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Hi friends and clients!
The end of September and all of October
proved to be volatile months for the
stock market. Keep in mind that we have
had a long stretch in the stock market
without much volatility, which is
abnormal. On average, there is a 10%
decline every 18 months in the stock
market, so we were long overdue for a
little dip. These dips are actually healthy,
and they also serve to remind people
that there are risks involved. However,
investments in the stock market should
be "long-term" and the short-term
gyrations shouldn't be given too much
attention. Keep your eye on the goal,
and we'll help you accomplish what you
are trying to achieve.
We hope you had a great Halloween and
are looking forward to Thanksgiving. As
we kick off the holiday season, we wish
you the best and hope you take
advantage of the time with family that
comes with this season.
Jim, Ken, Megan, Sharon, & Susie

Financially speaking, the
terms "saving" and "investing"
are often used
interchangeably. But the
concepts behind these terms
actually have some important
differences. Understanding

these differences and taking advantage of them
may help you in working toward financial goals
for you and your family.

Saving
You may want to set aside money for a specific,
identifiable expense. You park this money
someplace relatively safe and liquid so you can
get the amount you want when you need it.
According to the Securities and Exchange
Commission brochure Saving and Investing,
"savings are usually put into the safest places,
or products, that allow you access to your
money at any time. Savings products include
savings accounts, checking accounts, and
certificates of deposit." Some deposits may be
insured (up to $250,000 per depositor, per
insured institution) by the Federal Deposit
Insurance Corporation or the National Credit
Union Administration. Savings instruments
generally earn interest. However, the likely
tradeoff for liquidity and security is typically
lower returns.

Investing
While a return of your money may be an
important objective, your goal might be to
realize a return on your money. Using your
money to buy assets with the hope of receiving
a profit or gain is generally referred to as
investing. Think of investing as putting your
money to work for you--in return for a
potentially higher return, you accept a greater
degree of risk. With investing, you don't know
whether or when you'll realize a gain. The
money you invest usually is not federally
insured. You could lose the amount you've
invested (e.g., your principal), but you also
have the opportunity to earn more money,
especially compared to typical savings vehicles.
The investment is often held for a longer period
of time to allow for growth. It is important to
note, though, that all investing involves risk,

including the loss of principal, and there is no
assurance that any investing strategy will be
successful.

What's the difference?
Whether you prefer to use the word "saving" or
"investing" isn't as important as understanding
how the underlying concepts fit into your
financial strategy. When it comes to targeting
short-term financial goals (e.g., making a major
purchase in the next three years), you may opt
to save. For example, you might set money
aside (i.e., save) to create and maintain an
emergency fund to pay regular monthly
expenses in the event that you lose your job or
become disabled, or for short-term objectives
like buying a car or paying for a family vacation.
You might consider putting this money in a
vehicle that's stable and liquid. Think of what
would happen if you were to rely on
investments that suddenly lost value shortly
before you needed the funds for your purchase
or expense.

Saving generally may not be the answer for
longer-term goals. One of the primary reasons
is inflation--while your principal may be stable, it
might be losing purchasing power. Instead, you
may opt to purchase investments to try to
accumulate enough to pay for large future
expenses such as your child's college or your
retirement. Generally, saving and investing
work hand in hand. For instance, you may save
for retirement by investing within an employer
retirement account.

Why is it important?
Both saving and investing have a role in your
overall financial strategy. The key is to balance
your saving and investing with your short- and
long-term goals and objectives. Overemphasize
saving and you might not achieve the return
you need to pursue your long-term goals.
Ignore saving and you increase the risk of not
being able to meet your short-term objectives
and expenses. Get it right and you increase
your chances of staying on plan.
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Investor, Know Thyself: How Your Biases Can Affect Investment
Decisions
Traditional economic models are based on a
simple premise: people make rational financial
decisions that are designed to maximize their
economic benefits. In reality, however, most
humans don't make decisions based on a
sterile analysis of the pros and cons. While
most of us do think carefully about financial
decisions, it is nearly impossible to completely
disconnect from our "gut feelings," that nagging
intuition that seems to have been deeply
implanted in the recesses of our brain.

Over the past few decades, another school of
thought has emerged that examines how
human psychological factors influence
economic and financial decisions. This
field--known as behavioral economics, or in the
investing arena, behavioral finance--has
identified several biases that can unnerve even
the most stoic investor. Understanding these
biases may help you avoid questionable calls in
the heat of the financial moment.

Sound familiar?
Following is a brief summary of some common
biases influencing even the most experienced
investors. Can you relate to any of these?

1. Anchoring refers to the tendency to
become attached to something, even when it
may not make sense. Examples include a
piece of furniture that has outlived its
usefulness, a home or car that one can no
longer afford, or a piece of information that is
believed to be true, but is in fact, false. In
investing, it can refer to the tendency to
either hold an investment too long or place
too much reliance on a certain piece of data
or information.

