Social Security: Taxes In And Out

t seems like the IRS has you
coming and going on Social
Security. While you are working for
a living, you must pay taxes into the
system to provide beneﬁts for current
retirees. Then, when you ﬁnally retire,
you’re entitled to receive retirement
beneﬁts but they might be subject to tax
as well.
Don’t confuse the two taxes. The
Social Security tax you pay as an
employee is a payroll tax that applies
to wages, commissions, and other
compensation as part of the FICA tax.
An employee’s combined FICA rate
for Social Security and Medicare in
2014 is 7.65% on the ﬁrst $117,000 of
compensation and 1.45% (Medicare
only) above that. But the tax that may
apply to Social Security beneﬁts you
get in retirement is a federal income
tax that is reported along with other
items on Form 1040. It’s more
complicated than the payroll tax.
Here’s how it works: You’re liable
for tax on Social Security beneﬁts if
your provisional income (PI) exceeds
certain thresholds in the tax law. For
this purpose, PI is the total of (1) your
adjusted gross income (AGI), (2) your

tax-exempt interest income (for
example, from municipal bonds), and
(3) one-half of the Social Security
beneﬁts you received. For example, if
the combined AGI of you and your
spouse is $100,000 and you collect
$5,000 in municipal bond income and
$20,000 in Social Security beneﬁts,
your PI is $125,000
($100,000 + $5,000
+ $20,000).
There are
actually two
thresholds for
computing the tax
on Social Security
beneﬁts.
Threshold 1:
For a PI between
$32,000 and $44,000 ($25,000 and
$34,000 for single ﬁlers), you’re taxed
on the lesser of one-half of your
beneﬁts or 50% of the amount by
which PI exceeds $32,000 ($25,000 for
single ﬁlers).
Threshold 2. For a PI greater than
$44,000 ($34,000 for single ﬁlers),
you’re taxed on 85% of the amount by
which PI exceeds $44,000 ($34,000 for
single ﬁlers) plus the lesser of the

amount determined under the ﬁrst tier
or $6,000 ($4,500 for single ﬁlers).
Silver lining: You’ll never owe tax on
more than 85% of your total beneﬁts.
These two thresholds aren’t
indexed annually for inﬂation. If your
PI exceeds a relatively low level of
$32,000 ($25,000 for single ﬁlers),
you’ll owe the
tax year in and
year out. And
you’ll get hit
with the higher
tax rate every
year that your PI
exceeds just
$44,000
($34,000 for
single ﬁlers).
What can you do about it? You
might lower your PI by harvesting
capital losses to offset capital gains or
deferring taxable income to the
following year. But remember that the
income from tax-free municipal bonds
counts against you in the calculation of
PI. Consider all the relevant factors,
including the potential tax implications
for Social Security beneﬁts, in your
investment decisions. ●

8 Retirement Miscues

What’s more, an extended stay in a
nursing home could destroy your
retirement nest egg. Consider buying
long-term-care insurance to help ward
off future disasters.

needs to take these taxes into account.
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hunches is likely to produce more losers
than winners. And taking a smart,
deliberate approach is as important for
investing the assets in tax-sheltered
retirement plans, such as 401(k)s and
IRAs, as it is for taxable accounts.
Mistake #6—You underestimate
health care costs.
As people live longer and longer—
and as growth in health care costs
continues to outpace overall inﬂation—
you’ll need to allocate a healthy portion
of your savings to personal care. Often,
health insurance plans and Medicare
will cover much less than you’ve
counted on and you’ll need to use your
savings to make up the difference.

Mistake #7—You don’t factor
in taxes.
People often disregard the impact
that federal and state taxes can have on
their retirement savings. For instance, if
you’ve been accumulating funds in a
401(k) plan and traditional IRAs, when
you withdraw money from those
accounts to pay your retirement
expenses those distributions normally
will be taxed at ordinary income rates.
In addition, whether you want to or not,
you’ll have to start taking money from
those accounts after you turn age 70½.
Your long-term plan for retirement

