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Helping You Meet Your
Retirement Income Needs

Plus...
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Retirement Plan Withdrawals
Will You Owe Medicare Tax
When You Sell Your Home?
Ways the IRS Gathers
Information about Your
Investment Income

Financial Reminders for the New Year
Best wishes for a happy and prosperous New Year!

jan1

File the FAFSA for the 2013-2014 college year.
College students and high school seniors seeking federal financial aid for the
2013-2014 school year should file the Free Application for Federal Student Aid
(FAFSA) as soon after January 1, 2013 as possible.

jan31

Issue Form W-2 to household employees.
Unless your household employees (housekeeper, gardener, etc.) are independent contractors, you may need to issue them a Form W-2, Wage and Tax Statement by January 31. Please see your tax advisor for more details.

mar15

Use or lose any 2012 funds remaining in your flexible spending account.
If your employer's flexible spending plan offers a grace period, you may have
until March 15 to spend any of the funds remaining in the plan from 2012.

apr1

Take your first RMD if you reached age 70½ in 2012.
If you reached age 70½ in 2012, you have until April 1, 2013 to take your required
minimum distribution (RMD) for 2012 for your IRAs (traditional, SEP, and SIMPLE)
and generally your 401(k) account and certain other retirement accounts.

apr15

File your federal tax return.
(As if you could forget this date!) If you need extra time to complete your tax
return, be sure to request a 6-month extension of time to file by April 15. Your
taxes must still be paid by April 15. Unpaid amounts will be subject to interest
and penalties.

apr15

Contribute to an IRA for 2012.
You have until April 15, 2013 to make an IRA contribution for 2012 that is potentially tax-deductible on your 2012 tax return. When making a contribution,
please let your broker know which year the contribution is for—2012 or 2013.
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FINANCIAL

HOW TO SET A COURSE TO YOUR
FINANCIAL GOALS
The start of a new year is a natural time to set goals. Here are a few tips to help you define your goals
and begin your journey toward them. Please consult your financial advisor for personalized course settings.

Be specific about your goals. Turning your
dreams into specific goals is the first step
toward reaching them.
Let’s say you hope someday to have a
larger home, the financial wherewithal to
pay for your children’s college education,
and a financially secure retirement for
yourself—all excellent dreams, but lacking
the details necessary to transform them
into tangible goals.
So you want to buy a larger home—when
do you want to buy it? How many years until your children reach college age? At what
age do you hope to retire? It is essential to
define the length of time that you will have
to save and that your savings will have to
potentially compound.
How large a home are you thinking? Will
your children attend a public college or do
you have an Ivy League education in mind
for them? What lifestyle do you hope to
enjoy in retirement? The answers to questions like these are helpful in estimating
how much money you may need to save for
your goals.
Be realistic. After you assign a time frame
and a dollar figure to each goal, do a reality
check. Is the goal realistic given the time
you have to save and the dollar figure you
need to reach?
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Begin by estimating how much money
you may need to save each month to stand
a good chance of reaching your goals in the
time you allotted. (A compound interest
calculator or, better yet, your financial advisor can help estimate how much you may
need to save each month.)
Can you afford to sock away that amount
each month? If not, you may need to cut
your spending even further to free up more
cash for savings, push out your time frame,
or redefine your goal so that it is more likely
that you will be able to attain it.
Create a plan. Once you determine exactly
where you are now (your current income, expenses, savings, and investments), specifically
where you want to go, and the time you have
to reach your goal, your next step is to create a
plan for reaching that goal—a sort of roadmap
that takes you from point A toward point B.
Your financial advisor can be invaluable in
this area. Your advisor can help you evaluate your situation, prioritize your goals, and
develop a personal financial plan designed
to help you meet today’s financial needs and
move toward tomorrow’s financial goals.
Your advisor may also suggest the types
of investments that are appropriate for your
goals, the time remaining until you need the
money, and your tolerance for risk.

Monitor your progress. Once you have a

plan in place, it is essential to regularly
monitor your progress toward your goals.
Movements in the market have the potential
to toss your investment mix off course over
time. Monitoring your progress at least
annually gives you an opportunity to make
course corrections as needed. n
PLEASE NOTE: Investing involves risk, including the possible loss of principal. Asset allocation does not ensure a
profit or protect against loss in declining markets.

If you have put off
creating a plan to reach
your financial goals,
it's time to get going!
Your financial advisor
can help. With a plan in
place, time on your side,
and dedication on your
part, you are in a great
position to reach your
goals!
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RETIREMENT

Increasing your retirement plan contributions
by even a small amount can make a big difference.
Thanks to compound earnings, even small amounts that you invest today have the potential
to grow exponentially over time. The following hypothetical example illustrates what may
happen if you boost your annual retirement plan contribution by $500. Of course, a $500
annual contribution alone is not likely to get you where you want to be in retirement, so
please talk to your financial advisor about how much you should be saving and investing
for retirement each year.

