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Hi friends and clients!
So far this year, the investment
world has been a mixed bag. The
Dow Jones Industrial Average and
S&P 500 index have offered single
digit gains heading into the fourth
quarter and the MSCI EAFE
international index is slightly down
so far. The Barclays US Aggregate
Bond index is fairly flat as well. We
mention this because there is a lot of
talk in the media about the markets
being "high," but really this year is
more similar to an "average" year so
far if there is such a thing. So, as
always, try to ignore any sensational
financial headlines!
We hope everyone in enjoying the
more temperate weather now. Have
a great Columbus Day later this
month and enjoy the articles this
month!
Jim, Ken, Megan, Sharon, & Susie

Throughout our financial lives, we may be
influenced by myths, mistakes, and
misunderstandings (MMMs). Here are just a
few.

In the beginning . . .
"I don't invest because I
don't know much about
it." It's time to learn,
because a basic
understanding of
investing concepts can
help you make more
informed financial
decisions.

"Wow, they'll give me that much credit! I
must be able to handle it." Just because the
credit-card company or bank extends a large
amount of credit to you, it doesn't mean you
should use all of it. The more you borrow, the
larger the monthly payments, and before you
know it, you've bitten off more than you can
chew. Figure out how much you'll owe based
on the amount you borrow and determine if it
will fit within your budget. Generally speaking, if
you can't afford the payment, don't incur the
debt.

"I'm young. I'll worry about retirement when
I'm older." Planning for retirement involves
saving enough by a desired age to enable you
to support yourself without having to work. If
you wait to begin saving for retirement, you'll
have to sock more away or put off retirement to
a later date. So the earlier you begin saving,
the better.

Go figure
Sometimes we think we know something and
rely on it as being correct, when in fact it
couldn't be further from the truth.

"I know my finances like the back of my
hand. I don't need to write them down."
You'd be surprised how often we think we know
how much we can afford until our bills start to
exceed our income. If you write down your
expenses and income (e.g., create a spending
plan or budget), you'll know how much you can
spend.

"I'll dip into my retirement account and
make it up later." First, if you borrow from your
401(k), you'll likely pay fees and interest. If you
take money from a traditional IRA, you'll pay
income tax on the amount you take and
possibly a 10% penalty. Remember, these
accounts are intended for retirement. Taking
money out now increases the risk you might run
out of money during retirement.

"My child will pay back the money I loaned
to him or her." Good luck. That "loan" is
probably going to turn into a gift, which isn't
necessarily a bad thing if it really helps your
child, but be sure you can afford the loan/gift
before making it.

And later on . . .
As we get older, we may fall prey to some
MMMs that can be the source of needless
angst, such as:

"I won't need as much income in
retirement." Maybe, but it might be a mistake
to count on it. In fact, in the early years of
retirement, you may find that you spend just as
much money, or maybe more, than when you
were working, especially if you are still paying a
mortgage. And don't forget to factor in
increasing health-care costs.

And speaking of health care, "the new
health-care law cuts my basic Medicare
benefits and services." Just the opposite is
true. The Affordable Care Act (ACA) mandates
that no guaranteed Medicare benefits are cut.
In fact, the ACA expands Medicare benefits to
include a free annual wellness assessment.

And finally, "If I die without a will, the state
will get my assets and property." This isn't
necessarily true. Each state has intestacy laws,
which determine who gets what when someone
dies without a will. But those laws generally
deal with assets in your name at your death
that don't have a designated beneficiary or joint
owner. In any case, if you want to have some
say in who will inherit your assets after your
death, you need to prepare an estate plan,
which probably includes a will.
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What Is the Federal Reserve and What Does It Do?
If you follow financial news, you've probably
heard many references to "the Fed" along the
lines of "the Fed did this or that," or "market
watchers are wondering what the Fed will do
next." So what exactly is the Fed and what
does it do, anyway?

What is the Federal Reserve?
The Federal Reserve--or "the Fed" as it's
commonly called--is the central bank of the
United States. Generally speaking, a central
bank is a large, centrally controlled bank that's
in charge of a country's interest rates, money
supply, and banking system. Most countries
have a central bank.

The U.S. Federal Reserve was created by the
Federal Reserve Act of 1913, legislation that
was enacted mostly in response to a series of
financial panics. The Federal Reserve is
charged with three main objectives: maximum
employment, stable prices, and moderate
long-term interest rates (the first two objectives
are often referred to as the Fed's "dual
mandate"). Over the years, the Federal
Reserve's duties have expanded and evolved
to include maintaining stability of the entire U.S.
financial system.

How is the Fed organized?
The Federal Reserve isn't a single entity. It
actually consists of four parts: (1) the Board of
Governors, (2) the Federal Open Market
Committee, (3) 12 regional Federal Reserve
Banks, and (4) thousands of smaller member
banks. What does each part do?

