A Common Error In Powers Of Attorney

E

ven if you do things the right
way in estate planning, things
may still turn out wrong if
small details are overlooked. For
instance, while you may recognize that
it’s important to establish a power of
attorney for an elderly relative, if the
document fails to address certain
contingencies, you may be powerless to
act when your help is needed most.
A power of attorney, governed by
state law, is a legal document allowing
one person to act on another’s behalf. It
must be created by someone—the
principal—who has the mental
capacity to understand all of its
ramifications. The person appointed to
act for the principal is known as the
attorney-in-fact or the agent. Once the
principal has signed the document, the
attorney-in-fact can make decisions for
him or her.
Powers under a power of attorney
may be broad or limited. For example,
a broad power of attorney often grants
control over all of the principal’s
assets. On the other hand, a limited
power might restrict an agent’s
activities to selling a home or other
real estate.

The most common type of power
of attorney, the durable power of
attorney, remains in effect should the
principal become
incapacitated, whereas a
non-durable power of
attorney is typically used
for a specific purpose, such
as temporarily managing a
person’s financial affairs
while that person is
incapacitated.
While all of this may
seem straightforward
enough, if the power of
attorney isn’t carefully
drafted to accommodate
changing conditions, a
family’s intentions could be defeated.
A common error is a document that
fails to name one or more contingent
attorneys-in-fact who can step in if the
person named in the document is
unable to fulfill the responsibilities of
this position. That might happen if the
original agent has died or is
incapacitated or otherwise unwilling or
unable to act.
To see what can go wrong,
consider this hypothetical situation.

John Greenbow, age 80, names his
spouse Nina, age 75, as his attorney-infact, and their two children, Lester and
Michelle, as contingent
attorneys-in-fact. John
creates a separate
document naming
himself as attorney-infact for Nina. Five years
later, Nina shows signs
of Alzheimer’s disease,
so John assumes her
financial affairs. But he
suffers a stroke soon
after and is
incapacitated. While
Lester and Michelle
have been designated as
attorneys-in-fact for John, they aren’t
authorized to act on behalf of Nina.
This problem could have been
easily avoided if John had incorporated
language into Nina’s power of attorney
that would have enabled the children to
act on her behalf as well. And that’s the
point—it’s crucial to think ahead and
plan for the worst imaginable scenario.
If you’ve anticipated all possible
scenarios, you can rest easy knowing
help will be there when it’s needed. ●

Social Security Early...?

Medicare Part D coverage for
prescription drugs; there’s an additional
cost for Part D that will further reduce
the size of your Social Security check.
Is your decision irrevocable? If
you started benefits early, you can opt to
pay back what you’ve received from the
government and then select a later start
date. But this option is limited to one
year’s worth of benefits. Whether that

makes sense depends on your age, life
expectancy, and tax status—and, of
course, you’ll have to come up with the
cash to make the repayment.
With all of Social Security’s
complex rules and so many financial
factors affecting individual outcomes,
it’s never easy to decide what to do. We
can work with you to consider what may
work best in your situation. ●
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and whether (and how) you invest the
money you get from the government.
Are you still working? If you take
benefits before your NRA, your
payments will be further reduced by $1
for every $2 you earn that exceeds a
specified annual maximum ($14,160 for
2011). In the year in which you reach
your NRA, the reduction is $1 in
benefits for every $3 in earnings above a
higher limit ($37,680 for 2011). After
that, you won’t be penalized.
Are you covered by Medicare?
Starting at age 65, Medicare will be your
primary health insurance. But you’ll pay
a monthly premium for that coverage
that will be deducted from your Social
Security benefits. You can also opt for
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Should You Take Social
Security Early Or Late?

