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Hi Everyone,
Hopefully this mild winter will
transition right into Spring without
any major surprises. I would much
rather look at my snow blower than
actually use it.
This month's articles provide
information on questions I hear
often, so they may answer
something you have been wondering
about. If you have questions or I can
help in any way, please don't
hesitate to call. Thank you.
Steve

March 2017
Why Diversification Matters
Table: Federal Student Loans for
College
Do I need to file a gift tax return?

You've probably heard
that if you withdraw
taxable amounts from
your 401(k) or 403(b)
plan before age 59½,
you may be socked with
a 10% early distribution
penalty tax on top of the
federal income taxes
you'll be required to pay.
But did you know that the Internal Revenue
Code contains quite a few exceptions that allow
you to take penalty-free withdrawals before age
59½?

advantage of this exception, you must withdraw
funds from your plan at least annually based on
one of three rather complicated IRS-approved
distribution methods.
Regardless of which method you choose, you
generally can't change or alter the payments for
five years or until you reach age 59½,
whichever occurs later. If you do modify the
payments (for example, by taking amounts
smaller or larger than required distributions or
none at all), you'll again wind up having to pay
the 10% penalty tax on the taxable portion of all
your pre-age 59½ SEPP distributions (unless
another exception applies).

Sometimes age 59½ is really age 55...or And more exceptions...
age 50
If you've reached age 55, you can take
penalty-free withdrawals from your 401(k) plan
after leaving your job if your employment ends
during or after the year you reach age 55. This
is one of the most important exceptions to the
penalty tax.

Distributions described below generally won't
be subject to the penalty tax even if you're
under age 59½ at the time of the payment.

• Distributions from your plan up to the amount
of your unreimbursed medical expenses for
the year that exceed 10% of your adjusted
gross income for that year (You don't have to
And if you're a qualified public safety employee,
itemize deductions to use this exception, and
this exception applies after you've reached age
the distributions don't have to actually be
50. You're a qualified public safety employee if
used to pay those medical expenses.)
you provided police protection, firefighting
•
Distributions made as a result of your
services, or emergency medical services for a
qualifying disability (This means you must be
state or municipality, and you separated from
unable to engage in any "substantial gainful
service in or after the year you attained age 50.
activity" by reason of a "medically
Be careful though. This exception applies only
determinable physical or mental impairment
after you leave employment with the employer
which can be expected to result in death or to
that sponsored the plan making the distribution.
be of long-continued and indefinite duration.")
For example, if you worked for Employer A and
• Certain distributions to qualified military
quit at age 45, then took a job with Employer B
reservists called to active duty
and quit at age 55, only distributions from
• Distributions made pursuant to a qualified
Employer B's plan would be eligible for this
domestic relations order (QDRO)
exception. You'll have to wait until age 59½ to
take penalty-free withdrawals from Employer
• Distributions made to your beneficiary after
A's plan, unless another exception applies.
your death, regardless of your beneficiary's
age
Think periodic, not lump sums
Another important exception to the penalty tax
applies to "substantially equal periodic
payments," or SEPPs. This exception also
applies only after you've stopped working for
the employer that sponsored the plan. To take

Keep in mind that the penalty tax applies only
to taxable distributions, so tax-free rollovers of
retirement assets are not subject to the penalty.
Also note that the exceptions applicable to IRAs
are similar to, but not identical to, the rules that
apply to employer plans.
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Why Diversification Matters
When investing, particularly for long-term goals,
there is one concept you will likely hear about
over and over again — diversification. Why is
diversification so important? The simple reason
is that it helps ensure that your risk of loss is
spread among a number of different
investments. The theory is that if some of the
investments in your portfolio decline in value,
others may rise or hold steady, helping to offset
the losses.

Diversifying within asset classes
Diversification and asset
allocation are methods used
to help manage investment
risk; they do not guarantee
a profit or protect against
investment loss.

