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Background: 
 
1406 Investments was started by Chris Camburn in 2010. After spending a decade at larger 
investment companies, Chris left to start his own firm. The name 1406 Financial is derived 
from the 140.6 miles in an Ironman Triathlon. Just like you have to plan for a triathlon, you 
have to plan for your financial future. The name is indicative of our principled and disciplined 
approach to financial planning and advice. 
 
With a robust practice in Philadelphia, Chris and his family recently moved to Middletown, NJ 
where he opened a new office to serve the local area. Chris is involved in the community in 
various ways through biking groups, golf and his coffee adventures.  
 

Financial Strategies 
and access to: 

Stocks - Bonds - Exchange Traded Funds - Mutual Funds - Annuities – Insurance 
 

Securities and Retirement Plan Consulting Program advisory services offered through LPL 
Financial, a registered investment advisor, Member FINRA/SIPC.  Other advisory services 
offered through Private Advisor Group, a registered investment advisor. Private Advisor 
Group and 1406 Financial are separate entities from LPL Financial. 
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Chapter 1 
 
Overview of Financial Planning 
  

• Where are you today? – Create a Balance Sheet 
• Where are you headed? – Investment and Savings Projections 
• Where do you want to go? – Develop a Plan 

 
Financial planning is the process of calculating how much money you’ll need at various times 
in your life. These times can be buying your first house, your second house, sending kids to 
college, having enough in savings and insurance to protect your family, retirement, and 
passing monies to future generations. The process begins by calculating how much you have 
now and how much you’ll save and how much those savings will grow to by the time you need 
them. To calculate how much you have now is creating a Balance Sheet, how much you’ll save 
is essentially a Budget or Savings Analysis, and how much your savings will grow to a Savings or 
Investment Projection.  
 
Where are you today? – Create a Balance Sheet 
 
A Balance Sheet is also known as a statement of your Net Worth and is calculated by adding up 
all of your Assets and subtracting your Liabilities. Assets are monies and accounts that you 
own categorized as Financial Assets - bank accounts, savings accounts, checking accounts, 
money markets, IRAs, Roth IRAs, Inherited IRAs, 401(k)s, 403(b)s, annuities, 529 Plans, stocks, 
bonds, CD, mutual funds, Trust accounts, cash value of life insurance, vested values of stock 
options, stock purchase plans, cash value of your pension, plus Real Estate you own such as 
your house(s), buildings, and land, and Other Assets such as cars, trucks and boats, RVs, etc. 
Liabilities are any monies that you have borrowed for any reason – a mortgage, personal loan, 
car loan, credit card, or other debt. Once you add up your assets, subtract your liabilities and 
you will now have determined your Net Worth. See the attached Balance Sheet as a reference. 
 
Now focusing on just your Financial Assets – is each account Qualified or Non-Qualified? These 
labels will tell you the tax treatment of the account and whether it’s taxable (Non-Qualified) or 
Tax Deferred or tax-Free (Qualified). A Qualified Account is a Traditional IRA, Roth IRA, 
Inherited IRA, 401(k), 403(b). A Non-Qualified account is any account not listed as Qualified. 
Your account statement will tell you if it’s an IRA, 401k, Roth, etc. For the most part, bank 
accounts are Non-Qualified, and stocks, bonds, mutual funds and CD could be either – just 
check how your statement is titled. 
 
Create a separate total for each your Non-Qualified and Qualified Accounts. Your Non-
Qualified, or taxable accounts, are going to be the ones you use for daily living and short-term 
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expenses, mid-term savings such as a car, your next house, college, and also retirement. Your 
Qualified Accounts are generally going to be your longer-term investment accounts.  
 
Where are you headed? – Investment and Savings Projections 
 
Now let’s calculate how much you are going to save or add to each account. What is your 
monthly or annual income(s)? What are your expenses? And how much is left over? The 
hardest part for everyone is nailing down how much they spend. Use the attached 
spreadsheet as a guide to help you determine this number. Also, you can look at your bank 
statements to see how much you deposit each month and how much you spend in all 
directions – cash, debit card, checks written, bill pays, etc. Don’t forget to note how much you 
save before monies hit your bank account such as 401(k)s and 403(b)s, and other monies 
taken out of your paycheck. 
 
Once separated you are going to have to use a financial calculator, online calculator or 
spreadsheet to calculate the future value of each account at the point in time that you think 
you’ll use it. As a rule of thumb, short-term accounts should use a growth rate of 1%, medium 
term accounts 3% - 4%, and long-term accounts 8%. Don’t be concerned about the taxation of 
the account at this time as we’ll get into that later. Let’s just focus on how much they’re worth 
today and what we think they’ll be worth in the future. Using higher growth rates is a more 
aggressive approach and using lower growth rates is considered more conservative. 
 
Where do you want to go? – Develop a Plan  
 
Once you’ve projected the value of each account, you now have to project how much you will 
spend. Take your spending determined from above and project how much in expenses you’ll 
have when you retire. A rule of thumb is to increase your expenses by 3.1% annually which is 
the historical rate of inflation. Increase all expenses, except for your mortgage, which is fixed. 
If you rent, increase your rent by 3.1% a year. If your mortgage will be paid off when you 
retire, be sure to not include that number in your expenses. Also, look up your Social Security 
estimates at this point. Do you have a pension, too? 
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Once you have your expenses 
projected, note that number. This 
is how much you are going to be 
spending each year. Let’s call this 
Gross Spending. Now, take this 
Gross Spending number and 
subtract your Social Security and 
Pension (if applicable) from it. 
Call this amount Annual Withdraws. Annual Withdraws is the amount you are going to have to 
withdraw from your savings and investments each year. Now divide your projected assets by 
the Annual Withdraws number and this is what I call the Retirement Ratio. The higher this 
number, the better off you are. This number equals how many years expenses you can cover 
(assuming no interest). The opposite of the Retirement Ratio is a Withdraw Percentage Rate. 
Divide the number 1 by the Retirement Ratio to get your Withdraw Percentage Rate. As your 
Withdraw Percentage Rate increases, your chances of success decrease. It’s extremely difficult 
to sustain a 10% withdraw rate for a sustained amount of time and therefore a lower grade is 
given. 
 
Please see the accompanying chart on this page for our assessment. We’ve assigned letter 
grades to each Ratio level. 
 
Disclaimer: The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual. 
This information is not intended to be a substitute for specific individualized tax advice. We 
suggest that you discuss your specific tax issues with a qualified tax advisor. 
  

Ratio Grade Withdraw Rate 
> 33 A 3% or less 

20 < 33 B 5 – 3 
12.5 < 20 C 8 – 5 
10 < 12.5 D 10 - 8 

< 10 F > 10 
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Chapter 2 
 
Types of Accounts 
 
Qualified and Non-Qualified 
 
Now that you are familiar with all of the investments you can use, let’s discuss the accounts 
that you can hold these in. By now, most of you have had some experience with a 401(k) or 
403(b) at work. These along with SEP Plans, SIMPLE Plans, Traditional and Rollover IRAs are 
referred to as Qualified Accounts. The name Qualified refers to them being tax deferred. Any 
account that is not Qualified is considered Non-Qualified and not tax deferred. You can own 
any of the investments we’ve discussed in any of the accounts we’ll be discussing here. There 
are some investments that cannot be held in a Qualified account (i.e. your IRA), such as life 
insurance, art, and collectibles, so you may want to research if an investment is eligible for 
your IRA if you are going to deviate from the norm.  
 
Contributions to a qualified account reduce your taxable income and are only included in your 
taxable income when you take distributions. So, for example, assume you make $100,000 a 
year at work. If you contribute 10% to your Qualified Plan, you would then pay taxes on 
$90,000 of income. Yes, other tax deductions are available such as mortgage interest, etc., but 
let’s just focus on this one for now. That $10,000 plus any growth will not be taxed until it is 
withdrawn. Even if it decreases in value it will be taxed upon withdraw. Imagine you 
contribute $10,000 a year for 10 years, that’s $100,000. Regardless of investment 
performance you will pay taxes at your income rate when it’s withdrawn. 
 
Traditional strategies are to make contributions when you are working and in a higher tax 
bracket than when you are retired and in a lesser tax bracket. 
 
Now, let’s take that same $10,000 and not contribute it to a Qualified Account. You’ll make 
$100,000 for the year and not get any tax deduction. And when you invest that $10,000 into a 
non-Qualified account, any Capital Gains and Interest will be taxed as they occur. You can 
offset any gains with losses (up to $3,000 a year) but assuming all of the same investment 
returns, that $10,000 will grow to a higher amount in a Qualified Account as the taxes on 
dividends, interest and capital gains are deferred.  
 
In addition to tax deductions and tax deferrals, many companies today offer a match to their 
401(k)s and 403(b)s offered to employees. If you have a company match you would be missing 
out if you did not “max the match”. That is contributing enough to earn the full match 
provided. 
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Required Distributions* 
 
As mentioned, you’ll pay taxes when you take distributions from your Qualified Account. So 
when will these distributions occur? For the most part, you can withdraw monies from any 
qualified account whenever you want to, however, if you are under age 59 ½ you will incur an 
IRS penalty of 10% (of your withdraw, not your entire balance). And, for anyone not yet 70 ½ 
in 2019, beginning in 2020, once you reach age 72 (per the SECURE ACT of 2019) the IRS makes 
you take distributions known as Required Minimum Distributions (most commonly referred to 
as RMDs). The chart below is used to determine your distributions if you are single or married 
and your spouse is not more than 10 years younger than you. If your spouse is more than 10 
years younger than you, please refer to the IRS Joint Life and Last Survivor Expectancy table 
found in the IRS Publication 590-B, Distributions from Individual Retirement Arrangements 
(IRAs). 
 
You calculate your RMD by taking your account balance as of the end of last year - December 
31st and divide it by the Distribution Period number. So, in the year you turn 72, look up your 
IRA or all of your IRA balances from last December and divide the total by 25.6. This is the 
amount that you have to distribute by the end of the year. It does not matter when during the 
year you take it – January, June, December – just that you take it. And, it does not matter if 
you take it over a period of months, or in one lump sum – just that you take it. If you do not 
take your RMD, the penalty is 50% of the amount you were supposed to have taken. So if your 
RMD is $10,000, and you do not take it, the penalty equals $5,000. 
 
Something to note: on a 401(k) plan or 403(b) plan the RMD rules are set by the IRS, too, not 
the plan document. A participant who is still working at age 72 can postpone RMDs until actual 
retirement with the exception of a 5% owner of the business/company. 5% or greater owners 
must take the RMDs at 72 even if still working. 
 
Refer to Table III - Uniform Life Table at the end of this chapter. 
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Types of Qualified Accounts 
 
401(k) Plans  
 
With a 401(k) plan, employees can choose to defer a portion of their salary. So instead of 
receiving that amount in their paycheck today, the employees can contribute the amount into a 
401(k) plan sponsored by their employer. These deferrals are accounted separately for each 
employee. Deferrals are made on a pretax basis but, if the plan allows, the employee can 
choose to make them on an after-tax (Roth) basis. Many 401(k) plans provide for employer 
matching or other contributions. The Federal Government and most state governments do not 
tax employer contributions and pretax deferrals (plus earnings) until distributed.  
Like most profit sharing plans, 401(k) plans can vary significantly in their complexity. However, 
many financial institutions and other organizations offer prototype 401(k) plans, which can 
greatly lessen the administrative burden of establishing and maintaining these plans. 
 
403(b) Plans  
 
403(b) plans work very much like a 401(k) plan. Please see above 
 
Simplified Employee Pensions (SEPs) 
 
A SEP plan allows employers to set up SEP IRAs for themselves and each of their employees. 
Employers generally must contribute a uniform percentage of pay for each employee, 
although they do not have to make contributions every year. Employer contributions are 
limited to the lesser of 25 percent of pay or $57,000 as of 2020. (Note: the dollar amount is 
indexed for inflation and may increase.) Most employers, including those who are self-
employed, can establish a SEP. SEPs have low start-up and operating costs and can be 
established using a two-page form. And you can decide how much to put into a SEP each year 
– offering you some flexibility when business conditions vary. 
 
SIMPLE IRA Plans  
 
A SIMPLE IRA plan is a savings option for employers with 100 or fewer employees.  
This plan allows employees to contribute a percentage of their salary each paycheck and 
requires employer contributions. Under SIMPLE IRA plans, employees can set aside up to 
$13,500 as of 2020 (+$3,000 catch-up contribution limit if age 50 or older) by payroll deduction 
(subject to cost-of-living adjustment in later years). Employers must either match employee 
contributions dollar for dollar – up to 3 percent of an employee’s compensation – or make a 
fixed contribution of 2 percent of compensation for all eligible employees, even if the 
employees choose not to contribute. 
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Limits for contributions to these plans are listed below. 
 

DOLLAR LIMITS FOR QUALIFIED RETIREMENT PLANS 
 2019 2020 
Defined Contribution Plans (This is your 
contributions plus your Employer’s – via a match 
or Profit Share) 

$56,000 $57,000 

401(k) - Annual limit on deferrals $19,000  $19,500  
Plus: age 50+ catch-up $  6,000  $  6,500  
403(b) - Annual limit on deferrals $19,000  $19,500  
Plus: age 50+ catch-up $  6,000  $  6,500  
SIMPLE Plans - [IRC Sec. 408(p)] $13,000  $13,500  
Plus: age 50+ catch-up $  3,000  $  3,000  

 
Source: https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-
401k-and-profit-sharing-plan-contribution-limits 
 
Traditional IRA 
 
IRS Publication 590-A Contributions to Individual Retirement Arrangements (IRAs) and  
Publication 590-B Distributions from Individual Retirement Arrangements (IRAs) are the 
absolute guides to all things IRA related. We’ve tried to summarize the most common points 
below. 
 
You can open and make contributions to a traditional IRA if: 

• You (or, if you file a joint return, your spouse) received taxable compensation during 
the year. The SECURE Act of 2019 repealed the 70 ½ age limit for contributions. 

 
You can have a traditional IRA whether or not you are covered by any other retirement plan. 
However, you may not be able to deduct all of your contributions if you or your spouse is 
covered by an employer retirement plan.  
  

https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-401k-and-profit-sharing-plan-contribution-limits
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-401k-and-profit-sharing-plan-contribution-limits
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If you are covered by a retirement plan at work, use this table* to determine if your modified 
AGI affects the amount of your deduction. 
 

