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Making Up for Retirement Shortfalls

Given the backdrop of economic uncer-
tainty and the rise in both life expectancy
and medical costs, prospects look difficult
for those facing retirement shortfalls. For-
tunately, a financial advisor can show you
how pulling these key levers can help your
retirement nest egg last.

Optimize Your Asset Allocation: As you
near retirement, a portfolio that is too con-
servative can be just as risky as one that is
too aggressive. Retirement can be a 30-year
prospect, long enough to consider a specif-
ic allocation to stocks, which, although
they are more volatile, offer higher return
potential over time.

Reduce Spending During Accumulation
Years: One of the best ways to save more is
to spend less. Setting explicit goals with a
financial advisor, having a clear under-
standing of your net worth, and carefully
tracking expenses are essential to reducing

your spending.
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opportunity to serve as your

Delay Taking Social Security: If you're
healthy and expect to live long, waiting
until age 70 to receive Social Security bene-
fits can result in a higher payout.

Reduce Planned Expenses in Retirement:
Your retirement nest egg may last longer if
expenses, such as home costs during retire-
ment years, are reduced.

Work Longer: Working longer is one of
the easier solutions for those facing retire-
ment shortfalls, allowing you to contribute
to your savings for a few more years.

Returns and principal invested in stocks are not
guaranteed. Please keep in mind that diversifi-
cation does not eliminate the risk of experienc-
ing investment losses, and that investing in secu-
rities always involves risk of loss. Please consult
with a financial professional for advice specific
to your situation.
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How Can Grandparents Help with College Costs?

If your grandchildren are fortunate enough to have you
chip in with their college costs, there are a few things you
need to be aware of before you start writing checks.

The most straightforward way for a nonparent to help a
student pay for college is with a cash gift. Gift tax rules in
2013 allow any individual to give another individual up
to $14,000 per year ($28,000 from a couple) without the
gift counting against the lifetime estate tax exemption. A
problem with this approach is that your contribution will
be taken into consideration when the student applies for
need-based financial aid. Cash given directly to a student
the year before he or she applies may be considered stu-
dent income, reducing need-based aid by as much as 50%
of the amount given. Furthermore, money held in the
student’s name is treated as a student asset, reducing aid
by another 20%. Cash given to the parents also counts
against financial aid, albeit at a much lower rate of up to
5.64%. To potentially avoid any financial aid impact with
a cash gift, keep in mind that the Free Application for
Federal Student Aid takes into account income from the
prior year in determining need-based aid. Hence, consider
giving the money when you know the student will not be
applying for aid next year.

Another approach is to offer to help pay back the stu-
dent’s loans. By waiting until the student is done with
school, you avoid financial aid concerns and help ease his
or her debt burden as the student enters the workforce.
This strategy may be particularly useful for students with
subsidized loans, which don’t begin to accrue interest
until after graduation.

Grandparents may also open a 529 college-savings ac-
count in the name of a student. One of the advantages of
this approach for the account owner (the grandparent) is
that many states offer income tax deductions on 529 con-
tributions, though you must typically make the contribu-
tion to your home state’s plan in order to earn the deduc-
tion. Another benefit is that the IRS allows a five-year
acceleration of the gift tax exclusion for such contribu-
tions, allowing an individual to contribute as much as
$70,000 in a single year to a 529 in a student’s name. A
disadvantage to this approach is that distributions from a
529 owned by someone other than the student or his or
her parents are counted as student income and may re-
duce the amount of need-based financial aid available by
$0.50 for every dollar distribution. Waiting to use 529
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distributions from a grandparent-owned account until the
student’s final year is one way to avoid this problem.

