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Can You Fund Your Retirement?

Summer 2021
See disclaimer on final page

Now is a great time to revisit your financial plan as we begin to return to our "new normal". Whether you're returning to an
in-office environment, contemplating changing where you live because you're able to work remotely or considering a
transition to part-time work or full-time leisure, reviewing your cash flow, asset allocation, investments and insurance
coverage will help you understand your options and action items.

Contact us if you would like to review your situation so you feel comfortable and confident in your decision making. Enjoy the
rest of summer!

In January 2021, more than seven out of 10 workers were very or somewhat confident that they would have
enough money to live comfortably throughout their retirement years. This was the highest confidence level since
2000 and a significant rebound from levels in March 2020 after the pandemic began. Overall, retirement
confidence has trended upward since the Great Recession.

Source: Employee Benefit Research Institute, 2021 (two surveys were conducted in 2020)
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Grandparent 529 Plans Get a Boost Under New FAFSA Rules
529 plans are a favored way to save for college due to
the tax benefits and other advantages they offer when
funds are used to pay a beneficiary's qualified college
expenses. Up until now, the FAFSA (Free Application
for Federal Student Aid) treated grandparent-owned
529 plans more harshly than parent-owned 529 plans.
This will change thanks to the FAFSA Simplification
Act that was enacted in December 2020. The new law
streamlines the FAFSA and makes changes to the
formula that's used to calculate financial aid eligibility.

Current FAFSA Rules
Under current rules, parent-owned 529 plans are listed
on the FAFSA as a parent asset. Parent assets are
counted at a rate of 5.64%, which means 5.64% of the
value of the 529 account is deemed available to pay
for college. Later, when distributions are made to pay
college expenses, the funds aren't counted at all; the
FAFSA ignores distributions from a parent 529 plan.

By contrast, grandparent-owned 529 plans do not
need to be listed as an asset on the FAFSA. This
sounds like a benefit. However, the catch is that any
withdrawals from a grandparent-owned 529 plan are
counted as untaxed student income in the following
year and assessed at 50%. This can have a negative
impact on federal financial aid eligibility.

Example: Ben is the beneficiary of two 529 plans: a
parent-owned 529 plan with a value of $25,000 and a
grandparent-owned 529 plan worth $50,000. In Year 1,
Ben's parents file the FAFSA. They must list their 529
account as a parent asset but do not need to list the
grandparent 529 account. The FAFSA formula counts
$1,410 of the parent 529 account as available for
college costs ($25,000 x 5.64%). Ben's parents then
withdraw $10,000 from their account, and Ben's
grandparents withdraw $10,000 from their account to
pay college costs in Year 1.

In Year 2, Ben's parents file a renewal FAFSA. Again,
they must list their 529 account as a parent asset.
Let's assume the value is now $15,000, so the formula
will count $846 as available for college costs ($15,000
x 5.64%). In addition, Ben's parents must also list the
$10,000 distribution from the grandparent 529 account
as untaxed student income, and the formula will count
$5,000 as available for college costs ($10,000 x 50%).
In general, the higher Ben's available resources, the
less financial need he is deemed to have.

New FAFSA Rules
Under the new FAFSA rules, grandparent-owned 529
plans still do not need to be listed as an asset, and
distributions will no longer be counted as untaxed
student income. In addition, the new FAFSA will no
longer include a question asking about cash gifts from
grandparents. This means that grandparents will be
able to help with their grandchild's college expenses

(either with a 529 plan or with other funds) with no
negative implications for federal financial aid.

However, there's a caveat: Grandparent-owned 529
plans and cash gifts will likely continue to be counted
by the CSS Profile, an additional aid form typically
used by private colleges when distributing their own
institutional aid. Even then it's not one-size-fits-all —
individual colleges can personalize the CSS Profile
with their own questions, so the way they treat
grandparent 529 plans can differ.

Source: ISS Market Intelligence, 529 Market Highlights, 2019 and 2020

When Does the New FAFSA Take Effect?
The new, simplified FAFSA opens on October 1, 2022,
and will take effect for the 2023-2024 school year.
However, grandparents can start taking advantage of
the new 529 plan rules in 2021. That's because 2021
is the "base year" for income purposes for the
2023-2024 FAFSA, and under the new FAFSA a
student's income will consist only of data reported on
the student's federal income tax return. Because any
distributions taken in 2021 from a grandparent 529
account won't be reported on the student's 2021 tax
return, they won't need to be reported as student
income on the 2023-2024 FAFSA.

Consider the investment objectives, risks, charges,
and expenses associated with 529 plans before
investing. This information and more is available in the
plan's official statement and applicable prospectuses,
including details about investment options, underlying
investments, and the investment company; read it
carefully before investing. Also consider whether your
state offers a 529 plan that provides residents with
favorable state tax benefits and other benefits, such as
financial aid, scholarship funds, and protection from
creditors. As with other investments, there are
generally fees and expenses associated with
participation in a 529 plan. There is also the risk that
the investments may lose money or not perform well
enough to cover college costs as anticipated. For
withdrawals not used for higher-education expenses,
earnings may be subject to taxation as ordinary
income and a 10% federal income tax penalty.
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Tips for Managing an Inheritance
As the beneficiary of an inheritance, you are most
likely to be faced with making many important
decisions during an emotional time. Short of meeting
any required tax or legal deadlines, don't make any
hasty decisions concerning your inheritance.

Identify a Team of Trusted Professionals
Tax laws and requirements can be complicated.
Consult with professionals who are familiar with assets
that transfer at death. These professionals may
include an attorney, an accountant, and a financial
and/or insurance professional.

