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Searching for the
Magic Benefits Age

Deciding when to start Social Security involves
many calculations and a lot of guesswork.

O CLAIM OR NOT to claim Social Secu-

rity—that’s the question facing nearly

80 million baby-boomers as the first wave

of them turn 62 next year. To underscore
the demographic milestone, the Social Security
Administration staged a media event recently to
witness the nation’s oldest baby-boomer, Kathleen
Casey-Kirschling, as she applied for her retirement
benefits online three months before her 62nd birth-
day on January 1.

But just because boomers can claim benefits early
doesn’t mean they should. In the past, the majority
of retirees chose to start collecting benefits when they
were eligible at 62, even though it meant accepting
reduced benefits for the rest of their lives.

If you were born between 1943 through 1954,
you can collect full benefits at 66. Start collecting
at 62 and your monthly checks will be permanently
reduced by 25%. For each year you delay beyond 66,
you’ll receive an extra 8% until you reach age 70.

“There’s a tendency to grab the bird in hand and
collect benefits as soon as you can,” says Conrad Cic-
cotello, a professor of financial planning at Georgia
State University. “But longer life expectancies make
that decision to take benefits early less appropriate.”

Unfortunately, there’s no consensus on the magic
age. Over an average lifetime, the total value of the
higher benefits taken later equals the total value of
the smaller benefits taken earlier. Once you live
beyond your “break-even” age (which you can calcu-
late at www.ssa.gov), you would have been better off
waiting to collect full benefits.

For many people, the choice of when to start Social
Security benefits is clear-cut. If you need the income
to make ends meet, take your benefits early.

Sometimes it’s obvious that you should wait. If
you plan to continue working and expect a substan-
tial income, you should delay collecting benefits.
Otherwise, you will lose $1 in benefits for each $2
you earn over the earnings limit of $13,560 in 2008
if you are younger than 66.

Say that you qualify for early benefits of $18,000
a year and your part-time job pays you $50,000—
$36,440 above the earnings cap. If you claim early,
you'll forfeit all of your benefits because your earnings
above the cap are more than double your benefits.

“If you have high earnings, there is no discus-
sion—you’re not going to take benefits,” says Steven
Feiertag, a certified financial planner in Royal Palm
Beach, Fla. You can also use the earnings-test calcula-
tor on the Social Security Web site.

Also, a more generous earnings cap applies the
year you reach your normal retirement age. Once
you hit your birthday, the earnings limit disappears.
And there is some good news: When you reach full
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retirement age, your benefits will be increased to take
into account those months in which benefits were
withheld.

Remember, you can start taking benefits at any
time between age 62 and 70. Up to age 66, the
reduction will be smaller if you wait longer. For
instance, if you take your benefits at age 63, your
benefits will be reduced by 20%.

How Long Will You Live?

For most other situations, the right age to start
benefits may be less obvious. You'll need to consider
other sources of income, your investment style and
the impact of benefits on a surviving spouse.

A major factor to consider is your likely life
expectancy. Determining your break-even age can
be helpful. The earlier your break-even point, the
more it makes sense to wait—especially if you
expect to live much beyond that age.

For example, a 62-year-old who takes a reduced
benefit of $1,425 a month would receive the same
total benefits by age 77 and 11 months (based on
2007 dollars) if he or she takes the full retirement
benefit of $1,900 at 66. If the beneficiary lives
beyond that break-even age, waiting to collect would
be the better option.

If you're in poor health, the decision is easier. In
1998, William Vose, a retired real estate developer,
underwent heart-bypass surgery. Four years later, he
calculated his break-even point and decided to collect
at 62. “I didn’t think I was going to live a long life,”
says Vose, now 67, who lives in White Stone, Va.
“If I do, I'm not going to complain.”