How $500 Per Year May Grow Over Time

Hypothetical Annual Rate of Return
4%

TOTAL CONTRIBUTIONS

6%

8%

ENDING BALANCE

After 10 years

$5,000

$6,134

$6,827

$7,622

After 20 years

$10,000

$15,280

$19,249

$24,539

After 30 years

$15,000

$28,914

$41,848

$62,088

After 40 years

$20,000

$49,241

$82,966

$145,435

This hypothetical example is for illustrative purposes only. Your results will depend on your investments'
actual rates of return and will be higher or lower than shown here. Investing involves risk, including the
possible loss of principal.
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Assumptions: $500 per year ($41.66 per month) invested in a tax-deferred account, compounded monthly. The hypothetical ending balances are before
taxes and fees.
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9 Reasons to Participate in a

401(k) PLAN

At last count, nearly 50 million workers were saving for retirement in 401(k) plans.
These employer-sponsored retirement plans are popular for many reasons—including the nine listed here.

1

Reduce your current income taxes.

Income that you contribute to a traditional 401(k) is not subject to income tax until
you withdraw it from the account. Say you
contribute $17,000 to your traditional 401(k)
this year—that is $17,000 of income you will
not have to pay income tax on this year.

2

Defer tax on your investment earnings.

The earnings generated in a traditional
401(k) are not taxed until they are withdrawn from the account. Because they are
not taxed each year, your savings may grow
faster in a 401(k) than in an account that is
subject to tax each year.

3

Gain access to a Roth account. If you
like the sound of a Roth IRA—contributions made with income that has
already been taxed, potentially taxfree earnings and withdrawals—but
you are not eligible for one because
your income is too high, see if your
employer offers a Roth 401(k) option.
A Roth 401(k) offers many of the
same great features as a Roth IRA,
but without the income limits!

4

Reduce your exposure to the new
3.8% Medicare tax on net investment income. Beginning in 2013,

the tax will affect individuals with
modified adjusted gross incomes
over $200,000 ($250,000 if married
filing jointly, $125,000 if married filing
separately). If your income exceeds the
threshold, reducing it by contributing
to a traditional 401(k) plan may help
reduce your current exposure to the tax.
FR2012-1001-0056/E

5

Rake in your employer’s matching
contributions. If your employer offers

to contribute a certain amount to your 401(k)
account for every dollar you contribute, it
is generally a good idea to take them up on
their offer—it's free money after all!

6

Make saving automatic. With a 401(k)
plan, your contributions are automatically
deducted from each paycheck and deposited
into your account. There is no need to write
a check or transfer money from your bank.
Besides making a 401(k) plan a convenient
way to save, automatic payroll deductions
add discipline to the saving process. With
your contributions going directly into your
401(k) account, you avoid any temptation to
spend that money on other things.

Retirement Plan Contribution Limits
2012

2013

401(k), 403(b), and 457(b) plans
Under age 50
$17,000
Age 50 or older
$22,500

$17,500
$23,000

SIMPLE plans
Under age 50
Age 50 or older

$11,500
$14,000

$12,000
$14,500

$5,000
$6,000

$5,500
$6,500

Traditional and Roth IRAs
Under age 50
Age 50 or older

Not all workplace retirement plans permit catchup contributions for individuals age 50 or older.
Some retirement plans may permit special
contributions not listed here.
Other limitations may apply to the maximum
amount you may contribute.

7

Contribute more than to an IRA. One

of the benefits of a workplace retirement plan, including a 401(k) plan, is
that the annual contribution limits are
generally significantly higher than what
you are allowed to contribute on your
own to an individual retirement account
(IRA). Higher contribution limits enable
you to sock away more each year on a
tax-favored basis. But there is no need to
choose between your 401(k) and IRA. Even
if you contribute to a 401(k) at work, you
can still contribute to an IRA on your own,
although your IRA contributions may not
be tax deductible.

8

Take your savings with you when you
leave. The savings in a 401(k) plan

are portable, meaning that you can
take your savings with you when
you change employers. (Employer
matching contributions must be
vested before you have the right to
them.) Your savings can be transferred to your new employer’s plan
(provided the new employer’s plan
allows this), rolled into an IRA, or
cashed out.

9

Protect your retirement savings
from creditors. The assets in

your 401(k) account are generally
protected from your creditors in the
case of bankruptcy or a lawsuit. n

Please consult your financial advisor
about the best way to save for your
retirement.
5
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Immediate Annuities:
Helping You Meet Your
Retirement Income Needs
DOES THE POSSIBILITY of running out of
money in retirement concern you? Given the
rising cost of health care and an increasing
number of years spent in retirement, even
retirees who successfully saved for retirement may have concerns about outliving
their savings. One way you can lessen that
risk is to convert part of your savings into an
immediate annuity.
An immediate annuity offers income payments guaranteed to last for as long as you
need them. Payments begin when you buy the
annuity and continue for the rest of your life or
a specified number of years. Guaranteed. Now
there’s a word that you don’t often hear associated with retirement income, making immediate annuities well worth considering. Let’s take
a closer look at this retirement income option.
What is an immediate annuity?

An immediate annuity is a contract between
you and an insurance company that guarantees you an income for life or a specified
number of years in return for your upfront
premium payment. The guarantee is based
on the claims-paying ability of the issuing
insurance company.
With an immediate annuity, you pay the
premium in one lump sum, usually at or near
retirement, and the income payments to you
begin soon after. Typically, retirees use part
of the savings from an IRA or other type of
retirement account to purchase the annuity.
6
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What are the benefits?

An immediate annuity helps protect you
from running out of money in retirement—
a very real risk for many Americans—by
providing a reliable stream of income for
life. Some annuities also offer investment
growth potential.
Fixed or variable—which annuity suits you?

