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FROM
JOHN CARROLL

As 2016 seems to have greeted us
with yet more volatility, hopefully
February will see that subside to
some degree. February makes me
wish for spring...spring in the
weather and some "spring" in the
market. I hope some of this month's
Directions bring a beneficial tidbit or
two your way.

DIRECTIONS FOR LIFE

A discerning man keeps wisdom in
view, but a fool’s eyes wander to the
ends of the earth.

Proverbs 17:24

The Bipartisan Budget
Act of 2015 included a
section titled "Closure of
Unintended Loopholes"
that ends two Social
Security claiming
strategies that have
become increasingly
popular over the last

several years. These two strategies, known as
"file and suspend" and "restricted application"
for a spousal benefit, have often been used to
optimize Social Security income for married
couples.

If you have not yet filed for Social Security, it's
important to understand how these new rules
could affect your retirement strategy.
Depending on your age, you may still be able to
take advantage of the expiring claiming options.
The changes should not affect current Social
Security beneficiaries and do not apply to
survivor benefits.

File and suspend
Under the previous rules, an individual who had
reached full retirement age could file for retired
worker benefits--typically to enable a spouse to
file for spousal benefits--and then suspend his
or her benefit. By doing so, the individual would
earn delayed retirement credits (up to 8%
annually) and claim a higher worker benefit at a
later date, up to age 70. Meanwhile, his or her
spouse could be receiving spousal benefits. For
some married couples, especially those with
dual incomes, this strategy increased their total
combined lifetime benefits.

Under the new rules, which are effective as of
April 30, 2016, a worker who reaches full
retirement age can still file and suspend, but no
one can collect benefits on the worker's
earnings record during the suspension period.
This strategy effectively ends the
file-and-suspend strategy for couples and
families.

The new rules also mean that a worker cannot
later request a retroactive lump-sum payment
for the entire period during which benefits were

suspended. (This previously available claiming
option was helpful to someone who faced a
change of circumstances, such as a serious
illness.)

Tip: If you are age 66 or older before the new
rules take effect, you may still be able to take
advantage of the combined file-and-suspend
and spousal/dependent filing strategy.

Restricted application
Under the previous rules, a married person who
had reached full retirement age could file a
"restricted application" for spousal benefits after
the other spouse had filed for Social Security
worker benefits. This allowed the individual to
collect spousal benefits while earning delayed
retirement credits on his or her own work
record. In combination with the
file-and-suspend option, this enabled both
spouses to earn delayed retirement credits
while one spouse received a spousal benefit, a
type of "double dipping" that was not intended
by the original legislation.

Under the new rules, an individual eligible for
both a spousal benefit and a worker benefit will
be "deemed" to be filing for whichever benefit is
higher and will not be able to change from one
to the other later.

Tip: If you reached age 62 before the end of
December 2015, you are grandfathered under
the old rules. If your spouse has filed for Social
Security worker benefits, you can still file a
restricted application for spouse-only benefits at
full retirement age and claim your own worker
benefit at a later date.

Basic Social Security claiming options remain
unchanged. You can file for a permanently
reduced benefit starting at age 62, receive your
full benefit at full retirement age, or postpone
filing for benefits and earn delayed retirement
credits, up to age 70.

Although some claiming options are going
away, plenty of planning opportunities remain,
and you may benefit from taking the time to
make an informed decision about when to file
for Social Security.
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Quiz: Which Birthdays Are Financial Milestones?
When it comes to your finances, some
birthdays are more important than others. Take
this quiz to see if you can identify the ages that
might trigger financial changes.

Questions
1. Eligibility for Medicare coverage begins at
what age?

a. 62

b. 65

c. 66

2. A child can stay on a parent's health
insurance plan until what age?

a. 18

b. 21

c. 26

3. At this age individuals who are making
contributions to a traditional or Roth IRA or
an employer-sponsored retirement plan can
begin making "catch-up" contributions.

a. 50

b. 55

c. 60

d. 66

4. This age is most often associated with
drops in auto insurance premiums.

a. 18

b. 25

c. 40

d. 50

5. Individuals who have contributed enough
to Social Security to qualify for retirement
benefits become eligible to begin collecting
reduced benefits starting at what age?

a. 62

b. 65

c. 66

d. 70

6. To obtain a credit card, applicants under
this age must demonstrate an independent
ability to make account payments or have a
cosigner.

a. 16

b. 18

c. 21

Answers
1. b. 65. Medicare eligibility begins at age 65,
although people with certain conditions or
disabilities may be able to enroll at a younger
age. You'll be automatically enrolled in
Medicare when you turn 65 if you're already
receiving Social Security benefits, or you can
sign up on your own if you meet eligibility
requirements.

2. c. 26. Under the Affordable Care Act, a child
may retain his or her status as a dependent on
a parent's health insurance plan until age 26. If
your child is covered by your employer-based
plan, coverage will typically end during the
month of your child's 26th birthday. Check with
the plan or your employer to find out exactly
when coverage ends.

