
Preferred Planning Concepts,
LLC
Dominic Cimino
Ken Lydecker
Dave Nicholson
2800 S. River Road, Suite 240
Des Plaines, IL 60018
T: 847.375.0505
F: 847.375.1480
therese@ppcplanning.com
www.PPCPlanning.com

August 2011
Legacies Under Construction

All about Indices

Life Insurance Policy Loans: Tax and
Other Implications

What is a funeral trust?

PPC Monthly Newsletter

Legacies Under Construction

See disclaimer on final page

Well, summer is over for the Nicholson family.
On Monday, we started our new school year.
We did, however, manage one last summer
hurrah with a weekend church outing to Camp
Awana in beautiful Fredonia, WI.

For those of you who have ever been to a kid's
camp, I don't have to describe the amazing
variety of ways that an adult can truly damage
himself/herself physically in this environment. A
mere two days later and my thighs are still
aching from hours in the gym playing broom
ball. Throw in the available volleyball, bicycling,
blobbing (check out YouTube for this
craziness), archery golf (yep, golf with
weapons), paintball, tennis and just plain
walking from one end of the camp to the other
and you have an active kids' paradise that
makes an adult yearn for the invincibility of
being 16 again.

While limping around the mess hall on day two
of our stay, I discovered a picture of Lance
"Doc" Latham, born March 21, 1894, in
Dentonville, PA. Doc founded Camp Awana in
1954 while pastor of the North Side Gospel
Center in Chicago, and since that time,
thousands of kids have been blessed by their
time at this amazing place.

Doc died in 1985 at the age of 91, but as you
survey camp property it's clear that he left
behind a legacy more than worthy of his time.
His beliefs about the world and eternity led him
to take action that leveraged his impact far
beyond the time he spent walking on the planet.

And so I bring to you the legacy question:
When you and I have gone on to meet our
maker, will our footsteps over a lifetime
leave any imprint?

As parents, grandparents, aunts and uncles,
each of us -- individually and collectively -- is in
the process of building a legacy that has the
potential to change the future of our towns, our
nation, and ultimately, the planet. Big talk, I
know. But the way you and I interact with and
train up this next generation can change the
trajectory of their lives. It can change the way
they think, how they prioritize, how they value
the people and stuff in their lives, and how they
engage the world as adults.

You may not leave behind a camp that helps
shepherd other people's children towards a life
worthy of living. But as we prepare to launch
these kids "like arrows in a warrior's hand" into
the world as adults, we are building a legacy
that can ripple through generations. Doc's
legacy was outsized, but it is entirely possible
that your kids may stand on the shoulders of
such giants and accomplish deeds as yet
undreamed.

These are difficult and unsettling times, but they
are also times of great hope and opportunity. I
encourage you to engage this generation with
the understanding that they are, indeed, our
legacies under construction. Let's build them
well.
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All about Indices
No doubt you've seen headlines reporting that a
particular index is up or down. But do you know
how an index works, and why understanding
the nuts and bolts of a specific index can make
a difference to your portfolio?

An index is simply a way to measure and report
the fluctuations of a securities market or a
particular segment of a market. An index is
developed by a company that sets specific
criteria to determine which securities are
included in the index--factors such as a
company's size or location, or the liquidity of its
stock. For example, the S&P 500 is a collection
of large-cap U.S.-based companies that
Standard and Poor's considers to be leading
representatives of a cross section of industries.

The company that develops the index tracks
the performance of its components and
aggregates the data to produce a single figure
that represents the index as a whole. Virtually
every asset class has at least one index that
tracks it, but because of the size and variety of
the stock market, there are more stock indexes
than any other type.

How indices are used
In addition to providing valuable information
needed to monitor how a particular market is
faring, an index can serve as the basis for
mutual funds or exchange-traded funds that
attempt to replicate its performance; that
process is known as indexing. An index also
can be used as a benchmark for funds that
invest in the same asset class, regardless of
whether a fund includes the same specific
securities. Finally, some investment products
do not attempt to replicate an index's
performance but represent a bet on the index's
general movements, though such investments
can be challenging and are not appropriate for
every investor.

