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Become a Wise Investor

H

your portfolio's volatility
and by building an emer
gency fund to cover unex
pected expenses.

do you
become a \vise
investor? There's
no magic formula . How
ever, knO\ving a few
investing dos and don't
can help you creaL a
suc essful investment
strategy.
OW

Do Consider Taxes

Don't Get It?
Then don't buy it. Und r
standing what an invest
ment is and how it
makes money should be
the first step in creating
your portfolio lineup.
Before you invest in an
asset you know nothing
about, ask your financial
professional to review the
investment \vith you. Being
well-informed can help you
decide whether an invest
ment fits your goals and
risk tolerance.

Do Start Early
Take full advantao'e of the
power of compoundin . by
starting to invest early in
your working life . Over
lime, even small investment

amounts have the potential
to grow into a substantial
nest egg.

Don/t Ignore Risk
You'll have to contend with
many different kinds of risk
during your lifetime 
market risk, inflation risk,
or ev n the risk of losing
your job, to name just a
few. You can manage your
risk eX"posure by maintain
ing a diversified* invest
ment mix that helps reduce

Taxes can take a chunk
out of your investment
earnings. so invest to
minimize th tax hit. You
won 't owe taxes on the
pretax money you con
tribute to an employer's
qualified retirement plan
until you're ready to
make withdrawals 
presumably at retire
ment. Contributions to a
traditional individual retire
ment account (IRA) may
also be deductible on your
income-tax return. And
while after-lax contribu
tions to a Roth IRA are
never deductible, contribu
tions and earnings may be
withdrawn tax free once
certain conditions are met.

* Diversification does

noL
ens ure a projiL or prot.ect
against. loss in a declining
markeL.

You Better
Shop Around
Time for a new credit card?
Before you jump on one of the
offers you find in your mail
box, know what you're getting.
Cards that sound like a good
deal may not be once you read
up on the fees and restrictions.

Rewards and bonuses. If you
payoff your credit card bal
ance each month , you might
want to look for a card that
offers rewards, such as cash
back or airline miles, Some
rewards cards charge an
annual fee, though , so make
sure you'll get back in rewards
more than you're paying to
carry the card.
Low interest rates, If you
generally carry a balance, a
card \vith a low interest rate
may be your best option. But
be sure you're clear about the
terms. Some cards offer
"teaser" rates that expire after
a certain period of time. Con
finn what the new rate will be
once that happens. ~

Financial Innovations, LLC and DST are unrelated companies.
This publication was prepared for the publication's provider by DST. Article s are not written or produced
by the named represen tati ve.
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Will Your Money Last?
Buy It or
Lease It?

C

hoosing the make,
model, and color used
to be the bid 'est car
buying decisions you had to
make. But now you can add
one more a the mix: Should
you buy or lease?
Buying. Buying generally

involves more money dol},'11
and larger monthly pay
ments. but you 'll 0\\'11 the
car free and clear once it's
paid off. You won't owe
excess mileaoe charges, and
you can sell or trade lhe car
whenever you wanl. You 'l!
pay for maintenance once
lhe warranty expires, but if
you keep your car for many
years. your overall cos ts may
be lower.
Leasing. You may get more
car for a smaller monthly
payment. Repair costs may
be lower since the car gener
ally will remain under war
ranty. Bul you'll pay for
excess mileage and wear and
tear when the lease ends.
And if your needs change,
lerminating lhe lease early
could be costly.

N

obody can predict
how long you'll
spend in retire
ment. But one thing is
certain: You don't want to
run out of money. Con
sider the following
when estimating how
long your savings
will last.

Your Withdrawal Rate
The percentage of your
savings that you withdraw
each year may have a
significant impact on how

Your Expenses

Your Earnings
The rate of return on
your savings and
inveslments may playa
big role in making your
money last. However,
there's no way to predict
your investments' perfor
mance over time. It may be
useful to remember that
stocks histOrically have
provided higher returns
than more conservative
investments over th e long
term, so keeping a portion
of your portfolio invested
in s tocks after you retire
may be a good id a .*

more, even when inflation
is low. So the longer you
spend in retirement, the
more the buying power of
your savings may be
reduced by inflation.

long your money lasts. So
it's important to calculate
the amount you can with
draw without running out
of money based on a spe
cific time horizon - 30
or 40 years , for example.
You may need to adjust
your \-vithdrawal amount
in some years depending
on your returns and on the
inflation rate.