A fixed immediate annuity pays a fixed
amount each period so that you generally know right from the start how much
income to expect each period. This is an
attractive feature for retirees who desire a
predictable stream of income that doesn’t
waver regardless of what is going on in the
markets.
Fixed income payments, however, are
susceptible to inflation, meaning that over
time the purchasing power of a fixed payment will decline due to inflation. To help
address inflation, some fixed annuities
offer an option that increases the payment
amount by a specified percentage each year.
A variable immediate annuity has the
potential for an increasing payment built
right in, but you will need to assume some
market risk in exchange for this potential.
That is because the income payments from
a variable annuity are tied to the underlying
investments that you choose.
Typically when you buy a variable
annuity, you decide how your premium

is invested. Your income payments will
fluctuate depending on how your chosen
investment portfolio performs. They will
generally be up in some periods; down in
others. Over time, though, your overall
income payments may exceed those of a
fixed annuity, due to the presence of potentially higher-return assets, such as stocks,
in your chosen portfolio.
It is important to keep in mind that variable annuities are long-term investments
and are subject to market risk, including the
possible loss of principal. Before buying a
variable annuity, please obtain a prospectus from your financial advisor and read it
carefully. The prospectus contains important information about the annuity and its
investment portfolios, including investment
objectives, risks, charges, and expenses.
While fixed and variable are the two
main types of immediate annuities, insurance companies continue to innovate and
you are likely to find annuities with more
bells and whistles than described here.
Your financial advisor is the place to start
your search.
What are my income options?

Immediate annuities offer a variety of
income options, enabling you to choose
the one that best suits your financial
objectives. Generally, your choices will
be income for one life, income for two

An immediate annuity may
be right for you if you:

 Are concerned about

outliving your savings
and want to lock in a
stream of income for
life or a period of years.

 Can buy an annuity and

have enough savings
left over to invest, cover
emergencies, and pay
for large purchases.

 Expect to live for
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several more years.
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lives, or income for a specified number of
years. You may also have the option to add
a guarantee period or a refund to any of
these options.
The income for one life option pays you,
the annuitant, an income for as long as you
live, with the payments stopping at your
death. Because this option covers only one
life, it generally pays the highest income
per period.
The income for two lives option covers
the lives of two people, typically a husband
and a wife. After the death of the first
annuitant, full or partial income payments
will continue to the survivor until the end
of his or her life.
The income for a specified number of
years makes income payments to you for
a period of your choosing—say, twenty
years—rather than your lifetime.
If your annuity includes a guarantee
period and you die within the guarantee
period, the remaining income payments
for that period will be made to your
beneficiary. In the case of income for two

lives, income payments are made to your
beneficiary if both you and the other person
covered by the annuity die within the guarantee period.
If your annuity includes a refund provision and the income payments over your
lifetime total less than the premium you
paid for the annuity, the remaining amount
will be paid to your beneficiary after your
death.
The income options you choose will
impact the amount of income you receive
each period so it is important to choose
carefully.
What should I consider before buying an
immediate annuity?

First, consider your age and your health.
Immediate annuities make the most sense
for retirees who are looking forward to
many years in retirement in which to receive income payments.
Check the financial strength of the insurance company offering the annuity. The
guarantees offered by an annuity are based

on the ability of the issuing insurance
company to pay claims.
Consider how you will handle financial
emergencies and large expenses that occur
in retirement. When you buy an annuity,
you generally lose access to the premium
you paid. Although some annuities may
allow you to withdraw part of the premium, withdrawals may reduce your future
income payments and may be subject to
surrender charges in the early years of an
annuity contract.
Rather than put all of your retirement
savings into an immediate annuity, it
generally is a good idea to keep a portion of
your retirement savings in liquid accounts,
such as savings and investment accounts,
that can be drawn on for emergencies and
large expenses. Keeping part of your retirement savings in savings and investment accounts also offers the potential for growth
and the chance to leave any remaining
savings to your heirs.
Speaking of heirs, you may want to
consider the impact that your decision to

Annuities help protect you from retirement's risks.
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 Longevity

With the potential for retirement to last thirty years or more, one of the biggest risks
you may face in retirement is outliving your savings. An immediate annuity helps
ensure that you will always have an income, no matter how long you live.

 Inflation

With any fixed income investment, inflation can erode the purchasing power of the
income payments over time. Annuities with a cost-of-living or fixed-rate adjustment
can help the income payments you receive keep pace with inflation.

 Market losses

With a fixed immediate annuity, you receive the same amount of income each period,
regardless of what is going on in the markets. (The income from a variable annuity
will fluctuate depending on how the underlying investments perform.)

8
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Fixed immediate
annuities offer stable
income payments; variable
immediate annuities offer
the potential for increasing
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income payments.

purchase an immediate annuity may have
on them. Remember, income payments stop
when the annuitant dies or the specified
period ends, and the insurance company
keeps any value left in the annuity. Of
course, choosing an annuity with a guarantee period or a refund option will ensure
that your heirs receive part of your annuity
if you die early in the contract period.
The bottom line is that immediate annuities can be a smart choice for retirees looking for a stream of income and protection
from running out of money in retirement.
Whether it is the right choice for you is a
subject best discussed with your financial
advisor. n
FR2012-1001-0056/E

Seek professional advice.
Talk with your financial advisor about the best way to generate a stream of income in retirement. Your advisor can help you
determine whether an immediate annuity should be part of your
retirement income strategy.
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TA X

Will You Owe Medicare Tax
When You Sell Your Home?

