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401(k) Withdrawals: Beware the Penalty Tax

You've probably heard
that if you withdraw
taxable amounts from
your 401(k) or 403(b)
plan before age 59%,
you may be socked with
a 10% early distribution
penalty tax on top of the
federal income taxes
you'll be required to pay.
But did you know that the Internal Revenue
Code contains quite a few exceptions that allow
you to take penalty-free withdrawals before age
59157

Sometimes age 59 is really age 55...or
age 50

If you've reached age 55, you can take
penalty-free withdrawals from your 401(k) plan
after leaving your job if your employment ends
during or after the year you reach age 55. This
is one of the most important exceptions to the
penalty tax.

And if you're a qualified public safety employee,
this exception applies after you've reached age
50. You're a qualified public safety employee if
you provided police protection, firefighting
services, or emergency medical services for a
state or municipality, and you separated from
service in or after the year you attained age 50.

Be careful though. This exception applies only
after you leave employment with the employer
that sponsored the plan making the distribution.
For example, if you worked for Employer A and
quit at age 45, then took a job with Employer B
and quit at age 55, only distributions from
Employer B's plan would be eligible for this
exception. You'll have to wait until age 59% to
take penalty-free withdrawals from Employer
A's plan, unless another exception applies.

Think periodic, not lump sums

Another important exception to the penalty tax
applies to "substantially equal periodic
payments,” or SEPPs. This exception also
applies only after you've stopped working for
the employer that sponsored the plan. To take

advantage of this exception, you must withdraw
funds from your plan at least annually based on
one of three rather complicated IRS-approved
distribution methods.

Regardless of which method you choose, you
generally can't change or alter the payments for
five years or until you reach age 59%,
whichever occurs later. If you do modify the
payments (for example, by taking amounts
smaller or larger than required distributions or
none at all), you'll again wind up having to pay
the 10% penalty tax on the taxable portion of all
your pre-age 59% SEPP distributions (unless
another exception applies).

And more exceptions...

Distributions described below generally won't
be subject to the penalty tax even if you're
under age 59% at the time of the payment.

« Distributions from your plan up to the amount
of your unreimbursed medical expenses for
the year that exceed 10% of your adjusted
gross income for that year (You don't have to
itemize deductions to use this exception, and
the distributions don't have to actually be
used to pay those medical expenses.)

Distributions made as a result of your
qualifying disability (This means you must be
unable to engage in any "substantial gainful
activity" by reason of a "medically
determinable physical or mental impairment
which can be expected to result in death or to
be of long-continued and indefinite duration.")

Certain distributions to qualified military
reservists called to active duty

Distributions made pursuant to a qualified
domestic relations order (QDRO)

Distributions made to your beneficiary after
your death, regardless of your beneficiary's
age

Keep in mind that the penalty tax applies only
to taxable distributions, so tax-free rollovers of
retirement assets are not subject to the penalty.
Also note that the exceptions applicable to IRAs
are similar to, but not identical to, the rules that
apply to employer plans.
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Diversification and asset

allocation are methods used
to help manage investment
risk; they do not guarantee
a profit or protect against
investment loss.
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Why Diversification Matters

When investing, particularly for long-term goals,
there is one concept you will likely hear about
over and over again — diversification. Why is
diversification so important? The simple reason
is that it helps ensure that your risk of loss is
spread among a number of different
investments. The theory is that if some of the

Winning asset classes over time

The following table, which shows how many
times during the past 30 years each asset class
has come out on top in terms of performance,
helps illustrate why diversifying among asset
classes can be important.

investments in your portfolio decline in value,
others may rise or hold steady, helping to offset
the losses.

Diversifying within asset classes

For example, say you wanted to invest in
stocks. Rather than investing in just domestic

stocks, you could diversify your portfolio by
investing in foreign stocks as well. Or you could

Number of winning years,
1987-2016

Cash 3

Bonds 5

Stocks 10

Foreign 12

stocks

choose to include the stocks of different size

companies (small-cap, mid-cap, and/or
large-cap stocks).

If your primary objective is to invest in bonds for
income, you could choose both government
and corporate bonds to potentially take
advantage of their different risk/return profiles.
You might also choose bonds of different
maturities, because long-term bonds tend to
react more dramatically to changes in interest
rates than short-term bonds. As interest rates
rise, bond prices typically fall.

Investing in mutual funds

Because mutual funds invest in a mix of
securities chosen by a fund manager to pursue
the fund's stated objective, they can offer a
certain level of "built-in" diversification. For this
reason, mutual funds may be an appropriate
choice for novice investors or those wishing to
take more of a hands-off approach to their
portfolios. Including a variety of mutual funds
with different objectives and securities in your
portfolio will help diversify your holdings that
much more.