Estimating ex.-penses in
retirement can be tricky.
You may have to replace
expensive items such as
your car or your furnace.
And people often under
estimate health care
expenses, so make sure
you budget for deductibles,
copays, and supplemental
insurance or Medigap
premiums.

Your Longevity
You don't know how many
years you'll spend in
retirement, so planning for
a 30-to-40-year lifespan is
a wise move. 

The Rate of Inflation

* Pas t peTjormance doesn't

Over time, everythil'lg-costs

indicate future resuLts.

Investment Income and Taxes
t's great to earn money
on your investments .
Uncle Sam thinks so,
too. How much of your
investment income will be
taxed generally depends on
the type of investment.

K

Here's a bJief look at the
tax treatment of some
common income-producing
investments.

Dividend-paying
Stocks
Companies pay dividends
to shareholders out of the
company's earnings and
profits. The tax treatment
for "qualified" dividends
i based on the stockhold
er's income-tax bracket,
as follows:

. 0% for individuals in the
10% and 15% tax brackets
• 15% for individuals in tax
brackets above 15% but
below 39.6%
. 20% for individuals in the
39.6% tax bracket*
Typically, the same tax
treatment applies to quali
fied dividends of both com
mon and preferred shares.

Bonds
Different types of bonds
may have different types
of tax exposure .
Corporate bonds - interest
is subject to federal and
state income tax at your
ordinary income-tax rate.*

the differ
ence between what you pay
for a Treasury bill and the
amount you receive at
maturity is interest that
is subject to federal 
but not state and local 
income tax. *

Treasury bills -

Treasury Inflation-Protected
Securities (TIPS) - interest

payments and increases in
the pJincipai are subject to
federal - but not state and
local - income tax.·
MunicipaL bonds - interest
generally is exempt from
federal - and possibly s tate
and local- income tax. -.
• A 3.8% Med icare surcharge on
inuestment income may apply to
hlfJ her income taxpayers.

Your Personality: Helping or Hurting?
hat kind of investor are you? You might
be surprised to learn that your investing
approach may be influenced by your person
ality. Skeptical? Before you reject the idea, review the
personality types described below to find out if any of
them are a match to your style. Knowing your "invest
ing personality" can help you avoid mistakes that
could thwart your financial goals.

W

Impulsive Imogene
Imogene is a member of a
large group when it comes
to investing - she's impul
sive, Instead of lallowing a
specific strategy, Imogene
has a haphazard approach
to buying and selling
investments. She's always
ready to pounce on the lat
est trend without thinking
about whether the invest
ment she's buying fits her
goals or risk tolerance or
what part it will play in her portfolio.
Imogene's investing decisions should be based on a
careful review of an investment's performance, not on
a whim of the moment. Coming up "vith a plan that
takes into account her objectives, time frame, and
exposure to risk can prevent Imogene from making
impulsive moves that can lower her investment returns
and keep her from reaching her goals.

Fearful Franklin
Franklin has a hard time
dealing with investment
losses. So when market
values start to fall even
a little, Franklin takes
action - the wrong
action. He immediately
panics and sells invest
ments whose prices have
dropped. But by moving his money out of the marker
after suffering small losses - with the idea that he will
reinvest when the market rebounds - Franklin risks
earning lower returns than if he had waited out the
downturn. And by being out of the market when prices
start to recover, Franklin may furth er miss out on
significant market gains.
Instead of moving his money around with every market
rise and dip, Franklin should examine his risk toler
ance and time horizon and choose a mix of investments
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for his portfolio that he feels comfortable with. Then he
should be certain that any changes he makes to his
portfolio are in line with his overall investing strategy.