Mistake #8—You count too heavily
on Social Security beneﬁts.
After you’ve paid into the Social
Security system during your working
career, it’s only fair that you reap the
beneﬁts. But those monthly payments
usually aren’t enough to live on
comfortably, not by a long shot. It’s
important to view Social Security as
only a supplement to other sources of
retirement income—from your
investments, company retirement plans,
and IRAs.
Making any of these mistakes
could cause trouble when it’s time to
retire. But if you know what to look
out for you may be able to avoid
problems—and the best time to start
ﬁxing things is now. ●
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Did The Devil Make You Do
It? 8 Retirement Miscues

e’re all human, and we all
make mistakes. Yet some
errors are worse than others,
and it’s important to try to avoid the
kinds of miscues that could derail
your retirement.
What sort of mistakes? Of course,
these will vary from person to person,
but here are eight common
foul-ups that often bedevil
soon- to-be retirees:
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Mistake #1—You have no
ﬁnancial plan for retirement.
Although your plan
doesn’t have to be carved in
stone—and in fact it needs to
be ﬂexible—it at least should
provide some basic guidelines
for your future. A bare-bones plan will
look at your potential sources of
retirement income and approximate
what you can expect to spend—and
rough estimates are better than no
estimates at all. Figuring out what it
may take to live comfortably during
retirement is the ﬁrst step toward
getting there.
Mistake #2—You have too
much debt.
Perhaps nothing can be more
damaging to successful retirement than
crushing debt. Avoiding high-interestrate credit card charges can help you
head off the problem. If you spend
within your means and borrow
judiciously, you’ll be able to save
more for retirement and won’t be
burdened by the need to pay off
compounding debt.
Mistake #3—You sacriﬁce retirement
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planning for education planning.
Saving money for your children’s
college education is obviously a lofty
and worthwhile goal, and starting early
can help ease your ﬁnancial burden
when tuition bills come due. But you
may not want to make education saving
your primary ﬁnancial priority. Often,
parents are able to help pay
college bills while still putting
away money for retirement,
and your kids can help by
taking low-interest loans to
cover part of their costs.
Mistake #4—You don’t keep
an emergency fund.
Even if you’ve been
diligent about saving for
retirement, remember to expect the
unexpected. You might lose your job or
face another ﬁnancial or medical
emergency, and having a cash cushion
to fall back on can help you avoid
dipping into retirement funds—an
option that could have short- and longterm tax and ﬁnancial consequences.
The usual rule of thumb is to try to set
aside at least six months worth of salary
in a rainy day fund.
Mistake #5—You don’t have a longterm investment strategy.
You’re likely to fare better if you
establish a long-range investment plan
for retirement rather than trying to boost
your portfolio by chasing hot stocks.
Time-tested principles such as asset
allocation and diversiﬁcation can help
you make steady progress toward your
goals, whereas playing investment
(Continued on page 4)

What Is Safe For You
To Put Into A Safe
Deposit Box?

D

o you have a safe deposit box at
your bank? That’s a good idea if
you need a secure place to store
valuables and important papers. But be
aware that a safe deposit box isn’t the best
place for everything.
What should you keep in the box?
Unless you are an international spy
needing multiple passports, currencies and
ﬁrearms, mostly they are items you can’t
afford to lose or that would be extremely
difﬁcult to replace. This includes birth
certiﬁcates, marriage certiﬁcates, a list of
your insurance policies (usually, if you
have the company name, insured and
policy number, these can easily be
replaced), trust and IRA documents,
property deeds, rare coins, jewelry, stock
or bond certiﬁcates, foreign currencies,
treasured family photos, and other
heirlooms. Don’t worry about privacy
because the bank can’t snoop in its boxes.
In fact, when you place items in the box,
you can do so behind closed doors.
What should you keep out of the box?
Basically everything else, including your
will and related estate-planning
documents. Depending on state law, a
court order may be required to unseal the
box if the owner dies. It’s better to keep
your will in a ﬁre-proof safe accessible to
other family members. You might also
consider keeping a password protected
electronic copy of any documents you
hold in the box itself OUTSIDE of the box
for ease in reference and access.
Also, don’t use a safe deposit box to
store documents such as a power of
attorney that might be needed suddenly in
case of an emergency.