A

ssuming the Social Security
system continues to operate
without a hitch, you can begin
receiving your retirement benefits early,
late, or right on time. The best option
depends on your personal circumstances.
The age at which you’re
eligible to receive full Social
Security retirement benefits—
often known as the normal
retirement age, or NRA—is
linked to your date of birth. The
NRA ranges from age 65 for
people born in 1937 or before to
age 67 for those born in 1960 or
after. However, everyone also
has the option of receiving reduced
benefits as early as age 62, or waiting
longer to start—delaying benefits until
as late as age 70—in return for larger
monthly payments.
If you choose to start Social Security
benefits earlier than at your NRA,
the benefits are reduced by five-ninths
of 1% for each month before that age,
for up to 36 months. Begin taking
benefits more than three years before
your NRA and your benefits are further
reduced by five-twelfths of 1% for each
additional month.
Suppose your NRA is age 66 and
you begin receiving benefits at age 62.
Because you have 48 months until your
NRA, benefits are reduced for each of
the first 36 months by five-ninths of
1%—a total reduction of 20%. For each
of the additional 12 months, benefits are
cut by five-twelfths of 1%, or a total of
5%. Add the two together for a 25%
reduction from what would have been
your monthly Social Security benefit at
your full retirement age. So you’re
locking yourself into a lifetime of
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payments only three-quarters as large as
you could have received if you’d waited
four more years. Of course, you will also
get four years’ worth of benefits that you
would otherwise have missed.
Or you could decide to delay your
Social Security benefits until
after your NRA. Each year
your wait increases your
benefit by 8%. So, if your
NRA is age 66, and you delay
benefits until age 68, your
payments will be 16% larger
than if you’d begun taking
payments at 66.
These calculations get even more
complicated for married couples, who
also have to weigh whose benefit, based
on lifetime earnings, will be higher. For
anyone, married or not, the ultimate
payout you receive depends not only on
when you start but also when you finish.
If you start taking benefits early, your
payments will be reduced, but if you die
at a relatively young age, you may end
up getting more back from Social
Security than if you’d waited longer. In
contrast, waiting as long as possible to
start benefits may earn you the largest
possible payout if you live a long time.
But there are also other factors to
ponder. Consider these questions.
Do you need the money? If you
have other income to sustain you in the
meantime, it may pay to wait as long as
possible to begin benefits.
What’s your break-even point?
Eventually, waiting longer to receive
higher benefits will result in a larger
payout. But when you’ll break even
depends on the amount of your benefit
and is also affected by tax considerations
(Continued on page 4)

Improving Our
Quality Of Service

A

s part of our ongoing efforts to
improve client service, we’re
proud to announce that
Stephanie Davidson has passed the CFP
Certification exam. Issued by the
Certified Financial Planner Board of
Standards, it tests candidates on the
depth of their financial planning
knowledge.
“It’s a very difficult exam, so it
was nearly like studying for my CPA
exam some years ago,” said Ms.
Davidson. The exam is administered in
ten hours over a two day period. It
covers financial planning diagnosis in
real world scenarios. Other areas of the
test include insurance planning, risk
management, employee benefits
planning, investment planning, income
tax planning, retirement planning and
estate planning.
Stephanie has been a Senior
Financial Planner with Day & Ennis
since 2007 and has recently been
promoted to Operational Manager for
the firm. Prior to joining Day & Ennis,
she served over 20 years as Corporate
Accountant for the Blue Bird
Corporation.
She is a Board Member of the
Macon Volunteer Clinic and a member
of the Macon Estate Planning Council,
the Georgia Society of CPA’s and the
American Institute of CPA’s. She is
married to Brian Davidson and has two
daughters, Erin and Kylee.

Newly Widowed Face 401(k), IRA Options

S

uppose your spouse suddenly
died and left you with a
multitude of tough financial
decisions. One crucial choice would be
what to do with the funds in your
spouse’s 401(k) plans and IRAs. There
are several alternatives to consider,
once you’ve had time to collect your
thoughts and you feel emotionally
prepared to proceed.
One possibility would be to roll
the assets in those accounts into your
own retirement plans. That’s usually
permitted, as long as you meet a few
requirements, and it would allow the
investments from the spouse’s
plans to continue to grow and
compound tax-deferred until
you were ready to make
withdrawals.
Under the rules for required
minimum distributions, or
RMDs, you must begin
withdrawals after age 70½
(except for qualified plans if
you're still working). For
inherited accounts, surviving
spouses can use their own life
expectancy in calculating the
RMDs. If you’re younger than
your spouse, that will result in smaller
required withdrawals—and lower
taxes—than if the distributions had
been based on the spouse’s life
expectancy.