You can't invest in an index
You cannot invest directly in an index. You
could always purchase each and every security
in the index and do the necessary trading to
ensure that the portfolio continues to mirror the
index, but the financial services industry has
saved you the trouble. As noted above,
investment products such as index mutual
funds and exchange-traded funds are used by
investors to try to capture a particular market's
performance.

However, an index-based investment may not
match the return of an index exactly. One
reason is what's known as "tracking error."
Costs such as taxes, operating expenses (even
minimal ones), and transaction costs can differ
among mutual funds. As a result, your return

may be slightly different from that of the index
or even other funds based on the same index,
even though most index funds try to keep
tracking error to a minimum.

Indices don't stay static
Though an index adheres to a set of guidelines
for selection of the securities it includes, the
company that oversees the index generally
reviews the security selection periodically. For
example, some indices are rebalanced if an
individual security grows so large that it
dominates the index. Others have a limit on
how much of the index can be devoted to a
particular sector or industry, and rebalance if
the proportion gets skewed. And in some
cases, an index is altered because of serious
problems with one of its components (for
example, Flowserve Corp. replaced
Washington Mutual Inc. in the S&P 500 after
WaMu was closed by the Office of Thrift
Supervision in 2008).

Weight watching
Even indices that include the same securities
may not operate in precisely the same way.
Why? Because different indices may weight the
relative importance of the same securities in
different ways. The way an index is weighted
determines how much of each individual
security is included in it--for example, how
many shares of stock. That weighting in turn
can affect the overall index's performance.

Some indices are weighted based on market
capitalization; the companies with the highest
market cap (total value of stock outstanding)
make up a larger share of the index than
companies with a smaller market cap. As a
result, those companies can have a
disproportionate impact on the performance of
an index weighted by market cap. For example,
a 10% decline in the price of the largest
company in the S&P 500 index would affect the
index's overall return more dramatically than a
10% drop in the price of a much smaller
company, because the S&P 500 is weighted by
market cap.

Other indices are weighted by price; the most
expensive stocks receive greater weight than
lower-priced stocks. The Dow Jones Industrial
Average, which includes 30 large, blue-chip
industrial stocks and is commonly referred to as
the Dow even though there are several Dow
indices, is price-weighted. A relatively new
approach to weighting an index is to use certain
fundamental attributes, such as dividends or
cash flow, as the basis for weighting the stocks
that comprise the index.

Before investing in a mutual
fund, you should carefully
consider its investment
objectives, risks, fees, and
expenses, which can be
found in the prospectus
available from the fund.
Read it carefully before
investing. And don't forget
that any investment involves
risk, including the possible
loss of principal, and there
can be no assurance that
any investment strategy will
be successful.

To produce a figure that
indicates the value of the
aggregated securities, an
index divisor is typically
applied to produce a more
manageable figure that is
easier to quote than the
index's actual value.
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Life Insurance Policy Loans: Tax and Other Implications
As the owner of a life insurance policy, you can
generally borrow the policy's cash surrender
value and use the proceeds for any purpose.
Before you take a policy loan, be sure you
understand the implications of the loan on the
policy itself as well as any tax implications, now
and in the future.

Effect of policy loan on policy
You can generally borrow an amount up to the
policy's cash surrender value (less an
adjustment for interest) from the insurer. The
insurer will charge you interest on the loan.
Generally, interest is not actually paid, but is
added to the amount of the loan. Interest
charged on a policy loan is not generally
deductible for income tax purposes. There
could be other adjustments as well under the
contract; for example, a participating policy may
restrict the payment of dividends to you while a
loan is outstanding.

You are not required to repay a life insurance
policy loan. But you can generally repay a life
insurance policy loan at any time while the
insured is alive. If you do not repay the loan,
the cash surrender value paid to you or the
policy proceeds at death will be reduced by the
amount of the loan (plus interest). Thus, a loan
generally reduces life insurance protection.