Robert J. Pyle, CFP, CFA

Go Back In Time On Roth Conversion
ho says you can’t go home
again? If you recently
converted funds in a
traditional IRA into a Roth and the
value of the account has declined, or
you have other reasons for regretting
the move, you can “recharacterize” the
conversion. In effect, it’s like it never
happened. But a “return home” isn’t
automatically allowed. You must meet
an IRS deadline.
Why would you convert in the ﬁrst
place? If you’re in a high tax bracket
and actively participate in an employer
retirement plan, your contributions to a
traditional IRA aren’t tax deductible,
and though you won’t be taxed when
you withdraw those contributions
during retirement, you
will owe taxes, at your
ordinary income rate, on
distributions of
investment earnings
from the account. The
top current tax bracket is
39.6%, plus you may
owe an extra 3.8% surtax
on net investment
income (NII). And, under
the rules for required
minimum distributions
(RMDs), you must begin
emptying your IRA in
annual increments after
age 70½.
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In contrast, qualiﬁed distributions
from a Roth that’s at least ﬁve years
old are 100% tax-free. The 3.8% surtax
also doesn’t apply. (“Qualiﬁed” means
that the distribution was (1) made after
age 59½, (2) made on account of death
or disability, or (3) used for ﬁrst-time
homebuyer expenses, with a lifetime
limit of $10,000.) Moreover, RMD
rules don’t apply to a Roth IRA during
your lifetime. You can keep your
account intact and pass it along to your
heirs, who will be able to take lifelong,
tax-free distributions. The only catch is
that to make a conversion to a Roth
IRA, you must pay tax on the amount
you transfer, just as you would on a
regular IRA distribution.

But what if the value of the
converted account declines
signiﬁcantly? Suppose you converted
$500,000 in an IRA to a Roth on
January 1. If you’re in the 39.6% tax
bracket this year, the conversion tax is
$198,000 (39.6% of $500,000).
However, if the account value falls to
$450,000, you’ve paid $19,800 more in
tax (39.6% of the $50,000 difference)
than you would have owed if you had
waited to convert.
The tax law permits you to
recharacterize a Roth back to a
traditional IRA. You just have to meet
the deadline for a recharacterization—
the due date for your tax return for the
year of the conversion, plus any
extensions. So you’ll be
able to reverse a 2014 Roth
conversion as late as
October 15, 2015.
And if circumstances
dictate that you change
your mind again? You can
reconvert your account
back to a Roth, but you’ll
have to wait until the later
of (1) the beginning of
the tax year following the
tax year of the conversion
and (2) the end of the
30-day period beginning
on the day of the
recharacterization. ●

Can You Avoid Estate And Gift Tax?
re you hoping to pass investment
assets to your heirs without any tax
damage? Under the current rules,
you have plenty of leeway to avoid estate
and gift taxes on the federal level, although
state taxes may be another story. However,
keep in mind that your investment returns
may outpace the inﬂation adjustments to the
personal gift and estate tax exemption—and
this could mean that your wealth will grow
enough to be subject to taxes when you die.
There are two main estate and gift tax
breaks: the annual gift tax exclusion and the
uniﬁed estate and gift tax credit.
1. Annual gift tax exclusion. You can
give each recipient, such as a younger
family member, assets valued up to $14,000
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a year without paying any gift tax (or even
having to ﬁle a gift tax return). The
exclusion is doubled to $28,000 for joint
gifts made by a married couple. So, if you
and your spouse each give the maximum
$14,000 to ﬁve other family members, you
can reduce your taxable estate by $140,000.
And you can do this year after year.
The annual gift tax exclusion is
indexed for inﬂation but rises only when the
cost of living increases enough to result in a
$1,000 bump to the exempt amount. With
inﬂation very low in recent years, increases
have slowed to a crawl. The last adjustment
was made in 2013, from $13,000 to the
current $14,000.
2. Uniﬁed estate and gift tax credit.

This generous credit can wipe out either
estate taxes, gift taxes, or a combination
of the two.
After a decade of gradual increases,
Congress permanently locked in the
exemption amount at an inﬂation-adjusted
$5 million. For 2015, the exemption is
$5.43 million (up from $5.34 million in
2014). That means a couple easily can
shelter more than $10 million in assets
from estate tax, although any lifetime gifts
exceeding the annual gift tax exclusion
will reduce the amount available to help
an estate avoid estate taxes.
But you can’t simply take this tax
shelter for granted. Remember that
your assets may appreciate in value

