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You made it through tax
season and now you're
looking forward to your
summer vacation. But
before you go, take some
time to review your
finances. Mid-year is an
ideal time to do so,
because the demands on
your time may be fewer, and the planning
opportunities greater, than if you wait until the
end of the year.

Think about your priorities
Hi friends and clients!
Happy Independence Day! Summer
is finally in full bloom.
July marks the first two of our
summer client events; the details
were in the paper newsletter.
Starting July 16th in the afternoon,
we have our open house and
shredding party. No RSVP is
necessary for this one, just stop in to
say "hi" and bring your shredding.
The next day on July 17th, we have
our annual Duncklee & Nott Open
client golf tournament. If you would
like to play and haven't RSVP'd,
please do so ASAP.
Have a great start to your summer,
and enjoy this month's articles!
Jim, Ken, Megan, Sharon, & Susie
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What are your priorities? Here are some
questions that may help you identify the
financial issues you want to address within the
next few months.
• Are any life-changing events coming up soon,
such as marriage, the birth of a child,
retirement, or a career change?
• Will your income or expenses substantially
increase or decrease this year?
• Have you managed to save as much as you
expected this year?
• Are you comfortable with the amount of debt
that you have?
• Are you concerned about the performance of
your investment portfolio?
• Do you have any other specific needs or
concerns that you would like to address?

Take another look at your taxes
Completing a mid-year estimate of your tax
liability may reveal tax planning opportunities.
You can use last year's tax return as a basis,
then make any anticipated adjustments to your
income and deductions for this year.
You'll want to check your withholding,
especially if you owed taxes when you filed
your most recent income tax return or you
received a large refund. Doing that now, rather
than waiting until the end of the year, may help
you avoid a big tax bill or having too much of
your money tied up with Uncle Sam. If
necessary, adjust the amount of federal or state
income tax withheld from your paycheck by
filing a new Form W-4 with your employer.

To help avoid missed tax-saving opportunities
for the year, one basic thing you can do right
now is to set up a system for saving receipts
and other tax-related documents. This can be
as simple as dedicating a folder in your file
cabinet to this year's tax return so that you can
keep track of important paperwork.

Reconsider your retirement plan
If you're working and you received a pay
increase this year, don't overlook the
opportunity to increase your retirement plan
contributions by asking your employer to set
aside a higher percentage of your salary. In
2015, you may be able to contribute up to
$18,000 to your workplace retirement plan
($24,000 if you're age 50 or older).
If you're already retired, take another look at
your retirement income needs and whether
your current investments and distribution
strategy will continue to provide enough
income.

Review your investments
Have you recently reviewed your portfolio to
make sure that your asset allocation is still in
line with your financial goals, time horizon, and
tolerance for risk? Though it's common to
rebalance a portfolio at the end of the year, you
may need to rebalance more frequently if the
market is volatile.
Note: Asset allocation is a method used to help
manage investment risk; it does not guarantee
a profit or protect against investment loss.

Identify your insurance needs
Do you know exactly how much life and
disability insurance coverage you have? Are
you familiar with the terms of your
homeowners, renters, and auto insurance
policies? If not, it's time to add your insurance
policies to your summer reading list. Insurance
needs frequently change, and it's possible that
your coverage hasn't kept pace with your
income or family circumstances.
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Three College Savings Strategies with Tax Advantages
To limit borrowing at college time, it's smart to
start saving as soon as possible. But where
should you put your money? In the college
savings game, you should generally opt for
tax-advantaged strategies whenever possible
because any money you save on taxes is more
money available for your savings fund.

529 plans

529 plan fast facts
Total assets in 529 plans
reached a record $247.9 billion
at the end of 2014 (up from
$227.1 billion in 2013). The
total number of accounts was
12.1 million (up from 11.6
million in 2013), and the
average account balance was
$20,474 (up from $19,584 in
2013). Source: College
Savings Plans Network, 529
Report: An Exclusive Year-End
Review of 529 Plan Activity,
March 2015

A 529 plan is a savings vehicle designed
specifically for college that offers federal and
state tax benefits if certain conditions are met.
Anyone can contribute to a 529 plan, and
lifetime contribution limits, which vary by state,
are high--typically $300,000 and up.
Contributions to a 529 plan accumulate tax
deferred at the federal level, and earnings are
tax free if they're used to pay the beneficiary's
qualified education expenses. (In his State of
the Union speech in January, President Obama
proposed eliminating this tax-free benefit but
subsequently dropped the proposal after a
public backlash.) Many states also offer their
own 529 plan tax benefits, such as an income
tax deduction for contributions and tax-free
earnings. However, if a withdrawal is used for a
non-educational expense, the earnings portion
is subject to federal income tax and a 10%
federal penalty (and possibly state tax).