3. a. 50. If you're 50 or older, you may be able
to make contributions to your IRA or
employer-sponsored retirement plan above the
normal contribution limit. These "catch-up"
contributions are designed to help you make up
a retirement savings shortfall by bumping up
the amount you can save in the years leading
up to retirement. If you participate in an
employer-sponsored retirement plan, check
plan rules--not all plans allow catch-up
contributions.

4. b. 25. By age 25, drivers generally see their
premiums decrease because, statistically,
drivers younger than this age have higher
accident rates. Gaining experience and
maintaining a clean driving record should lead
to lower premiums over time. However, there's
no age when auto insurance rates automatically
drop because rates are based on many factors,
including type of vehicle and claims history, and
vary by state and insurer; each individual's
situation is unique.

5. a. 62. You can begin receiving Social
Security retirement benefits as early as age 62.
However, your benefits will be reduced by as
much as 30% below what you would have
received if you had waited until your full
retirement age (66 to 67, depending on your
year of birth).

6. c. 21. As a result of the Credit Card Act of
2009, credit card companies cannot issue cards
to those under age 21 unless they can show
proof that they can repay the debt themselves
or unless someone age 21 or older with the
ability to make payments cosigns the credit
card agreement.

What is the birthday rule?

The birthday rule may be used
by health insurers to coordinate
benefits when a dependent
child is covered by the health
plans of both parents and the
parents are married or living
together. The plan of the
parent whose birthday falls
earlier in the calendar year is
generally the primary plan,
providing benefits and paying
claims first, and the plan of the
other parent provides
secondary coverage. If the
parents share the same
birthday, primary coverage is
provided by the plan that has
covered one parent the
longest.

Source: National Association of
Insurance Commissioners,
naic.org
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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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Past performance may not be indicative of future
results. Different types of investments involve varying
degrees of risk, and there can be no assurance that
future performance of any specific investment,
investment strategy, or product or any
non-investment related content made reference to
directly or indirectly in this newsletter (including
investments and/or strategies recommended or
undertaken by Smith Capital), will be profitable, equal
any corresponding indicated historical performance
level(s), be suitable for your portfolio or individual
situation, or prove successful. Due to various factors,
including changing market conditions and/or
applicable laws, the content may no longer be
reflective of current opinions or positions. You should
not assume that any discussion or information
contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice
from Smith Capital. If a reader has any questions
regarding the applicability of any specific issue
discussed above to his/her individual situation,
he/she is encouraged to consult with a professional
advisor of his/her choosing. Smith Capital is neither a
law firm nor a certified public accounting firm and no
portion of the newsletter content should be construed
as legal or accounting advice. If you are a Smith
Capital client, please remember to contact Smith
Capital, if there are any changes in your
personal/financial situation or investment objectives.
A copy of Smith Capital’s current written disclosure
statement is available upon request. Smith Capital is
an Investment Advisory Firm registered with the
SEC. Clients include pension and profit sharing
plans, endowments, trusts, and individuals. The
minimum portfolio size is $500,000.
Address inquiries to: Smith Capital 100 Morgan
Keegan Drive, Suite 410 Little Rock, AR 72202
Phone: 501-228-0040 Toll Free 800-866-2615
E-Mail: info@smithcap.com Website:
www.smithcap.com

What are required minimum distributions (RMDs)?
Traditional IRAs and employer
retirement plans such as
401(k)s and 403(b)s offer
several tax advantages,
including the ability to defer

income taxes on both contributions and
earnings until they're distributed from the plan.

But, unfortunately, you can't keep your money
in these retirement accounts forever. The law
requires that you begin taking distributions,
called "required minimum distributions" or
RMDs, when you reach age 70½ (or in some
cases, when you retire), whether you need the
money or not. (Minimum distributions are not
required from Roth IRAs during your lifetime.)

Your IRA trustee or custodian must either tell
you the required amount each year or offer to
calculate it for you. For an employer plan, the
plan administrator will generally calculate the
RMD. But you're ultimately responsible for
determining the correct amount. It's easy to do.
The IRS, in Publication 590-B, provides a chart
called the Uniform Lifetime Table. In most
cases, you simply find the distribution period for
your age and then divide your account balance
as of the end of the prior year by the distribution
period to arrive at your RMD for the year.

For example, if you turn 76 in 2016, your
distribution period under the Uniform Lifetime
Table is 22 years. You divide your account
balance as of December 31, 2015, by 22 to
arrive at your RMD for 2016.

The only exception is if you're married and your
spouse is more than 10 years younger than
you. If this special situation applies, use IRS
Table II (also found in Publication 590-B)
instead of the Uniform Lifetime Table. Table II
provides a distribution period that's based on
the joint life expectancy of you and your
spouse.

If you have multiple IRAs, an RMD is calculated
separately for each IRA. However, you can
withdraw the required amount from any of your
IRAs. Inherited IRAs aren't included with your
own for this purpose. (Similar rules apply to
Section 403(b) accounts.) If you participate in
more than one employer retirement plan, your
RMD is calculated separately for each plan and
must be paid from that plan.

Remember, you can always withdraw more
than the required amount, but if you withdraw
less you will be hit with a penalty tax equal to
50% of the amount you failed to withdraw.
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