But for others, there’s a lot more guesswork
involved. The median life expectancy for a 62-year-
old man is 81, and a 62-year-old woman is likely to
live to 84. But that means half of today’s 62-year-olds
will live even longer. “Most people think they won’t
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make it, but people can easily live to 80,” says Dallas
Salisbury, chief executive officer of the Employee
Benefit Research Institute.

Still, taking benefits early could make sense if you
invest the money, or rely on your benefits for cash
flow and allow your savings to remain invested. Even
if Vose’s life expectancy were not an issue, he says he
probably would have taken benefits early anyway.
“I'm an active trader, and I thought I could do better
with the money than the government could,” he says.

Indeed, Social Security’s break-even calculations do
not account for investment earnings. If you can suc-
cessfully invest your early benefits, you can delay the
break-even age by a few years.

The key is your rate of return. The higher it is,
says Ciccotello, the more it makes sense to take bene-
fits early. Optimally, your investments would need
to earn at least 4% a year after inflation. That would
suggest a portfolio heavily weighted toward stocks.
In the event of an early death, the money will be part
of your estate and available for your heirs.

But Ciccotello warns that if you end up pulling
out money for an emergency, this strategy won’t
work. And Henry Hebeler, author of J.K. Lasser’s Your
Winning Retivement Plan (John Wiley & Sons, $21),
questions whether retirees, who tend to reduce their
investment risk by scaling back on stocks and adding
more bonds, can count on maintaining consistently
high returns. He offers a free program at his Web site
(www.analyzenow.com) to help you decide when to take
Social Security benefits.

Hebeler’s program also factors in the impact of
taxes on your benefits. A portion of your benefits is
taxed if your combined income—the sum of your
adjusted gross income, plus nontaxable interest and
half of your Social Security benefits—exceeds certain
limits. You may want to delay taking benefits if
earned or investment income will cause a larger por-
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tion of your Social Security benefits to be taxed.

For married couples, up to half of their benefits are
taxable if their combined income is between $32,000
and $44,000 (if you're single, the range is $25,000
to $34,000). Up to 85% of benefits are taxable if the
couple’s income exceeds $44,000 ($34,000 for sin-
gles). Because the limits are not indexed for inflation,
more of your benefits are likely to be taxed each year.

The Marriage Equation

Single men and women, particularly those with little
savings, should consider working as long as possible
to maximize their benefits. A larger benefit will

pay off year after year as your annual cost-of-living
adjustment will be applied to your higher base bene-
fit. Plus, a few extra years of work could marginally
increase your benefits and give you more time to
boost retirement savings.

Married couples face the most challenging timing
decision, especially if they have widely disparate
incomes. Even if you think you can get good invest-
ment returns, taking your benefits early can backfire
on your spouse.

If, say, the wife earned less than her husband, she’s
entitled to claim a benefit based on her own earnings
or she can collect a “spousal benefit” that’s worth
50% of her husband’s. A wife can collect her own
benefit at 62, but she cannot collect a spousal benefit
until her husband files for his benefit.

If he dies first, she’s entitled to a survivor benefit
equal to 100% of her husband’s benefit. Considering
a woman'’s longer life expectancy, for couples who are
concerned about maximizing survivor benefits, a hus-
band should delay taking benefits as long as possible.
If he waits until age 70 to collect and dies first, his
wife will be entitled to 132% of his benefit if he had
taken it at full retirement age.

However, Christine Fahlund, senior financial plan-
ner for T. Rowe Price, says that some married women
may be willing to forgo higher survivor benefits.
Instead, their husbands could collect early and invest
the money in a separate account that their wives
could tap in their later years. This strategy could be
appropriate for couples with a high net worth who
can rely on a pension or other assets until the hus-
band reaches 70, Fahlund says.

Let’s say the husband takes $18,750 in pretax
Social Security benefits starting at age 62. For eight
years, he invests the after-tax benefits in an invest-
ment account with an after-tax return of 6.36%. At

From the Editor

OCIAL SECURITY is known as the

third rail of politics. Go near it, and

a politician will surely get burned.