Mutual funds are sold by prospectus. Please
consider the investment objectives, risks,
charges, and expenses carefully before
investing. The prospectus, which contains this
and other information about the investment
company, can be obtained from your financial
professional. Be sure to read the prospectus
carefully before deciding whether to invest.

Diversifying among asset classes

You might also consider including a mix of
different types of asset classes — stocks, bonds,
and cash — in your portfolio. Asset allocation is a
strategic approach to diversifying your portfolio.
After carefully considering your investment

goals, time horizon, and risk tolerance, you
would then invest different percentages of your
portfolio in targeted asset classes to pursue

your goal.

Performance is from December 31, 1986, to
December 31, 2016. Cash is represented by
Citigroup 3-month Treasury Bill Index. Bonds are
represented by the Citigroup Corporate Bond Index,
an unmanaged index. Stocks are represented by the
S&P 500 Composite Price Index, an unmanaged
index. Foreign stocks are represented by the MSCI
EAFE Price Index, an unmanaged index. Investors
cannot invest directly in any index. However, these
indexes are accurate reflections of the performance
of the individual asset classes shown. Returns reflect
past performance and should not be considered
indicative of future results. The returns do not reflect
taxes, fees, brokerage commissions, or other
expenses typically associated with investing.

The principal value of cash alternatives may fluctuate
with market conditions. Cash alternatives are subject
to liquidity and credit risks. It is possible to lose
money with this type of investment.

The return and principal value of stocks may fluctuate
with market conditions. Shares, when sold, may be
worth more or less than their original cost.

U.S. Treasury securities are guaranteed by the
federal government as to the timely payment of
principal and interest, whereas corporate bonds are
not. The principal value of bonds may fluctuate with
market conditions. Bonds are subject to inflation,
interest rate, and credit risks. Bonds redeemed prior
to maturity may be worth more or less than their
original cost.

The risks associated with investing on a worldwide
basis include differences in financial reporting,
currency exchange risk, as well as economic and
political risk unique to the specific country.

Investments offering the potential for higher rates of
return also involve higher risk.
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As with most financial

decisions, there are
expenses associated with
the purchase of life
insurance. Policies
commonly have mortality
and expense charges. In
addition, if a policy is
surrendered prematurely,
there may be surrender
charges and income tax
implications.

Any guarantees associated
with payment of death
benefits are based on the
claims-paying ability and
financial strength of the
insurer.
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Why a Life Insurance Claim May Be Denied

Life insurance can be an important financial tool
for you and your family. For example, life
insurance can help replace earnings that would
cease upon your death. It can provide a legacy
for your children or grandchildren, and can
even be used to make a charitable gift after
your death.

However, the fact that you've purchased life
insurance doesn't guarantee that the death
benefit will be paid when it's needed most —
after you've died. There are several reasons
insurance companies may attempt to deny, or
at least delay, paying a claim for the death
benefit. Here are some possible circumstances
when a death-benefit claim may be contested
by the insurer.

Misstatements on the application

A clause that's commonly found in life
insurance contracts is the incontestability
clause. A life insurance claim may be denied if
the insurer finds that the applicant made
misstatements on the policy application and
death occurs within two years of the policy's
start date. If the applicant makes statements
intended to defraud the insurer, there is
essentially no time limit, and the claim can be
denied no matter how long the policy has been
in force. That's why it is very important to
provide accurate information on the policy
application and not withhold information or facts
that are requested by the insurer.

A good example of a policy being contested
involved actor Heath Ledger, who died within
seven months of purchasing a $10 million life
insurance policy for the benefit of his daughter.
The medical examiner ruled that the cause of
death was due to an accidental drug overdose.
Subsequently, the insurer denied the claim on
two grounds: The death was the result of an
intentional drug overdose and amounted to
suicide, and the insured did not disclose on the
insurance application (as requested) that he
was a user of illegal drugs, which is a material
misrepresentation. The policy beneficiary sued
the insurer, and the case was eventually settled
for an undisclosed amount believed to be much
less than the policy death benefit.

Suicide clause

Most life insurance policies contain a suicide
clause, which generally states that no death
benefit will be paid if the insured's death results
from suicide within two years from the inception
of the policy. Often, policy owners inadvertently
restart the two-year suicide clause when they
replace existing life insurance with a new
policy.

Even in the unfortunate circumstance that

death by suicide occurs within two years from
the policy's inception, the beneficiaries may still
be able to receive at least a portion of the death
benefit, depending on the circumstances. For
example, whether death is intentional (suicide)
or by accident is not always easily determined.

Policy lapse

A life insurance policy may not be in force
because the coverage has lapsed. Policies may
lapse for several reasons, including
nonpayment of the premium and expiration of a
stated term. Insurers generally send written
notifications when a premium payment is past
due, when the policy is about to lapse, and
when a policy has actually expired. Sometimes
the policy owner may inadvertently or
intentionally neglect to make premium
payments. In any case, the insurance
beneficiary may not realize that the policy has
lapsed until after the death of the insured.