WILL THE PROFIT YOU REALIZE when

you sell your home be subject to the new
3.8% Medicare tax on unearned income?
For most homeowners, the answer is no
because the tax generally does not apply
to the first $250,000 of gain (profit) from
the sale of a main home, or to the first
$500,000 for married couples. But highincome taxpayers may be subject to the
tax when they sell a second home or when
the gain from the sale of their main home
exceeds $250,000 ($500,000 for married
couples). Here’s the deal.
Effective January 1, 2013, a new 3.8%
Medicare tax on net investment income applies to individuals with modified adjusted
gross incomes (MAGI) that exceed certain
thresholds: $200,000 for single taxpayers,
$250,000 for married couples who file joint
returns, and $125,000 for married couples
who file separate returns.
Net investment income includes taxable
gains from home sales, as well as other net
capital gains, rents, interest, dividends, and
certain other types of unearned income.
It does not include income from an active
trade or business in which you are an active
participant, unless that business trades
financial instruments or commodities.
The sales of most main homes will not be
impacted by the new Medicare tax because
10
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individuals are generally permitted to
exclude from income up to $250,000 of the
gain from the sale of a main home. Married
couples who file a joint return can generally exclude up to $500,000. (To qualify to
exclude all or part of the gain on your main
home, you must pass certain tests, which
are described on the next page.)
Gain that is excluded from income is
not subject to taxation, including the new
Medicare tax.
If the gain from your main home exceeds
the amount you can exclude, the excess is
counted as net investment income.
If you are selling a second home (second
homes do not qualify for the exclusion), the
entire gain generally counts as net investment income.
Simply having net investment income
is not enough to trigger the Medicare tax.
Your MAGI must also exceed the threshold
for your filing status.
If you meet both criteria and are subject
to the tax, keep in mind that the tax does
not apply to your entire MAGI nor does it
necessarily apply to all of your net investment income.
The tax is equal to 3.8% of the lesser of
(1) your net investment income or (2) the
excess of your MAGI over the threshold for
your filing status.

Here's an example. Let’s assume you are
single and realize a $300,000 gain when
you sell your main home. After excluding
$250,000 of the gain from income, you
are left with $50,000 of net investment
income, your only investment income
for the year. Let’s also assume that your
MAGI is $500,000, which is $300,000 over
the MAGI threshold for single taxpayers. In this example, the 3.8% Medicare
tax applies to the $50,000 net investment
income because it is less than the amount
($300,000) by which your MAGI exceeds
the threshold. Now, if your MAGI was
$225,000 instead ($25,000 over the threshold), the Medicare tax would only apply to
the $25,000.
On a related note, if you own a home
that you rent to others, your taxable rental
income may also be impacted by the new
Medicare tax. Please see your tax advisor
for more details.
By now, you may be wondering why there
is a Medicare tax at all on investment income. The new tax was created by the health
care reform act of 2010 to help bolster the
Medicare coffers.
If you have questions about how the
new Medicare tax may impact your real
estate holdings or other investment income,
please consult your tax advisor. 
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Exclusion of Gain from the Sale of Your Main Home
The 3.8% Medicare tax does not apply to gains you exclude from your income.

Maximum exclusion amount

Who qualifies for the exclusion

You may exclude up to $250,000 of the
gain from the sale of your main home
if you pass the three tests shown in the
next box.

You may generally exclude from your income all or part of any gain
from the sale of your main home if during the 5-year period ending
on the date of the sale:

If you and another person own the home
jointly but file separate returns, each of
you may exclude up to $250,000 of the
gain if each of you passes the three tests.
Married persons who file joint returns
may exclude up to $500,000 of the gain
if at least one spouse passes test 1 and
both spouses pass tests 2 and 3.

TEST 1: You owned the home for at least 2 years (the 2-year period
does not need to be continuous).
TEST 2: You lived in the home as your principal residence for at least
2 years (the 2-year period does not need to be continuous).
TEST 3: During the 2-year period ending on the date of sale, you did
not exclude gain from the sale of another principal residence.
If you owned and lived in the home as your principal residence for less
than 2 years, you may still be able to claim a reduced exclusion.
Please consult your tax advisor for more details.

FR2012-1001-0056/E
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The IRS Learns More
About Your Investment
Income Every Year
In an effort to improve tax compliance, the IRS
is steadily increasing the amount of financial
information it gathers about U.S. taxpayers.
Here is an overview of how they are doing it.
Brokers must report the adjusted basis of your securities. While

brokers have long been required to report the sale proceeds of
your securities to you and the IRS, they are also now required
to report the adjusted basis and whether the gain or loss is
short-term or long-term. You will receive this information from
your broker on Form 1099-B.
The new rules are part of the Emergency Economic Stabilization Act of 2008 and are being implemented over a three-year
period, as shown in the chart below. Equities acquired on or
after January 1, 2011 were the first group of securities to be
covered by the new rules, with mutual funds, most ETFs, and
dividend reinvestment plans acquired on or after January 1,
2012 joining the group of covered securities this past year.
The new reporting rules for brokers apply only to taxable
accounts (not retirement accounts) and only to "covered" securities, generally meaning those shares acquired on or after the
effective dates shown below. As an investor, you are required to
report on your tax return the sales of both covered and uncovered securities that occured in your taxable accounts.
Please consult your tax and financial advisors for more information about how the new cost basis reporting rules for brokers
may affect you.