Coverdell education savings accounts
A Coverdell education savings account (ESA)
lets you contribute up to $2,000 per year for a
child's college expenses if the child
(beneficiary) is under age 18 and your modified
adjusted gross income in 2015 is less than
$220,000 if married filing jointly and less than
$110,000 if a single filer.
The federal tax treatment of a Coverdell
account is exactly the same as a 529 plan;
contributions accumulate tax deferred and
earnings are tax free when used to pay the
beneficiary's qualified education expenses. And
if a withdrawal is used for a non-educational
expense, the earnings portion of the withdrawal
is subject to income tax and a 10% penalty.
The $2,000 annual limit makes Coverdell ESAs
less suitable as a way to accumulate significant
sums for college, though a Coverdell account
might be useful as a supplement to another
college savings strategy.

Roth IRAs

Though traditionally used for retirement
savings, Roth IRAs are an increasingly favored
way for parents to save for college.
Contributions can be withdrawn at any time and
are always tax free (because contributions to a
Roth IRA are made with after-tax dollars). For
529 plans offer a unique savings feature:
parents age 59½ and older, a withdrawal of
accelerated gifting. Specifically, a lump-sum gift
earnings is also tax free if the account has been
of up to five times the annual gift tax exclusion
open for at least five years. For parents
($14,000 in 2015) is allowed in a single year
younger than 59½, a withdrawal of
per beneficiary, which means that individuals
earnings--typically subject to income tax and a
can make a lump-sum gift of up to $70,000 and
10% premature distribution penalty tax--is
married couples can gift up to $140,000. No gift
spared the 10% penalty if the withdrawal is
tax will be owed if the gift is treated as having
used to pay a child's college expenses.
been made in equal installments over a
five-year period and no other gifts are made to Roth IRAs offer some flexibility over 529 plans
that beneficiary during the five years. This can and Coverdell ESAs. First, Roth savers won't
be penalized for using the money for something
be a favorable way for grandparents to
other than college. Second, federal and college
contribute to their grandchildren's education.
financial aid formulas do not consider the value
Also, starting in 2015, account owners can
of Roth IRAs, or any retirement accounts, when
change the investment option on their existing
determining financial need. On the flip side,
529 account funds twice per year (prior to 2015,
using Roth funds for college means you'll have
the rule was once per year).
less available for retirement. To be eligible to
Note: Investors should consider the investment contribute up to the annual limit to a Roth IRA,
objectives, risks, fees, and expenses
your modified adjusted gross income in 2015
associated with 529 plans before investing.
must be less than $183,000 if married filing
More information about specific 529 plans is
jointly and less than $116,000 if a single filer (a
available in each issuer's official statement,
reduced contribution amount is allowed at
which should be read carefully before investing. incomes slightly above these levels).
Also, before investing, consider whether your
And here's another way to use a Roth IRA: If a
state offers a 529 plan that provides residents
student is working and has earned income, he
with favorable state tax benefits. Finally, there
or she can open a Roth IRA. Contributions will
is the risk that investments may lose money or
be available for college costs if needed, yet the
not perform well enough to cover college costs
funds won't be counted against the student for
as anticipated.
financial aid purposes.
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Five Steps to Tame Financial Stress
Do you sometimes lie awake at night thinking
about bills that need to be paid? Does it feel as
though you're drowning in debt? If this
describes you, you might take solace in the fact
that you're not alone. A recent report released
by the American Psychological Association
(APA) showed that 72% of adults feel stressed
about money at least some of the time, and
22% said the amount of stress they
experienced was extreme.1

Seventy-two percent of
adults report feeling
stressed about money at
least some of the time, and
22% say that the amount of
stress they experience is
extreme.
Source: American
Psychological Association

