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Financial planning is a process. It is a
customized process that is personalized
to the specific person/family. Every
situation is different. There may be
similarities to some aspects of a
situation. The impact of the difference
generally results in different approaches.
Individuals and families have different
financial goals and priorities. Life's
surprises results in changes. The
resulting transitions may change the
goals and/or the priorities. Planning
provides how to meet these changes
and mange the financial resources.
The process can includes: gathering
information, analyzing and evaluating the
information, developing alternative
and/or adopting a course of action,
implementing the actions, and
monitoring the plan.
Whether it is approached all elements
together or one element at a time, it is
important to start the process as soon as
possible.
Joe

The rising costs of food, gas, electricity, and
health care can strain anyone's budget. The
situation is even worse if your living expenses
increase while your income stays the same,
because your purchasing power will steadily
decline over time. That's why cost-of-living
adjustments, or COLAs, are especially valuable
to retirees and others living on fixed incomes.

How COLAs work
A COLA is an increase in regular income you
receive (such as a Social Security or pension
benefit) that is meant to offset rising prices. It's
important protection because price inflation has
occurred almost every year in the last 40 years.

Data Source: Bureau of Labor Statistics

It's easy to think of a COLA as a "raise," but a
COLA is meant to help you maintain your
standard of living, not improve it. For example,
let's say you receive a $2,000 monthly
retirement benefit, and the overall cost of the
things you need to purchase increases by 3%
during the year. The next year, you receive a
3% COLA, or an extra $60 a month, to help you
manage rising prices.

That 3% COLA doesn't sound like much, but
without a COLA, inflation can seriously erode
your retirement income. Assuming a 3%
inflation rate, in just 10 years, the purchasing
power of your $2,000 benefit would drop to
$1,520, and in 25 years, the purchasing power
of your benefit would be only $963, less than
half of what you started with.

Who receives COLAs?
Social Security is the major source (and in
some cases the only source) of
inflation-protected retirement income for many
Americans. Social Security COLAs are
announced each October, based on increases
in the average Consumer Price Index for Urban
Wage Earners and Clerical Workers (CPI-W)
from the third quarter of the last year a COLA
was payable to the third quarter of the current
year. For example, because the CPI-W rose
1.7% between August 2011 and August 2012,
Social Security and SSI beneficiaries received
a 1.7% COLA, beginning with December 2012
benefits. However, if there is no rise in the
CPI-W, then beneficiaries will not receive a
COLA.

COLAs are also commonly paid to retirees who
are covered by state or federal pensions.
However, most private pensions do not offer
COLAs.

Less commonly, employers offer COLA
increases as part of compensation packages.
You may also purchase riders to certain
insurance policies (such as disability income
and long-term care policies) that ensure that
benefits you receive keep pace with inflation.

Should you count on COLAs?
As important as COLAs are, they are still
vulnerable to cutbacks. For example, pension
plans that are underfunded may view reducing
COLAs as a relatively simple way to cut costs,
and some plans have attempted to eliminate
COLAs altogether, although there have been
legal challenges. Changing the COLA formula
that the Social Security Administration uses has
also been proposed as a way to save money
and strengthen program reserves.

So while you should appreciate the value of
COLAs, you should also take other measures
to account for the effect of long-term inflation.
These include using realistic inflation and
investment return assumptions when planning
for retirement, maintaining a diversified portfolio
that reflects your time horizon and tolerance for
risk, and considering investments that have
historically held their own against inflation.
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Looking Backward and Forward on Entitlement Programs
Last year's presidential election, along with the
more recent fiscal cliff and debt ceiling
negotiations, have put the spotlight on our
nation's tax policy, deficit, and entitlement
programs. For some, entitlement programs are
necessary--a social compact for America in an
era of longer life spans, the decline of
employer-provided pensions and health
insurance in retirement, and a widening gap
between the haves and the have-nots. For
others, the current level of entitlement spending
is jeopardizing our country's fiscal health and
creating an "entitlement lifestyle." No matter
where you stand in the debate, do you know
the basic facts on our country's largest
entitlement programs?