The new cost basis reporting rules for
brokers generally apply to...

© iStockphoto.com/pavlen

Type of security:
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Acquired on or after:

Equities

January 1, 2011

Mutual funds, most ETFs, and
dividend reinvestment plans

January 1, 2012

Bonds, options, and certain
other securities

January 1, 2013

Do you have to file Form 8938?
You may have to report your foreign financial accounts and
assets. Although the IRS is taking steps to gather information

directly from foreign financial institutions, it continues to
require U.S. citizens and residents to file informational reports
with the IRS about their foreign financial assets.
You must file Form 8938 with your tax return if you have a
financial interest in certain foreign financial assets and their
aggregate value exceeds the reporting threshold for your filing
status. For example, an unmarried taxpayer living in the U.S.
would file Form 8938 only if his or her total specified foreign
assets exceed $50,000 on the last day of the tax year or more
than $75,000 at any time during the tax year. The sidebar to the
right provides some details about who must file Form 8938.
You may also need to file a Report of Foreign Bank and
Financial Accounts (FBAR) if you are a U.S. citizen or resident with a financial interest in or signature authority over a
financial account in a foreign country and the combined value
of your foreign accounts exceeded $10,000 at any time in 2012.
This report must be filed by June 30th.
Please consult your tax advisor about your reporting requirements if you have foreign financial assets.
On a related note, the IRS's Offshore Voluntary Disclosure
Program is still open. The program is a chance for people with
undisclosed income from foreign accounts and assets to get
current with their taxes in exchange for generally avoiding
criminal charges. Please consult your tax and legal advisors for
more information.
Foreign financial institutions will soon be reporting directly
to the IRS. The Foreign Account Tax Compliance Act of 2010

(FATCA) will soon require foreign financial institutions to report
to the IRS about accounts held by U.S. taxpayers or foreign entities in which U.S. taxpayers hold a substantial ownership interest.
Due to their complexity, the new reporting requirements will
be implemented over several years, beginning in 2013 and most
likely wrapping up in 2017.
The first step is for foreign financial institutions to enter into
an agreement with the IRS. This step is currently scheduled to be
completed by June 30, 2013. If an institution chooses not to participate, it will be subject to a 30% withholding tax on payments
of U.S. source income, gross proceeds from the sale of securities
that generate U.S. source income, and certain passthru payments.
Individual accountholders will generally also face a 30%
withholding tax if they do not provide adequate information to
determine whether or not they are a U.S. person.
Please consult your tax advisor if you have questions about
how you may be affected by FATCA. n
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Please see
your tax advisor for
more details

YOU MUST FILE FORM 8938 IF YOU ARE:

A U.S. citizen
A resident alien of the U.S. for any part of the tax year
A nonresident alien who elects to be treated as a resident alien for
the purpose of filing a joint income tax return
A nonresident alien who is a bona fide resident of American Samoa
or Puerto Rico



AND YOU HAVE A FINANCIAL INTEREST IN:

Financial accounts held at foreign financial institutions
Foreign stock or securities not held in a financial account
Foreign partnership interests
Foreign mutual funds (Note: You do not need to report domestic
mutual funds that invest in foreign stocks and securities.)
Foreign accounts and foreign non-account investment assets held
by foreign or domestic grantor trust for which you are the grantor
Foreign-issued life insurance or annuity contract with a cash-value
Foreign hedge funds and foreign private equity funds



AND THE AGGREGATE VALUE OF THOSE ASSETS
EXCEEDS THE THRESHOLD FOR YOUR FILING STATUS:

Filing status:

Value on the last
day of the tax year is
more than:

Or, at any time
during the tax year,
the value exceeds:

Unmarried taxpayers
living in the U.S.

$50,000

$75,000

Married taxpayers
filing jointly and living
in the U.S.

$100,000

$150,000

Married taxpayers
filing separately and
living in the U.S.

$50,000

$75,000

Taxpayers living
abroad who are not
filing a joint return.

$200,000

$300,000

Married taxpayers
living abroad who are
filing a joint return.

$400,000

$600,000
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HOW TO HELP YOUR
RETIREMENT SAVINGS LAST