The Board of Governors--also called the
Federal Reserve Board--is at the top. It consists
of seven people who are nominated by the
President and approved by the Senate. Each
person is appointed for a 14-year term (terms
are staggered, with one beginning every two
years). The Board of Governors conducts
official business in Washington, D.C.

The Chair of the Board of Governors--perhaps
the most visible face of U.S. economic and
monetary policy--is currently Janet Yellen, the
former president of the Federal Reserve Bank
of San Francisco. Dr. Yellen was sworn in on
February 3, 2014, and is the first woman to hold
this post. (Her term as Chair ends on February
3, 2018, and her term as a member of the
Board of Governors ends on January 31, 2024.)
Prior to Yellen, the Chair of the Federal
Reserve was Ben Bernanke, who served from
2006 to 2014, and before him was the
somewhat legendary Alan Greenspan, who
served from 1987 to 2006.

Next is the Federal Open Market Committee, or
FOMC, which is responsible for setting U.S.

monetary policy. The FOMC is made up of the
Board of Governors and the 12 regional bank
presidents. While all FOMC members discuss
and debate economic policy, only 12 members
have voting rights: all 7 Board of Governors
members and 5 regional bank presidents (the
president of the Federal Reserve Bank of New
York is a permanent voting member of FOMC;
the other regional bank presidents rotate as
voting members). The FOMC typically meets
eight times per year. When people wait with
bated breath to see what the Fed will do next,
they're usually referring to the FOMC.

Next are 12 regional Federal Reserve Banks
that are responsible for typical day-to-day bank
operations. The banks are located in Boston,
New York, Philadelphia, Cleveland, Richmond,
Atlanta, Chicago, St. Louis, Minneapolis,
Kansas City, Dallas, and San Francisco.
(Rumor has it that in 1913 a Missouri senator
would only vote for the Federal Reserve Act if
his state were home to two regional banks.)
Each regional bank has its own president and
oversees the thousands of smaller member
banks in its region.

So what does the Fed actually do?
The Federal Reserve does a lot of things, but
one of its main functions is to set U.S. monetary
policy. It does this primarily by: (1) setting the
discount rate, which is the interest rate the Fed
charges commercial banks on money it lends;
(2) setting reserve requirements, which is how
much a bank must hold in reserves; and (3)
overseeing open market operations, which is
the purchase and sale of government securities
on the open market. Open market operations
impact the federal funds rate (the interest rate
that banks charge each other on overnight
loans of federal funds), which in turn impacts
the prime rate and the interest rates that
consumers ultimately pay. The Fed's recent
quantitative easing (QE) program, in which it
has purchased mortgage-backed securities and
U.S. Treasury bonds at regular intervals to
increase the money supply, is a form of open
market operations.

Why do people pay attention to the Fed? One
reason is interest rates. People often look to the
Fed for clues on which way interest rates are
headed. Another reason is economic analysis
and forecasting. Members of the Federal
Reserve regularly conduct economic research,
give speeches, and testify about inflation and
unemployment, which can provide insight about
where the economy might be headed. All of this
information can be useful for consumers when
making borrowing and investing decisions.

The Fed's mission

The Federal Reserve is the
central bank of the United
States. Its mission is to provide
the nation with a safer, more
flexible, and more stable
monetary and financial system.
For more information on the
Federal Reserve, visit
www.federalreserve.gov.

Publications

The Federal Reserve releases
several publications throughout
the year, including the publicly
available "Beige Book," which
contains information on current
economic conditions in each
Federal Reserve Bank district,
along with interviews with key
business leaders, economists,
and market experts.
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Leaving Assets to Your Heirs: Income Tax Considerations
An inheritance is generally worth only what your
heirs get to keep after taxes are paid. So when
it comes to leaving a legacy, not all property is
created equal--at least as far as federal income
tax is concerned. When evaluating whom to
leave property to and how much to leave to
each person, you might want to consider how
property will be taxed and the tax rates of your
heirs.

Favorable tax treatment for heirs
Roth IRAs

Assets in a Roth IRA will accumulate income
tax free and qualified distributions from a Roth
IRA to your heirs after your death will be
received income tax free. An heir will generally
be required to take distributions from the Roth
IRA over his or her remaining life expectancy.
(Of course, your beneficiaries can always
withdraw more than the required minimum
amounts.) If your spouse is your beneficiary,
your spouse can treat the Roth IRA as his or
her own and delay distributions until after his or
her death. So your heirs will be able to continue
to grow the assets in the Roth IRA income tax
free until after the assets are distributed; any
growth occurring after funds are distributed may
be taxed in the future.

Note: The Supreme Court has ruled that
inherited IRAs are not retirement funds and do
not qualify for a federal exemption under
bankruptcy. Some states may provide some
protection for inherited IRAs under bankruptcy.
You may be able to provide some bankruptcy
protection to an inherited IRA by placing the
IRA in a trust for your heirs. If this is a concern
of yours, you may wish to consult a legal
professional.