2. Loss-aversion bias is the term used to
describe the tendency to fear losses more
than celebrate equivalent gains. For
example, you may experience joy at the
thought of finding yourself $5,000 richer, but
the thought of losing $5,000 might provoke a
far greater fear. Similar to anchoring, loss
aversion could cause you to hold onto a
losing investment too long, with the fear of
turning a paper loss into a real loss.

3. Endowment bias is also similar to
loss-aversion bias and anchoring in that it
encourages investors to "endow" a greater
value in what they currently own over other
possibilities. You may presume the
investments in your portfolio are of higher
quality than other available alternatives,
simply because you own them.

4. Overconfidence is simply having so much
confidence in your own ability to select
investments for your portfolio that you might

ignore warning signals.
5. Confirmation bias is the tendency to latch

onto, and assign more authority to, opinions
that agree with your own. For example, you
might give more credence to an analyst
report that favors a stock you recently
purchased, in spite of several other reports
indicating a neutral or negative outlook.

6. The bandwagon effect, also known as herd
behavior, happens when decisions are
made simply because "everyone else is
doing it." For an example of this, one might
look no further than a fairly recent and
much-hyped social media company's initial
public offering (IPO). Many a discouraged
investor jumped at that IPO only to sell at a
significant loss a few months later. (Some of
these investors may have also suffered from
overconfidence bias.)

7. Recency bias refers to the fact that recent
events can have a stronger influence on
your decisions than other, more distant
events. For example, if you were severely
burned by the market downturn in 2008, you
may have been hesitant about continuing or
increasing your investments once the
markets settled down. Conversely, if you
were encouraged by the stock market's
subsequent bull run, you may have
increased the money you put into equities,
hoping to take advantage of any further
gains. Consider that neither of these
perspectives may be entirely rational given
that investment decisions should be based
on your individual goals, time horizon, and
risk tolerance.

8. A negativity bias indicates the tendency to
give more importance to negative news than
positive news, which can cause you to be
more risk-averse than appropriate for your
situation.

An objective view can help
The human brain has evolved over millennia
into a complex decision-making tool, allowing
us to retrieve past experiences and process
information so quickly that we can respond
almost instantaneously to perceived threats and
opportunities. However, when it comes to your
finances, these gut feelings may not be your
strongest ally, and in fact may work against
you. Before jumping to any conclusions about
your finances, consider what biases may be at
work beneath your conscious radar. It might
also help to consider the opinions of an
objective third party, such as a qualified
financial professional, who could help identify
any biases that may be clouding your judgment.

In psychology, "heuristics"
refers to the mental
decision-making short-cuts
that individuals develop
over time based on past
experiences. While
heuristics can be helpful in
avoiding unnecessary
deliberation, they can also
lead to misleading biases
that can derail even the
most well-thought-out
financial plan.
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Retiring and Relocating? Don't Neglect State Taxes!
If you're retired, or about to retire, you may be
thinking about relocating to a state that has low
tax rates or provides special tax benefits to
retirees. Here's a survey that may jump-start
your search for a tax-friendly state in which to
spend your golden years.

State income taxes in general
State income taxes typically account for a large
percentage of the total taxes you pay. So you
may consider yourself lucky if you live in one of
the seven no-income-tax states: Alaska,
Florida, Nevada, South Dakota, Texas,
Washington, and Wyoming. (New Hampshire
and Tennessee impose income tax only on
interest and dividends.)

But if you're considering a state that does
impose an income tax, as a retiree you'll want
to know how that state treats Social Security
and retirement income.

State income taxes and Social Security
Social Security income is completely exempt
from tax in 28 of the states with an income tax
(as well as the District of Columbia): Alabama,
Arizona, Arkansas, California, Delaware,
Georgia, Hawaii, Idaho, Illinois, Indiana, Iowa,
Kentucky, Louisiana, Maine, Maryland,
Massachusetts, Michigan, Mississippi, New
Jersey, New York, North Carolina, Ohio,
Oklahoma, Oregon, Pennsylvania, South
Carolina, Virginia, and Wisconsin.

Some states (for example, Connecticut,
Kansas, Missouri, and Montana) don't tax
Social Security benefits if income is less than a
specified dollar amount (Nebraska joins this list
in 2015). And at least three states (Colorado,
Utah, and West Virginia) provide a general
income exclusion or credit for seniors that takes
Social Security into account. Most of the
remaining states tax Social Security benefits to
the same extent they're taxed under federal
law.

State income taxes and retirement
income
Of the states with an income tax, most provide
at least some relief for retirement income, but
this can range from a credit of less than $500
(Ohio and Utah) to an exclusion for all or most
retirement income (Hawaii, Illinois, and
Mississippi). Only a handful of states, including
California, Nebraska, North Carolina, North
Dakota, Rhode Island, and Vermont, currently
tax all retirement income and don't provide any
general income exclusion for seniors.