Avoid Penalties on Retirement Plan Withdrawals
AS YOU BEGIN RETIREMENT, it is important

to avoid any financial missteps that may
unnecessarily chip away at the retirement
savings you have accumulated so far. One
potential pitfall for many individuals who
retire at an early age is the 10% tax penalty
on early distributions from certain retirement plans. Here’s an introduction to what
you need to know.
Age 59½ is a major milestone for individuals with savings in individual retirement accounts (IRAs), 401(k) plans, and
other qualified retirement plans. Withdraw
money from those retirement plans before
age 59½ and the withdrawal will be considered an early distribution.
Early distributions are generally subject
to a 10% tax penalty. The 10% penalty is
in addition to the income tax that you normally pay on taxable amounts withdrawn
from your retirement accounts. Think of
the penalty as the IRS’s way of discouraging you from dipping into your retirement
savings before retirement.
Fortunately, there are exceptions to what
is known as the "age 59½ rule" that can help
you withdraw money before age 59½ without having to pay the 10% penalty. For example, you may be able to withdraw money
penalty-free if you become disabled or if you
use the money to pay college expenses.
Not all of the exceptions apply to all
types of retirement plans. Some exceptions
apply to both IRAs and qualified retirement
plans, while others apply only to IRAs or
only to qualified retirement plans other
than IRAs. The listing on the next page
14
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spells out which exceptions apply to which
types of retirement plans.
Early retirees may find a couple of the
exceptions especially helpful. One exception allows you to withdraw money
without penalty from a former employer’s
qualified retirement plan as long as you
are at least age 55 when you left your job
with that employer. The age drops to 50
for qualified public safety workers, such
as firefighters and police. This particular
exception can only be used with non-IRA
retirement plans, such as 401(k) plans. So,
if you leave your job at age 55 or older and
need to withdraw some money from that
employer’s 401(k) plan before age 59½,
you can avoid the penalty by claiming this
exception.
But what if you want to withdraw
money from your 401(k) before age 55? Or
if you want to withdraw money from your
IRA before age 59½? In these situations,
you may find the substantially-equal-periodic-payment exception useful. Here’s the
deal. You can avoid the 10% tax penalty
if your withdrawals are part of a series of
substantially equal periodic payments. The
exact amount you must withdraw each
year to qualify for this exception is calculated using one of three IRS-approved
methods. Your tax advisor can help you
determine the method that is appropriate
for your situation. You must leave your job
before you can use the substantially-equalperiodic-payment exception with that
employer's 401(k) plan or other non-IRA
retirement plan.

If you decide to use this exception, the
substantially equal periodic payments from
your retirement plan must continue for at
least 5 full years and until you reach age
59½. If you stop any sooner for reasons
other than death or disability, the exception
no longer applies and you will owe the 10%
penalty and interest on the taxable amounts
received so far.
With some retirement plans, you may
be subject to the 10% tax penalty on early
distributions even if you are older than
age 59½ when the withdrawal is made. For
example, with a Roth IRA you must be
older than age 59½ and the account must be
open for at least 5 years before withdrawals avoid the 10% tax penalty (unless an
exception applies). SIMPLE IRAs have an
especially unpleasant surprise for some
unwary individuals who withdraw money
before age 59½—the tax penalty jumps
to 25% for withdrawals made within the
first two years that you participate in the
SIMPLE IRA plan.
You worked too hard over the years to
build your retirement savings to let tax
penalties unnecessarily erode those savings. Please talk to your tax and financial
advisors before you begin to draw on your
retirement savings. Your advisors can help
you avoid costly missteps by explaining
the tax rules that apply to your types of
accounts (they are too complex to fully explain here). Plus, your advisors can help you
decide which of your retirement accounts
to tap first, with an eye toward minimizing
your taxes and making your savings last. n
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Exceptions to the Age 59½ Rule

You can avoid the 10% federal tax penalty on early retirement plan withdrawals by meeting one of these exceptions.
THESE EXCEPTIONS APPLY TO

IRAs & Qualified Retirement Plans
Substantially equal periodic payments.
You can avoid the penalty on early withdrawals by withdrawing assets in a series of
substantially equal periodic payments.
Disability. You can make withdrawals
without penalty if you are totally and permanently disabled.
Unreimbursed medical expenses. Money
can be withdrawn penalty-free for the portion of your unreimbursed medical expenses
that exceeds the deduction threshold for
medical expenses.
Beneficiary. You can generally make
withdrawals without penalty from a retirement plan you inherit.
Qualified reservist. Reservists can make
withdrawals without penalty if they were
called to active duty after September 11,
2001 and meet other requirements.
IRS levy. Distributions due to an IRS levy
are penalty-free.
FR2012-1001-0056/E

THESE EXCEPTIONS APPLY TO

THESE EXCEPTIONS APPLY TO

IRAs Only

Qualified Retirement Plans Only

Medical insurance premiums if you are
unemployed. You can withdraw money
without penalty to pay your medical insurance premiums if you have received unemployment compensation for 12 consecutive
weeks and meet a few other requirements.

Leaving a job after a certain age. If you
leave a job in or after the year you reach
age 55 (age 50 if you are a qualified public
safety employee), withdrawals made from
that employer's retirement plan after you
leave are penalty-free.

Higher education expenses. In general,
withdrawals used to pay qualified higher
education expenses for yourself, your
spouse, your children, your grandchildren, or
your spouse's children or grandchildren are
penalty-free.

Qualified domestic relations order.
Distributions to an alternative payee
under a qualified domestic relations order
are penalty-free.

First home. You can generally withdraw
up to $10,000 without penalty if the funds
are used to buy, build, or rebuild a main
home for a first-time homebuyer, including
yourself, your spouse, or a child, grandchild,
parent, or ancestor of you or your spouse.
Even if you have previously owned a home,
you may qualify as a first-time homebuyer
if you (and your spouse, if you are married)
have not owned a main home in the past
two years.

Dividends from an employee stock
ownership plan.