IF your filing status is  AND your modified adjusted 
gross income (modified AGI) is THEN you can take  

single or  
head of household 

$64,000 or less a full deduction. 
more than $64,000 but less 
than $74,000 

a partial    
deduction. 

$7,000 or more no deduction. 

married filing jointly or   
qualifying widow(er) 

$103,000 or less a full deduction. 
more than $103,000 but less  
than $123,000 

a partial  
deduction. 

$123,000 or more no deduction. 

married filing separately2  
less than $10,000 a partial  

deduction. 
$10,000 or more no deduction 

* Source:  Publication 590-A Contributions to Individual Retirement Arrangements for use in 
preparing 2019 returns 
 
If you are not covered by a retirement plan at work, use this table* to determine if your 
modified AGI affects the amount of your deduction. 
 

IF your filing status is AND your modified adjusted 
gross income (modified AGI) is THEN you can take 

single, head of household, 
or qualifying widow(er) any amount a full deduction. 

married filing jointly or 
separately with a spouse who is 
not covered by a plan at work  

any amount a full deduction. 

married filing jointly with a 
spouse who is covered by a 
plan at work  

$193,000 or less a full deduction. 
more than $193,000  
but less than $203,000 a partial deduction. 

$203,000 or more no deduction. 
married filing separately with a 
spouse who is covered by a 
plan at work 

less than $10,000 a partial deduction. 

$10,000 or more no deduction. 

 
* Source:  Publication 590-A Contributions to Individual Retirement Arrangements for use in 
preparing 2019 returns 
 

https://www.irs.gov/publications/p590a#en_US_2016_publink100025085
Chris Camburn
1/28/2019 Updated for 2018 info1/14/2020 Updated for 2019. Need 2020 info.
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Roth IRAs 
 
A Roth IRA is an IRA that, except as explained below, is subject to the rules that apply to a 
traditional IRA. 

• You cannot deduct contributions to a Roth IRA. 
• If you satisfy the requirements, qualified distributions are tax-free. 
• You can make contributions to your Roth IRA after you reach age 70 ½. 
• You can leave amounts in your Roth IRA as long as you live. 
• The account or annuity must be designated as a Roth IRA when it is set up. 
• The same combined contribution limit applies to all of your Roth and traditional IRAs.  
• Limits on Roth IRA contributions based on modified AGI 
• Your Roth IRA contribution might be limited based on your filing status and income 

 
Key differences between IRAs and Roth IRAs are detailed on the following page. 
 
The most notable differences are: 

• Contributions: 
o You get a tax deduction for contributions to an IRA. 
o You do not get a tax deduction for contributions to a Roth. 
o You can transfer monies (known as a Rollover) from 401(k)s, 403(b)s, SEPs, 

SIMPLEs and possibly other Qualified Plans into an IRA but not into a Roth. 
• Distributions: 

o Withdraws from IRAs are taxable 
o Withdraws from Roths are tax free 
o There are RMDs for IRAs and no RMD for Roths 

• Conversions 
o You can convert a Traditional IRA to a Roth IRA, but not a Roth IRA to a 

Traditional IRA 
o There’s a lot of information regarding the benefit of IRA conversions, however, 

in our professional opinion, the benefits of converting are not definite and are 
most beneficial if you are going to pass on your IRA to younger beneficiaries. 

 
A grid of IRA and Roth IRA features is on the following page*. 

 
* Source:  Publication 590-A Contributions to Individual Retirement Arrangements 
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-ira-
contribution-limits 
 

  

https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-ira-contribution-limits
https://www.irs.gov/retirement-plans/plan-participant-employee/retirement-topics-ira-contribution-limits
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Features  Traditional IRA Roth IRA 

Who can contribute? You can contribute if you (or your 
spouse if filing jointly) have taxable 
compensation but not after you are 
age 70½ or older. 

You can contribute at any age if you 
(or your spouse if filing jointly) have 
taxable compensation and your 
modified adjusted gross income is 
below certain amounts. 

Are my contributions deductible? You can deduct your contributions if 
you qualify. 

Your contributions aren’t 
deductible. 

How much can I contribute? The most you can contribute to all of your traditional and Roth IRAs is the 
smaller of: 
• For 2019 - $6,000, or $7,000 if you’re age 50 or older by the end of the year; 

or 
• For 2020 - $6,000, or $7,000 if you’re age 50 or older by the end of the year; 

or 
• your taxable compensation for the year. 

What is the deadline to make 
contributions? 

Your tax return filing deadline (not including extensions). For example, you 
can make 2019 IRA contributions until April 15, 2020. 

When can I withdraw money? You can withdraw money anytime. 

Do I have to take required minimum 
distributions (RMD)? 

You must start taking distributions 
by April 1 following the year in 
which you turn age 72 and by 
December 31 of later years. 
 
If you turned 70 ½ prior to 
December 31, 2019 you must 
continue to take an RMD 

Not required if you are the original 
owner. 

Are my withdrawals and 
distributions taxable? 

Any deductible contributions and 
earnings you withdraw or that are 
distributed from your traditional IRA 
are taxable. Also, if you are under 
age 59 ½ you may have to pay an 
additional 10% tax for early 
withdrawals unless you qualify for 
an exception. 

None if it’s a qualified distribution 
(or a withdrawal that is a qualified 
distribution). Otherwise, part of the 
distribution or withdrawal may be 
taxable. If you are under age 59 ½, 
you may also have to pay an 
additional 10% tax for early 
withdrawals unless you qualify for 
an exception 
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Inherited IRAs* 
 
A beneficiary can be any person or entity the owner chooses to receive the benefits of a 
retirement account or an IRA after he or she dies. Beneficiaries of a retirement account or 
traditional IRA must include in their gross income any taxable distributions they receive. 
 
IRA Beneficiaries 
 
Inherited from spouse. If a traditional IRA is inherited from a spouse, the surviving spouse 
generally has the following three choices: 
 
Treat it as his or her own IRA by designating himself or herself as the account owner. 
  
Treat it as his or her own by rolling it over into a traditional IRA, or to the extent it is taxable, 
into a: 

a. Qualified employer plan, 
b. Qualified employee annuity plan (section 403(a) plan), 
c. Tax-sheltered annuity plan (section 403(b) plan), 
d. Deferred compensation plan of a state or local government (section 457(b) plan), or 

  
Treat himself or herself as the beneficiary rather than treating the IRA as his or her own. 
 
If a surviving spouse receives a distribution from his or her deceased spouse's IRA, it can be 
rolled over into an IRA of the surviving spouse within the 60-day time limit, as long as the 
distribution is not a required distribution, even if the surviving spouse is not the sole 
beneficiary of his or her deceased spouse's IRA. 
 
Inherited from someone other than spouse. 
 
If the inherited traditional IRA is from anyone other than a deceased spouse, the beneficiary 
cannot treat it as his or her own. This means that the beneficiary cannot make any 
contributions to the IRA or roll over any amounts into or out of the inherited IRA. However, 
the beneficiary can make a trustee-to-trustee transfer as long as the IRA into which amounts 
are being moved is set up and maintained in the name of the deceased IRA owner for the 
benefit of the beneficiary. 
 
Like the original owner, the beneficiary generally will not owe tax on the assets in the IRA until 
he or she receives distributions from it. 
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Required minimum distributions for Beneficiaries 
 
Per the SECURE Act of 2019 it is now necessary to determine if you are a Designated 
Beneficiary or Eligible Designated Beneficiary. 
 
“Stretch” RMD – The SECURE Act imposes a 10-year distribution limit for most non-spouse 
beneficiaries to spend down inherited IRAs and defined-contribution 
plans. Before passage of the Act, withdrawals from inherited accounts could be stretched over 
the life of beneficiaries to mitigate taxes. 
 
If you are not an Eligible Designated Beneficiary then you must distribute all assets from the 
IRA within a 10-year period. You can take any amount in any year as you are not subject to any 
schedule or 10% for 10 years type calculation. You just have to distribute it all within 10 years. 
 
So who is an Eligible Designated Beneficiary and not subject to the 10-year rule? 

• the surviving spouse of the employee 
• a child of the employee who has not reached majority (typically age 18 – varies by 

state) 
• disabled  
• a chronically ill individual 
• an individual not described in any of the preceding subclauses who is not more than 10 

years younger than the employee (think other family members or friends not 10 years 
younger). 

 
Roth IRAs 
 
Distributions After Owner's Death 
 
If a Roth IRA owner dies, the minimum distribution rules that apply to traditional IRAs apply to 
Roth IRAs.  
 
Combining with other Roth IRAs 
 
A beneficiary can combine an inherited Roth IRA with another Roth IRA maintained by the 
beneficiary only if the beneficiary either: 

• Inherited the other Roth IRA from the same decedent, or 
• Was the spouse of the decedent and the sole beneficiary of the Roth IRA and elects to 

treat it as his or her own IRA. 
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Beneficiaries of Qualified Plans 
 
Generally, a beneficiary reports pension or annuity income in the same way the plan 
participant would have reported it. However, some special rules apply. 
 
A beneficiary of an employee who was covered by a retirement plan can exclude from income 
a portion of nonperiodic distributions received that totally relieve the payer from the 
obligation to pay an annuity. The amount that the beneficiary can exclude is equal to the 
deceased employee's investment in the contract (cost). 
 
If the beneficiary is entitled to receive a survivor annuity on the death of an employee, the 
beneficiary can exclude part of each annuity payment as a tax-free recovery of the employee's 
investment in the contract. The beneficiary must figure the tax-free part of each payment 
using the method that applies as if he or she were the employee. 
 
Benefits paid to a survivor under a joint and survivor annuity must be included in the surviving 
spouse’s gross income in the same way the retiree would have included them in gross income. 
 
*Source: Publication 590-B (2018), Distributions from Individual Retirement Arrangements 
(IRAs) 
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Table I 
(Single Life Expectancy) 

(For Use by Beneficiaries) 
Age Life Expectancy Age Life Expectancy 
0 82.4 28 55.3 
1 81.6 29 54.3 
2 80.6 30 53.3 
3 79.7 31 52.4 
4 78.7 32 51.4 
5 77.7 33 50.4 
6 76.7 34 49.4 
7 75.8 35 48.5 
8 74.8 36 47.5 
9 73.8 37 46.5 
10 72.8 38 45.6 
11 71.8 39 44.6 
12 70.8 40 43.6 
13 69.9 41 42.7 
14 68.9 42 41.7 
15 67.9 43 40.7 
16 66.9 44 39.8 
17 66.0 45 38.8 
18 65.0 46 37.9 
19 64.0 47 37.0 
20 63.0 48 36.0 
21 62.1 49 35.1 
22 61.1 50 34.2 
23 60.1 51 33.3 
24 59.1 52 32.3 
25 58.2 53 31.4 
26 57.2 54 30.5 
27 56.2 55 29.6 
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Table III 
(Uniform Lifetime) 

(For Use by: 
Unmarried Owners, 
Married Owners Whose Spouses Are Not More Than 10 Years Younger, and 
Married Owners Whose Spouses Are Not the Sole Beneficiaries of Their IRAs) 

Age Distribution Period Age Distribution Period 
70 27.4 93 9.6 
71 26.5 94 9.1 
72 25.6 95 8.6 
73 24.7 96 8.1 
74 23.8 97 7.6 
75 22.9 98 7.1 
76 22.0 99 6.7 
77 21.2 100 6.3 
78 20.3 101 5.9 
79 19.5 102 5.5 
80 18.7 103 5.2 
81 17.9 104 4.9 
82 17.1 105 4.5 
83 16.3 106 4.2 
84 15.5 107 3.9 
85 14.8 108 3.7 
86 14.1 109 3.4 
87 13.4 110 3.1 
88 12.7 111 2.9 
89 12.0 112 2.6 
90 11.4 113 2.4 
91 10.8 114 2.1 
92 10.2 115 and over 1.9 
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Disclaimer: 
 
Information in this material is for general information only and not intended as investment, 
tax or legal advice. Please consult the appropriate professionals for specific information 
regarding your individual situation prior to making any financial decision. 
 
Contributions to a traditional IRA may be tax deductible in the contribution year, with current 
income tax due at withdrawal. Withdrawals prior to age 59 ½ may result in a 10% IRS penalty 
tax in addition to current income tax. The Roth IRA offers tax deferral on any earnings in the 
account. Withdrawals from the account may be tax free, as long as they are considered 
qualified. Limitations and restrictions may apply. Withdrawals prior to age 59 ½ or prior to the 
account being opened for 5 years, whichever is later, may result in a 10% IRS penalty tax. 
Future tax laws can change at any time and may impact the benefits of Roth IRAs. Their tax 
treatment may change.  
 
Traditional IRA account owners should consider the tax ramifications, age and income 
restrictions with regards to executing a conversion from a Traditional IRA to a Roth IRA. The 
converted amount is generally subject to income taxation.  
 
Securities offered through LPL Financial, Member FINRA / SIPC. Investment advice offered 
through Private Advisor group, a registered investment advisor. Private Advisor Group and 
1406 Financial are separate entities from LPL Financial. 
 
 
 
  



   

Page 21 of 72 
 

Chapter 3 
 
Stocks 
 
Common and preferred are the two main forms of stock. Common stock is a share in the 
ownership of a company and what most people are often referring to when they refer to 
stock. Preferred stock is a separate class of stock from Common stock and doesn't come with 
any voting rights (this may vary depending on the company). With preferred shares, investors 
are usually guaranteed a fixed dividend in perpetuity. This is different from common stock 
which has variable dividends that are declared by the board of directors and never 
guaranteed. In fact, many companies do not pay out dividends to common stock at all. 
 
Over the long term, common stock, by means of capital growth, may yield higher returns than 
preferred stock. This higher return comes at a cost, however, since common stocks entail the 
most risk including the potential to lose the entire amount invested if a company goes out of 
business. If a company goes bankrupt and liquidates, the common shareholders will not 
receive money until the creditors, bondholders and preferred shareholders are paid. 
 
Bonds 
 
A bond is a debt investment in which an investor loans money to an entity (typically corporate 
or governmental) which borrows the funds for a defined period of time at a variable or fixed 
interest rate. Bonds are used by companies, municipalities, states and sovereign governments 
to raise money and finance a variety of projects and activities. Owners of bonds are 
debtholders, or creditors, of the issuer. 
 