7 Retirement Saving Steps For Millennials
his is a true story about Jane X,
who graduated from a prestigious
university ﬁve years ago. She’s
on her third job, but she’s now
communications director at a private
foundation and ﬁnally earning decent
money.
Jane’s student loans are paid off,
and her good salary leaves her some
money to invest. However, like many
of her millennial friends, she doesn’t
know a lot about investments or the
differences between various retirement
plans. But she is thinking about her
future and wonders when she should
start saving for retirement.
There’s a short, simple answer:
NOW.
The best time to begin saving for
retirement is as soon as you can. Granted,
relaxing on the deck of a retirement
cottage overlooking the ninth green isn’t
ﬁrst and foremost in the minds of most
20-somethings. But you can’t ignore the
sheer weight of the saving numbers.
Let’s go back to Jane, who’s 27. If she
manages to save $5,000 a year in a
401(k) for the next 40 years—until
she’s 67, the Social Security full
retirement age for her generation—and
she earns an average annual return of 7%,
she will end up with $1,035,632. But if
she waits 10 years to start saving, when
she’s 37, her accumulated savings will be
just $490,027.

If you’re convinced that now would
be a good time to get started, consider
these seven steps that could help you
reach your goals:
1. Budget and save. It’s difﬁcult to
be diligent about setting aside money for
retirement when you’re young and have
a million things you’d rather do with
your money. But if you’re able to set
objectives for saving and you do your best
to stick to them, it could pay off
beautifully down the road. Try to train
yourself to live within your means while
you move ahead in your career and your
personal life.
2. Take advantage of employer
retirement plans. Your company
probably offers a tax-deferred retirement
plan—a 401(k) or a 403(b)—and your
employer may provide matching
contributions (for example, up to 3% of
your compensation) to go alongside the
pre-tax earnings you put into the plan.
With all of that money invested for the
long haul, it can grow and compound and
you won’t be taxed on the growth until
you pull out funds during retirement.
3. Don’t forget about IRAs.
Regardless of whether you participate in
an employer-sponsored retirement plan,
you also can set up an IRA. With a
traditional IRA, the money you put in
may be partly or wholly tax-deductible, if
your salary is relatively low. But here, too,
you’ll be taxed on withdrawals during

at a rate greater the
annual inﬂation
adjustments for the
estate tax
exemption. (Of
course, assets also
might decline in
value.) This is
especially true if
the recent trend in
low inﬂation
persists. For
example, suppose
a couple has$7
million in assets and earns an annual average
return of 7%. If the inﬂation rate remains at
2%, it will only take nine years for the
couple to face federal estate tax exposure.
For those in the danger zone, tax-

sheltered trusts and other techniques could
help safeguard assets from estate tax. In
addition, making annual tax-exempt gifts for
several years can help reduce the eventual
size of the estate. ●
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retirement. Another option, a Roth IRA,
doesn’t give you a tax deduction on
money going in but may provide 100%
tax-free distributions in retirement.
4. Invest wisely. This is good
advice not only for money in taxadvantaged retirement accounts but
also for money you invest in taxable
brokerage accounts. We can help you
can ﬁnd the investment balance that
best suits your personal needs,
objectives, risk tolerance, and other
circumstances. Although there’s no
foolproof method, you should have more
leeway to be aggressive now than you
would when you’re nearing retirement
or already retired. Of course, past
performance is no guarantee of future
results, but you can use historical stock
market trends to help shape your
investment strategies.
5. Expect the unexpected. Even
the best-laid plans of retirement saving
can be derailed by an emergency such as
a hospital stay or the loss of a job. Try to
leave enough wiggle room within your
budget to account for some unforeseen
ﬁnancial trouble. Rather than put
yourself in a position to have to skip or
slash retirement plan contributions,
remember to put aside cash in a “rainy
day” fund. Most experts recommend
building up enough to sustain you for at
least half a year during which you may
have no other income.
6. Avoid debt like the plague. One
of the biggest impediments to retirement
saving is a crushing debt load. You’re
not doing yourself any favor by
deferring part of your salary to an
employer plan at the same time that
you’re charging luxury items on a credit
card with sky-high interest rates. That’s
not to say that borrowing isn’t warranted
at times—perhaps to help buy a home or
car—but make sure it ﬁts into your
overall plan.
7. Educate yourself. Finally, you
can improve the chances for a secure,
comfortable retirement by learning
all of the rules of the road, including
the nuances of investments and the tax
differences between various accounts.
Knowledge is your friend. Rely on
us to give you a solid foundation for
going forward. ●