Put-it-off Paul
Paul knows he
should start putting
money aside for his
retirement. but he
never seems to do
anything about it.
Tin1e and again, he
lets his present
need take priority
over saving for long-term goals. If his behavior contin
ues, Paul's procrastination may prevent hill from
accumulating enough money to fund a comfortable
retirement.
Paul can jump-start his retirement savings by arran 
ing to have a specific amount of money automatically
deducted from his paychecks and invested in an
employer's retirement plan or another investment
account. That way, he won't be tempted to spend the
money, and he'll have a plan to help him succeed in
reaching his long-term goals.

Confident Carly
Carly is so confident in
her ability to make
investment decisions
that she trades invest
ments frequently to try
to increase her returns.
But overconfidence that
results in frequent trad
ing often leads to higher
transaction costs and
significant tax liabilities
- which can actually
mean lower returns.
Keeping track of her returns and trading costs can
help Carly avoid overtrading. By checking her perfor
mance against a benchmark index, Carly can deter
mine how her investments have performed histOrically.
If her investments have consistently underperformed
their benchmarks, Carly's frequent trading may be to
blame. Carly can gel her portfolio's performance back
on track \-vith a well-thought-out asset allocation that
she can stick \v:ith over the long term.
Having a balanced "investor personality" can help you
reach all your goals.

«~
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Getting a Handle on Rising Rates

T

here aren't many
"sure things" in
the investing world,
but there is one thing inves
tors can count on: Over
time, interest rates will rise
and fall.

Money Just
in Case

Y

probably won't be
able to predict when
your car will break
down or your washing
machine v.ill suddenly quit.
Unexpected expenses are,
well. unexpected. Having
cash in an emergency fund
can help cover costs you
didn't anticipate.
OU

tittle by Little
Your goal should be to save
three to six months' worth of
living expenses in your
emergency fund . But you
don't have to save that much
all at once. Consider deposit
ing a specific amount of
money from each paycheck
in a savings or other cash
account. Over time. you
should be able to save the
amount you need.

Pump It Up
Depositing a portion of any
raise or bonus or tax refund
you receive in your account
can help you reach your goal
even faster. And to keep your
fund ready for emergencies.
replenish your account as
quickly as possible when
you use the money.

Interest rate changes affect
investments in different
ways. Understanding the
potential effect of fluctuat
ing rates on the economy
and your investments may
help you make better
i.nvesting decisions and
build a portfolio that can
withstand the ups and
dov,lJ1s.

A Look at Stocks
Interest rates often rise
when the economy - and
generally, corporate earn
ings and stock prices - is
growing. That should be
good for stocks. but a
number of things can curtail
growth. Rising interest rates
mean companies pay more
to borrow money, resulting

in reduced earnings. When
borrowing costs rise, con
sumers may limit spending
on big-ticket items, and that
may impact the housing,
automobile, and other
industries. And the higher
yields on fixed income
investments may encourage
investors to put more
money into bonds and less
into stocks.
Some industries are less
affected by interest rate
fluctuations than others.
Companies that produce
consumer staples tend to
remain stable no matter
what the economy and
interest rates are doing
because consumers still
need to buy these items.

The Effect on Bonds
Typically, the prices of pre
viously issued bonds fall
when interest rates rise,
making rising Fates the
bane of fixed income invest
ments. Since newly issued

bonds pay interest at a
higher rate, investors gener
ally won't buy older bonds
unless they're sold at a dis
count to compete with the
prices of the new issues.
That doesn·t mean investors
should give up on bonds
when interest rates are ris
ing. However, investing in
bonds with shorter maturi
ties of one, two, or five years
may be the best approach.
Since money isn't tied up
for very long, investors will
be able to take advantage of
potentially higher rates as
bonds mature.*

In the Bank
When interest rates rise,
savers earn a higher yield
on money in savings
accounts, certificates of
deposit, and other cash
alternative investments.

* Prices offixed income secu
ri.ties may fluctuate dlLe to
interest rate changes. Inves
tors may lose money if bonds
are sold before maturi.ty.

