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 This issue of Game Plan takes a closer look at social 

security retirement benefits and 401(k) plans, the primary 

instruments for retirement income for most of us.  

 

 Although social security has been the source of jokes  

for years,  the worst equity market decline since the Great 

Depression has ushered in a wave of 401(k) gallows humor.   

The wealth shrinkage of the past year-and-half  has many joking 

about their  “201(k)s,” or even their “101(k)s.” The reality isn’t 

quite so bad for many investors.  According to Vanguard, which is a record keeper for 

several million 401(k) accounts, its typical 401(k) participant lost 14%  in 2008, even 

though the stock market declined 37% as measured by the S&P 500 Index. However, fully 

21%, or one-fifth, of Vanguard’s plan participants did see their balances decline by more 

than 30%.  No matter what the number, these losses are nothing to laugh about. 

 

 And if this wasn’t already enough to dampen workers’ spirits, this year’s drastic 

cost-cutting has many employers 

eliminating matching contributions 

altogether — thus, shifting 100% of the 

retirement burden over to employees. 

Hewitt Associates calculates that a one-

year suspension of 401(k) matching could 

cost a young, 30-year-old worker earning 

$50,000-a-year as much as  $16,000 in 

future retirement money. If the worker also 

suspends his contributions for the year, it 

could cost $48,000 in future retirement 

money.  

 Inside, Dick takes a closer look at 

some of the overlooked advantages of 

Social Security Retirement Benefits, and Gerard  helps you to restore confidence in your 

401(k). Remember, we are here to help. Call us.   ~Vern Hayden, CFP 

Q U O T A B L E  

Q U O T E S  

A few choice comments 

from Warren Buffett’s 

Letter to Shareholders, 

dated February 27, 2009: 

 Modest 

incompetence 

simply won’t do; it’s 

mindboggling screw

-ups that are 

required (re: CEOs who 

pile on leverage and 

derivatives). 

 The cause of their 

problem was 

captured long ago 

by Mae West: ‘I was 

Snow White, but I 

drifted’  (re: tax-exempt 

bond issuers). 

 We never want to 

count on the 

kindness of 

strangers in order to 

meet tomorrow’s 

obligations (re: the need 

to maintain adequate cash). 
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Dick’s Corner 

 

Rethinking Social Security Retirement Benefits (Part 1.) 

 
 In the wake of the financial crisis, several clients have asked us how 

best to maintain their retirement income levels. For most, this means getting 

a better handle on how Social Security Retirement Benefits (SSRB) can work 

for them. 

 In the not so distant past, retirement income planning was commonly 

thought of as a three-legged stool supported by: (1) traditional company sponsored defined benefit  pension 

plans; (2) personal savings and investments, such as 401(k) plan and IRA savings; and (3) Social Security 

Retirement Benefits. Conveniently, it was a team effort comprised of the employer, the employee, and the U.S. 

government. This gave many a sense of security as they approached their post-career years.  But these rules have 

changed. 

 

Our New ñOwnershipò Retirement Reality 

 

How the rules have changed: 

Employer-provided Defined Benefit (DB) pension plans: Although they were a standard benefit among 

most Fortune 500 companies 25 years ago, they are now offered by just 10% of the Fortune 500 (DBs 

simply became too costly as longer life expectancies stretched retirement periods from a few years, to 

one or more decades); 

 

Employer-sponsored Defined Contribution (DC) plans: such as the 401(k), 403(b), and others,   have 

largely replaced DBs. With this, the responsibility for plan contributions has shifted to employees, as did 

the risk of investment performance — thus, our new “ownership” 

retirement reality. 

 

Although the U.S. government projects a funding deficit of the 

Social Security Trust Funds by 2017,  for many of us, Social 

Security Retirement Benefits are the only source of retirement 

income that ensures a lifetime benefit, together with inflation 

protection. 

 

 

This article highlights the SSRB enhancements  to consider as you 

develop a strategy to maximize your retirement income.  Part 2. 

will focus on ñSpousal Retirement Benefitsò and will appear in 

our next Game Plan. 