Go Back In Time On Roth Conversion
ho says you can’t go home
again? If you recently
converted funds in a
traditional IRA into a Roth and the
value of the account has declined, or
you have other reasons for regretting
the move, you can “recharacterize” the
conversion. In effect, it’s like it never
happened. But a “return home” isn’t
automatically allowed. You must meet
an IRS deadline.
Why would you convert in the ﬁrst
place? If you’re in a high tax bracket
and actively participate in an employer
retirement plan, your contributions to a
traditional IRA aren’t tax deductible,
and though you won’t be taxed when
you withdraw those contributions
during retirement, you
will owe taxes, at your
ordinary income rate, on
distributions of
investment earnings
from the account. The
top current tax bracket is
39.6%, plus you may
owe an extra 3.8% surtax
on net investment
income (NII). And, under
the rules for required
minimum distributions
(RMDs), you must begin
emptying your IRA in
annual increments after
age 70½.
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In contrast, qualiﬁed distributions
from a Roth that’s at least ﬁve years
old are 100% tax-free. The 3.8% surtax
also doesn’t apply. (“Qualiﬁed” means
that the distribution was (1) made after
age 59½, (2) made on account of death
or disability, or (3) used for ﬁrst-time
homebuyer expenses, with a lifetime
limit of $10,000.) Moreover, RMD
rules don’t apply to a Roth IRA during
your lifetime. You can keep your
account intact and pass it along to your
heirs, who will be able to take lifelong,
tax-free distributions. The only catch is
that to make a conversion to a Roth
IRA, you must pay tax on the amount
you transfer, just as you would on a
regular IRA distribution.

But what if the value of the
converted account declines
signiﬁcantly? Suppose you converted
$500,000 in an IRA to a Roth on
January 1. If you’re in the 39.6% tax
bracket this year, the conversion tax is
$198,000 (39.6% of $500,000).
However, if the account value falls to
$450,000, you’ve paid $19,800 more in
tax (39.6% of the $50,000 difference)
than you would have owed if you had
waited to convert.
The tax law permits you to
recharacterize a Roth back to a
traditional IRA. You just have to meet
the deadline for a recharacterization—
the due date for your tax return for the
year of the conversion, plus any
extensions. So you’ll be
able to reverse a 2014 Roth
conversion as late as
October 15, 2015.
And if circumstances
dictate that you change
your mind again? You can
reconvert your account
back to a Roth, but you’ll
have to wait until the later
of (1) the beginning of
the tax year following the
tax year of the conversion
and (2) the end of the
30-day period beginning
on the day of the
recharacterization. ●

Can You Avoid Estate And Gift Tax?
re you hoping to pass investment
assets to your heirs without any tax
damage? Under the current rules,
you have plenty of leeway to avoid estate
and gift taxes on the federal level, although
state taxes may be another story. However,
keep in mind that your investment returns
may outpace the inﬂation adjustments to the
personal gift and estate tax exemption—and
this could mean that your wealth will grow
enough to be subject to taxes when you die.
There are two main estate and gift tax
breaks: the annual gift tax exclusion and the
uniﬁed estate and gift tax credit.
1. Annual gift tax exclusion. You can
give each recipient, such as a younger
family member, assets valued up to $14,000
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a year without paying any gift tax (or even
having to ﬁle a gift tax return). The
exclusion is doubled to $28,000 for joint
gifts made by a married couple. So, if you
and your spouse each give the maximum
$14,000 to ﬁve other family members, you
can reduce your taxable estate by $140,000.
And you can do this year after year.
The annual gift tax exclusion is
indexed for inﬂation but rises only when the
cost of living increases enough to result in a
$1,000 bump to the exempt amount. With
inﬂation very low in recent years, increases
have slowed to a crawl. The last adjustment
was made in 2013, from $13,000 to the
current $14,000.
2. Uniﬁed estate and gift tax credit.

