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Income-Based Repayment (IBR) for Federal Student Loans

The federal government's
income-based repayment
program (IBR) for student
loans allows qualified
borrowers to tie their
monthly federal student loan
payments to their
discretionary income. A new
version of the IBR program called "Pay As You
Earn" took effect on December 21, 2012 (it was
originally scheduled to be phased in during
2014, but the Obama administration took
regulatory measures to make it available
sooner). The potential for IBR to change the
landscape for college borrowers is enormous.
According to the U.S. Department of Education,
as of last October, about two million borrowers
had applied for IBR.

What exactly is IBR?

Under the Pay As You Earn program, monthly
federal student loan payments are based on
income and family size (your payment is
readjusted each year based on changes to
these criteria). Payments are equal to 10% of
your discretionary income, and payments are
made over a period of 20 years, with all
remaining debt generally forgiven after 20 years
of on-time payments (loans are forgiven after
10 years for those in qualified public service if
all payments are made on time and other
requirements are met).

Note: An earlier version of IBR capped monthly
payments at 15% of discretionary income and
offered loan forgiveness after 25 years.

How do | qualify for IBR?

Not everyone is eligible for IBR. To qualify, you
must meet several requirements:

1. You must have an eligible federal student
loan. Loans eligible for IBR include federal
Stafford Loans (subsidized and unsubsidized),
Direct Loans (subsidized and unsubsidized),
PLUS Loans made to graduate or professional
students, and consolidation loans (that don't
include underlying PLUS Loans made to
parents). Loans not eligible for IBR include
PLUS Loans made to parents, consolidation
loans that include underlying PLUS Loans

made to parents, and private education loans
from banks or other lenders.

2. You must be a new borrower as of October
1, 2007, and you must have received a
disbursement of a qualifying federal student
loan on or after October 1, 2011.

3. You must have a "partial financial hardship."
You are considered to have a partial financial
hardship when the monthly amount you would
be required to pay on your federal student
loans under the 10-year standard repayment
plan (i.e., fixed monthly payments over 10
years) is higher than the monthly amount you
would be required to pay under IBR.

The Department of Education has an IBR
calculator on its website that you can use to
determine whether you are likely to qualify for
IBR and to estimate what your IBR monthly
payment would be (www.studentaid.ed.gov/ibr).
The calculator considers your federal student
loan balance, adjusted gross income (AGlI),
federal income tax filing status, family size, and
state of residence. However, for an official
determination of your eligibility for IBR, or to
apply for IBR, you'll need to contact your loan
servicer. If you are unsure who holds your
loans or who your loan servicer is, you can find
out more at the National Student Loan Data
System website (www.nslds.ed.gov). You'll
need your Federal Student Aid PIN to sign in to
the database.

A word of caution

IBR sounds like a gold mine, right? Well, there
are some things to be aware of. First, with IBR,
you may pay substantially more interest over
the life of the loan than you would under a
standard 10-year repayment plan because you
are paying your loan over a longer period of
time. Second, you must submit annual
documentation to your loan servicer so your
monthly payment amount can be reset (if
necessary) each year. Third, and perhaps most
significant, you may owe federal income taxes
(and possibly state income taxes) on the
amount of the loan that is forgiven after 20
years. For more information on IBR, visit
www.studentaid.ed.gov/ibr.
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Handling a dispute with
your insurance company

Disagreements may arise with
your insurance company about
the amount the company paid
on a claim, or the nonpayment
of a claim. Be aware that the
insurance industry is highly
regulated. Your state has laws
that dictate what insurance
companies can and cannot do
when it comes to bill collecting,
settling claims, and other
matters. The law may be called
the Unfair Insurance Practices
Act, the Unfair Claims
Settlement Practices Act, or
something similar. To learn
about insurance laws in your
state, call your state insurance
department or check its
website.
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Are You Prepared If a Natural Disaster Strikes?

It seems as though there's always a hurricane,
tornado, earthquake, flood, fire, blizzard, or
mudslide happening somewhere in the United
States. A storm or other natural disaster could
destroy your home, business, or workplace and
put you in financial straits, but there are things
you can do both before and after the event to
help you recover quickly.

Pre-disaster

Create a financial emergency kit. Put
together a kit that contains some cash and
checks, a list of important contacts (e.g., your
insurance agent), and copies of important
documents, including identification cards, birth
and marriage certificates, insurance policies
and inventories, wills, trusts, and deeds. Make
sure your kit is stored in a safe, secure place in
your home, is easy to reach and carry, and is
both waterproof and fireproof. You'll want to
stash enough cash (or a credit card) to pay for
immediate expenses such as gas, food, and
lodging.

Tip: While you're at it, you might also want to
keep your most precious items in the kit, such
as your special photos and family heirlooms.

Protect your assets. Take some
commonsense precautions to safeguard your
home, business, car, boat, and similar assets
against damage from wind, water, fire, or other
risks. For example, install an emergency
generator and paperless drywall, keep loose
objects (e.g., grills and patio furniture) secure,
cut down overhanging tree limbs, park your car
in a garage, and invest in storm windows,
doors, and shutters.

