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 t is no longer unusual for people 
 to live 20 or more years beyond 
normal retirement age. Consequent-
ly, when seniors reach their eight-
ies and nineties, plans that were 
satisfactory at age 65 often require 
a second look. Areas of concern to 
older seniors and individuals with 
aging parents or loved ones include 
asset management, health care, and 
living arrangements.

Managing Assets
Many older seniors may lose the 
cognitive ability to manage their  
assets. A variety of arrangements 
are possible to transfer that respon-
sibility to others. Among them are 
the following: 

• Revocable and Irrevocable 
Trusts. Seniors who wish to 
retain control over their property, 

while delegating the daily man-
agement to others, may wish to 
consider a revocable trust. This 
arrangement allows the senior 
to monitor the management of 
his or her assets, yet offers the 
flexibility to change the trust as 
needs and circumstances war-
rant. As added protection, a 
revocable trust may remain un-
funded, as long as the senior is 
legally competent. Alternatively, 
an individual who is willing to 
relinquish ownership of assets 
altogether could establish an  
irrevocable trust.

• Durable Power of Attorney. 
This mechanism allows seniors 
to designate a trusted relative or 
friend to make legal and finan-
cial decisions for them in the 
event of disability or cognitive 

impairment. The powers granted 
may be limited or broad in scope, 
and they may vary from state to 
state. Some financial institutions 
are reluctant to recognize durable 
powers of attorney, so it is worth-
while to thoroughly explore this 
option beforehand. 

• Informal Arrangements. Some 
seniors transfer property infor-
mally to their heirs—in many 
cases free of gift taxes—in 
exchange for being taken care 
of for the rest of their lives. This 
arrangement, however, should be 
approached with caution. Even 
well-meaning adult children  
may unintentionally deplete  
assets through poor management, 
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a driving forcE on thE EconoMic ScEnE
The Fed:

E  ven casual observers of finan- 
  cial news know that “Fed 
watching” is a serious activity  
in the financial and business com-
munities. Currently, Janet Yellen is 
Chair of the Board of Governors of 
the Federal Reserve System, com-
monly known as the “Fed.” An 
understanding of the establishment 
of the Fed, its basic operation and 
powers, and its relationship with 
the Federal government and the 
banking community is especially 
important at a time when the  
direction of the economy is under 
constant scrutiny.

Historical Perspective
The United States was the only  
major industrial nation without a 
central bank until Congress estab-
lished the Federal Reserve System 
in 1913. The economy had grown 
without any central control or 
coordination of banking activity, 
the direction of which had been 
left to local discretion. To establish 
the Fed, all member banks were 
required to make deposits into the 
new centralized system, thus  
creating a pool of reserves.

The Fed acquired two important 
powers as the system developed: 
first, the funds that banks are 
required to hold in reserve against 
customer deposits (reserve require-
ments) could be used to control 
the growth of banks; and second, 
decisions made by business lead-
ers—and the business cycle itself—
could be affected by the centralized 
control of the banking system. In 
the years that followed, the Fed 
exercised increasing power over the 
American economy, leading it into 
occasional conflict with American 
business people, the president,  
and Congress.

At various times, critics viewed the 
Fed as too restrictive, not permit-
ting the economy to grow rapidly 
enough. At other times, the Fed 
was cited for being too lenient, 
permitting demand to grow so rap-
idly that inflation threatened the 
economy. Such conflicts are a natu-
ral result of the Fed’s relationship 
with Congress and the president. 
Although the Fed is not an agency 
of the United States government, 
its policies may, at times, reflect 
the wishes of Congress and/or the 
president; however, it is not bound 
to do so. Instead, it is a corpora-
tion owned by banks that have 
purchased shares of stock. While 
only federally chartered banks are 
required to purchase stock and 
become members of the Federal  
Reserve System, all banks are sub-
ject to the Fed’s financial controls.

How the Fed Does It
The Fed can manipulate the money 
supply in hopes of obtaining a 
desired effect over time. However, 
the Fed’s most effective short-
range policy decisions used to 
manipulate the economy are those 
involving short-term interest rates. 