This generous credit can wipe out either
estate taxes, gift taxes, or a combination
of the two.
After a decade of gradual increases,
Congress permanently locked in the
exemption amount at an inﬂation-adjusted
$5 million. For 2015, the exemption is
$5.43 million (up from $5.34 million in
2014). That means a couple easily can
shelter more than $10 million in assets
from estate tax, although any lifetime gifts
exceeding the annual gift tax exclusion
will reduce the amount available to help
an estate avoid estate taxes.
But you can’t simply take this tax
shelter for granted. Remember that
your assets may appreciate in value

7 Retirement Saving Steps For Millennials
his is a true story about Jane X,
who graduated from a prestigious
university ﬁve years ago. She’s
on her third job, but she’s now
communications director at a private
foundation and ﬁnally earning decent
money.
Jane’s student loans are paid off,
and her good salary leaves her some
money to invest. However, like many
of her millennial friends, she doesn’t
know a lot about investments or the
differences between various retirement
plans. But she is thinking about her
future and wonders when she should
start saving for retirement.
There’s a short, simple answer:
NOW.
The best time to begin saving for
retirement is as soon as you can. Granted,
relaxing on the deck of a retirement
cottage overlooking the ninth green isn’t
ﬁrst and foremost in the minds of most
20-somethings. But you can’t ignore the
sheer weight of the saving numbers.
Let’s go back to Jane, who’s 27. If she
manages to save $5,000 a year in a
401(k) for the next 40 years—until
she’s 67, the Social Security full
retirement age for her generation—and
she earns an average annual return of 7%,
she will end up with $1,035,632. But if
she waits 10 years to start saving, when
she’s 37, her accumulated savings will be
just $490,027.

If you’re convinced that now would
be a good time to get started, consider
these seven steps that could help you
reach your goals:
1. Budget and save. It’s difﬁcult to
be diligent about setting aside money for
retirement when you’re young and have
a million things you’d rather do with
your money. But if you’re able to set
objectives for saving and you do your best
to stick to them, it could pay off
beautifully down the road. Try to train
yourself to live within your means while
you move ahead in your career and your
personal life.
2. Take advantage of employer
retirement plans. Your company
probably offers a tax-deferred retirement
plan—a 401(k) or a 403(b)—and your
employer may provide matching
contributions (for example, up to 3% of
your compensation) to go alongside the
pre-tax earnings you put into the plan.
With all of that money invested for the
long haul, it can grow and compound and
you won’t be taxed on the growth until
you pull out funds during retirement.
3. Don’t forget about IRAs.
Regardless of whether you participate in
an employer-sponsored retirement plan,
you also can set up an IRA. With a
traditional IRA, the money you put in
may be partly or wholly tax-deductible, if
your salary is relatively low. But here, too,
you’ll be taxed on withdrawals during

at a rate greater the
annual inﬂation
adjustments for the
estate tax
exemption. (Of
course, assets also
might decline in
value.) This is
especially true if
the recent trend in
low inﬂation
persists. For
example, suppose
a couple has$7
million in assets and earns an annual average
return of 7%. If the inﬂation rate remains at
2%, it will only take nine years for the
couple to face federal estate tax exposure.
For those in the danger zone, tax-

sheltered trusts and other techniques could
help safeguard assets from estate tax. In
addition, making annual tax-exempt gifts for
several years can help reduce the eventual
size of the estate. ●
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retirement. Another option, a Roth IRA,
doesn’t give you a tax deduction on
money going in but may provide 100%
tax-free distributions in retirement.
4. Invest wisely. This is good
advice not only for money in taxadvantaged retirement accounts but
also for money you invest in taxable
brokerage accounts. We can help you
can ﬁnd the investment balance that
best suits your personal needs,
objectives, risk tolerance, and other
circumstances. Although there’s no
foolproof method, you should have more
leeway to be aggressive now than you
would when you’re nearing retirement
or already retired. Of course, past
performance is no guarantee of future
results, but you can use historical stock
market trends to help shape your
investment strategies.
5. Expect the unexpected. Even
the best-laid plans of retirement saving
can be derailed by an emergency such as
a hospital stay or the loss of a job. Try to
leave enough wiggle room within your
budget to account for some unforeseen
ﬁnancial trouble. Rather than put
yourself in a position to have to skip or
slash retirement plan contributions,
remember to put aside cash in a “rainy
day” fund. Most experts recommend
building up enough to sustain you for at
least half a year during which you may
have no other income.
6. Avoid debt like the plague. One
of the biggest impediments to retirement
saving is a crushing debt load. You’re
not doing yourself any favor by
deferring part of your salary to an
employer plan at the same time that
you’re charging luxury items on a credit
card with sky-high interest rates. That’s
not to say that borrowing isn’t warranted
at times—perhaps to help buy a home or
car—but make sure it ﬁts into your
overall plan.
7. Educate yourself. Finally, you
can improve the chances for a secure,
comfortable retirement by learning
all of the rules of the road, including
the nuances of investments and the tax
differences between various accounts.
Knowledge is your friend. Rely on
us to give you a solid foundation for
going forward. ●