When companies or other entities need to raise money to finance new projects, maintain 
ongoing operations, or refinance existing other debts, they may issue bonds directly to 
investors instead of obtaining loans from a bank. The indebted entity (issuer) issues a bond 
that contractually states the interest rate (coupon) that will be paid and the time at which the 
loaned funds (bond principal) must be returned (maturity date). 
 
The issuance price of a bond is typically set at par, usually $100 or $1,000 face value per 
individual bond. The actual market price of a bond depends on a number of factors including 
the credit quality of the issuer, the length of time until expiration, and the coupon rate 
compared to the general interest rate environment at the time. 
 
Because fixed-rate coupon bonds will pay the same percentage of its face value over time, the 
market price of the bond will fluctuate as that coupon becomes desirable or undesirable given 
prevailing interest rates at a given moment in time. For example if a bond is issued when 
prevailing interest rates are 5% at $1,000 par value with a 5% annual coupon, it will generate 
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$50 of cash flows per year to the bondholder. The bondholder would be indifferent to 
purchasing the bond or saving the same money at the prevailing interest rate. 
 
If interest rates drop to 4%, the bond will continue paying out at 5%, making it a more 
attractive option. Investors will purchase these bonds, bidding the price up to a premium until 
the effective rate on the bond equals 4%. On the other hand, if interest rates rise to 6%, the 
5% coupon is no longer attractive and the bond price will decrease, selling at a discount until 
its effective rate is 6%. 
 
Because of these mechanics, bond prices move inversely with interest rates. 
 
This is a hypothetical example and is not representative of any specific investment. Your 
results may vary. 
 
Characteristics of Bonds 
 
Most bonds share some common basic characteristics including: 

 
Face value is the money amount the bond will be worth at its maturity, and is also the 

 reference amount the bond issuer uses when calculating interest payments. 
Coupon rate is the rate of interest the bond issuer will pay on the face value of the 
bond, expressed as a percentage. 
Coupon dates are the dates on which the bond issuer will make interest payments. 
Typical intervals are annual or semi-annual coupon payments. 
Maturity date is the date on which the bond will mature and the bond issuer will pay 
the bond holder the face value of the bond. 
Issue price is the price at which the bond issuer originally sells the bonds. 

 
Two features of a bond – credit quality and duration – are the principal determinants of a 
bond's interest rate. Typically, longer times until maturity (duration) and lower credit ratings 
mean higher bond yields. Conversely, the shorter time to maturity and higher credit ratings 
would mean lower bond yields. Credit ratings are calculated and issued by credit rating 
agencies. Bond maturities can range from a one day to more than 30 years. Typically, the 
longer the bond maturity, or duration, the greater the chances of adverse effects.  
 
Bond yields are subject to change. Certain call or special redemption features may exist which 
could impact yield. 
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Bond Issuers 

There are three main categories of bonds. 
 

Corporate bonds are issued by companies. The market value of corporate bonds will 
 fluctuate, and if the bond is sold prior to maturity, the investor’s yield may differ from 
 the advertised yield. 

 
Municipal bonds are issued by states and municipalities and are subject to availability 
and change in price. They are subject to market and interest rate risk if sold prior to 
maturity. Bond values will decline as interest rates rise. Interest income may be subject 
to the alternative minimum tax. Municipal bonds are federally tax-free but other state 
and local taxes may apply. If sold prior to maturity, capital gains tax could apply. 
 
U.S. Treasury bonds  have more than 10 years to maturity; U.S. Treasury notes 1-10 
years maturity; and U.S. Treasury bills less than one year to maturity. Collectively all of 
these are referred to simply as "Treasuries." Government bonds and Treasury bills are 
guaranteed by the US government as to the timely payment of principal and interest 
and, if held to maturity, offer a fixed rate of return and fixed principal value. 

 
Varieties of Bonds 
 
Zero-coupon bonds do not pay out regular coupon payments, and instead are issued at a 
discount and their market price eventually converges to face value upon maturity. The 
discount a zero-coupon bond sells for will be equivalent to the yield of a similar coupon bond. 
 
Zero coupon bonds are subject to large price fluctuations if sold prior to maturity. Investors 
pay ordinary income tax every year even when no payments have been received. The 
government guarantee applies only to the timely payment of principal and interest, not to 
market value if sold prior to maturity. 
 
Convertible bonds are debt instruments with an embedded call option that allows 
bondholders to convert their debt into stock (equity) at some point if the share price rises to a 
sufficiently high level to make such a conversion attractive.  
 
The market value of convertible securities tends to decline as interest rates increase and may 
be affected by changes in the price of the underlying security. 
 
Callable bonds, mean that the company can call back the bonds from debtholders if interest 
rates drop sufficiently. These bonds typically trade at a premium to non-callable debt due to 
the risk of being called away and also due to their relative scarcity in today's bond market.  



   

Page 24 of 72 
 

 
Callable bonds are more risky for investors than non-callable bonds because an investor whose 
bond has been called is often faced with reinvesting the money at a lower, less attractive rate. 
As a result, callable bonds often have a higher annual return to compensate for the risk that 
the bonds might be called early. 
 
Putable bonds mean that creditors can put (sell) the bond back to the issuer if interest rates 
rise sufficiently. 
 
Bonds issued with a put feature typically allow investors to exercise the put feature at 
specified intervals, but will likely have relatively lower yield than a comparable bond without a 
put feature. 
 
Mutual Funds 
 
Overview 
 
Mutual funds are investment vehicles made up of a pool of funds collected from many 
investors for the purpose of investing in securities such as stocks, bonds, money market 
instruments and similar assets. These are operated by their respective managers who invest 
the fund's capital and attempt to produce capital gains and income for the fund's investors. A 
Mutual Fund is structured and maintained to match the investment objectives stated in its 
prospectus. 
 
One of the main advantages of Mutual Funds is they give any investor access to professionally 
managed, diversified portfolios of equities, bonds and other securities. Each shareholder, 
therefore, participates proportionally in the gain or loss of the fund. Mutual funds invest in a 
wide amount of securities, and performance is usually tracked as the change in the total 
market cap of the fund, derived by aggregating performance of the underlying investments. 
 
Mutual Fund shares, can typically be purchased or redeemed as needed at the fund's current 
net asset value (NAV) per share. A fund's NAV is derived by dividing the total value of the 
securities in the portfolio by the total amount of shares outstanding. The NAV is the price per 
share that you can look up or see each day in your account. 
 
Mutual Funds only trade at 4PM. Meaning, when you place a mutual fund order it is not 
immediately invested at that time and price. All pricing occurs as of 4PM on the day you place 
the order.  
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Fees  
 
Mutual Funds contain fees known as expense ratios. Any of these fund's expense ratios is the 
summation of its advisory fee or management fee, any 12B-1 fees and its administrative costs. 
 
Expense ratios are the fees retained by the mutual fund management company to compensate 
their company, portfolio managers and analysts for the management of the fund. 
 
12B-1 fees are fees included in the overall expense ratio that are earmarked for sales and 
marketing the fund. These fees can be used for general advertising or for paying a financial 
representative for selling and servicing the fund.  
 
Sales charges can be referred to as the load of a mutual fund. When a mutual fund has a front-
end load, fees are assessed at the time of the initial purchase. For a back-end load, mutual 
fund fees are assessed when an investor sells his or her shares. You’ll most often see A Shares, 
C Shares, D Shares, R Shares (in 401ks) and I Shares.  
 
The prospectus of a fund outlines all of these costs and fees. 
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Categorization 
 
Mutual Funds have been most effectively categorized by Morningstar, Inc. via their “Style 
Boxes” as you can easily get a graphical representation of what kinds of companies your fund 
is investing in. See the illustration below for the most common categorizations: 
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While risk is unavoidable  the goal of your investment portfolio should be to diversify amongst 
these common categories according to your risk tolerance. Large Cap companies are 
considered more conservative than Mid Cap companies which are considered more 
conservative than Small Cap companies. Value companies are considered more conservative 
than Blend companies which are considered more conservative than Growth companies. 
 
High quality bonds are considered more conservative than Medium quality bonds which are 
considered more conservative than Low quality bonds. Short term bonds are considered more 
conservative than Medium term bonds which are considered more conservative than Long 
term bonds. 
 
Not shown are specialty Sectors like Technology, Pharmaceuticals, Financial, Industrials, REITS 
and other Alternative Investments, etc. These spaces are available to invest in, also, however 
are too specific for this general course.  
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Index Funds  
 
Overview 
 
Index Funds are investment vehicles made up of a pool of funds collected from many investors 
for the purpose of investing in securities such as stocks, bonds, money market instruments and 
similar assets. These are operated by their respective managers who invest the fund's capital 
and attempt to produce capital gains and income for the fund's investors. An Index Fund 
portfolio is structured and maintained to match the investment objectives stated in its 
prospectus. 
 
One of the main advantages of Index Funds  is they give any investor access to professionally 
managed, diversified portfolios of equities, bonds and other securities. Each shareholder, 
therefore, participates proportionally in the gain or loss of the fund. Index Funds invest in a 
wide amount of securities, and performance is usually tracked as the change in the total 
market cap of the fund, derived by aggregating performance of the underlying investments. 
 
Index Fund units, or shares, can typically be purchased or redeemed as needed at the fund's 
current net asset value (NAV) per share. A fund's NAV is derived by dividing the total value of 
the securities in the portfolio by the total amount of shares outstanding. The NAV is the price 
per share that you can look up or see each day in your account. 
 
Index Funds only trade at 4PM. Meaning, when you place a mutual fund order it is not 
immediately invested at that time and price. All pricing occurs as of 4PM on the day you place 
the order.  
 
Fees 
 
Mutual Funds contain fees known as expense ratios. Any of these fund's expense ratios is the 
summation of its advisory fee or management fee, any 12B-1 fees and its administrative costs. 
 
Expense ratios are the fees retained by the mutual fund management company to compensate 
their company, portfolio managers and analysts for the management of the fund. 
 
12B-1 fees are fees included in the overall expense ratio that are earmarked for sales and 
marketing eh fund. These fees can be used for general advertising or for paying a financial 
representative for selling and servicing the fund.  
 
Sales charges can be referred to as the load of a mutual fund. When a mutual fund has a front-
end load, fees are assessed at the time of the initial purchase. For a back-end load, mutual 
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fund fees are assessed when an investor sells his or her shares. You’ll most often see A Shares, 
C Shares, D Shares, R Shares (in 401ks) and I Shares.  
 
The prospectus of a fund outlines all of these costs and fees. 
 
Categorization 
 
Index Funds have been most effectively categorized by Morningstar, Inc. via their “Style 
Boxes” as you can easily get a graphical representation of what kinds of companies your fund 
is investing in. See the illustration below for the most common categorizations: 
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While risk is unavoidable the goal of your investment portfolio should be to diversify amongst 
these common categories according to your risk tolerance. Large Cap companies are 
considered more conservative than Mid Cap companies which are considered more 
conservative than Small Cap companies. Value companies are considered more conservative 
than Blend companies which are considered more conservative than Growth companies. 
 
High quality bonds are considered more conservative than Medium quality bonds which are 
considered more conservative than Low quality bonds. Short term bonds are considered more 
conservative than Medium term bonds which are considered more conservative than Long 
term bonds. 
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Not shown are specialty Sectors like Technology, Pharmaceuticals, Financial, Industrials, REITS 
and other Alternative Investments, etc. These spaces are available to invest in, also, however 
are too specific for this general course.  
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ETFs 
 
ETFs (Exchange Traded Funds) are investment vehicles made up of a pool of funds collected 
from many investors for the purpose of investing in securities such as stocks, bonds, money 
market instruments and similar assets. These are operated by their respective managers who 
invest the fund's capital and attempt to produce capital gains and income for the fund's 
investors. A mutual fund, index fund, or ETFs portfolio is structured and maintained to match 
the investment objectives stated in its prospectus. 
 
One of the main advantages of ETFs is they give any investor access to professionally 
managed, diversified portfolios of equities, bonds and other securities. Each shareholder, 
therefore, participates proportionally in the gain or loss of the fund. ETFs invest in a wide 
amount of securities, and performance is usually tracked as the change in the total market cap 
of the fund, derived by aggregating performance of the underlying investments. 
 
ETF shares, can typically be purchased or redeemed as needed at the fund's current net asset 
value (NAV) per share. A fund's NAV is derived by dividing the total value of the securities in 
the portfolio by the total amount of shares outstanding. The NAV is the price per share that 
you can look up or see each day in your account. 
 
ETFs can be traded at any time the market is open. Meaning, when you place an ETF order it is 
immediately invested at that time and price. You buy ETFs at the Ask Price and sell them at the 
Bid Price which is known as the Bid-Ask spread. 
 
Fees 
 
ETFs contain fees known as expense ratios. Any of these fund's expense ratios is the 
summation of its advisory fee or management fee and its administrative costs. You typically 
buy ETFs and pay a commission to buy them.  
 
As of the creating of this course, the creation process of most ETFs is via creation and 
redemption units which are too in-depth for us to go in to. 
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Categorization 
 
ETFs have been most effectively categorized by Morningstar, Inc. via their “Style Boxes” as you 
can easily get a graphical representation of what kinds of companies your fund is investing in. 
See the illustration below for the most common categorizations: 
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While risk is unavoidable the goal of your investment portfolio should be to diversify amongst 
these common categories according to your risk tolerance. Large Cap companies are 
considered more conservative than Mid Cap companies which are considered more 
conservative than Small Cap companies. Value companies are considered more conservative 
than Blend companies which are considered more conservative than Growth companies. 
 
High quality bonds are considered more conservative than Medium quality bonds which are 
considered more conservative than Low quality bonds. Short term bonds are considered more 
conservative than Medium term bonds which are considered more conservative than Long 
term bonds. 
 
Not shown are specialty Sectors like Technology, Pharmaceuticals, Financial, Industrials, REITS 
and other Alternative Investments, etc. These spaces are available to invest in, also, however 
are too specific for this general course.  
 
The opinions voiced in this material are for general information only and are not intended to 
provide specific advice or recommendations for any individual. Investing involves risk including 
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loss of principal. Bonds are subject to market and interest rate risk if sold prior to maturity. 
Bond values will decline as interest rates rise and bonds are subject to availability and change in 
price. 
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Chapter 4 
 
Life Insurance 
 
Life insurance is typically used to protect families and loved one in case you die and they need 
money. It can also be used for estate planning purposes as life insurance proceeds are paid to 
beneficiaries tax-free. That’s right – you do not pay taxes when you receive life insurance 
proceeds. This prompts some people to buy it to replace any estate taxes that they may incur. 
Additional uses have also arisen for replenishing funds do to medical costs. We’ll explore each 
of these in more detail as we go through this chapter. 
 
