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Taxes, Retirement, and Timing Social Security

I've recently changed my legal name. Do I need
to change my name on my Social Security card?

Financial Mistakes People Make at Different Ages

See disclaimer on final page

As the summer draws to a close,
we get to enjoy the wonderful fall
weather.

It is also a season of volatility in
the financial markets. Don't let
short term fluctuations keep you
from long term focus.

Your calls for a review or just a
"chat" are always welcome.

'Til October...

Steve and Dawn

There's a saying that with age
comes wisdom, but this may
not always be true in the
financial world. As people
move through different life
stages, there are new
opportunities--and potential

pitfalls--around every corner.

In your 20s
Living beyond your means. It's tempting to want
all the latest and greatest in gadgets,
entertainment, and travel, but if you can't pay
for most of your wants up front, then you need
to rein in your lifestyle. If you take on too much
debt--or don't work diligently to start paying off
the debt you have--it can hold you back
financially for a long, long time.

Not saving for retirement. You've got plenty of
time, so what's the rush? Well why not harness
that time to work for you. Start saving a portion
of your annual pay now and your 67-year-old
self will thank you.

Not being financially literate. Many students
graduate from high school or college without
knowing the basics of money management.
Learn as much as you can about saving,
budgeting, and investing now so you can
benefit from it for the rest of your life.

In your 30s
Being house poor. Whether you're buying your
first home or trading up, don't buy a house that
you can't afford, even if the bank says you can.
Build in some wiggle room for a possible dip in
household income that could result from
switching jobs, going back to school, or leaving
the workforce to raise a family.

Not protecting yourself with life and disability
insurance. Life is unpredictable. What would
happen if one day you were unable to work and
earn a paycheck? Let go of the
"it-won't-happen-to-me" attitude. Though the
cost and availability of life insurance depend on
several factors including your health, the
younger you are when you buy insurance, the
lower your premiums will likely be.

Not saving for retirement. Okay, maybe your

20s passed you by in a bit of a blur and
retirement wasn't even on your radar screen.
But now that you're in your 30s, it's critical to
start saving for retirement. Wait much longer,
and it can be hard to catch up. Start now, and
you still have 30 years or more to save.

In your 40s
Trying to keep up with the Joneses.
Appearances can be deceptive. The nice
homes, cars, vacations, and "stuff" that others
have might make you wonder whether you
should be buying these things, too. But behind
the scenes, your neighbors could be taking on
a lot of debt. Take pride in your savings
account instead.

Funding college over retirement. In your 40s,
saving for your children's college costs over
your own retirement is a mistake. If you have
limited funds, set aside a portion for college but
earmark the majority for retirement. Then sit
down with your teenager and have a frank
discussion about academic options that won't
break the bank--for either of you.

Not having a will or an advance medical
directive. No one likes to think about death or
catastrophic injury, but these documents can
help your loved ones immensely if something
unexpected should happen to you.

In your 50s and 60s
Co-signing loans for adult children. Co-signing
means you're on the hook--completely--if your
child can't pay, a situation you don't want to find
yourself in as you're getting ready to retire.

Raiding your home equity or retirement funds. It
goes without saying that doing so will prolong
your debt and/or reduce your nest egg.

Not quantifying your retirement income. As you
approach retirement, you should know how
much you can expect from Social Security (at
age 62, at your full retirement age, and at age
70), pension income, and your personal
retirement savings.

Not understanding health-care costs in
retirement. Before you turn age 65, review what
Medicare does and doesn't cover, and how gap
insurance policies fit into the picture.
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Six Life Insurance Beneficiary Mistakes to Avoid
Life insurance has long been recognized as a
useful way to provide for your heirs and loved
ones when you die. Naming your policy's
beneficiaries should be a relatively simple task.
However, there are a number of situations that
can easily lead to unintended and adverse
consequences. Here are six life insurance
beneficiary traps you may want to avoid.