Winning asset classes over time
The following table, which shows how many
times during the past 30 years each asset class
has come out on top in terms of performance,
helps illustrate why diversifying among asset
classes can be important.
Number of winning years,
1987-2016
Cash

3

Bonds
5
For example, say you wanted to invest in
Stocks
10
stocks. Rather than investing in just domestic
stocks, you could diversify your portfolio by
Foreign
12
investing in foreign stocks as well. Or you could stocks
choose to include the stocks of different size
companies (small-cap, mid-cap, and/or
Performance is from December 31, 1986, to
large-cap stocks).
December 31, 2016. Cash is represented by
If your primary objective is to invest in bonds for Citigroup 3-month Treasury Bill Index. Bonds are
represented by the Citigroup Corporate Bond Index,
income, you could choose both government
an unmanaged index. Stocks are represented by the
and corporate bonds to potentially take
S&P 500 Composite Price Index, an unmanaged
advantage of their different risk/return profiles. index. Foreign stocks are represented by the MSCI
You might also choose bonds of different
EAFE Price Index, an unmanaged index. Investors
maturities, because long-term bonds tend to
cannot invest directly in any index. However, these
react more dramatically to changes in interest
indexes are accurate reflections of the performance
of the individual asset classes shown. Returns reflect
rates than short-term bonds. As interest rates
past performance and should not be considered
rise, bond prices typically fall.

Investing in mutual funds
Because mutual funds invest in a mix of
securities chosen by a fund manager to pursue
the fund's stated objective, they can offer a
certain level of "built-in" diversification. For this
reason, mutual funds may be an appropriate
choice for novice investors or those wishing to
take more of a hands-off approach to their
portfolios. Including a variety of mutual funds
with different objectives and securities in your
portfolio will help diversify your holdings that
much more.
Mutual funds are sold by prospectus. Please
consider the investment objectives, risks,
charges, and expenses carefully before
investing. The prospectus, which contains this
and other information about the investment
company, can be obtained from your financial
professional. Be sure to read the prospectus
carefully before deciding whether to invest.

Diversifying among asset classes
You might also consider including a mix of
different types of asset classes — stocks, bonds,
and cash — in your portfolio. Asset allocation is a
strategic approach to diversifying your portfolio.
After carefully considering your investment
goals, time horizon, and risk tolerance, you
would then invest different percentages of your
portfolio in targeted asset classes to pursue
your goal.

indicative of future results. The returns do not reflect
taxes, fees, brokerage commissions, or other
expenses typically associated with investing.

The principal value of cash alternatives may fluctuate
with market conditions. Cash alternatives are subject
to liquidity and credit risks. It is possible to lose
money with this type of investment.
The return and principal value of stocks may fluctuate
with market conditions. Shares, when sold, may be
worth more or less than their original cost.
U.S. Treasury securities are guaranteed by the
federal government as to the timely payment of
principal and interest, whereas corporate bonds are
not. The principal value of bonds may fluctuate with
market conditions. Bonds are subject to inflation,
interest rate, and credit risks. Bonds redeemed prior
to maturity may be worth more or less than their
original cost.
The risks associated with investing on a worldwide
basis include differences in financial reporting,
currency exchange risk, as well as economic and
political risk unique to the specific country.
Investments offering the potential for higher rates of
return also involve higher risk.
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Table: Federal Student Loans for College
Many families rely on federal student loans to help pay for college. This table describes features
of the most common federal loans.

