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Solving The Myth of
Rate of Return
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It remains the single most motivating factor
for almost all investment decisions; yet many
people are completely mistaken as to how
rate of return really works. Using rate of return
(ROR) as the primary way to evaluate the
performance of an investment is practically
universal. Early in our adult lives we become
comfortable with the notion that the return
provides a direct and accurate way to judge
an investment’s value. Often, the pursuit of
good returns leads us to change advisors,
choose new allocations, or buy a given
property.

It makes sense. The power of compound
interest combined with a good return can
solve a lot when it comes to building your nest
egg for retirement. In my opinion, the
interesting part is not our obsession with
ROR; it is our
understandin
g o f i t . To
b e t t e r
understand
rate of return,
w e m u s t
examine how
misleading it
can be during
the two basic
p h a s e s o f
ret i rement ,
t h e
accumulatio
n ( o r
d e f e r r e d
g r o w t h
phase) and the distribution (or income
phase).

Let’s begin with the accumulation phase,
which is the period of time when the account
is growing without withdrawals in preparation
for retirement. Most of us rely on a “long term”
investment strategy in capital markets; we
expect that if we invest for the long haul, the
averages in the market will work in our favor.
In fact, when I ask my clients what they expect
for a long-term return, usually I hear 8 or 10%.
More significantly, when I ask why they expect
this rate, it is the same every single time:
“because that is what the market averages.”
So what exactly is the “average” anyway?
Let’s examine the calculation.

To better understand rate of return,

we must examine how misleading it

can be during the two basic phases of

retirement, the accumulation (or

deferred growth phase) and the

distribution (or income phase).

You see, rate of return is actually comprised of
two types of return: average return and actual
return. The difference is simple: LOSSES.
When calculating an average return, gains
and losses are equal in weight. In other words,
a +50% followed by a -50% leaves an average
re t u r n o f ze ro . Th i s p a r t i s p re t t y
straightforward. $100k invested would still
equal $100k if you average zero. The
interesting part comes when you calculate the
actual return. Let’s take the same example
and actually run the numbers; we’ll see what
really happens. When you take $100k and
apply +50%; your account will be worth $150k.
Then take the $150k and -50%; now you only
have $75k. That is a -25% loss from your
original $100k. Why is this? Any time you have

one year of losses
your average return
will not equal your
actual return. Losses
have greater weight
and impact on your
actual dollars than
gains do.

Another way to look
at it is to review the
Dow Jones s ince
1930. If you add up
every number and
divide it by 81 years,
t h e r e t u r n
“averages” 6.31%;
however, if you do
the math like we did

above, you get an “actual” return of 4.31%.
Why  is  this  so  important?  If  you  invested
$1,000 back in 1930 at 6.31% you would have
$142k, at 4.31% you would only have $30k. As
you can see from this example, the impact of
evaluating average returns as the only
measurement could be devastating. This,
however, is only one part of the equation.

The second issue is how the distribution phase
impacts your account value. In other words, for
those of you who are going to live off of that
nest egg, how do income distributions impact
your rate of return?
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Most of us understand that risks of losses are
more severe as we get older, because we have
less time to recover. While this is true, it is more
important to note that the risks of losses are
more severe as we get older because we are
withdrawing money from our accounts.

Why is this so important? Because of
something called the sequence of returns or
the order of returns. While accumulating, it is
inconsequential whether we had positive or
negative returns first (reverse the order of the
first example and you can see for yourself), but
throw a distribution in there, and the whole
thing changes.

Simply put, if you retire to negative years first
(like many did in 01, 02, or 08) you will run out
of money much sooner than if you get positive
returns first regardless of the average return.
The losses in the negative years are
compounded by the distribution, requiring a
much greater
return to get
back what you
l o s t . T h e
f o l l o w i n g
example w i l l
s h o w a
hy p o t h e t i c a l
example of two
investors, John
a n d S u s a n .
John and Susan
h a v e b o t h
i nve s te d t h e
same amount of
m o n e y
($500K), have
the exact same
average rate of
return (8%), and
withdraw the
e x a c t s a m e
a m o u n t o f
money annually
($25K plus 3%
for inflation).
T h e o n l y

difference is the sequence of returns
(specifically losses – which are highlighted in
the example). In other words, no matter how
accurate one may be in projecting an
“average” return, it provides little assurance
that retirement income goals will be met if the
sequence or order of returns happens in an
unfavorable way. Since the performance of the
market in the years you happen to retire is out
of your control, this poses a significant
obstacle to an income plan.

The notion that average returns over the long
run work in our favor has been at the
cornerstone of the “buy and hold” strategy for
years. It has become an unproven truth
accepted by almost all of us. All the while, the
topic of losses in the income phase of
retirement has been almost entirely left out of
the conversation, despite the fact that it could
turn out to be the most important factor in
determining how long your money will last.

T h i s l a c k o f
understanding
h a s
u n d o u b t e d l y
had devastating
effects to many
past financial
p l a n s . I t i s ,
therefore, of dire
importance that
w e u s e t h i s
understanding
to make future
decisions that
deal with these
challenges.

Source:
http://www.foxbusine
ss.com/personal-
finance/2012/04/30/
solving-myth-rate-
return/
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Source: Morningstar.
The historical data are for illustrative purposes only, do not

represent the performance of any specific portfolio managed

by Lord Abbett or any particular investment, and are not

intended to predict or depict future results. Investors may

experience different results. Due to market volatility, the

market may not perform in a similar manner in the future.

Indexes are unmanaged, do not reflect the deduction of fees or

expenses, and are not available for direct investment.
Past performance is no guarantee of future results. The value of

investments in equity securities will fluctuate in response to

general economic conditions and to changes in the prospects

of particular companies and/or sectors in the economy.

Chart 1. The largest intra-year decline for the S&P 500 Index,
along with the annual return, for each of the years 1980–2015How can investors place recent

equity market volatility - and its

implications for portfolio

performance - into a proper context?

As tempting as it may be for investors
to flee the stock market during times of
market volatility, a decision to do so
may prove costly in the long run, and
typically disregards the counsel that
history provides. For this Market View,
we asked Joseph Graham, Lord Abbett
Investment Strategist, Calibrated
Equity, to provide us with four
illustrations (two charts and two
tables, to be exact) that make the case
for staying invested.

Takeaway 1:

Big market drops don’t always translate into

full-year losses.

When markets go down, people often assume
further declines are in store. As of February 5, 2016,
the S&P 500® Index is off -7.85% since the start of
the year and down -10.60% from its high on July 20,
2015. Yet these kinds of draw-downs are more
common than one might think. According to
Morningstar, since 1980, the average of all years
was a 14.2% decline. More than half of the years
since 1980 have experienced declines of 10% or
more. But here’s a surprising fact: In 58% of those
years with a decline of 10% or more, the market
actually ended up with gains for the year.

In short, the volatility we are experiencing today is
a normal part of long-term investing. Intra-year,
and year-over-year, returns may be up or down,
but over the long term, investors who stayed
invested demonstrated the sounder strategy for
realizing potential gains in the equity markets.

Takeaway 2:

Equity volatility is nowhere near historical highs.