Not naming a beneficiary
The most obvious mistake you can make is
failing to name a beneficiary of your life
insurance policy. But simply naming your
spouse or child as beneficiary may not suffice.
It is conceivable that you and your spouse
could die together, or that your named
beneficiary may die before you. If the
beneficiaries you designated are not living at
your death, the insurance company may pay
the death proceeds to your estate, which can
lead to other potential problems.

Death benefit paid to your estate
If your life insurance is paid to your estate,
several undesired issues may arise. First, the
insurance proceeds likely become subject to
probate, which may delay the payment to your
heirs. Second, life insurance that is part of your
probate estate is subject to claims of your
probate creditors. Not only might your heirs
have to wait to receive their share of the
insurance, but your creditors may satisfy their
claims out of those proceeds first.

Naming primary, secondary, and final
beneficiaries may avoid having the proceeds
ultimately paid to your estate. If the primary
beneficiary dies before you do, then the
secondary or alternate beneficiaries receive the
proceeds. And if the secondary beneficiaries
are unavailable to receive the death benefit,
you can name a final beneficiary, such as a
charity, to receive the insurance proceeds.

Naming a minor child as beneficiary
Unintended consequences may arise if your
named beneficiary is a minor. Insurance
companies will rarely pay life insurance
proceeds directly to a minor. Typically, the court
appoints a guardian--a potentially costly and
time-consuming process--to handle the
proceeds until the minor beneficiary reaches
the age of majority according to state law.

If you want the life insurance proceeds to be
paid for the benefit of a minor, you may
consider creating a trust that names the minor
as beneficiary. Then the trust manages and
pays the proceeds from the insurance
according to the terms and conditions you set
out in the trust document. Consult with an
estate attorney to decide on the course that

works best for your situation.

Per stirpes or per capita
It's not uncommon to name multiple
beneficiaries to share in the life insurance
proceeds. But what happens if one of the
beneficiaries dies before you do? Do you want
the share of the deceased beneficiary to be
added to the shares of the surviving
beneficiaries, or do you want the share to pass
to the deceased beneficiary's children? That's
the difference between per stirpes and per
capita.

You don't have to use the legal terms in
directing what is to happen if a beneficiary dies
before you do, but it's important to indicate on
the insurance beneficiary designation form how
you want the share to pass if a beneficiary
predeceases you. Per stirpes (by branch)
means the share of a deceased beneficiary
passes to the next generation in line. Per capita
(by head) provides that the share of the
deceased beneficiary is added to the shares of
the surviving beneficiaries so that each
receives an equal share.

Disqualifying the beneficiary from
government assistance
A beneficiary you name to receive your life
insurance may be receiving or is eligible to
receive government assistance due to a
disability or other special circumstance.
Eligibility for government benefits is often tied to
the financial circumstances of the recipient. The
payment of insurance proceeds may be a
financial windfall that disqualifies your
beneficiary from eligibility for government
benefits, or the proceeds may have to be paid
to the government entity as reimbursement for
benefits paid. Again, an estate attorney can
help you address this issue.

Taxes
Generally, life insurance death proceeds are
not taxed when they're paid. However, there
are exceptions to this rule, and the most
common situation involves having three
different people as policy owner, insured, and
beneficiary. Typically, the policy owner and the
insured are one in the same person. But
sometimes the owner is not the insured or the
beneficiary. For example, mom may be the
policy owner on the life of dad for the benefit of
their children. In this situation, mom is
effectively creating a gift of the insurance
proceeds to her children/beneficiaries. As the
donor, mom may be subject to gift tax. Consult
a financial or tax professional to figure out the
best way to structure the policy.

Note: As with most financial
decisions, there are expenses
associated with the purchase
of life insurance. Policies
commonly have mortality and
expense charges. In addition, if
a policy is surrendered
prematurely, there may be
surrender charges and income
tax implications.

