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Periodic life insurance review is
essential
As important as life insurance is in managing wealth,
most people pay far too little attention to it. They buy
it, hold it and sometimes abandon it without a careful
analysis of their personal needs and objectives.

Life insurance IS a big deal, and to be managed
properly it requires a regular review as the insured’s
situation and needs change.
With a combined 36-plus years’ experience in financial
planning, we have helped hundreds of people to
properly manage their life insurance coverage. As FeeOnly advisors we have no vested interest in the
purchase of life insurance (or any insurance) by our
clients. If you’d like a review of your personal life
insurance coverage, please call to set an appointment.

Most of the fault lies with the life insurance industry.
Agents have an incentive to sell the most expensive
policies even to those who have no real need for
coverage. Then they lose whatever incentive they
initially had to service the policy, because they received
the bulk of their commissions upfront.
Policyholders must accept some of the blame for this
mismanagement. First, they buy insurance from a
commission-based agent who has no obligation to act
solely in their best interests. Then they don’t demand
service from their agent. When they get tired of
paying the premiums, they let coverage lapse, even
when they still have a need.
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What You Need to Know about Health
Savings Accounts
Health Savings Accounts (HSAs) are growing in
popularity, and more companies are offering them to
their employees. Many people, however, are confused
about what these plans are and when it is appropriate
to take advantage of them.
What Is an HSA? Health Savings Accounts were
created by a provision in the Medicare Prescription
Drug Improvement and Modernization Act of 2003
and signed into law in December of that year. The
purpose of creating the accounts was to provide a way
for Americans to prepare for future medical costs and
lower their health insurance premiums by switching to
higher-deductible medical plans. Employers can
establish plans for employees, and HSAs are also
offered by banks, credit unions, insurance companies,
and other approved companies.
In 2013, an individual can contribute up to $3,250 to
an HSA, while families can contribute $6,450. People
over 55 can also make a catch-up contribution of
$1,000.
What Type of Tax Benefits Does an HSA Offer?
Personal contributions offer participants an “above-the
-line” deduction, which allows them to reduce their
taxable income by the amount they contribute to their
HSA. Participants aren't required to itemize their
deductions to realize this benefit.
If your employer offers a “salary reduction” plan (also
known as a “Section 125 plan” or “cafeteria plan”), you
can make contributions to your HSA on a pre-tax
basis. However, the “above-the-line” deduction is off
limits for those who elect to contribute on a pre-tax
basis.
If you are self employed, you cannot contribute to an
HSA on a pre-tax basis. However, you can contribute
with after-tax dollars and take the above-the-line
deduction.
Who’s Eligible? In order to be eligible to contribute to
an HSA you have to be covered by a high-deductible
health insurance plan. "High-deductible" is defined as
a deductible (where you pay the first dollars for
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medical service out of your own pocket) of $1,250 or
higher for singles and $2,500 or higher for families.
In order to be eligible to contribute to an HSA, you
cannot be 65 years of age or older. People 65 and older
can maintain an HSA established prior to age 65, but
they can no longer make contributions into it.
An HSA cannot be established for those eligible to be
claimed as a dependent on another person's tax return.
Also, if you are covered by another health insurance
plan (such as a spouse's), you are not eligible for an
HSA.
If you die and have money in an HSA, your spouse
can use the account as if it were his or her own. If you
are not married, the account can pass to a beneficiary
but will no longer be considered an HSA and will be
taxable to the beneficiary. If your estate is the
beneficiary, the value of the HSA will be included on
your final income tax return.
Making Withdrawals from Your HSA: Withdrawals
made from your HSA are tax-free if used for qualified
medical expenses. The same things you can deduct on
Schedule A are considered medical expenses for
HSAs. For more information on exactly what
qualifies, see IRS Publication 502: Medical and
Dental Expenses.
If you don't need to withdraw the funds from your
HSA, you can let your contributions grow over time
tax-free (similar to IRA accounts). HSA contributions
grow on a tax-deferred basis. Moreover, unlike flexible
spending accounts you may have used in the past,
HSA contributions are not “use it or lose it.”