Another option is electing to treat
the accounts as if they still belonged
to the deceased spouse. Typically, this
is a consideration if the spouse died
before age 70½ and the surviving
spouse is under age 59½. In that case,
the surviving spouse can defer RMDs
until the time at which the deceased
spouse would have had to begin
withdrawals. Then, once the surviving
spouse reaches age 59½, the accounts
can be rolled over to accounts in that
spouse’s name, or funds can be
withdrawn without paying the 10%
penalty.

A third alternative is to use the
money in the deceased spouse’s
401(k)s and IRAs to fund a “bypass
trust” (also known as an AB trust).
You could do that if a provision in the

deceased spouse’s will had established
such a trust, or you could “disclaim”
the assets that you would otherwise
inherit and have the funds go into the
trust. You wouldn’t owe any income
tax on that money until withdrawals
begin. In this situation, RMDs are
calculated over the life expectancy of
the surviving spouse. However, once
the retirement accounts become part of
the trust, a surviving spouse can’t
designate the beneficiaries to receive
the funds after that spouse’s death.
Finally, of course, you could
simply take a distribution of all of the
assets in your late spouse’s
retirement accounts. But
that’s much less desirable
from an income tax
standpoint. The money from
the 401(k)s and IRAs will be
taxed at your ordinary
income rates in the year you
receive the funds. And if the
accounts have substantial
assets, you’ll likely pay tax
on a substantial portion of
them at the top individual
rate of 35%.
Choosing among these
options and related strategies can be
complicated. We can work with
you and your tax advisor to help you
make decisions that make sense in
your situation.●

Give Away Gifts With No Gift Tax

I

t may be better to give than to
receive, but not if you’re giving
results in a big bill for estate or gift
taxes. Still, there are plenty of
strategies for avoiding those levies.
Making generous gifts now, while
favorable rules are in effect, could be
an especially effective way to transfer
wealth to the next generation.
One way to make tax-free gifts is
by using the annual gift tax exclusion.
This provision in the tax code lets you
avoid taxation on gifts of up to $13,000
to as many recipients as you choose. If
your spouse joins you, the limit rises to
$26,000.
Suppose you have two adult

children and three grandchildren. If
you and your spouse make gifts of the
maximum amount to each of those five
people, together you can give away
$130,000 (5 x $26,000), completely
free of gift tax. And you can continue
to provide that amount year in and year
out without owing taxes on the
transfers.
Meanwhile, you could also help
family members by paying tuition or
medical expenses on their behalf
without tax liability, and those
payments don’t count against the
annual exclusion.
By making a series of lifetime
gifts, you could remove substantial

assets from your taxable estate, thus
reducing potential estate tax liability
for your heirs. Also, if younger family
members are in a lower income tax
bracket than you are, this strategy may
provide additional tax savings if they
subsequently sell the property you give
away. (One complication here is that
investment income received by young
children may trigger the “kiddie tax,”
with much of the income taxed at
parents’ rates. Even then, however,
making gifts to children is likely to
result in a net tax benefit.)
To further sweeten the pot, current
law enables you to transfer up to
$5 million of assets (indexed to

