Virginia’s
Rural Economic Analysis Program

———

Horizons

November/December 2000 Volume 12 Number 6

Let’s Play Family Feud

Why Estate and Retirement Planning isfor Everyone

Alex White, Jesse Richardson, and Leon Geyer

Starting family fightsis usualy not at the top of anyone'sto-
do ligt. In fact, many people go to extreme measures to
avoid family conflicts. But avast mgjority of Americansare
unwittingly setting themselves up for the mother of al family
feuds. How can that be? The following 10 actions can turn
any family meeting into a prize fight.

Do not draw up a will

& Sad to say, but alot of arguments stem from how a
deceased loved one' s assets are divided. Lack of a
will isagreat way to get the bickering started.

= 52 percent of Americansdiewithout awill, and many
wills are out of date.

Write your own will

= Lawyers are too expensive, right? Buy a kit from
the office supply store and do it yourself!  If you
write your own will, not only will your etate likely
be required to hire an attorney, but each of your heirs
will too. Guess who ends up with your estate? You
got it, the lawyers.

Keep your will a secret from family members

= Do not let your final wishes be known until you are
gone. Better yet, do not tell anyone that you have a
will, or where it is located—maybe it will turn up
during probate, but maybe it will not.

Do not draw up a living will (Advance Medical
Directive)

& A loved oneis termindly ill and in a coma. What
would the stricken family member want to do? Which
family member makes the decision to continue or
discontinue the life support system? Lack of aliving

will can suddenly thrust that decision upon a family
member who is unwilling or unable to make it.
Fail to give someone power of attorney
= Dad is mentally or physicaly unable to care for
himself. Who has the authority to make day-to-day
decisons for Dad? Believeit or not, you may have
to sue Dad to have him declared incompetent, just so
you can take care of him.
Do a power of attorney without consulting with family
members
e Great way to encourage sibling rivalry and hard
fedings If you appoint onechild, youwill hear: “Mom
aways did like you best!” Sometimes it is best to
appoint just one child as power of attorney. However,
if you choose to gppoint just one child, be sure you
discussthiswith the rest of the children beforehand.
Appointing al of your children as power of atorney
can be bad because they may not be ableto cometo
a consensus about how to handle decisions.
Appointing al childrenjointly can beevenworsesince
it requires that al agree before any action can be
taken.
Donot organize or keep accur ater ecor dsof your assets,
insurance policies, etc.
z Make your heirs search and dig through boxes of
unorganized receipts and policies to try to sort out
your estate.

Alex White is Visiting Assistant Professor, Department of
Agriculturd and Applied Economics; Jesse Richardson is
Assistant Professor, Department of Urban Planning and
Development; and Leon Geyer is Professor, Department
of Agricultural and Applied Economics, Virginia Tech.

Horizons (ISSN 1075-9255) is a publication of the Rural Economic Analysis Program (REAP) in the Department of Agricultural and Applied
Economics and the College of Agricultureand Life Sciencesat Virginia Polytechnic Institute and State University. Please addressall correspondence
to REAP, Dept. of Ag. and Applied Econ. 0401, Virginia Tech, Blacksburg, VA 24061; phone: (540) 231-9443; email: reap01@vt.edu.

P




Delay retirement planning until you areready toretire
& “Retirement is along way off in my future. | have
plenty of time to get ready. I'll start investing for
retirement later.” 1f you are not financially prepared,
which son or daughter are you going to move in with
during your retirement?
Believe that Social Security will pay for all your
retirement living needs
# In many cases monthly Social Security benefits are
not enough to cover basic living needs, like rent,
groceries, or utilities. Again, which childwill you live
with during retirement?
Invest your retirement savings in extremely safe
investments (CDs, savings accounts)
& “Who caresabout inflation? It isjust some economic
nonsense. | want to make sure my money is safe.”
But the money will not grow as rapidly as in some
other types of investment.
Think that estate planning and r etirement planning are
only for the wealthy and old
& Think again! Theearlier you art, theless headaches
you will have, and the lower your tax liability will be.

If more than four of these actions sound familiar to you,
consider yourself a master at starting feuds. If two or three
of these actions describe you, you are off to a good start in
detonating afamily situation. The good news s that it is not
too difficult, or too late, to change. Thekey isto start taking
estate planning and retirement planning serioudy (regardless
of your age or wealth) and to start the planning process now.

