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OVERSIGHT OF PENSION ISSUES

TUESDAY, MARCH 10, 1998

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON OVERSIGHT,
Washington, DC.
The Subcommittee met, pursuant to notice, at 3:03 p.m., in room
1100, Longworth House Office Building, Hon. Nancy L. Johnson
(Chairwoman of the Subcommittee) presiding.
[The advisories announcing the hearing follow:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON OVERSIGHT

FOR IMMEDIATE RELEASE CONTACT: (202) 225-7601
March 3, 1998
No. OV-13

Johnson Announces Hearing on
Oversight of Pension Issues

Congresswoman Nancy L. Johnson (R-CT), Chairman, Subcommittee on Over-
sight of the Committee on Ways and Means, today announced that the Subcommit-
tee will hold a hearing on oversight of various pension issues. The hearing will take
place on Tuesday, March 10, 1998, in the main Committee hearing room, 1100
Longworth House Office Building, beginning at 2:00 p.m. In view of the limited time
available to hear witnesses, oral testimony at this hearing will be from invited wit-
nesses only. Witnesses will include officials from the Pension Benefit Guaranty Cor-
poration (PBGC), experts in the area of pension plan coverage, employers and other
business representatives, and association representatives. However, any individual
or organization not scheduled for an oral appearance may submit a written state-
ment for consideration by the Committee and for inclusion in the printed record of
the hearing.

BACKGROUND:

PBGC insures the retirement incomes of more than 42 million American work-
ers—one of every three workers—in about 50,000 defined benefit pension plans. A
defined benefit plan provides a specified benefit at retirement, often based on a com-
bination of salary and years of service. PBGC is financed through premiums col-
lected from plan sponsors, returns on investments, and recoveries from employers
responsible for underfunded terminated plans. PBGC currently pays monthly retire-
ment benefits to about 200,000 retirees in over 2,348 terminated plans. The Ways
and Means Committee considers legislation concerning PBGC premiums and also
exercises jurisdiction over the tax treatment of pension plans.

Half of all American workers, over 50 million people, are without pension cov-
erage. According to the U.S. General Accounting Office, 87 percent of workers em-
ployed by small businesses with fewer than 20 employees have no retirement cov-
erage, and 62 percent of workers in small businesses with between 20 and 200 em-
ployees have no retirement plan coverage, while 72 percent of workers in firms with
over 500 employees have some form of retirement plan coverage.

Coverage is most limited in the sector of the economy that provides most of the
new jobs in today’s workforce: small business. According to the Small Business Ad-
ministration, 75 percent of the 2.5 million new jobs created in 1995 were created
by small businesses. While many small businesses sponsor defined contribution
plans, according to the U.S. Department of Labor, between 1987 and 1993, the num-
ber of small businesses with defined benefit plans dropped from 108,221 to 41,780—
a 60 percent decline in seven years.

In announcing the hearing, Chairman Johnson stated: “It is alarming that half
of all American workers are without pension coverage today, and that only 20 per-
cent of workers in small businesses have pension coverage. We know how difficult
it is for seniors to live on Social Security benefits alone. As the baby boomers ap-
proach their retirement years, the need to broaden pension coverage is greater than
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ever. We need to determine whether the complexity of pension law is coming be-
tween workers and the coverage they need.”

FOCUS OF THE HEARING:

The hearing will focus on the current availability of pension plans to American
workers, incentives for, and obstacles to, expanded pension coverage, the financial
status and administration of Federally-insured pension plans monitored by PBGC,
and related issues involving retiree health benefits.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit at least six (6) single-space legal-size copies of
their statement, along with an IBM compatible 3.5-inch diskette in ASCII DOS Text
or WordPerfect 5.1 format only, with their name, address, and hearing date noted
on a label, by the close of business, Tuesday, March 24, 1998, to A.L. Singleton,
Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 1102
Longworth House Office Building, Washington, D.C. 20515. If those filing written
statements wish to have their statements distributed to the press and interested
public at the hearing, they may deliver 200 additional copies for this purpose to the
Subcommittee on Oversight office, room 1136 Longworth House Office Building, at
least one hour before the hearing begins.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be typed in single space
on legal-size paper and may not exceed a total of 10 pages including attachments. At the same
time written statements are submitted to the Committee, witnesses are now requested to submit
their statements on an IBM compatible 3.5-inch diskette in ASCII DOS Text or WordPerfect
5.1 format. Witnesses are advised that the Committee will rely on electronic submissions for
printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, full address, a
telephone number where the witness or the designated representative may be reached and a
topical outline or summary of the comments and recommendations in the full statement. This
supplemental sheet will not be included in the printed record. The above restrictions and limita-
tions apply only to material being submitted for printing. Statements and exhibits or supple-
mentary material submitted solely for distribution to the Members, the press and the public
during the course of a public hearing may be submitted in other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at ‘HTTP:/WWW.HOUSE.GOV/WAYS__ MEANS/.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.




ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

SUBCOMMITTEE ON OVERSIGHT

FOR IMMEDIATE RELEASE CONTACT: (202) 225-7601
March 9, 1998
No. OV-13-Revised

Time Change for Subcommittee Hearing on
Tuesday, March 10, 1998,
on Oversight of Pension Issues

Congresswoman Nancy L. Johnson (R-CT), Chairman of the Subcommittee on
Oversight, Committee on Ways and Means, today announced that the Subcommittee
hearing on oversight of pension issues, scheduled for Tuesday, March 10, 1998, at
2:00 p.m., in the main Committee hearing room, 1100 Longworth House Office
Building, will begin instead at 3:00 p.m.

All other details for the hearing remain the same. (See Subcommittee press re-
lease No. OV-13, dated March 3, 1998.)

—

Mr. PORTMAN [presiding]. The Subommittee will be in order.

Mrs. Johnson is taking care of some business, and she’ll be join-
ing us shortly.

Today, we are here to examine the issues surrounding our cur-
rent pension system and the obstacles to coverage for a great num-
ber of workers. Because health care demands a significant portion
of the incomes of many seniors, retired health care is also an im-
portant retirement income security issue, we also will be delving
into that somewhat today.

All of us want to ensure that individuals are adequately prepared
for retirement. Yet the complexity of Federal laws and regulations
sometimes make that more, not less, difficult. This is especially
troublesome, as many of you know in the small business sector,
where currently 87 percent of workers employed by companies with
20 or fewer employees have no pension coverage whatsoever.

The SIMPLE, Savings Incentive Match Plan for Employees, de-
fined contribution plan for small businesses that Senator Dole and
I authored a couple of years ago, has been quite successful. But we
need to do a lot more, and I am very pleased that Chairwoman
Johnson and this Subcommittee are taking a careful look at this.
Chairwoman Johnson has placed particular emphasis on that issue,
and I congratulate her on the leadership she has shown in intro-
ducing a defined benefit plan for small business, SIMPLE being the
defined contribution plan; Mrs. Johnson’s being a defined benefit
plan called the SAFE, Secure Assets for Employees Plan Act of
1997, plan.
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They say imitation is the sincerest form of flattery, so Mrs. John-
son should feel especially proud and flattered that the administra-
tion has also sent forward its small business defined benefit plan,
the SMART, Secure Money Annuity or Retirement Trusts, plan. So
we have SIMPLE, SAFE, and SMART. We will hear more about
those later today.

We're especially focused on small business today, as I said, but
we also must continue our efforts to simplify the pension area for
all businesses. My colleague Ben Cardin, with whom I worked to
get pension simplifications in both the 1996 and 1997 tax packages,
and I are working on additional provisions. The current patchwork
of laws and regulations, we think works against a coherent na-
tional retirement income policy, and we are putting together a sec-
ond simplification package which we hope to introduce within the
next month.

I want to urge this Subcommittee and the Full Committee to con-
tinue to look at retirement issues in a broad-based way so that em-
ployers are not burdened by the complex regulations that so often
negate the positive intentions of the laws we pass in this area.

I very much look forward to today’s witnesses. And, again, Mrs.
Johnson will be joining us at about 4 p.m. I would now like to yield
to Mr. Coyne for a statement.

Mr. CoyNE. Thank you, Mr. Chairman.

As you know today’s hearing will focus on one of the most impor-
tant issues facing American workers and their families: Pension
coverage. Retirement income is an issue of concern to all Ameri-
cans, whether they are currently retired, planning for retirement,
or worrying about the economic stability of their retired parents
and grandparents.

The PBGC, Pension Benefit Guaranty Corporation, ensures the
retirement incomes of more than 42 million workers. The PBGC
now shows a surplus for the first time in 22 years of its history.
At the same time, about two thirds of our single employer plans
are fully funded, with assets of over $1 trillion. This is great news
for all workers who are currently covered by private pensions. It
means that they can count on their pensions being there when they
are ready to retire. But at the same time, more than half of all
American workers, about 50 million people, do not have any retire-
ment coverage at all. When they retire, they will have to depend
on Social Security payments, their personal savings, and the gener-
osity of friends and families.

It is within the Subcommittee’s oversight responsibilities to ask
why this is and what can we do to expand coverage. In Pittsburgh,
the city that I represent, 43 percent of my retired constituents do
not have private pensions. A Social Security check, which averages
less than $750 a month in Pennsylvania, is all most of them have
to pay their bills.

One of their greatest fears is that they will need expensive
health care or prescription drugs, because many employers are
dropping retiree health coverage, leaving their former workers com-
pletely dependent on Medicare and their personal savings.

The stories in my district are similar to those of Americans
across the country who do not have pensions. Most of them work
for small businesses. Many of them work for wages that are so low
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that they cannot contribute to a retirement plan, which often re-
sults in them not having retirement plans at all. Some of them
never worked for any one employer long enough to be vested in the
retirement plan. Many of them are widows living alone. Three-
fourths of the elderly poor are women, and one of the primary rea-
sons is lack of private pension coverage. Women tend to move in
and out of the labor market, work at home, and earn less for what
they do. All of these factors make them likely to have very small
pensions or none at all.