How Small Is Small?
companies. Investors buy
shares in the hope that the
company will succeed and
the value of the stock will
skyrocket. The stocks of
up-and-coming companies
may also be bargain priced
compared with the stocks
of their large-cap cousins.

M

ost people wouldn't
think of $2 billion
as "small." But
in the investment world ,
stocks of companies with
market capitalizations of
$300 million to $2 billion
generally are considered
"small caps." Market capi
talization is calculated by
multiplying the price of a
company's stock by the
number of outstanding
shares and typically repre
sents the market's estimate
of the company's value.

Small-cap Risks

Small-cap Appeal
Small caps usually are
issued by young, relatively
unknown companies that

may have more potential
for growth and expansion
than large. well-established

Since the success of the
underlying company is
unproven. small-cap
stocks generally are riskier
investments than the
stocks of large, successful
companies. Additionally,
small-cap stocks tend to
be more volatile than large
cap stocks.

Age 70112 and Still Working?

T

But what if you worked for
other employers in the past
and have 401 (k) plan
accounts that you didn't roll
into an IRA or your current
employer's plan? Since
you're no longer working
for your former employers
and therefore not actively

he money in your
retirement plan or
individual retirement
account [IRA) is for your
retirement, right? So do you
have to take required mini
mum distributions (RJV1Ds)
at age 70V2 if you're still
working? The answer is
maybe. It all depends
on the type of account
and where you're
working when you
reach age 70 V2 .

Your 401 (k) Plan
If you're still working
for the company that
sponsors your current
401 (k) plan and the
plan allows it, you can
generally postpone
taking RJV1Ds until
you retire. You may
not postpone your
RMDs if you qualify
as a 5% owner of the
company sponsoring
the plan. in which case
you'll have to start taking
them at age 70V2.

I

participating in your former
employers' plans, you'll
have to take RMDs from

1/2

still working elsewhere.

Individual Retirement
Accounts
The rules are straightfor
ward for traditional lRAs.
Working or not working,
you'll have to begin
taking distributions
at age 70 112 from any
traditional lRAs you
own. The rule doesn't
apply to Roth lRAs.
Since Roth lRAs are
funded with after-tax
dollars, you're not
required to make
withdrawals during
your lifetime if you
don't need the
money.
Minimum distribu
tion rules also apply
to other dermed
contribution plans,
including SEP lRAs,
SIMPLE lRAs. 403(b) and
457(b) plans, and profit
sharing plans.

Age Gaps Matter in Estate Planning

S

econd marriages often
result in families with
children who are sev
eral years apart in age. And
that age gap can complicate
estate planning.

Marriage and
Remarriage
If you're remarried, you and
your spouse may have
children together and older
children from previous
marriages. If so, you'll gener
ally want your estate plan to
provide for your surviving
spouse and younger children
without disinheriting your
older children. By arranging
for assets to pass to a
quaL!fied terminable interest

property (QTIP) trust, you

can provide for your family if
you predecease your spouse.
With a QTIP trust, your
spouse receives the trust
income and, possibly, a por
tion of the trust prinCipal.
When your spouse dies, the
remaining trust property
passes to your beneficiaries
- presumably, your chil
dren from both marriages.

Unequal Needs
Dividing assets can become
even more complicated if
both parents die while a
child is still young. That
child may have fu ture
expenses, such as college
tuition, that older children
no longer have. In that case,
you may want to leave more

Economic
Triage

those accounts begirming at
I age
70 even though you're

of your assets to the
younger child (or children).
If you do plan to divide
assets unequally, explain
your reasons so there are
no surprises.

The Guardian Dilemma
Your preference might be
to name an older child as
guardian for a younger
sibling. But don't rush into
a deciSion without first
considering the relationship
between the children and
whether the older sibling is
mature enough to under
take the role. Then confirm
that the older child would
be willing to adjust his or
her lifestyle to accommodate
a young child.

I

nvestors know that ups
and downs in the econ
omy affect stock market
performance. vVhen the
economy is in a slump, stock
values generally follow suit.
But not all stocks react to
economic conditions in the
same way, "Cyclical" stocks
tend to react more strongly
to economic cycles, while
"defensive" stocks may offer
some protection against
market volatility.