Where the money goes
All entitlement spending isn't created equal.
The "Big Three" of Social Security, Medicare,
and Medicaid account for more than two-thirds
of all federal entitlement spending. Social
Security and Medicare are primarily age-based
programs, whereas Medicaid is based on
income level. According to the U.S. Bureau of
Economic Analysis, in 2010, the federal
government spent a total of $2.2 trillion on
entitlement programs, with the Big Three
accounting for $1.6 trillion of this total. The
largest expenditure was for Social Security
($690 billion), followed by Medicare ($518
billion) and Medicaid ($405 billion).

A history of growth
Alexis de Tocqueville, the famous French
political thinker who traveled to the United
States in the early 1830s and wrote about the
uniqueness of our young nation's individual
self-reliance in his famous book, Democracy in
America, would likely be surprised to observe
the growth in spending on entitlement programs
that has occurred in the United States over the
past 50 years. According to the Bureau of
Economic Analysis, in 1960, U.S. government
transfers to individuals totaled about $24 billion
in current dollars. By 2010, that figure was $2.2
trillion, almost 100 times as much.

Current status
Let's look at our two main entitlement

programs--Social Security and Medicare.

Social Security. Created in 1935, Social
Security is a "pay-as-you-go" system, meaning
that payments to current retirees come primarily
from payments into the system by current wage
earners in the form of a 12.4% Social Security
payroll tax (6.2% each from employee and
employer). These payroll taxes are put into two
Social Security Trust Funds, which also earn
interest. According to projections by the Social
Security Administration, the trust funds will
continue to show net growth until 2022, after
which, without increases in the payroll tax or
cuts in benefits, fund assets are projected to
decrease each year until they are fully depleted
in 2033. At that time, it's estimated that payroll
taxes would only be able to cover
approximately 75% of program obligations.

Medicare. Created in 1965, Medicare is a
national health insurance program available to
all Americans age 65 and older, regardless of
income or medical history. It consists of Part A
(hospital care) and Part B (outpatient
care)--which together make up "traditional"
Medicare; Part C (Medicare Advantage, which
is private insurance partly paid by the
government); and Part D (outpatient
prescription drugs through private plans only).
Medicare Part A is primarily funded by a 2.9%
Medicare payroll tax (1.45% each from
employee and employer), which in 2013 is
increased by 0.9% for employees with incomes
above $200,000 (single filers) or $250,000
(married filing jointly). In addition, starting in
2013, a new 3.8% Medicare contribution tax on
the net investment income of high-earning
taxpayers will take effect.

Looking ahead, Medicare and Medicaid are
expected to face the most serious financial
challenges, due primarily to increasing
enrollment. The Congressional Budget Office,
in its report Budget and Economic Outlook:
Fiscal Years 2012 to 2022, predicts that federal
spending on Medicare will exceed $1 trillion by
2022, while federal spending on Medicaid will
reach $605 billion (state spending for Medicaid
is also expected to increase). According to the
CBO, reining in the costs of Medicare and
Medicaid over the coming years will be the
central long-term challenge in setting federal
fiscal policy.

Reform
There has been little national consensus by
policymakers on how to deal with rising
entitlement costs. At some point, though,
reform is inevitable. That's why it's a good idea
to make sure your financial plan offers enough
flexibility to accommodate an uncertain future.

An unsustainable path

The bipartisan
Bowles/Simpson Deficit
Reduction Commission stated
that "our nation is on an
unsustainable fiscal path" in
regard to entitlement spending.
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Why a GRAT Can Be GREAT
If you have property that's rapidly appreciating
or generating high earnings, and you're ready
to pass it down to your children or other heirs
but want to continue receiving income from the
property for a period of years, a GRAT, which
stands for grantor retained annuity trust, may
be a great strategy for you. The goal of a GRAT
is to transfer property with minimal gift tax
consequences.