One final option that some grandparents might consider
is paying tuition directly to the university on the stu-
dent’s behalf. This has special appeal for those who want
to give large amounts but who are worried about gift tax
consequences. The good news is that payments made di-
rectly to the university to cover tuition are exempt from
the gift tax, although additional costs such as room and
board are not. Unfortunately, direct tuition payments
may be counted as either income against the student’s
financial aid allocation (reducing it by 50%), or as a fi-
nancial resource available to the student (reducing finan-
cial aid dollar-for-dollar). Hence, this only makes sense
for students who are not concerned about need-based aid
or if the payment is made during the final year of school.

Tax law is ever-changing and can be quite complex. It is highly
recommended that you consult with a financial or tax profession-
al with any tax-related questions or concerns. An investor should
consider the investment objectives, risks, and charges and expens-
es associated with municipal fund securities before investing.
More information about municipal fund securities is available
in the issuer's official statement, and the official statement
should be read carefully before investing. 529 plans are tax-
deferred college savings vehicles. Any unqualified distribution of
earnings will be subject to ordinary income tax and subject to a
10% federal penalty tax.

Suzzallo Reading Room, University of Washington




Strategies for Combating Low Annuity Yields

According to a U.S. Government Accountability Office
report®, between 1997 and 2005, roughly 43% of Social
Security-eligible individuals began taking benefits within
one month of turning 62, even though waiting until their
full retirement age (65) would have translated into a sub-
stantially higher payout. Between 2000 and 2006, only
6% of retirees with defined contribution plans such as
401(k) and 403(b) plans chose to move their assets into
an annuity upon retirement.* One key reason why so few
retirees opt for annuities is loss of control. In contrast
with traditional investments that you can alter and tap
whenever you see fit, a key premise behind annuities is
that you fork over a lump sum in exchange for a stream of
payments throughout your life. Another reason is that
payouts from single-premium immediate annuities are
currently low relative to historic norms (depressed by in-
creasing longevity and the current low interest-rate envi-
ronment). But this doesn't mean annuities should be
avoided altogether. Consider these strategies when pur-
chasing an immediate annuity.

Consider Your Needs: Retirees who have a substantial
share of their lifetime living expenses accounted for via
pension income or Social Security may want to diversify
into investments with a higher level of control and the
opportunity to earn a higher rate of return, such as
stocks. Those who don't have a substantial source of guar-
anteed retirement income may find greater utility from
annuity products.

Build Your Own Ladder: One of the key attractions of
sinking a lump sum into an annuity is the ability to re-
ceive a no-maintenance, pension-like stream of income,
which may be appealing for retirees who don't have the
time or inclination to manage their portfolios on an on-
going basis. However, a slightly higher maintenance strate-
gy of laddering multiple annuities can help mitigate the
risk of sinking a sizable share of your portfolio into an
annuity. Such a program would give you the opportunity
to diversify your investments across different insurance
companies, thereby offsetting the risk that an insurance

company would have difficulty meeting its obligations. How-
ever, such a strategy would entail multiple annuity charges,
associated with each annuity in the ladder, which could be
substantial and adversely impact your total annuity payout.

Consider More Flexible Options: Fixed-rate immediate an-
nuities are typically the cheapest and most transparent, but
they're also the most beholden to whatever interest-rate envi-
ronment prevails at the time the purchaser signs the con-
tract. Some annuities, however, address the current yield-
starved climate by allowing for an interest-rate adjustment if
and when interest rates head back up. Such products offer
an appealing safeguard to those concerned about buying an
annuity with interest rates as low as they are now, but the
trade-off is that the initial payout on such an annuity would
tend to be lower than the payout on an annuity without
such a feature.

The examples presented herein are for informational purposes only,
are not representative of any specific annuity and do not constitute
investment advice. Annuities are suitable for longterm investing,
particularly retirement savings. Annuity risks include market risk,
liquidity risk, annuitization risk, tax risk, estate risk, interestrate
risk, inflation risk, death and survivorship risk, and company fail
ure risk. Withdrawal of earnings will be subject to ordinary income
tax and, if taken prior to age 59%5, may be subject to a 10% feder-
al tax penalty. Additional fees and investment restrictions may
apply for living benefit options. Violating the terms and conditions
of the annuity contract may void guarantees. Consult a financial
advisor and tax advisor before purchasing an annuity.

