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Here is your October newsletter. I
hope you find it helpful.

If you have any questions please
don't hesitate to ask.

Thanks,

Jim

Getting organized for your year-end investment
review with your financial professional may help
make the review process more efficient. Here
are some suggestions for making your meeting
as productive as possible.

Decide what you want to know
One of the benefits of a yearly investment
review is that it can help you monitor your
investment portfolio. A key component of most
discussions is a review of how your
investments have performed over the last year.
Performance can mean different things to
different people, depending on their individual
financial goals and needs. For example, an
investor who's focused on long-term growth
might define "performance" slightly differently
than an investor whose primary concern isn't
overall growth but trying to maintain a portfolio
that has the potential to produce current income
needed to pay ordinary living expenses.

Consider in advance what types of information
are most important to you and why. You may
want to check on not only your portfolio's
absolute performance but also on how it fared
compared to some sort of benchmark. For
example, you might want to know whether any
equity investments you held outperformed,
matched, or underperformed a relevant index,
or how your portfolio fared against a
hypothetical benchmark asset allocation.
(Remember that the performance of an
unmanaged index is not indicative of the
performance of any specific security, and
indices are not available for direct investment.
Also, asset allocation cannot guarantee a profit
or eliminate the possibility of loss, including the
loss of principal.)

Almost as important as knowing how your
portfolio performed is understanding why it
performed as it did. Was any overperformance
or underperformance concentrated in a single
asset class or a specific investment? If so, was
that consistent with the asset's typical behavior
over time? Or was last year's performance an
anomaly that bears watching or taking action?
Has any single investment grown so much that
it now represents more of your portfolio than it
should? If so, should you do a little profit-taking

and redirect that money into something else?

Are any changes needed?
If your goals or concerns have changed over
the last year, you'll need to make that clear
during your meeting. Your portfolio probably
needs to evolve over time as your
circumstances change. Making sure you've
communicated any life changes will make it
easier to adjust your portfolio accordingly and
measure its performance appropriately next
year.

If a change to your portfolio is suggested based
on last year's performance--either positive or
negative--don't hesitate to ask why the change
is being recommended and what you might
reasonably expect in terms of performance and
potential risk as a result of a shift. (However,
when looking at potential returns, remember
that past performance is no guarantee of future
results.) Don't be reluctant to ask questions if
you don't understand what's being presented to
you; a little clarification now might help prevent
misunderstandings and unrealistic expectations
that could have a negative impact in the future.

Also, before making any change, find out how it
might affect your investing costs, both
immediate and ongoing. Again, a few questions
now may help prevent surprises later.

Think about the coming year
Consider whether you would benefit next April
from harvesting any investment losses before
the end of the year. Selling a losing position
could generate a capital loss that could
potentially be used to offset either capital gains
or up to $3,000 of ordinary income on your
federal income tax return.

If you've amassed substantial assets, you could
explore whether you might benefit from
specialized assistance in dealing with issues
such as taxes, estate planning, and asset
protection. Finally, give feedback on the review
process itself; it can help improve next year's
session. Note: All investing involves risk,
including the potential loss of principal, and
there can be no guarantee that any investing
strategy will be successful.
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Leaving Assets to Your Heirs: Income Tax Considerations
An inheritance is generally worth only what your
heirs get to keep after taxes are paid. So when
it comes to leaving a legacy, not all property is
created equal--at least as far as federal income
tax is concerned. When evaluating whom to
leave property to and how much to leave to
each person, you might want to consider how
property will be taxed and the tax rates of your
heirs.

Favorable tax treatment for heirs
Roth IRAs

Assets in a Roth IRA will accumulate income
tax free and qualified distributions from a Roth
IRA to your heirs after your death will be
received income tax free. An heir will generally
be required to take distributions from the Roth
IRA over his or her remaining life expectancy.
(Of course, your beneficiaries can always
withdraw more than the required minimum
amounts.) If your spouse is your beneficiary,
your spouse can treat the Roth IRA as his or
her own and delay distributions until after his or
her death. So your heirs will be able to continue
to grow the assets in the Roth IRA income tax
free until after the assets are distributed; any
growth occurring after funds are distributed may
be taxed in the future.

Note: The Supreme Court has ruled that
inherited IRAs are not retirement funds and do
not qualify for a federal exemption under
bankruptcy. Some states may provide some
protection for inherited IRAs under bankruptcy.
You may be able to provide some bankruptcy
protection to an inherited IRA by placing the
IRA in a trust for your heirs. If this is a concern
of yours, you may wish to consult a legal
professional.

Appreciated capital assets

When you leave property to your heirs, they
generally receive an initial income tax basis in
the property equal to the property's fair market
value (FMV) on the date of your death. This is
often referred to as a "stepped-up basis,"
because basis is typically stepped up to FMV.
However, basis can also be "stepped down" to
FMV.

If your heirs sell the property with a stepped-up
(or a stepped-down) basis immediately after
your death for FMV, there should be no capital
gain (or loss) to recognize since the sales price
will equal the income tax basis. If they sell the
property later for more than FMV, any
appreciation after your death will generally be
taxed at favorable long-term capital gain tax
rates. If the appreciated assets are stocks,
qualified dividends received by your heirs will
also be taxed at favorable long-term capital

gain tax rates.