A few things to note that all types of insurance have in common: The longer the term and 
higher the coverage the greater the price. And then once you know your term and coverage, 
the younger you are and healthier you are the lower the price. The process of pricing your 
policy is known as Underwriting. And depending on your age and the amount of coverage, you 
may need a health exam – whether a small one that takes your pulse, blood pressure and a 
blood sample, or a Full Underwriting which involves obtaining medical records from your 
doctor(s). Each insurance company is different and the company or agent can tell you what 
will be required. 
 
Also, consider the pricing from the insurance company’s perspective. With any form of 
insurance coverage, chances are lower that something will happen to you in a short amount of 
time – say 10 years. However, over 20 years, the chances that something will happen to you 
increase and chances increase again over 30 years, etc. Not only can something happen to you 
accidentally, but as a group of people age, some pass away sooner than others, and insurers 
look at everyone as a group – 30-year-olds, 40-year-olds, 60-year-olds, etc. And, statistically, 
more people pass away in their 60s and 70s and 80s than in their 20s and 30s. Also, the more 
coverage you buy the more the insurance company may have to pay. This is why policies that 
cover you for your entire life tend to cost the most on an annual basis. The insurance company 
is on the hook to pay your beneficiaries and some point in time and therefore need to price it 
accordingly.  
 
With regards to health ratings, typical ratings in order of best to worst are Preferred Plus, 
Preferred, Standard and Rated. Pricing can change dramatically amongst these ratings and 
sometimes the Preferred price from one company can be different than the Preferred pricing 
from another company, so be sure to shop around. 
 
 
 
 
 



   

Page 34 of 72 
 

Term Insurance 
 
Term insurance is probably the most common life insurance people purchase. Term means for 
some defined amount of time i.e. 10 years, 20 years, 30 years, etc. And, you buy a defined 
amount of coverage - $100,000, $500,000, $1,000,000 and more. The longer the term and 
higher the coverage, the greater the premium (price). However, once you buy it, your annual 
premium is fixed for your term. You can pay the annual premium on a monthly basis, quarterly 
basis or annual basis, with the annual payment typically costing the least. If you should pass 
away during your term, the insurance company will pay your beneficiaries the cover amount 
you purchased. If your term is 20 years, you will pay a fixed premium for that amount of years, 
no matter what may happen to your health, and then after 20 years you’ll usually have the 
option to renew. But you will renew at the premium commensurate with the age you are at 
the time of renewal. So if you buy a 20 year term policy and age 45, your pay a fixed premium 
each year from 45 – 64 and then if you renew, you’ll pay the premium a 65 year old would pay 
for the coverage you’ve chosen with the health rating you initially obtained. So if you bought 
this as a healthy 45-year-old with a preferred rating, you would renew at a premium of a 65-
year-old with a preferred rating – even if your health is not the same. This might be an 
important feature to be aware of. It’s called Guaranteed Renewable. Your policy renews each 
year for a one-year term at your initial health category. How this can be expensive though, is if 
once you reach age 65 and still want insurance for another 20 years. At that point, you may be 
better off buying another 20-year term policy or converting your original policy to a 
Permanent policy (Universal Life or Whole Life discussed later). You’ll have to assess all 
premiums at that point and make a determination what is in your best interest. 
 
Variable Life Insurance 
 
Variable Life Insurance policies offer coverage of some amount for as long as there is money in 
the policy to pay the annual premiums. These offer investments inside them known as sub-
accounts that can increase or decrease in value based on their performance and conversely 
decrease or increase the amount of premiums you need to pay each year. Further, you can 
borrow against these policies via a loan.  
 
The appeal to variable life insurance lies in the investment element available in the policy and 
the favorable tax treatment of the policy's cash value growth. Annual growth of the cash value 
account is not taxable as ordinary income. Furthermore, these values can be accessed in later 
years and, when done properly through loans using the account as collateral, instead of direct 
withdrawals, they may be received free of any income taxation. 
 
A variable life insurance policy must be presented with a prospectus detailing all policy 
charges, fees and sub-account expenses. 
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Universal Life Insurance 
 
Universal life insurance provides you with an amount of coverage chosen for your entire life as 
long as there is enough cash in the policy to pay your premiums. Premiums within a universal 
life insurance policy are broken down by the insurance company into two categories: the cost 
of insurance and a saving component known as the cash value. The cost of insurance must be 
covered so the policy remains in force, but premiums paid over the minimum cost of insurance 
accumulate within the cash value portion of the policy and used at any time to pay premiums. 
As long as the minimum cost of insurance is covered, either through paid premiums or cash 
value, the policy is guaranteed for as long as the initial contract dictates. 
 
Under a universal life insurance policy, the insurance company issuing the policy establishes an 
interest rate minimum, stated within each individual contract. Should the insurance company's 
portfolio outperform the minimum interest rate, excess earnings may be applied to the cash 
value of a policy.  
 
As cash value accumulates over time, policyholders can access a portion of the balance 
without affecting the guaranteed death benefit. Life insurance policy loans allow policyholders 
to borrow against accumulated cash value within a universal life policy without any tax 
implications. However, any policy loan not repaid may reduce the total death benefit issued to 
beneficiaries. Cash value may also be accessed as a withdrawal, but the policyholder may incur 
a tax liability in doing so. 
 
Whole Life Insurance 
 
Whole life insurance is a contract with premiums that includes insurance and investment 
components. You can buy coverage for any amount and the coverage will last your entire life 
as long as there is cash in your policy to pay the premiums. Cash in excess of the costs of 
insurance builds inside the policy and you can either borrow or withdraw these funds, if 
necessary. The caveat is that withdraws may be taxable and loans are not. However, each 
reduces the cash value and therefore increases the chances that more monies will be needed 
to keep the policy In-Force (active).  
 
Whole life insurance provides policyholders with the ability to accumulate wealth as regular 
premium payments cover insurance costs. These payments also contribute to equity growth in 
a savings account. Dividends, or interest, can build up in this account, tax-deferred. As 
indicated by its name, whole life insurance protects an individual for his entire life. This is the 
most basic type of whole life insurance, also known as straight life, traditional or permanent 
whole life insurance. 
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You will see some more recent developments with all types of insurance policies vis-à-vis 
Acceleration of Benefits clauses. What these do is pay out insurance monies to beneficiaries 
prior to the insured passing away, but only after it has been medically determined that the 
insured is going to die. This allows loved once to have monies to provide for the insured in a 
dignified way over the last days of their life. The insurance company has acknowledged that 
they are going to have to pay shortly, so why not pay sooner than later and allow families to 
provide the best possible end of life care. Keep an eye out for this clause if it appeals to you. 
 
Disclaimer: This material contains only general descriptions and is not a solicitation to sell any 
insurance product or security, nor is it intended as any financial or tax advice. For information 
about specific insurance needs or situations, contact your insurance agent. This article is 
intended to assist in educating you about insurance generally and not to provide personal 
service. They may not take into account your personal characteristics such as budget, assets, 
risk tolerance, family situation or activities which may affect the type of insurance that would 
be right for you. In addition, state insurance laws and insurance underwriting rules may affect 
available coverage and its costs. Guarantees are based on the claims paying ability of the 
issuing company. If you need more information or would like personal advice you should 
consult an insurance professional. You may also visit your state’s insurance department for 
more information. 
 
Variable Universal Life Insurance/Variable Life Insurance policies are subject to substantial fees 
and charges. Policy values will fluctuate and are subject to market risk and to possible loss of 
principal. 
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Chapter 5  
 
Annuities 
 
Annuities are contracts issues by insurance companies that offer you guarantees of principal, 
interest, income or withdraws. There are four main types of annuities to choose from: 
Variable, Fixed, Fixed Indexed, and Immediate. Variable annuities are considered investment 
contracts with insurance riders, whereby Fixed, Fixed Indexed, and Immediate Annuities are 
considered insurance contracts. Variable Annuity benefits include: guarantees for income or 
withdraws, and death benefits for beneficiaries. They do not usually include a guarantee of 
principal or interest to the owner, as do Fixed and Fixed Indexed Annuities. Fixed annuities 
offer guarantees of principal, interest, income and death benefits. Fixed Indexed Annuities also 
offer guarantees of principal, interest, income and death benefits with the main difference to 
a Fixed Annuity being the calculation of interest. And lastly, Immediate Annuities, which offer 
guarantees of income or withdraws and death benefits.  
 
Fixed Annuity 
 
A fixed annuity is a contract between an individual (or company) and an insurance company 
where an insurance company provides the contract owner with a guaranteed rate of interest 
on their investment for a certain amount of years. 
 
Fixed annuities provide a set interest rate for an entire term of years, or a fixed rate for a few 
initial years with renewal rates occurring on your contract anniversary which could be higher 
or lower than your initial rate. Rates are typically higher the longer you invest. And, typical 
terms are 1 – 10 years.  
 
There are no annual operating expenses or fees with fixed annuities. However, there might be 
an annual account or contract fee of $50 if your account is less than a certain amount, $50,000 
for example. You can usually ask an insurance company for your money back and cancel or 
terminate your annuity contract, however there are usually surrender charges or fees in doing 
so. The surrender charges are usually based on the length of your contract and have higher 
charges in the early years with declining charges to the last year. Most annuities will permit 
you to withdraw up to 10% of your investment annually without any surrender charges 
although there may be some variances to this. 
 
Some contracts offer a Return of Premium Guarantee (ROP) which means you can get all of 
your principal back at any time, but usually have lower rates than the fixed annuities without a 
Return of Premium feature. 
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A fixed annuity’s interest is deferred from taxes until you withdraw any money. Withdraws are 
on a Last-In First-Out method – meaning that if there are gains you withdraw interest first and 
then your principal. All interest is taxable at your ordinary income rate and your principal is 
not taxable (unless you are withdrawing it from an IRA). 
 
As with all annuities, you can also choose to Annuitize your contract which means you can turn 
your principal over to the insurance company in return for systematic payments. These can be 
monthly, quarterly, or annually, and last for various periods of time, such as 5 years, 10 years, 
or for your entire life. Three generalizations to know are that the longer the payments last, the 
less they’ll be on an annual basis, and if you choose a lifetime option, the older you are the 
higher the annual amount, and, payments for one person’s life are typically less than if you are 
receiving payments for two person’s lifetimes as is often the case with contracts covering 
married persons. 
 
When you Annuitize a contract, your taxation works a little bit differently than if you just take 
withdraws. Recall that when you take withdraws, if there are gains you withdraw interest first 
and then your principal. However, when you Annuitize your contract your payments will 
include some portion of your principal and some portion of interest. Chances are your entire 
payment will not be taxable (unless you are withdrawing your annuity from an IRA) and the 
insurance company can tell you what amount of your payment will be principal and what 
amount will be interest. 
  
Fixed Indexed Annuity 
 
A fixed indexed annuity is a contract between an individual (or company) and an insurance 
company where an insurance company provides the contract owner with either a fixed rate of 
interest or an annual credit (which is essentially the same as interest) to the account based on 
the returns of a widely recognized investment index, like the S&P 500, Dow Jones Industrial 
Average, Russell 2000, or some international index, based on a pre-determined formula. These 
choices are known as Crediting Methods, Rates, or Buckets. A popular feature of these is that 
your investment will never go down in value in any bucket you choose because the stock 
market or index has a negative return. However, if the market index linked to your annuity 
goes down and you receive no or minimal index-linked return, you could lose money on your 
initial investment if you withdraw assets before the surrender period is up. 
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Crediting Methods, Rates, or Buckets  
 
With Fixed Indexed Annuities you have the choice of Fixed Rates or Variable Rates. Under the 
fixed rate choice, you will be provided the option of a guaranteed rate which is typically good 
for a one-year period, which is known as your Initial Rate. Each year this rate changes on your 
contract anniversary and becomes your renewal rate for your next one-year period. You will 
typically find Fixed Annuity rates comparable to bank CD rates. If you are considering a Bank 
CD, you may want to look at Fixed Annuities. 
 
Under the Indexed Rate choices, you’ll find rates with terms such as Cap Rates, Monthly 
Averaging, Spreads, Participation Rates and Triggers.  Under these scenarios you are credited 
with interest payments if the Index your returns are based on has a positive return year-over-
year on your contract’s anniversary date. You can choose to allocate your investment into 
either the fixed rate choice or the indexed side of the contract or any combination the 
contract offers. Also, your returns are based on the rates and crediting methods on an annual 
basis based on the purchase date of your account. If your contract anniversary is Dec 12th, 
then your returns are calculated and paid each year a few days after Dec 12th. You can draw 
conclusions of how your account might perform based upon an Indices performance over 
several calendar years, however, your returns are based on your contract anniversary. And 
often, even the Indexed choices will provide a floor, or minimum return. 
 
Let’s look a little closer at Cap Rates, Monthly Averaging, Spreads, Participation Rates and 
Triggers. 
 
Cap Rates are when your contract value can increase up to a certain point, but not beyond. For 
instance a one-year 5% cap rates means that your account can increase up to 5% in one year, 
but not more. A 2-year 8% cap rates means that your account can increase up to 8% over a 
two-year period, but not more. 1- and 2-year annual caps are the most common. Typically, the 
longer between measuring periods, the higher the Cap Rate. 
 
Monthly Sum (also called Monthly Point to Point) with a monthly cap takes the difference 
between the beginning of the month value of the index used and applies a monthly cap (if 
applicable). For example, using a 2.5% monthly cap, if in the first month of the contract the 
S&P went up 2.75% the account would get 2.5% (which is the cap). If in the second month of 
the contract the market went up 2.10% the account would get 2.10%, So far you’ve earned 
4.60% in this example. However, there is no limit on negative returns each month and all 12 
months’ returns are added together for your annual credit. So large negative months can 
quickly take away any gains, but recall, your annual returns can never be less than 0%. 
 
Spreads are when you earn the returns of an index with no cap, but with a deduction to the 
indices’ returns which is then referred to as the spread. For example, you might have a 1 year 
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Index with a 3% spread. In these instances, you earn the Index returns less 3%, but never less 
than 0%. So your return is 0% until the index exceeds 3%, then you would net 1% if it returns 
4%; 5% on 8%; 8% on 11%, and so on. More recently, spreads have been based on a Balanced 
Index versus an all Equity index. 
 