Social Security: Taxes In And Out

t seems like the IRS has you
coming and going on Social
Security. While you are working for
a living, you must pay taxes into the
system to provide beneﬁts for current
retirees. Then, when you ﬁnally retire,
you’re entitled to receive retirement
beneﬁts but they might be subject to tax
as well.
Don’t confuse the two taxes. The
Social Security tax you pay as an
employee is a payroll tax that applies
to wages, commissions, and other
compensation as part of the FICA tax.
An employee’s combined FICA rate
for Social Security and Medicare in
2014 is 7.65% on the ﬁrst $117,000 of
compensation and 1.45% (Medicare
only) above that. But the tax that may
apply to Social Security beneﬁts you
get in retirement is a federal income
tax that is reported along with other
items on Form 1040. It’s more
complicated than the payroll tax.
Here’s how it works: You’re liable
for tax on Social Security beneﬁts if
your provisional income (PI) exceeds
certain thresholds in the tax law. For
this purpose, PI is the total of (1) your
adjusted gross income (AGI), (2) your

tax-exempt interest income (for
example, from municipal bonds), and
(3) one-half of the Social Security
beneﬁts you received. For example, if
the combined AGI of you and your
spouse is $100,000 and you collect
$5,000 in municipal bond income and
$20,000 in Social Security beneﬁts,
your PI is $125,000
($100,000 + $5,000
+ $20,000).
There are
actually two
thresholds for
computing the tax
on Social Security
beneﬁts.
Threshold 1:
For a PI between
$32,000 and $44,000 ($25,000 and
$34,000 for single ﬁlers), you’re taxed
on the lesser of one-half of your
beneﬁts or 50% of the amount by
which PI exceeds $32,000 ($25,000 for
single ﬁlers).
Threshold 2. For a PI greater than
$44,000 ($34,000 for single ﬁlers),
you’re taxed on 85% of the amount by
which PI exceeds $44,000 ($34,000 for
single ﬁlers) plus the lesser of the

amount determined under the ﬁrst tier
or $6,000 ($4,500 for single ﬁlers).
Silver lining: You’ll never owe tax on
more than 85% of your total beneﬁts.
These two thresholds aren’t
indexed annually for inﬂation. If your
PI exceeds a relatively low level of
$32,000 ($25,000 for single ﬁlers),
you’ll owe the
tax year in and
year out. And
you’ll get hit
with the higher
tax rate every
year that your PI
exceeds just
$44,000
($34,000 for
single ﬁlers).
What can you do about it? You
might lower your PI by harvesting
capital losses to offset capital gains or
deferring taxable income to the
following year. But remember that the
income from tax-free municipal bonds
counts against you in the calculation of
PI. Consider all the relevant factors,
including the potential tax implications
for Social Security beneﬁts, in your
investment decisions. ●

8 Retirement Miscues

What’s more, an extended stay in a
nursing home could destroy your
retirement nest egg. Consider buying
long-term-care insurance to help ward
off future disasters.

needs to take these taxes into account.
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(Continued from page 1)

hunches is likely to produce more losers
than winners. And taking a smart,
deliberate approach is as important for
investing the assets in tax-sheltered
retirement plans, such as 401(k)s and
IRAs, as it is for taxable accounts.
Mistake #6—You underestimate
health care costs.
As people live longer and longer—
and as growth in health care costs
continues to outpace overall inﬂation—
you’ll need to allocate a healthy portion
of your savings to personal care. Often,
health insurance plans and Medicare
will cover much less than you’ve
counted on and you’ll need to use your
savings to make up the difference.

