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The opportunity to acquire
company stock — inside or
outside a workplace
retirement plan — can be a
lucrative employee benefit.
But having too much of your
retirement plan assets or
net worth concentrated in

your employer's stock could become a problem
if the company or sector hits hard times and the
stock price plummets.

Buying shares of any individual stock carries
risks specific to that company or industry. A
shift in market forces, regulation, technology,
competition — even mismanagement, scandals,
and other unexpected events — could damage
the value of the business. Worst case, the stock
price may never recover. Adding to this risk,
employees who own shares of company stock
depend on the same company for their income
and benefits.

Time for a concentration checkup?
The possibility of heavy losses from having a
large portion of portfolio holdings in one
investment, asset class, or market segment is
known as concentration risk. With company
stock, this risk can build up gradually.

An employee's compensation could include
stock options or bonuses paid in company
stock. Shares may be offered at a small
discount through an employee stock purchase
plan, where they are typically purchased
through payroll deductions and held in a
taxable account. Company stock might also be
one of the investment options in the employer's
tax-deferred 401(k) plan, and some employers
may match contributions with company stock
instead of cash.

Investors who build large positions in company
stock may not be paying attention to the
concentration level in their portfolios, or they
could simply be ignoring the risk, possibly
because they are overly optimistic about their
employer's future. Retirement plan participants
might choose familiar company stock over more
diversified funds because they believe they
know more about their employer than about the
other investment options.

What can you do to help manage
concentration risk?
Look closely at your holdings. What
percentage of your total assets does company
stock represent? There are no set guidelines,
but holding more than 10% to 15% of your
assets in company stock could upend your
retirement plan and your overall financial
picture if the stock suddenly declines in value.

If you work for a big company, you may also
own shares of diversified mutual funds or
exchange-traded funds that hold large positions
in your employer's stock or the stock of
companies in the same industry.

Formulate a plan for diversifying your
assets. This may involve liquidating company
shares systematically or possibly right after
they become vested. However, it's important to
consider the rules, restrictions, and timeframes
for liquidating company stock, as well as any
possible tax consequences.

For example, special net unrealized
appreciation (NUA) rules may apply if you sell
appreciated company stock in a taxable
account, but not if you sell stock inside your
401(k) account and reinvest in other plan
options, or if you roll the stock over to an IRA.
You could miss out on potential tax savings,
because future distributions would generally be
taxed at higher ordinary income tax rates.

An appropriate allocation of company stock will
largely depend on your goals, risk tolerance,
and time horizon — factors you may want to
review with a financial professional. It may also
be helpful to seek an impartial assessment of
your company's potential as you weigh
additional stock purchases and make decisions
about keeping or selling shares you already
own.

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. Diversification is a
method used to help manage investment risk; it
does not guarantee a profit or protect against
investment loss.
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Examining the Taxpaying Population: Where Do You Fit In?
Every quarter, the Statistics of Income Division
of the Internal Revenue Service (IRS) publishes
financial statistics obtained from tax and
information returns that have been filed with the
federal government. Recently published reports
reflect data gleaned from 2014 individual
federal income tax returns. These reports offer
a snapshot of how the U.S. population breaks
down as taxpayers.

The big picture
For tax year 2014, U.S. taxpayers filed roughly
139.6 million individual income tax returns.1
Total adjusted gross income reported on these
tax returns was $9.71 trillion, resulting in a total
income tax of $1.37 trillion. That works out to
an overall average tax rate of 14.16% for all
returns filed — the highest total average rate in
the 10-year period represented by the statistical
report.

If your 2014 AGI was $38,173 or more, you
were in the top 50% of all federal income tax
filers based on AGI. This group accounted for
88.7% of all AGI reported and paid 97.3% of
total federal income tax for the year.

A look at the top
How much AGI did it take to make the top 10%
of all individual filers? Probably not as much as
you might think. If your AGI was $133,445 or
greater, you would have been one of the almost
14 million filers making up the top 10%. This
group reported about $4.58 trillion in AGI (more
than 47% of all AGI reported) and accounted
for about 70.9% of total individual income tax
for the year.

To make the top 5%, you would have needed
$188,996 or more in AGI. You would have been
among approximately 7 million filers who
reported almost $3.5 trillion in total AGI and
accounted for about 60% of total income taxes
paid.

It's also worth noting that the top 3% of all 2014
individual income tax returns based on AGI
accounted for 52.9% of total income tax paid for
the year.