I wanted to point out that the Teresa and John Heinz Founda-
tion in Pennsylvania has just published a retirement guide for
women. This commonsense guide to retirement issues is excellent.
I will provide a copy for inclusion in the record with the approval
of the Chairman.

Mr. PORTMAN. Without objection.

Mr. CoYNE. The problem of men and women without pensions is
not new, and Members of Congress have been concerned about it
for many years. My colleague, Chairwoman Johnson, has been par-
ticularly active in trying to solve this problem over the years. De-
spite our best efforts, many small business employees, low-income
workers, and women still do not have pensions. We need to focus
on helping these groups, which are the majority of the pensionless
and of the elderly poor.

Today’s hearing will give us an opportunity to discuss and ana-
lyze the administration’s fiscal year 1999 proposal for expanding
pension coverage by small businesses. We also have an opportunity
to consider Congressman Kleczka’s bill, H.R. 211. It addresses an-
other critical issue in retirement security: The declining levels of
retirement health benefit coverage. We will also hear from a num-
ber of other individuals who have spent many years studying this
issue. I think they will give us a deeper understanding of the prob-
lems retirees and their employers face, but I hope that they will
also suggest solutions.

We need to find a way to help those who need it the most: Small
business employees, women, and the working poor.

Thank you, Mr. Chairman.

Mr. PORTMAN. Thank you. And without objection, the guide from
the Heinz Foundation will be entered into the record.

[The information follows:]
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April 1998

From the Chatrman of the
Teresa and H. John Heinz Il Foundation

Dear Reader:

After a lifetime of hard work, inside or outside the home—or both—women
should be able to look forward to a financially secure retirement. Unfortunately,
in far too many cases, that is not how it works. Women are far more likely than
men to live out the end of their lives in poverty.

Six years ago, the Teresa and H. John Heinz III Foundation started examin-
ing why poverty in old age has a distinctly feminine face. What we discovered
1§ a retirement system that is not well-suited to the work patterns of women,
who continue to bear the overwhelming share of responsibility for caregiving
in our society.

The Foundation has worked to bring these inequities to the attention of policy
makers and the public. It is equally important to educate women about the
importance of saving and planning for retirement and about how to take control
of their financial futures.

This booklet provides essential information that every woman, young or
old, should know as she makes decisions that will affect her financial
security. If you have questions or would like additional information, please
contact the Women's Institute for a Secure Retirement (WISER) at the
address listed on the back cover.

Sincerely,

Totsan Moo

Teresa Heinz
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April 1998

From the Editor in Chief of Good Housekeeping

Dear Reader:

We all know we're supposed to pay attention to money matters, but many of us
don’t. Why? Maybe because the subject seems boring or intimidating to us. Or
maybe we just figure that, like Scarlett O’Hara, we’ll think about it tomorrow.

In assembling this bookJet, the editors at Good Housekeeping resolved to
help change women's attitudes about money—and to provide a handy, easy-to-
follow resource guide that answers questions about everything from pension
benefits to individual retirement accounts. Another problem some of us have is
retaining financial facts—we may understand what a no-load fund is when it's
explained to us, but the information doesn’t stick in our minds. Here, then, is a
booklet to keep on hand and use, on an ongoing basis, as a reference manual.

One final thought: It’s never too early—or too late—to take control of your
financial future. However, just like losing weight or giving up smoking, it’s
something you really have to do for yourself. The rewards, of course, are
considerable. Thanks to medical breakthroughs, lots of us will live to a ripe
old age—and by making the right money moves now, we can look forward to a
long and happy retirement, free of financial anxiety.

Sincerely,

Ellen Levine

e



Overview

Just the Facts
Although women need more money for
retirement than men do, they usually
end up with far less.

Fact One: Longevity Women, on aver-
age, outlive men by five years.

Fact Two: Lower Earnings Women
typically earn less money than men, so
the amouat of their retirement benefits
is lower—in both pension and Social
Security payments.

Fact Three: Caregiving Women often
leave the workforce to care for children
or aging parents: for a certain part of
their work lives—another reason they
accumulate fewer retirement benefits.
Fact Four: Moving On Women often
Iéave their jobs too soon to qualify for
a pension.

PART 1 §

Where Retiremért
Money ComesFror

Retirement is supportediby
three main souregs
income: Social Secun;
employer-sponsored pen-
sion plans, and mdiv:d
ual savings.

Social Security
Social Security pi
vides a foundation of
support or safety n
Unfortunately, madny
retirees,  particularl
women, rely on Socjal
Security as their primary
source of rcuremcnt
income. Given that -the ,V
average benefit for women’
workers is only $644 per
month, or $7,728 a year, it is clear

11

that Social Security alone is not effective
in protecting women from poverty.

