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Advisor's Corner

The TV and media has made for
some entertaining commentary
over the last several weeks with
everyone trying to review how
we got here and more
importantly, what their forecast
are for the days and months
ahead.  Try to remember if
anyone could predict the future of
the markets with any certainty,
they would be ultra-wealthy and
retired to somewhere amazing
and not taking the time to talk

with the media.  We remind you
that you are investors in this for
the long run. Ignore the media.
Stick to your plan. You will be
happy that you did.

The Costs of Financial
Procrastination

Retirement usually doesn’t start until you’re in your
60s but there is a good reason to start saving much
sooner. The earlier you contribute to your nest egg,
the more time your portfolio will have to grow in
value.

The image illustrates the ending wealth values and
effects of compounding of two investment portfolios.
Consider two hypothetical investors who begin
investing $3,000 at an average annual rate of return of
5%. Investor A invests $3,000 for a 30-year period,
which results in an ending wealth value of $199,317.
On the other hand, investor B invests $3,000 for a 20-
year period, which results in an ending wealth value of
$99,198. Investor A invested an additional $30,000
compared to Investor B. However, a large difference in
the ending wealth value can be attributed to the
compounding effect of the $30,000 for the additional
10 years. In other words, your dollars saved now will
be worth a lot more than your dollars saved in

retirement.

A penny saved...

The planning that happens on
the front end of our work
together sets the stage for
future success.  This article
serves as a reminder of the
power of compounding and its
ability to help you reach long-
term goals.
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Financial First Steps After Having a
Baby

The arrival of a baby is an exciting event, but it also
brings additional financial challenges and decisions for
the whole family. Outlined below are four key
financial considerations to help new parents prepare
for many of life's unknowns.

Prepare for the Unexpected: Check your individual
health insurance policy for specific guidelines on
adding coverage for your newborn (most plans give
parents 30 days after the birth of the child). Missing
this deadline may require waiting until the next annual
enrollment period to add your baby to your plan.

Life insurance is an important aspect of your financial
plan and something that you may now want to
consider. You may also want to consider purchasing
umbrella liability insurance (particularly if hiring an in
-home caretaker for the baby), to provide additional
protection in case an accident occurs on your property
or if you are sued. On the other hand, skip insurance
that you don't need: Unless you depend on your
children for financial help, insuring young children is
usually unnecessary.

Kick-Start Your College Savings Plan: The most
compelling college-savings vehicles offer attractive tax
advantages. State-sponsored 529 plans have built-in
tax incentives, and the age-based all-in-one 529
options allow you to invest money in a portfolio that
gradually becomes more conservative as your child
nears college age. If the baby's grandparents or favorite
aunts and uncles would like to save on your child's
behalf, they too can make state tax-deductible
contributions into a 529 plan.

Don't Forget Basic Estate Planning: Another key step
is to designate a legal guardian for your child; a person
who understands and is comfortable with the
implications and responsibilities involved. You should
also consider drafting a will and living will. Many
assets can be transferred to a beneficiary at death, but
be aware that assigning minors as beneficiaries
presents several potential pitfalls. For example, minors
cannot legally own any assets. So if you want to name
a child under 18 as your beneficiary, he would need a
court-appointed guardian, which can be a costly
process. Instead of naming your children as direct

beneficiaries, consider creating a trust fund (after
death a trust doesn’t go through the probate process
like a will does).

Take Advantage of Tax Benefits: Start by applying for
your child's Social Security number right away for tax
purposes. All parents are eligible to claim each child
under 19 as a dependent on their tax returns, which
reduces taxable income by what is called the
dependent exemption ($3,900 in 2013). This
exemption also applies if your child is a full-time
student under the age of 24. Another potential tax
break for parents is the $1,000 annual child tax credit,
which applies to children under 17, provided your
income falls below certain thresholds. If you're paying
for child care, your workplace might also provide ways
for you to save on taxes. Through flexible spending
accounts (FSA), parents can put away up to $5,000 in
pre-tax dollars for child care (if their child is under the
age of 13) through an employer-sponsored program.
Parents may also qualify for the child-care tax credit as
long as both spouses are working and the child is
under 13. Unfortunately, you can't double up on the
FSA and the tax credit.

529 plans are tax-deferred college savings vehicles.
Any unqualified distribution of earnings will be subject
to ordinary income tax and subject to a 10% federal
penalty tax. Tax law is ever-changing and can be quite
complex. It is highly recommended that you consult
with a legal, tax, or financial professional with any
questions or concerns. An investor should consider the
investment objectives, risks, and charges and expenses
associated with municipal fund securities before
investing. More information about municipal fund
securities is available in the issuer's official statement,
and the official statement should be read carefully
before investing.

