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Each article in this issue may APPEAR
to be different, but they all have
something in common. Bodnar
Financial will be hosting a seminar in
the coming months on each of these
topics: social security, financial
care-giving for aging parents, 529
plans/college funding, and preparing to
retire outside of NJ. These seminars
will be open to the public, so please
feel free to invite your friends and
family to join us!
We will post the "When & Where"
details on our website event page:
www.bodnar.net/events. We will also
send an email to everybody after we
settle on the dates and times for each
seminar.
In the meantime, keep calm and
organize your paperwork - enclosed is
a copy of this year's Key Financial
Data for your tax planning
convenience. :)

Spring 2017
Grandparents Can Help Bridge the
College Cost Gap
What It Means to Be a Financial
Caregiver for Your Parents
Will I owe income taxes when I sell my
home?

Social Security is an important
source of retirement income for
millions of Americans, but how
much do you know about this
program? Test your knowledge,
and learn more about your
retirement benefits, by answering the following
questions.

Answers

d. 8%

Administration, you should ideally apply three
months before you want your benefits to start.
You can generally apply online.

1. b. You don't need to stop working in order to
claim Social Security retirement benefits.
However, if you plan to continue working and
you have not yet reached full retirement age
(66 to 67, depending on your year of birth), your
Social Security retirement benefit may be
reduced if you earn more than a certain annual
Questions
amount. In 2017, $1 in benefits will be deducted
1. Do you have to be retired to collect Social for every $2 you earn above $16,920. In the
calendar year in which you reach your full
Security retirement benefits?
retirement age, a higher limit applies. In 2017,
a. Yes
$1 in benefits will be deducted for every $3 you
earn above $44,880. Once you reach full
b. No
retirement age, your earnings will not affect
2. How much is the average monthly Social your Social Security benefit.
Security benefit for a retired worker?
2. a. Your benefit will depend on your earnings
a. $1,360
history and other factors, but according to the
b. $1,493
Social Security Administration, the average
estimated monthly Social Security benefit for a
c. $1,585
retired worker (as of January 2017) is $1,360.1
d. $1,723
3. d. Starting at full retirement age, you will
3. For each year you wait past your full
earn delayed retirement credits that will
retirement age to collect Social Security,
increase your benefit by 8% per year up to age
how much will your retirement benefit
70. For example, if your full retirement age is
increase?
66, you can earn credits for a maximum of four
years. At age 70, your benefit will then be 32%
a. 5%
higher than it would have been at full retirement
b. 6%
age.
c. 7%
4. c. According to the Social Security
4. How far in advance should you apply for
Social Security retirement benefits?

5. a. There are several reasons why your
benefit might increase after you begin receiving
it. First, you'll generally receive annual
b. Two months before you want your benefits to cost-of-living adjustments (COLAs). Second,
start.
your benefit is recalculated every year to
c. Three months before you want your benefits account for new earnings, so it might increase if
you continue working. Your benefit might also
to start.
be adjusted if you qualify for a higher spousal
5. Is it possible for your retirement benefit to benefit once your spouse files for Social
increase once you start receiving Social
Security.
Security?
For more information, visit the Social Security
a. Yes
Administration website, ssa.gov.
b. No
1 Social Security Fact Sheet, 2017 Social
a. One month before you want your benefits to
start.

Security Changes
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Grandparents Can Help Bridge the College Cost Gap
For many families, a college education is a
significant financial burden that is increasingly
hard to meet with savings, current income, and
a manageable amount of loans. For some, the
ace in the hole might be grandparents, whose
added funds can help bridge the gap. If you're a
grandparent who would like to help fund your
grandchild's college education, here are some
strategies.

Assets in 529 plans reached
$266.2 billion, spread over
12.7 million accounts, as of
the second quarter of 2016.
Source: College Savings
Plans Network, 529 Report:
An Exclusive Mid-Year
Review of 529 Plan Activity,
September 2016
Note: Investors should
consider the investment
objectives, risks, charges, and
expenses associated with 529
plans before investing, along
with each plan's specific
investment options, underlying
investments, and investment
company. More information
can be found in the plan's
official disclosure statements
and prospectus, which should
be read carefully before
investing. As with any
investment, there are generally
fees and expenses associated
with participation in a 529 plan.
There is also the risk that your
underlying investments may
lose money or not perform well
enough to cover college costs
as anticipated. Finally, be
aware that your ability to take
advantage of any 529 plan
state tax benefits may be
contingent on your enrollment
in your own state's 529 plan.

seamlessly change the beneficiary of the 529
account to another grandchild, or they can
make a penalty-free withdrawal from the
account up to the amount of the scholarship
(though they would still owe income tax on the
earnings portion of this withdrawal).