Pensions

Think of a pension as a series of de-
layed paychecks that you receive upon
retirement. Employer-sponsored pen-
sions are a crucial source of retirement
income. Yet women are less likely
than men to earn pensions, because
they are more likely to work in lower-
paying or part-time jobs where pen-
sions are not available. Those who do
earn pensions receive less than half the
benefits men receive.

Savings and Assets
Your assets.are an increasingly im-
portant part of your retirement plan, so
it is essential to start saving early and to
invest wisely. This means choosing
invcstmcnts that are appropriate for
P'our ge, tolerance for risk, and current
d} for !cash Stocks, for example,
.:fte pr%duce greater returns over long
) gds of Ume, and you should, there-
re, Fonsider including them in
ydur retirement investment
Y portfolio,-especially if you
“7-are a number of years
away from retirement. If
~ youidre “closer to retire-
ment, you may want to
invest more conserva-
ively. According to
s the, Social Security
"Administration,
onmarried women
retitees over age 65
M receive a median pay-
pment of only $95 per
month or $1,140 annu-
ally in interest income
from their assets. But you
can realize much greater
\dmdends from your own
mvestments




A Guide to Social Security
A working woman earns Social
Security because she pays into the sys-
tem at her place of employment. She
may also collect benefits as a spouse or
as an ex-wife—provided she was mar-
ried for ten years or more. A woman
may collect Social Security either on
the basis of her own work record or, if
the benefit to which she would be enti-
tled is greater, as a spouse. She cannot
collect both full benefits!

Tazxes

Your Social Security benefits may be
taxable, depending on your total
income. For instance, if you file a feder-
al tax return and the combined income
of you and your spouse is between
$32,000 and $44,000, you may have to
pay taxes on half of your Social Security
benefits. If your combined income is
above $44,000, up to 85 percent of your
benefits are subject to income tax.

When can I receive Social Security
and Medicare benefits?

Age 65 is the current age at which you
will qualify to receive full Social
Security benefits. Beginning in the year
2003, the age at which you will be able
to receive full benefits will gradually
rise to 67.

Age 65.is when you are eligible to
enroll in Medicare, the federal health-
insurance program. Contact the Social
Security Administration at 800-772-

1213 several months before your sixty-

fifth birthday for more information.
‘You may also receive reduced Social

Security benefits at:

Age 62 if you want to retire early.

Age 62 if you are divorced, you were

married ten years or more (and aren’t

currently married), and your ex-spouse

is eligible for retirement benefits.

Age 60 if your husband or ex has died.
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Age 50 if you are a disabled widow.
Also: If you are a widow and must stay
home to care for young children, you
may be eligible for a survivor’s benefit,
regardless of your age. This is paid until
your youngest child reaches age 16.
These benefits are not automatic.
You must apply to the Social Security
Administration to receive them.

For how long can I collect Social
Security benefits?

These benefits will continue for as long
as you live, and are currently adjusted
every year for inflation.

Do I get benefits if I left the paicd
workforce to care for my fandy?
Social Security benefits are based on an
individual's average ecarnings over
35 years, but a person who works for at
least ten years will generally qualify for
some benefits.

What is SSI?

SSI stands for Supplemental Security
Income. It pays a monthly benefit to
people over age 65 who have very little
income, or younger persons who are
disabled and poor.

A Guide to Pensions
and 401(k)s
There are two categories of pension
plans: In a defined benefit plan, your
employer often provides all of the
money and selects an administrator to
make investment decisions; upon
retirement, you get a specific monthly
benefit. In a defined contribution plan—
which includes 401(k)s—you may
provide all or a portion of the funds and
make investment decisions; sometimes
your employer matches all or part of
your contribution. Increasingly, em-
ployees are being asked to pay for all or
part of their own retirement. Here are

<
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some common gques-
tions women have: vested, and you

leave after four

How do I and a half, you
become a may lose all
member of the your accumu-
pension plan lated benefits.

at my job?

B Start by ask- What is Social
ing your employ- “ Security inte-

er if a-pension plan gration?

exists and obtain a
topy of the summary

. Many companies
have plans that reduce
plan description. Re- employee pensions by
member, because the United subtracting part of the
States has a voluntary system, Social Security benefit. Called
many employers do not offer pensions.  Social Security integration, it primarily
B If your employer offers a plan, find affects low-wage workers.
out if you are eligible. The law allows
your employer to decide which employ-  Fhat is a 401(k) or 403(b) plan?
ees will be covered by the pension plan. How is it different from a pension?
Many women work part-time or for ®A 401(k) plan is an employer-
companies that classify them as inde- sponsored savings arrangement that
pendent contractors rather than employ- permits you to set aside money for
ees, which means they are unlikely tobe  retirement. All of the money you save
included in the company’s pension plan.  through a 401(k) plan is tax-deferred.
You pay tax only when you start to
Houw many years do I need to work  withdraw the money, which is permitted
to be eligible for a pension? at age 59%, when your tax rate is expect-
Usually, you need to work between three  ed to be lower than it is now. The amount
and seven years at the same company to  you contribute helps reduce your current
be “vested,” which means you should not taxable income. Early withdrawals are
have to forfeit your right to the money normally subject to a penalty in addition
your employer contributed on your behalf.  to income taxes. These 401(k) plans are
A cautionary note: You can still lose not insured by the Pension Benefit
a small percentage of your pension for ~Guaranty Corporation, an agency of the-
each year you've retired before the nor-  federal government that guarantees pen-
mal retirement age, which usually is 65.  sions when companies fail. And federal
In other words, the earlier you retire, law does not require audits of plans with

