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An investment in knowledge
pays the best interest.
---Benjamin Franklin
With interest rate hikes possible in
the near future, we think you will find
our quiz, "Test Your Interest Rate
Knowledge", timely and informative.
If there is a particular financial topic
of interest to you, please email us at
info@bartandco.com.
Thank you,

In December 2015, the
Federal Reserve raised the
federal funds target rate to a
range of 0.25% to 0.50%, the
first rate increase from the
near-zero range where it had
lingered for seven years.
Many economists viewed this
action as a positive sign that the Fed had finally
deemed the U.S. economy healthy enough to
withstand slightly higher interest rates. It
remains to be seen how rate increases will play
out for the remainder of 2016. In the meantime,
try taking this short quiz to test your interest
rate knowledge.

Quiz
1. Bond prices tend to rise when interest
rates rise.
a. True
b. False
2. Which of the following interest rates is
directly controlled by the Federal Reserve
Open Market Committee?
a. Prime rate
b. Mortgage rates
c. Federal funds rate
d. All of the above
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e. None of the above
3. The Federal Reserve typically raises
interest rates to control inflation and lowers
rates to help accelerate economic growth.
a. True
b. False
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4. Rising interest rates could result in lower
yields for investors who have money in
cash alternatives.
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a. True

Ten Year-End Tax Tips for 2016

b. False

Five Things to Know About Inherited
IRAs

5. Stock market investors tend to look
unfavorably on increases in interest rates.

What are my health-care options if I
retire early?

a. True

Answers
1. b. False. Bond prices tend to fall when
interest rates rise. However, longer-term bonds
may feel a greater impact than those with
shorter maturities. That's because when
interest rates are rising, bond investors may be
reluctant to tie up their money for longer
periods if they anticipate higher yields in the
future; and the longer a bond's term, the greater
the risk that its yield may eventually be
superceded by that of newer bonds. (The
principal value of bonds may fluctuate with
market conditions. Bonds redeemed prior to
maturity may be worth more or less than their
original cost.)
2. c. Federal funds rate. This is the interest
rate at which banks lend funds to each other
(typically overnight) within the Federal Reserve
System. Though the federal funds rate affects
other interest rates, the Fed does not have
direct control of consumer interest rates such
as mortgage rates.
3. a. True. Raising rates theoretically slows
economic activity. As a result, the Federal
Reserve has historically raised interest rates to
help dampen inflation. Conversely, the Federal
Reserve has lowered interest rates to help
stimulate a sluggish economy.
4. b. False. Rising interest rates could actually
benefit investors who have money in cash
alternatives. Savings accounts, CDs, and
money market vehicles are all likely to provide
somewhat higher income when interest rates
increase. The downside, though, is that if
higher interest rates are accompanied by
inflation, cash alternatives may not be able to
keep pace with rising prices.
5. a. True. Higher borrowing costs can reduce
corporate profits and reduce the amount of
income that consumers have available for
spending. However, even with higher rates, an
improving economy can be good for investors
over the long term.

b. False
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Ten Year-End Tax Tips for 2016
Here are 10 things to consider as you weigh
potential tax moves between now and the end
of the year.

1. Set aside time to plan
Effective planning requires that you have a
good understanding of your current tax
situation, as well as a reasonable estimate of
how your circumstances might change next
year. There's a real opportunity for tax savings
if you'll be paying taxes at a lower rate in one
year than in the other. However, the window for
most tax-saving moves closes on December
31, so don't procrastinate.
Deductions may be limited
for those with high incomes
If your adjusted gross income
(AGI) is more than $259,400
($311,300 if married filing
jointly, $155,650 if married
filing separately, $285,350 if
filing as head of household),
your personal and dependent
exemptions may be phased
out, and your itemized
deductions may be limited. If
your 2016 AGI puts you in this
range, consider any potential
limitation on itemized
deductions as you weigh any
moves relating to timing
deductions.
IRA and retirement plan
contributions
For 2016, you can contribute
up to $18,000 to a 401(k) plan
($24,000 if you're age 50 or
older) and up to $5,500 to a
traditional or Roth IRA ($6,500
if you're age 50 or older). The
window to make 2016
contributions to an employer
plan generally closes at the
end of the year, while you
typically have until the due date
of your federal income tax
return to make 2016 IRA
contributions.

advantage in doing so is that withholding is
considered as having been paid evenly through
the year instead of when the dollars are actually
taken from your paycheck. This strategy can
also be used to make up for low or missing
quarterly estimated tax payments.