Finally, a word about financial aid. Under
current federal financial aid rules, a
grandparent-owned 529 account is not counted
as a parent or student asset, but withdrawals
529 college savings plan
from a grandparent-owned 529 account are
A 529 college savings plan is one of the best
counted as student income in the following
vehicles for multigenerational college funding.
academic year, which can decrease the
529 plans are offered by states and managed
grandchild's eligibility for financial aid in that
by financial institutions. Grandparents can open
year by up to 50%. By contrast, parent-owned
a 529 account on their own — either with their
529 accounts are counted as parent assets up
own state's plan or another state's plan — and
front, but withdrawals are not counted as
name their grandchild as beneficiary (one
student income — a more favorable treatment.
grandchild per account), or they can contribute
Outright cash gifts
to an existing 529 account that has already
been established for that grandchild (for
Another option for grandparents is to make an
example, by a parent).
outright gift of cash or securities to their
Once a 529 account is open, grandparents can
contribute as much or as little as they want,
subject to the individual plan's lifetime limits,
which are typically $300,000 and up.
Grandparents can set up automatic monthly
contributions or they can gift a larger lump sum
— a scenario where 529 plans really shine.

grandchild or his or her parent. To help reduce
any potential gift tax implications, grandparents
should keep their gift under the annual federal
gift tax exclusion amount — $14,000 for
individual gifts or $28,000 for joint gifts.
Otherwise, a larger gift may be subject to
federal gift tax and, for a gift made to a
grandchild, federal generation-skipping transfer
Contributions to a 529 plan accumulate tax
deferred (which means no taxes are due on any tax, which is a tax on gifts made to a person
who is more than one generation below you.
earnings made along the way), and earnings
are completely tax-free at the federal level (and An outright cash gift to a grandchild or a
typically at the state level) if account funds are grandchild's parent will be considered an asset
used to pay the beneficiary's qualified
for financial aid purposes. Under the federal aid
education expenses. (However, the earnings
formula, students must contribute 20% of their
portion of any withdrawal used for a
assets each year toward college costs, and
non-education purpose is subject to income tax parents must contribute 5.6% of their assets.
and a 10% penalty.)

Pay tuition directly to the college

Under rules unique to 529 plans, individuals
can make a lump-sum gift of up to $70,000
($140,000 for joint gifts by a married couple)
and avoid federal gift tax by making a special
election on their tax return to treat the gift as if it
were made in equal installments over a
five-year period. After five years, another
lump-sum gift can be made using the same
technique. This strategy offers two advantages:
The money is considered removed from the
grandparents' estate (unless a grandparent
were to die during the five-year period, in which
case a portion of the gift would be recaptured),
but grandparents still retain control over their
contribution and can withdraw part or all of it for
an unexpected financial need (the earnings
portion of such a withdrawal would be subject
to income tax and a 10% penalty, though).
What happens at college time if a grandchild
gets a scholarship? Grandparents can

For grandparents who are considering making
an outright cash gift, another option is to
bypass grandchildren and pay the college
directly. Under federal law, tuition payments
made directly to a college aren't considered
taxable gifts, no matter how large the payment.
This rule is beneficial considering that tuition at
many private colleges is now over $40,000 per
year. Only tuition qualifies for this federal gift
tax exclusion; room and board aren't eligible.
Aside from the benefit of being able to make
larger tax-free gifts, paying tuition directly to the
college ensures that your money will be used
for education purposes. However, a direct
tuition payment might prompt a college to
reduce any potential grant award in your
grandchild's financial aid package, so make
sure to ask the college about the financial aid
impact of your gift.
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What It Means to Be a Financial Caregiver for Your Parents
If you are the adult child of aging parents, you
may find yourself in the position of someday
having to assist them with handling their
finances. Whether that time is in the near future
or sometime further down the road, there are
some steps you can take now to make the
process a bit easier.

Mom and Dad, can we talk?

A large majority of
caregivers provide care for
a relative (85%), with 49%
caring for a parent or
parent-in-law.
Source: Caregiving in the
U.S. 2015, National Alliance
for Caregiving

gifts of specific personal property (e.g., a family
heirloom to be given to a specific individual).