the smaller your monthly benefit. fewer than 100 participants—which

means that 401(k) funds in small compa-
IWhat happens to my pension if nies may be vulnerable to mismanage-
leave my job? ment and other abuses.

If you decide to change jobs, carefully ~®Advantages: In addition to lowering
examine your plan’s rules so that youdo  your taxable income, a 401(k) plan is
not lose any benefits. For example, if “portable” because you can take the
your plan requires you to work five amount you’ve contributed to your

7



account, plus earnings, when you change
jobs. (This often is not true of traditional
pensions.) The money can be rolled over
into an.individual retirement account
(IRA) or another qualified 401(k) plan.
Some employers even contribute to or
match your contribution. If you are fully
vested, you may take your employer’s
contribution with you as well.
e®Disadvantages: The amount of your
retirement income will depend on your
personal investing skills and on the
amount of money you have been able to
contribute. And some people just can’t
afford to participate.

® A 403(b) plan operates very much like
a 401(k), end is used by tax-exempt
organizations.

How can I get the most out of

my company’s retirement plan®
Read the pension-plan  booklet
carefully, and make a list of any terms
or rules you do not understand. Once a
year, you may request an individual
benefit statement from your pension
plan, -Pay particular attention to the
type of formula that will be used to
compute your benefit. Make an
appointment with the plan administra-
tor—usually someone in your human
resources department—to discuss any
questions you have.

What do I need to know about
survivor’s benefits?

BIf you are married when your hus-
band retires, you are normally entitled
to a widow’s benefit if he dies before
you—unless you agree to sign away
your rights to a survivor’s benefit. The
widow'’s benefit is called a *“joint and
survivor annuity,” and it ordinarily
guarantees you half the pension the two
of you were receiving.

M Before your husband retires, he will
be asked whether he wants to receive
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his pension in that form or some
other form, such as a “lifetime benefit”
or a single payment (lump sum). If he
opts for the “lifetime benefit” or the
single payment—both of which elimi-
nate the widow’s benefit—he must
have your consent. You will be asked
to sign a “spousal-consent form.” Read
this form carefully. It can be quite con-
fusing. You might even want to con-
sult a lawyer.

W Often the spousal-consent form will
list a series of options for you and your
husband to consider. The so-called life-
time benefit usually provides the high-
est monthly benefit, so people are often
tempted to select it. But remember, it
will be paid only while your husband is
alive. -And if the pension includes
retiree health benefits, these may stop,
100, if you are widowed.

B The joint and survivor annuity
offers a somewhat smaller monthly
payment. But it guarantees a steady
stream of income for two lifetimes
{the husband’s and the wife’s). For
women who expect to depend on their
husband’s pension as a source of
income in retirement, this is generally
the better option. Under a lifetime
benefit, for example, while your hus-
band is alive, the pension might be
$1,600 a month, while under a joint
and survivor annuity, the benefit
might be $1,300 a month. By this for-
mula, when he dies, your benefit
would be $650 a month.

MWDo not assume that your husband
understands his choices or the spousal-
consent form. He also may not realize
that, statistically, you are likely to out-
live him.

M The last chance you have to make
sure you receive a survivor’s pension is
at the time your husband retires, so
don’t sign away your rights unless you
understand what you are giving up.



Public Employees Take Note

Reductions in Social Security benefits:
If you are receiving a pension based on
your work in a federal, state, or local
government job and that work was not
covered by Social Security, then the
benefits you would receive from Social
Security as a widow may be reduced.
Contact the Social Security Admin-
istration for more information.

Joint and Survivor benefit: If your
husband worked for a federal, state, or
local government that does not require
the payment of Social Security taxes,
make sure he selects a joint and survivor
annvuity option for his pension, guaran-
teeing you a survivor's benefit. Unless
you have your own Social Security and
pension benefits, the spousal benefit is all
you would be entitled to, with the possi-
ble exception of SSI (see page 6).

What should I do to protect my pen-
sion rights if 'm getting a divorce?
Under the divorce laws of every state, a
pension earned during a marriage is
considered to be the marital property of
both husband and wife. But the laws do
not automatically require that pension
assets be divided at divorce. In order to
receive a portion of your husband’s
pension(s), you must ask for your share
at the time of divorce—not later when
your husband retires. The court should
then award you a share as part of the
divorce or legal separation proceedings.
If your husband has more than one ben-
efit plan—for instance, a 401(k) plan
and a traditional pension—your settle-
ment must refer to each plan in order to
get benefits from both.