You might have a contract whereby one of your choices is for your account to increase on a 
percentage basis to the index known as a Participation Rates. For instance, you may have a 
40% participation rate. If the S&P 500 increases 10%, you would be credited 4%. A 12% return 
would credit you 4.8%. Just multiply the index return by the participation rate. 
 
Lastly, Triggers. Triggers are when the index exceeds a certain level, you get a definitive return. 
For example, if the S&P 500 returns more than 0%, you get 3%. So regardless if it returns, 1%, 
5%, or 19%, you get 3%. You might see a 5% Trigger and a 5% rate. Typically, higher Triggers 
have higher rates. However, higher triggers make it less likely than the returns necessary will 
be achieved. 
 
One generalization is that the rates, caps, and spreads are more in your favor the longer the 
measuring period. So 2-year rates, caps, and spreads and better than 1 year, and three year 
better than 2. In addition, an index return excludes dividends, so your return from an indexed 
annuity will also exclude dividend income. This is important because history indicates that 
dividends have been a strong component of equity returns over the course of time. 
 
Liquidity - You can usually ask an insurance company for your money back and cancel or 
terminate your annuity contract, however there are usually surrender charges or fees in doing 
so. The surrender charges are usually based on the length of your contract and have higher 
charges in the early years with declining charges to the last year. Most annuities will permit 
you to withdraw up to 10% of your investment annually without any surrender charges. There 
may be some variances to this, such as 5% withdraws without penalty, but 10% is most 
common. 
 
A fixed indexed annuity’s interest is deferred from taxes until you withdraw any money. 
Withdraws are on a Last In First Out method – meaning that if there are gains you’ll withdraw 
interest first and then your principal. All interest is taxable at your ordinary income rate and 
your principal is not taxable (unless you are withdrawing it from an IRA). 
 
There are no annual operating expenses or fees for most of the base contracts offered, unless 
you choose an optional benefit known as a Rider. However, there might be an annual account 
or contract fee of $50 if your account is less than a certain amount, $50,000 for example. 
Indexed annuities typically do not have an up-front sales charge, however do have other 
hidden costs. Investors still incur a cost to own these products, as indexed annuities have 
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significant opportunity costs that are passed on to customers by the insurance company, by 
limiting potential returns through a participation rate, cap, or spread Your principal is 
protected only if you hold the annuity through the surrender period. 
 
Riders are additional benefits that you can buy with some annuities. These come in the form of 
Income Riders or Withdraw Riders and provide the owner with guaranteed withdraws for a 
specific period of time. These periods can range from 5 – 20 years and even your entire life. 
Currently the most popular choice of lifetime benefits range from 4% – 6%, depending on the 
annuitant’s age and last for the annuitant’s lifetime – even if the cash value of the contract 
reduces to $0. This occurs when the interest credited does not keep up with the amount 
withdrawn. If you average returns of 2%, but withdraw 5%, at some point the contract will run 
out of money. A rider can guarantee that your withdraws will continue regardless of contract 
value. 
 
As with all annuities, you can also choose to Annuitize your contract which means you can turn 
your principal over to the insurance company in return for systematic payments. These can be 
monthly, quarterly, or annually, and last for various periods of time, such as 5 years, 10 years, 
or for your entire life. Three generalizations to know are that the longer the payments last, the 
less they’ll be on an annual basis, and if you choose a lifetime option, the older you are the 
higher the annual amount, and, payments for one person’s life are typically less than if you are 
receiving payments for two person’s lifetimes as is often the case with contracts covering 
married persons. 
 
Immediate Annuity 
 
In an immediate annuity you invest a sum of money with an insurance company in return for 
immediate cash payments.  
 
These cash payments can last for any period of years. Typical periods are 5 years, 10 years, and 
lifetime payments. Some annuity companies can customize payments to whatever period you 
need – 7 years, 11 year, 18 years, etc. 
 
The longer the withdraw period the lesser the payment. The shorter the withdraw period, the 
higher the payment. However, you can also calculate the Internal Rate of Return which is the 
actual interest rate you are receiving. And, even though the longer payment terms provide you 
with a lower your payment, you’ll find these longer payment terms actually provide a higher 
rate of interest. You’ll be able to determine this when you compare contracts. 
 
With immediate annuities chances are more of your payment will be considered a return of 
principal and not taxable, versus interest which is taxable. The insurance company will let you 
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know the amount that is principal and interest when you make your investment. However, if 
you buy an Immediate Annuity with IRA monies, all payments will be taxable. 
 
Most of the time, an immediate annuity investment is irrevocable, meaning once you make 
the investment you are locked into the payment plan. However, in some instances, you can 
receive some of your principal back. The insurance company calculates what is known as a 
Market Value Adjustment and you can get some monies back, but be prepared for their offer 
to be as low as half of what you invested. Keep in mind, immediate annuities are designed for 
the payment plans offered and to break the contract is costly.  
 
Variable Annuity 
 
A variable Annuity is a contract between an individual (or company) and an insurance 
company where the insurance company provides the contract owner with a menu of 
investments to choose from called sub-accounts that can increase or decrease in value over 
the duration of the contract. You can lose money if the sub-accounts decline in value and you 
withdraw your investment in a lump sum without annuitizing or utilizing any riders.  
 
In standard Variable Annuity contracts, your benefits will increase if the values of your sub-
accounts increase. Benefits are then converted into a series of payments over a certain period 
of time, or you can withdraw your cash balance (less any surrender fees) at any time. Variable 
Annuities are usually purchased for their lifetime payment benefits, but can also have 5-year, 
10-year and other lengths payment terms. With Variable Annuities you typically have a return 
of premium death benefit as a standard benefit. Meaning, if the annuitant were to pass away, 
the beneficiaries would receive back at least what the total amount of original investments 
were, regardless of whether the original investment was one lump sum or several payments 
over time. Also, some cite the tax deferred growth as a benefit to these contracts as well. 
Most Variable Annuities offer Riders, which are additional benefits that can be purchased for a 
fee. We’ll discuss these in a bit. 
 
Liquidity – You can usually ask an insurance company for your money back and cancel or 
terminate your annuity contract, however there are usually surrender charges or fees in doing 
so. The surrender charges are usually based on the length of your contract and have higher 
charges in the early years with declining charges to the last year. Most annuities will permit 
you to withdraw up to 10% of your investment annually without any surrender charges. There 
may be some variances to this, such as 5% withdraws without penalty, but 10% is most 
common. 
 
A Variable Annuity’s interest is deferred from taxes until you withdraw any money. Withdraws 
are on a Last In First Out method – meaning that if there are gains you withdraw interest first 
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and then your principal. All interest is taxable at your ordinary income rate and your principal 
is not taxable (unless you are withdrawing it from an IRA). 
 
There are annual operating expenses or fees for most of the base contracts offered that are 
called Mortality and Expense Charges, or M&E for short. These are considered insurance-
based charges and are used by the insurance company to ensure that your beneficiaries can at 
least be paid back your initial investment as discussed earlier. This variable annuity fee can 
range from .50 - 1.5% of the policy value per year. The sub-accounts also have management 
fees or expenses much like mutual funds. Additional Riders (discussed later) also have fees and 
lastly, there might be an annual account or contract fee of $50 if your account is less than a 
certain amount, $50,000 for example, or as a percentage of your account value (typically in the 
range of 0.15% per year). 
 
Riders are additional benefits that you can buy to add on to most Variable Annuities. These 
come in the form of Income Riders, Withdraw Riders, and Enhanced Death Benefits. Usually, 
these Riders provide the owner with guaranteed increases to their benefits regardless of what 
occurs with the sub-accounts. When you invest into a Variable Annuity your starting benefits 
equal your initial investment. Any additional deposits will increase your benefit base along 
with any increases from the performance of your sub-accounts. Riders provide guaranteed 
increases to your benefits so that if the performance of your sub-accounts is less than a certain 
amount, you will at least have a minimum amount of benefits at various points over the years. 
Riders typically offer annual increases and are not cash values. The value of your actual 
investment performance is compared to the minimum Rider guarantee each year on your 
contract anniversary date, and then your benefits are locked in to the better of the two. Each 
year this comparison is repeated until you start to withdraw your monies. These comparisons 
are cumulative and is not uncommon for your Rider benefits to be greater than the value of 
your investments. However, you usually will receive benefits based on the greater of the two.   
 
For Income and Withdraw Benefits the Benefit Base is converted into guaranteed withdraws 
for a specific period of time. These periods can range from 5 – 20 years and even your entire 
life. Currently the most popular choice of lifetime benefits range from 4% – 6%, depending on 
the annuitant’s age and last for the annuitant’s lifetime – even if the cash value of the contract 
reduces to $0. This occurs when the investment performance does not keep up with the 
amount withdrawn. If you average returns of 2%, but withdraw 5%, at some point the contract 
will run out of money. An Income or Withdraw Rider can guarantee that your withdraws will 
continue regardless of contract value. 
 
For Death benefits the Benefit Base is converted into a lump sum payment or series of 
payments to the beneficiary or beneficiaries. In some instances, beneficiaries have a limited 
amount of time to withdraw funds – 5 years for instance. They will always receive the full of 
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benefits, but just have to withdraw all monies by the end of the fifth anniversary of the 
annuitant’s death. 
 
Some variable annuities offer a Spousal Continuation feature. This means that if the 
beneficiary is the Annuitant’s Spouse, they can continue the contract with same benefits as if 
they were the original owner. This is helpful when a couple is depending on the Annuity’s 
income and the surviving spouse will be counting on that money. 
 
As with all annuities, you can also choose to Annuitize your contract which means you can turn 
your principal over to the insurance company in return for systematic payments. These can be 
monthly, quarterly, or annually, and last for various periods of time, such as 5 years, 10 years, 
or for your entire life. Three generalizations to know are that the longer the payments last, the 
less they’ll be on an annual basis, and if you choose a lifetime option, the older you are the 
higher the annual amount, and, payments for one person’s life are typically less than if you are 
receiving payments for two person’s lifetimes as is often the case with contracts covering 
married persons. 
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Disclosures: 
Purchasing an annuity within a retirement plan that provides tax deferral under sections of the 
Internal Revenue Code results in no additional tax benefit. An annuity should be used to fund a 
qualified plan based upon the annuity's features other than tax deferral. All annuity features, 
risks, limitations, and costs should be considered prior to purchasing an annuity within a tax-
qualified retirement plan. Bonus annuities may include higher surrender charges, longer 
surrender charge periods, lower caps, higher spreads, or other restrictions that are not 
included in similar annuities that don't offer a premium bonus feature. For Equity Indexed 
Annuities: With the purchase of any additional-cost riders, the contract's values will be 
reduced by the cost of the rider. This may result in a loss of principal and interest in any year in 
which the contract does not earn interest or earns interest in an amount less than the rider 
charge. Riders are additional guarantee options that are available to an annuity or life 
insurance contract holder. While some riders are part of an existing contract, many others may 
carry additional fees, charges and restrictions, and the policy holder should review their 
contract carefully before purchasing Fixed and Variable annuities are suitable for long-term 
investing, such as retirement investing. Gains from tax-deferred investments are taxable as 
ordinary income upon withdrawal. Guarantees are based on the claims paying ability of the 
issuing company. Withdrawals made prior to age 59 are subject to a 10% IRS penalty tax and 
surrender charges may apply. Variable annuities are subject to market risk and may lose value. 
Guarantees are backed by the financial strength and claims-paying ability of the issuing 
company. Investing in a variable annuity involves risk of loss-investment returns and contract 
value are not guaranteed and will fluctuate. Equity Indexed Annuities (EIAs) are not suitable 
for all investors. EIAs permit investors to participate in only a stated percentage of an increase 
in an index (participation rate) and may impose a maximum annual account value percentage 
increase. EIAs typically do not allow for participation in dividends accumulated on the 
securities represented by the index. Annuities are long-term, tax-deferred investment vehicles 
designed for retirement purposes. Withdrawals prior to 59 may result in an IRS penalty, and 
surrender charges may apply. Guarantees are based on the claims paying ability of the issuing 
insurance company. 
 
Annuities are complex products that include many features and factors. It is important to 
understand the balance between all features available with any annuity. You should consult 
with a financial professional to determine if an annuity is appropriate for your needs. You will 
pay for each benefit provided by your variable annuity. Be sure you understand the charges 
prior to purchasing a variable annuity. 
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Chapter 6  
 
Social Security 
 
The current Social Security system works like this: when you work, you pay taxes into Social 
Security. They use the tax money to pay benefits to: 

• People who have already retired; 
• People who are disabled; 
• Survivors of workers who have died; and 
• Dependents of beneficiaries. 

 
The money you pay in taxes isn’t held in a personal account for you to use when you get 
benefits. They use your taxes to pay people who are getting benefits right now. Any unused 
money goes to the Social Security trust funds, not a personal account with your name on it. 
 
Social Security is more than retirement. Many people think of Social Security as just a 
retirement program. Most of the people receiving benefits are retired, but others receive 
benefits because they’re: 

• Disabled; 
• A spouse or child of someone getting benefits; 
• A divorced spouse of someone getting or eligible for Social Security; 
• A spouse or child of a worker who died; 
• A divorced spouse of a worker who died; or 
• A dependent parent of a worker who died. 

 
Depending on your circumstances, you may be eligible for Social Security at any age. In fact, 
Social Security pays more benefits to children than any other government program.  You pay 
Social Security taxes based on your earnings, up to a certain amount. Currently, that amount is 
$137,700 (for tax year 2020). 
 
Medicare taxes 
 
You pay Medicare taxes on all of your wages or net earnings from self-employment. These 
taxes are for Medicare coverage. The chart below shows the tax rates*: 
 

If you work for someone else Social Security tax Medicare tax 
You pay 6.2% 1.45% 
Your employer pays 6.2% 1.45% 
If you’re self-employed 
You pay 12.4% 2.9% 

* Source: Social Security – ssa.gov 
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Additional Medicare Tax 
 
Workers pay an additional 0.9 percent Medicare tax on income exceeding certain thresholds. 
The following chart shows the threshold amounts based on tax filing status*: 
 

Filing Status Threshold Amount 
Married filing jointly $250,000 
Married filing separate $125,000 
Single $200,000 
Head of household (with qualifying person) $200,000 
Qualifying widow(er) with dependent child $200,000 

* Source: Social Security – ssa.gov 
 

Where your Social Security tax dollars go 
 
When you work, 85 cents of every Social Security tax dollar you pay goes to a trust fund that 
pays monthly benefits to current retirees and their families and to surviving spouses and 
children of workers who have died. The other 15 cents goes to a trust fund that pays benefits 
to people with disabilities and their families. From these trust funds, Social Security also pays 
the costs of managing the Social Security programs. The Social Security Administration is one 
of the most efficient agencies in the federal government. Of each Social Security tax 
dollar you pay, we spend less than one penny to manage the program. 
 