6. Maximize retirement savings
Deductible contributions to a traditional IRA and
pretax contributions to an employer-sponsored
retirement plan such as a 401(k) can reduce
your 2016 taxable income. If you haven't
already contributed up to the maximum amount
allowed, consider doing so by year-end.

2. Defer income to next year

7. Take any required distributions

Consider opportunities to defer income to 2017,
particularly if you think you may be in a lower
tax bracket then. For example, you may be able
to defer a year-end bonus or delay the
collection of business debts, rents, and
payments for services. Doing so may enable
you to postpone payment of tax on the income
until next year.

Once you reach age 70½, you generally must
start taking required minimum distributions
(RMDs) from traditional IRAs and
employer-sponsored retirement plans (an
exception may apply if you're still working and
participating in an employer-sponsored plan).
Take any distributions by the date required--the
end of the year for most individuals. The
penalty for failing to do so is substantial: 50% of
any amount that you failed to distribute as
required.

3. Accelerate deductions
You might also look for opportunities to
accelerate deductions into the current tax year.
If you itemize deductions, making payments for
deductible expenses such as medical
expenses, qualifying interest, and state taxes
before the end of the year, instead of paying
them in early 2017, could make a difference on
your 2016 return.

4. Factor in the AMT
If you're subject to the alternative minimum tax
(AMT), traditional year-end maneuvers such as
deferring income and accelerating deductions
can have a negative effect. Essentially a
separate federal income tax system with its
own rates and rules, the AMT effectively
disallows a number of itemized deductions. For
example, if you're subject to the AMT in 2016,
prepaying 2017 state and local taxes probably
won't help your 2016 tax situation, but could
hurt your 2017 bottom line. Taking the time to
determine whether you may be subject to the
AMT before you make any year-end moves
could help save you from making a costly
mistake.

5. Bump up withholding to cover a tax
shortfall
If it looks as though you're going to owe federal
income tax for the year, especially if you think
you may be subject to an estimated tax penalty,
consider asking your employer (via Form W-4)
to increase your withholding for the remainder
of the year to cover the shortfall. The biggest

8. Weigh year-end investment moves
You shouldn't let tax considerations drive your
investment decisions. However, it's worth
considering the tax implications of any year-end
investment moves that you make. For example,
if you have realized net capital gains from
selling securities at a profit, you might avoid
being taxed on some or all of those gains by
selling losing positions. Any losses over and
above the amount of your gains can be used to
offset up to $3,000 of ordinary income ($1,500
if your filing status is married filing separately)
or carried forward to reduce your taxes in future
years.

9. Beware the net investment income
tax
Don't forget to account for the 3.8% net
investment income tax. This additional tax may
apply to some or all of your net investment
income if your modified AGI exceeds $200,000
($250,000 if married filing jointly, $125,000 if
married filing separately, $200,000 if head of
household).

10. Get help if you need it
There's a lot to think about when it comes to tax
planning. That's why it often makes sense to
talk to a tax professional who is able to
evaluate your situation and help you determine
if any year-end moves make sense for you.
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Five Things to Know About Inherited IRAs
When an IRA owner dies, the IRA proceeds are
payable to the named beneficiary--or to the
owner's estate if no beneficiary is named. If
you've been designated as the beneficiary of a
traditional or Roth IRA, it's important that you
understand the special rules that apply to
"inherited IRAs."

It's not really "your" IRA

You are generally not the
"owner" of an inherited IRA.
The practical result of this
fact is that you can't mix
inherited IRA funds with
your own IRA funds, and
you can't make 60-day
rollovers to and from the
inherited IRA. Spousal
beneficiaries, however, may
be able to assume actual
ownership of an inherited
IRA.
*If the traditional IRA owner
died after age 70-1/2 and did
not take an RMD for the
year of his or her death, you
must also withdraw any
remaining RMD amount for
that year.

