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If you made a New
Year's Resolution to
get healthy, you may
get more bang for
your resolution buck
than you bargained
for. That's because
healthy habits can
benefit your wallet
as well as your
body.

The link between health and money
According to the Centers for Disease Control
and Prevention (CDC), chronic
conditions--including diabetes, heart disease,
and cancer--account for more than 75% of all
health-care costs nationwide. Nearly half of all
Americans have a chronic disease, which can
lead to other problems that are devastating not
just to health but also to a family's finances.
People with a chronic condition pay five times
more for health care each year, on average, as
those without a chronic disease.*

Many chronic diseases can be linked to four
behaviors: tobacco use, excessive alcohol
consumption, poor eating habits, and inactivity.*
A closer look at each of these behaviors
demonstrates the health-money connection.

Tobacco and alcohol
The American Cancer Society (ACS) reports
that the average price of a pack of cigarettes in
the United States is $6.36. That means the
average annual cost for a pack-a-day smoker is
more than $2,300. However, the average
health-related cost to a smoker, says the ACS,
is $35 per pack--or $12,775 per year for
someone who smokes a pack a day.

The National Institute on Alcohol Abuse and
Alcoholism defines moderate drinking as one
drink per day for women and two for men.
Drinking more than that can lead to health
problems, including various forms of cancer as
well as impairment of your brain, heart, liver,
and pancreas. Such outcomes have economic
costs. The CDC reports that in 2006, the
national cost of excessive alcohol consumption
was $223.5 billion, 42% of which was

shouldered by excessive drinkers and their
families.

Eating habits and activity level
Proper nutrition and regular exercise are vital to
staying healthy, but they can also save you
money. For example, reducing the amount of
high-in-saturated-fat products, processed
foods, and red meat in your diet can result in
benefits to your heart and wallet. Replacing
high-fat ingredients in some recipes with
healthier, low-cost options--such as using
beans instead of ground beef--can help trim
your grocery bills. And replacing high-calorie
meals eaten at restaurants with meals made at
home using fresh, in-season ingredients can
benefit both body and bank account.

Current guidelines from the U.S. Department of
Health and Human Services recommend at
least 2½ hours of moderate physical activity per
week. Many opportunities exist in everyday life
to both accumulate active minutes and save
money. Instead of driving to your destination,
walk or ride a bike. Do your own yard work or
house cleaning instead of hiring help. Go for a
hike or play ball with your kids rather than going
to the movies or visiting an amusement park.

Long-term considerations
Chronic disease also has indirect long-term
costs. Leaving the workforce for extended
periods--or having to retire early--means fewer
paychecks, less chance to benefit from
workplace-provided retirement plans and
health-care benefits, and lower earnings to
apply toward Social Security benefits. In
addition, chronic diseases often necessitate
home renovations, the hiring of specialized care
providers, or even permanent nursing care.
When viewed over the long term, taking steps
today to reduce your risks of getting sick down
the road may make good health and financial
sense.

*Sources: Centers for Disease Control and
Prevention, the Department of Health and
Human Services, and the Partnership to Fight
Chronic Disease
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Investor, Know Thyself: How Your Biases Can Affect Investment
Decisions
Traditional economic models are based on a
simple premise: people make rational financial
decisions that are designed to maximize their
economic benefits. In reality, however, most
humans don't make decisions based on a
sterile analysis of the pros and cons. While
most of us do think carefully about financial
decisions, it is nearly impossible to completely
disconnect from our "gut feelings," that nagging
intuition that seems to have been deeply
implanted in the recesses of our brain.

Over the past few decades, another school of
thought has emerged that examines how
human psychological factors influence
economic and financial decisions. This
field--known as behavioral economics, or in the
investing arena, behavioral finance--has
identified several biases that can unnerve even
the most stoic investor. Understanding these
biases may help you avoid questionable calls in
the heat of the financial moment.

Sound familiar?
Following is a brief summary of some common
biases influencing even the most experienced
investors. Can you relate to any of these?

