato, 72, leases her 
vehicles and gets a new car every 36 months or so. She’s 
only five feet tall, and finding the right car can be a has-
sle. “They don’t all fit me, and I don’t feel safe in all of 
them,” says Lovato, a Camarillo resident who attended 
the CarFit event.

Lovato drives a Nissan Altima, which suits her well, 
although she’d rather be cruising in a Toyota Solara. “I 
remember when the Solara came out, and I loved the 
design of the car,” she says. “Then I took it for a test 
drive, and I couldn’t see out the back window. I wasn’t 
comfortable enough to drive it.”

A CarFit session could recommend adaptive devices 
such as pedal extensions to help you reach the gas or 
brake pedals. These add-ons carry their own risks, 
however. An occupational therapist, also known as a 
driving rehabilitation specialist, could give you advice 
on proper installation. If there isn’t an expert at your 
event, ask the CarFit technician for a recommendation.

The driver leaves the session with a copy of the 
checklist, which highlights items addressed during the 
meeting. “I found a better way to adjust my mirrors, 
and a better way to handle my foot on the brake,” says 
local resident Eldora Barton, 84, who drives a 2010 
Honda Accord.

Organizers anticipate 300 events across the U.S. this 
year with 5,500 participants. To find and register for a 
local CarFit event, go to www.car-fit.org.

CarFit volunteers will evaluate your fit in your car, 
not your fitness to drive. Dunning stresses that CarFit’s 
goal isn’t to take away seniors’ driving licenses. “There’s 
no test or evaluation. It’s merely a run-through of 
twelve key items,” he says.

AARP (www.aarp.org) does offer an online seminar, 
“We need to talk,” which helps family and friends de-
termine whether it’s time for an elderly driver to hand 
in the car keys. K —JEFF	BERTOLUCCI
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Make Sure Your Car Is a Good Fit for You

Arlene	Miller	adjusts	her	rearview	mirror	at	a	CarFit	session.		
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