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Life insurance can serve many valuable
purposes during your life. However, once
you've retired, you may no longer feel the need
to keep your life insurance, or the cost of
maintaining the policy may have become too
expensive. In these cases, you might be
tempted to abandon the policy or surrender
your life insurance coverage. But there are
other alternatives to consider as well.

If the premium cost of your current life
insurance policy is an issue, you may be able to
reduce the death benefit, lowering the premium
cost in the process. Or you can try to exchange
your current policy for a policy with a lower
premium cost. But you may not qualify for a
new policy because of your age, health
problems, or other reasons.

Lapse or surrender

You may be able to exchange the CSV of a
permanent life insurance policy for an
immediate annuity, which can provide a stream
of income for a predetermined period of time or
for the rest of your life. Each annuity payment
will be apportioned between taxable gain and
nontaxable return of capital. You should be
aware that by exchanging the CSV for an
annuity, you will be giving up the death benefit,
and annuity contracts generally have fees and
expenses, limitations, exclusions, and
termination provisions. Also, any annuity
guarantees are contingent on the claims-paying
ability and financial strength of the issuing
insurance company.

If you have term life insurance, you generally
will receive nothing in return if you surrender
the policy or let it lapse by not paying
premiums. On the other hand, if you own
permanent life insurance, the policy may have a
cash surrender value (CSV), which you can
receive upon surrendering the insurance. If you
surrender your cash value life insurance policy,
any gain (generally, the excess of your CSV
over the cumulative amount of premium paid)
resulting from the surrender will be subject to
federal (and possibly state) income tax. Also,
surrendering your policy prematurely may result
in surrender charges, which can reduce your
CSV.

Exchange the old policy
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Another option is to exchange your existing life
insurance policy for either a new life insurance
policy or another type of insurance product. The
federal tax code allows you to exchange one
life insurance policy for another life insurance
policy, an endowment policy, an annuity, or a
qualified long-term care policy without triggering
current tax liability. This is known as an IRC
Section 1035 exchange. You must follow IRS
rules when making the exchange, particularly
the requirement that the exchange must be
made directly between the insurance company
that issued the old policy and the company
issuing the new policy or contract. Also, the
rules governing 1035 exchanges are complex,
and you may incur surrender charges from your
current life insurance policy. In addition, you
may be subject to new sales, mortality,
expense, and surrender charges for the new
policy, which can be very substantial and may
last for many years afterward.

Stream of income

Long-term care
Another potential option is to exchange your life
insurance policy for a tax-qualified long-term
care insurance (LTCI) policy, provided that the
exchange meets IRC Section 1035
requirements. Any taxable gain in the CSV is
deferred in the long-term care policy, and
benefits paid from the tax-qualified LTCI policy
are received tax free. But you may not be able
to find a LTCI policy that accepts lump-sum
premium payments, in which case you'd have
to make several partial exchanges from the
CSV of your existing life insurance policy to the
long-term care policy provider to cover the
annual premium cost.
A complete statement of coverage, including
exclusions, exceptions, and limitations, is found
only in the policy. It should be noted that
carriers have the discretion to raise their rates
and remove their products from the
marketplace.

Lower the premium
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Common Financial Wisdom: Theory vs. Practice
In the financial world, there are a lot of rules
about what you should be doing. In theory, they
sound reasonable. But in practice, it may not be
easy, or even possible, to follow them. Let's
look at some common financial maxims and
why it can be hard to implement them.

It might not always be
possible to follow some
common financial wisdom.
Note: All investing involves
risk, including the possible
loss of principal, and there
can be no assurance that
any investment strategy will
be successful.

live within your means, or better yet below your
means. Then focus on putting money aside in
your workplace retirement plan. Start by
contributing a small percentage of your pay,
say 3%, to get into the retirement savings habit.
Once you've adjusted to a lower take-home
Build an emergency fund worth three to amount in your paycheck (you may not even
notice the difference!), consider upping your
six months of living expenses
contribution little by little, such as once a year
Wisdom: Set aside at least three to six months or whenever you get a raise.
worth of living expenses in an emergency
Start saving for college as soon as your
savings account so your overall financial health
child is born
doesn't take a hit when an unexpected need
arises.
Wisdom: Benjamin Franklin famously said
there is nothing certain in life except death and
Problem: While you're trying to save, other
taxes. To this, parents might add college costs
needs--both emergencies and
that increase every year without fail, no matter
non-emergencies--come up that may prevent
what the overall economy is doing. As a result,
you from adding to your emergency fund and
new parents are often advised to start saving
even cause you to dip into it, resulting in an
for college right away.
even greater shortfall. Getting back on track
might require many months or years of
dedicated contributions, leading you to
decrease or possibly stop your contributions to
other important goals such as college,
retirement, or a down payment on a house.
One solution: Don't put your overall financial
life completely on hold trying to hit the high end
of the three to six months target. By all means
create an emergency fund, but if after a year or
two of diligent saving you've amassed only two
or three months of reserves, consider that a
good base and contribute to your long-term
financial health instead, adding small amounts
to your emergency fund when possible. Of
course, it depends on your own situation. For
example, if you're a business owner in a volatile
industry, you may need as much as a year's
worth of savings to carry you through uncertain
times.