@Obtain as much information as possi-
ble from your husband’s company ben-

efits office. Usually your lawyer will

have to write a letter to obtain this
information, but the law does consider
you a beneficiary with the right to
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receive information. Notifying the pen-
sion-plan administrator in writing that
you are in the process of a divorce may
temporarily prevent the plan from pay-
ing out your share of the pension to
your husband.

® A pension may be divided in many
ways. However, if you want to receive
a survivor's pension, you will need to
ask for it specifically, since it must be
mentioned separately in the same
divorce decree or property settlement.
If your husband previously chose a sur-
vivor's benefit for you, you are entitled
to receive it regardless of the divorce
(unless it's a government pension).
#To make sure the pension plan recog-
nizes your right to a portion of your
husband's ‘pension after the divorce,
you need to obtain a separate court
order., This special order is called a
“qualified domestic-relations order” or
QDRO (pronounced quadrow). When
the court issues a domestic relations
order awarding you a share of your hus-
band’s pension, a copy must be sent to
the pension plan immediately.
Generally, the plan will want to make
sure of two things: 1. that the court
order contains all the necessary infor-
mation so the plan can determine who,
what, and when to pay; and 2. that the
court order does not require the plan to
pay you in a form or at a time that
would not otherwise be permitted. For
example, a court cannot order a plan to
pay you your share in a lump-sum pay-
ment if the plan does not allow employ-
ecs to draw their pensions this way.
®As soon as the divorce proceedings
begin, have your lawyer contact the plan
administrator for the written QDRO
procedures. Each pension plan is differ-
ent, and many companies have devel-
oped their own QDRO forms to make it
easier for the court and the ex-spouse.
The responsibility for the preparation of

9
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eSettle all pension’issues before your
divorce is finalized by the court. If the
pension is mentioned in your property
settlement, but you do not get a QDRO
at the time of your divorce, then you
will have to go back to cpurt later to
obtain it, That means that you will have
to pay additional legal fees—and run the
risk of losing your share of the pension.
e®Beware of trade-offs offered by your
spouse. For example, your husband
may want to give you the house or some
other tangible asset in exchange for
your giving up the rights to his pension.
But the value of your share of the pen-
sion may be higher than the value of the
assets you are offered.

What do I need to know about

my rights as a second wife?

If your husband was previously mar-
ried, a former wife may be eligible for a
portion of his retirement benefits and
savings. The rights of the former spouse
are spelled out in the divorce settlement
and QDRO. You'll need to check those
documents to determine what you're
entitled to. If your husband’s former
spouse dies before your husband retires,
you may be eligible for some or all of
his pension benefits. Regardless of the
number of times your husband was
married, you qualify for survivor’s
benefits under Social Security.

All About IRAs
If your employer or your husband’s
employer does not offer a pension plan
or 401(k), it’s especially important that
you start making contributions to an

- individual retirement account (IRA).

You can establish an JRA through most
financial institutions—banks, brokerage
houses, credit unions, etc. There are
several types of JRAs, but most require
that you wait until age 59% to begin
withdrawing money without penalty.
Each type of IRA offers different tax
benefits. Your total individual contribu-
tion to all your IRAs is limited to $2,000
per year. The deadline for the annual
contribution is April 15 of the following
year, though the earnings will accrue
more quickly if you contribute earlier.

The traditional IRA offers two tax
breaks. First, the federal government
allows you to delay paying tax on the
money you contribute. For example: If
you earn $25,000 in a year and put
$2,000 into an IRA, you'll pay taxes on
just $23,000. Second, all of your invest-
ment earnings from an IRA are tax-
deferred. This means that no taxes are
paid until you start to withdraw the
money at age 59%. If you withdraw any
money before then, you may have to pay
a 10 percent penalty in addition to the
regular income tax. But beginning this
year, you are allowed to make penalty-
free withdrawals for college tuition and
catastrophic illness, as well as up to
$10,000 for a first-time home purchase.

The Roth IRA provides tax benefits
at retirement rather than upfront.
Contributions to a Roth IRA—up (0
$2,000 annually—cannol be deducted on
your tax return. But when you begin
withdrawing funds from your Roth IRA
at age 59Y4, you will not have to pay any
tax. The Roth IRA is available to any-
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one whether or not they participate in a
company retirement plan. However,
there are income limils: You cannot
invest in this IRA if your adjusted gross
income {AGI) exceeds $95,000 for sin-
gles and $150,000 for married couples.
You can make a partial contribution if
your AGI is below $110,000 for singles
and $160,000 for couples.

The Spousal IRA: A full-time home-
maker is now eligible for an IRA con-
tribution of up to $2,000. Starting in tax
year 1998, if your job doesn’t have a
retirement plan but your husband’s
does, you are still eligible for a fully
deductible IRA. To qualify for either, a
couple’s AGI must be $150,000 or less.