Retirement Planning At Age Fifty

V

incent and Norma Riccardi both
turned age 50 this year, and their
midlife crisis has nothing to do
with longing for a return of their salad
days. Rather, they’re looking ahead—
and they’re worried they haven’t saved
enough for retirement.
It’s not that they’ve been financially
irresponsible. They both earn a decent
living, together making $200,000 a year,
and they have faithfully contributed to
college savings plans that will pay for their
children’s higher education. They just
haven’t been able to set aside as much for
the future as they would have liked. In
other words, they’re in the same boat as
many other people their age.
Vincent and Norma have $100,000 in
savings in a taxable account, and another
$200,000 in tax-deferred retirement plans.
They hope to retire at age 65 (15 years
from now). According to the online
calculator of Money magazine, the couple
would have to sock away $75,800
annually from now until retirement to be
able to count on 80% of their current
yearly income after they stop working,
a typical goal for retirees. That’s an
annual savings rate of 37.9%—a highly
unlikely proposition.
But there are a few ways the Riccardis
can improve on that situation. If they
continue to do most of their saving in taxdeferred accounts, such as 401(k) plans
and IRAs, their money will go further, and

their future Social Security benefits will
also reduce the amount they have to save.
For 2012, 401(k) participants can direct up
to $17,000 of salary into their accounts
($22,500 for people over 50), and they can
put an additional $5,000 ($6000 for people
over 50) in an IRA (though at the
Riccardis’ income level, their IRA
contributions won’t be deductible).
For simplicity’s sake, assume that
Vincent and Norma remain in a 28%
federal income tax bracket and a 6% state
income tax bracket for the next 15 years.
They’ve already saved $300,000 in their
various accounts, and if together they
contribute another $20,000 a year to their
401(k) plans until age 65, and they earn a
hypothetical 5% rate annually on all
of their investments, they will accumulate
a total of $1.53 million (inflation-adjusted
to $968,000 based on an annual 3%
inflation rate).
Note that the Money calculator
assumes investors will turn over 20% of
the holdings in taxable accounts every
year, generating long- and short-term
taxes. It explains that retirement goals will
be reached faster if investors trade less and
hold tax-efficient mutual funds.
In this case, the Riccardis ought to be
able to do better than a $1.53 million nest
egg. Suppose they manage to double their
annual 401(k) and IRA contributions to
$40,000 a year. Assuming that same 5%
annual interest rate on all investments,

$5.12 million for 2012) to family
members, either through gifts during
your lifetime or through a bequest in
your will. This
$5 million exemption,
which is doubled to
$10 million for
married couples
(indexed to $10.24
million for 2012), is
scheduled to revert to
$1 million after 2012
unless Congress
intervenes. So now is a
particularly good time to make
large transfers.
There are, however, a few potential
downsides to consider. First, when you
give away property, you no longer have

control over it, and that could be a
concern if you’re putting money in the
hands of those who may be too young
to handle it responsibly.
Moreover, using part or
all of the $5 million
exemption to shelter
lifetime gifts reduces
the amount that could
be used to offset future
estate taxes.
Planning how best
to transfer money to
children and
grandchildren can be part of your
overall financial strategy. We can work
with you and your tax and legal
advisors to find an approach that fits
your situation. ●

after 15 years, the Riccardis will have
amassed $1.96 million (inflation-adjusted
to $1.24 million), enabling them to enjoy
a more comfortable retirement.
Of course, the returns cited here are
for illustrative purposes only and are not
indicative of any particular investment or
strategy. Any investment includes
inherent risks and there is no absolute
protection against loss of principal in a
declining market.
When it comes to your personal
situation, there may be several ways to
improve the odds of retiring comfortably.
You could make increased
regular contributions and “catch-up
contributions” to your retirement plans.
These are allowed for those who are age
50 or over. For 2012, they can defer an
additional $5,500 for their 401(k), while
IRA owners can kick in $1,000 more than
the normal $5,000 limit. These figures
are indexed annually for inflation and
should continue to rise.
Revisit your investment mix.
There’s a tradeoff between risk and
reward, and your portfolio should
balance your need to preserve your
savings with the possibility of reaching
goals more quickly by adding
investments that might achieve higher
returns. Of course, this is generally not
recommended if retirement is imminent.
Consider working a little longer.
For example, the Riccardis can’t receive
their full Social Security benefits until
age 67, and staying on the job those two
extra years will allow them to save more;
at the same time it reduces the number of
years during which they’ll have to
depend on retirement income. Even
such a relatively small shift can make a
major difference in retirement prospects.
More importantly, their Social Security
benefits would not be reduced for life.
Everyone’s situation is different,
and coming up with a retirement plan
that works for you may involve
considering several alternative scenarios
and mixing and matching a combination
of factors—your saving rate, your
investment strategy, your retirement
needs, when you’ll leave the work
force—to come up with a plan
that works for you. We can provide
expert guidance. ●
●