An insurer may deny payment of the death
benefit when death occurs outside the policy
coverage term. Term life insurance provides
death benefit coverage for a stated number of
years, usually from one to 25 years, depending
on the policy purchased. This type of insurance
is also common through employer-provided
plans. In any case, if the insured's death occurs
after the policy term has expired, the claim for
insurance proceeds will be denied.

What can you do?

Nothing can be more emotionally trying than
having a life insurance claim denied while
dealing with the loss of a loved one. Here are
some tips that may help get the death benefit
paid.

Whether you fill out the life insurance
application or it is completed by a life insurance
agent, be sure you review each section of the
application and answer each question honestly.
Do not withhold or falsify information.

Pay the premiums on time. Indicate an
alternative address for mailing the premium
notices and also hame another individual to
receive notices of premium lapses. If you move
or change financial institutions and don't notify
the insurer, you may forget about the premium
payments and the policy could lapse without
your knowledge.

If you have group life insurance, verify that it is
still in force at least once each year. Also,
review your policy with an insurance
professional. You may not realize that your life
insurance will end on a certain date.
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If you die without a will, your
property will generally pass
according to state law (under
the rules for intestate

) succession). When this
happens, the state essentially makes a will for
you. State laws specify how your property will
pass, typically in certain proportions to various
persons related to you. The specifics, however,
vary from state to state.

Most state laws favor spouses and children
first. For example, a typical state law might
specify that your property pass one-half or
one-third to your surviving spouse, with the
remainder passing equally to all your children. If
you don't have children, in many states your
spouse might inherit all of your property; in
other states, your spouse might have to share
the property with your brothers and sisters or
parents.

But not all property is transferred by will or
intestate succession. Regardless of whether
you have a will, some property passes
automatically to a joint owner or to a designated
beneficiary. For example, you can transfer
property such as IRAs, retirement plan benefits,

In general, when you sell your
home, any amount you receive
over your cost basis (what you
paid for the home, plus capital
improvements, plus the costs
of selling the home) is subject to capital gains
taxes. However, if you owned and used the
home as your principal residence for a total of
two out of the five years before the sale (the
two years do not have to be consecutive), you
may be able to exclude from federal income tax
up to $250,000 (up to $500,000 if you're
married and file a joint return) of the capital gain
when you sell your home. You can use this
exclusion only once every two years, and the
exclusion does not apply to vacation homes
and pure investment properties.

For example, Mr. and Mrs. Jones bought a
home 20 years ago for $80,000. They've used it
as their principal residence ever since. This
year, they sell the house for $765,000, realizing
a capital gain of $613,000 ($765,000 selling
price minus a $42,000 broker's fee, minus the
original $80,000 purchase price, minus $30,000
worth of capital improvements they've made
over the years). The Joneses, who file jointly
and are in the 28% marginal tax bracket, can

What happens to my property if | die without a will?

and life insurance by naming a beneficiary.
Property that you own jointly with right of
survivorship will pass automatically to the
surviving owners at your death. Property held in
trust will pass to your beneficiaries according to
the terms you set out in the trust.

Only property that is not transferred by
beneficiary designation, joint ownership, will, or
trust passes according to intestate succession.
You should generally use beneficiary
designations, joint ownership, wills, and trusts
to control the disposition of your property so
that you, rather than the state, determine who
receives the benefit of your property.

Even if it seems that all your property will be
transferred by beneficiary designation, joint
ownership, or trust, you should still generally
have a will. You can designate in the will who
will receive any property that slips through the
cracks.

And, of course, you can do other things in a will
as well, such as name the executor of your
estate to carry out your wishes as specified in
the will, or name a guardian for your minor
children.

Will | owe income taxes when | sell my home?

exclude $500,000 of capital gain realized on the
sale of their home. Thus, their tax on the sale is
only $16,950 ($613,000 gain minus the
$500,000 exemption, multiplied by the 15%
long-term capital gains tax rate).

What if you don't meet the two-out-of-five-years
requirement? Or you used the capital gain
exclusion within the past two years for a
different principal residence? You may still
qualify for a partial exemption, assuming that
your home sale was due to a change in place of
employment, health reasons, or certain other
unforeseen circumstances.

Special rules may apply in the following cases:

* You sell vacant land adjacent to your
residence

* Your residence is owned by a trust

* Your residence contained a home office or
was otherwise used for business purposes

* You rented part of your residence to tenants

* You owned your residence jointly with an
unmarried taxpayer

* You sell your residence within two years of
your spouse's death

¢ You're a member of the uniformed services
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