The Nondeductible IRA: Some people
won'’t qualify for any of the IRAs men-
tioned above or may only be allowed to
make partial contributions. They are eli-
gible for a nondeductible IRA, in which
your money still grows, tax-deferred,
until retirement. Annual contributions,
though, are not tax-deductible.

SEP-IRA: These Simplified Employce
Pensions are designed for self-employed
individuals as well as for small-business
owners and their employees. The owner
or self-employed worker can contribute
up to 15 percent of income, tax-free, for
the first $160,000 of income.

SIMPLE IRA: Businesses with 100
employees or fewer can now offer the
Savings Incentive Match Plan for
Employees (SIMPLE), a salary-
reduction plan similar to a 401(k).

Keogh Pluns If you're self-employed,
you can also set up a Keogh, a retire-
ment plan that permits you to set aside
substantially more money than you can
in an IRA—in some cases, tax-free.
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PART H

Take Control of
Your Financial
Future

A Guide to Savings and
[nvestments

Financial planners say that Americans
will need 60 to 80 percent of their pre-
retirtement income when they retire.
Actually, women may need 100 percent
of their pre-retirement income because:
1. Their incomes—and therefore their
savings—are often lower; 2. They live
longer; and 3. Inflation erodes buying
power over those additional years.

Three Steps to Improve Your
Financial Outlook

Step 1: Get started today—estimate the
value of your assets and income. Assets
are things you own, such as your home,
car, bank accounts, IRAs, lump-sum
payments from pensions, 401(k)s,
stocks, bonds, and mutual funds.

Step 2: Determine if the payments from
your pensions, Social Security, and sav-
ings and assets will meet your monthly
expenses at retirement.

Request a statement from your
employer that estimates the monthly
pension benefit you are likely to
receive. You may also request an esti-
mated benefits statement from the
Social Security Administration (call
800-772-1213). Finally, calculate how
much income your savings will pro-
vide. Is the total enough to cover your
projected monthly expenses? If not,
consider saving more and investing
those assets appropriately.

Step 3: Learn about investment choices
as they pertain to your 401(k) plan or
personal savings.

Your employer may offer you a
“menu” of about four or five investment



choices and allow you to divide your
contributions as you wish. Make sure
you understand each investment choice;
select investments that best suit your
age and your tolerance for risk, and con-
sider including stock mutual funds in
your plan. In the past, stocks have pro-
duced higher returns than bonds and
other more conservative investments
over a long period of time—although
they have also shown greater volatility.

Definitions and Information
What is stock? Stock represents part-
ownership in a company and is traded
in units called shares.

Fhat are bonds? Bonds afe 10Us is-
sued by companies, governments, or
other institutions. The issuer agrees to
pay back the face value of the bond—
known as the principal—over a fixed peri-
od of time. In return for this “loan,” the
issuer also agrees to pay a fixed rate of
interest to the bondholder for the life of
the bond. Bonds are often less risky than
stocks, but may also be less lucrative.
What are mutual finds? Mutual funds
are investments that pool together the
money of thousands of investors and
invest this money in a variety of stocks,
bonds, and/or other securities. Instead of
purchasing, say, a particular stock, you
purchase shares in a whole group of
stocks, Mutual funds offer small investors
the advantages of diversification.

What are load funds? Some mutu-
al funds charge a commission called a
“load"”—a onetime fee paid when you
buy or sell shares in the fund. Those
funds that do not charge such a fee are
called “no load.”

Financial Advisers:
Some Ttdxﬁls;('ou Should Know
DolIneeda cial adviser to help
me with my retirement investments?
Many people can educate themselves by
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reading financial material in newspa-
pers, magazines, and books, and by
requesting information from local
investment firms. However, if you are
uncomfortable in this area, you may
want to seek the help of a professional.
There are two types of financial advis-
ers: Fee-only financial advisers charge a
flat fee or an hourly fee for the financial
advice they give. They do not receive
commissions from mutual funds or other
financial products that they recommend.
Commission-based financial advisers
earn commissions on the investments
that they sell. Some commission-based
planners also charge a fee. The financial-
planning profession is not regulated, so
it's hard to judge a planner’s qualifica-
tions. Try to find a licensed broker or a
certified financial planner.

If you're interested in working with
a financial adviser:

#Do not be afraid to interview two or
three different ones.

®Beware of someone who promises
too much.

® Ask the adviser how the services he or
she provides are paid for.

oFind an adviser who will design a real-
istic investment program for you.

Insurance: Protecting Your

Future Assets
If you're eligible for Social Security,
you will qualify for Medicare, which
provides basic coverage for your health
needs starting at age 65. But many
people purchase supplemental or
“Medigap” insurance to help with costs
not covered by Medicare. (Contact your
state insurance department for further
information.)