CycUcal stocks come (rom
industries that are \'Ulnera
ble to changes in economic
cycles. Examples of cyclical
industries include construc
tion, financial, transporta
tion, manufactUring, travel.
technology, and others. In
a lackluster economy. con
sumers may put off making
expensive purchases. so
demand for products 'i n
these sectors falls. But when
the economy is strong, cycli
cal stocks have the potential
for significant gains.
Defensive stocks come from
industries that generally
remain stable no matter
what the economy is doing
because demand for their
products stays relatively con
stant. The prices of defenSive
stocks generally don't rise or
fall dramatically. Industries
in this category include utili
ties and those that sell food ,
oil, household goods, tobacco.
and other staples.

Make Budgetville Your
Vacation Destination
ound boring? It
doesn't have to be.
Staying within a bud
get can make your vacation
, more enjoyable because
you won't be coming home
to a stack of bills from
your trip. Whether you
plan to camp out or stay in
hotels; drive, cruise, or fly
to your destination ; or tour
the U.S. or another coun
~':: try, planning a vacation
you can comfortably afford
should be your goal.

S

FAFSA
Facilitated

S

tudents and their fami
lies who are planning
lo complete and file the
Free Application for Federal
Student Aid (FAFSA) will
find the submission process
just got easier. Effective
with FAFSAs submitted for
the 2017-2018 and later
school years:

What Kind of Vacation?
\Vhat do you want to do on
vacation? Hike? Swim?
Sightsee? Visit a theme
park? Planning a cross
country road trip will be
different from planning a

trip to a tropical island or
foreign country. Knowing
exactly what kind of vaca
tion you want can help
you determine whether it's
affordable.

Is It Budget Friendly?
Once you've decided how
- and where - you want
to spend your time, esti
mate the costs. You'll need
to budget for transporta
tion, lodging, meals, activi
ties, rentals, sightseeing,
and probably a few souve
nirs of your trip. The Inter
net or your travel agent
may be able to help you
find good deals on airfare
and lodging. But if the trip
you want costs more than
you're prepared to spend,

look for ways to scale back
that won't diminish your
enjoyment.

Plan for the Unplanned
No matter how well you
plan , you're bound to have
expenses you didn't count
on. You might discover
places you want to visit or
activities you would enjoy
that you didn't find in your
research. Meals and other
items might cost more than
you budgeted for them.
Or you might need to make
an unplanned purchase.
Factor at least one "sur
prise" expense into your
vacation budget so you'll
be prepared.

• Studenls can submit a
FAFSA as early as October 1
of the current school year
without having to wait until
the following January.
• The FAFSA will use
income information from
the "prior-prior" tax year
(instead of the prior tax year) .
So. for the 2017-2018 school
year, families will be able to
fill out FAFSAs starting on
October 1, 2016, using
income data from their 2015
income-tax returns.
Students who want to be
considered for financial aid ,
such as federal student
loans, grants, and work
study jobs, typically submit
the FAFSA.

542795

Revamp Your Retirenlent Homestead

R

etirement:
It may not
be looming,
but that shouldn't
stop you from
planning for it. Not
the money part.
You're already tak
ing care of that by
contributing to
your employer's
retirement plan or
an individual
retirement account
(right?). But what
about the living
part? If you plan
to remain in your
home during your
retirement years,
revamping it while
you're still working
can ensure that
your home will be
ready for retire
ment when you are.

On the plus side:
You'll benefit from
these changes your
self if you plan to
stay in your home as
you age.

,~
,
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A Big Payoff
Being debt free as
you head into retire
ment is a worthy
goal, Paying off your
mortgage and any
home equity line of
credit you have can
free up money for
living expenses and
leisure activities.

Change of Plans
Even if your plans

Make Room
Preparing your home for an
aging parent or other relative
may take more effort than
just cleaning out the extra
bedroom. You might have to
install railings and banis
ters, widen doorways,
improve lighting and floor
ing, or add bathing facilities
to a downstairs bathroom.
Transitioning a first-floor
family room into pIivate
space for your parent may
be something to consider.