1. Anchoring refers to the tendency to
become attached to something, even when it
may not make sense. Examples include a
piece of furniture that has outlived its
usefulness, a home or car that one can no
longer afford, or a piece of information that is
believed to be true, but is in fact, false. In
investing, it can refer to the tendency to
either hold an investment too long or place
too much reliance on a certain piece of data
or information.

2. Loss-aversion bias is the term used to
describe the tendency to fear losses more
than celebrate equivalent gains. For
example, you may experience joy at the
thought of finding yourself $5,000 richer, but
the thought of losing $5,000 might provoke a
far greater fear. Similar to anchoring, loss
aversion could cause you to hold onto a
losing investment too long, with the fear of
turning a paper loss into a real loss.

3. Endowment bias is also similar to
loss-aversion bias and anchoring in that it
encourages investors to "endow" a greater
value in what they currently own over other
possibilities. You may presume the
investments in your portfolio are of higher
quality than other available alternatives,
simply because you own them.

4. Overconfidence is simply having so much
confidence in your own ability to select
investments for your portfolio that you might

ignore warning signals.
5. Confirmation bias is the tendency to latch

onto, and assign more authority to, opinions
that agree with your own. For example, you
might give more credence to an analyst
report that favors a stock you recently
purchased, in spite of several other reports
indicating a neutral or negative outlook.

6. The bandwagon effect, also known as herd
behavior, happens when decisions are
made simply because "everyone else is
doing it." For an example of this, one might
look no further than a fairly recent and
much-hyped social media company's initial
public offering (IPO). Many a discouraged
investor jumped at that IPO only to sell at a
significant loss a few months later. (Some of
these investors may have also suffered from
overconfidence bias.)

7. Recency bias refers to the fact that recent
events can have a stronger influence on
your decisions than other, more distant
events. For example, if you were severely
burned by the market downturn in 2008, you
may have been hesitant about continuing or
increasing your investments once the
markets settled down. Conversely, if you
were encouraged by the stock market's
subsequent bull run, you may have
increased the money you put into equities,
hoping to take advantage of any further
gains. Consider that neither of these
perspectives may be entirely rational given
that investment decisions should be based
on your individual goals, time horizon, and
risk tolerance.

8. A negativity bias indicates the tendency to
give more importance to negative news than
positive news, which can cause you to be
more risk-averse than appropriate for your
situation.

An objective view can help
The human brain has evolved over millennia
into a complex decision-making tool, allowing
us to retrieve past experiences and process
information so quickly that we can respond
almost instantaneously to perceived threats and
opportunities. However, when it comes to your
finances, these gut feelings may not be your
strongest ally, and in fact may work against
you. Before jumping to any conclusions about
your finances, consider what biases may be at
work beneath your conscious radar. It might
also help to consider the opinions of an
objective third party, such as a qualified
financial professional, who could help identify
any biases that may be clouding your judgment.

In psychology, "heuristics"
refers to the mental
decision-making short-cuts
that individuals develop
over time based on past
experiences. While
heuristics can be helpful in
avoiding unnecessary
deliberation, they can also
lead to misleading biases
that can derail even the
most well-thought-out
financial plan.
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Importance of Timing a Roth IRA Conversion: An Example
Conventional wisdom holds that if you convert a
traditional IRA to a Roth IRA, you should never
pay the conversion taxes from IRA assets. The
reason is that you'll be depleting IRA assets
that might otherwise be available to grow on a
tax-deferred basis. The withdrawal from a
traditional IRA to pay the conversion taxes is
also a taxable distribution, generating an
additional tax liability, requiring an additional
withdrawal, and so on--plus you'll generally pay
a 10% penalty if you're not yet 59½.

It's also conventional wisdom that converting a
traditional IRA to a Roth IRA is tax neutral so
long as income tax rates remain the same at
the time of conversion and after retirement.

Conventional wisdom isn't always right
But there's one scenario where conventional
wisdom may not apply. This is best explained
with an example.1 Let's assume the following:

1. You'll be 59½ or older as of January 1, 2015,
and you've had a Roth IRA for at least five
years. So you'll be eligible for tax-free and
penalty-free qualified distributions from your
Roth IRA in 2015.

