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The Unfinished Analysis of Social Security Payment
By Brian C. Tillotson

As a wealth manager, one of the problems | have with most finance articles in mainstream media
outlets is they tend to only discuss half the picture or paint in too broad of strokes. It is very dan-
gerous for people to make decisions on half baked analysis or articles which the main goal is to
scare or shock people (many times into the wrong decisions).

| saw an article recently in U.S. News and World Report by Emily Brandon that was the poster
child for half baked analysis. Her main point of the article was to promote the idea that it is better
to wait to take your social security benefits (SS) at 66 or even 70 if possible, rather than at 62.
She lays out some nice numbers such as the following:

“So, for example, a boomer with a final salary of $75,000 might receive a $1,320 monthly SS
check if he collects at age 62, according to a University of Pennsylvania Pension Research Coun-
cil Working Paper by James Mahaney and Peter Carlson. If the same boomer were to delay until
age 70, he would get $2,884 monthly, more than twice as much. Even after counting cost-of-living
increases, the boomer who began to collect at age 62 would by age 70 probably receive only
$1,637 a month.”

As a digression for a second, | was always very strong in math classes in school. | recall back to
my childhood when my dad would work with me on math questions two class grades ahead of
where | was suppose to be studying. In the 7" grade | could efficiently use a slide ruler. | would
get so frustrated because if | asked my dad a question regarding math (actually most things), he
wouldn’t give an easy answer. He would make sure | understood the basics before he actually
addressed the question at hand.

As a result of this, currently in our house we have a rule when it comes to our kid’'s homework. |
help with Math and Science. Amy helps with History and English/Grammar (probably no surprise
to you if you have read many of my articles). The only problem is they are teaching this “new
math.” | always thought that was a joke, but it is true. The way we were taught math in school is
not how they are teaching it today. Many times | have told my kids, “don’t do it that way because
that is the long way” only to get a note from their teacher explaining that things are done differently
now.

Well, this article is full of that new math. She goes on and adds the following quotes:

“Your SS benefit increases by approximately 7 percent each year you delay taking it from age 62
to 66 and by 8 percent a year until age 70, Kotlikoff found. That could be a better return than retir-
ees are getting on their investments. "You have to compare that with what your pension is giving
you," says Hugo Benitez-Silva, an associate professor of economics at SUNY-Stony Brook. So, if
your 401(k) or IRA is not giving you a higher return than that, you might want to start delaying SS
and drawing down your other assets first, Benitez-Silva says.”

| am reminded of a joke told to me many years ago; economists have correctly predicted 9 out of
the last 5 recessions. In the real world we have to concern ourselves with taxes.

If a person has both tax deferred (IRAs and 401k) and non tax deferred savings (regular cash and
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investment accounts), it might be wise to delay receiving SS benefits. However, only if they
can live off the non tax deferred savings until 66 or 70.

What we know is the majority of retirees have a large percentage of the retirement savings in
tax deferred accounts. If a retiree has to take IRA distributions to fill the gap until age 66,
those monies no longer grow tax deferred.

For example, let's assume a retiree is 62, has $750,000 in IRAs, is in the 15% tax bracket,
and needs $60,000 a year for retirement spending (adjusted for inflation). Let's also assume
they can take $1,320 per month in SS, as noted above, or wait until 66 to take $1,625 a
month. If they wait until 66 to take SS, they have to take the entire $60k in retirement spend-
ing from their IRAs from age 62 to 66 (as opposed to $44k if they take SS at 62). How does
that change the analysis? Suffice it to say, accounting for the tax impact changes the pic-
ture. Assuming a 7% return on your investments and a life expectancy of 87, the retiree will
have over $300,000 additional net worth at death by taking SS at 62.

And remember this comment:

“So, if your 401(k) or IRA is not giving you a higher return than that [7%], you might want to
start delaying SS and drawing down your other assets first?”

Even if you only earn 2% on your IRA, it is better to start taking SS benefits at 62 versus 66.

There is another risk not usually spoke of when articles like this are written. The timing of a
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bad market could make the decision to delay SS a very costly one. In next quarter's news-
letter | will discuss the “decumulation” of assets era we are entering and the risks that pre-
sents to retirees. Regarding this topic, if one delays taking SS and is living off their savings
while the market has a one or more bad years, not only is your savings losing money due to
the market, but also because of distributions. Regaining the losses is even more difficult.
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The bottom line, be careful with articles that paint with too broad of a stroke or make abso-
lute statements in financial matters. In some cases it is worthwhile to delay SS benefits and
other cases it is best to start taking them now. As we say here at Virtus Wealth Manage-
ment, there are no tract homes in financial planning. Every plan should be custom, including
when to start taking SS benefits.
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Marketing Matters

And The Winner Is???
By Amy Tillotson

As we announced in our newsletter last quarter we are holding a monthly drawing for all of our clients who refer their friends and
family to Virtus Wealth Management. The winner of our first drawing (December-07) is Mr. & Mrs. Gray. Mr. and Mrs. Gray will
enjoy one nights stay at the luxurious Gaylord Texan Hotel and Resort compliments of Virtus Wealth Management. Keep those
referrals coming in; our next drawing is January 31, 2008 and that lucky winner will receive dinner for two at Del Frisco’s Steak
House in either Dallas or Fort Worth.