*Report cited: U.S. Government Accountability Office, Report to
the Chairman, Special Committee on Aging, U.S. Senate:

“Retirement Income: Ensuring Income throughout Retirement Re-
quires Difficult Choices,” June 2011.

Meet with Jim to review your existing
annuities or explore how annuities may fit
with your financial plan.



How Safe Is Your Life Insurance Policy?

So you've finally sat down with your financial advisor and
answered important questions, such as do you need life
insurance, how big of a policy do you need, and what type
makes the most sense for you. One thing you don’t want
to happen after purchasing your life insurance policy is to
find out the company that sold you the policy has run
into financial trouble. If your insurer went out of busi-
ness, not only would you be uninsured, but you would
also have to reapply for a new policy at a potentially more
expensive rate due to your age and health.

Fortunately, there is a system in place to ensure that poli-
cies remain in force even after the issuing companies be-
come insolvent. All 50 states, plus the District of Colum-
bia and Puerto Rico, have life and health insurance guar-
anty associations that step in to make sure that policy-
holders aren’t left holding the bag if their insurance com-
pany becomes insolvent. In nearly all states, the limits of
coverage are $300,000 for life insurance death benefits
and $100,000 for the net cash value of the policy. Some
states even have limits as high as $500,000 for both. Cov-
erage is provided by the guaranty association in the state
in which the policyholder resides, even if he or she pur-
chased the policy elsewhere.

For customers who hold policies worth more than their
state guaranty limits, one option is to buy multiple poli-
cies within those limits from different companies to reach
the desired total amount. So, instead of buying a $1 mil-
lion policy from a single company, you could buy
$250,000 policies from four different companies. The
downside is that not only is this somewhat inconvenient,
but it also might result in paying more than you would for
a single policy because of the additional fees involved, not
to mention different premium rates. Consult your finan-
cial advisor to explore all your options.
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25 Ways to Cut Expenses

1. Use the public library to check out movies or books for
free. 2. Consider dropping your land line phone at
home. Your cell phone may be all you need and some
come with free long-distance services. 3. Send free e-cards
and save on postage. 4. Stop buying clothes that are "dry
clean only." Learn to iron. 5. Don't renew subscriptions
to publications you don't have time to read. 6. Only use
ATMs where you won't be charged service fees. 7. Wait a
little longer between manicures (or try doing one your-
self!). 8. Pay cash when possible—psychologically it's hard-
er to spend cash than using credit cards, and you'll save
on interest charges. 9. Check your credit history. Go to
FreeCreditReport.com and make sure everything is accu-
rate. Good credit may mean lower interest charges.

10. Get multiple quotes on insurance. It pays to shop
around. 11. Raise the deductible on your homeowner's
and car insurance policies. 12. Pay attention to the ex-
pense ratios on mutual funds you buy. 13. Go to matinee
movies instead of movies at night. 14. Cook in bulk and
freeze. 15. Purchase a programmable thermostat for your
home. 16. Only do full loads of laundry and fill the dish-
washer before running it. 17. Bring your lunch to work
or scout out the inexpensive places to buy lunch.

18. Have cocktails at home and then go out; have dessert
at home. 19. Be a smart grocery shopper—cut coupons,
shop at discount stores, and stock up on sale items.
Check out Costco or Sam's Club. 20. Fill prescriptions
with the generic form of the drug. 21. Keep up mainte-
nance on cars. [t may prevent costly future problems.

22. Get annual physicals to prevent costly future prob-
lems. 23. Wash your car at home and skip the car wash.
24. If you see something in a catalog that you want to
buy, wait a week before ordering to see if you still really
want it. 25. Pay bills online. Save postage.
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