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Monthly Market Commentary
As May saw spring slowly roll into summer, bond
markets were sent into a tailspin by strong consumer
confidence reports and real estate price data. Stocks
managed to do better than bonds, but were still a little
off as Germany and the rest of Europe decided to ease
up on some of their austerity measures.
Employment: The U.S. economy added 175,000 jobs
in May, just a little better than 149,000 in April, and
the consensus forecast of 169,000. That's not far off
the average for the previous 12 months, which is
179,000 jobs. Year-over-year average data has shown
steady growth of around 1.9%–2.0% for almost two
years, which is consistent with GDP growth of
2.1%–2.3%. Equity markets reacted positively to the
employment numbers, but commodity and bond
markets were not as thrilled. The jobs report was high
enough to convince investors that the next recession
wasn't around the corner, and just weak enough that
Fed bond-buying programs are not likely to be
eliminated in the very near future. The unemployment
rate climbed to 7.6% in May from 7.5% in April.
Housing: Pending home sales showed a modest uptick
in April, which should bode well for existing home
sales in the months ahead. The Case-Shiller Home
Price Index posted a 10.5% increase for April
(calculated in year-over-year, 3-month average terms),
indicating that the 6%–8% price appreciation seen in
2012 could be followed by a potential 8%–10% move
in 2013. However, the Case-Shiller 20 is still about
28% below its all-time high, affordability remains near
record-high levels, and not every geographic market is
participating uniformly in the large increases. Also,
low inventories and still-tight lending conditions are
two major factors currently holding back the housing
market.
Consumer Spending: The most important thing to
remember when measuring this type of economic
indicator is that month-to-month numbers fluctuate a
lot and are not nearly as significant as long-term
trends. Year-over-year data has been exceptionally
stable and telling a story of slow and steady
improvement. However, there is a sizable gap between
income and spending. Spending itself remains stuck in
the same 2% annual growth trajectory it has been on
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for more than two years. Meanwhile, income growth
remains considerably below that level, which suggests
that even if the consumer is optimistic, the fuel
necessary for more spending is running a little low.
Consumers in the top income quartile (who are big
savers) really need to step it up spending-wise, and
weather and gas prices need to cooperate to keep the
U.S. economy from settling back a little in the second
quarter and in the second half of 2013.
Trade: The U.S. trade deficit as a percentage of GDP
has continued to shrink from 5.7% in 2005 to 2.9% in
2012 and 2.85% in the first quarter of 2013. The
deficit has remained steady the last several years, even
as the U.S. economy has entered a recovery (the trade
deficit generally increases in a recovery and decreases
in a recession). Continuing good news on the U.S. oil
and gas front could improve the deficit even further. A
smaller trade deficit points to a smaller need to borrow
money from outside the U.S. and also generally means
a stronger currency, which in turn helps control
inflation.
Overall, Morningstar economists believe that 2013
may still turn out OK, with 2.0%–2.25% GDP
growth, inflation well below 2%, and employment
growth of about 1.8%. Real estate and consumer
spending (especially on housing-related items) remain
the bedrock to forecasts for the rest of the year.
Government, business spending on structures and
technology, and exports are likely to provide a
headwind for most of 2013. The Affordable Care Act
could be either a headwind or a tailwind. To get GDP
growth much in excess of 2% now will require a few
lucky breaks in weather, inflation, and Europe. All
possible, but it's hard to take that to the bank. In fact,
just a couple of bad breaks and the Fed's next move
might be more loosening, not tightening.
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Why women should save more
Women face a different set of financial-planning
challenges than men because they tend to live longer,
earn less, and take more breaks from the work force.
Women may also experience more difficulties if they
are widowed or divorced. The good news is that
women tend to save more. According to Vanguard’s
“How America Saves 2013” report, women saved at
rates about 5% to 10% higher than those of men across
every income group. However, even though their
savings rates were higher, women’s balances in savings
accounts tended to be lower than those of men because
women, on average, had lower incomes. This
illustrates the extreme importance that saving (and
starting to do so early) has for women. It’s not always
easy, but managing debt, controlling expenses, and
contributing to a retirement plan can make a world of
a difference down the road.
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