A GRAT is an irrevocable trust into which you
make a onetime transfer of property, and from
which you receive a fixed amount each year for
a specified number of years (the annuity
period). At the end of the annuity period, the
property remaining in the trust (the remainder
interest) is distributed to the beneficiaries
you've named in the trust document.

Potential tax benefits of a GRAT
A transfer of property to an irrevocable trust is a
taxable gift. The value of the gift on which gift
tax is imposed is generally its fair market value.
However, because you retain an interest in a
GRAT, the value of the transfer is discounted;
gift tax is imposed only on the remainder
interest (and any gift tax due may be sheltered
by your applicable exclusion amount).

This taxable value is calculated using an
interest rate provided by the IRS (known as the
discount rate or Section 7520 rate), which is
based on current interest rates and changes
monthly. This interest rate assumes the GRAT
property will earn a certain rate of return during
the annuity period. Any actual return that
exceeds the assumed return passes to the
remainder beneficiaries free from gift and
estate tax. Investment performance, therefore,
is central to this strategy.

Tip: The current low Section 7520 rates are
very beneficial for GRATs.

… and the catch
The catch to this strategy is that you must
outlive the annuity period. If you die before the
annuity period expires, the value of the property
in the trust on the date of your death will be
included in your estate for estate tax purposes.
This, however, merely puts you in the same
position you would have been in had you not
used the GRAT (except for the costs to create
and maintain the trust).

Tip: In order to reduce the risk that the grantor
will not outlive the annuity period, annuity
periods as short as two years are often used.
Sometimes a series of these short-term GRATs
are used.

Note: It may be advisable for the remainder
beneficiaries to buy life insurance on your life

(the life of the grantor) so that funds will be
available to pay the estate taxes in case the
GRAT property is included in your estate due to
your early death.

The risk
The key to this strategy is investment
performance. If the trust property does not
outperform the discount rate, there will be no
excess return, and no tax savings will be
achieved.

… and other drawbacks
Gifts of present interests qualify for the annual
gift tax exclusion. But, because the gift to the
remainder beneficiaries is a future interest, not
a present interest, transfers to a GRAT do not
qualify for the annual exclusion.

Additionally, a GRAT is generally not
appropriate for making gifts to grandchildren or
other skip persons (persons who are more than
one generation below you). That is because
there are rules that prevent you from allocating
your generation-skipping transfer (GST) tax
exemption until the annuity period expires.
Because you cannot effectively leverage your
GST tax exemption, a GRAT should not be
used for generation-skipping transfer tax
planning.

Finally, property transferred by reason of your
death will receive a step-up (or step-down) in
income tax cost basis (i.e., the property's value
will generally be increased to its fair market
value on the date of your death); property that
is transferred during your lifetime by gift does
not receive a step-up in basis. Losing the
step-up in basis may mean significant capital
gains taxes for the remainder beneficiaries.

Other considerations
Some property that may be appropriate for a
GRAT includes:

• High-yield or high-growth investment portfolio
• Commercial rental property
• Closely held stock
• Family limited partnership (FLP) interests
• Any property with appreciation potential, such

as real property, precious metals, and artwork

A GRAT is usually considered a grantor-type
trust for income tax purposes. All income,
gains, deductions, and losses flow through to
you on your personal income tax return. The
GRAT document must be precisely drafted for
the property to receive GRAT tax treatment.
You should consult an experienced estate
planning attorney if you are considering this
strategy.

A GRAT that is structured
so that the annuity
payments to you are high
enough to result in a gift
valued at zero is known as a
"zeroed out" GRAT. With
this type of GRAT, since
there is no gift, no gift tax is
due and no applicable
exclusion amount is used.
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The foregoing is provided for
information purposes only. It is not
intended or designed to provide
legal, accounting, tax, investment
or other professional advice. Such
advice requires consideration of
individual circumstances. Before
any action is taken based upon this
information, it is essential that
competent, individual, professional
advice be obtained. JAS Financial
Services, LLC is not responsible for
any modifications made to this
material, or for the accuracy of
information provided by other
sources.