As a simple example of why you should start planning now,
consder thefollowing: A 17-year old only needsto invest $1
per day (or $30 per month) at normal interest rates to retire
with $1 million a age 65. But many Americans do not think
about retirement until age 55. A 55-year old who has not
started investing for retirement must invest $145 per day (or
$4,350 per month) to retire with $1 million at age 65.

Estate and retirement planning is an important process that
helpsyou preparefor your future. Think of the costsinvolved
in estate and retirement planning as paying for an insurance
policy against future family feuds. Attorneys feesto clean
up after-the-fact amount to much more than the cost of
properly planning your retirement and estate.  Remember,
“Prior Planning Prevents Potential Problems.”

Available Tools
Retirement and estate planning can be extremely

complicated—partly because of the vast number of tools
available and partly because Congressand the State legidature

constantly amend and revise the laws surrounding thesetools.
Some of the more important tools for estate and retirement
planning include power of attorney, wills, living wills, and
individua retirement accounts.

Power of Attorney

A power of attorney is perhaps the most important estate
planning document. Y our spouse or child may not automeaticaly
handle your affairs if you become disabled or mentally
incompetent. Normally, a court proceeding determines
incompetency and appoints a guardian. Many family feuds
center on whether the family member isactualy incompetent.
If thefamily resolvesthe incompetency issue, the question of
who should be appointed guardian often creates even more
intense controversy. Add totheseemotiona coststhefinancia
cogts of the proceeding, which start at a couple of thousand
dollars even in a smple, uncontested case, and you have a
major family feud.

Power of attorney solves these issues simply and
inexpendvely. The power of attorney appoints a person or
entity (the “agent”) to carry out acts on behalf the person
making the power of attorney (the“principal”). A general
power of attorney grants the agent broad powers to the
agent to sign checks, make decisions, and do almost anything
theprincipal cando. Unlessotherwise stated, agenera power
of attorney is nondurable and ceases upon the legd disability
(incompetency) or death of the principal. However, a
durable general power of attorney surviveslegd incapacity
and is effective even if the principal becomes incompetent.
Therefore, a durable general power of attorney provides
inexpensive insurance against incompetency, usually
preventing the need for aguardianship proceeding. The holder
of the power of attorney isentrusted to act asyou would. If
guestions or potentia problems arise, the court may oversee
the acts of the agent to ensure they are proper.

Wl

A will isalega document that describes how you wish to
digtribute your estate upon your death. Urban legend holds
that the state gets your property if you die without a will.
While this legend has no basis in fact, state law determines
who will get your estate if you die without awill. This state-
determined distribution may not match your wishes.

A will alows you decide many important issues such aswho
would be gppointed guardian for your minor children or who
administers your estate.  Without a will, the state decides
who administers your estate. If no one steps forward within
a certain time, virtualy anyone may administer your estate,
and the court may appoint anyoneto raise your minor children.
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Most importantly, awill lowsyou to decidewhowill receive
your property within certain legal bounds. For example, a
spouseis entitled to acertain percentage of your estate. You
cannot disinherit your spouse, but you can disinherit your
children and make sure some charitable organization gets
their share.

Although the temptation is great to write your own will using
either akit or information from the internet, such temptation
should be resisted. Reflecting the complexity of today’s
society, even an attorney who is not knowledgeable in wills
and estates should not draft even the simplest of wills.
Mistakes often prove very costly, both in money and in
thwarting your wishes.

Attorneys feesto prepare awill are relatively inexpensive.
Actua cogt varies depending upon the complexity of your
estate and geographic location. However, will preparation
costs are much less than the legal and professiona fees that
can be incurred to clean up the mess resulting from a self-
drafted will. Often al the heirs will hire separate attorneys,
as will the estate. The cost of this family feud can quickly
devour the assets of the estate.

Living Will

A livingwill or, more accurately, an advance medica directive
alows you to st forth, in writing, your wishes in the event
that you become comatose or vegetative with no hope of
recovery. You may direct that pain medication be given, but
that your life not be artificialy prolonged. Alternatively, you
may dictate that doctors make every effort to prolong your
life under dl circumstances. An advance medical directive
may aso command that another course that lies between
these extremes be taken. In other words, the advance medical
directive makesyour wishes known prior to the actua decison
time.