●

●
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A Common Error In Powers Of Attorney

E

ven if you do things the right
way in estate planning, things
may still turn out wrong if
small details are overlooked. For
instance, while you may recognize that
it’s important to establish a power of
attorney for an elderly relative, if the
document fails to address certain
contingencies, you may be powerless to
act when your help is needed most.
A power of attorney, governed by
state law, is a legal document allowing
one person to act on another’s behalf. It
must be created by someone—the
principal—who has the mental
capacity to understand all of its
ramifications. The person appointed to
act for the principal is known as the
attorney-in-fact or the agent. Once the
principal has signed the document, the
attorney-in-fact can make decisions for
him or her.
Powers under a power of attorney
may be broad or limited. For example,
a broad power of attorney often grants
control over all of the principal’s
assets. On the other hand, a limited
power might restrict an agent’s
activities to selling a home or other
real estate.

The most common type of power
of attorney, the durable power of
attorney, remains in effect should the
principal become
incapacitated, whereas a
non-durable power of
attorney is typically used
for a specific purpose, such
as temporarily managing a
person’s financial affairs
while that person is
incapacitated.
While all of this may
seem straightforward
enough, if the power of
attorney isn’t carefully
drafted to accommodate
changing conditions, a
family’s intentions could be defeated.
A common error is a document that
fails to name one or more contingent
attorneys-in-fact who can step in if the
person named in the document is
unable to fulfill the responsibilities of
this position. That might happen if the
original agent has died or is
incapacitated or otherwise unwilling or
unable to act.
To see what can go wrong,
consider this hypothetical situation.

John Greenbow, age 80, names his
spouse Nina, age 75, as his attorney-infact, and their two children, Lester and
Michelle, as contingent
attorneys-in-fact. John
creates a separate
document naming
himself as attorney-infact for Nina. Five years
later, Nina shows signs
of Alzheimer’s disease,
so John assumes her
financial affairs. But he
suffers a stroke soon
after and is
incapacitated. While
Lester and Michelle
have been designated as
attorneys-in-fact for John, they aren’t
authorized to act on behalf of Nina.
This problem could have been
easily avoided if John had incorporated
language into Nina’s power of attorney
that would have enabled the children to
act on her behalf as well. And that’s the
point—it’s crucial to think ahead and
plan for the worst imaginable scenario.
If you’ve anticipated all possible
scenarios, you can rest easy knowing
help will be there when it’s needed. ●

Social Security Early...?

Medicare Part D coverage for
prescription drugs; there’s an additional
cost for Part D that will further reduce
the size of your Social Security check.
Is your decision irrevocable? If
you started benefits early, you can opt to
pay back what you’ve received from the
government and then select a later start
date. But this option is limited to one
year’s worth of benefits. Whether that

makes sense depends on your age, life
expectancy, and tax status—and, of
course, you’ll have to come up with the
cash to make the repayment.
With all of Social Security’s
complex rules and so many financial
factors affecting individual outcomes,
it’s never easy to decide what to do. We
can work with you to consider what may
work best in your situation. ●

(Continued from page 1)

and whether (and how) you invest the
money you get from the government.
Are you still working? If you take
benefits before your NRA, your
payments will be further reduced by $1
for every $2 you earn that exceeds a
specified annual maximum ($14,160 for
2011). In the year in which you reach
your NRA, the reduction is $1 in
benefits for every $3 in earnings above a
higher limit ($37,680 for 2011). After
that, you won’t be penalized.
Are you covered by Medicare?
Starting at age 65, Medicare will be your
primary health insurance. But you’ll pay
a monthly premium for that coverage
that will be deducted from your Social
Security benefits. You can also opt for
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Should You Take Social
Security Early Or Late?

