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Why Does Europe Affect Your
Portfolio?

When a possible default on Greek sovereign debt becomes headline
news, a lot of people find themselves wondering, “How can the problems
of a country so small and so far away create such turmoil in the world’s
financial markets? “What's happening in Europe is probably affecting
your portfolio right now, regardless of the quality of your holdings or how
well diversified you are.

Bank exposure

One of the chief concerns about the possibility of default on sovereign
debt has to do with the financial stability of banks that hold it. For ex-
ample, some of the largest French banks have already seen their credit
ratings downgraded because of their extensive holdings of debt from
troubled European countries. If a Greek default made banks reluctant to
lend to one another, that could affect credit markets worldwide.

American banks hold very little Greek debt compared to European banks;
however, they could face a different challenge. Derivatives known as
credit default swaps can create a ripple effect, multiplying a default’s
impact beyond the bondholders to other financial institutions and insti-
tutional investors. U.S. financial institutions are major issuers of credit de-
fault swaps, and the potential impact that a Greek default would have is
unclear. However, since the 2008 financial crisis, banks have been forced
to hold greater capital reserves to deal with contingencies.

Potential for tighter credit creating recession

Lending worldwide hasn't fully recovered from the last financial crisis,
and has helped keep global economic recovery sluggish. If banks’lending
ability were impaired further by a financial crisis brought on by a default
on sovereign debt, pessimists argue that a slowing global economy could
be thrown into recession. Europe represents a major market for many U.S.
companies, and a recession there would be felt around the globe.

Greece could be the tip of the iceberg

Even though Greece is the immediate concern, Europe’s larger economies
could pose a bigger threat. Italy and Spain both face debt and deficit
problems. Italy’s economy is more than five times that of Greece; Spain’s is
more than four times bigger (CIA World Factbook 2011). If a Greek default
would have a ripple effect, default by Spain or Italy could create waves.

To compound the problem, borrowing costs for troubled countries have
risen. At recent auctions, nervous investors have demanded higher inter-
est rates to compensate them for their higher perceived risk. As any credit
card holder knows, having to pay a higher interest rate makes paying off
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debt and balancing the budget more difficult.

All politics is local

Recently there have been signs that voters in stronger Euro-
pean countries, such as Germany, may be questioning why
they should continue to support others when their own
economies are slowing. Also, investors worry that the financial
support available from the European Financial Stability Fund
(EFSF) may not be sufficient or available quickly enough to
avert problems. Though there’s no shortage of suggestions for
how to deal with the situation issuance of euro bonds backed
by all eurozone members, leveraging the EFSF’s existing assets,
greater fiscal integration among countries, Greece abandoning
the euro questions about the ability and willingness of other
eurozone countries to support weaker members have contrib-
uted to investor anxiety.

Financial markets hate uncertainty, and the situation has
contributed to the recent volatility across a variety of asset
classes. However, eurozone leaders have the benefit of having
watched the United States during the 2008 crisis. Also, they
have generally reaffirmed their determination to defend the
euro.

Uncertainty about Europe could persist for months, so while
it's important to monitor the situation, don't let every twist and
turn derail a carefully constructed investment game plan. To
determine how market events might affect your own portfolio,
don’t hesitate to ask questions and get expert help.

Long-Term Care Planning Is
Important for Women

The prospect of needing long-term care is an important, yet
sometimes overlooked, part of financial and retirement
planning. Yet it may be especially vital for women to consider
as they often face the need for long-term care as both a
caregiver and recipient.

Women as caregivers

While you may think most long-term care is received in a
nursing home setting, the National Clearinghouse for Long-
Term Care Information (National Clearinghouse) estimates that
about 80% of care is provided at home by informal (unpaid)
family caregivers. Of those caregivers, about 60% are women
(www.longtermcare.gov).

