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Seasons greetings! Your team at FinArc Investments
is pleased to provide this e-newsletter for your
financial education and to help you plan your
financial future. We hope you find the content of
value and interest. If there are other topics you'd like
us to cover in future editions, please let us know.

The topics presented in this Fourth Quarter 2013
edition are intended to help investors at all stages of
life. High earners may face higher taxes this year
and should plan accordingly. We encourage clients
of all ages to get your estate plan in order and we
present the narrower concept of cost basis as it can
relate to estate planning. If you'd like an unbiased,
conflict-free introduction to tax advisers or estate law
attorneys please let us know. We are more than
happy to help you develop your team of trusted
advisers. We continue in this edition by offering
concept pieces on college debt, asset allocation and
the future direction of interest rates.
We recently celebrated our one year anniversary at
our new office location, so if you haven't seen it, we
invite you to drop by for a visit and financial review.
For your convenience, we also offer meetings via
Skype video call and, of course, via traditional phone
calls.

We appreciate your ongoing trust and allowing us to
help you to achieve your financial goals. We hope
that you enjoy the holidays and have a personally
and financially rewarding 2014.

As the end of the 2013
tax year approaches,
set aside some time to
evaluate your
situation. Here are
some things to keep in
mind as you consider
potential year-end tax
moves.

1. The tax landscape has changed for
higher-income individuals
This year a new 39.6% federal income tax rate
applies if your taxable income exceeds
$400,000 ($450,000 if you're married and file a
joint return, $225,000 if you're married and file
separately). If your income crosses that
threshold, you'll also be subject to a new 20%
maximum tax rate on long-term capital gains
and qualifying dividends (last year, the
maximum rate that applied was 15%).

That's not all--you could see a difference even if
your income doesn't reach that level. That's
because if your adjusted gross income is more
than $250,000 ($300,000 if you're married and
file a joint return, $150,000 if you're married and
file separately), your personal and dependency
exemptions may be phased out this year, and
your itemized deductions may be limited.

2. New Medicare taxes apply
Two new Medicare taxes apply this year. If your
wages exceed $200,000 this year ($250,000 if
you're married and file a joint return, $125,000 if
you're married and file separately), the hospital
insurance (HI) portion of the payroll
tax--commonly referred to as the Medicare
portion--is increased by 0.9%. Also, a 3.8%
Medicare contribution tax generally applies to
some or all of your net investment income if
your modified adjusted gross income exceeds
those dollar thresholds.

3. Don't forget the basics--retirement
plan contributions
Make sure that you're taking full advantage of
tax-advantaged retirement savings vehicles.
Traditional IRAs (assuming that you qualify to
make deductible contributions) and
employer-sponsored retirement plans such as

401(k) plans allow you to contribute funds
pretax, reducing your 2013 income.
Contributions that you make to a Roth IRA
(assuming you meet the income requirements)
or a Roth 401(k) plan are made with after-tax
dollars, but qualified Roth distributions are
completely free from federal income tax. For
2013, you can contribute up to $17,500 to a
401(k) plan ($23,000 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 2013 contributions to an employer plan
typically closes at the end of the year, while you
generally have until the due date of your federal
income tax return to make 2013 IRA
contributions.

4. Expiring provisions
A number of key provisions are scheduled to
expire at the end of 2013, including:

• Increased Internal Revenue Code Section
179 expense limits and "bonus" depreciation
provisions end.

• The increased (100%) exclusion of capital
gain from the sale or exchange of qualified
small business stock (provided certain
requirements, including a five-year holding
period, are met) will not apply to qualified
small business stock issued and acquired
after 2013.

• This will be the last year that you'll be able to
make qualified charitable distributions
(QCDs) of up to $100,000 from an IRA
directly to a qualified charity if you're 70½ or
older; such distributions may be excluded
from income and count toward satisfying any
required minimum distributions (RMDs) you
would otherwise have to receive from your
IRA in 2013.

• The above-the-line deductions for qualified
higher education expenses, and for up to
$250 of out-of-pocket classroom expenses
paid by education professionals, will not be
available starting with the 2014 tax year.