If the amount borrowed plus interest ever
equals or exceeds the cash surrender value,
the policy can terminate if additional amounts
are not paid into the life insurance policy. Life
insurance protection could be lost.

If you have any incidents of ownership in a life
insurance policy on your life, proceeds paid at
death are includable in your gross estate for
federal estate tax purposes. The right to obtain
a policy loan is an incident of ownership.
Generally, life insurance proceeds received at
death by your beneficiary are received income
tax free.

Taxation of policy loan
You can borrow against your life insurance
policy, and the loan proceeds are generally not
taxable to you (unless the policy is a modified
endowment contract (MEC), see sidebar).

A loan from a MEC is treated as a distribution
from the MEC. A distribution from a MEC is
subject to the income-out-first rule. As amounts
are distributed, they are treated as consisting of
taxable income to the extent that they do not
exceed the excess of the cash surrender value
of the policy over the investment in the contract
(generally, premiums paid less tax-free
distributions). The taxable income will also be
subject to a 10% penalty tax unless the
distribution is made after age 59½, on account

of disability, or as part of a series of
substantially equal periodic payments.

Example(s): You have a MEC with a cash
surrender value of $100,000. You have paid
premiums of $50,000. You take a policy loan for
$60,000. The first $50,000 ($100,000 cash
surrender value - $50,000 investment in the
contract) of the loan is taxable income to you.

Lapse or surrender of policy
An outstanding loan is generally treated as an
amount received if a policy lapses or is
surrendered and may result in taxable income.
A policy can lapse if premiums are not paid and
the policy terminates when any policy benefits
are exhausted as a result. Also, as noted
above, if the amount borrowed plus interest
ever equals or exceeds the cash surrender
value, the policy can terminate if additional
amounts are not paid into the life insurance
policy. You can cash in a policy by surrendering
the policy to the insurer in return for the policy's
cash surrender value (as reduced by the
amount of the loan plus interest).

If you surrender your policy to the life insurance
company or the policy lapses, any gain realized
is taxable at ordinary income tax rates. The
gain is the excess of the amount you receive
over the net premium cost. The net premium
cost is the total premiums you paid less any
tax-free distributions received. An outstanding
loan is generally treated as an amount received
if a policy is surrendered or lapsed and may
result in taxable income.

Example(s): You have a life insurance policy
with a cash surrender value of $200,000. You
have paid premiums of $75,000. You also have
an outstanding policy loan of $175,000. There
have been no distributions from the policy. You
surrender the policy to the insurer for $25,000
cash. You have taxable ordinary income of
$125,000 ($25,000 cash + $175,000 loan -
$75,000 premiums). If you have not prepared
for it, it may come as quite a shock.

Example(s): You have a life insurance policy
with a cash surrender value of $200,000. You
have paid premiums of $75,000. You also have
an outstanding policy loan of $200,000. There
have been no distributions from the policy. The
policy lapses. You have taxable ordinary
income of $125,000 ($200,000 loan - $75,000
premiums). Once again, if you have not
prepared for it, it may come as quite a shock.

What is a MEC?

A life insurance policy
purchased after June 20,
1988, is a modified
endowment contract if the
accumulated premiums paid
at any time during the first
seven years exceed the sum
of the net level premiums
for a policy that would be
paid up after seven years. A
single premium policy is
one example of a modified
endowment contract. (Your
life insurance company or
life insurance agent can tell
you if a policy is a modified
endowment contract.)
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Content represents the opinions of the author and should be
viewed as such. These opinions in no way represent any type of
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Past performance is no guarantee of future results. The price
movements within capital markets cannot be guaranteed and
always remain uncertain. The above opinions are meant to
stimulate thought and should be viewed as such. You are
encouraged to discuss these views with your representatives if
you have any questions or concerns. Any indices mentioned are
unmanaged and cannot be invested in directly.