In many instances, the care provided for chronically disabled
older adults is quite intensive and time consuming. Women
who act as family caregivers of older people with high levels of
personal care needs may face considerable financial, emotion-
al, and physical strain. For instance, caregivers may face

financial challenges due to lost wages from reduced work
hours, time out of the workforce, extended family leave, or
early retirement. Reduced work hours or extended time out of
work may also affect the ability to contribute toward retire-
ment savings, potentially resulting in a loss of retirement
income.

Caregivers also may face emotional strains and poor health
related to their caregiving responsibilities. This may be espe-
cially true for older women caregivers and younger women
who may be caring for an older family member in addition to
managing their own household.

Women as long-term care recipients
According to the Centers for Disease Control and Prevention
(CDC), women outlive men by an average of 6 years (www.cdc.
gov). Because they tend to live longer, women are at a higher
risk than men of needing long-term care (source: National
Clearinghouse). And the National Clearinghouse reports that
women, on average, need care over a longer time than men
(3.7 years vs. 2.2 years). With a longer life expectancy and a
greater likelihood of needing long-term care, women often
must confront their long-term care needs without the help of
their spouse or other family members.

Paying for long-term care

Long-term care can be expensive. An important part of
planning is deciding how to pay for these services.

Buying long-term care (LTC) insurance is an option. Many LTC
insurance policies pay for the cost of care provided in a nursing
home, assisted living facility, or at home, but the premium paid
generally depends on the age of the insured and the policy
benefits and options purchased. And premiums can increase if
the insurer raises its overall rates. Even with LTC insurance, you
still may have some out of pocket contributions in addition to
premium payments. For example:

* Notall policies provide coverage for care in your home,
even though that’s where most care is provided. While the
cost of in home care may be less than the cost of care
provided in a nursing home, it can still be quite expensive.

e Most policies allow for the selection of an elimination
period of between 10 days and 1 year, during which time
the insured is responsible for payment of care.

e The LTCinsurance benefit is often paid based on a daily or
monthly maximum amount, which may not be enough to
cover all of the costs of care.

*  While lifetime coverage may be selected, it can increase
the premium cost significantly, and some policies may not
offer that option. Most common LTC insurance benefit
periods last from 1 year to 5 years, after which time the



Planning News: November, 2011

insurance coverage generally ends regardless of whether-
care is still being provided.

Government benefits provided primarily through a state’s
Medicaid program may be used to pay for long-term care. To
qualify for Medicaid, however, assets and income must fall
below certain limits, which vary from state to state. Often, this
requires spending down assets, which may mean using
savings to pay for care before qualifying for Medicaid.

Women may have to confront particular challenges when
planning for long-term care. A financial professional can help
with some of the complex issues you may face when preparing
for the possibility of long-term care, both as a caregiver and a
receiver of care.

Factoring Health Care Costs
into Retirement Planning

There are many factors to consider in determining how much
you'll need to save in order to enjoy a comfortable and
financially secure retirement. One often overlooked retirement
expense is the cost of health care. You may presume that when
you reach age 65, Medicare will cover most health care costs.
However, Medicare currently only pays for a portion of the cost
for most health care services, leaving a potentially large
amount of uninsured medical expenses. Without proper
planning, health care costs can sap retirement income in a
hurry, leaving you financially strapped.

How much will you need?

How much you'll spend generally may depend on when you
retire, how long you live, your health status, and the cost of
medical care in your area. But the costs can add up. You won't
have to pay for Medicare Part A hospital insurance (unless you
don't qualify and have to buy into the program), but you will
likely pay either $96.40 or $110.50 each month in 2011 for
Medicare Part B physician’s coverage (although you may pay
higher premiums based on income and other factors), and an
average of $30 per month for Medicare Part D prescription
coverage. In addition, there are co-pays and deductibles to
consider (e.g., after paying the first $162 in Part B expenses per
year, you pay 20% of the Medicare approved amount for
services thereafter).

The cost of health care is rising. The Centers for Medicare &
Medicaid Services (CMS) reports that national health expendi-
tures grew by 4% in 2009. And the CMS Office of the Actuary
estimates that out of pocket spending is projected to grow at
an average rate of 5% from 2015 through 2020.

