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By Ed Avis

That 1 percent fee called 
“fund expenses” on 
your variable annuity 
is nothing, right? And 

that 1.6 percent expense ratio 
on your mutual fund is worth it 
because it pays for expert advice, 
correct? 
Not necessarily. Over time, such 

expenses can take a chunk out of  
your long-term savings.
“This has been a dirty secret in 

the industry for decades,” says 
Chad Parks, founder and CEO of  
San Francisco-based Ubiquity Re-
tirement + Savings. “Something 
that looks innocuous, say 1 per-
cent, doesn’t seem like a lot. But 
what people don’t think about is 

the long-term compounded effect 
of  that 1 percent. The difference 
between an 8 percent return 
versus a 7 percent return could 
be hundreds of  thousands of  
dollars.”

Mutual fund fees
The investment category with 

perhaps the most costly small 
fees is the mutual fund. 
For example, many actively 

managed funds perform no 
better than index funds, yet the 
fees on actively managed funds 
are usually more than double the 
index fund fees.
“Typically, the expense ratio of  

actively managed mutual funds 
sits between 0.5 percent and 1 
percent annually, whereas index 

Add it up 
Fees and expenses can 
nibble at your nest egg
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Keep it, or 
toss it? 

Financial records 
after age 50

By Jeffrey Steele

Many view their 50s as a 
time to downsize and 
shed unneeded items. 
Ditching possessions 

also means deciding what financial 
records to keep and which to discard.
This stage in life should be viewed 

not just as a chance to declutter, but 
also to reorganize financial records 
for the next period of  life, according 
to Tony Steurer, Alameda, Ca-
lif.-based financial preparedness ad-
vocate and author of  “Get Ready! A 
Step-By-Step Guide to Maintaining 

Feldmeyer explains. “The rider allows 
you to take 2, 3 or 4 percent of  the 
death benefit each month when you 
are in long-term care. So for example, 
if  you have a $400,000 death benefit, 
and you have a 4 percent per month 
long-term care death rider, they will 
pay you $16,000 a month until the 
policy is exhausted. If  you don’t use it, 
or all of  it, it’s a death benefit.”
And then there is what Odoski calls 

“a hybrid model” — a whole life 
policy with LTC rider plus the option 
to drop the policy and receive a partial 
refund. 
“There are three buckets: Either you 

use the money for long-term care; 
you die and your beneficiaries receive 
a death benefit; or you can surrender 
the policy and get a certain percent-
age of  your money back,” Odoski 
explains.
Many retirees count on annuities to 

provide life-long income. An annuity 
requires a large up-front payment; the 
company issuing the annuity invests 
that money and provides regular 
monthly payments to the policyholder. 
A twist on this basic annuity model 

is a long-term care “doubler” that pays 
twice the normal monthly payment 
for a period of  time when the policy 
holder is in long-term care.
“Here’s an illustration: A couple put 

$500,000 into a fixed index annuity. 
They do not take any until year three, 
and then start taking $35,000 a year,” 
Smith explains. “Say one of  them 
needed long-term care, that could 
jump to $70,000.”
When choosing which option is best, 

consider your overall financial situa-
tion, Odoski advises. “A policy is not a 
plan,” she says. “Talk to your financial 
planner and work this into your over-
all retirement plan.”  

Your Financial First-Aid Kit.” Some 
records should be kept for a few 
years, others in perpetuity. Still other 
documentation can be shredded 
as soon as statements are studied. 
Knowing which documents can be 
tossed and at what stage should help 
both the decluttering and reorgani-
zation efforts, Steurer says.
“The important thing is to keep 

control over your own financial 
documents,” he adds. “If  you think 
you’re going to need it, keep it. It 
doesn’t hurt to keep it and not need 
it. But it does hurt to need it and not 
have it.”
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Audits
Steurer advises holding on to mort-

gage-related documents and proper-
ty-related documents for a period of  
six years — the period during which 
the IRS can audit you. 
“It’s good to have these records 

for that length of  time in the event a 
lawsuit comes up. I would thereafter 
keep a digital copy of  those records. 
As a belt-and-suspenders guy my-
self, I’d have it until death,” he says. 
“After death, your heirs have it for 
the estate.”
Investment documents should be 

kept for six years after the invest-
ment is sold, Steuer says. Again, the 
rationale is the possibility of  a tax 
audit. They are not likely needed in 
perpetuity and should be shredded 
after six years. 
What about tax records? The IRS 

advises keeping documents that 
support income you’re reporting and 
deductions or credits you’re claiming 
until the time limit for the IRS to 
take action for that particular year’s 
tax return expires. Under normal cir-
cumstances, that means holding on 
to records for three years after filing 
your original return. 
But there are exceptions. Keep them 

for seven years if  you file a loss claim 
from worthless securities or reduction 
of  bad debt; six years if  you fail to 
report income that you should have, 
but only if  that income was more 
than 25 percent of  the gross income 
you reported on your return; four 
years for employment tax records; 
and forever if  you file a fraudulent 
return or don’t file a return.