Your Social Security number 
 
Your link with Social Security is your Social Security number. You need it to get a job and pay 
taxes. They use your Social Security number to track your earnings while you’re working and 
your benefits after you’re getting Social Security. 
 
How you become eligible for Social Security 
 
As you work and pay taxes, you earn Social Security “credits.” In 2017, you earn one credit for 
each $1,300 in earnings — up to a maximum of four credits a year. The amount of money 
needed to earn one credit usually goes up every year. Most people need 40 credits (10 years 
of work) to qualify for benefits. Younger people need fewer credits to be eligible for disability 
benefits or for their family members to be eligible for survivor’s benefits when the worker 
dies. 
 
What you need to know about benefits Social Security benefits only replace some of your 
earnings when you retire, become disabled, or die. They base your benefit payment on how 
much you earned during your working career. Higher lifetime earnings result in higher 
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benefits. If there were some years when you didn’t work, or had low earnings, your benefit 
amount may be lower than if you worked steadily. 
 
Retirement benefits 
 
Choosing when to retire is one of the most important decisions you’ll make in your lifetime. If 
you choose to retire when you reach your full retirement age, you’ll receive your full benefit 
amount. They will reduce your benefit amount if you retire before reaching full retirement 
age. 
 
Full retirement age 
 
If you were born from 1943 to 1960, the age at which full retirement benefits are payable 
increases gradually to age 67. If your birth year is 1950 or earlier, you are already eligible for 
your full Social Security benefit. Use the following chart to find out your full retirement age. 

 
Year of birth Full retirement age 
1943-1954 66 

1955 66 and 2 months 
1956 66 and 4 months 
1957 66 and 6 months 
1958 66 and 8 months 
1959 66 and 10 months 

1960 or later 67 
 

Delayed retirement 
 
If you choose to delay receiving benefits beyond your full retirement age, we’ll increase your 
benefit a certain percentage, depending on the year of your birth. They’ll add the increase 
automatically each month from the time you reach full retirement age, until you start taking 
benefits or reach age 70, whichever comes first.  
 
Early retirement 
 
You may start receiving benefits as early as age 62. They reduce your benefits if you start early 
by about one-half of one percent for each month you start receiving benefits before your full 
retirement age. For example, if your full retirement age is 66 and two months, and you sign up 
for Social Security when you’re 62, you would only get 74.2 percent of your full benefit. 
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If you work and get benefits 
 
You can continue to work and still receive retirement benefits. Your earnings in (or after) the 
month you reach full retirement age won’t reduce your Social Security benefits. In fact, 
working beyond full retirement age can increase your benefits. They’ll have to reduce your 
benefits, however, if your earnings exceed certain limits for the months before you reach your 
full retirement age. If you work, but start receiving benefits before full retirement age, they 
deduct one dollar in benefits for each two dollars in earnings you have above the annual limit. 
In 2018, the limit is $17,040. In the year you reach your full retirement age, they reduce your 
benefits by one dollar for every three dollars you earn over a different annual limit $45,360 in 
2018) until the month you reach full retirement age. Once you reach full retirement age, you 
can keep working, and they won’t reduce your Social Security benefit, no matter how much 
you earn. 
 
Retirement benefits for widows and widowers 
 
If you’re receiving widow’s or widower’s benefits, you can switch to your own retirement 
benefits as early as age 62, assuming your retirement benefit is more than the amount you 
receive on your deceased spouse’s earnings. Often, you can begin receiving one benefit at a 
reduced rate and then switch to the other benefit at the full rate when you reach full 
retirement age. The rules are complicated and vary depending on your situation, so talk to a 
Social Security representative about the choices available to you. 
 
Disability benefits 
 
If you can’t work because of a physical or mental condition that’s expected to last at least one 
year or result in death, you may be eligible for Social Security disability benefits. Please refer 
to https://www.socialsecurity.gov/disabilityssi for more info. 
 
Your benefits may be taxable 
 
About 40 percent of people who get Social Security have to pay income taxes on their benefits. 
For example: 

• If you file a federal tax return as an “individual,” and your combined income* is 
between $25,000 and $34,000, you may have to pay taxes on up to 50 percent of your 
Social Security benefits. If your combined income* is more than $34,000, up to 85 
percent of your Social Security benefits is subject to income tax. 

• If you file a joint return, you may have to pay taxes on 50 percent of your benefits if 
you and your spouse have a combined income* between $32,000 and $44,000. If your 
combined income* is more than $44,000, up to 85 percent of your Social Security 
benefits is subject to income tax. 

https://www.socialsecurity.gov/disabilityssi
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• If you’re married and file a separate return, you’ll probably pay taxes on your benefits. 
 

Benefits for your family 
 
When you start receiving Social Security retirement or disability benefits, other family 
members also may be eligible for payments. For example, benefits can be paid to your spouse:  

• If they’re age 62 or older; or 
• At any age if they’re caring for your child (the child must be younger than 16 or 

disabled and entitled to Social Security benefits on your record). 
 

Benefits can also be paid to your unmarried children if they’re: 
• Younger than 18; 
• Between 18 and 19 years old, but in elementary or 
• secondary school as full-time students; or 
• Age 18 or older and disabled (the disability must have started before age 22). 

 
If you become the parent of a child (including an adopted child) after you begin receiving 
benefits, let them know about the child, so we can decide if the child is eligible for benefits.  
 
How much can family members get? Each family member may be eligible for a monthly 
benefit that is up to half of your retirement or disability benefit amount. However, there is a 
limit to the total amount of money that can be paid to you and your family. The limit varies, 
but is generally equal to about 150 to 180 percent of your retirement or disability benefit. 
 
If you’re divorced, your ex-spouse may qualify for benefits on your earnings. In some 
situations, he or she may get benefits even if you aren’t receiving them. To qualify, a divorced 
spouse must: 

• Have been married to you for at least 10 years; 
• Have been divorced at least two years in cases where you have not filed for benefits; 
• Be at least 62 years old; 
• Be unmarried; and depending on the circumstances, not be entitled to or eligible for a 

benefit on his or her own work that is equal to or higher than half the full amount on 
your record.  

• Benefits paid to an ex-spouse won’t affect the benefit rates for other survivors 
receiving benefits on your earnings record.  
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Survivor’s benefits  
 
When you die, your family may be eligible for benefits based on your work.  Family members 
who can collect benefits include a widow or widower who is:  

• 60 or older; or  
• 50 or older and disabled; or  
• Any age if he or she is caring for your child who is younger than 16 or disabled 

and entitled to Social Security benefits on your record.  
• Your children can receive benefits, too, if they’re unmarried and:  
• Younger than 18 years old; or  
• Between 18 and 19 years old, but in an elementary or secondary school as full-

time students; or  
• Age 18 or older and disabled (the disability must have started before age 22).  

 
Additionally, your parents can receive benefits on your earnings if they were dependent on 
you for at least half of their support.  
 
One-time payment after death  
 
If you have enough credits, a one-time payment of $255 also may be made after your death. 
This benefit may be paid to your spouse or minor children if they meet certain requirements. 
 
How much will your survivors get?  
 
Your survivors receive a percentage of your basic Social Security benefit—usually in a range 
from 75 to 100 percent each. However, there is a limit to the amount of money that can be 
paid each month to a family. The limit varies, but is generally equal to about 150 to 180 
percent of your benefit rate.  
 
When you’re ready to apply for benefits 
 
You should apply for benefits about three months before the date you want your benefits to 
start. If you aren’t ready to retire, but are thinking about doing so later, you should visit their 
website to use our informative retirement planner at www.socialsecurity.gov/retire. 
 
To file for disability or survivors benefits, you should apply as soon as you’re eligible.  
You can apply for benefits on our website at www.socialsecurity.gov/applyforbenefits. 
 
You can get a quick and easy benefit estimate based on your Social Security earnings record at 
www.socialsecurity.gov/estimator. You also can get more detailed benefit calculations at 
www.socialsecurity.gov/planners.  

http://www.socialsecurity.gov/retire
http://www.socialsecurity.gov/applyforbenefits
http://www.socialsecurity.gov/estimator
http://www.socialsecurity.gov/planners
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What you will need to apply  
 
When you apply for benefits, they will ask you to provide certain documents. The documents 
you’ll need depend on the type of benefits you file for. Providing these documents to them 
quickly will help us pay your benefits faster. You must present original documents or copies 
certified by the issuing office — we can’t accept photocopies.  Don’t delay filing an application 
just because you don’t have all the documents you need. We’ll help you get them.  Some 
documents you may need when you sign up for Social Security are:  
 

• Your Social Security card (or a record of your number);  
• Your birth certificate;  
• Your children’s birth certificates and Social Security numbers (if you’re applying for 

them);  
• Proof of U.S. citizenship or lawful immigration status if you (or a child) weren’t born in 

the United States;  
• Your spouse’s birth certificate and Social Security number if he or she is applying for 

benefits based on your earnings; 
• Your marriage certificate (if signing up on a spouse’s earnings or if your spouse is 

signing up on your earnings);  
• Your military discharge papers if you had military service; and  
• Your most recent W-2 form, or your tax return, if you’re self-employed.  

 
They will let you know if you need other documents when you apply.  
 
How benefits are paid 
 
You must receive your Social Security payments electronically. One of the ways you can 
choose to receive your benefits is through direct deposit to your account at a financial 
institution. Direct deposit is a simple, and secure way to receive your payments. Be sure to 
have your checkbook or account statement with you when you apply. We will need that 
information, as well as your financial institution’s routing number, to make sure your monthly 
benefit deposit goes into the right account.  
 
If you don’t have an account with a financial institution, or if you prefer to receive your 
benefits on a prepaid debit card, you can sign up for the Direct Express® card program. With 
Direct Express®, payments go straight to the card account. Another payment choice you can 
consider is an electronic transfer account. This low-cost federally insured account lets you 
enjoy the security, and convenience of automatic payments.  
Supplemental Security Income (SSI) program  
 



   

Page 53 of 72 
 

If you get Social Security benefits, but have limited income and resources (things you own), SSI 
may be able to help. SSI financing comes from general revenues, not Social Security taxes. 
 
SSI makes monthly payments to people who are age 65 or older or who are blind or disabled. 
We don’t count some of your income and some of your resources when we decide whether 
you’re eligible for SSI. Your house and your car, for example, usually don’t count as resources.  
 
Right to appeal  
 
If you disagree with a decision made on your claim, you can appeal it. For an explanation of 
the steps you can take, read The Appeals Process (Publication No. 05-10041).  
You can handle your own appeal with free help from Social Security, or you can choose to have 
a representative help you. They can give you information about organizations that can help 
you find a representative. For more information about selecting a representative, read Your 
Right to Representation (Publication No. 05-10075).  
 
Online “my Social Security” account  
 
You can now easily set up a secure online my Social Security account to access your Social 
Security Statement to check your earnings and get your benefit estimates. You may also be 
able to use your online my Social Security account to request a replacement Social Security 
number card (available in some states and the District of Columbia). If you currently receive 
benefits, you can also:  

• Get your benefit verification letter;  
• Change your address and phone number;  
• Request a replacement Medicare card;  
• Request a replacement SSA-1099 or SSA-1042S for tax season; or 
• Start or change your direct deposit.  

 
You can create a My Social Security Account if you’re age 18 or older, have a Social Security 
number, valid email, and U.S. mail addresses. To create an account, go to 
www.socialsecurity.gov/myaccount. You will need to provide some personal information to 
confirm your identity, and then choose a username and password.  
 
Medicare  
 
What is Medicare? 
 
Medicare is our country’s health insurance program for people age 65 or older. People 
younger than age 65 with certain disabilities, or permanent kidney failure, or amyotrophic 
lateral sclerosis (Lou Gehrig’s disease), can also qualify for Medicare. The program helps with 

http://www.socialsecurity.gov/myaccount
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the cost of health care, but it doesn’t cover all medical expenses or the cost of most long-term 
care.  
 
You have choices for how you get Medicare coverage. If you choose to have original 
Medicare coverage, you can buy a Medicare supplement policy (called Medigap) from a 
private insurance company to cover some of the costs that Medicare does not. A portion of 
the payroll taxes paid by workers and their employers cover most Medicare expenses. 
Monthly premiums, usually deducted from Social Security checks also cover a portion of the 
costs.  
 
The Centers for Medicare & Medicaid Services is the agency in charge of the Medicare 
program. But, you apply for Medicare at Social Security, and they can give you general 
information about the Medicare program. 
 
Medicare has four parts  
 
Medicare Part A (hospital Insurance) helps pay for inpatient hospital care and certain follow-
up services.  
 
Medicare Part B (medical Insurance) helps pay for doctors’ services, outpatient hospital care, 
and other medical services.  
 
Medicare Part C (Medicare Advantage plans) are available in many areas. People with 
Medicare Parts A and B can choose to receive all of their health care services through a private 
insurance company approved by Medicare to provide this coverage.  
 
Medicare Part D (Medicare prescription drug coverage) helps cover the cost of prescription 
drugs. 
 
Who’s eligible for Medicare Part A?  
 
People age 65 or older, who are citizens or permanent residents of the United States, are 
eligible for Medicare Part A. You’re eligible for “Part A” at no cost at age 65 if: 
 

• You receive or are eligible to receive Social Security benefits; or 
• You receive or are eligible to receive railroad retirement benefits; or 
• Your spouse (living or deceased, including divorced spouses) receives or is eligible to 

receive Social Security or railroad retirement benefits; or 
• You or your spouse worked long enough in a government job through which you paid 

Medicare taxes; or 
• You are the dependent parent of a fully insured deceased child. 
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If you don’t meet these requirements, you may be able to get Medicare Part A by paying a 
monthly premium. Usually, you can purchase this coverage only during designated enrollment 
periods. 
 