Take inventory. Create and maintain an
inventory of your valuables, including
appliances, electronics, furniture, clothing,
jewelry, and artwork. Record models and serial
numbers, and take pictures or a video of the
items. This will help when it comes time to file
insurance claims and purchase replacements.

Check your insurance coverage. Make sure
your insurance policies (e.g., homeowners,
auto) include all the coverage you need, and
understand that damage caused by natural
disasters may not be covered under general
types of policies. You may need to consider
buying separate coverage for hurricanes,
floods, earthquakes, or other disasters. Consult
your insurance agent to determine whether you
have adequate coverage given the likelihood of
such events occurring in your area.

Post-disaster

In the immediate aftermath, proceed with
caution. While the disaster may have passed,
health and safety hazards still may exist. Be

aware that any building you're in, including your
home, may not be structurally sound, so
carefully look for any apparent damage. Also,
report contamination from spills of oil, gas,
chemicals, or any hazardous substance.

Assess your property for damage. Take
pictures of damaged areas both inside and
outside your home, including trees,
landscaping, and yard structures such as
sheds.

File insurance claims immediately. Contact
your insurance agent and file claims as soon as
possible. The quicker you do so, the sooner
you can get back on your feet.

Protect your income. If you end up out of
work, take advantage of any employee
assistance programs that your employer may
offer. Seek unemployment compensation from
your state and ask about special job
considerations for disaster victims. Find out if
special unemployment benefits are available
through the Department of Labor.

Get help from emergency sources. If you
need immediate financial help, disaster relief
funds and special programs (for example,
housing assistance) may be available through
the Federal Emergency Management Agency
(FEMA) or your state and local governments,
as well as the American Red Cross, United
Way, Salvation Army, social services, and local
churches.

Consider available tax breaks. Tax law allows
taxpayers to deduct certain unreimbursed
casualty losses in the year in which they are
incurred, subject to certain limitations. In certain
presidentially declared disaster areas,
individuals can claim the loss (again, subject to
certain limitations) in the prior tax year by filing
an amended return. Moreover, special relief (for
example, bonus depreciation for business
property) may be granted in the case of specific
disaster events. Be sure to consult your tax
professional about any tax relief that may be
available to you.

Get legal help, if necessary. If you experience
legal difficulties, you may want to consider
hiring an attorney who specializes in the
complex area of natural disaster law.

Don't ignore the stress. Surviving a natural
disaster can be a very stressful situation. Don't
hesitate to ask for help from family and friends.
If you have young children, they may be upset
about damage to their home and belongings.
Be patient and try to explain what's happened
and how you're going to try to get back to
normal as soon as possible.
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At every stage of your life,
there will be competing
financial needs. Don't make
the mistake of thinking it
will be easier to save for
retirement in just a few
years. It won't.

Before investing in a mutual
fund, consider its
investment objectives, risks,
charges, and expenses,
which can be found in the
prospectus available from
the fund. Read it carefully
before investing.
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Four Retirement Saving Myths

No matter how many years you are from
retirement, it's essential to have some kind of
game plan in place for financing it. With today's
longer life expectancies, retirement can last 25
years or more, and counting on Social Security
or a company pension to cover all your
retirement income needs isn't a strategy you
really want to rely on. As you put a plan
together, watch out for these common myths.

Myth No. 1: | can postpone saving now
and make it up later

Reality: This is very hard to do. If you wait
until-fill in the blank--you buy a new car, the
kids are in college, you've paid off your own
student loans, your business is off the ground,
or you've remodeled your kitchen, you might
never have the money to save for retirement.
Bottom line--at every stage of your life, there
will be competing financial needs. Don't make
the mistake of thinking it will be easier to save
for retirement in just a few years. It won't.

Consider this: A 25 year old who saves $400
per month for retirement until age 65 in a
tax-deferred account earning 4% a year would
have $472,785 by age 65. By comparison, a 35
year old would have $277,620 by age 65, a 45
year old would have $146,710, and a 55 year
old would have $58,900.

Note: This is a hypothetical example and is not
intended to reflect the actual performance of
any specific investment.

Why such a difference? Compounding.
Compounding is the process by which earnings
are reinvested back into a portfolio, and those
earnings may themselves earn returns, then
those returns may earn returns, and so on. The
key is to allow enough time for compounding to
go to work--thus the importance of starting to
save early.

Now, is it likely that a 25 year old will be able to
save for retirement month after month for 40
straight years? Probably not. There are times
when saving for retirement will likely need to
take a back seat--for example, if you're
between jobs, at home caring for children, or
amassing funds for a down payment on a
home. However, by starting to save for
retirement early, not only do you put yourself in
the best possible position to take advantage of
compounding, but you get into the retirement
mindset, which hopefully makes you more likely
to resume contributions as soon as you can.

Myth No. 2: A retirement target date
fund puts me on investment autopilot

Reality: Not necessarily. Retirement target date
mutual funds--funds that automatically adjust to

a more conservative asset mix as you approach
retirement and the fund's target date--are
appealing to retirement investors because the
fund assumes the job of reallocating the asset
mix over time. But these funds can vary quite a
bit. Even funds with the same target date can
vary in their exposure to stocks.