But there is no avoiding the topic. By
2017, according to the annual trustees’ report,
the Social Security Administration will begin
paying more in benefits than it will collect in
revenues. Without any changes, the trust fund
will run dry around 2041, although payroll
taxes will pay 75% of promised benefits.

But that’s no reason to grab your benefits at
62. In our cover story, “Searching for the Magic
Benefits Age,” we offer plenty of reasons to
delay. Don’t worry—Social Security will not
go out of business. At some point, politicians
will have to address the impending shortfalls.

There are only two ways to fix the problem—
cut benefits or raise revenues. Within those two
categories are many options, including raising
the normal retirement age, changing the cost-
of-living adjustment and increasing the payroll-
tax rate.

All of these suggestions, and more, are
explained in The Social Security Fix-It Book,
which you can download from the Web site
of Boston College’s Center for Retirement
Research (http://crr.bc.edu).

This politically explosive issue is unlikely
to be resolved until after the 2008 presidential
election, but delays beyond that could be costly.
It will be difficult for any of the candidates to
avoid taking a stand.

uban fos il —

Susan B. Garland, Editor

age 70, he starts spending his new benefits but leaves
the investment account alone. By age 85, the separate
account would have grown to $437,000.

As for giving up higher survivor benefits, Fahlund
says: “It’s all about trade-offs. Some women would
want higher income later, and others would want a
bigger nest egg. They like knowing it’s there and
they can touch it.” K —MARY BETH FRANKLIN
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MANAGING YOUR FINANCES

Keep Track of Your Old 401(k) Plans

F YOU’RE LIKE many Americans, you've

changed jobs a few times during your career.

Perhaps you made contributions to several

employer-sponsored 401(k) plans. When you
left each company, you may have kept your account
in place. If so, you're not alone. About one-fourth of
Americans maintain at least one defined-contribution
account with a former employer, according to a
recent study by Fidelity Investments.

And we're not talking small sums. The average
account balance sitting in a former employer’s plan is
$64,000, and nearly 17% of those surveyed reported
balances of more than $100,000. Half didn’t even
know how their money was being invested.

Depending on how many 401 (k) accounts you
own, you have several options. If you have only one
account with a former employer, you could keep it
there or transfer the money to the 401(k) plan of your
current employer, if the company allows it. Or you
can roll the money into an IRA.

Keeping multiple 401(k) accounts is generally a
bad idea. You're best off consolidating the assets into
an IRA. “You can see a total picture of those asset
allocations and how those allocations are perform-
ing,” says Mari Adam, a certified financial planner
with Adam Financial Associates, in Boca Raton, Fla.

Locating a Lost 401(k)

Another reason to consolidate your accounts is that
you're less likely to forget about the bits and pieces
of your nest egg. “You lose track,” says David
Blanchett, a certified financial planner with Unified
Trust Company, in Lexington, Ky. “When you retire,

you have to figure out where all the money is.”

That shouldn’t be a big issue if you're getting reg-
ular statements from a plan’s trustee, who is usually a
company employee, or from an outside administrator,
which is often a financial institution hired by the
employer to run the plan. But if you've moved a cou-
ple of times, the plan may not know where you are.
And if a former employer has gone out of business,
you may have to do some digging.

Rest assured: Federal law protects your 401 (k)
assets. If your account totaled less than $5,000, your
employer may have rolled the money into an IRA.
The retirement plan is required to keep larger
accounts in place until you move the money out.

If your former employer still exists, you can proba-
bly find it on the Internet. If you can’t locate it, look
for old account statements, which should list contact
information for the administrator or trustee.

Still no luck? Your former employer may have
moved, changed its name or merged with another
company. FreeErisa.com provides access to Form
5500s, which 401(k) and other benefits plans cover-
ing 100 or more employees are required to file with
the federal Department of Labor. The form includes
the plan’s contact information.