Before age 65, you are eligible for Medicare Part A at no cost if: 
 

• You’ve been entitled to Social Security disability benefits for 24 months; or 
• You receive a disability pension from the railroad retirement board and meet certain 

conditions; or 
• You receive Social Security disability benefits because you have Lou Gehrig’s disease 

(amyotrophic lateral sclerosis); or 
• You worked long enough in a government job through which you paid Medicare taxes, 

and you’ve been entitled to Social Security disability benefits for 24 months; or 
• You’re the child or widow(er) age 50 or older, including a divorced widow(er), of 

someone who’s worked long enough in a government job through which Medicare 
taxes were paid, and you meet the requirements of the Social Security disability 
program; or 

• You have permanent kidney failure and you receive maintenance dialysis or a kidney 
transplant and 

• You’re eligible for or receive monthly benefits under Social Security or the railroad 
retirement system; or 

• You’ve worked long enough in a Medicare-covered government job; or 
o You’re the child or spouse (including a divorced spouse) of a worker (living or 

deceased) who has worked long enough under Social Security or in a Medicare-
covered government job. 

 
Who’s eligible for Medicare Part B?  
 
Anyone who’s eligible for Medicare Part A at no cost can enroll in Medicare Part B by paying a 
monthly premium. Some people with higher incomes will pay a higher monthly Part B 
premium. 
 
If you’re not eligible for Part A at no cost, you can buy Part B, without having to buy Part A, if 
you’re age 65 or older and you’re: 

• A U.S. citizen; or 
• A lawfully admitted noncitizen, who has lived in the United States for at least five 

years. 
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You can only sign up for Part B during designated enrollment periods. If you don’t enroll in Part 
B when you’re first eligible for it, you may have to pay a late enrollment penalty for as long as 
you have Part B coverage.  
 
Who can get Medicare Part C?  
 
If you receive your Part A and Part B benefits directly from the government, you have original 
Medicare. If you receive your benefits from a Medicare Advantage organization or other 
private company approved by Medicare, you have a Medicare Advantage plan. Many of 
these plans provide extra coverage and may lower your out-of-pocket costs. 
 
If you have Medicare Parts A and B, you can join a Medicare Advantage plan. With these plans, 
you can’t have a Medigap policy, because Medicare Advantage plans cover many of the same 
benefits a Medigap policy covers. This includes benefits like extra days in the hospital after 
you’ve used days that Medicare covers. 
 
Medicare Advantage plans include: 

•  Medicare coordinated-care plans; 
• Medicare preferred provider organization plans; 
•  Medicare private fee-for-service plans; and 
• Medicare specialty plans. 

 
If you decide to join a Medicare Advantage plan, you use the health card that you get from 
your Medicare Advantage plan provider for your health care. Also, you might have to pay a 
monthly premium for your Medicare Advantage plan because of the extra benefits it offers. 
You can enroll in a Medicare Advantage plan during your initial enrollment period, the first 
time you’re eligible for Medicare. You can also enroll during the annual Medicare open 
enrollment period from October 15 – December 7 each year. The effective date for the 
enrollment is January 1 of the upcoming year. There are also special enrollment periods for 
some situations. 
 
Who can get Medicare Part D?  
 
Anyone who has Medicare Part A or Part B is eligible for Part D (Medicare prescription drug 
coverage). Part D benefits are available as a stand-alone plan or built into Medicare 
Advantage. The drug benefits work the same in either plan. Joining a Medicare prescription 
drug plan is voluntary, and you pay an extra monthly premium for the coverage. Some 
beneficiaries with higher incomes will pay a higher monthly Part D premium. 
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If you don’t enroll in a Medicare drug plan when you’re first eligible, you may pay a late 
enrollment penalty if you join a plan later. You’ll have to pay this penalty for as long as you 
have Medicare prescription drug coverage. However, you won’t pay a penalty if you have Extra 
Help (see below), or another creditable prescription drug plan. To be creditable, the coverage 
must pay, on average, at least as much as Medicare’s standard prescription coverage. 
 
You can enroll during your initial enrollment period, the first time you’re eligible for Medicare. 
You can also enroll during the annual Medicare open enrollment period from October 15 – 
December 7 each year. The effective date for the enrollment is January 1 of the upcoming  
year. There are also special enrollment periods for some situations. 
 
When should I apply for Medicare?  
 
If you’re not already getting benefits, you should contact Social Security about three months 
before your 65th birthday to sign up for Medicare. You should sign up for Medicare even if you 
don’t plan to retire at age 65.  
 
If you’re already getting Social Security benefits or Railroad Retirement Board payments, we’ll 
contact you a few months before you become eligible for Medicare and send you information. 
If you live in one of the 50 states, Washington, D.C., the Northern Mariana Islands, Guam, 
American Samoa, or the U.S. Virgin Islands, we’ll automatically enroll you in Medicare Parts A 
and B. However, because you must pay a premium for Part B coverage, you can choose to turn 
it down. 
 
They will not automatically enroll you in a Medicare prescription drug plan (Part D). Part D is 
optional and you must elect this coverage. For the latest information about Medicare, visit the 
website or call them. 
 
Notes:  
 
If you don’t enroll in Part B and Part D when you’re first eligible, you may have to pay a late 
enrollment penalty for as long as you have Part B and Part D coverage. Also, you may have to 
wait to enroll, which will delay coverage.  
 
If you have a Health Savings Account (HSA) or health insurance based on employment, ask 
your personnel office or insurance company how signing up for Medicare will affect you.  
 
Residents of Puerto Rico or foreign countries won’t receive Part B automatically. They must 
elect this benefit. For more information, read Medicare (Publication No. 05-10043).  
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“Extra Help” with Medicare prescription drug costs 
 
If you have limited income and resources, you may qualify for Extra Help to pay for your 
prescription drugs under Medicare Part D. Social Security’s role is to help you understand how 
you may qualify and to process your application for Extra Help. To see if you qualify or to 
apply, call Social Security’s toll-free number or visit their website. 
 
Some facts about Social Security  
 
2018 Social Security taxes  

• You pay 6.2 percent and your employer pays 6.2 percent.  
• If you’re self-employed, you pay 12.4 percent.  
• You don’t pay Social Security taxes on earnings greater than $118,500.  

 
2018 Medicare taxes  

• You and your employer each pay 1.45 percent.  
• If you’re self-employed, you pay 2.9 percent.  
• Medicare taxes are paid on all of your earnings; there is no limit.  
• There are additional Medicare taxes for higher-income workers.  

 
Work credits in 2018  

 
For each $1,320 you earn, you receive one Social Security “credit,” up to four per year.  
Most people need 40 credits to be eligible for retirement benefits. 

 
Younger people need fewer credits to qualify for disability benefits or for their family members 
to be eligible for survivors benefits.  

 
Average 2017 monthly Social Security benefits  

• Retired worker: $1,360  
• Retired couple: $2,260  
• Disabled worker: $1,171  
• Disabled worker with a spouse and child: $1,996  
• Widow or widower: $1,300  
• Young widow or widower with two children: $2,695  

 
2017 monthly SSI payment rates (doesn’t include state supplement, if any)  

• $735 for an individual  
• $1,103 for a couple  
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Contacting Social Security  
 
There are several ways to contact Social Security, including online, by phone, and in person. 
We’re here to answer your questions and to serve you. For more than 80 years, Social Security 
has helped secure today and tomorrow by providing benefits and financial protection for 
millions of people throughout their life’s journey.  
 
Visit their website  
 
The most convenient way to conduct Social Security business from anywhere at any time, is to 
visit www.socialsecurity.gov.  
 
https://www.ssa.gov/pubs/EN-05-10024.pdf 
 
Helpful Publications 
 
Retirement Benefits - https://www.ssa.gov/pubs/EN-05-10035.pdf 
When to Start Receiving Retirement Benefits - https://www.ssa.gov/pubs/EN-05-10147.pdf 
Your Retirement Checklist - https://www.ssa.gov/pubs/EN-05-10377.pdf 
Retirement  Toolkit - https://www.dol.gov/sites/dolgov/files/ebsa/about-ebsa/our-
activities/resource-center/publications/retirement-toolkit.pdf 
 
 
 
 
 
  

https://www.ssa.gov/pubs/EN-05-10024.pdf
https://www.ssa.gov/pubs/EN-05-10035.pdf
https://www.ssa.gov/pubs/EN-05-10147.pdf
https://www.ssa.gov/pubs/EN-05-10377.pdf
https://www.dol.gov/sites/dolgov/files/ebsa/about-ebsa/our-activities/resource-center/publications/retirement-toolkit.pdf
https://www.dol.gov/sites/dolgov/files/ebsa/about-ebsa/our-activities/resource-center/publications/retirement-toolkit.pdf
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Chapter 7 
 
Long term Care Insurance (LTC) 
 
LTC provides nursing-home care, home-health care, personal or adult day care for individuals 
above the age of 65 or with a chronic or disabling condition that needs constant supervision. 
 
Long-term care is a range of services and supports you may need to meet your personal care 
needs. Most long-term care is not medical care, but rather assistance with the basic personal 
tasks of everyday life, sometimes called Activities of Daily Living (ADLs), such as: 

• Bathing 
• Dressing 
• Using the toilet 
• Transferring (to or from bed or chair) 
• Caring for incontinence 
• Eating 

 
Other common long-term care services and supports are assistance with everyday tasks, 
sometimes called Instrumental Activities of Daily Living (IADLs) including: 

• Housework 
• Managing money 
• Taking medication 
• Preparing and cleaning up after meals 
• Shopping for groceries or clothes 
• Using the telephone or other communication devices 
• Caring for pets 
• Responding to emergency alerts such as fire alarms 

 
Long-term care insurance policies reimburse policyholders a daily amount (up to a pre-
selected limit) for the services listed above.  You can select a range of care options and 
benefits that allow you to get the services you need, where you need them. The cost of your 
long-term care policy is based on: 

• How old you are when you buy the policy 
• The maximum amount that a policy will pay per day 
• The maximum number of days (years) that a policy will pay 
• The maximum amount per day times the number of days determines the lifetime 

maximum amount that the policy will pay. 
• Any optional benefits you choose, such as benefits that increase with inflation 

 
If you are in poor health or already receiving long-term care services, you may not qualify for 
long-term care insurance as most individual policies require medical underwriting. In some 
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cases, you may be able to buy a limited amount of coverage, or coverage at a higher “non-
standard” rate.  Some group policies do not require underwriting. 
 
Many long-term care insurance policies have limits on how long or how much they will pay. 
Some policies will pay the costs of your long-term care for two to five years, while other 
insurance companies offer policies that will pay your long-term care costs for as long as you 
live—no matter how much it costs. But there are very few that have no such limits. 
 
Before you buy a policy, be aware that the insurance company may raise the premium on your 
policy.  It is a good idea to request information on the company’s premium rate history. 
 
You can find many policies today that are comprehensive and may allow you to use your daily 
benefit in a variety of settings, including: 

• Your home 
• Adult day service centers 
• Hospice care 
• Respite care 
• Assisted living facilities (also called residential care facilities or alternate care facilities) 
• Alzheimer’s special care facilities 
• Nursing homes 

 
In the home setting, comprehensive polices generally cover these services: 

• Skilled nursing care 
• Occupational, speech, physical, and rehabilitation therapy 
• Help with personal care, such as bathing and dressing 

 
Many policies also cover some homemaker services, such as meal preparation or 
housekeeping as long as it is in conjunction with the personal care services you receive. 
 
In order to receive benefits from your long-term care insurance policy you meet two criteria: 
the Benefit Trigger and the Elimination Period. 
 
Benefit triggers are the criteria that an insurance company will use to determine if you are 
eligible for benefits.  Most companies use a specific assessment form that will be filled out by a 
nurse/social worker team.  Benefit triggers: 

• Are the criteria insurance policies use to determine if you are eligible for  long-term 
care benefits 

• Are determined through a company sponsored nurse/social worker assessment of your 
condition. 

• Usually are defined in terms of Activities of Daily Living (ADLs) or cognitive impairments 
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• Most policies pay benefits when you need help with two or more of six ADLs or when 
you have a cognitive impairment 

• Once you have been assessed, your care manager from the insurance company will 
approve a Plan of Care that outlines the benefits for which you are eligible. 

 
The “elimination period” is the amount of time that must pass after a benefit trigger occurs 
but before you start receiving payment for services. An elimination period: 

• Is like the deductible you have on car insurance, except it is measured in time rather 
than by dollar amount 

• Your policy may allow you to choose an elimination period of 30, 60, or 90 days at the 
time you purchased your policy 

• During the period, you must cover the cost of any services you receive 
• Some policies specify that in order to satisfy an elimination period, you must receive 

paid care or pay for services during that time 
 
Once your benefits begin: 

• Your policy may pay your costs up to a pre-set daily limit until the lifetime maximum is 
reached 

• Other policies pay a pre-set cash amount for each day that you meet the benefit 
trigger, whether you receive paid long-term care services on those days or not 

• These “cash disability” policies offer more flexibility but are potentially more 
expensive 

 
People with certain conditions may not qualify for long-term care insurance. Since standards 
vary between different insurance companies, if one company denies you, it is possible that 
another company will accept you. Common reasons why you might not be able to buy long-
term care insurance include: 

• You currently use long-term care services 
• You already need help with Activities of Daily Living (ADL) 
• You have AIDS or AIDS-Related Complex (ARC) 
• You have Alzheimer’s Disease or any form of dementia or cognitive dysfunction 
• You have a progressive neurological condition such as multiple sclerosis or Parkinson’s 

Disease 
• You had a stroke within the past year to two years or a history of strokes 
• You have metastatic cancer (cancer that has spread beyond its original site) 

 
Insurance companies also consider other health conditions when determining your eligibility. If 
you buy your long-term care insurance before you develop one of the health conditions listed 
above, then your policy will cover the care you need for that condition. 
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Before You Buy 
 
You should consider a number of things before purchasing LTC insurance: 

• Don’t buy more insurance than you think you may need. You may have enough income 
to pay a portion of your care costs and you may only need a small policy for the 
remainder. You also may have family members willing and able to supplement your 
care needs 

• Don’t buy too little insurance. That will only delay the use of your own assets or income 
to pay for care. Think about how you feel about having care costs that are not covered. 
While you can usually decrease your coverage, it is more difficult to increase coverage, 
especially if your health has declined 

• Look carefully at each policy. There is no “one-size-fits-all” policy 
• If you choose a policy that only pays for room and board in a facility, plan for other 

expenses, such as supplies, medications, linens, and other items and services that your 
policy may not cover 

• It costs less to buy coverage when you are younger. The average age of people buying 
long-term care insurance today is about 60. The average age of those purchasing 
policies offered at work is about 50 

• Make sure that you can afford the long-term care insurance policy over time, as your 
monthly income may change 

• Research and consider different options and talk with a professional before finalizing 
your decision 

• Don’t feel pressured into making a decision 
 
You can buy long-term care insurance directly from an insurance agent, a financial planner, or 
a broker. Some important points: 

• States regulate which companies can sell long-term care insurance 
• States regulate the products that companies can sell 
• There are more than 100 companies offering long-term care insurance nationally, but 

15 to 20 insurers sell most policies 
• The best way to find out which insurance companies offer long-term care coverage in 

your state is to contact your state’s Department of Insurance 
 
Employer 
 
Many private and public employers, including the federal government and a growing number 
of state governments, offer group long-term care programs as a voluntary benefit, and 
generally: 

• Employers do not typically contribute to the premium cost (as they do with health 
insurance), but they often negotiate a favorable group rate 
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• If you are currently employed, it may be easier to qualify for long-term care insurance 
through your employer than it is to purchase a policy on your own 

• You should check with your benefit or pensions office to see if your employer offers 
long-term care insurance. 