Consequently, the Fed can realisti-
cally have only one target—infla-
tion. If the Fed perceives that the 
prevailing forces of the economy will 
increase inflation, it will attempt to 
slow the economy by raising short-
term interest rates—the assump-
tion being that increases in the cost 
of borrowing money are likely to 
dampen both personal and business 
spending behavior. Conversely, if the 
Fed perceives that the economy has 
slowed too much, it will attempt to 
stimulate growth by lowering short-
term interest rates—in other words, 
lowering the cost of borrowing in an 
attempt to stimulate personal and 
business spending. 

In carrying out this balancing act, a 
very cautious Fed walks a fine line. 
If it does not tighten the reins soon 
enough (by raising interest rates), 
it runs the risk of inflation getting 
out of control. If it fails to loosen 
them soon enough (by lowering 
interest rates), it can plunge the 
economy into recession. Indeed, 
some individuals argue that the 
primary goal of the Fed is to keep 
inflation low enough that it is not a 
factor in business decisions. 20/20    
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divorce, or creditor claims. Once 
the assets are gone, the senior 
could become dependent on the 
goodwill and financial assistance 
of relatives. 

Health Care
With health care costs rising and 
people living longer than ever before, 
seniors of advanced age need to an-
ticipate the possibility of high medi-
cal costs. The Federal government 
provides some health care benefits 
through the Medicare and Medicaid 
programs, but seniors need to under-
stand the coverage those programs 
provide and what costs they will 
need to pay themselves. 

Medicare Part A covers inpatient 
services at hospitals and other 
health care facilities. It is provided 
automatically, at no cost, for seniors 
age 65 and older who are eligible for 
Social Security, and at a substantial 
cost for those who enroll indepen-
dently. Medicare Part B provides 

additional health care coverage 
that is optional and must be paid 
for separately. 

Eligibility for Medicaid, which cov-
ers long-term nursing home care, 
depends on financial need. Seniors 
may require professional assistance 
in managing their income and re-
sources in order to meet Medicaid’s 
strict eligibility requirements. 

Living Arrangements
Older seniors, who are able to care 
for themselves and have the means 
to do so, may wish to remain in 
their own homes. Community 
services may be available to help 
prolong the period of independence.

However, elders who are unable 
to live independently have sev-
eral alternatives. Assisted living/
residential care facilities provide 
a protected environment with an 
atmosphere of independent living. 
Generally, daily meals are provided 

in a communal dining room, and 
minimal assistance with activities 
of daily living, such as with wash-
ing, dressing, or taking medication 
is available. Continuing care com-
munities offer a combination of 
independent living and health care 
support. If family members work, 
senior daycare centers—either 
publicly or privately funded—can 
provide opportunities and activities 
to alleviate monotony and promote 
social and cognitive stimulation. 
In some cases, hiring in-home help 
may be the solution.

Periodically Review Plans
Aging seniors and/or family care-
givers are advised to periodically 
review existing financial, health 
care, and living arrangements. In 
the transition to the later stages of 
life, changing needs and concerns 
often require revisiting prior plans 
and updating or revising them  
accordingly. 20/20             
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MakES SEnSE
Financial Record-keeping

E very April, two things come 
 to mind: 1) it’s finally spring, 
and 2) tax season is here again. 
When you put your income taxes 
together this year, you’ll probably 
file away a copy of your income tax 
return for your own records. More 
than likely, you’ve done the same 
thing in years past. However, at one 
point or another, you’ve probably 
asked yourself: “How long should I 
keep this stuff, anyway?” Well, don’t 
be too quick to throw it all away.

A good rule is to hold on to tax 
records for at least six years. That 
includes all tax forms, investment 
statements, bank statements, proof 

of deductions, and so on associ-
ated with a particular return. In 
addition, any records pertaining to 
capital gains and capital losses, or 
the carryover of capital losses or 
charitable deductions, should be 
retained until they are no longer 
pertinent. Generally, the IRS has up 
to three years to carry out an audit. 
If the IRS suspects that income has 
been misreported by more than 
25%, it has up to six years to per-
form an audit. There is no statute 
of limitations for fraudulent filings.

Old sales receipts or checks that 
may be necessary for the future 
calculation of capital gain or loss 

on an asset should be kept until 
they are no longer relevant. In addi-
tion, if you own a business, it may 
be wise to hold on to accounting 
ledgers, check registers, and employ-
ment contracts for at least ten years.