• This will also be the last year you'll be able to
elect to deduct state and local sales tax in
lieu of state and local income tax if you
itemize deductions.
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Estate Planning and Income Tax Basis
Income tax basis can be important when
deciding whether to make gifts now or transfer
property at your death. This is because the
income tax basis of the person receiving the
property depends on whether the transfer is by
gift or at death. This, in turn, affects the amount
of taxable gain subject to income tax when the
person sells the property.

What is income tax basis?
Income tax basis is the base figure you use
when determining whether you have
recognized capital gain or loss on the sale of
property for income tax purposes. (Gain or loss
on the sale of property equals the difference
between your adjusted tax basis and the
amount you realize upon the sale of the
property.) When you purchase property, your
basis is generally equal to the purchase price.
However, there may be some adjustments
made to basis.

What is the income tax basis for
property you receive by gift?
When you receive a gift, you generally take the
donor's basis in the property. (This is often
referred to as a "carryover" or "transferred"
basis.) The carried-over basis is increased--but
not above fair market value (FMV)--by any gift
tax paid that is attributable to appreciation in
value of the gift (appreciation is equal to the
excess of FMV over the donor's basis in the gift
immediately before the gift). However, for
purpose of determining loss on a subsequent
sale, the carried-over basis cannot exceed the
FMV of the property at the time of the gift.

Example: Say your father gives you stock
worth $1,000. He purchased the stock for $500.
Assume the gift incurs no gift tax. Your basis in
the stock, for the purpose of determining gain
on the sale of the stock, is $500. If you sold the
stock for $1,000, you would have gain of $500
($1,000 received minus $500 basis).

Now assume that the stock is only worth $200
at the time of the gift and you sell it for $200.
Your basis in the stock, for purpose of
determining gain on the sale of the stock, is still
$500; but your basis for purpose of determining
loss is $200. You do not pay tax on the sale of
the stock. You do not recognize a loss either. In
this case, your father should have sold the
stock (and recognized the loss of $300--his
basis of $500 minus $200 received) and then
transferred the sales proceeds to you as a gift.
(You are not permitted to transfer losses.)

What is the income tax basis for
property you inherit?
When you inherit property, you generally

receive an initial basis in property equal to the
property's FMV. The FMV is established on the
date of death or on an alternate valuation date
six months after death. This is often referred to
as a "stepped-up basis," since basis is typically
stepped up to FMV. However, basis can also
be "stepped down" to FMV.

Example: Say your mother leaves you stock
worth $1,000 at her death. She purchased the
stock for $500. Your basis in the stock is a
stepped-up basis of $1,000. If you sold the
stock for $1,000, you would have no gain
($1,000 received minus $1,000 basis).

Now assume that the stock is only worth $200
at the time of your mother's death. Your basis in
the stock is a stepped-down basis of $200. If
you sold the stock for more than $200, you
would have gain.

Make gift now or transfer at death?
As the following example shows, income tax
basis can be important when deciding whether
to make gifts now or transfer property at your
death.

Example: You purchased land for $25,000. It is
now worth $250,000. You give the property to
your child (assume the gift incurs no gift tax),
who then has a tax basis of $25,000. If your
child sells the land for $250,000, your child
would have taxable gain of $225,000 ($250,000
sales proceeds minus $25,000 basis).

If, instead, you kept the land and transferred it
to your child at your death when the land is
worth $250,000, your child would have a tax
basis of $250,000. If your child sells the land for
$250,000, your child would have no taxable
gain ($250,000 sales proceeds minus $250,000
basis).

In addition to income tax basis, you might
consider the following questions:

• Will making gifts reduce your combined gift
and estate taxes? For example, future
appreciation on gifted property is removed
from your gross estate for federal estate tax
purposes.

• Does the recipient need a gift now or can it
wait? How long would a recipient have to wait
until your death?

• What are the marginal income tax rates of
you and the recipient?

• Do you have other property or cash that you
could give?

• Can you afford to make a gift now?

