Reprinted from THE WALL STREET JOURNAL

TUESDAY. APRIL 27, 2004

(c) 2004, Dow Jones & Company, Inc. All Rights Reserved

With College Bills Behind Them, Readers Enjoy Some ‘Me' Time

BY TERRI CULLEN
THE WALLSTREETJOURNAL ONLINE

Some readers are playing catch up
on their retirement savings, while
others are enjoying welcome downtime
from their careers.

Judging by the response to Thurs-
day’s Fiscally Fit column, it appears that
parents of college grads or soon-to-be
grads who put their kids through school
are finally getting a chance for some
long-awaited "me” time to focus on their
own finances.

Readers offered ideas on to how to
best use the cash that's freed up when
the youngest child in the family gradu-
ates from college. Others wrote in with
insight on ways to use newly available
income now to make retirement com-
fortable later. (Have some thoughts of
your own or questions you'd like to
share? Write to me at fiscal-
lyfit@wsj.com.)

Once you've checked off "Pay for Col-
lege” on your mental list of financial
goals, there's usually only one or two big
long-term objectives left - "Retire” is
probably one of them. As parents assess
their overall financial pictures, many
find that maxing out tax-deferred contri-
butions to retirement accounts will come
next on their financial to-do lists.
Reader Maynard Lowery has checked
off that box, too.

He writes: When our son graduated
we upped our 403(b) contributions to the
maximum allowed, funded our Roth
IRAs at the maximum, and used payroll
deduction and direct deposit to our bro-
kerage account. It's amazing how the
money adds up. We haven't upgraded to
the finest house in the neighborhood,
but we do enjoy traveling when we have
the time. And occasionally we send our
son (now a graduate student) and his
wife (recently finished with graduate
school) a little financial surprise to help
them toward their financial goals such
as purchasing a house.

What we got out of this long-term
regimen is some discipline for saving.
But, more importantly I see some of the

same characteristics already in my son
and his wife. They already have tax-
deferred savings (IRA, Roth and
403(b)), which will help them have a
comfortable lifestyle as they reach our
point in life.

As I noted in last week's column,
when your youngest child leaves home
for good, it may spark the urge to make
radical changes in your work habits and
lifestyle. Putting the brakes on an overly
stressful workload is one way parents
use their improved cash flow. One
reader tells how he and his wife did just
that.

Bob Garland Jr. writes: My wife and
I were fortunate to be able to put our
four sons through college using the "pay-
as-you-go” method while continuing to
save for retirement. As a pharmacist, I
averaged about 46 hours a week during
those years until the last child was about
to graduate. But over the last year, I
have cut work hours back to 40 hours,
then 36, and am now working 32 hours a
week. At age 59, I realize that my time to
spend with my wife and family is my
most valuable asset. It's ironic that all of
that spending for college taught us how
to live on much less than we earn.

While most readers wrote in to tell
how their focus has shifted to shoring up
their own finances, there was one excep-
tion - parents of daughters, who have
college costs behind them but wedding
bills ahead. As reader Steve Ganis
notes, the price of a typical wedding can
easily top annual college costs at an Ivy
League university.

He writes: As parents who finally
have supported two children through
college, your column did omit one possi-
ble further large cash expenditure: the
wedding. In the New York City metro
area, that affair can cost upwards of
$50,000 in no time. Traditionally, the
bride's parents pay, but that rule has
been changing lately. Still, it's a large
expense and I feel pressured to make
sure I don't have to borrow the funds,
and thus we are delaying investing for
retirement.

As costs for even modest wedding
receptions in many regions of the coun-

try have soared, there's a greater strain
on family finances. The expenses can be
particularly painful for parents who are
a decade or less away from retirement,
when the loss of savings may mean post-
poning retirement. One solution is to
decide on a cap for your contribution to
the "big day.” For example, the bride’s
parents offer to foot all bills up to a cer-
tain sum, say $20,000, and tell the
engaged couple they will have to pay for
all costs over that amount. Setting a
limit also may have the welcome side-
effect of prompting your child to shop
around for the best deals. For some
ideas on how to keep wedding costs in
check, click here.

Reader Joel Kelley, a fee-only finan-
cial planner, notes that many people
miss out on long-term tax-advantaged
savings in retirement by not converting
their Individual Retirement Accounts to
Roth IRAs. Many IRA holders don't con-
vert to Roth IRAs because they don't
meet the eligibility requirements -- your
income, single or married, must be
$100,000 or less, and if youre married
you must file jointly. But others don't
convert to a Roth because they simply
can't afford to pay the taxes on it. Mr.
Kelley suggests to parents of graduating
seniors that now may be the perfect time
to take their newly disposable income
and use the money to pay taxes on a
Roth conversion.

He writes: I have seen situations
where 50- and 60-something-age individ-
uals have significant traditional IRA
accounts or self-directed rollover IRAs
from previous employment. When I pro-
ject retirement plans, the Roth makes a
huge difference in the years after 70 1/2,
when minimum required distributions
would otherwise have to begin with a
traditional IRA. (With a Roth IRA, there
is no minimum required distribution.)

With people living longer and thus
having retirement income needs for
longer periods, the Roth can continue to
grow and compound. The income freed
up by not having college expenses could
permit significant incremental Roth
conversions.
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Great point! It's always a better idea
to avoid using IRA-account money to
pay taxes when converting an IRA to a
Roth IRA. Not only do you miss out on
future tax-advantaged growth, but if
youre younger than 59 youll have to
pay a 10% penalty the money that was
used to pay the taxes. There are some
distinct drawbacks to Roth conversions,
however, particularly if youre nearing
retirement. Just ask anyone who con-
verted to a Roth before the tech bubble
burst, then watched their savings
account dwindle to less than the amount
of taxes they paid to convert. Read more
about the benefits and potential draw-
backs of converting your IRA to a Roth
IRA.

Owen Mohan writes: If a big chunk
of change suddenly freed up in my
budget and I could spend or invest it
anyway I'd like, I would buy a compre-
hensive long-term care policy. Based on
demographics, statistical risk, the cost
of care, medical inflation -- never mind
the burden care-giving places on family
- only a fool would self-insure against
this catastrophic risk. In fact, The Wall
Street Journal article "Cracks in the
Nest Egg” labeled failure to plan for
long-term care as the No. 1 "crack.”

It's true. Most people think about
planning for retirement in terms of their
savings -- not their health. But financial
planners generally agree that long-term
care insurance is unnecessary for peo-
ple with savings and assets of more than
$2 million (who can afford to self-insure)
or people with assets of less than $50,000
(who will be covered by Medicare). For
those who fall in between, however,
long-term care insurance can keep your
family's finances from being ruined by a
debilitating illness. I took a look at long-
term care insurance in a recent Ages &
Stages.

Write to Terri Cullen at
terri.cullen@wsj.com



