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The second article of this month's newsletter,
Be Prepared to Retire in a Volatile Market ,
includes a reference to "buckets of money" as it
pertains to doing asset allocation as an
investor. It is well-written and we encourage
you to read it.

That said, we thought we would share with you
the key points of the unique Time Bucket
Approach we have been using with our clients
since early 2000.

The approach is designed to allow a client to
withdraw income during retirement from
lower-risk, less-volatile assets while allowing
their more growth-focused assets to go
untouched for longer periods of time to allow for
a better chance of growth.

Here are the main highlights of our Time
Bucket Approach:

- We seek to make sure the client has enough
liquid cash to deal with unexpected
emergencies.

- We seek to have the client set aside liquid,
safe savings for known short-term expenses in
the next 24 months that are NOT emergencies
(i.e. tuition, wedding, trip, car, etc.).

- If the client indicates that some of their
accumulated savings will need to be accessed
in the next five years, we recommend having
that portion of their investments allocated to
conservative, lower-risk options with possible
lower returns. We refer to this as Time Bucket
#1.

- Assets that the client indicates can be left
alone for 6-10 years would then go into what
we refer to as Time Bucket #2.

This would be a more "balanced" allocation
between stocks and bonds that would be
customized to the person's individual risk
tolerance.

- Assets that the client says are able to go
"untouched" for 10 or more years can be
allocated very strongly into growth-focused
stocks/equities. History has shown that if funds
can be left invested in the stock market for
longer periods of time, there is usually a better
chance of the funds growing at a higher rate.
We call this Time Bucket #3.

When someone is actually ready to retire, and
now needs to start taking income from their
investments, we apply the same basic system
in terms of how to get the desired income to
them without exposing their funds to undue
levels of risk. We refer to these buckets as
Income Time Buckets.

To get a deeper understanding of how we use
this approach with clients, look for our longer
feature - Why We Love to Use Our Time
Buckets with Clients - posted under the
Newsletters-PPC Commentaries tab at our
website: PPCPlanning.com

If you find the concept intriguing, let us show
you how to employ it on your assets.

- Ken, Dave, Todd, Julie, Therese and Maja
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Be Prepared to Retire in a Volatile Market
In an ideal world, your retirement would be
timed perfectly. You would be ready to leave
the workforce, your debt would be paid off, and
your nest egg would be large enough to provide
a comfortable retirement--with some left over to
leave a legacy for your heirs.

Unfortunately, this is not a perfect world, and
events can take you by surprise. In a survey
conducted by the Employee Benefit Research
Institute, only 44% of current retirees said they
retired when they had planned; 46% retired
earlier, many for reasons beyond their control.1
But even if you retire on schedule and have
other pieces of the retirement puzzle in place,
you cannot predict the stock market. What if
you retire during a market downturn?

Sequencing risk
The risk of experiencing poor investment
performance at the wrong time is called
sequencing risk or sequence of returns risk. All
investments are subject to market fluctuation,
risk, and loss of principal--and you can expect
the market to rise and fall throughout your
retirement. However, market losses on the front
end of your retirement could have an outsized
effect on the income you might receive from
your portfolio.

If the market drops sharply before your planned
retirement date, you may have to decide
between retiring with a smaller portfolio or
working longer to rebuild your assets. If a big
drop comes early in retirement, you may have
to sell investments during the downswing,
depleting assets more quickly than if you had
waited and reducing your portfolio's potential to
benefit when the market turns upward.

Dividing your portfolio
One strategy that may help address
sequencing risk is to allocate your portfolio into
three different buckets that reflect the needs,
risk level, and growth potential of three
retirement phases.

Short-term (first 2 to 3 years): Assets such as
cash and cash alternatives that you could draw
on regardless of market conditions.

Mid-term (3 to 10 years in the future): Mostly
fixed-income securities that may have
moderate growth potential with low or moderate
volatility. You might also have some equities in
this bucket.

Long-term (more than 10 years in the
future): Primarily growth-oriented investments
such as stocks that might be more volatile but
have higher growth potential over the long term.

Throughout your retirement, you can
periodically move assets from the long-term

bucket to the other two buckets so you continue
to have short-term and mid-term funds
available. This enables you to take a more
strategic approach in choosing appropriate
times to buy or sell assets. Although you will
always need assets in the short-term bucket,
you can monitor performance in your mid-term
and long-term buckets and shift assets based
on changing circumstances and longer-term
market cycles.

If this strategy appeals to you, consider
restructuring your portfolio before you retire so
you can choose appropriate times to adjust
your investments.

Determining withdrawals
The three-part allocation strategy may help
mitigate the effects of a down market by
spreading risk over a longer period of time, but
it does not help determine how much to
withdraw from your savings each year. The
amount you withdraw will directly affect how
long your savings might last under any market
conditions, but it is especially critical in volatile
markets.

