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WIN A STARBUCKS GIFT CARD!

Answer the riddle and be entered in
a drawing to win a $5 Starbucks gift
card.

RIDDLE:
Can you rearrange the letters in
new door to make one word?

LAST MONTH'S ANSWER:
Your Name

December and January
are the perfect months to
look back at what you
earned, saved, and spent
during the past year, as
W-2s, account
statements, and other
year-end financial
summaries roll in. So

before Punxsutawney Phil comes out of his
burrow to predict when spring is coming, take
some time to get your financial house in order.

How much have you saved?
Whether you simply resolved last year to save
more or you set a specific financial goal (for
example, saving 15% of your income for
retirement), it's time to find out how you did.
Start by taking a look at your account balances.
How much did you save for college or
retirement? Were you able to increase your
emergency fund? If you were saving for a large
purchase, did you save as much as you
expected? Challenge yourself in the new year
to save a little bit more so that you can make
steady financial progress.

How did your investments perform?
Review any investment statements you've
received. How have your investments
performed in comparison to general market
conditions, against industry benchmarks, and in
relationship to your expectations and needs?
Do you need to make any adjustments based
on your own circumstances, your tolerance for
risk, or because of market conditions?

Did you reduce debt?
Tracking your spending is just as important as
tracking your savings, but it's hard to do when
you're caught up in an endless cycle of paying
down your debt and then borrowing more
money, over and over again. Fortunately, end
of year mortgage statements, credit card
statements, and vehicle financing statements
will all spell out the amount of debt you still owe
and how much you've really been able to pay
off. You may even find that you're making more
progress than you think. Keep these statements
so that you have an easy way to track your

progress next year.

Where did your employment taxes go?
If you're covered by Social Security, the W-2
you receive from your employer by the end of
January will show how much you paid into the
Social Security system via payroll taxes
collected. If you're self-employed, you report
and pay these taxes (called self-employment
taxes) yourself. These taxes help fund future
Social Security benefits, but many people have
no idea what they can expect to receive from
Social Security in the future. This year, get in
the habit of checking your Social Security
statement annually to find out how much you've
been contributing to the Social Security system
and what future benefits you might expect,
based on current law. To access your
statement, sign up for a my SocialSecurity
account at the Social Security Administration's
website, www.socialsecurity.gov.

Has your financial outlook changed
during the past year?
Once you've reviewed your account balances
and financial statements, your next step is to
look at your whole financial picture. Taking into
account your income, your savings and
investments, and your debt load, did your
finances improve over the course of the year? If
not, why not?

Then it's time to think about the changes you
would like to make for next year. Start by
considering the following questions:

• What are your greatest financial concerns?
• Do you need help or advice in certain areas?
• Are your financial goals the same as they

were last year?
• Do you need to revise your budget now that

you've reviewed what you've earned, saved,
and spent?

Using what you've learned about your
finances--good and bad--to set your course for
next year can help you ensure that your
financial position in the new year is stronger
than ever.
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Should You Roll Your 401(k) to an IRA?
If you're entitled to a distribution from your
401(k) plan (for example, because you've left
your job, or you've reached age 59½), and it's
rollover-eligible, you may be faced with a
choice. Should you take the distribution and roll
the funds over to an IRA, or should you leave
your money where it is?

Across the universe
In contrast to a 401(k) plan, where your
investment options are limited to those selected
by your employer (typically mutual funds or
employer stock), the universe of IRA
investments is virtually unlimited. For example,
in addition to the usual IRA mainstays (stocks,
bonds, mutual funds, and CDs), an IRA can
invest in real estate, options, limited partnership
interests, or anything else the law (and your
IRA trustee/custodian) allows.*

You can move your money among the various
investments offered by your IRA trustee, and
divide up your balance among as many of
those investments as you want. You can also
freely move your IRA dollars among different
IRA trustees/custodians--there's no limit on how
many direct, trustee-to-trustee IRA transfers
you can do in a year. This gives you the
flexibility to change trustees as often as you like
if you're dissatisfied with investment
performance or customer service. It also allows
you to have IRA accounts with more than one
institution for added diversification.

However, while IRAs typically provide more
investment choices than a 401(k) plan, there
may be certain investment opportunities in your
employer's plan that you cannot replicate with
an IRA. And also be sure to compare any fees
and expenses.

Take it easy
The distribution options available to you and
your beneficiaries in a 401(k) plan are typically
limited. And some plans require that
distributions start if you've reached the plan's
normal retirement age (often age 65), even if
you don't yet need the funds.

With an IRA, the timing and amount of
distributions is generally at your discretion.
While you'll need to start taking required
minimum distributions (RMDs) from your IRA
after you reach age 70½ (and your beneficiary
will need to take RMDs after you die), those
payments can generally be spread over your
(and your beneficiary's) lifetime. (You aren't
required to take any distributions from a Roth
IRA during your lifetime, but your beneficiary
must take RMDs after your death.) A rollover to
an IRA may let you and your beneficiary stretch
distributions out over the maximum period the

law permits, letting your nest egg enjoy the
benefits of tax deferral as long as possible.