Note: If your heirs receive property from you
that has depreciated in value, they will receive
a basis stepped down to FMV and will not be
able to claim any loss with respect to the
depreciation before your death. You may want
to consider selling depreciated property while
you are alive so that you can claim the loss.

Not as favorable tax treatment for heirs
Tax-deferred retirement accounts

Assets in a tax-deferred retirement account
(including a traditional IRA or 401(k) plan) will
accumulate income tax deferred within the
account. However, distributions from the
account will be subject to income tax at
ordinary income tax rates when distributed to
your heirs (if there were nondeductible
contributions made to the account, the
nondeductible contributions can be received
income tax free). An heir will generally be
required to take distributions from the
tax-deferred retirement account over his or her
remaining life expectancy. (Of course, your
beneficiaries can always withdraw more than
the required minimum amounts.) If your spouse
is the beneficiary of the account, the rules may
be more favorable. So your heirs will be able to
defer taxation of the retirement account until
distribution, but distributions will generally be
fully subject to income tax at ordinary income
tax rates.

Note: Your heirs do not receive a stepped-up
(or stepped-down) basis in your retirement
accounts at your death.

Even though distributions are taxable, your
heirs will nevertheless generally appreciate
receiving tax-deferred retirement accounts from
you. After all, they do get to keep the amounts
remaining after taxes are paid.

Toxic or underwater assets

Your heirs might not appreciate receiving
property that is subject to a mortgage, lien, or
other liability that exceeds the value of the
property. In fact, an heir receiving such property
may want to consider disclaiming the property.

Always nice to receive
Life insurance and cash

Life insurance proceeds received by your heirs
will generally be received income tax free. Your
heirs can generally invest life insurance
proceeds and cash they receive in any way that
they wish. When doing so, your heirs can factor
in how the property will be taxed to them in the
future.

An inheritance is generally
worth only what your heirs
get to keep after taxes are
paid. Here we have focused
primarily on federal income
taxes. Depending on your
circumstances, you may
wish to also consider
federal estate tax and state
income, estate, and
inheritance taxes.

Note: It is generally
recommended that you
designate IRA and other
retirement plan
beneficiaries, their shares,
and any backup
beneficiaries on the plan
beneficiary form. This will
help assure that retirement
plan benefits pass as you
wish at your death and that
a beneficiary will be able to
stretch distributions over
his or her remaining life
expectancy.
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Financial Choices: College, Retirement, or Both?
Life is full of choices. Should you watch
Breaking Bad or Modern Family? Eat leftovers
for dinner or order out? Exercise before work or
after? Some choices, though, are much more
significant. Here is one such financial dilemma
for parents.

Should you save for retirement or
college?
It's the paramount financial conflict many
parents face, especially as more couples start
having children later in life. Should you save for
college or retirement? The pressure is fierce on
both sides.

Over the past 20 years, college costs have
grown roughly 4% to 6% each year--generally
double the rate of inflation and typical salary
increases--with the price for four years at an
average private college now hitting $192,876,
and a whopping $262,917 at the most
expensive private colleges. Even public
colleges, whose costs a generation ago could
be covered mostly by student summer jobs and
some parental scrimping, now total about
$100,000 for four years (Source: College
Board's Trends in College Pricing 2013 and
assumed 5% annual college inflation). Many
parents have more than one child, adding to the
strain. Yet without a college degree, many jobs
and career paths are off limits.

On the other side, the pressure to save for
retirement is intense. Longer life expectancies,
disappearing pensions, and the uncertainty of
Social Security's long-term fiscal health make it
critical to build the biggest nest egg you can
during your working years. In order to maintain
your current standard of living in retirement, a
general guideline is to accumulate enough
savings to replace 60% to 90% of your current
income in retirement--a sum that could equal
hundreds of thousands of dollars or more. And
with retirements that can last 20 to 30 years or
longer, it's essential to factor in inflation, which
can take a big bite out of your purchasing
power and has averaged 2.5% per year over
the past 20 years (Source: Consumer Price
Index data published by the U.S. Department of
Labor, 2013).

So with these two competing financial needs
and often limited funds, what's a parent to do?

The prevailing wisdom
Answer: retirement should win out. Saving for
retirement should be something you do no
matter what. It's an investment in your future
security when you'll no longer be bringing home
a paycheck, and it generally should take
precedence over saving for your child's college
education.

It's akin to putting on your own oxygen mask
first, and then securing your child's. Unless your
retirement plan is to have your children be on
the hook for taking care of you financially later
in life, retirement funding should come first.

And yet ...
It's unrealistic to expect parents to ignore
college funding altogether, and that approach
really isn't smart anyway because regular
contributions--even small ones--can add up
over time. One possible solution is to figure out
what you can afford to save each month and
then split your savings, with a focus on
retirement. So, for example, you might decide
to allocate 85% of your savings to retirement
and 15% to college, or 80/20 or 75/25, or
whatever ratio works for you.