One common rule of thumb is the so-called 4%
rule. According to this strategy, you initially
withdraw 4% of your portfolio, increasing the
amount annually to account for inflation. Some
experts consider this approach to be too
aggressive--you might withdraw less depending
on your personal situation and market
performance, or more if you receive large
market gains.

Another strategy, sometimes called the
endowment method, automatically adjusts for
market performance. Like the 4% rule, the
endowment method begins with an initial
withdrawal of a fixed percentage, typically 3%
to 5%. In subsequent years, the same fixed
percentage is applied to the remaining assets,
so the actual withdrawal amount may go up or
down depending on previous withdrawals and
market performance.

A modified endowment method applies a ceiling
and/or a floor to the change in your withdrawal
amount. You still base your withdrawals on a
fixed percentage of the remaining assets, but
you limit any increase or decrease from the
prior year's withdrawal amount. This could help
prevent you from withdrawing too much after a
good market year, while maintaining a relatively
steady income after a down market year.

Note: Asset allocation is a method used to help
manage investment risk; it does not guarantee
a profit or protect against investment loss.
1 Employee Benefit Research Institute, "2016
Retirement Confidence Survey"

Market losses on the front
end of your retirement could
have an outsized effect on
the income you might
receive from your portfolio.
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Understanding the Net Investment Income Tax
It's been around since 2013, but many are still
struggling to come to grips with the net
investment income tax. The 3.8% tax, which is
sometimes referred to as the Medicare surtax
on net investment income, affected
approximately 3.1 million federal income tax
returns for 2013 (the only year for which data is
available) to the tune of almost $11.7 billion.1
Here's what you need to know.

What is it?
The net investment income tax is a 3.8% "extra"
tax that applies to certain investment income in
addition to any other income tax due. Whether
you're subject to the tax depends on two
general factors: the amount of your modified
adjusted gross income for the year, and how
much net investment income you have.

Note: Nonresident aliens are not subject to the
net investment income tax.

What income thresholds apply?
Modified adjusted gross income (MAGI) is
basically adjusted gross income--the amount
that shows up on line 37 of your IRS Form
1040--with certain amounts excluded from
income added back in.

The net investment income tax applies only if
your modified adjusted gross income exceeds
the following thresholds:

Filing Status MAGI

Married filing jointly or
qualifying widow(er)

$250,000

Married filing separately $125,000

Single or head of household $200,000

What is net investment income?
Investment income generally includes interest,
dividends, capital gains, rental and royalty
income, income from nonqualified annuities,
and income from passive business activities
and businesses engaged in the trade of
financial instruments or commodities.
Investment income does not include wages,
unemployment compensation, Social Security
benefits, tax-exempt interest, self-employment
income, or distributions from most qualified
retirement plans and IRAs.

Note: Even though items like wages and
retirement plan distributions aren't included in
net investment income, they are obviously a
factor in calculating MAGI. So higher levels of
non-investment income can still make a
difference in whether the net investment
income tax applies.

Gain from the sale of a personal residence
would generally be included in determining
investment income. However, investment
income does not include any amount of gain
that is excluded from gross income for regular
income tax purposes. Qualifying individuals are
generally able to exclude the first $250,000--or
$500,000 for married couples filing jointly--of
gain on the sale of a principal residence; any of
the gain that's excluded for regular income tax
purposes would not be included in determining
investment income.

To calculate net investment income, you reduce
your gross investment income by any
deductible expenses that can be allocated to
the income. So, for example, associated
investment interest expense, investment and
brokerage fees, expenses associated with
rental and royalty income, and state and local
income taxes can all be factored in.

How is the tax calculated?
You know your modified adjusted gross
income. You know your net investment income.
To calculate the net investment income tax, first
subtract the threshold figure (shown above) for
your filing status from your MAGI. Then
compare the result with your net investment
income. Multiply the lower of the two figures by
3.8%.

For example, assume you and your spouse file
a joint federal income tax return and have
$270,000 in MAGI and $50,000 in net
investment income. Your MAGI is $20,000 over
the $250,000 threshold for married couples
filing jointly. You would owe $760 (3.8%
multiplied by $20,000), because the tax is
based on the lesser of net investment income
or MAGI exceeding the threshold.

How is it reported?
If you're subject to the net investment income
tax, you must complete IRS Form 8960, Net
Investment Income Tax--Individuals, Estates,
and Trusts, and attach it to your federal income
tax return (you must file IRS Form 1040). The
instructions for IRS Form 8960 provide an
overview of the rules that apply and can be a
good source of additional information. If you
think you may be affected by the net investment
income tax, though, it's a good idea to consider
discussing your individual situation with a tax
professional.
1 IRS Statistics of Income Bulletin, Spring 2015

The 3.8% net investment
income tax, sometimes
referred to as the Medicare
surtax on net investment
income, originated in
revenue provisions included
in the Affordable Care Act of
2010. Unlike payroll tax
revenues, funds collected
from this surtax are
deposited into the general
fund of the U.S. Treasury;
they are not applied to the
Medicare Trust Fund.
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Securities offered through Registered Representatives of
Cambridge Investment Research, Inc., a Broker/Dealer,
Member FINRA/SIPC. Advisory services through
Cambridge Investment Research Advisors, Inc., a
Registered Investment Advisor. Cambridge and Preferred
Planning Concepts, LLC are not affiliated.