Start saving for retirement in your 20s
Wisdom: Start saving for retirement when
you're young because time is one of the best
advantages when it comes to amassing a nest
egg. This is the result of compounding, which is
when your retirement contributions earn
investment returns, and then those returns
produce earnings themselves. Over time, the
process can snowball.
Problem: How many 20-somethings have the
financial wherewithal to save earnestly for
retirement? Student debt is at record levels,
and young adults typically need to budget for
rent, food, transportation, monthly utilities, and
cell phone bills, all while trying to contribute to
an emergency fund and a down payment fund.
One solution: Track your monthly income and
expenses on a regular basis to see where your
money is going. Establish a budget and try to

Problem: New parents often face many other
financial burdens that come with having a baby;
for example, increased medical expenses,
baby-related costs, day-care costs, and a
reduction in household income as a result of
one parent possibly cutting back on work or
leaving the workforce altogether.
One solution: Open a savings account and set
up automatic monthly contributions in a small,
manageable amount--for example, $25 or $50
per month--and add to it when you can. When
grandparents and extended family ask what
they can give your child for birthdays and
holidays, you'll have a suggestion.

Subtract your age from 100 to
determine your stock percentage
Wisdom: Subtract your age from 100 to
determine the percentage of your portfolio that
should be in stocks. For example, a 45-year-old
would have 55% of his or her portfolio in stocks,
with the remainder in bonds and cash.
Problem: A one-size-fits-all rule may not be
appropriate for everyone. On the one hand,
today's longer life expectancies make a case
for holding even more stocks in your portfolio
for their growth potential, and subtracting your
age from, say, 120. On the other hand,
considering the risks associated with stocks,
some investors may not feel comfortable
subtracting their age even from 80 to determine
the percentage of stocks.
One solution: Focus on your own tolerance for
risk while also being mindful of inflation.
Consider looking at the historical performance
of different asset classes. Can you sleep at
night with the investments you've chosen? Your
own peace of mind trumps any financial rule.
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Should You Buy or Lease Your Next Vehicle?

After declining dramatically
a few years ago, auto sales
are up, leasing offers are
back, and incentives and
deals abound. So if you're
in the market for a new
vehicle, should you buy it or
lease it? To decide, you'll
need to consider how each
option fits into your lifestyle
and your budget. This chart
shows some points to
compare.
Buying or leasing tips
• Shop wisely. Advertised
deals may be too good to be
true once you read the fine
print. To qualify for the deal,
you may need to meet
certain requirements, or pay
more money up front.
• To get the best deal, be
prepared to negotiate the
price of the vehicle and the
terms of any loan or lease
offer.
• Read any contract you're
asked to sign, and make
sure you understand any
terms or conditions.
• Calculate both the short-term
and long-term costs
associated with each option.

Buying considerations

Leasing considerations

Ownership

When the vehicle is paid for, it's
yours. You can keep it as long as you
want, and any retained value (equity)
is yours to keep.

You don't own the car--the leasing
company does. You must return the
vehicle at the end of the lease or
choose to buy it at a predetermined
residual value; you have no equity.

Monthly
payments

You will have a monthly payment if
you finance it; the payment will vary
based on the amount financed, the
interest rate, and the loan term.

When comparing similar vehicles
with equal costs, the monthly
payment for a lease is typically
significantly lower than a loan
payment. This may enable you to
drive a more expensive vehicle.

Mileage

Drive as many miles as you want; a
vehicle with higher mileage, though,
may be worth less when you trade in
or sell your vehicle.

Your lease will spell out how many
miles you can drive before excess
mileage charges apply (typical
mileage limits range from 12,000 to
15,000).

Maintenance

When you sell your vehicle, condition
matters, so you may receive less if it
hasn't been well maintained. As your
vehicle ages, repair bills may be
greater, something you generally
won't encounter if you lease.

You generally have to service the
vehicle according to the
manufacturer's recommendations.
You'll also need to return your
vehicle with normal wear and tear
(according to the leasing company's
definition), so you may be charged
for dents and scratches that seem
insignificant.

Up-front costs

These may include the total
negotiated cost of the vehicle (or a
down payment on that cost), taxes,
title, and insurance.