The very, very top
For the 2014 tax year, 1.4 million returns had
an AGI of $465,626 or more. These taxpayers
make up the top 1% of filers, reporting almost
$2 trillion in total AGI and responsible for just
under a 40% share of the total tax haul.

The 1,396 income tax returns that showed
$56,981,718 or more in AGI make up the top
0.001% (that's the top one-thousandth of 1%) of
2014 filers. These filers together reported over
$207 billion in AGI and paid over 3.6% of taxes.

Not all high-income returns showed tax
Of the 6.2 million income tax returns filed for
2014 with an AGI of $200,000 or more, 10,905
showed no U.S. income tax liability (the number
drops to 3,927 if you eliminate returns filed by
individuals who were responsible for income
taxes to foreign governments and had no U.S.
income tax because of a credit for such taxes
paid).

Why did these high-income returns show no
U.S. tax liability? The IRS report noted that
these returns show no tax for a variety of
reasons, including tax credits and deductions,
most notably miscellaneous deductions and
deductions for charitable contributions, medical
and dental expenses, and investment interest
expenses. A significant secondary factor was
the deduction for taxes paid.

Average tax rates
Dividing total tax paid by total AGI yields the
following average federal income tax rates for
the 2014 tax year:

Top Filers
(by
Percentile)

AGI
Threshold

Average Tax
Rate

0.001% $56,981,718 24.01%

0.01% $11,407,987 25.92%

0.1% $2,136,762 27.67%

1% $465,626 27.16%

5% $188,996 23.61%

10% $133,445 21.25%

20% $90,606 18.64%

30% $66,868 17.19%

40% $50,083 16.24%

50% $38,173 15.52%

1 Excludes returns filed by dependents; based on
final estimates for tax year 2014 reported in Spring
2017 Statistics of Income Bulletin

Sources for data: IRS
Statistics of Income
Bulletins, Spring 2017 and
Summer 2017, Washington,
D.C., irs.gov/statistics

What is adjusted gross
income (AGI)?

Adjusted gross income, or AGI,
is basically total income less
adjustments for certain items,
such as deductible
contributions made to an IRA,
alimony paid, and qualified
student loan interest paid.
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Does Your Business Need a Buy-Sell Agreement?
When you're mired deep in the day-to-day
challenges of the management of your
business, it's often hard to step out of the trees
and take a good hard look at the forest. But at
various points in the business cycle, it's
important to do just that. For example, one of
the key decisions you'll need to consider is
what would happen to your business if you
decide to step away, or you die or become
permanently disabled. A buy-sell agreement
can be a useful tool in helping you plan for
these circumstances.

What is a buy-sell agreement?
A buy-sell agreement is a legally binding
agreement that establishes when, to whom,
and at what price you can sell your interest in a
business. Buy-sell agreements are also known
as business continuation agreements and
buyout agreements.

You can create a buy-sell as a separate
agreement or you can include certain
provisions addressing the buy-sell issues in a
business's operating agreement. Regardless,
the agreement or provisions must clearly
identify the potential buyer, any restrictions and
limitations, and the conditions under which a
sale will occur. Under the terms of the
agreement, you and the buyer enter into a
contract for the transfer of your business
interest by you (or your estate) at the time of a
specified triggering event. Typical triggering
events include death, long-term disability,
retirement, divorce, personal insolvency or
bankruptcy, criminal conviction, loss of
professional license, and resignation or
termination of employment.

A well-crafted buy-sell agreement creates a
market for your business interest, establishes
its price, and provides cash to complete the
business purchase. The ability to fix the
purchase price as the taxable value of your
business makes a buy-sell agreement
especially useful in estate planning. That's
because if death is the triggering event, it can
help reduce the estate tax burden on your
heirs. Additionally, because funding for a
buy-sell agreement is typically arranged when
the agreement is executed, you're able to
ensure that funds will be available when
needed, providing your estate with liquidity that
may be needed for expenses and taxes.

Pricing the company and funding a
buy-sell agreement
A buy-sell should establish a formula for
determining the purchase price or state the
price outright. Without establishing this price in
advance, lengthy disputes and lawsuits can

arise at the time the ownership interest must be
bought back. When the buy-sell involves family
members, it must also be proven that the
transaction is comparable to an arms-length
sale between unrelated people and was
entered into for a bona fide business purpose.

After determining the value of the business,
you, your advisors, and other parties to the
agreement will determine the best way to fund
the transaction and the triggers appropriate for
your business situation. There are many
different ways to fund a buy-sell agreement,
including a sinking fund, cash, borrowed funds,
installment sale, self-canceling installment note,
private annuity, life insurance, and disability
insurance. Depending on the situation, one or
more of the possible methods may be used.