Is pet insurance worth the cost?
The last thing you want is to
have to forgo lifesaving
treatment for your pet
sometime down the road
because you simply don't have

the money to pay for it. But that's a situation
many pet owners eventually face. Pet
insurance can provide some peace of mind, but
is it worth the cost? That's a tough question to
answer.

Let's say that you have a two-year-old Labrador
retriever. You get quotes from all the major pet
insurance providers, and after carefully
comparing coverages and details, you decide
on a policy that will pay 80% of covered costs
after you satisfy an annual $250 deductible.
Your cost for the policy is $40 each month. In
most years, you don't have any reimbursable
claims--just routine visits or claims that don't
exceed the deductible. After six years, your
lovable Lab swallows a sock, things go horribly
wrong, and he needs surgery at a cost of
$4,000. Good thing you purchased the
insurance, right?

Remember, you have a $250 deductible, so
you will have to cover that yourself. And, the
insurance policy will only reimburse you for

80% of the remaining $3,750, or $3,000.
Consider this: If, instead of purchasing the pet
insurance policy, you set aside $40 each month
into an account earning 3%, you would have a
little over $3,000--the same amount you would
receive from the insurance policy--saved by the
time the operation was needed. Of course, this
example assumes that you have the discipline
to set money aside each month. And, of course,
if the great sock catastrophe happened in year
two instead of year six, the insurance might
seem like a wise purchase.

The bottom line is that pet insurance
companies are in business to make a profit,
and that is how they set their rates. By
purchasing a pet insurance policy, you're
shifting some of the potential financial risk from
you to the insurance provider, and you are
paying for that as part of your premiums. That
doesn't mean purchasing pet insurance is a bad
decision; you just have to consider the numbers
carefully. At the same time, you have to factor
in that it's not all about the numbers--you may
believe now that there's a limit to what you will
spend to treat a pet, but if and when that time
comes, emotions often have a tendency to
trump logic.

What is pet insurance?
For many, a pet is a
full-fledged member of the
family. And just as health-care
costs for human family
members have risen over the

years, so has the cost of veterinary care. It's
probably not surprising, then, that pet insurance
has gone in a fairly short period of time from
relative obscurity to something that more and
more people are considering.

With pet insurance, you pay premiums to a pet
insurance provider; in return, the provider
agrees to pay for some of your pet's medical
costs, according to the specific terms and limits
detailed in the policy agreement. How much
you pay in premiums and the coverage you
receive vary widely by provider, and depend on
factors that include breed and age.

If you are considering pet insurance, it's
important to request quotes from several
providers (a list of 12 pet insurance providers,
along with some helpful information, is available
at www.avma.org, the website of the American
Veterinary Medical Association). After obtaining
quotes from multiple providers, look carefully at
the coverage details offered by each company.

With pet insurance, costs associated with

"wellness" care (e.g., regular office visits and
vaccinations) generally aren't covered.
Pre-existing conditions are also generally
excluded. Some providers also exclude certain
hereditary or common conditions--for example,
many pet insurance providers exclude
coverage for hip dysplasia, a disease often
associated with larger dog breeds.

In addition to comparing coverages, make sure
that you understand your out-of-pocket
responsibilities. You may be responsible for a
co-payment. You're probably also responsible
for a specified deductible amount before a
policy will make any payment. And once you've
satisfied any deductible, a policy is likely to pay
only a certain percentage of covered costs. So,
for example, you might have a policy that pays
80% of covered costs after you satisfy the
policy deductible. Some providers also cap
benefits on a per-illness, annual, or lifetime
basis.

One final note--with your health insurance, your
provider probably bills your insurance directly.
That's generally not the case with pet
insurance. Typically, you pay all costs up front,
and then you submit claims to the pet insurance
provider for reimbursement.
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