The RMD rules also apply to 401(k) plans--but
a special rule allows you to postpone taking
distributions until you retire if you work beyond
age 70½. (You also must own no more than 5%
of the company.) This deferral opportunity is not
available for IRAs.

Note: Distributions from 401(k)s and IRAs may
be subject to federal income tax, and a 10%
early distribution penalty (unless an exception
applies). (Special rules apply to Roth 401(k)s
and Roth IRAs.)

Gimme shelter
Your 401(k) plan may offer better creditor
protection than an IRA. Assets in most 401(k)
plans receive virtually unlimited protection from
creditors under a federal law known as ERISA.
Your creditors cannot attach your plan funds to
satisfy any of your debts and obligations,
regardless of whether you've declared
bankruptcy. (Note: individual (solo) 401(k) plans
and certain church plans are not covered by
ERISA.)

In contrast, traditional and Roth IRAs are
generally protected under federal law only if
you declare bankruptcy. Federal law currently
protects your total IRA assets up to $1,245,475
(as of April 1, 2013)--plus any amount you roll
over from your 401(k) plan. Any creditor
protection your IRA may receive in cases
outside of bankruptcy will generally depend on
the laws of your particular state. If you're
concerned about asset protection, be sure to
seek the assistance of a qualified professional.

Let's stay together
Another reason to roll your 401(k) funds over to
an IRA is to consolidate your retirement assets.
This may make it easier for you to monitor your
investments and your beneficiary designations,
and to make desired changes. However, make
sure you understand how Federal Deposit
Insurance Corporation (FDIC) and Securities
Investor Protection Corporation (SIPC) limits
apply if you keep all your IRA funds in one
financial institution.

Fools rush in
• While some 401(k) plans provide an annuity

option, most still don't. By rolling your 401(k)
assets over to an IRA annuity, you can
annuitize all or part of your 401(k) dollars.

• Many 401(k) plans have loan provisions, but
you can't borrow from an IRA. You can only
access the money in an IRA by taking a
distribution, which may be subject to income
tax and penalties.

*Certain investments may
not be right for everyone,
and some may have adverse
tax consequences, so be
sure to consult your
financial professional.
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Gift Tax Strategies That Can Benefit Your Family
Today's large gift tax applicable exclusion
amount, low gift tax rates, depressed property
values, and low interest rates create a
favorable environment for making certain gifts.

Federal gift tax basics
Annual exclusion. Each year, you can give a
certain amount ($14,000 in 2013 and 2014) to
as many individuals as you like gift tax free.

Qualified transfers exclusion. You can give an
unlimited amount on behalf of any individuals
for tuition or medical expenses gift tax free. You
must pay the amount directly to the educational
or medical care provider.

Applicable exclusion amount. Gifts can also be
sheltered by the applicable exclusion amount,
which can protect gifts of up to $5,340,000 (in
2014, $5,250,000 in 2013). The dollar limit
applies to all taxable gifts you make during your
lifetime and to your estate at your death for
federal estate tax purposes.

Basic planning
Generally, the first gifts you should consider
making are annual exclusion and qualified
transfer gifts. You can make annual exclusion
gifts to anyone for any purpose. The annual
exclusion is lost in any year in which you do not
use it. While you can make unlimited gifts using
the exclusion for qualified transfers, the gifts
must be for educational and medical purposes.

You and your spouse can split gifts that either
of you make. Doing so allows you and your
spouse to effectively use each other's annual
exclusions and applicable exclusion amount.
For example, if you have 2 children, you and
your spouse could make annual exclusion gifts
totaling $56,000 to your children (2 spouses x 2
children x $14,000). If you make gifts of
$56,000 for 10 years, you will have transferred
$560,000 to your children free from gift tax.

Next, consider gifts that are sheltered by the
applicable exclusion amount. But, remember
that use of the applicable exclusion amount
during life reduces the amount available for
estate tax purposes at your death.

If you are likely to have a very large taxable
estate at your death that could not be sheltered
by the applicable exclusion amount, it might
even make sense to make gifts that cause you
to pay gift tax. For example, let's assume any
additional transfer you make would be subject
to the current top gift or estate tax rate of 40%
and you make a taxable gift of $1 million to your
child on which you pay $400,000 of gift tax. If
you instead retained the $1,400,000 until death,
$560,000 of estate tax would be due
($1,400,000 x 40%), and only $840,000 of the

$1,400,000 would remain for your child. By
making the taxable gift and paying gift taxes
that reduced your taxable estate, you reduced
taxes by $160,000 while increasing the amount
transferred to your child by the same $160,000.

Gift considerations
If you have property whose value is depressed,
now may be a good time to make a gift of it.
The gift tax value of a gift is its fair market
value, and a lower value means a smaller gift
for gift tax purposes. However, you generally
should not make gifts of property that would
produce an income tax loss if sold (basis in
excess of sales price). The person receiving the
property would have a carryover basis and
would not be able to claim the loss. In these
cases, instead consider selling the property,
claiming the loss, and making a gift of the sales
proceeds.