 
The Good 
We can expect to live 
longer in our post career 
years.  
 
The Bad 
We will require greater 
financial resources to fund 
retirement. 
 
The Ugly 
The burden of funding 
your senior years is now 
yours. In essence, you 
now bear the longevity 
risk, inflation risk, 
investment risk, and 
financial risk. 

Dick Drew, Director of Financial Planning 



 

 

Where we are today: 

72% of Americans begin drawing SSRB before their Full Retirement Age (FRA). 

Traditional analysis of when to begin claiming SSRB is flawed.  

 

 It’s flawed because most of us tend to over simplify the value of the future increases we may be 

giving up.  We often overlook the combined advantages of deferral incentives, cost of living adjustments, and 

higher annual earnings later in life.  

        

The Benefit of Deferring Your SSRB Claiming Date 

 

 Much of my research comes from a white paper prepared by  

James I. Mahaney and Peter C. Carlson of Prudential:  

“Rethinking Social Security Claiming in a 401(k) World” (available  online: 

www.pensionresearchcouncil.org.) This paper was prepared for the Pension  

Research Council at The Wharton School, University of Pennsylvania, and  

focuses on the dynamics of early SSRB claiming, taxes, spousal survivor  

benefits, inflation, and longevity.  

 

 Beyond simply deferring your claiming start date, their research 

highlights the advantages of SSRB over most DB and DC programs: 

favorable taxation, lifetime income, cost-of-living adjustments,  

and spousal survivor step-up benefits.  

 

Things to Consider: 

Drawing SSRB before reaching FRA may reduce your benefit by 25%.  

Most of us enjoy significantly higher incomes as our careers develop. SSRBs are based on the 

average of your highest 35 years of annual income (adjusted for inflation). So each year that you 

delay your claim date, you may be replacing lower annual earnings from 35 years ago with  higher 

current earnings. Most illustrations ignore this. 

Early claiming of SSRB (prior to reaching your FRA) is subject to stricter earnings limits. 

Consequently, benefits may be reduced if you also have earned income. 

Your claiming start date should be evaluated in consideration of your spouse’s benefits, your age 

differential, and respective health status as it affects longevity expectations. 

SSRB have favored tax status: (1) the maximum federal taxation is 85% of benefits received;  (2) 

many states exempt SSRB from taxation; and (3) early year reliance on DB and DC programs for 

income (while deferring SSRB) may heighten the favored taxation of future SSRB. 

Deferring your SSRB claiming date beyond FRA has the duel benefit of increasing benefits by 

8% annually, plus the annual cost-of-living adjustment (and these are lifetime benefits). 

 

 

(Continued on next page) 
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Deferring your 

SSRB claiming date 

beyond Full 

Retirement Age 

(FRA) has the duel 

benefit of increasing 

benefits by 8% 

annually, plus the 

annual cost-of-living 

adjustment (for life). 

http://www.pensionresearchcouncil.org/


 

 

(Continued from page 3.) 

Rethinking Social Security Retirement Benefits 
 

Hypothetical Example 

 Let’s look at a married man born in 1950 who earns  $100,000 annually (and is now aged 59).  His Full 

Retirement Age (FRA) is 66. If he maintains his current earnings level until age 62 (earliest SSRB entitlement 

age), he can begin to receive $1,722 monthly at age 62. At age 66 (FRA), his monthly benefit would increase to 

$2,331 (a 35% increase). At age 70, his SSRB would increase to $3,104 (an 80% increase over the age 62 

benefit, and 33% over the age 66 benefit).  

 It’s important to note that SSRBs are based on the average of one’s highest 35 years of annual income 

(adjusted for inflation). In calculating when to claim benefits, many people tend to overlook the beneficial 

impact of higher income levels earned toward the ends of their careers. For example, if our hypothetical worker 

above added another year of earning $100,000, and then dropped off his 1973 income of $10,000 (adjusted to 

$50,990 to account for wage inflation since 1973), this pushes his average basis for benefits higher by nearly 

$1,400 ($100,000 less $50,990 divided by 35).  