Although saving for retirement should take
priority, setting aside even a small amount for
college can help. For example, parents of a
preschooler who save $100 per month for 15
years would have $24,609, assuming an
average 4% return. Saving $200 per month in
the same scenario would net $49,218.* These
aren't staggering numbers, but you might be
able to add to your savings over the years, and
if nothing else, think of this sum as a down
payment--many parents don't save the full
amount before college. Rather, they try to save
as much as they can, then look for other ways
to help pay the bills at college time. Like what?

Loans, for one. Borrowing excessively isn't
prudent, but the federal government allows
undergraduate students to borrow up to
$27,000 in Stafford Loans over four years--a
relatively reasonable amount--and these loans
come with an income-based repayment option
down the road. In addition, your child can apply
for merit scholarships at the colleges he or she
is applying to, and may be eligible for
need-based college grants. And there are other
ways to lower costs--like attending State U over
Private U, living at home, graduating in three
years instead of four, earning credits through
MOOCs (massive open online courses),
working during college, or maybe not attending
college right away or even at all.

In fact, last summer, a senior vice president at
Google responsible for hiring practices at the
company noted that 14% of some teams
included people who never went to college, but
who nevertheless possessed the problem
solving, leadership, intellectual humility, and
creative skills Google is looking for ("In
Head-Hunting, Big Data May Not Be Such a Big
Deal," New York Times, June 19, 2013). One
more reason to put a check in the retirement
column.

A juggling act

It's the paramount financial
conflict many families face,
especially as more couples
start having children later in
life. Should you save for
college or retirement? The
pressure is fierce on both
sides.

Note

*All investing involves risk,
including the possible loss of
principal, and there can be no
guarantee that any investing
strategy will be successful.
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What factors could negatively impact my credit report?
Having a good credit report is
important when it comes to
personal finance, because
most lenders use credit
reports to evaluate the

creditworthiness of a potential borrower.
Borrowers with good credit are presumed to be
more creditworthy and may find it easier to
obtain a loan, often at a lower interest rate.

A number of factors could negatively impact
your credit report, including:

• A history of late payments. Your credit report
provides information to lenders regarding
your payment history over the previous 12 to
24 months. For the most part, a lender may
assume that you can be trusted to make
timely monthly debt payments in the future if
you have done so in the past. Consequently,
if you have a history of late payments and/or
unpaid debts, a lender may consider you to
be a high credit risk and turn you down for a
loan.

• Too many credit inquiries. Each time you
apply for credit, the lender will request a copy
of your credit history. The lender's request
then appears as an inquiry on your credit
report. Too many inquiries in a short amount

of time could be viewed negatively by a
potential lender, since it may indicate that the
borrower has a history of being turned down
for loans or has access to too much credit.

• Not enough good credit. You may have good
credit, but not enough of it. As a result, you
may need to build up more of your credit
history before a lender deems you worthy to
take on any additional debt.

• Uncorrected errors on your report.
Uncorrected errors on a credit report could
make it difficult for a lender to accurately
evaluate creditworthiness, and could result in
a loan denial. If you have errors on your
credit report, it's important to take steps to
correct your report, even if it doesn't contain
derogatory information.

Finally, if you are ever turned down for a loan,
there is a way to find out the reason behind it.
Under federal law, you are entitled to a free
copy of your credit report as long as you
request it within 60 days of receiving notice of a
company's adverse action against you. For
more information, visit the
Federal Trade Commission's website.

I just learned that my credit- and debit-card information
was part of a data breach. What should I do?
Now, more than ever,
consumers are relying on the
convenience of credit and
debit cards to make everyday

purchases, such as gas and groceries, and to
make online purchases. With this convenience,
however, comes the risk of having your account
information compromised by a data breach.

In recent years, data breaches at major
retailers have become commonplace across
the United States. Currently, most retailers use
the magnetic strips on the backs of credit and
debit cards to access account information.
Unfortunately, the account information that is
held on these magnetic strips is also easily
accessed by computer hackers.

While many U.S. banks and financial
institutions are in the process of replacing the
older magnetic strips with more sophisticated
and secure embedded microchips, it will take
time for both card issuers and retailers to get up
to speed on these latest card security
measures.

In the meantime, if you find that your account
information is at risk due to a data breach, you
should make it a priority to periodically review

your credit card and bank account activity. If
you typically wait for your monthly statement to
arrive in the mail, consider signing up for online
access to your accounts--that way you can
monitor your accounts as often as needed. If
you see suspicious charges or account activity,
you should contact your bank or credit-card
company as soon as possible.

In most cases, your bank or credit-card
company will automatically issue you a new
card and card number. If not, request to have
new cards and card numbers issued in your
name. As an additional precaution, you should
also change the PIN associated with the cards.

Whether you will be held liable for the
unauthorized charges depends on whether the
charges were made to your credit- or debit-card
account and how quickly you report them.

For more information on your rights if you are
affected by a data breach, visit the
Federal Trade Commission and
Consumer Financial Protection Bureau
websites.
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