If you decide to invest in a retirement target
date fund, make sure you understand the fund's
"glide path," which refers to how the asset
allocation will change over time, including when
it turns the most conservative. You should also
compare fees among similar target date funds.

Myth No. 3: I should invest primarily in
bonds rather than stocks as | get older

Reality: Not necessarily. A common guideline is
to subtract your age from 100 to determine the
percentage of stocks you should have in your
portfolio, with the remainder in bonds and cash
alternatives. But this strategy may need some
updating for two reasons. One, with more
retirements lasting 25 years or longer, your
savings could be threatened by years of
inflation. Though inflation is relatively low right
now, it's possible that it may get worse in
coming years, and historically, stocks have had
a better chance than bonds of beating inflation
over the long term (though keep in mind that
past performance is no guarantee of future
results). And two, because interest rates are
bound to rise eventually, bond prices could be
threatened since they tend to move in the
opposite direction from interest rates.

Myth No. 4: I will need much less
income in retirement

Reality: 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 possibly other loans like auto or
college-related loans.

Even if you pay off your mortgage and other
loans, you'll still be on the hook for utilities,
property maintenance and insurance, property
taxes, federal (and maybe state) income taxes,
and other insurance costs, along with food,
transportation, and miscellaneous personal
items. Wild card expenses during
retirement--meaning they can vary dramatically
from person to person--include travel/leisure
costs, health-care costs, financial help for adult
children, and expenses related to
grandchildren. Because spending habits in
retirement can vary widely, it's a good idea as
you approach retirement to analyze what
expenses you expect to have when you retire.
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- is essentially a one-stop health
insurance marketplace.
Exchanges are not issuers of
health insurance. Rather, they contract with
insurance companies who then make their
insurance coverage available for examination
and purchase through the Exchange. In
essence, Exchanges are designed to bring
buyers and sellers of health insurance together,
with the goal of increasing access to affordable
coverage.

The Patient Protection and Affordable Care Act
does not require that anyone buy coverage
through an Exchange. However, beginning in
2014, each state will have one Exchange for
individuals and one for small businesses (or
they may combine them). States have the
option of running their own state-based
Exchange or partnering with the federal
government to operate a federally facilitated
Exchange. States not making a choice default
to a federally run Exchange.

Through an Exchange, you can compare
private health plans based on coverage
options, deductibles, and cost; get direct

What are health Exchanges and do | have to buy health
| insurance through them?

answers to questions about coverage options
and eligibility for tax credits, cost-sharing
reductions, or subsidies; and obtain information
on a provider's claims payment policies and
practices, denied claims history, and payment
policy for out-of-network benefits.

Policies sold through an Exchange must meet
certain requirements. Exchange policies can't
impose lifetime limits on the dollar value of
coverage, nor may plans place annual limits on
the dollar value of coverage. Insurance must
also be "guaranteed renewable" and can only
be cancelled in cases of fraud. And Exchanges
can only offer qualified health plans that cover
essential benefits.

In order to be eligible to participate in an
individual Exchange:

* You must be a U.S. citizen, national, or
noncitizen lawfully present in the United
States

¢ You cannot be incarcerated

« You must meet applicable state residency
standards

| already have health insurance. Will | have to change
. my plan because of the new health-care reform law?

N For the most part, no. The
\\ Patient Protection and
Affordable Care Act (ACA)

does not require you to
change insurance plans, as long as your plan,
whether issued privately or through your
employer, meets certain minimum
requirements. In fact, the ACA may add
benefits to your existing plan that you have not
had before.

Your present insurance plan may be
considered a grandfathered plan under the
ACA if your plan has been continually in
existence since March 23, 2010 (the date of
enactment of the ACA), and has not
significantly cut or reduced benefits, raised
co-insurance charges, significantly raised
co-payments or deductibles, and your employer
contribution toward the cost of the plan hasn't
significantly decreased. However, if a
grandfathered plan significantly reduces your
benefits, decreases the annual dollar limit of
coverage, or increases your out-of-pocket
spending above what it was on March 23, 2010,
then the plan will lose its grandfathered status.

Some provisions of the ACA apply to all plans,

including grandfathered plans. These
provisions include:

 No lifetime limits on the dollar cost of
coverage provided by the plan

« Coverage can't be rescinded or cancelled due
to illness or medical condition

« Coverage must be extended to adult
dependents up to age 26

The ACA doesn't apply to all types of
insurance. For example, the law doesn't apply
to property and casualty insurance such as
automobile insurance, homeowners insurance,
and umbrella liability coverage. The ACA also
doesn't affect life, accident, disability, and
workers' compensation insurance. Nor does the
law apply to long-term care insurance, nursing
home insurance, and home health-care plans,
as long as they're sold as stand-alone plans
and are not part of a health plan. Medicare
supplement insurance (Medigap) is generally
not covered by the ACA if it's sold as a
separate plan and not as part of a health
insurance policy.
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