 

 The basis for SSRB is also increased for the cost of living, which has historically risen 3.1% annually; 

the table below reflects 0%, 1.6%, 3.1%, and 4.6% inflation rates.  

    

SSRB Monthly Benefits Comparison (Pre-Taxes) 

 

 

 

 

 

 

 

   

  

 Unlike IRAs and 401(k) plans which can be depleted, SSRB are like an annuity. If there is a concern 

about outliving your financial resources, social security offers income for life. To review your specific benefit 

estimates, visit www.socialsecurity.gov/estimator. 

 

 The Social Security Administration expects that an individual turning 65 will live to age 78. 

Coincidentally, that is the cross-over age where the benefits received from claiming early (@ age 62) equates 

with delaying until age 70 (absent adjustments for present value, COLA, and averaging-up your earned income 

basis for calculating benefits). But in an era where medical advances are extending our longevity well beyond 

historical norms, age 78 may soon become a mere benchmark.   

 

 I appreciate how complex this subject can be, so please feel free to call me if you would like to discuss 

any aspect of your retirement planning. Stay tuned for Part 2.: ñSpousal Retirement Benefits.ò 

 

         ~ Dick Drew, CFP 
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 Assumed Annual Cost-of-Living Increase (COLA) 

Age of Claiming SSRB 0% 1.6% 3.1% 4.6% 

62 $1,722  $1,722  $1,722  $1,722  

66 $2,331  $2,483     $2,633  $2,790 

70 $3,104  $3,524  $3,962 $4,448 

http://www.socialsecurity.gov/estimator
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Gerard’s Corner 

Have the Courage to Face Your 401(k) 

 Many Americans are finding it too painful to open their 401(k) 

statements. That’s a normal human reaction, but it won’t help restore 

diminished savings. If you identify with this and haven't looked at your 401(k) 

statement recently, take a few deep breaths, and do so now. While the stock 

market fell 37% in 2008, as measured by the S&P 500 Index, it’s not likely that your 401(k) lost that much, as 

Vern mentions earlier. 

 The time is right to evaluate where you are and position for your future. Rather than dwell on what has 

gone wrong, focus on what works. Let’s start with small steps.  Here are a few suggestions to help you restore 

your 401(k): 

1. Continue to diversify  

 Diversification is still a fundamental element of executing a sound 

investment strategy.  In 2008, nearly all investment categories were adversely 

impacted, with U.S. Treasuries being one of the very few safe havens. But 

Treasuries alone are not the answer. Right now, it seems Treasuries may be 

over bought and could become a potential bubble in the future. I believe that 

diversification is essential to reducing volatility, and implementing a combined 

offensive and defensive investment strategy. Further, a higher concentration of 

debt versus equity is still an appropriate strategy as you age and become reliant 

on your portfolio to meet living expenses.  

2. Keep on contributing  

 Ceasing further contributions to 401(k) accounts is probably more a 

survival reaction than a practical response. Continuing to invest in a down 

market may feel like you’re throwing good money after bad, but adding 

contributions while values are low is actually the best time to invest. And if 

your account values are diminished, you may need to keep contributing, even 

(no, especially!) if your employer has discontinued its matching policy.  As a 

matter of fact, I recommend that you invest even more money in times like 

these. 

3.  Restore balance 

 Most of us have seen the stock portion of our portfolio decline in value. Restoring a balanced asset 

allocation is the key to achieving more consistent returns over the long run. Bonds have actually outperformed 

stocks over the last 10 years, so don’t think equities are the only source of growth.  

(Continued on next page) 

Gerard Gruber, Chief Investment Officer 

 
An April 2009 Hewitt 

Associates survey of 

518 large U.S. 

employers revealed 

that many are 

considering cost-

cutting strategies in 

light of the economic 

downturn...  

22% indicated that 

they may reduce or 

eliminate their 

employer 401(k) 

match.  