Inception fees may include an
acquisition fee, a capitalized cost
reduction amount (down payment),
security deposit, first month's
payment, taxes, and title fees.

Value

You'll need to consider resale value.
All vehicles depreciate, but some
depreciate faster than others. If you
decide to trade in or sell the vehicle,
any value left will be money in your
pocket, so it may pay off to choose a
vehicle that holds its value.

A vehicle that holds its value is
generally less expensive to lease
because your payment is based on
the predicted depreciation. And
because you're returning it at the end
of the lease, you don't need to worry
about owning a depreciating asset.

Insurance

If your vehicle is financed, the lien
holder may require you to carry a
certain amount of insurance;
otherwise, the amount of insurance
you'll need will depend on personal
factors and state insurance
requirements.

You'll be required to carry a certain
amount of insurance, sometimes
more than if you bought the vehicle.
Many leases require GAP insurance
that covers the difference between
an insurance payout and the
vehicle's value if your vehicle is
stolen or totaled. GAP insurance may
be included in the lease.

The end of the
road

You may want to sell or trade in the
vehicle, but the timing is up to you. If
you want, you can keep the vehicle
for many years, or sell it whenever
you need the cash.

At the end of the lease, you must
return the vehicle or opt to buy it
according to the lease terms.
Returning the vehicle early may be
an option, but it's likely you'll pay a
hefty fee to do so. If you still need a
vehicle, you'll need to start the
leasing (or buying) process all over.
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What are the new rules for college campus-sponsored
debit and prepaid credit cards?
Advertisements aimed at
promoting a particular financial
institution's debit and prepaid
credit cards are a common
sight on many college campuses today. While
many financial institutions have partnerships
with colleges to market these products,
consumer groups argue that they sometimes
come at a high cost to students. As a result, the
Department of Education recently issued new
rules designed to offer protections to students.
Why are the new rules so important? Once
tuition and fees are paid, many students
receive the remainder of their financial aid
through disbursements to campus-sponsored
financial products, such as debit and prepaid
credit cards. In fact, it's estimated that nearly
$25 billion in federal student aid funds is
disbursed to students using these types of
products. (Source: U.S. Department of
Education Press Release, October 2015)
Students often use these funds to help pay for
incidental education-related expenses such as
food, housing, books, and supplies. If a debit or

prepaid credit card has excessive charges and
high fees, it can end up cutting significantly into
a student's financial aid funds.
The new rules are scheduled to go into effect in
July and apply only to campus-sponsored
financial products that are directly linked to
financial aid disbursements. The rules will offer
a variety of protections, such as:
• Allowing students to have a choice in how
they receive their federal financial aid
disbursements
• Giving students objective and neutral
information about their financial aid
disbursement options
• Requiring institutions to ensure that students
are not charged excessive fees (e.g,
overdraft and transaction-swipe fees) when
they select campus-sponsored financial
products
• Requiring financial institutions to publicly
disclose contracts for campus-sponsored
financial products

What do I need to know about home sharing sites like
Airbnb?
Home sharing sites like Airbnb
are online services through
which someone offers to rent
their home or a portion of their
home. Airbnb listings are popular lodging
options for travelers on a budget as well as
property owners seeking extra income. But
before you decide to be a guest in someone's
home or open your door to strangers as the
host, there are some things to consider.
An Airbnb listing may be an affordable option if
you want to cut lodging costs, but it could mean
you have to do more research before your trip
than you might for more conventional
accommodations. Be specific when conducting
your initial search and narrow down locations
according to your budget, number of guests,
length of stay, and space requirements. This
will help you find a match that best suits your
needs. Check the ratings and reviews carefully
to determine whether the location and property
work for you. Think about researching
neighborhoods outside of reviews--you can't
always trust their accuracy, and you want to be
sure you're staying in a place that meets your
expectations.

Once you have a few viable options, contact
your prospective hosts with any questions you
might have.
During your search, be wary of scams. Make
sure you're booking via a legitimate Airbnb
service with verifications that you're dealing
with real hosts. By using caution and common
sense in the booking process, you might save
yourself some trouble down the road.
If you want to rent out your property as an
Airbnb host, the first thing you should do is
check with your landlord or homeowners
association (if applicable). It's important to know
any rules that might affect you. Next, consider
the costs of hosting. Can you afford to provide
clean linens, towels, and other amenities to
your guests? Are you able to keep up with
cleaning and maintenance of your property?
Are you prepared to pay possible hosting fees
to your booking service? Do you have
appropriate insurance coverage, or will you
need to purchase more?
Don't forget that renting out your property may
have tax consequences. Talk to a tax
professional to learn specific details.
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