3. Take control

First, go back and take a look at where your
money is going. Are there changes you can
make that will free up funds you can save or
apply elsewhere? Even small changes can
make a difference. And exerting control over
your situation to any degree can help reduce
your overall stress level. Start building a cash
reserve, or emergency fund, by saving a little
bit each paycheck. Think of the emergency
The bad news is that stress can be responsible fund as a safety net; just knowing it's there will
for multiple health problems, including fatigue,
help reduce your ongoing level of stress. Work
headaches, and depression. And, over time,
up to a full spending plan (yes, that's another
stress can contribute to more significant health way of saying a budget) where you prioritize
issues, including high blood pressure and heart your expenses, set spending goals, and then
disease.2 The good news is that there are
stick to them going forward.
some simple steps you can take to reduce or
4. Think longer term
eliminate some of the financial stress in your
life.
Look for ways to reduce debt long term. You
might pay more toward balances that have the
1. Stop and assess
highest interest rates. Or you might consider
The first step in reducing financial stress is to
refinancing or consolidation options as well.
look at your situation objectively, creating a
Beyond that, though, you really want to start
snapshot of your current financial condition. Sit thinking about your long-term financial goals,
down and list all of your financial obligations.
identifying and prioritizing your goals,
Start with the items that are causing you the
calculating how much you might need to fund
most stress. For debts, include the principal
those goals, and implementing a plan that
due, the applicable interest rate, and the
accounts for those goals. Having a plan in
minimum payment amount. If you're not already place can help you with your stress levels, both
doing so, review your bank account and
now and in the future.
credit-card statements to track where your
5. Get help
money is going. The goal here is not to solve
the problem; it's to determine and document the Always remember that you don't need to handle
scope of the problem. You might find that this
this alone. If the emotional support of a spouse,
step alone significantly helps alleviate your
friends, or family isn't enough, or the level of
stress level (think of it as facing your fears).
stress that you're feeling is just too much, know
that there is help available. Consider talking to
2. Talk to your spouse
your primary-care physician, a mental health
If you're married, talk to your spouse. It's
professional, or an employee assistance
important to communicate with your spouse for resource, for example.
several reasons. First, you and your spouse
A financial professional can also be a valuable
need to be on the same financial page; any
resource in helping you work through some of
steps you take to improve your situation are
the steps discussed here, and can help direct
going to be most effective if pursued jointly.
you to other sources of assistance, like credit or
Second, not being on the same page as your
debt counseling services, depending on your
spouse is only going to lead to additional
needs.
stress. In fact, the APA report showed that 31%
The most important thing to keep in mind is that
of spouses and partners say that money is a
you have the ability to control the amount of
major source of conflict or tension in their
financial stress in your life.
relationship.3 Additionally, your spouse or
partner can be a valuable source of emotional
1,3,4 American Psychological Association,
support, and this emotional support alone can
"Stress in America™: Paying with Our Health,"
lower stress levels.4 If you're not married,
www.stressinamerica.org, February 4, 2015
family or friends might fill this role.
2 Mayo Clinic Staff, "Stress Symptoms: Effects
on Your Body and Behavior,"
www.mayoclinic.org, July 19, 2013
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What is the Roth 401(k) five-year rule?
The Roth 401(k) five-year rule
determines when you can
begin receiving tax-free
qualified distributions from
your 401(k) plan Roth account.
While it's similar to the five-year rule that
applies to Roth IRAs, there are important
differences.
Withdrawals from your Roth 401(k) plan
account--including both your contributions and
any investment earnings--are completely tax
and penalty free if you satisfy a five-year
holding period and one of the following also
applies:
• You've reached age 59½
• You have a qualifying disability, or
• The withdrawal is made by your beneficiary
or estate after your death
The five-year holding period begins on the first
day of the calendar year in which you make
your first Roth 401(k) contribution (regular or
rollover) to the plan. For example, if you make
your first Roth contribution to your company's
401(k) plan in December 2015, your five-year
holding period begins on January 1, 2015, and
ends on December 31, 2019.

If you participate in 401(k) plans maintained by
different employers, your five-year holding
period is determined separately for each plan.
But there's an important exception. If you make
a direct rollover of Roth dollars from your prior
employer's plan to your new employer's plan,
your five-year holding period for the new plan
will be deemed to start with the year you made
your first Roth contribution to the prior plan.
For example, Beth made Roth contributions to
the Acme 401(k) plan beginning in 2011. In
2015, she changed jobs and began making
Roth contributions to the Beacon 401(k) plan.
Her five-year holding period for the Acme plan
began on January 1, 2011, and ends on
December 31, 2015. Her five-year holding
period for the Beacon plan began on January 1,
2015, and ends on December 31, 2019. In
2015, Beth decides to make a direct rollover of
her Acme Roth account to Beacon's 401(k)
plan. Because of the rollover, Beth's January 1,
2011, starting date at Acme will carry over to
the Beacon plan, and any distributions she
receives from her Beacon Roth account after
2015 (rather than 2018) will be tax free
(assuming she's at least age 59½ or disabled at
the time of distribution).

What is the Roth IRA five-year rule?
Actually, there are two
five-year rules you need to
know about. The first five-year
rule determines when you can
begin receiving tax-free
qualified distributions from your Roth IRA.
Withdrawals from your Roth IRA--including both
your contributions and any investment
earnings--are completely tax and penalty free if
you satisfy a five-year holding period and one
of the following also applies:
• You've reached age 59½ by the time of the
withdrawal
• The withdrawal is made due to a qualifying
disability
• The withdrawal is made for first-time
homebuyer expenses ($10,000 lifetime limit)
• The withdrawal is made by your beneficiary
or estate after your death

five-year holding period begins on January 1,
2014 (and ends on December 31, 2018). You
have only one five-year holding period for
determining whether distributions from any
Roth IRA you own are tax-free qualified
distributions. (Roth IRAs you inherit are subject
to different rules.)
The second five-year rule is a little more
complicated. When you convert a traditional
IRA to a Roth IRA, the amount you convert
(except for any after-tax contributions you've
made) is subject to income tax at the time of
conversion. However, your conversion isn't
subject to the 10% early distribution penalty,
even if you haven't yet reached age 59½.

But what the IRS giveth it can also taketh away.
If you withdraw any portion of your taxable
conversion within five years, you'll have to pay
the 10% early distribution penalty on those
funds that you previously avoided--unless
This five-year holding period begins on January you've reached age 59½ or qualify for another
1 of the tax year for which you made your first
exemption from the penalty tax. This five-year
contribution (regular or rollover) to any Roth
holding period starts on January 1 of the year
IRA you own. For example, if you make your
you convert your traditional IRA to a Roth IRA.
first Roth IRA contribution in March 2015 and
And if you have more than one conversion,
designate it as a 2014 contribution, your
each will have its own separate five-year
holding period for this purpose.
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