Qualified retirement
plans include 401(k) and 403(b)
plans, among others.
Withdrawals from governmental 457(b) retirement
plans are not subject to the 10% tax penalty except
for distributions attributable to rollovers from
other types of plans or IRAs.
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TR AVEL

Agra: The Bold and the Beautiful

I

start thinking about Agra and I can’t
help it—the Taj Mahal just keeps popping into my mind and won’t go away.
I want to write about the other things to
admire in Agra, which on their own would
be well worth the journey. Yet all the while
I’m really just thinking, Taj Mahal, Taj Mahal. Even the local tourist brochures make a
half-hearted effort to highlight Agra’s other
attractions, before giving up and devoting
most of their space to what is, after all,
India’s most renowned building.
So bear with me a moment; it would be
perverse indeed to write about Agra and
not mention the Taj. It may be one of the
world’s most photographed icons, but noth16

ing prepares you for the impact of the real
thing. For a start, the Taj Mahal is quite
simply enormous, totally overwhelming the
tiny human figures circulating around it.
The delicate architecture, though, is nothing
short of brilliant, the white marble domes
seemingly as fragile as spun sugar. The
windows are intricately carved with geometric designs, flowers in marble blossom
from wall panels, and everywhere there are
inlays of semi-precious stone. All this is just
the Taj Mahal’s physical presence, to which
you have to add the sad tale of its builder,
Emperor Shah Jehan, who became inconsolable on the death of his wife Mumtaz and
built this mausoleum to her memory.

BY BRIAN JOHNSTON

Well, now I’ve got the Taj Mahal off my
chest, there are actually other things to see
in Agra. Marvelous things. Things that
would rate very highly if only there wasn’t
such overwhelming competition from youknow-what. How many people have heard of
the Tomb of Itemud-ud-Daula, for example?
Built between 1622 and 1628, the design of
the tomb inspired the Taj Mahal itself, and
indeed is now affectionately referred to by
locals as the Baby Taj. There’s certainly
an overall similarity, although on a much
smaller scale. This was the first building
in India to be constructed of pure marble
and features the first example of pietra dura
inlay, in which stones are recessed into