(Source: 

www.hewittassociates.com) 



 

 

(Continued from page 5.) 

 

é Face Your 401(k) 

 

 Over the long term, it pays to have a diversified portfolio of stocks, bonds, real estate, and natural 

resources. If your portfolio is out of balance, one strategy to rebalance is to allocate a larger portion of new 

contributions to those areas that have suffered the greatest declines, or are underfunded. Keep in mind, 

however, that the closer you are to retirement, you should allocate a significantly larger portion of your 

portfolio to conservative investments.  

4. Avoid early withdrawals and loans  

 You should also make every effort to avoid early withdrawals, and borrowing from a retirement account 

should be your last resort. It’s extremely expensive. If you're less than 59.5 years old, and you take a hardship 

withdrawal, you will pay a 10% penalty, plus you will pay income tax on what you took out. Further, if you 

lose your job, a 401(k) loan becomes immediately due. If you cannot repay the loan, it will be treated as 

premature distribution for tax purposes. 

5. Roll over into an IRA   

 If you leave your company, it generally makes sense to roll your money over into an IRA. Not only are 

you more likely to have better investment choices, but you will have more control over your money. 

 Don’t lose sleep. As with all other aspects of life, we need to adapt to this changing environment. You 

can and you will retire. Be patient and realistic with your financial goals, and begin to save more if necessary. 

Remain consistent and diversify.  

 The Hayden team is here to serve you. Think of Vern, Dick, and me as a resource to assist you  in 

reaching your retirement goals.  And if you have a family member of friend who needs to talk about his/her 

401(k), please let us know.          

          ~ Gerard Gruber, CFP 
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Loose Ends… 
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What’s in it for You? 

New Tax Relief  for Individuals and Families 

 

The American Recovery and Reinvestment Act of 2009, signed into law by President Obama on 

February 17, 2009, is an economic stimulus package that provides tax relief for individuals and 

families.  We culled through the provisions and picked a few highlights for our clients. A full 

summary is available online at:  

http://finance.senate.gov/press/Bpress/2009press/prb021209.pdf 

 

AMT exemption increased to $70,950 for joint filers, $46,700 for individuals in 2009. 

 

Sales tax deduction for purchases of new cars, light trucks, and RVs in 2009 (subject to 

AGI phase-out over $125,000 and $250,000 for individual and joint filers). 

 

First $2,400 of  unemployment benefits received in 2009 are exempt from federal income 

taxes. 

 

COBRA continuation benefit subsidy of 65% for 9 months. 

 

5-year net-operating-loss carry back for small businesses (< $5 million revenue). 

 

529 Education Plan expenses  will now include computers and computer technology. 

 

$2,500 education tax credit for college tuition and related expenses: 100% credit on first 

$2,000, plus 25% on next $2,000. 

 

$8,000 refundable first-time home buyer credit on homes purchased after April 9, 2008, and 

before December 1, 2009 (subject to $75,000/$150,000 AGI phase-out). 

 

***  

 

Mark Your Calendar 
The next  

HWM Client Conference Call  

is scheduled for  

Tuesday, June 16, 2009 at 7 pm. 

More details to come. 

http://en.wikipedia.org/wiki/Signed_into_law
http://en.wikipedia.org/wiki/President_of_the_United_States
http://en.wikipedia.org/wiki/Barack_Obama


 

 

 

 

ñMoney is never our client. 

               Real people are.” 

830 POST ROAD EAST, WESTPORT, CT 06880    TEL: 203.454.3377    FAX: 203.454.4965     www.haydenwealth.com 

Gerard Gruber and Dick Drew offering Securities and Investment Advisory and Financial Planning through Geneos Wealth Management, Inc. Member FINRA/SIPC. Vern Hayden offering 

Investment Advisory and Financial Planning Services through Geneos Wealth Management, Inc.  Investments are not insured by the FDIC,  are not guaranteed and are not deposits or 

obligations of the financial institution. Investments are subject to investment risks, including possible loss of principal amount invested.   