From our perspective, market volatility is neither a
threat nor a boon to relative performance. Nor—to
address a common concern among investors—is
volatility particularly high. In fact, over the past year,
the CBOE Volatility Index (VIX) has simply returned
to more normal levels, as Chart 2 illustrates.

Chart 2. Volatility, as measured by CBOE Volatility Index
(VIX), for the period January 1996-January 2016
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Source: Chicago Board Option Exchange (CBOE).
The historical data are for illustrative purposes only, do not
represent the performance of any specific portfolio managed
by Lord Abbett or any particular investment, and are not
intended to predict or depict future results. Investors may
experience different results. Due to market volatility, the market
may not perform in a similar manner in the future. Indexes are
unmanaged, do not reflect the deduction of fees or expenses,
and are not available for direct investment.

Takeaway 3:

Earnings weakness doesn’t necessarily signal

negative returns for stocks.

Meanwhile, the deterioration in forecasted U.S.
corporate earnings in recent quarters has some
investors on edge. But one fact that’s little
recognized is that markets often rise once those
lower earnings are actually reported. According to
BofA Merrill Lynch, in the 16 calendar years since
1960, for example, when earnings declined, the
average market gain was 11%.

Table 1.

Earnings per share and S&P 500 Index price return in years
with negative earnings growth since 1960

Source: Standard & Poor's, FactSet, and BofA Merrill Lynch.
The historical data are for illustrative purposes only, do not
represent the performance of any specific portfolio managed
by Lord Abbett or any particular investment, and are not
intended to predict or depict future results. Investors may
experience different results. Due to market volatility, the
market may not perform in a similar manner in the future.
Indexes are unmanaged, do not reflect the deduction of fees or
expenses, and are not available for direct investment.

Past performance is no guarantee of future results.

Takeaway 4:

Market timing misses the mark.

Simply put, uneasy times can be great times to
invest. Unfortunately, investor behavior is often ruled
by emotion, leading to panicked decisions and
investor returns that lag asset returns. The poor
results of market timing were made clear by
Morningstar in a study published in 2014. The
company looked at a fund’s stated return and then
adjusted it for inflows and outflows to derive asset-
weighted investors returns, a measure more closely
aligned with how the typical investor fared. The
results are shown in Table 2, and depict significant
shortfalls across seven major fund categories.

Table 2. Asset-weighted and average total investor returns by
Morningstar mutual-fund category for the 10 years through
December 21, 2013

Source: Morningstar.
The historical data are for illustrative purposes only, do not
represent the performance of any specific portfolio managed
by Lord Abbett or any particular investment, and are not
intended to predict or depict future results. Investors may
experience different results. Due to market volatility, the market
may not perform in a similar manner in the future.
Past performance is no guarantee of future results. The value of
investments in equity securities will fluctuate in response to
general economic conditions and to changes in the prospects
of particular companies and/or sectors in the economy. The
value of an investment in fixed-income securities will change as
interest rates fluctuate and in response to market movements.
As interest rates fall, the prices of debt securities tend to rise. As
rates rise, prices tend to fall. International investing involves
risks, including risks related to foreign currency, limited
liquidity, less government regulation and the possibility of
substantial volatility due to adverse political, economic or other
developments.

Source:
https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/volatility-
four-key-takeaways.html?et_cid=60383087&et_rid=532286
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security protection measures
include password protection, secure
socket layer encryption, firewalls,
intrusion detection, audits,
inspections and more.  You can be
confident that your important
information is safe and secure.

Non Transactional
Unlike online banking, trading or shopping websites, your
money cannot be moved, withdrawn or accessed on our
system.

Password Protection
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consecutive login attempts fail, the system will
automatically locks your account for 10 minutes, blocking
any manual or programmed hacking attempts.

Your User ID and Password will never be given out over
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registered with your account.

Highest Encryption
Our system uses a 256-bit Secure Socket layer to
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Secured Data
We house your important data with SunGard Data
Systems, a revolutionary server hosting space offering
the most secure environment in the industry. SunGard
hosts 70% of all financial industry transactions

Physical access at SunGard’s world-class hosting server
centers in limited to authentication, including fingerprint
scanning. SunGard Data Systems also makes use of fire
protection, electronic shielding, database backups and
more to ensure your data is continuously monitored and
protected.
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Oil prices began a downward slide in June 2014.
Brent crude, the benchmark for global oil prices,
plunged roughly 70% — from highs above $100 per
barrel to less than $33 in mid-February 2016.1

Crude oil plays a part in the manufacturing and
worldwide distribution of everything from food to
electronics. The earnings of oil companies large
and small tend to take a hit when oil prices drop,
but many other businesses see their costs fall,
which typically boosts profits. Cheaper fuel is
helping American consumers save billions of
dollars that they can spend on other goods and
services.2

Low prices are often a welcome development for
oil consumers and the broader U.S. economy,
primarily because consumer spending powers
about two-thirds of U.S. gross domestic product
(GDP). So you may wonder why falling oil prices
have made investors jittery and sparked so much
volatility in the stock market.

Is Cheap Oil Causing Trouble

for the U.S. Economy?

The short answer is that a longer-than-expected
period of global oil price instability has stoked
investor fears about potent ia l negat ive
consequences for corporate profits and economic
growth, especially after U.S. GDP growth weakened
to 1 .0% in the fourth quarter of 2015 .3

Enough Isn’t Enough
Surging oil production in the United States, the
Middle East, and elsewhere has resulted in a global
oil glut. Iran has also boosted production following
the recent removal of international sanctions.4

In the past, the Organization of the Petroleum
Exporting Countries (OPEC) — a cartel of 12 oil-
producing nations — collaborated to control global
supplies and prop up prices. This time around,
many nations have ramped up output in a bid to
capture market share and presumably to let low
prices drive some high-cost producers out of
business.5

In mid-February, Russia, Saudi Arabia, Venezuela,
and Qatar discussed freezing production at

SPRING 2016 Foresight Financial News



January’s high levels. The proposal seemed to
represent the start of a collective effort to stem
production, but neither Iran nor Iraq would commit to
an agreement.6

The persistent drop in oil prices might indicate that
the global economy is slowing more than people
think. A February report from the International
Energy Agency predicted that global demand will
grow at a slower pace in 2016. The closely watched
agency also estimated that supply may exceed
demand by an estimated 1.75 million barrels a day in
the first half of the year, given the assumption that
coordinated production cuts are unlikely to occur.7

A Heavy Anchor
Low oil prices are undoubtedly bad news for the
energy sector. Energy stocks saw steep losses in 2015
(–21.12%), compared with a slight gain (1.38%) for the
S&P 500 index total return.8

Energy accounts for only about 7% of the S&P 500
index, but the industry’s slump could continue to
drag down the performance of the overall market. For
example, S&P Capital IQ expects total earnings for
companies listed in the S&P 500 index to drop 5% in
the fourth quarter, in large part because energy
profits are expected to fall 70%.9