It must here be mentioned that technical analysis offers no
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represents an observation of past performance and trend, and
past performance and trend are no guarantee of future
performance, price or trend. The price movements within capital
markets cannot be guaranteed and always remain uncertain.

Neither Cambridge Investment Research nor Preferred
Planning Concepts is responsible for the accuracy of content
provided by third parties. All material presented herein is
believed to be reliable but we cannot attest to its accuracy.

All charts presented were made available by eSignal, a charting
service available to individuals or professionals. Anyone
interested in exploring the potentials of eSignal should give us a
call.

What is a pet trust?
A pet trust is a contract you
use to provide for the care and
financial support of your pet
upon your disability or death.
As the trustor (creator) of the

trust, you fund the trust with property or cash
that can be used to provide for the care and
protection of your pet based on the instructions
you lay out in the trust.

Your pet trust should name a trustee, who will
carry out your instructions for the care of your
pet, including handling and disbursement of
trust funds and turning your pet over to the
person or entity you designate to serve as your
pet's caregiver.

As with most trusts, you can create your pet
trust while you're alive (an inter vivos or living
trust) or at your death through your will (a
testamentary trust). In either case, you can
generally change the terms of your pet trust at
any time during your lifetime to accommodate
changing circumstances. If you create an inter
vivos trust, you can fund it with cash or property
either during your life or at your death through
your will. A testamentary trust is only funded
after you die.

Some of the instructions to consider for your
pet trust include: provisions for food and diet,
daily routines, toys, medical care and grooming,
how the trustee or caregiver is to document
expenditures for reimbursement, whether the
trust will insure the caregiver for any injuries or
claims caused by your pet, and the disposition
of your pet's remains.

You may also want to name a person or
organization to take your pet should your trust
run out of funds. Also, consider naming a
remainder beneficiary to receive any funds or
property remaining in the trust after your pet
dies.

A potential problem arises if your pet is
expected to live for more than 21 years after
your death. That's because the "rule against
perpetuities" forbids a trust from lasting beyond
a certain period of time, usually 21 years after
the death of an identified person. However,
almost every state has laws relating to pet
trusts that address this issue in particular and
allow for the continued maintenance of the trust
even if its terms would otherwise violate the
rule.

What is a funeral trust?
A funeral trust is a contract
you enter into with a provider
of funeral or burial services.
Often, the trust is entered into
directly with the funeral home,

which may agree to "lock in" costs for future
funeral or burial services at an agreed upon
price. The funeral home sometimes serves as
trustee (manager of trust assets), and you
usually fund the trust with cash, bonds, or life
insurance. A revocable funeral trust can be
changed and revoked by you at any time. An
irrevocable trust can't be changed or revoked,
and you generally can't get your money out
except to pay for funeral services.

Irrevocable funeral trusts may also help you
qualify for long-term care benefits through
Medicaid. These trusts may be funded with
assets that would otherwise be countable
resources for Medicaid. They are also often
sold through insurance companies, in which
case they are typically funded with
single-premium whole life insurance. Trust
assets, including life insurance death benefits,
are not countable resources when trying to
qualify for long-term care benefits through
Medicaid. And you can fund the funeral trust

right before entering the nursing home--there's
no "look-back" period for these transfers.

Another advantage of funding your trust with life
insurance is that the trust will have no taxable
income to report, since life insurance cash
values grow tax deferred. Otherwise, income
from trust assets may be taxed to you as the
trustor (creator of the trust) unless the trustee
elects to treat the trust as a qualified funeral
trust by filing form 1041-QFT with the IRS, in
which case trust income is taxed to the trust.

But what if you want to change funeral homes,
or the facility you selected goes out of
business? Does your irrevocable trust allow you
to change beneficiaries (e.g., funeral homes)?
Are trust funds protected from creditors of the
funeral home? States have laws regulating
prepaid funeral trusts that often require funeral
homes to keep trust assets separate from their
own business assets--keeping them safe from
funeral home creditors. And most irrevocable
trusts are transferable to another funeral home
should the initial business fail or you change
funeral homes.
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