Did You Know??

Did you know that Brian Tillotson is an accomplished public speaker? Did you know that Brian has spoken to corporations, chari-
ties, churches and women’s groups educating them on their retirement options? Did you know that Brian would love to speak at
your next Company, Church or Civic event?

Brian has a vast knowledge of retirement options, unique investments and investing strategies that he is willing to share with you,
our valued clients and your friends. Brian Tillotson has over 20 years finance experience and has served on two 401(k) commit-
tees. Let us buy you and your friends lunch or dinner and allow Brian to share his experience with you. We disprove the old ad-
age there is no free lunch. Call Amy at 817-717-3812 and she can arrange for Brian to speak at your next group function.
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Long Term Care—Cost of Care
By Karen E. Spence

An important part of planning for long-term care is deciding how to pay for services. This is because long-term care is very expen-
sive, and contrary to what many people believe, their Medicare coverage will not pay for most of the long-term care services they
need. While some people may qualify for Medicaid — the major payer of long-term care services, most people won't. There are
other federal public programs, such as the Older American's Act, or state funded programs, that pay some long-term care services,
but like Medicaid they target those people with the most functional and financial need. Consequently, if you are one of the 60% of
people over the age of 65 who will need long-term care services — there's a very good chance you will have to pay for some or all
of your long-term care services out of your personal income and resources.

LTC includes a broad range of health and support services that people need as they age or if they are disabled. The majority of
these services are personal care, or assistance with activities of daily living that many families are able to provide all, or some of,
free. But, as care and support needs increase, paid care is usually needed to supplement family provided services and supports,
provide respite to family caregivers, or to pay for more extensive services in a facility, such as a nursing home or assisted living,
when individuals can no longer be cared for in their homes.

There are variations in costs based on the type and amount of care you need, the provider you use, and where you live. Home
health and home care services, provided in two-to-four-hour blocks of time referred to as “visits,” are generally more expensive in
the evening, or on weekends or holidays. The costs of services in some community programs, such as adult day service programs,
are often provided at a per-day rate, but vary based on overhead and programming costs. Many care facilities charge extra for
services provided beyond the basic room-and-board charge, although some may have “all inclusive” fees.

The average costs in the United States (in 2007)* are:

® $181/day for a Semi-Private Room in a Nursing Home

®  $205/day for a Private Room in a Nursing Home

® $2 714/month for Care in an Assisted Living Facility (Private One Bedroom)
e  $25/hour for a Home Health Aide

®  $17/hour for a Homemaker Services

The average costs in Dallas (in 2007)* are:

®  $112/day for a Semi-Private Room in a Nursing Home

® $151/day for a Private Room in a Nursing Home

e $2,826/month for care in an Assisted Living Facility (Private One Bedroom)
®  $26/hour for a Home Health Aide

®  $17/hour for a Homemaker Services
* Source: 2007 Cost of Care Survey, Genworth Financial, March 2007.

Virtus Wealth Management is here to help you plan ahead for long-term care as part of your overall financial plan. Stay tuned for
the last article in this three part Long-Term Care series: Part lll - Private Financing Options.

On A Personal Note
We thank you for your patron-

e Karen’s husband, Tip, is building a fort for her boys in the backyard and recently age. Without you we would
added 20 electrical outlets. Yikes! Karen is not quite sure how this “fort” turned not exist. It has been very sat-
into a fully wired fortress, but her boys think it's “awesome”. s ’

isfying over the years to watch

e  After struggling to read proficiently early on Dylan was diagnosed with Dyslexia last as you reach your financial
year. Dylan is doing wonderful in school and is competing in a District Wide Spell- ;
ing Bee in March. WAY TO GO DYLAN!!! goals and knowing that we had

some small part.
e Tiffanie and Austen are excited about moving into their new apartment in Euless!!!
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IRA Contributions and Conversions
By Tiffanie Johnson

Even though the end of the year has passed us up, don't forget you can still make 2007 IRA Contributions into the
new year! You actually have until April 15th to make your prior year contributions.

Traditional & Roth IRA Contribution Limits
The contribution limit for both Traditional and Roth IRAs is $4,000.
“Catch up” Contribution Limits

The amount of the "catch up" for Traditional and Roth IRAs is capped at $1,000 for 2007, making the total contribu-
tion limit $5000. In order to qualify, an individual must have reached the age of 50 in the year in which they make
the "catch up" contribution.

Roth IRA Conversion

Also, based on the August 2006 New Tax Laws, 2008 may be an excellent year to convert those Traditional IRAs
to Roth IRAs.

Please feel free to contact Brian to discuss any of the above items at 817-717-3812.

Securities Advisory Services offered through VSR Financial Services, Inc. A Registered Invest-
ment Adviser and Member FINRA/SIPC, Virtus Wealth Management is Independent of VSR.