Will Oil Spill Over?
Beyond the energy sector, industrial companies that
supply equipment — and banks that lend money to
struggling energy companies — may also be
vulnerable. Weak oil prices contributed to the
bankruptcy of dozens of U.S. oil and natural gas
companies in 2015, and a large number of debt
defaults could be waiting in the wings.10

Energy firms are normally big spenders, but U.S.
producers have already started cutting back.
Industry outlays on mining, shafts, and wells dropped
35% in 2015, and more spending is being cancelled.
Nationwide, fourth-quarter 2015 GDP growth was
hampered by a 1.8% decline in business investment.11

Solid U.S. Prospects
Despite global headwinds, the domestic economy

seems to be holding up, posting moderate 2.4%
annual GDP growth in 2015.12 U.S. oil firms have shed
thousands of jobs, but the sector accounts for just
1.5% of U.S. employment.13 In January 2016, the
nation’s unemployment rate dropped to 4.9%, which
the Federal Reserve considers close to full
employment.14 And in December 2015, the Federal
Reserve projected another year of 2.4% GDP growth
in 2016.15

Eventually, accelerating demand and/or slower
production should help stabilize prices. But changes
in the global oil market are difficult to predict. A
sustained period of low oil prices might have broader
implications, presenting opportunities and
challenges for investors. Still, it’s important to stay
focused on your long-term strategy and avoid
overreacting to market volatility.

The return and principal value of stocks fluctuate
with changes in market conditions. Shares, when
sold, may be worth more or less than their original
cost. The S&P 500 is an unmanaged group of
securities that is considered to be representative of
the U.S. stock market in general. The performance of
an unmanaged index is not indicative of the
performance of any specific investment. Individuals
cannot invest directly in an index. Past performance
is not a guarantee of future results. Actual results will
vary.

1, 6) Reuters, February 19, 2016
2) CNNMoney, December 16, 2015
3, 12) U.S. Bureau of Economic Analysis, 2016
4, 7) Bloomberg.com, February 9, 2016
5) CNBC.com, February 9, 2016
8) S&P Dow Jones Indices, 2016
9) USA Today, February 9, 2016
10) CNNMoney, February 11, 2016
11, 13) The Wall Street Journal, January 28–29, 2016
14) Bloomberg Businessweek, Feb. 15, 2016
15) Federal Reserve, 2015

The information in this article is not intended as tax or legal advice, and it may
not be relied on for the purpose of avoiding any federal tax penalties. You are
encouraged to seek tax or legal advice from an independent professional
advisor. The content is derived from sources believed to be accurate. Neither
the information presented nor any opinion expressed constitutes a solicitation
for the purchase or sale of any security. This material was written and prepared
by Emerald. Copyright 2016 Emerald Connect, LLC.
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Rob Austin and his wife, Natalia, have a 10-month-old son, healthy incomes and plenty of cash in the bank for a down payment
on a house. But they are happily renting a townhouse in Pasadena, Calif., with no plans to buy for now, given the frothy prices
in their area.

“As long as there is such a disconnect, where a couple like my wife and me have to put down a gargantuan down payment and
still have a large monthly payment to get into a decent, and not necessarily nice, house, that is a game we don’t wish to play,”
said Mr. Austin, a 39-year-old business manager at a biotechnology company. “When home price-to-income levels come back
to a more normal level, when that happens, then we will be the first to jump in. If that never happens, that is O.K.”

More American households are renting, across all income levels and generations, for different reasons. But when
homeownership is the centerpiece of the American dream, most of us have internalized certain ideals: Buying a home builds
equity, putting you on the fast track to building wealth. Renting, by contrast, is essentially throwing money to the wind.

But with renters now accounting for 37 percent of all households, the highest level since the mid-1960s, according to the Joint
Center for Housing Studies of Harvard University, more people may be renting for longer. Does that mean people who rent for
extended periods, perhaps decades — even a lifetime — are forever at a disadvantage?

“Arguing about whether rent versus buy is a better financial decision is like debating active versus passive investment
strategies, hedge funds versus mutual funds, Apple versus Google,” said Milo M. Benningfield, a financial planner in San
Francisco. “Somebody’s going to be right in terms of higher returns in the future, but we can’t know in advance who that will
be — and it will be tough to quantify how much risk was taken along the way.”

The arguments in favor of ownership are persuasive, particularly for people who expect to stay in place for at least five to
seven years but probably more. A mortgage acts like a forced savings plan, even if you’re paying the bank hundreds of
thousands of dollars in interest for the privilege of building equity. Call it the cost of enforcing a positive behavior.

Buying also generally protects consumers from rising rents, while traditional mortgage payments remain constant. Then, there
is the fact that buyers are using borrowed money to purchase an asset that is likely to appreciate over a long period, though



that can backfire as well (see housing market plunge,
millions of underwater borrowers, circa 2008). Being able
to call a place your own has a real, albeit intangible, value
too.

How well any household will fare financially by buying or
renting really depends on factors no one can predict.
Other studies have found that renters who invest their
down payment and any savings from renting as opposed
to owning often come out ahead.

Either way, most financial professionals would caution
against viewing a home purchase as an investment,
particularly after factoring in the cost of maintenance,
taxes, insurance and the high costs of buying and selling,
though it’s difficult not to.

It may be hard for people living in bubbly markets to
believe, but, over all, home prices in the United States
have risen just 0.37 percent annualized, after inflation, for
the last 126 years, according to calculations by Robert J.
Shiller, an economist who received the Nobel in economic
science in 2013 and wrote the book on speculative
bubbles, “Irrational Exuberance.”

“Disregarding the special amenities that many people
value in home ownership,” Professor Shiller said, “it would
be hugely better invested in the stock market.”

And many people do accumulate substantial equity in
their homes, which often becomes a cushy safety net in
retirement. A study by the Harvard Joint Center found
that, even after the housing crash, the median household
who bought a home after 1999 still accrued significant
amounts of wealth through 2013 (though whites gained
more than African-Americans and Hispanics).

Christopher E. Herbert, managing director of Harvard’s
Joint Center, said he believed the results could be tied, in
large part, to behavioral incentives. “The motivated
savings up front and the forced savings over time,” he
said of accumulating a down payment and making
mortgage payments.

There may also be something about many people who
buy. As Mr. Benningfield pointed out, they may have other
attributes that may contribute to their economic success.

Renting can still be financially advantageous under
certain circumstances. Consider the work in 2012 by the
academics Eli Beracha of Florida International University
and Ken Johnson of Florida Atlantic University. They
simulated a horse race between buyers and renters, and
concluded that in many cases, renters came out ahead, at
least during the eight-year stretches they studied.

Theoretical renters put their down payment in a portfolio
that often consisted of more than 50 percent stocks (the
professors created a portfolio that approximated the risk
of owning a home), and continued to invest any savings
from renting. But this assumes that there are savings from
renting, which is not always the case, and that the renter
is disciplined enough to actually set the money aside.

The authors’ point, however, is that people often blindly
believe that buying is usually the smarter option. “Most of
the public drive to buy is without looking under the
hood,” Professor Johnson said.