Note: While trusts offer
numerous advantages, they
incur up-front costs and often
have ongoing administrative
fees. The use of trusts involves
a complex web of tax rules and
regulations. You should
consider the counsel of an
experienced estate planning
professional and your legal and
tax advisors before
implementing such strategies.
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Taxes, Retirement, and Timing Social Security
The advantages of tax deferral are often
emphasized when it comes to saving for
retirement. So it might seem like a good idea to
hold off on taking taxable distributions from
retirement plans for as long as possible. (Note:
Required minimum distributions from non-Roth
IRAs and qualified retirement plans must
generally start at age 70½.) But sometimes it
may make more sense to take taxable
distributions from retirement plans in the early
years of retirement while deferring the start of
Social Security retirement benefits.

Some basics
Up to 50% of your Social Security benefits are
taxable if your modified adjusted gross income
(MAGI) plus one-half of your Social Security
benefits falls within the following ranges:
$32,000 to $44,000 for married filing jointly; and
$25,000 to $34,000 for single, head of
household, or married filing separately (if you've
lived apart all year). Up to 85% of your Social
Security benefits are taxable if your MAGI plus
one-half of your Social Security benefits
exceeds those ranges or if you are married
filing separately and lived with your spouse at
any time during the year. For this purpose,
MAGI means adjusted gross income increased
by certain items, such as tax-exempt interest,
that are otherwise excluded or deducted from
your income for regular income tax purposes.

Social Security retirement benefits are reduced
if started prior to your full retirement age (FRA)
and increased if started after your FRA (up to
age 70). FRA ranges from 66 to 67, depending
on your year of birth.

Distributions from non-Roth IRAs and qualified
retirement plans are generally fully taxable
unless nondeductible contributions have been
made.

Accelerate income, defer Social
Security
It can sometimes make sense to delay the start
of Social Security benefits to a later age (up to
age 70) and take taxable withdrawals from
retirement accounts in the early years of
retirement to make up for the delayed Social
Security benefits.

If you delay the start of Social Security benefits,
your monthly benefits will be higher. And
because you've taken taxable distributions from
your retirement plans in the early years of
retirement, it's possible that your required
minimum distributions will be smaller in the later
years of retirement when you're also receiving
more income from Social Security. And smaller

taxable withdrawals will result in a lower MAGI,
which could mean the amount of Social
Security benefits subject to federal income tax
is reduced.

Whether this strategy works to your advantage
depends on a number of factors, including your
income level, the size of the taxable
withdrawals from your retirement savings plans,
and how many years you ultimately receive
Social Security retirement benefits.

Example
Mary, a single individual, wants to retire at age
62. She can receive Social Security retirement
benefits of $18,000 per year starting at age 62
or $31,680 per year starting at age 70 (before
cost-of-living adjustments). She has traditional
IRA assets of $300,000 that will be fully taxable
when distributed. She has other income that is
taxable (disregarding Social Security benefits
and the IRA) of $27,000 per year. Assume she
can earn a 6% annual rate of return on her
investments (compounded monthly) and that
Social Security benefits receive annual 2.4%
cost-of-living increases. Assume tax is
calculated using the 2015 tax rates and
brackets, personal exemption, and standard
deduction.

Option 1. One option is for Mary to start taking
Social Security benefits of $18,000 per year at
age 62 and take monthly distributions from the
IRA that total about $21,852 annually.

Option 2. Alternatively, Mary could delay Social
Security benefits to age 70, when her benefits
would start at $38,299 per year after
cost-of-living increases. To make up for the
Social Security benefits she's not receiving from
ages 62 to 69, during each of those years she
withdraws about $40,769 to $44,094 from the
traditional IRA--an amount approximately equal
to the lost Social Security benefits plus the
amount that would have been withdrawn from
the traditional IRA under the age 62 scenario
(plus a little extra to make the after-tax incomes
under the two scenarios closer for those years).
When Social Security retirement benefits start
at age 70, she reduces monthly distributions
from the IRA to about $4,348 annually.