Just as every bone has been jolted loose, an
and domes. The sandstone of the buildings
marble in intricate patterns. For a first try, it
immense gateway appears on the summit of
glows spectacularly in the late afternoon
comes remarkably close to perfection. The
a hill shimmering in the heat: the Victory
floor is inlaid with colored stone to resemble sun; sit on the battlements and watch parGateway, built to commemorate Akbar’s
a Persian carpet, and the surrounding walls rots swoop against an orange sky. Fires in
military triumphs. Emperor Akbar came to
a hundred points of burning light spring
are engraved with pictures of cypresses and
Fatehpur Sikri to visit a renowned Sufi and
out of the gathering Agra dusk as mothers
flowers, both symbols of Paradise.
ask him for the blessing of a son. When a
prepare evening meals and the air fills with
The building is exquisite; then you turn
son was in fact born, Akbar vowed to build
the sound of peacocks, mewing loudly in
the other way and find village women in
a new city at the place where the Sufi lived,
the dry moat below.
billowing pink saris scrubbing themselves
and it soon became the wonder of India.
The great Mogul rulers meant to rest in
on the muddy banks of the river below,
Just eight years later the city had to
as much comfort in death as they had in
while impoverished kids pester oxen with
be abandoned because the water supply
life. Emperor Akbar started his own tomb
sticks. This casual juxtaposition of the
proved insufficient. Fatehpur Sikri now has
(though it was finished by his son Shah
sublime and the ordinary is what makes
a haunting emptiness about it, rather like a
Jehan when Akbar died in 1605) and obviAgra so striking; visitors could do worse
deserted stage set; even tourthan turn their eyes away
ists are few and far between,
from the monuments for
which is a shame, because
a moment, and appreciate
this is truly one of the most
the life that’s going on all
underrated sights in all India.
around them.
Step through the gateway
On a grander scale is
into the first courtyard and
Agra’s imposing fort, which
you’re guaranteed to gasp in
was begun in 1565 and
surprise at the vast rectangudeveloped by three of the
lar courtyard surrounded by
most magnificent Mogul
sumptuous buildings in red
emperors at a time when
sandstone. The sheer scale
Agra was at its zenith as a
of the now abandoned city
center of commerce, culture,
is incredible, and none of it
and learning. The fort is part
was hurriedly constructed;
military headquarters, with
© iStockphoto.com/John McIlwinen
every window, door, balcony,
high ramparts stretching in
Agra Fort is part military headquarters, part royal residence.
the shape of a crescent moon
and gateway is carved and
ously intended to rest for eternity in consid- decorated in some manner or other. Everyfor more than a mile along the banks of the
river, punctuated by four massive gateways. erable style. The mausoleum is several
thing in the city was carefully planned, from
miles outside Agra at Sikandra, and there’s
A dry moat completes the fortifications,
the drainage system for the fountains to the
now home to troupes of monkeys and green never a dull moment on the road there
stone rings that once held down silk canoas you pass buses, cars, cycle rickshaws,
parrots. The fort also served as a royal
pies that provided the courtyards with shade.
bullock and camel carts, pigs, donkeys,
residence, and is cluttered with audience
You could easily spend half a day here,
buses, and pedestrians. The mausoleum sits wandering through the empty buildings, inchambers, private apartments, courtyards,
in the middle of a vast 150-acre parkland
mosques, and gardens. Visitors can still inspecting the adornments, and soaking up the
complete with herds of deer and ubiquitous
spect the royal swimming pool (once filled
melancholy and magnificence. Most of it’s
monkeys and, like Agra Fort, shows a fuwith rosewater) as well as the hot and cold
deserted, and even the occasional tour group
sion of Muslim and Hindu architecture and
baths in the Palace of Mirrors, where the
is completely dwarfed by the immense scale
art. The emperor’s tomb lies in an underwalls are inlaid with a million tiny reflectof the place. Birds wheel in the sky overground crypt under dim lighting, sprinkled
ing pieces of glass.
head, screeching, and squirrels sun themwith rose petals by Indian visitors, who still selves on the warm ledges of the imperial
Most of Agra Fort is built of red sandrespect the memory of the great ruler.
stone in a mixture of Mogul and Hindu
palaces. By late afternoon the sun is turning
A final rival to the glories of the Taj Mastyles. Look for the typically Hindu wide
the sandstone to crimson, then orange, then
hal would certainly be the city of Fatehpur
eaves, ornamental brackets on roof beams,
the most subtle of pinks, until finally the
Sikri, another 18 miles or so beyond the
and elaborate embellishments with geolight fades over this city of lost dreams. It’s
metric designs and dancing girls, as well as mausoleum; you might wonder whether the all a far cry from the tourist crowds at the
road has been upgraded since Mogul times.
for the Mogul arches and windows, turrets
Taj Mahal, and just as rewarding. n
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Milwaukee, WI and Rome, Italy
Harley Davidson's 110th Anniversary Celebration
Harley-Davidson is commemorating 110 years of classic motorcycles and good times this summer in dozens of cities around the globe. Of special note are the celebrations scheduled for
Rome and Milwaukee. The Rome event, taking place June 13–16, 2013 in Central Rome, Vatican
City, and the Port of Ostia, features multiple stages for live music, demo rides, a custom bike
show, and motorcycle display areas. The Milwaukee celebration, taking place August 29–September 1, 2013, features entertainment and a custom bike show, plus the world's largest bike
night and a special H.O.G. 30th anniversary celebration on August 29.
New York, NY
Grand Central Terminal's 100th Anniversary February 1, 2013
This landmark building in Manhattan will celebrate its 100th anniversary with a day of music
and public performances, and the opening of a multimedia exhibition developed by the New
York Transit Museum that puts the Terminal into historical context and emphasizes its indelible impact on New York City. In May 2013, the celebration will continue with a public display
of historic train cars in the Terminal.
New York, Los Angeles, Boston, and Greater Washington, D.C. area
The 200th Anniversary of the Births of Richard Wagner and Giuseppe Verdi
In celebration of Wagner's and Verdi's births 200 years ago, the Metropolitan Opera (New York,
NY) is offering an abundance of Verdi and Wagner works in 2013, including three complete
Ring cycles by Wagner and five Verdi revivals. Opera fans around the world can catch a performance of Verdi's Rigoletto (February 16) and Wagner's Parsifal (March 2) at a local movie
theatre, broadcast live from the stage of the Metropolitan Opera. Wagner's The Flying Dutchman will be presented by the LA Opera in March and by the Boston Lyric Opera in April and
May. Also in honor of Wagner's birthday, the National Philharmonic (North Bethesda, MD) will
perform selections from ten of the composer's best known operas on June 1, 2013.
Saratoga Springs, NY
Saratoga 150 May–September 2013
Saratoga is stepping back 150 years in time to celebrate the birth of thoroughbred racing with
more than 100 events for residents and visitors to the area. Many of the events will have an
old-fashioned theme: cakewalks, ice cream socials, summer Sunday strolls, a porch contest,
and a pops concert. Race fans will appreciate the re-opening of the Oklahoma Track for public
viewing of the morning workouts. The National Museum of Racing and the Saratoga Springs
History Museum will each offer extensive exhibits commemorating Saratoga 150. During the
week of the actual anniversary, the Saratoga Race Course will be the scene of the Bettors Ball
to be held on July 29, 2013. n
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QUIZ

Move it, move it...
1.

This military-inspired workout offers camaraderie while
you burn calories and build endurance.
A. Ab lab
B. Boot camp

2.

“You’re pedaling up a long hill…”, or so says the instructor
as he sets the scene for this indoor cycling class.
A. Spinning
B. Step aerobics

3.

Concentration, control, centering, flow, precision and
breathing are the six main principles of:
A. Pilates
B. Ballet

4.

This fitness craze combines dance moves, aerobic elements, and a Latin beat.
A. Rumba
B. Zumba

5.

Through various poses, controlled breathing, and meditation, this fitness routine addresses both mind and body.
A. Yoga
B. Belly dancing
This piece of fitness equipment is a:
A. Medicine ball
B. Kettlebell

7.

You'll punch, kick, and sweat your way through this workout.
A. Cardio kickboxing
B. Tai chi

8.

This sport was created for a handball court.
A. Table tennis
B. Racquetball

9.

Which is not a type of yoga:
A. Kathmandu
B. Hatha
ANSWERS: 1–B, 2–A, 3–A, 4–B, 5–A, 6–B, 7–A, 8–B, 9–A.
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