Another study, from HelloWallet, a unit of Morningstar,
came to similar conclusions in 2014 when comparing a
hypothetical, moderate-income family that bought, with
one that rented, in 20 major cities across the country. The
study projects that median-income families, or those who
earn about $50,000, will often end up with more net
wealth if they rent versus own over the 10 years from 2013
to 2022.

But any number of variables can quickly shift that
calculus, including the price of the home relative to the
rent, whether the family is affluent enough to benefit
from tax savings, and the time spent in the home.

“The longer you stay, the stronger the argument is for
buying, all else equal,” said Aron Szapiro, who conducted
the analysis. But he also contends that the tax
advantages of homeownership are often oversold,
particularly to moderate-income households.

If you’re trying to determine the right option, some
guideposts may help. Mr. Szapiro, for example, found that
in households with about $100,000 in earnings, net
wealth typically rose more 10 years after buying a home
than if they had rented — but only if the annual rent was 6
percent or more of the purchase price. So it would pay to
buy a $600,000 home when rent in the area was about
$3,000 a month or more. (In a couple of places, including
New York and Washington, he found that it made sense
to buy when the cost of renting was a bit lower relative to
home prices.)

William Bernstein, an investment adviser who has written
several books for do-it-yourself investors, offered another
rule of thumb: Never pay more than 15 years’ fair rental
value for any home, or 180 months of rent.

Why 15 years? By his calculations, someone paying more
than 180 months of rent might potentially do better by
investing in the market, after considering the costs of
owning.

So if an apartment would rent for $4,000 a month, that
means you shouldn’t pay more than $720,000 ($4,000 x
180) for an equivalent property.

Perhaps easier to digest, Zillow advocates looking at how
long it would take for buyers to break even, when
compared with renters who invested their down payment
of 20 percent and any savings in the stock market. Not
surprisingly, buyers in places like Brooklyn, Washington
and Los Angeles had to wait longer, at least four years.

Then there’s what you feel in the pit of your stomach. To
Mr. Austin, house prices in the enclave where he lives in
Los Angeles feel as if they are in a bubble, the housing
downturn a faded memory. “Many people we know,” he
added, “are tripping over themselves to buy right now.”

Correction: April 1, 2016
An earlier version of this article misstated, in one instance, the surname
of a financial planner in San Francisco. He is Milo M. Benningfield, not
Bennigfield.
A version of this article appears in print on April 2, 2016, on page B1 of
the New York edition with the headline: To Buy or Rent a Home?
Weighing Which Is Better.
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More than 73 million Americans actively participate in
employer-sponsored defined-contribution plans
such as 401(k), 403(b), and 457 plans.1 If you are
among this group, you’ve taken a big step on the road
to retirement, but as with all investing, it’s important
to understand your plan and what it can do for you.
Here are a few ways to make the most of this
workplace benefit.

Take the free money. Many companies match a
percentage of employee contributions, so you may
want to save enough to receive a full company match
and any available profit sharing. Some workplace
plans have a vesting policy requiring that workers be
employed by the company for a certain period of time
before they can keep the matching funds. If this
applies to you, consider the effect of this policy when
deciding whether to leave your current employer.

Bump up your contributions. Saving at least 10% to
15% of your salary for retirement (including any
matching funds) is a typical guideline, but your
personal target could be more or less depending on
your income and expenses. A traditional 401(k) plan
enables you to defer income taxes on the money you
save for retirement, which could enable you to save
more. In 2016, the maximum employee contribution
to a 401(k) plan is $18,000 ($24,000 for those 50 and
older).

Rebalance periodically. Your asset allocation — the
percentage of your portfolio dedicated to certain
types of investments — should generally be based on
your risk tolerance and planned retirement timeline.
But the allocation of your investments can drift over
time due to market performance. Rebalancing returns
a portfolio to its original risk profile. Consider
reviewing your portfolio at least annually. Some

workplace plans may offer automatic rebalancing.
Asset allocation does not guarantee a profit or
protect against investment loss; it is a method used
to help manage investment risk.

Know your investments. Examine your investment
options and choose according to your personal
situation; some employer-sponsored plans may
automatically enroll new employees in default
investments. Many plans have a limited number of
options that may not suit all of your needs and
objectives, so you might want to invest additional
funds outside of your workplace plan. If you do, look
at the risk and balance of your whole portfolio,
including investments inside and outside your plan.

Keep your portfolio working. Some 401(k) plans
allow you to borrow from your account. It is generally
wise not to use this option. But if you must do so, try
to pay back your loan as soon as possible to give your
investments the potential to grow.

All investments are subject to market fluctuation,
risk, and loss of principal. When sold, investments
may be worth more or less than their original cost.
Distributions from employer-sponsored retirement
plans are generally taxed as ordinary income.
Withdrawals prior to age 59 1/2 may be subject to a
10% federal income tax penalty.

1) American Benefits Council, 2014

The information in this article is not intended as tax or legal advice, and it
may not be relied on for the purpose of avoiding any federal tax penalties.
You are encouraged to seek tax or legal advice from an independent
professional advisor. The content is derived from sources believed to be
accurate. Neither the information presented nor any opinion expressed
constitutes a solicitation for the purchase or sale of any security. This
material was written and prepared by Emerald. Copyright 2016 Emerald
Connect, LLC.
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One in three small
businesses devote more
than 80 hours each year —
two full work weeks — to
handling federal taxes.1
Because of the complexity
of the tax code, it typically
benefits small-business
owners to take full
advantage of every legal
tax break they can find.

The following deductible
business costs could help
reduce your tax bill. Be sure
to consult with your tax
professional before you take any specific action.

Investments. Some businesses are still eligible to
deduct the full amount of certain capital
expenditures (such as machinery, equipment,
computers, furniture, and some “heavy” vehicles)
in the first year of use rather than depreciating
them over time. To be eligible, qualifying property
must be used more than 50% for business. The
maximum IRC Section 179 deduction is $500,000.
The deduction phases out when the value of all
property placed in service during 2016 exceeds
$2.01 million.

Insurance. Premiums for property and liability
policies that help protect your business interests
are typically 100% deductible. Health insurance
premiums may also be fully deductible for sole
proprietors who are not eligible for other medical
coverage, but the deduction must not exceed the
business’s net profit.

Businesses can typically deduct 100% of employer
contributions toward health coverage for
employees, including owners’ spouses who work
for a family company. Moreover, some small
businesses with fewer than 25 full-time employees
may qualify for a tax credit when health coverage

is offered through the
federal government’s SHOP
Marketplace and the
employer pays at least 50%
of employee premiums.

Vehicles. Small businesses
can take a deduction for
auto expenses based on the
number of miles traveled
using the standard mileage
rate (54 cents per business
mile for 2016) plus parking
and tolls. An alternative
method involves adding up
the actual costs, including

lease payments or vehicle depreciation, car
maintenance, and gas.

In either case, the IRS generally expects
taxpayers to keep a log that tracks the date,
destination, purpose, and odometer readings for
each business trip.

There may be other expenses, such as supplies,
business travel, client entertainment, and
charitable donations, that can be written off.
Keeping detailed records throughout the year
may help ensure that your tax returns are filed
accurately and, if you are audited, that you have
the documentation needed to back up your
deductions.