2. You've decided that it's appropriate for you to
have more retirement assets in a Roth IRA.

3. You own a stock in your traditional IRA that
you anticipate could be a candidate for
higher-than-average gains. For example, let's
assume you own 10,000 shares of Acme
Pharmaceuticals, a highly speculative biotech
that has a drug pending before the FDA. The
shares are currently trading at $10. After
diligent research, you've determined that the
Acme stock could climb to as much as $50 if
the drug is approved by the FDA, but it is
equally likely to drop to $1 if not approved. The
FDA deadline for approval is October 1, 2015.
(For simplicity, we'll assume the Acme stock is
the only asset in your traditional IRA and that
you are converting the entire IRA.)

4. You want to convert your traditional IRA to a
Roth in 2015, before the potential appreciation
in Acme stock, but you don't have any cash
available to pay the conversion tax, or you
simply don't want to pay the conversion tax
from other (non-IRA) assets.

Now let's further assume that Acme's drug does
receive FDA approval on October 1, 2015, and
the stock does in fact jump from $10 to $50.

Result if you do not convert
If you did not convert your traditional IRA to a
Roth IRA, your traditional IRA would now hold
10,000 shares of Acme stock worth $500,000.
Again, for simplicity, let's assume you sell the
stock, your account now holds the $500,000

cash proceeds, and you make no further trades
or contributions to the account. Assuming you
earn 6% until your retirement in 10 years, your
account would grow to approximately $895,000.
Assuming a 28% federal income tax rate, the
after-tax value of your account would be
$644,705 at retirement.

Result if you do convert
Now let's assume you did convert your
traditional IRA to a Roth IRA before October 1,
2015. The stock was worth $100,000 at the
time of conversion, and assuming a 28% tax
rate, the federal income tax is $28,000, due
when you file your 2015 tax return. On October
1, when the drug is approved, the value of the
shares increases to $500,000. Again, for
simplicity, let's assume you sell the stock, your
account now holds the $500,000 cash
proceeds, and you make no further trades or
contributions to the Roth IRA.

On October 1 you also receive a tax-free
$28,000 qualified distribution from the Roth IRA
to pay the conversion tax (although technically
you wouldn't need to actually pay that tax until
April 15, 2016).2 Now your Roth IRA balance is
$472,000. Assuming the same 6% earnings
rate, after 10 years your IRA would have grown
to approximately $845,000--about $200,000
more than if you had not converted--even
though tax rates have remained constant and
you've paid the conversion tax from IRA assets.

There's no magic to this. You're simply
paying--from the Roth IRA--conversion taxes on
the stock before the appreciation, instead of
paying taxes on the fully appreciated value of
the stock in the traditional IRA at retirement.
But by paying the conversion tax from the Roth
IRA--instead of from the traditional IRA--you're
able to convert your entire traditional IRA,
keeping the funds in the Roth IRA (and
potentially benefitting from the hoped-for
appreciation) until you actually make a
withdrawal from the Roth IRA to pay the tax.

And you can always recharacterize if
things go wrong
But what happens if you turn out to be wrong,
the FDA does not approve Acme's drug, and
the stock drops to $1? Well, in that case, you
can simply undo the conversion. You have until
October 15, 2016, to recharacterize the Roth
IRA back to a traditional IRA, and for tax
purposes you'll be treated as though the
conversion never happened (with no resulting
tax bill, or a tax refund if you already paid taxes
on the conversion).

Before taking any specific action, be sure to
consult with your tax professional.

1 This hypothetical example
is not intended to reflect the
actual performance of any
specific investment, nor is it
an estimate or guarantee of
future value.

2 If you wait until April 15,
2016, to actually withdraw
funds from the Roth IRA to
pay the conversion taxes,
do you need to worry about
paying estimated tax on the
$100,000 of conversion
income? Technically, yes.
You might need to increase
your withholding on other
income, or make estimated
tax payments, as a result of
the conversion.