What can you do?
It's clear that health care is an important factor in retirement
planning. And while you may be able to buy a cheaper car, live

in a smaller home, or take fewer vacations in order to stay
within your retirement income budget, you can’t do without
necessary medical care. So what can you do? You can better
prepare for these expenses by taking the following steps:

«  Acknowledge that paying for health care in retirement is
an issue to consider. Don’t presume Medicare and Me-
digap insurance will cover all your expenses they probably
won't. Include potential health care costs in your retire-
ment plan.

«  Evaluate your present health and project your future
medical needs. That might be easier said than done, but
taking stock of your overall health now and factoring in
your family’s health history may help you determine the
type of care you might need in retirement. Are you
currently being treated for high blood pressure or diabe-
tes? Do you live a healthy lifestyle? Does heart disease run
in your family?

e Understand what Medicare covers and what it costs. For
instance, Medicare (Part A, Part B, and Part D) generally
provides benefits for inpatient hospital care, medically
necessary doctor’s visits, and prescriptions. But Medicare
doesn't cover everything. Examples of services generally
not covered by Medicare include most chiropractic care,
dental or vision care, and long-term care. You'll also have
to account for deductibles, co-insurance costs for some
services, and a monthly premium for Medicare Parts B and
D.

e Consider the cost of supplemental insurance. Medigap
plans are standardized policies sold by private insurance
companies that pay for some or all of the costs not covered
by Medicare. In addition to Medigap policies, other types
of supplemental insurance include long-term care insur-
ance, dental insurance, and vision insurance. The type and
amount of coverage that’s best for you depends on a
number of factors, including how much premium you can
afford, what benefits you need, your financial resources,
your health, and your anticipated medical needs.

« Don't forget to factor in the cost of long-term care. The
National Clearinghouse for Long-Term Care Information
estimates that at least 70% of people over age 65 will
require some long-term care services. Medicare does not
pay for custodial (nonskilled) long-term care services, and
Medicaid pays only if you and your spouse meet income
and asset criteria.

*  Save, save, save. You may have already begun saving for
your retirement, but if you fail to include the cost of health
care in your plan, you're likely leaving out a big expense.
Your financial professional can help you figure out how
much you may need to save and adjust your retirement
planning strategies to account for potential health care
costs in retirement.
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Ask the Experts: I'm retiring to
a state with no income tax.
Can my former state tax my
retirement benefits?

The short answer is “no.”

In the past, several states enacted “source tax” laws that
attempted to tax retirement benefits if they were earned in
that state, regardless of where a taxpayer resided when the
benefits were ultimately paid. For example, if you earned a
$50,000 annual pension while working in California, and then
retired to Florida, California would attempt to tax those
benefits, even though you were no longer a California resident.

But, in 1996, a federal law was enacted (P.L. 104-95) that
prohibited states from taxing certain retirement benefits paid
to nonresidents. As a result, if your retirement benefits are
covered by the law (most are, see below), only the state in
which you reside (or are domiciled) can tax those benefits.

Whether you're a resident of, or domiciled in, a state is deter-
mined by the laws of that particular state. In general, your
residence is the place you actually live. Your domicile is your
permanent legal residence; even if you don't currently live
there, you have an intent to return and remain there.

The law applies to all qualified plans (this includes 401(k)s,
profit-sharing plans, and defined benefit plans), IRAs, SEP-IRAs,
Internal Revenue Section 403(a) annuities, Section 403(b)
plans, Section 457(b) plans, and governmental plans.

The law provides only limited protection for nonqualified
deferred compensation plan benefits. Benefits paid from
nonqualified plans that are designed solely to pay benefits in
excess of certain Internal Revenue Code limits (for example,
Section 415 excess benefit plans) are covered by the law. Also
covered are nonqualified plan (for example, top-hat plan)
benefits that are paid over the employee’s lifetime, or over a
period of at least 10 years.

Examples of benefits that are not covered by the law include
stock options, stock appreciation rights (SARs), and restricted
stock.