Income tax basis can be
important when deciding
whether to make gifts now
or transfer property at your
death. When you make a gift
of property, the recipient
generally receives your
basis in the property. When
you transfer property at
your death, the recipient
generally receives a basis
equal to the fair market
value of the property. The
difference can substantially
affect the amount of taxable
gain when the recipient sells
the property.
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Is College Debt the Next Bubble?
What might a 23-year-old recent college
graduate, a 45-year-old entrepreneur, and a
60-year-old pre-retiree have in common
financially? They may all be hobbled by student
loan debt. According to financial aid expert
Mark Kantrowitz, the student loan "debt clock"
reached the $1 trillion milestone last year.1 And
even as Americans have reduced their credit
card debt over the past few years, student loan
debt has continued to climb--both for students
and for parents borrowing on their behalf.

A perfect storm
The last few years have stirred up the perfect
storm for student loan debt: soaring college
costs, stagnating incomes, declining home
values, rising unemployment (particularly for
young adults), and increasing exhortations
about the importance of a college degree--all of
which have led to an increase in borrowing to
pay for college. According to the Federal
Reserve Bank of New York, as of 2011, there
were approximately 37 million student loan
borrowers with outstanding loans.2 And from
2004 through 2012, the number of student loan
borrowers increased by 70%.3

With total costs at four-year private colleges
pushing $250,000, the maximum borrowing
limit for dependent undergraduate students of
$31,000 for federal Stafford Loans (the most
popular type of federal student loan) hardly
makes a dent, leading many families to turn to
additional borrowing, most commonly: (1)
private student loans, which parents typically
must cosign, leaving them on the hook later if
their child can't repay; and/or (2) federal PLUS
Loans, where parents with good credit histories
can generally borrow the full remaining cost of
their child's undergraduate education from
Uncle Sam.

The ripple effect
The implications of student loan debt are
ominous--both for students and the economy as
a whole. Students who borrow too much are
often forced to delay life events that traditionally
have marked the transition into adulthood, such
as living on their own, getting married, and
having children. According to the U.S. Census
Bureau, there has been a marked increase in
the number of young adults between the ages
of 25 and 34 living at home with their
parents--19% of men and 10% of women in
2011 (up from 14% and 8%, respectively, in
2005).4 This demographic group often finds
themselves trapped: with a greater percentage
of their salary going to student loan payments,
many young adults are unable to amass a
down payment for a home or even qualify for a
mortgage.

And it's not just young people who are having
problems managing their student loan debt.
Borrowers who extended their student loan
payments beyond the traditional 10-year
repayment period, postponed their loans
through repeated deferments, or took out more
loans to attend graduate school may discover
that their student loans are now competing with
the need to save for their own children's college
education. And parents who cosigned private
student loans and/or took out federal PLUS
Loans to help pay for their children's education
may find themselves saddled with education
debt just as they reach their retirement years.

There's evidence that major cracks are starting
to appear. According to the Federal Reserve
Bank of New York, as of 2012, 17% of the 37
million student loan borrowers with outstanding
balances had loans at least 90 days past
due--the official definition of "delinquent."5

Unfortunately, student loan debt is the only type
of consumer debt that generally can't be
discharged in bankruptcy, and in a classic
catch-22, defaulting on a student loan can ruin
a borrower's credit--and chances of landing a
job.

Tools to help
The federal government has made a big push
in recent years to help families research college
costs and borrowers repay student loans. For
example, net price calculators, which give
students an estimate of how much grant aid
they'll likely be eligible for based on their
individual financial and academic profiles, are
now required on all college websites. The
government also expanded its income-based
repayment (IBR) program last year for federal
student loans (called Pay As You
Earn)--monthly payments are now limited to
10% of a borrower's discretionary income, and
all debt is generally forgiven after 20 years of
on-time payments. (Private student loans don't
have an equivalent repayment option.)

Families are taking a much more active role,
too. Increasingly, they are researching majors,
job prospects, and salary ranges, as well as
comparing out-of-pocket costs and job
placement results at different schools to
determine a college's return on investment
(ROI). For example, parents might find that,
with similar majors and job placement success
but widely disparate costs, State U has a better
ROI than Private U. At the end of the day, it's
up to parents to make sure that their
children--and they--don't borrow too much for
college. Otherwise, they may find themselves
living under a big, black cloud.

Growing debt

The average amount of student
loan debt for the Class of 2011
was $26,600, a 5% increase
from 2010 (source: Project on
Student Debt, Student Debt
and the Class of 2011, October
2012). But some students--and
their parents--borrow much,
much more.