Here are three other types of insurance
some experts think you should consider:
Disability insurance guarantees a
monthly income if your ability to work
is impaired by illness or injury. Cover-
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age is designed to replace a reasonable
percentage of your predisability
income—~sometimes as much as 60 to 80
percent. Even if your employer provides
you with some coverage, you may wish
to purchase an additional policy.
Long-term care insurance is most
often associated with nursing-home
coverage, but it can also cover other
forms of custodial care if you are no
longer able to manage on your own—for
example, in-home health aides, or par-
ticipation in adult day care.
Life insurance helps to replace the
income of a spouse who dies premature-
ly. The simplest kind is called term.

For more information, call the
National Insurance Consumer Helpline
at 800- 9424242,

PART 101

In Sum

What Married Women
Need to Know

oIf your husband dies before you do, you
can no longer receive the combined
Social Security benefit. In other words,
you will keep whichever benefit is larger,
yours or your husband's.

oIf your husband dies before you do, his
pension is likely to be reduced or may
stop. Even if you and your husband
choose a widow's benefit, most plans

pay only half the pension to the widow.
oIf your husband dies before you do,
your monthly expenses are likely to
remain at 80 percent of what they were
before. You will still need to pay for
housing, utilities, transportation, med-
ical care, and insurance.

®You are guaranteed some of your hus-
band’s pension because under the fed-
eral pension law, traditional company
and union pension plans must provide a
survivor's benefit to the wife if the
employee dies first. The survivor pen-
sion can be forfeited only if the wife
gives her permission in writing.
eDifferent rules apply to certain other
retirement plans, such as 401(k)s and
public-employee pension plans. You
must find out what they are in order to
receive your full benefit.

Additional Reading
1. Get a Financial Life (Beth Kobliner,
Fireside Books, $12).
2. Making the Most of Your Money (Jane
Bryant Quinn, Simon & Schuster, $30).
3. Personal Finance For Dummies
(Eric Tyson, IDG Books, $19.99).
4. The Only Investment Guide You'll
Ever Need (Andrew Tobias,
Harvest/Harcourt Brace, $12).
S. The Wall Street Journal Guide
To Understanding Personal Finance
(Kenneth Morris and Alan Siegel,
Fireside, $13.95).
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Making Sense of It All
A Glossary

Anruuaty Regular payments of income,
usually monthly, over a specified peri-
od of time, often for life.
Defined benefit plan A traditional pen-
sion plan, insured by the govermnment,
that pays a certain benefit usually based
on your age at retirement, rate of pay, and
the number of years you worked.
Defined contribution plan A retire-
ment plan in which contributions are
made by the employer, the employes,
or both. The final payout will depend on
how much is invested and the success of
the investments. This type of retirement
income is not insured by the government.
Early retirement age An age carlier
than normal retirement (usually 65) at
which an employee may begin to receive
reduced benefits under a pension plan.
401(k) plan A voluntary savings plan
in which employees contribute a por-
tion of their pretax salary and employ-
ers may match some or all of their
employees’ contributions.
403(b) plan The nonprofit sector’s
version of the popular 401(k).
Individual Retirement Account
(IRA) A retirement savings plan in
which individuals can contribute up to
$2,000 per year, and couples, up to
$4,000. Under certain circumstances,
this amount may be tax-deductible.
Joint and survivor benefit A pension
that allows for a surviving spouse to
receive a benefit if the worker or retiree
dies first. The payment is usually half
the worker's benefit.
Lumyp-sum payment Payment of an
entire benefit all at one time.
Participation Whether a worker is
included in a company’s pension plan,
Employers can exclude part-time work-
ers, those who have worked less than
one year, and, under certain circum-
stances, union members.
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Pension integration An employer’s
subtraction of part of an individual's
Social Security benefit from her pen-
sion benefit.

Portability The ability to take a vested
retirement benefit from one company
and transfer it to an individual IRA or
retirement plan at another company.
Qualified Domestic Relations Order
(ODRO) A special court order or a
court-approved  property-settlement
agreement that requires a pension plan
to pay a share of a pension to an “alter-
nate payee”—that is, someone other
than the employee (usually an
ex-spouse).

Roth IR4 A new type of IRA in which
tax benefits come later rather than
sooner. Contributions—up to $2,000
annually—cannot be deducted on your
tax return; but when you begin with-
drawing your funds at retirement, you
will not owe any tax.

SEP-IRA Simplified Employee Pen-
sions allow self-employed workers to
save for retirement or small-business
employers to provide pension benefits
to their employees.

SIMPLE IRA A salary-reduction plan
similar to a 401(k) for businesses with
100 people or fewer.

Social Security offset Another type of
pension integration that affects those
who work for federal, state, or local
government and do not pay Social Secu-
rity taxes. In this case, a widow's bene-
fit from Social Security will be “offset”
or subtracted from a pension that was
not covered by Social Security.
Tux-deferred Money that is allowed
to grow, tax-free, until you reach retire-
ment age and start to withdraw it.
(Withdrawals must begin no later than
age 70%4.)

Festing The date when you acquire a
nonforfeitable right to receive earned
benefits from a savings or pension plan,

o
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