A

ssuming the Social Security
system continues to operate
without a hitch, you can begin
receiving your retirement benefits early,
late, or right on time. The best option
depends on your personal circumstances.
The age at which you’re
eligible to receive full Social
Security retirement benefits—
often known as the normal
retirement age, or NRA—is
linked to your date of birth. The
NRA ranges from age 65 for
people born in 1937 or before to
age 67 for those born in 1960 or
after. However, everyone also
has the option of receiving reduced
benefits as early as age 62, or waiting
longer to start—delaying benefits until
as late as age 70—in return for larger
monthly payments.
If you choose to start Social Security
benefits earlier than at your NRA,
the benefits are reduced by five-ninths
of 1% for each month before that age,
for up to 36 months. Begin taking
benefits more than three years before
your NRA and your benefits are further
reduced by five-twelfths of 1% for each
additional month.
Suppose your NRA is age 66 and
you begin receiving benefits at age 62.
Because you have 48 months until your
NRA, benefits are reduced for each of
the first 36 months by five-ninths of
1%—a total reduction of 20%. For each
of the additional 12 months, benefits are
cut by five-twelfths of 1%, or a total of
5%. Add the two together for a 25%
reduction from what would have been
your monthly Social Security benefit at
your full retirement age. So you’re
locking yourself into a lifetime of
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payments only three-quarters as large as
you could have received if you’d waited
four more years. Of course, you will also
get four years’ worth of benefits that you
would otherwise have missed.
Or you could decide to delay your
Social Security benefits until
after your NRA. Each year
your wait increases your
benefit by 8%. So, if your
NRA is age 66, and you delay
benefits until age 68, your
payments will be 16% larger
than if you’d begun taking
payments at 66.
These calculations get even more
complicated for married couples, who
also have to weigh whose benefit, based
on lifetime earnings, will be higher. For
anyone, married or not, the ultimate
payout you receive depends not only on
when you start but also when you finish.
If you start taking benefits early, your
payments will be reduced, but if you die
at a relatively young age, you may end
up getting more back from Social
Security than if you’d waited longer. In
contrast, waiting as long as possible to
start benefits may earn you the largest
possible payout if you live a long time.
But there are also other factors to
ponder. Consider these questions.
Do you need the money? If you
have other income to sustain you in the
meantime, it may pay to wait as long as
possible to begin benefits.
What’s your break-even point?
Eventually, waiting longer to receive
higher benefits will result in a larger
payout. But when you’ll break even
depends on the amount of your benefit
and is also affected by tax considerations
(Continued on page 4)

Improving Our
Quality Of Service

A

s part of our ongoing efforts to
improve client service, we’re
proud to announce that
Stephanie Davidson has passed the CFP
Certification exam. Issued by the
Certified Financial Planner Board of
Standards, it tests candidates on the
depth of their financial planning
knowledge.
“It’s a very difficult exam, so it
was nearly like studying for my CPA
exam some years ago,” said Ms.
Davidson. The exam is administered in
ten hours over a two day period. It
covers financial planning diagnosis in
real world scenarios. Other areas of the
test include insurance planning, risk
management, employee benefits
planning, investment planning, income
tax planning, retirement planning and
estate planning.
Stephanie has been a Senior
Financial Planner with Day & Ennis
since 2007 and has recently been
promoted to Operational Manager for
the firm. Prior to joining Day & Ennis,
she served over 20 years as Corporate
Accountant for the Blue Bird
Corporation.
She is a Board Member of the
Macon Volunteer Clinic and a member
of the Macon Estate Planning Council,
the Georgia Society of CPA’s and the
American Institute of CPA’s. She is
married to Brian Davidson and has two
daughters, Erin and Kylee.