Inheritance documents
If  you inherit stocks, bonds or 

mutual funds, the official starting 

Investment documents should 
be kept for six years after the 

investment is sold

value (the cost basis) of  those items 
will be the value of  them when you 
inherited them, not what the de-
ceased originally paid for them. For 
example, if  you inherit Apple stock 
worth $30,000, that’s your cost basis, 
even if  the deceased originally paid 
$300 for that stock. 
That means that if  you sell the stock 

a year later for $31,000, you’ll pay 
taxes on just the $1,000 gain, not the 
$30,700 increase in value since the de-
ceased originally bought the stock.
“To prove your basis, you should 

keep a copy of  the death certifi-
cate and a statement from when it 
was in the name of  the deceased 
person, for as long as you own the 
investment,” says Michael Sedlak, 

managing member of  Golden Trail 
Advisors in Burr Ridge, Ill.

Common receipts
Hold on to common receipts like 

credit card, bank receipts and checks 
until you have reconciled your bank 
or credit card statement. Keep re-
ceipts beyond the statement recon-
ciliation if  they have a tax consider-
ation, Steuer advises.
Statements themselves should be 

kept for six years, or digitized and 
kept in perpetuity, he says. “You 
can access them online from your 
financial institutions, but they have 
a tendency to merge and change 
names, so it might be hard after five 
years,” he says. 
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By Jeffrey Steele

T      oday, even simple burials 
can cost thousands of  
dollars. Nobody wants to 
stick their family mem-

bers with those bills, so some people 
choose to pre-pay their funeral ex-
penses by contracting with a funeral 
home or cemetery. 
But what if  you’re not sure where 

you want to be buried, or you don’t 
have enough cash to cover that 
“pre-payment” expense? There 
are other options. One method is 
through what’s called a funeral trust. 
Another is final expense insurance.

Funeral trusts
As defined by the IRS, a funeral 

trust is a “pooled income fund” set 
up to enable an individual to trans-
fer property into the trust to cover 
future funeral and burial costs. The 
trust is generally funded by cash, 
bonds or life insurance. 
A funeral trust can be set up 

through a cemetery, funeral home 
or life insurance contract, says Olaf  
Abrahamson, insurance broker at Fi-
nancial Fulfillment in Oak Lawn, Ill. 
Funeral trusts written by insurance 

agents “would allow you to go to 
any funeral home in the country, 
were you to move, and use any cem-

Final expenses 
When it makes sense to pre-pay

Insurance policies
Insurance declaration renewal pag-

es should be retained until the policy 
ends or is cancelled. 
“Let’s say you buy homeowner’s 

insurance and it has several different 
components of  coverage listed in 
the declaration,” Steuer says. “Then 
the company changes the coverag-
es, and you don’t realize a certain 
coverage has been removed. You go 
to file a claim a year later and you 
find that coverage you thought you 
had has been removed. If  you have 
the original declaration page, you 
have the proof  you had the coverage 
initially. This could be important in 
the claims process. Claims agents 
are humans too. And if  you have 
the documentation and treat them 
respectfully, they could go to bat for 
you.”

Storage advice
Store digital assets in two places, 

Steuer urges. 
First, copy the documents to a USB 

drive and store it in a secure physical 
location, such as a fireproof  safe or 
locked filing cabinet. Then place the 
documents in a cloud account, such 
as Dropbox, iCloud or Evernote, 
with a strong password that’s differ-
ent from the password you use for 
everything else. 
“That way, you could have access 

to them, in the event you can’t get 
to, or something happens to, the 
physical location,” Steuer says.
When you do decide to shred 

something, don’t hesitate.
“Shredding is very important in this 

day and age,” he adds. “You should 
use your own shredder or a service 
that allows you to actually witness 
the documents being shredded.” 
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