Mary's after-tax income in each scenario is
approximately the same during the first 8 years.
Starting at age 70, however, Mary's after-tax
income is higher in the second scenario, and
the total cumulative benefit increases
significantly with the total number of years
Social Security benefits are received.*

*This hypothetical example
is for illustrative purposes
only, and its results are not
representative of any
specific investment or mix
of investments. Actual rates
of return and results will
vary. The example assumes
that earnings are taxed as
ordinary income and does
not reflect possible lower
maximum tax rates on
capital gains and dividends,
as well as the tax treatment
of investment losses, which
would make the return more
favorable. Investment fees
and expenses have not been
deducted. If they had been,
the results would have been
lower. You should consider
your personal investment
horizon and income tax
brackets, both current and
anticipated, when making an
investment decision as
these may further impact
the results of the
comparison. Investments
offering the potential for
higher rates of return also
involve a higher degree of
risk to principal.
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How can I protect my Social Security number from
identity theft?
Your Social Security number is
one of your most important
personal identifiers. If identity
thieves obtain your Social

Security number, they can access your bank
account, file false tax returns, and wreak havoc
on your credit report. Here are some steps you
can take to help safeguard your number.

Never carry your card with you. You should
never carry your Social Security card with you
unless it's absolutely necessary. The same
goes for other forms of identification that may
display your Social Security number (e.g.,
Medicare card)

Do not give out your number over the phone
or via email/Internet. Oftentimes, identity
thieves will pose as legitimate government
organizations or financial institutions and
contact you to request personal information,
including your Social Security number. Avoid
giving out your Social Security number to
anyone over the phone or via email/Internet
unless you initiate the contact with an
organization or institution that you trust.

Be careful about sharing your number. Just
because someone asks for your Social Security

number doesn't mean you have to share it.
Always ask why it is needed, how it will be
used, and what the consequences will be if you
refuse to provide it.

If you think someone has misused your Social
Security number, contact the Social Security
Administration (SSA) immediately to report the
problem. The SSA can review your earnings
record with you to make sure their records are
correct. You can also visit the SSA website at
www.ssa.gov to check your earnings record
online.

Unfortunately, the SSA cannot directly resolve
any identity theft problems created by the
misuse of your Social Security number. If you
discover that someone is illegally using your
number, be sure to contact the appropriate
law-enforcement authorities. In addition,
consider filing a complaint with the Federal
Trade Commission and submitting IRS Form
14039, Identity Theft Affidavit, with the Internal
Revenue Service. Visit www.ftc.gov and
www.irs.gov for more information.

I've recently changed my legal name. Do I need to
change my name on my Social Security card?
Whenever an individual legally
changes his or her name, it is
important to contact the Social
Security Administration (SSA)

as soon as possible. Failure to notify the SSA
of a name change could prevent your wages
from being posted correctly to your Social
Security earnings record and might even result
in a delay when you file your taxes.

To obtain a new card with your new name, you
need to provide the SSA with a recently issued
document that proves your identity and legal
name change. Acceptable documents include:

• Marriage certificate
• Divorce decree
• Certificate of Naturalization showing new

name
• Court order for approving the name change

If the document you provide doesn't offer
enough information for the SSA to identify you
in their records, you must also provide an
identity document in your old name (expired
documents with your old name are allowed).

In addition, if you were born outside the United
States or you aren't a U.S. citizen, you typically
must provide documentation to prove U.S.
citizenship or lawful noncitizen status.

Once you have gathered the appropriate
documentation, you need to complete the SSA
Application for a Social Security Card.
However, Social Security card applications are
not accepted on the SSA website. As a result,
you need to take or mail your application, along
with your supporting documents, to your local
Social Security office.

For more information on applying for a new
Social Security card or finding a Social Security
office in your area, visit the Social Security
Administration website at www.ssa.gov.
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