 
The U.S. Office of Personnel Management has additional information about the Federal Long 
Term Care Insurance Program for employees of the federal government. 
 
If you have a long-term care insurance policy, the buyer pays a pre-set premium. The policy 
then pays for the services you need, when you need them (up to its coverage limits). On 
occasion, if the assumptions used to premium the policy prove wrong, the insurance company 
can increase your premiums beyond the pre-set amount. Typically, you are not expected to 
pay premiums while you receive long-term care. 
 
Ways to Cover Long Term Care Expenses 
 
The cost of a long-term care policy varies greatly based on: 

• Your age at the time of purchase 
• The policy type 
• The coverage you select 

 
According to the American Association for Long-Term Care Insurance (AALTCI) sample costs for 
policies are listed below: 

• Age 55 — Single Individual; Cost Range: $1,325 to $2,550 
• Age 55 — Couple (both age 55, Preferred Health, Shared Policy); Cost Range: $2,085 to 

$3,970  
• Age 55 — Couple (both age 55, Standard Health); Cost Range: $1,985 to $3,970   
• Age 60 — Couple (both age 60, Preferred Health, Shared Policy); Cost Range: $2,605 to 

$4,935 
 
And, according to Genworth Financial’s Cost of Care Survey 2016 
(https://www.genworth.com/about-us/industry-expertise/cost-of-care.html), the national 
average for a year’s worth of LTC in a Private Room is $7,698 a month or $92,376 a year. 
Assume a stay of 4 years and this can cast around $369,504. 
 
Traditional 
 
Traditional Long Term Care Polices are bought like most other insurances. You’ll pay an annual 
premium based on your underwriting and if you have a Triggering Event, the insurance 
company will pay you your benefits. With these policies, premium can increase in any year. 
Unfortunately, what can occur is that you get tired of paying these bills for something you may 

https://www.genworth.com/about-us/industry-expertise/cost-of-care.html
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not use and then of course will cancel at the worst possible time. Be sure if you buy a policy 
that you can afford it and have resigned yourself to paying the bill.  
 
Lump-sum or one-pays 
 
A newer development in the Long Term Care Insurance Policy space is a lump-sum or one-pay 
policy. With these policies you’ll deposit monies with an insurance company in turn for LTC 
benefits. The more you deposit the more benefits you have. Also, some of these policies offer 
a death benefit, too. Meaning if you pass away with monies still with the insurer, your 
beneficiary will receive the Death Benefit proceeds which can be more than you deposited. 
 
Via annuities 
 
Some annuity companies now offer Long Term Care riders. As discuss before with annuities, a 
rider is an optional benefit that you can buy for the sake of additional guarantees. LTC Riders 
will offer you more income or benefits if you have a Triggering Event. In some cases this is an 
increased withdraw amount or a faster return of your premiums. In either case, these can be 
considered for helping to pay for LTC. Guarantees are based on the claims paying ability of the 
issuing insurance company. 
 
Self-Pay 
 
Of course, you do not have to buy any long term care policy. LTC costs can be paid out of 
pocket. Just be sure to leave enough money around for your spouse, family, and/or 
beneficiaries. 
 
Life Insurance 
 
Don’t overlook your life insurance as a way to refund your spouse, family, and/or beneficiaries 
due to Long-Term Care costs. If you have enough monies to pay for an average LTC stay, and 
have life insurance, consider your life insurance as a reimbursement policy to your 
beneficiaries. For example, if you have an insurance policy for $500,000 and enough money in 
the bank to cover an average stay, then you can consider paying for care out of pocket 
knowing that your beneficiaries will be “reimbursed” by your life insurance proceeds. If you do 
not have life insurance, you may want to consider purchasing a policy if this strategy appeals 
to you. 
 
Disclaimer: The opinions voiced in this material are for general information only and are not 
intended to provide specific advice or recommendations for any individual.  
Please keep in mind that insurance companies alone determine insurability and some people 
may be deemed uninsurable because of health reasons, occupation, and lifestyle choices 
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Chapter 8 
 
Trusts & Estate Planning 
 
A trust is a legal document that permits you and your successor trustee to transfer assets (such 
as property) prior to and after your death. It is typically composed of four main components: 

• Grantor: This is the person that sets up the trust  
• Trustee and Successor Trustee: This is the person(s) or entity that will follow your 

wishes as per the trust document (manage your trust) upon your death  
• Property: These are the items, money or physical property that makes up the trust  
• Beneficiaries: These are the individuals or organizations that will benefit from your 

trust assets  
 
You can add specific requirements such as restrictions on distributions, attainment of certain 
goals for beneficiaries to receive trust property, and payment and replacement of the 
successor trustee under certain conditions. The four sections above are the general "must 
have" pieces of the trust document. 
 
A trust is formed under state law. You may wish to consult the law of the state in which the 
organization is organized. 
 
Trusts can be funded with assets and monies during your lifetime or upon death with anything 
you owned during your lifetime or anything that your beneficiaries would receive upon your 
death such as life insurance proceeds. 
 
Uses of Trusts 

• Avoid probate 
• Care for your beneficiaries 
• Donation to particular charities 
• Estate Tax minimization 

 
Avoid probate 
 
Probate can be expensive. Legal fees, executor fees and other costs must be paid before your 
assets can be fully distributed to your heirs. If you own property in other states, your family 
could face multiple probates, each one according to the laws in that state. These costs can 
vary widely; it would be a good idea to find out what they are now. 
  
It takes time, usually nine months to two years, but often longer. During part of this time, 
assets are usually frozen so an accurate inventory can be taken. Nothing can be distributed or 
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sold without court and/or executor approval. If your family needs money to live on, they must 
request a living allowance, which may be denied. 
  
Your family has no privacy. Probate is a public process, so any "interested party" can see what 
you owned, whom you owed, who will receive your assets and when they will receive them. 
The process "invites" disgruntled heirs to contest your will and can expose your family to 
unscrupulous solicitors. 
  
Your family has no control. The probate process determines how much it will cost, how long it 
will take, and what information is made public. 
 
Living Trusts/ Testamentary Trusts 
 
Trusts can be created during your lifetime via Living Trusts or created upon your death in what 
is called a Testamentary Trust. 
 
Revocable / Irrevocable 
 
Revocability refers to your ability to undo the Trust. Living Trusts can be Revocable or 
Irrevocable and Testamentary Trusts are clearly irrevocable.  
 
Some Living Trusts need to be Irrevocable for you to qualify for tax deductions and charitable 
contributions. 
 
Care for Your Beneficiaries 
 
Trusts may be used to protect beneficiaries (for example, one's spouse or children) against 
their own inability to handle money. Consider your beneficiary’s abilities to manage 
investments and if you have any concerns you can establish a trust that is professionally 
managed to help or protect them. 
 
If your children beneficiaries are under 18, or under some other age mentioned in the will (21 
and 25 are common), a trust must come into existence until the contingency age is reached. 
The executor of the will is (usually) the trustee, and the children are the beneficiaries. The 
trustee will have powers to assist the beneficiaries during their minority. 
 
Donations to Charities 
 
You can create a Trust in your lifetime or have one created when you die for the sake of 
donating monies to a charity. These have various tax benefits beyond what we’re discussing 
here, but be aware that you can direct funds to be used by a charity or charities now or when 
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you die. These types of Trusts can be Living Trusts (each Revocable or Irrevocable) and 
Testamentary Trusts. You may also hear terms such as Charitable Lead Trusts and Charitable 
Remainder Trusts. 
 
Estate Tax Minimization 
 
Most relatively simple estates (cash, publicly traded securities, small amounts of other easily 
valued assets, and no special deductions or elections, or jointly held property) do not require 
the filing of an estate tax return. A filing is required for estates with combined gross assets and 
prior taxable gifts exceeding $1,500,000 in 2004 - 2005; $2,000,000 in 2006 - 2008; $3,500,000 
for decedents dying in 2009; and $5,000,000 or more for decedent's dying in 2010 and 2011 
(note: there are special rules for decedents dying in 2010); $5,120,000 in 2012, $5,250,000 in 
2013, $5,340,000 in 2014, $5,430,000 in 2015, $5,450,000 in 2016, $5,490,000 in 2017, 
$11,180,000 in 2018, $11,400,000 in 2019, and $11,580,000 in 2020.  
 
Spouses can transfer unlimited amounts of monies to each other at any point during their lives 
and / or upon death. If you are a married couple with over $11,580,000 million dollars of net 
worth, the Federal Estate and Gift Tax Exemption may be useful to you. 
 
How to avoid this is through a Marital Trust, Credit Shelter Trust, or A-B Trust. When the first 
spouse passes away, one of these types of trusts is funded up to the amount of the Federal 
Estate and Gift Tax Exemption and the remainder funds go to the surviving spouse. This way a 
person gives their lifetime maximum to the trust and the unlimited amount allowed to their 
spouse. If the spouse now still has in excess of the Federal Estate and Gift Tax Exemption, 
more planning will have to be done. 
 
See the examples at the end of this chapter for a few calculations. 
 
Powers of Attorney 
 
A power of attorney (POA) or letter of attorney is a written authorization to represent or act 
on another's behalf in private affairs, business, or some other legal matter. The person 
authorizing the other to act is the Principal, Grantor, or Donor (of the power). The one 
authorized to act is the Agent or, in some common law jurisdictions, the attorney-in-fact. 
 
Financial firms offer Limited and Full Powers of Attorney. A Limited Power, as it is often 
referred to, allows the Agent to buy and sell securities and deposit and transfer funds amongst 
the accounts of the Grantor; a Full Power also provides the Agent authorization to withdraw 
funds. These arrangements can be preferred to adding someone like a family member to your 
account and then owning the account jointly. Either party of a joint account can perform any 
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transaction. POAs limit the agent’s abilities while allowing them to help. Additionally, you 
cannot add someone to your IRA. An IRA can never be a joint account. 
 
Healthcare Directives 
 
A Durable Health Care Power of Attorney lets you name someone to make decisions about 
your medical care—including decisions about life-sustaining treatment—if you can no longer 
speak for yourself. The durable health care power of attorney is especially useful because it 
appoints someone to speak for you any time you are unable to make your own medical 
decisions, not only at the end of life. 
Your durable health care power of attorney goes into effect when your doctor determines that 
you are no longer able to make or communicate your health care decisions. 
 
These are useful to direct loved ones to do what you want to be done. Consider the extreme 
situation of needing to be on a life support system with essentially no chance of recovering. 
You may put your family in a position where one family member wants to maintain the life 
support as there is some degree of hope, yet another feels you should be allowed to pass. 
With a Durable Health Care Power of Attorney you can stipulate how that situation should be 
handled so that there is no “tough decision” for your family. 
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Sample Estate Tax Calculations 
 
 

No Trust 
Assets in Excess of Exclusion 

 
 
 
 
 
 
 
 

Husband dies 
 
 
 
 
 

 
 
 

Wife dies 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
Wife 

$15,000,000 in net assets 

 $15,000,000 Net Estate 
 -$11,580,000 Life Time Exclusion 

 =$3,420,000  Subject to Federal Estate Taxes 

 
Husband and Wife 

$15,000,000 in net assets 
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With a Trust 
Assets in Excess of Exclusion 

But below 2X Exclusion 
 
 
 
 
 
 
 

 
Husband dies 

 
 
 
 
 

 
 
 
 
 
 

Wife dies 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Husband and Wife 

$20,000,000 in net assets 

 
Trust (for wife’s benefit) using 

Lifetime Exclusion 
$11,580,000 in assets 

No Estate Taxes 

 
Wife 

$8,600,000 in assets 

 
$8,600,000 Assets 

(less than $11.56MM Estate Tax Threshold) 
No Estate Taxes 

 
Trust passes to reminder 

beneficiaries with no Estate Taxes 
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With a Trust 
Assets Greater than 2X the Exclusion 

(Estate Value over $23,160,000) 
 
 
 
 
 
 
 

Husband dies 
 
 

 
 
 
 
 

 
 

Wife dies 
 

 
 
 
 
 
 
 
 

 
 
Disclaimer: This information is educational only and not intended to be a substitute for 
specific individualized tax or legal advice. We suggest that you discuss your specific situation 
with a qualified tax or legal advisor.  
 
The examples are hypothetical examples and is not representative of any specific situation. 
Your results will vary. 

 
Trust 1 

Passes to reminder beneficiaries 
with no Estate Taxes 

Trust 2 (for beneficiary 
benefit) using Lifetime 

Exclusion 
$11,580,000 in assets 

No Estate Taxes 
 

Passes to beneficiaries with no trust 
$13,440,000 Net Estate 
-$11,400,000 Life Time Exclusion 
=$1,860,000 Subject to Federal Estate Taxes 

 

 
Husband and Wife 

$25,000,000 in net assets 

 
Wife 

$13,440,000 in assets 

Trust 1 (for wife’s benefit) using 
Lifetime Exclusion 

$11,560,000 in assets 
No Estate Taxes 