Over the past 10 years, the
amount of borrowing
increased 78% under the
unsubsidized Stafford Loan
program, 26% under the
Parent PLUS Loan program,
and a whopping 262% under
the Grad PLUS Loan
program.
Source: College Board,
Trends in Student Aid 2016,
Table 1

Direct
Unsubsidized
Stafford Loan

Direct
Subsidized
Stafford Loan

Perkins Loan

Direct PLUS
Loan
(Parent/Grad)

Description

A federal student
loan available to
students
regardless of
financial need

A federal student
loan available
only to students
with
demonstrated
financial need

A federal student
loan available
only to students
with the greatest
financial need

A federal loan
available to
parents and
graduate students
with good credit
histories
regardless of
financial need

Eligibility

Undergraduate
and graduate
students enrolled
at least half-time

Undergraduate
students enrolled
at least half-time

Undergraduate
and graduate
students (can be
enrolled less than
half-time)

Parents of
undergraduate
students enrolled
at least half-time,
and graduate and
professional
students

Funds dispersed Federal
by
government

Federal
government

College

Federal
government

Borrower

Student

Student

Student

Parent or
graduate/
professional
student

Based on
financial need?

No

Yes

Yes

No

Interest rate for
loans disbursed
in academic year
2016/2017

3.76% fixed for
3.76% fixed
undergraduates;
5.31% fixed for
graduate students

5% fixed

6.31% fixed

Interest
subsidized?

No

Yes1

Yes1

No

Grace period

6 months

6 months

Generally 9
months

6 months

Loan limits for
academic year
2016/2017

Dependent undergraduates: 1st year
$5,500 ($3,500 subsidized), 2nd year
$6,500 ($4,500 subsidized), 3rd to
5th year $7,500/year ($5,500
subsidized), $31,000 maximum
Independent undergraduates and
dependent undergraduates whose
parents don't qualify for a PLUS
Loan: 1st year $9,500 ($3,500
subsidized), 2nd year $10,500
($4,500 subsidized), 3rd to 5th year
$12,500/year ($5,500/year
subsidized), $57,500 maximum
Graduate students: $20,500 per year,
$138,500 maximum including
undergraduate loans

Undergraduates:
$5,500/year
$27,500 limit
Graduate
students:
$8,000/year
$60,000 limit
(including
undergraduate
loans)

Total cost of
education, minus
any other
financial aid
received

1

The federal government pays the interest on the loan while the student is in school at least half-time, in a
grace period, or in a deferment period.
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Do I need to file a gift tax return?
If you transfer money or
• Annual exclusion gifts totaling $14,000 or less
property to anyone in any year
for the year to any one individual (However,
without receiving something of
you must file a return to split gifts with your
at least equal value in return,
spouse if you want all gifts made by either
you may need to file a federal
spouse during the year treated as made
gift tax return (Form 709) by the April tax filing
one-half by each spouse — enabling you and
deadline. If you live in one of the few states that
your spouse to effectively use each other's
also impose a gift tax, you may need to file a
annual exclusion.)
separate gift tax return with your state as well.
If your gift isn't exempt from taxation, you'll
Not all gifts, however, are treated the same.
need to file a gift tax return. But that doesn't
Some gifts aren't taxable and generally don't
mean you have to pay gift tax. Generally, each
require a gift tax return. These exceptions
taxpayer is allowed to make taxable gifts
include:
totaling $5,490,000 (in 2017, up from
$5,450,000 in 2016) over his or her lifetime
• Gifts to your spouse that qualify for the
before paying any gift tax. Filing the gift tax
marital deduction
return helps the IRS keep a running tab on the
• Gifts to charities that qualify for the charitable taxable gifts you have made and the amount of
deduction (Filing is not required as long as
the lifetime exclusion you have used.
you transfer your entire interest in the
If you made a gift of property that's hard to
property to qualifying charities. However, if
you are required to file a return to report gifts value (e.g., real estate), you may want to report
the gift, even if you're not required to do so, in
to noncharitable beneficiaries, all charitable
order to establish the gift's taxable value. If you
gifts must be reported as well.)
do, the IRS generally has only three years to
• Qualified amounts paid on someone else's
challenge the gift's value. If you don't report the
behalf directly to an educational institution for gift, the IRS can dispute the value of your gift at
tuition or to a provider for medical care
any time in the future.
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