Mistake #7—You don’t factor
in taxes.
People often disregard the impact
that federal and state taxes can have on
their retirement savings. For instance, if
you’ve been accumulating funds in a
401(k) plan and traditional IRAs, when
you withdraw money from those
accounts to pay your retirement
expenses those distributions normally
will be taxed at ordinary income rates.
In addition, whether you want to or not,
you’ll have to start taking money from
those accounts after you turn age 70½.
Your long-term plan for retirement

Mistake #8—You count too heavily
on Social Security beneﬁts.
After you’ve paid into the Social
Security system during your working
career, it’s only fair that you reap the
beneﬁts. But those monthly payments
usually aren’t enough to live on
comfortably, not by a long shot. It’s
important to view Social Security as
only a supplement to other sources of
retirement income—from your
investments, company retirement plans,
and IRAs.
Making any of these mistakes
could cause trouble when it’s time to
retire. But if you know what to look
out for you may be able to avoid
problems—and the best time to start
ﬁxing things is now. ●
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Did The Devil Make You Do
It? 8 Retirement Miscues

e’re all human, and we all
make mistakes. Yet some
errors are worse than others,
and it’s important to try to avoid the
kinds of miscues that could derail
your retirement.
What sort of mistakes? Of course,
these will vary from person to person,
but here are eight common
foul-ups that often bedevil
soon- to-be retirees:

W

Mistake #1—You have no
ﬁnancial plan for retirement.
Although your plan
doesn’t have to be carved in
stone—and in fact it needs to
be ﬂexible—it at least should
provide some basic guidelines
for your future. A bare-bones plan will
look at your potential sources of
retirement income and approximate
what you can expect to spend—and
rough estimates are better than no
estimates at all. Figuring out what it
may take to live comfortably during
retirement is the ﬁrst step toward
getting there.
Mistake #2—You have too
much debt.
Perhaps nothing can be more
damaging to successful retirement than
crushing debt. Avoiding high-interestrate credit card charges can help you
head off the problem. If you spend
within your means and borrow
judiciously, you’ll be able to save
more for retirement and won’t be
burdened by the need to pay off
compounding debt.
Mistake #3—You sacriﬁce retirement
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planning for education planning.
Saving money for your children’s
college education is obviously a lofty
and worthwhile goal, and starting early
can help ease your ﬁnancial burden
when tuition bills come due. But you
may not want to make education saving
your primary ﬁnancial priority. Often,
parents are able to help pay
college bills while still putting
away money for retirement,
and your kids can help by
taking low-interest loans to
cover part of their costs.
Mistake #4—You don’t keep
an emergency fund.
Even if you’ve been
diligent about saving for
retirement, remember to expect the
unexpected. You might lose your job or
face another ﬁnancial or medical
emergency, and having a cash cushion
to fall back on can help you avoid
dipping into retirement funds—an
option that could have short- and longterm tax and ﬁnancial consequences.
The usual rule of thumb is to try to set
aside at least six months worth of salary
in a rainy day fund.
Mistake #5—You don’t have a longterm investment strategy.
You’re likely to fare better if you
establish a long-range investment plan
for retirement rather than trying to boost
your portfolio by chasing hot stocks.
Time-tested principles such as asset
allocation and diversiﬁcation can help
you make steady progress toward your
goals, whereas playing investment
(Continued on page 4)

What Is Safe For You
To Put Into A Safe
Deposit Box?

D

o you have a safe deposit box at
your bank? That’s a good idea if
you need a secure place to store
valuables and important papers. But be
aware that a safe deposit box isn’t the best
place for everything.
What should you keep in the box?
Unless you are an international spy
needing multiple passports, currencies and
ﬁrearms, mostly they are items you can’t
afford to lose or that would be extremely
difﬁcult to replace. This includes birth
certiﬁcates, marriage certiﬁcates, a list of
your insurance policies (usually, if you
have the company name, insured and
policy number, these can easily be
replaced), trust and IRA documents,
property deeds, rare coins, jewelry, stock
or bond certiﬁcates, foreign currencies,
treasured family photos, and other
heirlooms. Don’t worry about privacy
because the bank can’t snoop in its boxes.
In fact, when you place items in the box,
you can do so behind closed doors.
What should you keep out of the box?
Basically everything else, including your
will and related estate-planning
documents. Depending on state law, a
court order may be required to unseal the
box if the owner dies. It’s better to keep
your will in a ﬁre-proof safe accessible to
other family members. You might also
consider keeping a password protected
electronic copy of any documents you
hold in the box itself OUTSIDE of the box
for ease in reference and access.
Also, don’t use a safe deposit box to
store documents such as a power of
attorney that might be needed suddenly in
case of an emergency.
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