Be Aware of the Tax Consequences
Generally, you probably will not owe income tax on
assets you inherit. However, your income tax liability
may eventually increase. Any income that is generated
by inherited assets may be subject to income tax, and
if those assets produce a substantial amount of
income, your tax bracket may increase. This is
particularly true if you receive distributions from a
tax-qualified retirement plan such as a 401(k) or an
IRA. You may need to re-evaluate your income tax
withholding or begin paying estimated tax.

You also may need to consider the amount of potential
transfer (estate) taxes that your estate may owe, due
to the increase in the size of your estate after factoring
in your inheritance. You may need to consider ways to
help reduce these potential taxes.

How You Inherit Assets Makes a Difference
Your inheritance may be received through a trust or
you may inherit assets outright. When you inherit
through a trust, you'll receive distributions according to
the terms of the trust. You may not have total control
over your inheritance as you would if you inherited the
assets outright.

Familiarize yourself with the trust document and the
terms under which you are to receive trust
distributions. You will have to communicate with the
trustee of the trust, who is responsible for the
administration of the trust and the distribution of assets
according to the terms of the trust.

Even if you're used to handling your own finances,
receiving a significant inheritance may promote
spending without planning. Although you may want to
quit your job, or buy a car, a house, or luxury items,
this may not be in your best interest. Consider your
future needs, as well, if you want your wealth to last.
It's a good idea to wait at least a few months after
inheriting money to formulate a financial plan. You'll
want to consider your current lifestyle and your future
goals, formulate a financial strategy to meet those
goals, and determine how taxes may reduce your
estate.

Develop a Financial Plan
Once you have determined the value and type of
assets you will inherit, consider how those assets will
fit into your financial plan. For example, in the short
term, you may want to pay off consumer debt such as
high-interest loans or credit cards. Your long-term
planning needs and goals may be more complex. You
may want to fund your child's college education, put
more money into a retirement account, invest, plan to
help reduce taxes, or travel.

Evaluate Your Insurance Needs
Depending on the type of assets you inherit, your
insurance needs may need to be adjusted. For
instance, if you inherit valuable personal property, you
may need to adjust your property and casualty
insurance coverage. Your additional wealth from your
inheritance means you probably have more to lose in
the event of a lawsuit. You may want to purchase an
umbrella liability policy that can help protect you
against actual loss, large judgments, and the cost of
legal representation. You may also need to recalculate
the amount of life insurance you need because of your
inheritance. The cost and availability of life insurance
depend on factors such as age, health, and the type
and amount of insurance purchased.

Evaluate Your Estate Plan
Depending on the value of your inheritance, it may be
appropriate to re-evaluate your estate plan. Estate
planning involves conserving your money and putting it
to work so that it best fulfills your goals. It also means
helping reduce your exposure to potential taxes and
creating a comfortable financial future for your family
and other intended beneficiaries.

Some things you should consider are to whom your
estate will be distributed, whether the beneficiary(ies)
of your estate are capable of managing the inheritance
on their own, and how you can best shield your estate
from estate taxes. If you have minor children, you may
want to protect them from asset mismanagement by
nominating an appropriate guardian or setting up a
trust for them. If you have a will, your inheritance may
make it necessary to make significant changes to that
document, or you may want to make an entirely new
will or trust. There are costs and ongoing expenses
associated with the creation and maintenance of trusts
and wills. Consult with an estate planning attorney for
proper guidance.
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Can Creditors Take Your Retirement Savings? It Depends

Prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2021
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Given the immense financial hardship inflicted by the
COVID-19 pandemic, a rise in personal bankruptcies
could be waiting in the wings. For those whose
livelihoods have been hit the hardest, it might be
important to review the creditor protections that apply
to their retirement accounts.

The extent to which assets are protected can vary
significantly, depending on the type of account and
applicable federal or state law. Being aware of the
details can help individuals in financial or legal
jeopardy determine whether and/or when they should
file for bankruptcy to preserve their retirement funds. It
may also help them avoid costly rollover mistakes.

Employer Plans
Most employer-sponsored retirement plans, such as
401(k)s, provide virtually unlimited protection against
both bankruptcy and non-bankruptcy general creditor
claims under the Employee Retirement Income
Security Act of 1974 (ERISA). An example of a general
creditor claim is when a person files a lawsuit and wins
a judgment in court against the account owner. Thanks
to ERISA, creditors cannot attach retirement account
funds to satisfy any debts or obligations, regardless of
whether bankruptcy has been declared.

Solo 401(k) plans, which are often utilized by
self-employed individuals and independent
contractors, are not covered by ERISA. This means
that solo 401(k) plans — along with other non-ERISA

employer plans such as 403(b)s, 457(b) governmental
plans, and SEP and SIMPLE IRAs — do not receive
non-bankruptcy creditor protection under federal law,
though they are fully protected from bankruptcy under
the Bankruptcy Code. (Outside of bankruptcy, general
creditor protection is based on state law.)

IRAs and Rollovers
Traditional and Roth IRA contributions and earnings
are protected from bankruptcy up to $1,362,800 per
person until April 1, 2022. This limit is for all accounts
combined and is adjusted for inflation every three
years. Rollovers from employer plans, including SEP
and SIMPLE plans, do not count against this cap.
However, the U.S. Supreme Court ruled unanimously
that IRA assets inherited by nonspouses are not
protected under the Bankruptcy Code.

General creditor protection for traditional and Roth
IRAs is based on state law, as it is with SEP and
SIMPLE IRAs. So, account owners should carefully
consider their own state's general creditor protections
before rolling fully protected ERISA plan dollars into an
IRA. Those who change jobs should remember they
may have two other options: leave savings in the
former employer's plan or transfer them to a new
employer's plan, if allowed. Unfortunately, retirement
account withdrawals and pension benefits paid as
income are no longer protected from bankruptcy, so
creditors may wait patiently and stake a claim to
retirement funds after they are withdrawn.
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