However, in some cases, companies “abandon”
their 401(k) plans. A business, usually a small one,
may have gone bankrupt, or perhaps the owner died
and the company closed.

Companies that are going out of business are
required to notify current and former employees that
the plan will be terminated and that the benefits will
be distributed. Even if the trustee has lost his or her
job, the trustee still has fiduciary duty to distribute
the plan’s assets. But sometimes the trustee doesn’t
realize this obligation and the plan is considered to
be abandoned, according to Rick Meigs, president of
401khelpcenter.com.

Until recently, an outside administrator wasn’t
allowed to notify employees that a plan was aban-
doned. Employees who wanted to withdraw their
money had to hunt down the trustee to get the
money distributed. If the trustee could not be found,
the Department of Labor typically went to court to
terminate the plan and distribute the benefits.

But new federal rules allow the administrator to
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contact former employees and to distribute the bene-
fits. If you run into snags retrieving your assets, get
in touch with the Labor Department’s Employee
Benefits Security Administration at 866-444-3272.

If you think your plan may have been abandoned,
search the department’s database of abandoned plans
(www.askebsa.dol.gov/abandonedplansearch) by plan
name, employer name or location. Also, the Pension
Rights Center offers free help with tracking down a
401(k) account at www.pensionrights.org/help.

To avoid potential problems, keep the plan admin-
istrator informed of your latest address if you decide
to keep your money in the 401(k) after you leave the
company. If you do, “it should be relatively easy to
collect the money,” says Elena Barone, an associate
counsel with the Investment Company Institute,
which represents the mutual fund industry.

To Roll or Not to Roll

Even if you have only one 401(k) with a former
employer, it usually makes sense to roll the assets
into an IRA. For one thing, the typical 401(k) prov-
ides limited investment choices. “If you're interested
in a variety of investments, you're better off with an
IRA,” says Twila Slesnick, co-author of IRAs, 401(k)s
and Other Retivement Plans (Nolo, $35).

Also, access to your 401(k) assets in retirement
might be limited by rules governing that particular
plan. For example, some plans won’t permit you to
take distributions more often than quarterly.

You can roll assets from one or more 401(k) plans
into an IR A you already own or one established for
the rollover. Ask each company to directly transfer
the balance to the IRA. Make sure the company
does not write a check to you. If it does, 20% of the
balance will be withheld for the IRS. Any part of the
payout—including assets to replace the money with-
held—not safely in an IRA within 60 days is consid-
ered a taxable withdrawal.

Still, there may be reasons to keep some assets in
an old 401(k) if you plan to retire between age 55
and 60 and need the money for living expenses. You
can take penalty-free withdrawals from your 401(k)
as early as age 55. If you roll the money into an IRA
and withdraw from it before age 59/, you'll pay a
10% penalty. “If you think you are going to quit
working at 55 or 57, you should give serious thought
to staying inside that 401(k), unless you're 100%
sure you don’t need the money,” says Adam. K
—KATHRYN A. WALSON
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ESTATE PLANNING
Give to a Charity
and to Yourself, Too

ERHAPS YOU’D like to make a donation

to your alma mater or favorite hospital,

but you need something in return besides

a tax deduction. If so, consider a charitable
remainder trust. Funding one can produce an imme-
diate tax break, income for life—and perhaps an
invitation to a charity event or two.

In a nutshell, here’s how it works: You transfer
highly appreciated assets, such as stock or real estate,
to the trust. The trustee sells the property and rein-
vests the proceeds in a higher-yielding investment
to provide a payout to you and your spouse. After
you both die, the charity receives what’s left. You
could also create a trust to last for up to 20 years.

“It’s a way to provide an income for yourself and
at the same time benefit a charity,” says Charles
Plotnick, an estate-planning lawyer with Plotnick
& Ellis, in Jenkintown, Pa.