Sources
1 Mark Kantrowitz, Student
Loan Debt Clock Reaches $1
Trillion, May 8, 2012
2 Federal Reserve Bank of
New York, Grading Student
Loans, March 5, 2012
3 Federal Reserve Bank of
New York, Q4 2012 Quarterly
Report on Household Debt and
Credit, February 28, 2013
4 U.S. Census Bureau,
America's Families and Living
Arrangements: 2011
5 Federal Reserve Bank of
New York, Q4 2012 Quarterly
Report on Household Debt and
Credit, February 28, 2013
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Will interest rates rise this year?
The Fed hasn't yet raised its
target interest rate from less
than 0.25%, and it has
promised not to do so before
unemployment reaches

roughly 6.5%, which it doesn't expect to happen
until next year. However, some interest rates
have already begun to go up. For example,
according to Freddie Mac, the average interest
rate on a 30-year fixed-rate mortgage shot
above 4% last June for the first time since late
2011, hitting its highest level in almost 2 years.
In the same month, the yield on the 10-year
Treasury bond went above 2.5% for the first
time since August 2011.

Why are interest rates rising even though the
Fed's target rate hasn't? Because bond
investors are concerned that higher interest
rates in the future will hurt the value of bonds
that pay today's lower rates. Immediately after
the Fed's June announcement, investors began
pulling money out of bond mutual funds in
droves, reversing a multiyear trend. If there's
less demand for bonds, yields have to rise to
attract investors.

Aside from bonds, why are investors concerned
about a possible Fed rate hike? Bonds aren't

the only financial asset that can be affected by
potential future interest rate changes.
Dividend-paying stocks with hefty yields have
benefitted in recent years; more competitive
bond yields could start to reverse that dynamic.
Shares of preferred stock typically behave
much like those of bonds, since their dividend
payments also are fixed; their values could be
affected as well.

Also, higher mortgage rates could potentially
slow the housing market recovery, though
historically they remain at relatively low levels.
And if a Fed rate increase were to bring on
higher interest rates abroad, that could create
even more problems in countries already
struggling with sovereign debt--problems that
have provoked global market volatility in the
past.

The Fed has said any hikes in its target rate will
occur only if the economy seems strong
enough. If higher rates seem likely to halt the
recovery, the Fed could postpone a rate hike
even longer. It also will take other measures
before raising rates. Even though the timing
and size of any Fed action is uncertain, it's best
to be aware of its potential impact.

What is asset allocation?
Each type of investment has
specific strengths and
weaknesses that enable it to
play a specific role in your
overall investing strategy.

Some investments may offer growth potential.
Others may provide regular income or relative
safety, or simply serve as a temporary place to
park your money. And some investments may
even serve to fill more than one role. Because
you likely have multiple needs and desires, you
probably need some combination of investment
types, or asset classes.

Balancing how much of each asset class
should be included in your portfolio is a critical
task. That balance between growth, income,
and safety is called your asset allocation, and it
can help you manage the level and types of
risks you face.

The combination of investments you choose
can be as important as your specific
investments. Your mix of various asset classes,
such as stocks, bonds, and cash alternatives,
generally accounts for most of the ups and
downs of your portfolio's returns.

Ideally, your portfolio should have an overall
combination of investments that minimizes the

risk you take in trying to achieve a targeted rate
of return. This often means balancing more
conservative investments against others that
are designed to provide a higher potential
return but that also involve more risk. However,
asset allocation doesn't guarantee a profit or
eliminate the possibility of investment losses.

Someone living on a fixed income, whose
priority is having a regular stream of money
coming in, will probably need a very different
asset allocation than a young, well-to-do
working professional whose priority is saving for
a retirement that's 30 years away. Even if two
people are the same age and have similar
incomes, they may have very different needs
and goals, and your asset allocation should be
tailored to your unique circumstances.

And remember, even if your asset allocation
was right for you when you chose it, it may not
be right for you now. It should change as your
circumstances do and as new ways to invest
are introduced. A piece of clothing you wore 10
years ago may not fit now; you just might need
to update your asset allocation, too.
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