1) 2015 Small Business Taxation Survey, National Small Business
Association

The information in this article is not intended as tax or legal advice, and it
may not be relied on for the purpose of avoiding any federal tax penalties.
You are encouraged to seek tax or legal advice from an independent
professional advisor. The content is derived from sources believed to be
accurate. Neither the information presented nor any opinion expressed
constitutes a solicitation for the purchase or sale of any security. This
material was written and prepared by Emerald. Copyright 2016 Emerald
Connect, LLC.
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Below Zero:

The World Experiments with

Negative Interest Rates
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As of late April 2016, six central banks
in Europe and Asia have adopted
negative interest rates in an effort to
stimulate their national economies. The
experiment began in Denmark in 2012,
but the big step came in June 2014
when the European Central Bank
(ECB) dropped its benchmark rate
below zero. Sweden and Switzerland
soon followed, and Japan and Hungary
went negative in early 2016. Taken
together, these economies represent
about one-fourth of global economic
output.1–2

Although the Federal Reserve remains
committed to raising the federal funds
target rate, the Fed is watching the
efforts of foreign central banks with an
eye toward expanding its tools in the
event of an economic downturn. On a
more immediate level, the overseas
experiment is affecting the dollar and
helping to suppress interest rates in
the United States.3–4

Reverse Economics
Central banks lower interest rates for
two fundamental reasons: (1) to
encourage business investing and
consumer spending by making it
cheaper to borrow and less lucrative to
hold onto cash; and (2) to lower the
value of the national currency in order
to make exports more appealing and
create an expectation of future
inflation, which may further stimulate
current spending.

The push into negative territory
reflects the same goals, but it reverses
traditional economic concepts by
turning borrowers into creditors and
creditors into borrowers. Although
specifics vary, the central banks are
pulling rates downward by assessing a
negative interest rate on certain short-
term deposits from commercial banks.
These banks actually lose money on
their deposits, which in theory should
stimulate the banks to lend money to
other banks, businesses, and
consumers.

The greatest fear regarding negative
rates is a mass exodus from the
banking system. The experiments in
Europe and Japan are still new and the
rates relatively moderate, but so far
banks and their customers seem to be
weathering the transition, albeit with
lower margins and additional fees.5

Deposits in eurozone banks grew by
$327 billion from June 2014 (when
negative rates were implemented)
through October 2015.6 Some banks
assess negative rates on large
commercial customers, but they have
been hesitant to do so with retail
customers. One small Swiss bank
instituted a charge of 0.125% on
savings accounts and gained more
customers than it lost.7

These early responses suggest that
businesses and consumers may be
willing to pay a premium to deposit
cash assets safely in a bank. Keeping
large amounts of cash outside of a
bank can be expensive, requiring
guards, safes, and other security
measures. Average consumers might
keep cash under a mattress, but it is
difficult to pay bills — or buy
merchandise over the Internet — with
cash. This cost-benefit balance may
change if rates continue to decline.

Bonds and Mortgage Rates
By April 2016, more than $8 trillion of
government bonds in Europe and
Japan were trading at negative interest
rates.8 As with banking, this suggests
that some investors are willing to
accept a loss in return for the security
of government bonds. However,
negative or very low yields may put
pressure on pension plans and
insurance companies, which depend
on low-risk, fixed-rate investments.9

Low rates have driven housing prices
up in Denmark and Sweden, creating
fears of a “bubble.” Some Danish
homeowners have even seen the
monthly interest on their adjustable-
rate mortgages turn into monthly
credits due to negative rates.10

Currency Competition
After the ECB instituted negative rates,
the euro dropped sharply against the
U.S. dollar and was still down about
17% in April 2016.11 A strong dollar
stimulates European exports at the
expense of U.S. exports and makes it
more difficult to raise U.S. interest
rates, which would only make the
dollar more appealing for foreign
investors.

Denmark, Sweden, Switzerland, and
Hungary all dropped rates in large part
to keep their currencies competitive
with the euro.12 Denmark’s experience,

the longest-running experiment,
suggests that negative rates may be
effective when the primary goal is to
control currency but less effective as a
stimulus to growth.13 On the other
hand, Japan’s initial efforts have seen
the yen rise unexpectedly against the
dollar, unsettling markets.14

How Low Can They Go?
Early eurozone results are tepid but
encouraging. Annual GDP growth
improved to 1.5% in 2015 versus 0.9%
in 2014, and lending by eurozone
banks (which had been decreasing)
increased slightly by 0.6% in 2015.15
It’s unclear how much worse the
European situation might be without
negative rates.

After a tentative beginning, central
banks have become more aggressive.
In March 2016, the ECB dropped its
deposit rate to –0.40%, and the Swiss
National Bank rate was –0.75%.16 It
remains to be seen how banks and
consumers will respond to even lower
rates, and whether reverse economics
will strengthen the global economy or
create new challenges.

All investments are subject to market
fluctuation, risk, and loss of principal.
Investments, when sold, may be worth
more or less than their original cost.
Investing internationally carries
additional risks, such as differences in
financial reporting and currency
exchange risk as well as economic and
political risk unique to a specific
country. This may result in greater
investment price volatility.

1, 5, 9, 16) International Monetary Fund, 2016
2, 12) Reuters, April 10, 2016
3) The New York Times, March 5, 2016
4, 11) European Central Bank, 2016
6) The New York Times, December 3, 2015
7–8, 10, 14) The Wall Street Journal, April 14,
2016
13) Bloomberg, February 15, 2016
15) The Wall Street Journal, February 28, 2016

The information in this article is not intended as
tax or legal advice, and it may not be relied on
for the purpose of avoiding any federal tax
penalties. You are encouraged to seek tax or
legal advice from an independent professional
advisor. The content is derived from sources
believed to be accurate. Neither the information
presented nor any opinion expressed constitutes
a solicitation for the purchase or sale of any
security. This material was written and prepared
by Emerald. Copyright 2016 Emerald Connect,
LLC.
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For Older Borrowers

Being Thrifty

Can Tarnish a Credit Score

~ By FRAN HAWTHORNE | MARCH 4, 2016 ~
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John M. George, 63, the retired owner of a small oil-field
service company, never had much need for credit. With
assets now worth $4 million, he paid cash for his cars;
bought his successive houses with small loans from
relatives, the seller or a local bank; and had just one credit
card, which he used for occasional airplane tickets or
business needs and always paid off promptly. He paid off
his most recent home loan in 2003.

Then, two years ago, he saw a car he liked at a one-day-only
sale price. He did not have his checkbook, but the dealer
had an idea: a four-year loan at 2.9 percent interest.
However, it was soon shot down. A check of Mr. George’s
credit history revealed he didn’t really have one. “Most of
the credit bureaus had never heard of me,” Mr. George said.
Therefore, the interest rate would be 7.9 percent.

Mr. George’s situation — seemingly a perfect credit risk —
captures the age factor. Lenders cannot discriminate on
the basis of age. But some of the criteria that are legally
permitted, like credit history and debt-to-income ratio, can
tilt for or against older borrowers like Mr. George, with
neither much of a credit history nor a high current income.