The tax benefits can be big. Giving away appreci-
ated asset lets you avoid the 15% capital-gains tax
you'd owe if you sold it. By sidestepping the tax, says
Cal Brown, certified financial planner at the Monitor
Group, in McLean, Va., “the trust has more money to
invest to generate the income that you need.”

Exactly how that income will be taxed to you
depends on how the money is invested. The trust will
report to you annually what portion of the income is
ordinary income taxed in your top bracket, for exam-
ple, and what portion is tax-favored capital gain.

Funding the trust delivers an immediate income-
tax deduction to you, even though the charity may
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RETIREMENT LIVING

Are You Ready for Timeouts and Carpools?

EE EDWARDS BENNING doesn’t have

time anymore for beloved bridge games or

sleeping late. On most weekday mornings,

you're likely to find her driving her grand-
daughters to preschool. Come afternoon, catch her
at a grandkid’s ballet class or swimming lesson.

Benning, who lives outside Philadelphia and is in
her sixties, calls herself a granny nanny. Four days
a week, from early morning until the evening, she
cares for her three granddaughters—ages six, four
and three—while her son and daughter-in-law work.
On a typical day, she mediates squabbles, dispenses
timeouts and sings endless rounds of “O Susanna.”
Her husband, Arthur, a retired advertising executive,
cooks most of the meals.

Although Benning says she’s stressed at times, she
believes that the toy-strewn house and the relentless
carpooling are worth it. “I can do more to contribute
to the world by raising three great grandkids,” she
says. “I think it keeps you young.”

In 2006, Benning published The Granny-Nanny: A
Guide for Parents & Grandparents Who Share Child Care
(Cleveland Clinic Press, $17). The book has a ready
audience. Grandparents provide child care for 28% of
preschoolers whose mothers are employed, according
to the Census Bureau. But there are drawbacks—
fatigue, noise and less time to pursue interests.

Create a Detailed Agreement

Before taking this job on, retirees must “really think
about the babysitting arrangement in relation to
where they are in their lives,” says Molly Hofer, a
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family life educator with University of Illinois Exten-
sion, in Matteson, Ill.

Grandparents must set ground rules with their
adult children. It’s a good idea to put the terms
in writing. One decision is whether to provide care
in your home or your child’s home. If your adult
child’s house is the base, make it clear that you're
not there to do laundry or run errands, says Benning.
You should also agree on who will pay for diapers,
admission fees, extra cribs and other expenses.

Parents and grandparents also need to discuss rules
for the kids. Are occasional spankings allowed, or is
a timeout the primary punishment? “Grandparents
can make suggestions, but should ultimately encour-
age, respect and support their children in their par-
enting decisions,” says Hofer.

Peggy Branson, 66, and her husband, Ronald, 67,
a retired pastor, have established a routine for their
granddaughter, Caylen, age 7. She has stayed with
them for long periods because her mother has been
regularly hospitalized for medical problems.

Branson, who lives in Danville, Ind., says that
when Caylen comes home from school, she does
homework before she can play with friends. Bedtime
is 8 p.m., and cookies are restricted. “We keep the
rules close to what her mom is expecting,” she says.

Also, set limits on your on-the-job hours. Make it
clear when you want days off and vacation time. Ben-
ning only occasionally allows her granddaughters to
stay overnight. And she and her husband expect their
son and daughter-in-law to cover for them when they
have doctor appointments and other commitments.

Don’t neglect to make time for yourself. Benning
gave up her bridge group because she couldn’t fit it
into her schedule. Now she makes sure to arrange
time with friends so she has adult connections.

Caring for young children can exhaust even young
parents, so know your energy level. Maggie Biscarr, a
grandparenting consultant for the AARP Foundation,
suggests that seniors take grandchildren to play-
grounds every day so the kids “can run, jump and
climb.” Or ask the parents to enroll their children
in gymnastics, soccer or other activities.

For more information, visit AARP’s Web site at
www.aarp.org/grandparents (click “Providing Childcare
for Grandchildren”). K —VICKIE ELMER
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