Prepare a personal data record
Once you've opened the lines of
communication, your next step is to prepare a
personal data record that lists information you
might need in the event that your parents
become incapacitated or die. Here's some
information that should be included:

Your first step should be to get a handle on
your parents' finances so you fully understand
• Financial information: Bank, brokerage, and
their current financial situation. The best time to
retirement accounts (including account
do so is when your parents are relatively
numbers and online user names and
healthy and active. Otherwise, you may find
passwords, if applicable); real estate holdings
yourself making critical decisions on their behalf
• Legal information: Wills, durable powers of
in the midst of a crisis.
attorney, advance health-care directives
You can start by asking them some basic
•
Medical information: Health-care providers,
questions:
medication, medical history
• What financial institutions hold their assets
• Insurance information: Policy numbers,
(e.g., bank, brokerage, and retirement
company names
accounts)?
• Advisor information: Names and phone
• Do they work with any financial, legal, or tax
numbers of any professional service
advisors? If so, how often do they meet with
providers
them?
• Location of other important records: Social
• Do they need help paying monthly bills or
Security cards, home and vehicle records,
assistance reviewing items like credit-card
outstanding loan documents, past tax returns
statements, medical receipts, or property tax
•
Funeral and burial plans: Prepayment
bills?
information, final wishes

Make sure your parents have the
necessary legal documents

In order to help your parents manage their
finances in the future, you'll need the legal
authority to do so. This requires a durable
power of attorney, which is a legal document
that allows a named individual (such as an
adult child) to manage all aspects of a person's
financial life if he or she becomes disabled or
incompetent. A durable power of attorney will
allow you to handle day-to-day finances for
your parents, such as signing checks, paying
bills, and making financial decisions for them.

If your parents keep some or all of these items
in a safe-deposit box or home safe, make sure
you can gain access. It's also a good idea to
make copies of all the documents you've
gathered and keep them in a safe place. This is
especially important if you live far away,
because you'll want the information readily
available in the event of an emergency.

Don't be afraid to get support and ask
for advice

If you're feeling overwhelmed with the task of
handling your parents' finances, don't be afraid
In addition to a durable power of attorney, you'll to seek out support and advice. A variety of
local and national organizations are designed to
want to make sure that your parents have an
advance health-care directive, also known as a assist caregivers. If your parents' needs are
significant enough, you may want to consider
health-care power of attorney or health-care
hiring a geriatric care manager who can help
proxy. An advance health-care directive will
allow you to make medical decisions according you oversee your parents' care and direct you
to their wishes (e.g., life-support measures and to the right community resources. Finally,
consider discussing the specifics of your
who will communicate with health-care
situation with a professional, such as an estate
professionals on their behalf).
planning attorney, accountant, and/or financial
You'll also want to find out if your parents have advisor.
a will. If so, find out where it's located and who
is named as personal representative or
executor. If the will was drafted a long time ago,
your parents may want to review it to make
sure their current wishes are represented. You
should also ask if they made any dispositions or
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Will I owe income taxes when I sell my home?
In general, when you sell your
home, any amount you receive
over your cost basis (what you
paid for the home, plus capital
improvements, plus the costs
of selling the home) is subject to capital gains
taxes. However, if you owned and used the
home as your principal residence for a total of
two out of the five years before the sale (the
two years do not have to be consecutive), you
may be able to exclude from federal income tax
up to $250,000 (up to $500,000 if you're
married and file a joint return) of the capital gain
when you sell your home. You can use this
exclusion only once every two years, and the
exclusion does not apply to vacation homes
and pure investment properties.

exclude $500,000 of capital gain realized on the
sale of their home. Thus, their tax on the sale is
only $16,950 ($613,000 gain minus the
$500,000 exemption, multiplied by the 15%
long-term capital gains tax rate).
What if you don't meet the two-out-of-five-years
requirement? Or you used the capital gain
exclusion within the past two years for a
different principal residence? You may still
qualify for a partial exemption, assuming that
your home sale was due to a change in place of
employment, health reasons, or certain other
unforeseen circumstances.
Special rules may apply in the following cases:

• You sell vacant land adjacent to your
residence
For example, Mr. and Mrs. Jones bought a
• Your residence is owned by a trust
home 20 years ago for $80,000. They've used it • Your residence contained a home office or
as their principal residence ever since. This
was otherwise used for business purposes
year, they sell the house for $765,000, realizing
•
You rented part of your residence to tenants
a capital gain of $613,000 ($765,000 selling
price minus a $42,000 broker's fee, minus the
• You owned your residence jointly with an
original $80,000 purchase price, minus $30,000
unmarried taxpayer
worth of capital improvements they've made
• You sell your residence within two years of
over the years). The Joneses, who file jointly
your spouse's death
and are in the 28% marginal tax bracket, can
• You're a member of the uniformed services
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