The bottom line: use common sense 
when assessing what you should 
keep and what you can purge. 
Before you throw anything away, 
be sure to review the item’s impor-
tance. Once you have determined 
what should be retained, carefully 
store the records in a well-marked 
box or file drawer for future refer-
ence. A record retained is better  
than a penalty gained! 20/20
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The information contained in this newsletter is 
for general use and it is not intended to cover all 
aspects of a particular matter. While we believe all 
information to be reliable and accurate, it is im-
portant to remember individual situations may be 
entirely different. Therefore, information should 
be relied upon only when coordinated with pro-
fessional tax and financial advice. The publisher is 
not engaged in rendering legal, accounting, or 
financial advice. Neither the information pre-
sented nor any opinion expressed constitutes  
a representation by us or a solicitation of the 
purchase or sale of any securities. This news- 
letter is written and published by Liberty Pub- 
lishing, Inc., Beverly, MA, COPYRIGHT 2016.
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for traditional iras
Required Minimum Distributions

S aving as much as you can for 
 retirement, as soon as you can, 
and as often as you can, is crucial 
to your financial well-being for 
when you finally exit the work-
force. Suppose you have spent a 
lifetime contributing to a traditional 
Individual Retirement Account 
(IRA), and hope to leave your nest 
egg untouched for your heirs.  
The Internal Revenue Service (IRS) 
has certain requirements for you  
to follow concerning your IRA  
distributions once you reach  
a certain age.

At age 70½, or by April 1 of the 
year following the year you reach 
this age, the IRS mandates that 
you either empty the account in 
one lump-sum payment, or take 
required minimum distributions 
(RMDs). If you choose to take 
RMDs, ongoing distributions must 
be taken at the end of each fol-
lowing year. If your birthday is 
December 3, 2016 and you turn 
70½ on June 3, 2017 you can 
wait until April 1 of the following 
year—2018—to take your first 
distribution. But, doing so can have 
tax consequences. In December 
2018, you will be required to take 
your next distribution, which will 
raise your taxable income for the 
year, potentially boosting you into a 
higher tax bracket or even causing 
your Social Security benefits to  
be taxable.

The minimum withdrawal amount 
is calculated by dividing the 
amount of your account balance 
by the appropriate life expectancy 
factor, which depends on your age. 
The IRS Uniform Lifetime Table 
below illustrates the amounts for 
the majority of taxpayers, including 
individuals who are single, married 
with spouses 10 years younger or 

less, and married with spouses who 
are not the sole beneficiaries of the 
account and are more than 10 years 
older than the account owner:

Based on the table above, let’s 
suppose that if you are age 70 and 
your account is worth $500,000, 
then your RMD amount would be 
$18,248 ($500,000 divided by 27.4). 
Married individuals whose spouses 
are more than 10 years younger and 
are named as the sole beneficiaries 
of their accounts can use a joint life 
expectancy table to calculate their 
RMDs. Remember that a required 
minimum distribution is just that—a 
minimum—you can always take out 
more than the required minimum. 
However, if you fail to withdraw 
at least the minimum amount, the 
IRS may impose a 50% penalty each 
year on the dollar amount that you 
neglected to withdraw. Based on the 
example above, if you failed to take 
your RMD, the IRS could claim the 
amount of $9,124.

Distributions from your traditional 
IRA can be taken without penalty 
after you reach age 59½, but before 
you reach this age, a 10% tax  
penalty may be incurred on early 

withdrawals. There are some excep-
tions. Withdrawals taken for the 
purchase of a first home or for medi-
cal or higher education expenses 

Age           Years 

  70  27.4
  75  22.9
  80  18.7
  85  14.8 
  90  11.4
  95    8.6
100    6.3      

105    4.5

Uniform Lifetime Table

may not be subject to the penalty.  
In addition, distributions taken in  
a series of substantially equal pay-
ments over your life or life expec-
tancy may not incur a penalty.

You will work a lifetime to accrue 
enough savings to attain a desirable 
lifestyle in retirement. Be sure to 
consult your qualified financial and 
tax professionals before RMDs are 
due in order to determine appropri-
ate choices that are consistent with 
your overall objectives. 20/20    
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