But keep in mind that there
are a number of important
exceptions to the estimated
tax payment rules. For
example, if your tax
withholding for 2015 is at
least equal to your 2014 tax
liability, you generally would
not be required to make
estimated tax payments, and
you would not be subject to
an underpayment penalty,
regardless of the amount of
your Roth conversion
income.
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Do you understand the definition of financial aid?
The term "financial aid" goes
hand in hand with paying for
college. But it can mean
different things to different
people, and often the term is

used in various ways, even by colleges.

"Financial aid" is money that can help students
pay for college. Many people think of student
loans when they hear the term financial aid, but
loans are just one part. In addition to loans,
financial aid includes scholarships, grants, and
work-study jobs. Scholarships and grants are
gifts; they do not need to be repaid. Loans, on
the other hand, have to be repaid with interest,
while work-study jobs are a work obligation for
the student. Aid can be need-based or
non-need-based, though most people think of
financial aid as being strictly need-based.

Loans. The main sources of loans are the
federal government and private lenders.
Students with the greatest financial need are
eligible for the government's subsidized
Stafford Loan and Perkins Loan ("subsidized"
means Uncle Sam pays the interest while the
student is in school and during certain other
periods); all students are eligible for the
government's unsubsidized Stafford Loan. The

loan amounts are capped each year.

For parents, the government offers PLUS
Loans, which let parents borrow up to the full
cost of their child's education. Private lenders
also offer student loans and parent loans.
Generally, the government offers more
favorable loan repayment options than private
lenders, most notably several income-sensitive
repayment options.

Grants & scholarships. Though students with
the greatest financial need typically qualify for a
federal Pell Grant, the main source of grants
and scholarships for the majority of students is
colleges. College grants and scholarships can
be based on financial need (as determined by
the college's own aid form) or on merit, whether
academic, athletic, or some other talent.
Colleges vary widely in the type (need-based or
merit-based) and amount of grants and
scholarships they offer. As your family
researches college options, exploring these
differences is probably the single biggest thing
you can do to optimize your bottom line.

Work-study jobs. The government underwrites
work-study jobs for the neediest students, but
colleges may also offer campus jobs that are
not necessarily based on need.

Is it possible to accidentally disinherit my heirs?
Yes. One of the most tragic
estate planning mistakes is
unintentionally disinheriting an
heir. Here are some of the
most common ways this

unfortunate situation can occur.

One cause of accidental disinheritance may be
the simplest: failure to make a will. In this case,
property generally passes according to the
intestacy laws of the state in which you're
"domiciled," and these laws vary widely from
state to state. For example, if you are married
and have children, state intestacy law might
leave one-third or one-half of your estate to
your spouse and the balance to your children.
This may or may not be what you would have
wanted.

Making an ineffective or faulty will can also
result in misdirected allocations. For example,
you may fail to provide for children born after
you make your will (this is what happened to
Anna Nicole Smith and Heath Ledger). The
lesson here is to forgo the do-it-yourself kit and
hire an estate planning attorney to draft and
execute your will, which should be reviewed
every year or two.

Failing to update your will can also result in
allocations that are made according to an old
will. This can lead to unwanted allocations (for
example, the effective disinheritance of children
when Mom or Dad remarries and everything
passes to the new spouse). Make it a rule to
review and update your will periodically,
especially after major life events such as
marriage, a birth or adoption, divorce, or a
death in the family. Also consider updating
beneficiary designations (for life insurance
policies, retirement accounts, payable on death
accounts, etc.) annually. And remember that
beneficiary designations trump provisions made
in your will.

A fourth cause of accidental disinheritance is
what's known as "ademption." This is the failure
of a specific bequest made in a will because the
property no longer exists in the decedent's
estate for some reason. For example, you
might leave your car to your son in your will,
and then sell or gift it to someone else before
you die. A similar situation can occur when a
life insurance policy is allowed to lapse (so
check your policies and don't forget to make the
premium payments).

Page 4 of 4