Need Some Space?
If pursuing a hobby or
starf ing a business is part

of your plan, creating a
space to work may be on
your agenda. An unused
room or alcove or a corner
of your basement or attic
might be the perfect spot.
Getling started on the
makeover now will prevent
any delay when you're
ready to roll.

are to remain in
your current home,
you could have a
change of heart after
you retire. If you sell your
home, you may be able to
exclude up to $250,000 of
gain on the sale from your
in come (up to $500,000 if
you file jOintly). To qUalify
for the exclusion, you gen
erally must have owned
and used your home as
your main residence for at
least nvo of the five years
pIior to the sale and not
have excluded gain from
another home sale during
the nvo previous years.

Estimating Taxes

I

ndividuals who are self
employed or have
income that isn't sub
ject to regular income-tax
vvithholding through their
paychecks may have to
make quarterly estimated
tax payments. Generally,
your total payment amount
for the year must be the
lower of:

• 90% of the cunent year's
tax or
• 100% of the prior year's
tax (110% if adjusted gross
income was more than
$150,000; $75,000 for
marIied -separa te filers)
If estimated tax payments
are late or total payments
for the year fall short of the
reqUired amount, you may

have to pay a penalty! If
you think you'll fall short,
having additional tax with 
held from your paychecks
for the remainder of the
year might make up the
shortfall. .
• An underpayment penalty
won'[ apply if the tax shown on
tile retllrn is less than $1.000
cifler subtracting withholding
and refundable credits.

An
Executor's List

T

he person you name
as your executor or
personal representa
tive has an important task:
to settle your estate as you
have instructed in your will
and other planning docu
ments. Settling an estate
can be a long and compli
cated process, Make sure
lhe person you name as
execu tor has the time and
ability to perform the task
and knows where to find
everything needed to com
plete the process. including:
• Your will and any trust
documents you've executed
• A lis t of your assets (real
estate, investments, busi
ne s interests, etc.) and the
account numbers and loca
tion of bank, brokerage, and
mutual fund accounts
• Retirement plan accounts
and account numbers
• Personal records. such as
your birth certificate, Social
SecuIity number, military
service records, marriage
license, and divorce papers
• Insurance poliCies, policy
numbers, and agents' con
tact information
• Names and contact infor
mation for family members,
beneficiaries, tax and finan
cial advisors. and your
attorney
Review and update your
information peIiodically.

Don't Need It? Giv~ It to Charity

F

eeling generous? Legislation
signed into law at the end of
2015 might help you fulfill your
wish to be charitable. The Protecting
Americans from Tax Hikes (PATH) Act
retroactively restored for 2015 and
made permanent the provision allow
ing tax-free transfers from individual
retirement accounts (JRAs) to qualily
ing charities.

The Details
Individuals age 70 V2 or older generally
must be 'in taking required minimum
distributions (Rl\10s) from their tax
deferred retirement accounts. The
PATH Act allows IRA owners who have reached this age
to exclude from gross income up to $100 .000 in qualified
charitable IRA distributions for each tax year beginning
art r 2014. A qualified charitable distribution is any other 
,vise taxable distribution from a traditional or Roth IRA
that is made directly by the IRA trustee to a charitable

organization* on or after the date the IRA
owner attained ag 70 V2.

The Benefits
If you won't need the dislribution from
your IRA. you have the opportunity to
use the money to benefit an organization
whose mission is important to you. At the
same time. a charitable distribution in
an amount equal to your Rl\10 for the tax
year satisfies your minimum distribution
requirement for that year. even though the
charity. and not you , receives the money.
And, since the charitable dis tribution isn't
included in your income, you won'l owe
income tax on the amount ,vithdrawn.
Your tax advisor can help you determine if this strategy
would be advantageous for you based on your personal
situation.
• The nile excludes Code Section 509(a)(3} pri[.'L11 e JowldClliol1~ or Code
Section 49 66(d}(2} donor·advisedjunds.
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