One factor that usually favors older people is credit score,
which is based on “propensity to repay a debt, regardless
of your income or assets,” said Rod Griffin, director of
public education at Experian, one of the three large
companies that report such scores in the United States.
That’s because they have had more years to establish a
credit history.

According to Experian, baby boomers and their parents
have the best ranking, an average score of 709, compared
with 650 for the younger Generation X, people born in the
1960s and ’70s, and 625 for the millennials, the generation
that followed.

But some older people, like Mr. George, did not use credit
often enough to get a score. Or, they built a trail of bad
credit. Experts disagree on which is worse, a checkered
history or no history.

The second major credit criterion — income relative to debt
— is more likely to hurt older borrowers. “When people
retire, they often have a lower level of income,” said Lori A.
Trawinski, director of banking and finance at the AARP
Public Policy Institute, the lobbying group’s internal
research organization.

John Fitzgerald, 72, expected that renewing the $300,000
home equity line of credit on his $400,000 house in
Chicago would be routine when its 10-year term expired in
September 2014. He drew on it rarely, viewing it mainly as a
rainy-day fund. But during that decade, he and his wife,
Judith, retired, he as a lawyer and she as an executive
assistant. Although their assets more than doubled, to
about $1.6 million, thanks largely to late-career earnings,
investment returns and reduced expenses, their combined

annual income dropped roughly in half, to $48,000.

The bank ultimately granted a credit line of only $243,000.
“They said it was based solely on my income,” Mr.
Fitzgerald said. “They ignored my assets and my long
relationship with the bank and my credit score.”

Recent research by the Employee Benefit Research
Institute, AARP and others casts doubt on a common
assumption that because older people no longer need, say,
a second car to drive to work or college loans for their
children, their need for credit diminishes.

Some retirees who long ago paid off an original mortgage
may take out a new loan to buy a smaller home. During the
recession, others piled their everyday expenses onto their
credit cards, while others co-signed loans for children.

Luckily for older consumers, it is not too late to improve
their credit standing. “Maintain a credit card and use it from
time to time,” making sure to pay the bills promptly,
advised Matthew K. Beatman, a partner at the law firm
Zeisler & Zeisler in Bridgeport, Conn., who specializes in
bankruptcy. Similarly, many experts urge people to
establish a line of credit before they retire, while their
income is still relatively high.

If there is no credit card record, “sometimes lenders look at
utility bill history” or another proof of stability, said Ms.
Trawinski of AARP.

Some people may even need to delay retirement. “For
many consumers, adding a year or two to their work life will
add to their credit,” said Stacy Canan, the deputy assistant
director of the Federal Consumer Financial Protection
Bureau’s Office for Older Americans.

A version of this article appears in print on March 6, 2016, on page F6 of the New York edition with the
headline: Frugality Can Mar Older Borrowers’ Credit Scores .
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Flexible Long-Term Care Coverage
New Hybrid policies

provide cash and leave some for Survivors

Flexible Long-Term Care Coverage

~ By JOHN F. WASIK  |  MARCH 4, 2016 ~



There’s a good reason to have long-term care coverage
in your wealth management plan. If you need to go to
a nursing home, it can cost more than $90,000 a year
for a private room, according to a survey by Genworth
Financial, an insurance company. The costs, especially
for longer stays because of Alzheimer’s disease, can
deplete your estate.

The financial impact of prolonged long-term care
expenses concerned Brian Cassell, 55, a veterinarian in
Denver, and his wife, Linda. Although they had looked
at several stand-alone policies for long-term care, they
didn’t like them because they were expensive and the
premiums could rise. They wanted something more
flexible.

Working with financial planners, the Cassells looked at
a relatively new option, hybrid policies that package
coverage for long-term care with a universal life
insurance policy or a fixed annuity. Such products can
be tapped for reasons other than long-term care and
even passed on to heirs, although the amount available
for other uses is reduced if you use the hybrid to pay
for long-term care.

The Cassells decided on a universal life policy that
included long-term care coverage. They paid a
$97,000 lump sum with a fixed $4,800 annual
premium. Unlike conventional policies for long-term
care, theirs allowed them to tap into all the money paid
in after seven years for any reason. The money grows
with interest and is invested.

“It’s a triple threat,” Dr. Cassell said, “because it could
be viewed as a fixed-income investment, cover long-
term care and provide a life insurance benefit.”

Sales of such hybrid or combination products have
more than doubled since 2008 to more than $2.4
billion last year, according to Limra, an insurance
industry research group. In comparison, $300 million in
stand-alone policies for long-term care are sold
annually, which are now actively sold by only 16
insurers, compared with nearly 100 a decade ago, as
companies face higher costs and drop out of the
market.

A hybrid policy for long-term care works by keeping a
certain amount of cash within the policy.

The cash can later be used to pay for long-term care
benefits. For a hybrid life plan, for example, you may
pay a single premium of $100,000 and be entitled to
$400,000 in payments for long-term care after a
certain period. Many hybrid plans have such so-called
surrender periods that put the money off limits for a
certain number of years. A penalty is imposed if the
money is withdrawn during that period.

Kevin Couper, a certified financial planner with Sontag
Advisory in New York, says he recommends hybrid
policies for clients with $3 million to $4 million in total
assets, if they are seeking insurance for long-term care.
With this kind of insurance, though, the insurance
company gets quite a bit of cash upfront. Once you
pay into a policy, the insurance company will be
holding and managing the money, and it may be
difficult to get it out in the short term because of
surrender fees.

“Not all of my clients can write a $100,000 check,” said
Kristi Sullivan, a certified financial planner in Denver,
who advised the Cassells. “It’s not for everybody.” She
said clients with $500,000 to $2 million in assets
should consider the policies. Above those thresholds,
it’s possible to self-insure, or cover the costs out of
pocket. Below that range, clients could spend down
their assets to eventually qualify for Medicaid.

Hybrid long-term care plans can become complicated
and, given their varying features, it is hard to compare
their value with traditional long-term care coverage.
And you can be denied coverage — a difference from
standard health insurance.

Insurers will carefully review your medical history for
chronic diseases like diabetes and acute events like
strokes. Such so-called health underwriting is an
obstacle for those who may need long-term care
insurance the most, particularly those with a family
history of dementia, debilitating maladies or
Alzheimer’s disease.

Before deciding on a hybrid policy, you’ll need to
consider: Do you need monthly income? If so, you
should lean toward an annuity. Does a spouse or
partner need coverage? Do you need a death benefit
for survivors? How long must you wait for access to
the money in the policy?

Many insurance products may have riders that provide
features like accelerated benefits, which allow
policyholders to tap the cash in the policy before
death, or coverage for chronic conditions. But you will
certainly pay more for policies with riders than for
conventional stand-alone life or annuity products.

When surveying the policies, work with a fee-only
financial planner or adviser who doesn’t make a
commission on selling the plans. You want objective
advice and need to know how such a policy will fit into
your overall financial or estate plan — or if you need it
at all.