As an initial matter, while you do have certain
rights, you are generally not the "owner" of an
inherited IRA. The practical result of this fact is
that you can't mix inherited IRA funds with your
own IRA funds, and you can't make 60-day
rollovers to and from the inherited IRA. You
also need to calculate the taxable portion of any
payment from the inherited IRA separately from
your own IRAs, and you need to determine the
amount of any required minimum distributions
(RMDs) from the inherited IRA separately from
your own IRAs.
But if you inherited the IRA from your spouse,
you have special options. You can take
ownership of the IRA funds by rolling them into
your own IRA or into an eligible retirement plan
account. If you're the sole beneficiary, you can
also leave the funds in the inherited IRA and
treat it as your own IRA. In either case, the IRA
will be yours and no longer treated as an
inherited IRA. As the new IRA owner (as
opposed to beneficiary ), you won't need to
begin taking RMDs from a traditional IRA until
you reach age 70½, and you won't need to take
RMDs from a Roth IRA during your lifetime at
all. And as IRA owner, you can also name new
beneficiaries of your choice.

subject to a federal penalty tax equal to 50% of
the difference between the required distribution
and the amount actually distributed.

More stretching...
What happens if you elect to take distributions
over your life expectancy but you die with funds
still in the inherited IRA? This is where your IRA
custodial/trustee agreement becomes crucial.
If, as is sometimes the case, your IRA language
doesn't address what happens when you die,
then the IRA balance is typically paid to your
estate--ending the IRA tax deferral.
Many IRA providers, though, allow you to name
a successor beneficiary. In this case, when you
die, your successor beneficiary "steps into your
shoes" and can continue to take RMDs over
your remaining distribution schedule.

Federal income taxes
Distributions from inherited IRAs are subject to
federal income taxes, except for any Roth or
nondeductible contributions the owner made.
But distributions are never subject to the 10%
early distribution penalty, even if you haven't
yet reached age 59½. (This is one reason why
a surviving spouse may decide to remain as
beneficiary rather than taking ownership of an
inherited IRA.)

When you take a distribution from an inherited
Roth IRA, the owner's nontaxable Roth
contributions are deemed to come out first,
followed by any earnings. Earnings are also
tax-free if made after a five-calendar-year
holding period, starting with the year the IRA
owner first contributed to any Roth IRA. For
example, if the IRA owner first contributed to a
Required minimum distributions
Roth IRA in 2014 and died in 2016, any
As beneficiary of an inherited IRA--traditional or earnings distributed from the IRA after 2018 will
Roth--you must begin taking RMDs after the
be tax-free.
owner's death.* In general, you must take
payments from the IRA annually, over your life Creditor protection
expectancy, starting no later than December 31 Traditional and Roth IRAs are protected under
of the year following the year the IRA owner
federal law if you declare bankruptcy. The IRA
died. But if you're a spousal beneficiary, you
bankruptcy exemption was originally an
may be able to delay payments until the year
inflation-adjusted $1 million, which has since
the IRA owner would have reached age 70½.
grown to $1,283,025. Unfortunately, the U.S.
Supreme Court has ruled that inherited IRAs
In some cases you may be able to satisfy the
RMD rules by withdrawing the entire balance of are not covered by this exemption. (If you
the inherited IRA (in one or more payments) by inherit an IRA from your spouse and treat that
IRA as your own, it's possible that the IRA won't
the fifth anniversary of the owner's death. In
almost every situation, though, it makes sense be considered an inherited IRA for bankruptcy
purposes, but this was not specifically
to use the life expectancy method instead--to
addressed by the Court.) This means that your
stretch payments out as long as possible and
inherited IRA won't receive any protection
take maximum advantage of the IRA's
under federal law if you declare bankruptcy.
tax-deferral benefit.
However, the laws of your particular state may
You can always elect to receive more than the
still protect those assets, in full or in part, and
required amount in any given year, but if you
may provide protection from creditors outside of
receive less than the required amount you'll be
bankruptcy as well.
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Securities and Advisory Services
offered through Commonwealth
Financial Network® , Member
FINRA/SIPC, a Registered
Investment Adviser. Fixed
insurance products and services
offered through CES Insurance
Agency.
The accompanying pages have
been developed by an independent
third party. Commonwealth
Financial Network is not
responsible for their content and
does not guarantee their accuracy
or completeness, and they should
not be relied upon as such. These
materials are general in nature and
do not address your specific
situation. For your specific
investment needs, please discuss
your individual circumstances with
your representative.
Commonwealth does not provide
tax or legal advice, and nothing in
the accompanying pages should be
construed as specific tax or legal
advice.