In addition, you have the option of gppointing someone to
make medica decisions for you if you are unable to make
such decisions. Thisportion of the advance medical directive,
if chosen, is alimited power of attorney allowing the agent
to make only medica decisions for you.

The decision of whether to have an advance medical directive
and how to cast the directive if you decide to have one is
very persond. Only you can determine whether and how to
proceed onthisvery difficult and emotiona issue. By making
your wishes clear, in advance and in writing, you may save
your loved ones much agony and strain during an extremely
difficult time.

Individual Retirement Accounts (IRAS)

Smplefact: your Socid Security benefits probably will not
be enough to cover your basic living needs during your
retirement years. Therefore, you should take stepsto prepare
yoursdlf financiadly for retirement. IRAS are one possible
tool. A traditiona IRA alows you to invest up to $2,000 per
year. Depending on your household income and participation
in other retirement accounts, your annua contribution may
be tax deductible, so that you might be able to reduce your
annual income taxes by investing inan IRA. The earnings of
your IRA grow tax deferred until you withdraw the funds.
Consequently, you are pushing your tax liability into the future
when you may bein alower marginal tax bracket. In short,
traditiona IRAsallow you to lower your annua incometaxes,
defer taxes until thefuture, and generate much needed capital
for your retirement years. The earlier you start, the better
off you will be when you retire.

A Roth IRA dlowsyou to invest up to $2,000 per year after
taxes—your annua contribution will have no impact on your
income taxes each year. However, as long as you own the
account for five years, the earnings of the Roth IRA are tax
free—you will owe no income taxes on the earnings. Roth
IRAsare especialy powerful toolsfor the younger generation.

Tax-Sheltered Annuities (TSAS)

Several tax-advantaged retirement programs are funded by
employeesrather than employers. These programsare called
tax-sheltered annuities or saary reduction plans. Examples
of such programs are 401(k), 403(b), and 457 plans. Mogt of
these programs work by automatically deducting funds from
your paycheck and investing these funds in a selection of
investments. Like Traditional IRAS, these contributions are
tax deductible and the earnings of your account grow tax-
deferred until withdrawal. 1n some cases your employer may
match your contributions, up to a specified limit.

Who to involve?

Y our estate and retirement planning team should, a aminimum,
include an attorney and you. Inaddition, if the complexity of
your finances and estate warrant, you might want an
accountant, a certified financial planner, and possibly an
insurance agent. You and your professionals should work
together to come up with a plan that fits you and your needs.
Communication between al involved parties (including your
spouse and your family members) is crucid to building a
successful estate and retirement plan.



What is next?

Take stock of your present situation.

Decide upon your goals and objectives.

Choose professiond help.

Evaluate several dternativesto help you reach your goals.
Select the best program.

Review the plan periodicaly.

Doit now.
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Estate and retirement planning is not a job for amateurs and
that is why we strongly encourage professional help.
However, many people will ask, “How will | know what to
ask? How will I know if the professonals are giving me
good advice?” To help you answer these questions and to
help you get the planning process started, a series of
publications devoted to estate and retirement planning:
Managing Prosperity: Estate and Retirement Planning
for All Ages is being developed for Virginia Cooperative
Extension (VCE). Thisseriescontainsbasic introductionsto
the main estate and retirement planning tools. It will help you
understand the language of estate planning and ask the right
questions of your planning team. Contact your loca VCE
office for more information about this series or go to the
VCE website at www.ext.vt.edu, Information Resources,
Financiad Management. The following publications will be
helpful:
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448-060, Traditiona IRAS

448-061, Education IRAS

448-062, Roth IRAs

448-063, Building Y ou Financid Team, Financid Planners

These publications and many others can assist you in
understanding terms and concepts related to retirement
planning and writing wills. Planning ideas can assist you and
save you time and money by addressing issues before you
meet with the professionals.

Notices

** Please notify the REAP officeif your address changes
or if you know of anyone who would like to be added to
our mailing list.

**How toreach us. REAP, Department of Agricultura
and Applied Economics 0401, Virginia Tech, Blacksburg,
VA 24061; by phone: (540) 231-9443; by email:
reap01@vt.edu; or ontheweb at http: //Amww.reap.vt.edu/
reap

**Watch the Rural Virginia Prosperity Commission
website for dates and locations of Regional meetings. Be
part of improving Rurd Virginia by your attendance and
input at these meetings.
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