Taking care of what matter
most

Bringing a child into your house
is a true blessing, but life can
become chaotic to say the
least.  It is important to keep
you eye on these basics
because if the unthinkable
happens, you want the well
being of your family to be
assured.

Young children need health
insurance, but they do not
need life insurance.

Not all 529 plans are state
income tax deductible. If your
state's isn't you can choose a
different state's plan that may
have better investment options
and/or lower fees. Utah,
Nevada, and California all have
inexpensive options.
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Understanding the U.S.
Unemployment Rate

One of the most widely recognized economic
indicators is the unemployment rate. There exists a
relationship between unemployment rates and
recessionary periods, which finally links to stock
prices. Institutions and individual investors alike pay
special attention to this number to get a bearing on
current market conditions that may help them with
their investment decisions.

The unemployment rate, as shown in the image, is
typically higher during a recession. Over the past 65
years, the U.S. economy has experienced 11 recessions
and has seen unemployment rates skyrocket 11 times,
peaking at 10.8% back in November 1982. The
unemployment rate, a lagging indicator, typically
peaks towards the end of a recession and gradually
declines as the economy recovers.

The unemployment rate is published by the U.S.
Bureau of Labor Statistics once a month through an
extensive survey of select households. People are
classified as unemployed if they do not have a job, are
currently available for work, and have actively
looked/are looking for work. The unemployment rate
is the number of unemployed people as a percentage of
the labor force, with the labor force defined as the
total number of employed and unemployed people.
The labor force automatically excludes young people
(anyone under the age of 16), people in the military,
and institutionalized individuals (in prisons, mental
institutions, and nursing homes). However, there are
other groups of people that voluntarily choose to be
excluded from the labor force, including homemakers,
students, retirees, and discouraged workers who have
stopped seeking employment.

When interpreting the monthly unemployment
numbers and how they have changed since the last
month, it is important to see if the variation was
brought about because of a change in the number of
unemployed people, a change in the size of the labor
force, or both. For example, if the unemployment rate
dropped because the number of unemployed people
decreased, that’s a good sign and indicates that the
economy improved. If the unemployment rate
dropped because a sizable number of discouraged
workers stopped actively looking for work and simply

dropped out of the labor force, that’s a bad sign. The
lower unemployment rate in the latter case gives the
illusion of an improving economy, when in actuality
the economy hasn’t improved.

Investors should stay informed on current market
conditions as they may help explain why portfolio
values have changed (for better or for worse) and how
they can continue to stay the course. A worsening
unemployment trend means more individuals are
looking for work and people may have less disposable
income to spend, which will negatively affect sales.
Poor sales result in lower company profits, putting
downward selling pressure on the company’s stock
price.

US job expansion

Unemployment in the US is
near the historical lows with
very consistent jobs being
added to our economy.  We
could see a slow down after 5
years of expansion.  This chart
shows clearly the cyclicality of
the markets and the reason
why we need a plan.
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The Cost of Taking a Cash
Distribution

Deciding what to do with your 401(k) balance when
you leave a job does not have to be difficult. It is
something that almost everyone will have to do at
some point. The best approach is to look at the various
options, understand the differences, and figure out
how your decision will impact your ability to save for
retirement. In general, here are the options available:
1. Keep your savings in your previous employer’s
401(k) plan (typically allowed if you have a balance of
$5,000 or more); 2. Transfer your savings to your new
employer’s 401(k) plan; 3. Transfer your savings to a
Rollover IRA; 4. Take a cash distribution.

Let’s look at a hypothetical example of an individual
with $20,000 in a 401(k) who has left his or her job.
This person now has to choose between the options
above. Let’s assume a hypothetical 8% annual return
over a 20-year period. If the money was kept in a
401(k) plan or rolled into a traditional IRA, it would
have grown to $93,219 over 20 years. Alternatively,

you could spend the $20,000 or put it into a taxable
account, but these options do not provide the benefits
of tax deferral. Furthermore, the tax consequences and
early withdrawal penalties involved with the cash
distribution would greatly reduce the actual amount of
cash received.* While cashing out from your
retirement plan when you leave a job may seem like an
attractive option, even the smallest withdrawal may
have more sizeable financial consequences than you
realize.

* Withdrawals from tax-deferred accounts will be
taxed at then-current rates. Early withdrawals may be
subject to surrender fees, and withdrawals made prior
to age 59½ may be subject to a 10% IRS penalty tax.
Past performance is no guarantee of future results. You
should consult your tax advisor as to the tax
consequences of a particular investment.

The longer view

It's easy to lose sight of long-
term goals when we catch
wind of a near-term
opportunity.  Remember,
retirement dollars need to
carry you for up to a third of
your life.  We know tough
times may require you to
access these accounts, but do
so cautiously and please talk
with us first.
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