What are my health-care options if I retire early?
If you're eligible for an
early-retirement package from
your employer, determine
whether post-retirement
medical coverage is included.
These packages sometimes provide medical
coverage until you reach age 65 and become
eligible for Medicare. Given the high cost of
medical care, you might find it hard to turn
down an early-retirement package that includes
such coverage.
If your package doesn't include post-retirement
medical coverage, or you're not eligible for an
early-retirement package at all, you'll need to
look into alternative sources of health
insurance, such as COBRA continuation
coverage or an individual health insurance
policy, to carry you through to Medicare
eligibility.
Under the Consolidated Omnibus Budget
Reconciliation Act (COBRA), most
employer-provided health plans (typically
employers with 20 or more employees) must
offer temporary continuation coverage for
employees (and their dependents) upon
termination of employment. Coverage can last
for up to 18 months, or 36 months in some

cases. You'll generally have to pay the full cost
of coverage--employers aren't required to
continue their contribution toward coverage,
and most do not. Employers can also charge an
additional 2% administrative fee.
Individual health insurance is available directly
from various insurance carriers or, as a result of
the Affordable Care Act, through state-based or
federal health insurance marketplaces. One
advantage of purchasing coverage through a
marketplace plan is that you may be entitled to
a premium tax credit if your post-retirement
income falls between 100% and 400% of the
federal poverty level (additional income-based
subsidies may also be available).
Some factors to consider when comparing
various health options are (1) the total cost of
coverage, taking into account premiums,
deductibles, copayments, out-of-pocket
maximums, and (for marketplace plans) tax
credits and subsidies; (2) the ability to continue
using your existing health-care providers (and
whether those providers will be in-network or
out-of-network); and (3) the benefits provided
under each option and whether you're likely to
need and use those benefits.

Should I accept my employer's early-retirement offer?
The right answer for you will
depend on your situation. First
of all, don't underestimate the
psychological impact of early
retirement. The adjustment
from full-time work to a more leisurely pace
may be difficult. So consider whether you're
ready to retire yet. Next, look at what you're
being offered. Most early-retirement offers
share certain basic features that need to be
evaluated. To determine whether your
employer's offer is worth taking, you'll want to
break it down.

sure your employer's coverage lasts until you
reach that age. If your employer's offer doesn't
include medical insurance , you may have to
look into COBRA or a private individual policy.

Does the offer include post-retirement medical
insurance? If so, make sure it's affordable and
provides adequate coverage. Also, since
Medicare doesn't start until you're 65, make

increase by about 8% for each year you delay
benefits, up to age 70.

How will accepting the offer affect your
retirement plan benefits? If your employer has a
traditional pension plan, leaving the company
before normal retirement age (usually 65) may
greatly reduce the final payout you receive from
the plan. If you participate in a 401(k) plan,
what price will you pay for retiring early? You
could end up forfeiting employer contributions if
you're not fully vested. You'll also be missing
Does the offer include a severance package? If out on the opportunity to make additional
so, how does the package compare with your
contributions to the plan.
projected job earnings (including future salary
Finally, will you need to start Social Security
increases and bonuses) if you remain
benefits early if you accept the offer? For
employed? Can you live on that amount (and
example, at age 62 each monthly benefit check
for how long) without tapping into your
will be 25% to 30% less than it would be at full
retirement savings? If not, is your retirement
retirement age (66 to 67 , depending on your
fund large enough that you can start drawing it year of birth). Conversely, you receive a higher
down early? Will you be penalized for
payout by delaying the start of benefits past
withdrawing from your retirement savings?
your full retirement age--your benefit would
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