Types of structures
Buy-sell agreements can be structured to meet
the needs of both the business and its
owner(s), taking into consideration tax
consequences and individual goals. Following
are three types of buy-sell agreements, along
with brief descriptions of each:

• An entity purchase (or redemption)
buy-sell obligates the business to buy the
interests of the departing owner(s).

• With a cross-purchase buy-sell, each
owner agrees to buy a share of the departing
owner's interest. The business is not a party
to the transaction.

• A wait-and-see buy-sell is used when the
parties are unsure whether the business or
the owners will buy the business interest.
Typically, the business is given the first
option, and if it is not exercised, the
remaining owners are given the opportunity. If
the remaining owners do not wish to buy, the
business must purchase the interest.

Other considerations
Keep in mind that there are costs and possible
disadvantages involved in establishing a
buy-sell agreement. One such disadvantage is
that the agreement typically limits your freedom
to sell the business to outside parties.

If you think that a buy-sell agreement might
benefit you and your business, consult your
attorney, accountant, and financial professional.

The cost and availability of
life insurance depend on
factors such as age, health,
and the type and amount of
insurance purchased. 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.

An individual disability
income policy could help
replace a percentage of your
income (up to the policy
limits) if you're unable to
work as a result of an
illness or injury. The policy
will stay in force, regardless
of your employment
situation, as long as you
pay the premiums.
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What are some tips for reviewing my Medicare coverage
during Medicare Open Enrollment?
During the Medicare Open
Enrollment Period that runs
from October 15 through
December 7, you can make

changes to your Medicare coverage that will be
effective on January 1, 2018. If you're satisfied
with your current coverage, you don't need to
make changes, but it's a good idea to review
your options.

During Open Enrollment, you can:

• Change from Original Medicare to a Medicare
Advantage plan, or vice versa

• Switch from one Medicare Advantage plan to
another Medicare Advantage plan

• Join a Medicare prescription drug plan, switch
from one Medicare prescription drug plan to
another, or drop prescription drug coverage

The official government handbook, Medicare &
You, which is available electronically or through
the mail, contains detailed information about
Medicare that should help you determine
whether your current coverage is appropriate.
Review any other information you receive from
your current plan, which may include an Annual

Notice of Change letter that lists changes to
your plan for the upcoming year.

As you review your coverage, here are a few
points to consider:

• What were your health-care costs during the
past year, and what did you spend the most
on?

• What services do you need and which
health-care providers and pharmacies do you
visit?

• How does the cost of your current coverage
compare to other options? Consider
premiums, deductibles, and other
out-of-pocket costs such as copayments or
coinsurance; are any of these costs
changing?

If you have questions about Medicare, you can
call 1-800-MEDICARE or visit the Medicare
website at medicare.gov. You can use the site's
Medicare Plan Finder to see what plans are
available in your area and check each plan's
overall quality rating.

Is the Social Security Administration still mailing Social
Security Statements?
Your Social Security
Statement provides important
information about your Social
Security record and future

benefits. For several years, the Social Security
Administration (SSA) mailed these statements
every five years to people starting at age 25,
but due to budgetary concerns, the SSA has
stopped mailing Social Security Statements to
individuals under age 60.

Workers age 60 and over who aren't receiving
Social Security benefits will still receive paper
statements in the mail, unless they opt to sign
up for online statements instead. If you're age
60 or older, you should receive your statement
every year, about three months before your
birthday. The SSA will mail statements upon
request to individuals under age 60.

However, the quickest way to get a copy of
your Social Security Statement is to sign up for
a my Social Security account at the SSA
website, ssa.gov. Once you've signed

up, you'll have immediate access to your
statement, which you can view, download, or
print. Statement information generally includes
a projection of your retirement benefits at age
62, at full retirement age (66 to 67), and at age
70; projections of disability and survivor
benefits; a detailed record of your earnings; and
other information about the Social Security
program.

The SSA has recently begun using a two-step
identification method to help protect my Social
Security accounts from unauthorized use and
potential identity fraud. If you've never
registered for an online account or haven't
attempted to log in to yours since this change,
you will be prompted to add either your cell
phone or email address as a second
identification method. Every time you enter your
account username and password, you will then
be prompted to request a unique security code
via the identification method you've chosen,
and you need to enter that code to complete
the log-in process.
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