A version of this article appears in print on March 6, 2016, on page F2 of
the New York edition with the headline: Flexible Long-Term Care
Coverage.
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On Eve of Retirement,

Savings for Medical Costs
Can Fall Short
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William Seavey, 69, does not fret about
paying future medical expenses. He
and his wife, Eleanor, are healthy. And
they both have Medicare and Medigap
policies, which can help pay many
health costs. So they have not put any
money aside in a medical savings
account.

If they do need cash, said Mr. Seavey,
they can sell one of their three homes.
Or they can go to Mexico for cheaper
medical treatment.

“My folks ended up in nursing homes,”
said Mr. Seavey, who is semiretired and
runs a bed-and-breakfast in Cambria,
Calif. “But I don’t want to spend a lot
of money on medical issues when we
may not need it.”

Various studies show that people in or
nearing retirement have not saved
nearly enough for medical expenses,
which rise substantially with age.
Medicare, by itself, covers only about
60 percent of medical expenses. And
Medigap, which is supposed to pay for
what is left, does not cover expenses
such as long-term care, in-home
nursing or hearing aids.

“Thinking that Medicare covers all
costs is a myth,” said Jean Setzfand,
senior vice president of programs at
AARP. “These medical expenses are
big, looming unknowns.” The
organization has a medical savings
calculator on its website that can help
estimate health care costs in
retirement.

Health care costs are projected to rise
about 6 percent a year, which should
be factored into medical savings. And
longer life spans mean that some
retirees may outlive their savings.

Fidelity estimates that couples who
retire at 65 will spend $245,000 on
health care during their retirement.
That number assumes, though, that a
man will live to be 85 and a woman 87.

Some benefits specialists fear that
estimate is too low. The nonprofit,
nonpartisan Employee Benefit
Research Institute suggests saving
$392,000 for health care by age 65 for
a 90 percent chance of having enough
money to pay for expenses in
retirement.

“If you’re saving for medical costs,
don’t assume an average,” said Paul
Fronstin, director of the health
research and education program at the
institute. “You’ve got a 99 percent
chance of being wrong, because you
don’t know how long you will live.”
About half the population outlives its
savings, he added.

New drugs, which are keeping people
alive longer, sometimes including
those with chronic illnesses, can be
costly and the costs can add up over
time.

Meanwhile, many employers have
reduced retiree health insurance, said
Kevin Boyles, vice president at
Ascensus, a retirement and college
savings service provider based in
Pennsylvania. “It’s rare now,” he said.

However, many employers do offer
health savings accounts, which let
workers contribute pretax money that
grows tax-free over time. These
accounts may be opened only with
health plans that have a deductible of
at least $1,300 a person this year.

Health savings account contributions
of up to $3,350 can be made this year.

People 55 and older, however, may add
$1,000 to their annual contributions to
increase their savings, which
specialists advise. The average health
savings account balance for people 65
and older is $5,016, according to the
institute.

So the sooner people start
contributing to their health savings
accounts the better, Mr. Boyles said.

“These are the best vehicles for having
medical savings later in life,” he said.
“But there’s massive misconceptions
about them. For example, people think
they have to make withdrawals every
year, but they don’t.”

Health savings accounts are also
“massively underused,” Mr. Boyles
added. They can be invested in stocks
and bonds, much like individual
retirement accounts.

Once retirees turn 65 and enroll in
Medicare, though, they can no longer
contribute to a health savings account.

However, money can still be withdrawn
without penalty for medical expenses.

Without these accounts, people end
up selling their homes or taking out
reverse mortgages to pay for medical
expenses, said Nathan Garcia, a
certified financial planner at
Westbourne Investments in Alexandria,
Va.

“The stress of not having enough
money in medical savings is passed
down in the family,” Mr. Garcia said.
“Children end up helping out.”

To fund looming medical expenses,
specialists advise keeping three years
of income in liquid investments like
cash or certificates of deposit. And
budgets should be updated yearly to
include the rising costs of health care
expenses, they say.

For those worried about paying for
long-term care, taking out a policy
makes sense.

When Meg Doherty’s husband learned
that he had early onset Alzheimer’s
disease, she began counting on long-
term insurance to help pay his medical
bills. By the time her husband died
about 12 years later at age 67, she
figures that his care cost $650,000,
and the insurance paid most of it.

Even so, she said, out-of-pocket costs,
such as medications and extra nursing
care, consumed about $100,000 of the
couple’s savings.

“Alzheimer’s is a very costly disease,”
said Ms. Doherty, chief executive of the
Norwell Visiting Nurse Association and
Hospice in Norwell, Mass. “And
Medicare does not cover custodial
care.”

Ms. Doherty ended up selling one of
the couple’s rental homes to raise
cash, and she used money from her
salary.

“Prepare for the worst and hope for
the best,” said Ms. Doherty, 69, who is
increasing the portion of her savings
that is liquid as she ages. “But you also
have to do your homework.”

A version of this article appears in print on March 6,
2016, on page F2 of the New York edition with the
headline: Medical Savings Fall Short.
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Fresh Thinking on Saving
Getting Workers to Save More for Retirement
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Saving for retirement should be simple
arithmetic — the longer your money has
to grow, the more money you should have
when you stop working. But saving today
for a distant tomorrow isn’t so simple, and
has a great deal to do with how people
think about money.

Sean Furlong, the director of finance and
administration at Gilman School, a private
secondary school in Baltimore, said he
realized that while teaching a business
class.

He was teaching students, he said, “but
then I realized I wasn’t teaching my
faculty and staff.”

“They didn’t know the things I was
teaching to high school students,” he
added. “Many of them had missed that.”

Mr. Furlong said he decided to ask the
school for permission to begin a
retirement education program. Its goal
was to increase participation in its
retirement plan and to educate people on
thinking about their savings choices and
investment options.

Nearly five years after Mr. Furlong pushed
for that education campaign, the school
has an average contribution rate of 22
percent, up from 16 percent. (This
includes Gilman’s 8 percent match after
participants contribute the first 7 percent
of their salary.) At the highest end, people
are contributing 35 percent of their
salary.

Changing how people think about the
money they save for retirement is one of
the central tenets of a movement that is
based on behavioral finance, the
approach to economics that aims to
understand how average people, not
rational economists, make financial
decisions.

After all, it’s the way people behave
around money that tends to derail their
plans, not a lack of knowledge about
what they need to do if they want to retire
comfortably.

“The biggest challenge is not saving
enough,” said Liz Davidson, founder and
chief executive of the consultancy
Financial Finesse and author of “What
Your Financial Advisor Isn’t Telling You.”
“Historically, there’s been a lot of focus on
returns. The return is on what you save,
and most people aren’t saving enough.”

Ms. Davidson, whose consultancy works
with companies on their financial plans
for employees, said that when it came to
retirement, her company tried to get

employees to think about how much they
could set aside each day, and to forget
about a larger monthly or annual number.

“Most people can save a few dollars a day
or even $10 a day,” she said. “That’s
doable. But if you say, ‘Can you save $300
a month or a couple of thousand dollars a
year?’ people will say, ‘Whoa.’ ”

Avoiding that “whoa,” which is the
hesitancy that can derail planning, is what
consultants like Ms. Davidson are trying
to do. Just as saving a bit more today is
going to pay off in the future, not saving
enough, failing to participate in a
retirement plan or taking money out of a
plan too early can significantly reduce the
amount of money available decades later.