Please be aware that this is not a recommendation to
purchase or sell any security or for any individual or
institution to alter their portfolio holdings. Every individual
or institution has its own risk tolerance and investment
objectives and perspectives.

Any opinions of the author should be viewed as such and
in no way represent any type of guarantee. They 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.

Realize that investing in securities carries with it
uncertainty and the risk of loss of principal. Lost
investment opportunity is also a possibility. Investing in
securities carries no guarantees, and past performance is
no guarantee of future results. The price movements
within capital markets cannot be guaranteed and always
remain uncertain.

Any indices mentioned are unmanaged and cannot be
invested in directly.

Technical analysis offers no guarantees of future price
movements. It represents an observation of past
performance and trend and is 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.

Have you heard about the newest employee perk?
What's one of the most
cutting-edge employee
benefits right now?
Company-provided student
loan assistance for employees

who are paying back student loans.

With a record amount of student loan debt
attached to the incoming workforce (visit
finaid.org to see a student debt clock that now
tops $1.3 trillion), companies that rely on a
college-educated workforce--and want to attract
and retain the best workers--are starting to offer
student loan assistance to meet this immediate
financial concern of many employees.

How do these programs work? Generally, an
employer will contribute a certain amount each
month toward an employee's student loans,
typically from $100 to $250 per month, up to a
lifetime cap (for example, $10,000). Programs
may restrict participation to employees who
have been with the company for a minimum
period of time, and may require employees to
remain at the company for a certain period of
time after they receive loan repayment benefits.

But participants beware: Unlike matching
401(k) contributions that companies may give
to employees, money given to help repay

student loans is considered taxable income. Yet
for college graduates facing thousands of
dollars of debt and years of loan repayment,
this employee benefit can be an attractive perk.
Along with the actual financial help, borrowers
may get a psychological boost from knowing
that they have a plan in place to successfully
pay off their loans and that their employer is
invested in the outcome.

Even with the early hype, company student
loan repayment programs are still a relatively
uncommon employee benefit. According to a
2015 employee benefit survey by the Society
for Human Resource Management, these plans
were offered by only 3% of the more than 450
companies surveyed. Essentially, a handful of
large employers that hire a large number of
college grads are at the forefront of this trend.

Industry observers expect a lot of pent-up
demand for this employee benefit as
millennials' student debt burdens continue to
garner widespread attention and employee
retention efforts intensify as the economy
improves. A company's contribution probably
won't cover 100% of a young employee's
student debt, but it might make a meaningful
and welcome dent.

Should I pay off my student loans early or contribute to
my workplace 401(k)?
For young adults with college
debt, deciding whether to pay
off student loans early or
contribute to a 401(k) can be

tough. It's a financial tug-of-war between
digging out from debt today and saving for the
future, both of which are very important goals.
Unfortunately, this dilemma affects many
people in the workplace today. According to a
student debt report by The Institute for College
Access and Success, nearly 70% of college
grads in the class of 2014 had student debt,
and their average debt was nearly $29,000.
This equates to a monthly payment of $294,
assuming a 4% interest rate and a standard
10-year repayment term.

Let's assume you have a $300 monthly student
loan payment. You have to pay it each
month--that's non-negotiable. But should you
pay more toward your loans each month to pay
them off faster? Or should you contribute any
extra funds to your 401(k)? The answer boils
down to how your money can best be put to
work for you.

The first question you should ask is whether
your employer offers a 401(k) match. If yes, you

shouldn't leave this free money on the table.
For example, let's assume your employer
matches $1 for every dollar you save in your
401(k), up to 6% of your pay. If you make
$50,000 a year, 6% of your pay is $3,000. So at
a minimum, you should consider contributing
$3,000 per year to your 401(k)--or $250 per
month--to get the full $3,000 match. That's
potentially a 100% return on your investment.

Even if your employer doesn't offer a 401(k)
match, it can still be a good idea to contribute to
your 401(k). When you make extra payments
on a specific debt, you are essentially earning a
return equal to the interest rate on that debt. If
the interest rate on your student loans is
relatively low, the potential long-term returns
earned on your 401(k) may outweigh the
benefits of shaving a year or two off your
student loans. In addition, young adults have
time on their side when saving for retirement,
so the long-term growth potential of even small
investment amounts can make contributing to
your 401(k) a smart financial move.

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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