Make sure you understand how your particular
type of retirement income is treated. Some
states exempt public pensions, but tax private

pensions; or exempt public pensions earned in
that state, but not public pensions earned in
another state. Some states exempt employer
retirement benefits, but not IRA income. Others
exempt a specific dollar amount of retirement
income, but only if you've reached a certain age
or have income within certain limits. In some
states, military pensions are partially or fully
exempt, while in others they're fully taxable.
Some states exempt defined benefit pension
payments, but tax 401(k) distributions. A good
source for information is your state's
Department of Revenue website.

Can the state I'm moving from tax my
benefits?
What happens if you spent your working life in
a state like California that fully taxes retirement
income, but you relocate after you retire to
Florida, a state that has no income tax? Can
California tax your pension benefit? While the
answer used to be unclear, federal law now
clearly prohibits states from taxing certain
retirement income unless you're a resident of,
or domiciled in, that state.

Whether you're considered a resident of, or
domiciled in, a state is determined by the laws
of that particular state. In general, your
residence is the place you actually live. Your
domicile is your permanent legal
residence--even if you don't currently live there,
you have an intent to return and remain there.
So in our example, if you're no longer a resident
of, or domiciled in, California, that state cannot
tax your pension benefit under federal law.

The law applies to all qualified plans (for
example, 401(k), profit-sharing, and defined
benefit plans), IRAs, 403(b) plans, 457(b)
plans, and governmental plans.

The law provides only limited protection for
other (nonqualified) deferred compensation
plan benefits. So-called "top-hat" plan benefits
that are paid over an employee's lifetime, or
over a period of at least 10 years, are covered
by the law. But stock options, stock
appreciation rights (SARs), and restricted stock
are not; states are free to tax these benefits
even after you relocate.

Other considerations
Remember that states impose many other
kinds of taxes (for example, sales, real estate,
and gift and estate taxes). Some states offer
special tax breaks to seniors, like property tax
reductions or additional exemptions, standard
deductions, or credits based on age. For an
accurate comparison among the states, you'll
need to consider your total tax burden. A tax
professional can assist you in this task.

For an accurate comparison
among the states, you'll
need to consider your total
tax burden. A tax
professional can assist you
in this task.
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Chart: Ten-Year History of U.S. Average Gas Prices

Gas prices fluctuated widely in 2008, peaking at a high of $4.11 during the second week of July,
then plummeting to $1.81 by the first week of December. Since 2008, gasoline prices have
generally been on an upswing, but have leveled off during the past three years, as this chart
shows. According to the U.S. Energy Information Administration (EIA), average gasoline prices
are even expected to decline slightly in 2015, although projections are far from certain.

Sources: Short-Term Energy Outlook, May 6, 2014, U.S. Energy Information Administration,
www.eia.gov; Chart data is from the EIA's Weekly U.S. Regular Conventional Retail Gasoline
Prices (chart shows average dollars per gallon as of the second week of May of each year).

I'm looking to buy a home. What are some common
mortgage mistakes to avoid?
Navigating the complex world
of mortgages can be difficult.
As a result, it's easy to make
mistakes when applying for a

mortgage loan.

Here are some common mortgage mistakes
you should try to avoid:

• Taking on a mortgage that is too big for you
to handle. The mortgage you are qualified or
preapproved for isn't necessarily how much
you can afford. Be sure to examine your
budget and lifestyle to make sure that your
mortgage payment--including any extras,
such as mortgage insurance--is within your
means.

• Neglecting to read the fine print. Before you
sign any paperwork, make sure that you fully
understand the terms of your mortgage loan
and the costs associated with it. For example,
are you are applying for an adjustable-rate
mortgage? If so, it's important to be aware of
how and when the interest rate for the loan
will adjust.

• Overlooking your credit. A positive credit
history may not only make it easier to obtain

a mortgage loan, but potentially could also
result in a lender offering you a lower interest
rate. Be sure to review your credit report and
check it for inaccuracies. You may have to
take the necessary steps to improve your
credit history, such as paying your monthly
bills on time and limiting credit inquiries on
your credit report (which are made every time
you apply for new credit).

• Putting down too little. While it is possible to
obtain a mortgage with a minimal down
payment, a larger down payment may help
you get more attractive mortgage terms. In
addition to requiring private mortgage
insurance, lenders generally offer lower loan
limits and higher interest rates to borrowers
who have a down payment of less than 20%
of a home's purchase price.

• Forgetting to shop around. Be sure to shop
around among various lenders and compare
the types of loans offered, along with the
costs and rates associated with those loans.
Consider each lender's customer service
reputation as well.
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