Many of these efforts come back to
seminal work by Shlomo Benartzi and
Richard H. Thaler, behavioral economists
who have researched how to get people
to be better retirement savers.

One of their conclusions is people need to
be nudged by employers to stay on track,
often in ways that keep them from
missing the money they are saving. These
strategies include automatically enrolling
people in retirement plans, asking
whether they would like to increase their
contributions when they receive a raise
and limiting the investment choices so
they would need to opt out of a broadly
diversified portfolio, which is likely to
produce the best returns over time.

As simple as the nudges seem, they have
been proved to work.

The National Football League’s Players
Association, which represents current
a n d f o r m e r p l a ye r s , m ove d t o
automatically enroll its players in 2007.
Since then the participation rate has gone
to 90 percent, from 82 percent.

“You don’t miss what you don’t have,”
said Dana Hammonds, senior director of
player affairs and development.

At Gilman School, Mr. Furlong pushed to
limit the number of investment options,
cutting the funds its plan offered by 75
percent, while increasing the education
about the ones that were available.

“It used to be faculty and staff could be
invested 100 percent in commodities
funds and no one would care,” Mr. Furlong
said. “Now the majority are in target date
funds.”

(Target date funds are set up so that the
allocation of a person’s investment
changes as the person gets older.)

Increasing the amount people contribute
has also been a challenge. The default
rate used to be 3 percent, which wasn’t
enough, said Aimee R. DeCamillo, head of
retirement plan services at T. Rowe Price,
which provides plans for two million
people at 3,500 companies. She said a
savings rate closer to 15 percent,
including the employer match, was
better.

One way it gets people closer to that
number is to use behavioral finance tricks
with its online portal. This comes into play
with increasing the contribution rate. “If
you’re at 10 percent, we’ll show you 13, 15,
and 17 percent, knowing you’ll go for that
middle number,” she said. “It’s driving
behavior in the right direction.”

Another feature is what T. Rowe Price
calls its “confidence number,” which aims
to predict the likelihood that you will be
able to replicate your salary in retirement.

“It drives you to an experience where you
change assumptions,” Ms. DeCamillo
said. “You can change your retirement
age. You can adjust your salary; you can
pull in additional outside assets. It helps
you build confidence that you have this
control over the outcome.”

Aetna, which has worked with Financial
Finesse to develop its workplace
program, began a yearlong initiative this
month called Retirement Ready. Its goal
is to help employees think about what
they are saving but also about what that
money might be used for in retirement.

“It’s about financial readiness but also the
emotional and physical readiness for
retirement,” said Kay Mooney, vice
president for benefits at Aetna. “It’s
critical for front-line employees who
service our customers. We know the
business is challenged if our employees
are stressed financially.”

Ms. Mooney said the company would
measure the program’s effectiveness
based on how employees changed
behaviors, like increasing contributions to
their 401(k) plans or reducing their credit
card debt.

But success might also start by getting
people to rethink what their retirement
savings are for. “Financial independence
is a phrase we found resonated very well,”
Ms. Davidson said. “It’s living life on your
own terms. Flexibility is very important.”

A version of this article appears in print on March 27, 2016,
on page F2 of the New York edition with the headline: Fresh
Thinking on Saving.
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Foresight Financial
Partners, LLC is an

independent practice
offering Retirement Income

Solutions, Business Succession
Planning, Estate and Legacy Planning,

Investment and Risk Management.  Our
team has the knowledge, expertise, and

experience to help you manage your financial
resources.  We have been providing sound planning,

investment, and insurance advice for over four decades and
have client and professional relationships that span generations.

We collaborate with you and your other professional partners
(attorneys, accountants, etc.) to devise the best solutions for you, your

family, and your business.  This comprehensive and integrated approach
allows our clients the freedom and time to focus

on their families and businesses knowing that they
have a team of knowledgeable professionals
supporting them.

Take Control
of Your
Take Control
of Your

What you can expect:

ROSPERP
for the life you have
envisioned

REPAREP
for life’s uncertainties

ROTECTP
your assets for your
loved ones

Plan monitoring  to ensure that it is
meeting your needs as your life
changes.

Independent experienced advice that is objective, unbiased and focused
on your goals.

An investment plan that's tailored to your specific needs.

Investment strategies that keep your financial future
on track.

Securities and advisory services offered through
Triad Advisors, Inc. Member FINRA/SIPC
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Investment Planning Services

Our services include a complete analysis of your current financial portfolios in terms of your goals,
appetite for risk and need for tax efficiency.  We have access to multiple investment platforms and can
design programs that are tailored to your current and future cash and income needs.  We specialize in
providing you with understandable reporting, tracking and access to your assets.

Family Wealth Planning

We work in concert with you and your other advisors to ensure that your estate planning reflects your
goals and desires as well as help to minimize the impact of estate taxes and settlement costs.  We can
help you understand techniques and tools available to then implement a plan that will work for you and
your loved ones.

Business Succession

Transferring of your business, be it to a family member(s), an employee or an unrelated party is a great
way to continue your legacy and provide income and liquidity at your retirement.   Properly designed
agreements help to solidify expectations for all involved parties. We will work to create both
agreements and funding necessary to complete successful transitions.

Retirement Planning

Together with our partners at Advanced Pension Designs LLC, we will use our expertise to design the
most appropriate Retirement Plan for you -- individually or through your business.  There are many
types of plans and one size will not fit all situations.  Secondly, situations change so your plan should be
monitored to make sure they continue to work properly for you.

Retirement Distribution

Distributions strategies can increase your chances of enjoying a long retirement without fear of running
out of money.  The use of various assets such as retirement plans and government programs at the
proper time and distribution rate, as well as lifestyle decisions will help you to mitigate risk and have
confidence that your assets will last.

Fee Based Planning

We offer situational and comprehensive planning services. Our “Action Plans” provide a roadmap in
implementing as well measuring the progress you are making with your personal and/or business plans.

Employee Benefits

Group Medical, Dental, Long Term Disability and Life Insurance are part of a continuing chaotic and ever
changing landscape. We can help you to measure exposures and cost effectiveness of various carriers
and programs while making sure that your programs meet the needs of your business.

Insurances and Risk Management Mitigation

Life, Disability and Long Term Care Insurance as well as annuities are financial tools which protect
against the types of risks that can undermine even the best plans.  Knowing where your plans are
vulnerable is the first step in helping you determine how much risk you are willing to assume.   Our
Firm's independent model means that we can offer you the appropriate tool from the appropriate
provider.

Executive Benefit Planning

Often we find that basic retirement planning and employee benefit plans are not able to compensate
your highly paid executives commensurate with the value they provide. Properly designed programs
allow you to exercise discretion as to whom you reward and at what levels.

4814 Outlook Drive, Suite 104
Wall, NJ 07753

Phone: 732.825.6500
Fax: 732.938.3388
www.ForesightFinancialPartners.com

Securities and advisory
services offered through

Triad Advisors, Inc.
Member FINRA/SIPC
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