Appreciated capital assets

When you leave property to your heirs, they
generally receive an initial income tax basis in
the property equal to the property's fair market
value (FMV) on the date of your death. This is
often referred to as a "stepped-up basis,"
because basis is typically stepped up to FMV.
However, basis can also be "stepped down" to
FMV.

If your heirs sell the property with a stepped-up
(or a stepped-down) basis immediately after
your death for FMV, there should be no capital
gain (or loss) to recognize since the sales price
will equal the income tax basis. If they sell the
property later for more than FMV, any
appreciation after your death will generally be
taxed at favorable long-term capital gain tax
rates. If the appreciated assets are stocks,
qualified dividends received by your heirs will
also be taxed at favorable long-term capital

gain tax rates.

Note: If your heirs receive property from you
that has depreciated in value, they will receive
a basis stepped down to FMV and will not be
able to claim any loss with respect to the
depreciation before your death. You may want
to consider selling depreciated property while
you are alive so that you can claim the loss.

Not as favorable tax treatment for heirs
Tax-deferred retirement accounts

Assets in a tax-deferred retirement account
(including a traditional IRA or 401(k) plan) will
accumulate income tax deferred within the
account. However, distributions from the
account will be subject to income tax at
ordinary income tax rates when distributed to
your heirs (if there were nondeductible
contributions made to the account, the
nondeductible contributions can be received
income tax free). An heir will generally be
required to take distributions from the
tax-deferred retirement account over his or her
remaining life expectancy. (Of course, your
beneficiaries can always withdraw more than
the required minimum amounts.) If your spouse
is the beneficiary of the account, the rules may
be more favorable. So your heirs will be able to
defer taxation of the retirement account until
distribution, but distributions will generally be
fully subject to income tax at ordinary income
tax rates.

Note: Your heirs do not receive a stepped-up
(or stepped-down) basis in your retirement
accounts at your death.

Even though distributions are taxable, your
heirs will nevertheless generally appreciate
receiving tax-deferred retirement accounts from
you. After all, they do get to keep the amounts
remaining after taxes are paid.

Toxic or underwater assets

Your heirs might not appreciate receiving
property that is subject to a mortgage, lien, or
other liability that exceeds the value of the
property. In fact, an heir receiving such property
may want to consider disclaiming the property.

Always nice to receive
Life insurance and cash

Life insurance proceeds received by your heirs
will generally be received income tax free. Your
heirs can generally invest life insurance
proceeds and cash they receive in any way that
they wish. When doing so, yours heirs can
factor in how the property will be taxed to them
in the future.

An inheritance is generally
worth only what your heirs
get to keep after taxes are
paid. Here we have focused
primarily on federal income
taxes. Depending on your
circumstances, you may
wish to also consider
federal estate tax and state
income, estate, and
inheritance taxes.

Note: It is generally
recommended that you
designate IRA and other
retirement plan
beneficiaries, their shares,
and any backup
beneficiaries on the plan
beneficiary form. This will
help assure that retirement
plan benefits pass as you
wish at your death and that
a beneficiary will be able to
stretch distributions over
his or her remaining life
expectancy.
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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.

What factors could negatively impact my credit report?
Having a good credit report is
important when it comes to
personal finance, because
most lenders use credit
reports to evaluate the

creditworthiness of a potential borrower.
Borrowers with good credit are presumed to be
more creditworthy and may find it easier to
obtain a loan, often at a lower interest rate.

A number of factors could negatively impact
your credit report, including:

• A history of late payments. Your credit report
provides information to lenders regarding
your payment history over the previous 12 to
24 months. For the most part, a lender may
assume that you can be trusted to make
timely monthly debt payments in the future if
you have done so in the past. Consequently,
if you have a history of late payments and/or
unpaid debts, a lender may consider you to
be a high credit risk and turn you down for a
loan.

• Too many credit inquiries. Each time you
apply for credit, the lender will request a copy
of your credit history. The lender's request
then appears as an inquiry on your credit
report. Too many inquiries in a short amount

of time could be viewed negatively by a
potential lender, since it may indicate that the
borrower has a history of being turned down
for loans or has access to too much credit.

• Not enough good credit. You may have good
credit, but not enough of it. As a result, you
may need to build up more of your credit
history before a lender deems you worthy to
take on any additional debt.

• Uncorrected errors on your report.
Uncorrected errors on a credit report could
make it difficult for a lender to accurately
evaluate creditworthiness, and could result in
a loan denial. If you have errors on your
credit report, it's important to take steps to
correct your report, even if it doesn't contain
derogatory information.

Finally, if you are ever turned down for a loan,
there is a way to find out the reason behind it.
Under federal law, you are entitled to a free
copy of your credit report as long as you
request it within 60 days of receiving notice of a
company's adverse action against you. For
more information, visit the
Federal Trade Commission's website.

Page 4 of 4

http://www.consumer.ftc.gov