Future appreciation on gifted property is
removed from your gross estate for federal
estate tax purposes. However, while property
included in your estate generally receives a
basis stepped up (or stepped down) to fair
market value when you die, lifetime gifts do not.
Therefore, you may wish to balance the gift tax
advantage of a gift with carryover basis and
income tax on gain if the property is sold
against the income tax advantage of a
stepped-up basis and estate tax (if any) if you
retain the property until your death.

In the current low interest rate environment, you
may wish to consider a grantor retained annuity
trust (GRAT). In a GRAT, you transfer property
to a trust, but retain a right to annuity payments
for a term of years. After the trust term ends,
the remaining trust property passes to your
beneficiaries, such as family members. The
value of the gift of a remainder interest is
discounted for gift tax purposes to reflect that it
will be received in the future. Also, if you
survive the trust term, the trust property is not
included in your gross estate for estate tax
purposes. Any appreciation in the trust property
that is greater than the IRS interest rate used to
value the gift escapes gift and estate taxation.
The lower the IRS interest rate, the more
effective this technique generally is.

In the current low interest rate environment, you
may also wish to consider a low-interest loan to
family members. You are generally required to
provide for adequate interest on the loan, or
interest will be deemed for gift tax purposes.
However, with the current low interest rates,
you can provide loans at a very low rate and
family members can effectively keep any
earnings in excess of the interest they are
required to pay you.

Now may be a great time to
make gifts that take
advantage of the current
large gift tax applicable
exclusion amount, low gift
tax rates, depressed
property values, and low
interest rates.

Be aware, however, that if
you make a gift to a person
who is two or more
generations younger than
you, such as a grandchild,
generation-skipping transfer
(GST) tax may also apply. In
general, annual exclusions,
qualified transfers, and an
exemption equal to the
applicable exclusion amount
are also available for GST
tax purposes and the same
40% tax rate applies.
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What can I do to protect my username and password
information from computer hackers?
At one time, computer hackers
were viewed as a few rogue
individuals who mainly worked
alone. Today, many hackers

are part of highly sophisticated networks that
carry out well-organized cyber attacks.
Unfortunately, these online security breaches
can result in your username and password
information being compromised.

Whenever you enter your personal information
online, you'll want to make sure that you create
a strong password to protect that information.
Some tips for creating a strong password
include:

• Avoid creating simple passwords that have a
connection to your personal identity (e.g.,
date of birth, address) or that can be found in
the dictionary

• Create a password that uses a nonsense
word/random alphanumeric combination or
an arbitrary, easy to remember phrase with
mixed-up character types (e.g., upper/lower
case, punctuation)

• Don't use the same password for multiple
websites

• Use an online tool that allows you to test the
strength of a password

If you have trouble keeping track of all of your
password information or if you want an extra
level of password protection, you may want to
use some type of password management
software. There are a variety of password
managers on the market. Password managers
typically work by using high-level encryption
methods to store all of your online usernames
and passwords on one secure server, using a
single master password.

There are a few things you should consider
when choosing a password manager. First, if
you plan on needing your password information
for use on various devices (e.g., tablet,
smartphone), you will want to choose a
password manager that has mobility features.
In addition, some password managers offer
added benefits such as web form fillers, which
can come in handy if you do a lot of online
shopping. Other features to look for include
automatic log in and password generator
capability.

Is my child's college scholarship taxable?
It depends. If a scholarship is
used to pay for tuition, fees,
books, supplies, or equipment
required for admission, then
it's not taxable. But if it's used

to cover incidental expenses like room and
board, travel, or optional equipment, or if it's
awarded as payment for teaching or research,
then it's taxable. Generally, if a scholarship is
taxable and needs to be reported on your tax
return, you will include the amount on the same
line as "Wages, salaries, tips, etc."

Fortunately, most scholarships let the recipient
decide how to apply the money. However,
there's one thing to consider here: if you use a
scholarship to cover tuition, fees, books, or
required equipment--making the scholarship tax
free--you can't use those same expenses to
qualify for the American Opportunity tax credit.
That's because the credit applies only to tuition
and fees paid with after-tax funds--tuition and
fees paid with tax-free funds like scholarships
or 529 plan funds won't count.

The American Opportunity tax credit--available
for each of the first four years of a student's
college education--is worth up to $2,500 per
year and is calculated as 100% of the first

$2,000 in tuition and fees plus 25% of the next
$2,000 in tuition and fees. Your modified
adjusted gross income must be below a certain
level to get the full credit: $160,000 for married
couples filing jointly and $80,000 for single
filers.

If your child gets a scholarship and you qualify
for the credit, you'll want to run some numbers
to decide whether it's best to:

• Apply the scholarship to tuition and fees,
making it tax free, but also disqualifying those
same tuition and fees from counting toward
the credit, or

• Apply the scholarship to incidental college
expenses like room and board, making it
taxable, but allowing the full amount of tuition
and fees to count toward the credit.

In making this determination, keep in mind that
a tax credit is generally more valuable than a
tax deduction because a tax credit reduces any
taxes owed dollar for dollar.

For more information on the tax treatment of
scholarships and the American Opportunity tax
credit, refer to IRS Publication 970, Tax
Benefits for Education.
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