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When a Saver Marries a Spender, Every Penny Counts
If you're a penny pincher but your
spouse is penny wise and pound
foolish, money arguments may
frequently erupt. Couples who have opposite philosophies regarding saving and spending often
have trouble finding common ground. Thinking of
yourselves as two sides of the same coin may
help you appreciate your financial differences.
Heads or tails, saver or spender
If you're a saver, you love having money in the
bank, investing in your future, and saving for a
rainy day. You probably hate credit card debt and
spend money cautiously. Your spender spouse
may seem impulsive, prompting you to think,
"Don't you care about our future?" But you may
come across as controlling or miserly to your
spouse who thinks, "Just for once, can't you loosen up? We really need some things!"
Such different outlooks can lead to mistrust and
resentment. But are your characterizations fair?
Your money habits may have a lot to do with how
you were raised and your personal experience.
Being a saver or a spender may come naturally;
instead of assigning blame, try to see your
spouse's side.
Start by discussing your common values. What do
you want to accomplish together? Recognize that
spenders may be more focused on short-term
goals, while savers may be more focused on longterm goals. Ultimately, whether you're saving for a
vacation, a car, college, or retirement, your money
will be spent on something. It's simply a matter of
deciding together when and how to spend it.
A penny for your thoughts?
Sometimes couples avoid talking about money
because they are afraid to argue. But talking about
money may actually help you and your spouse
avoid conflict. Scheduling regular money meetings
could help you gain a better understanding of your
finances and provide a forum for handling disagreements.
To help ensure a productive discussion, establish
some ground rules. For example, you might set a

time limit, insist that both of you come prepared, and
take a break in the event the discussion the discussion becomes heated.
Communication and compromise are key. Don't
assume you know what your spouse is thinking--ask
--and be willing to negotiate. Here are some questions to get started.
• What does money represent to you? Security?
Freedom? The opportunity to help others?
• What are your short-term and long-term savings
goals?
• How much money is coming in and how much is
going out? Never assume that your spouse knows
as much about your finances as you do.
• How comfortable are you with debt, including mortgage debt, credit card debt, and loans?
• Who should you spend money on? Do you agree
on how much to give to your children or how much
to spend on gifts to family members and friends, for
example?
• What rules would you like to apply to purchases?
One option is to set a limit on how much one spouse
can spend on an item without consulting the other.
• Would you like to set aside some discretionary
money for each of you? Then you would be free to
save or spend those dollars without having to justify
your decision.
Once you've explored these topics, you can create a
concrete budget or spending plan that reflects your
financial personalities. To satisfy you and your
spouse, make savings an "expense" and allow some
room in the budget for unexpected expenses. And
track your progress. Having regular meetings to go
over your finances will enable you to celebrate your
financial successes or identify areas where you
need to improve. Be willing to make adjustments if
necessary.
Finally, recognize that getting on the same page is
going to take some work. When you got married,
you promised to love your spouse for richer or poorer. Maybe it's time to put your money where your
mouth is.

“Savers & Spenders” see page 36 of book “ Dreamer to Dream Maker
[To get a copy, call our office]
Article prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2016
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What's New in the World of Higher Education?
If you're a parent or grandparent of a college student or soon-to-be college student, you might be
interested to learn what's new in the world of higher
education.
Higher college costs
Total average costs for the 2015/2016 school year
increased about 3% from the previous year:
$24,061 for public colleges (in-state), $38,855 for
public colleges (out-of-state), and $47,831 for private colleges.1
Total average costs include direct billed costs for
tuition, fees, room, and board; and indirect costs for
books, transportation, and personal expenses. Together, these items are officially referred to as the
"total cost of attendance." Note that the cost figure
for private colleges cited by the College Board is an
average; many private colleges cost substantially
more--over $60,000 per year.

will be able to file the government's financial aid
application, the FAFSA, as early as October 1,
2016, rather than having to wait until after January
1, 2017. The intent behind the change is to better
align the financial aid and college admission timelines and to provide families with information about
aid eligibility earlier in the process.
One result of the earlier timeline is that your 2015
federal income tax return will do double duty as a
reference point for your child's federal aid eligibility-it will be the basis for the FAFSA for both the
2016/2017 and 2017/2018 years.
School Year

Tax Return
Required

FAFSA Earliest
Submission

2016/2017

2015

January 1, 2016

2017/2018

2016

October 1, 2016

2018/2019

2016

October 1, 2017

Higher student debt
Seven in 10 college seniors who graduated in 2014
(the most recent year for which figures are available) had student loan debt, and the average
amount was $28,950 per borrower.2 It's likely this
amount will be higher for the classes of 2015 and
2016.
Student loan debt is the only type of consumer debt
that has grown since the peak of consumer debt in
2008; balances have eclipsed both auto loans and
credit cards, making student loan debt the largest
category of consumer debt after mortgages. As of
September 2015, total outstanding student loan
debt was over $1.2 trillion.3
Reduced asset protection allowance
Behind the scenes, a stealth change in the federal
government's formula for determining financial aid
eligibility has been quietly (and negatively) impacting families everywhere. You may not have heard
of the asset protection allowance before. But this
figure, which allows parents to shield a certain
amount of their nonretirement assets from the federal aid formula, has been steadily declining for
years, resulting in higher expected family contributions for families. For the 2012/2013 year, the asset
protection allowance for a 47-year-old married parent was $43,400. Today, for the 2016/2017 year,
that same asset protection allowance is $18,300--a
drop of $25,100. The result is a $1,415 decrease in
a student's aid eligibility ($25,100 x 5.64%, the federal contribution percentage required from parent
assets).
New FAFSA timeline
Beginning with the 2017/2018 school year, families

American Opportunity Tax Credit now permanent
The American Opportunity Tax Credit was made
permanent by the Protecting Americans from Tax
Hikes Act of 2015. It is a partially refundable tax
credit (meaning you may be able to get some of
the credit even if you don't owe any tax) worth up
to $2,500 per year for qualified tuition and related
expenses paid during your child's first four years of
college. To qualify for the full credit, single filers
must have a modified adjusted gross income
(MAGI) of $80,000 or less, and joint filers must
have a MAGI of $160,000 or less. A partial credit is
available for single filers with a MAGI over $80,000
but less than $90,000, and for joint filers with a
MAGI over $160,000 but less than $180,000.
New REPAYE plan for federal loans
The pool of borrowers eligible for the government's
Pay As You Earn (PAYE) plan for student loans
has been expanded as of December 2015. The
new plan, called REPAYE (Revised Pay As You
Earn), is available to all borrowers with federal
Direct Loans, regardless of when the loans were
obtained (the original PAYE plan is available only
to borrowers who took out loans after 2007).
Under REPAYE, monthly student loan payments
are capped at 10% of a borrower's discretionary
income, with any remaining debt forgiven after 20
years of on-time payments for undergraduate loans
and 25 years of on-time payments for graduate
loans. To learn more about REPAYE or incomedriven repayment options in general, visit the federal student aid website at studentaid.gov.

Article prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2016

Tools for students
The Department of Education
and the Consumer Financial
Protection Bureau have
launched the "Know Before
You Owe" campaign, which
includes a standard financial
aid award letter for colleges to
use so that students can better
understand the type and
amount of aid they qualify for
and more easily compare aid
packages from different
colleges. In addition, to help
students search for and select
suitable colleges, the
Department has launched its
College Scorecard online tool
at collegescorecard.ed.gov.

Sources
1 College Board, Trends in
College Pricing 2015
2 The Institute for College
Access and Success, Student
Debt and the Class of 2014,
October 2015
3 Federal Reserve Bank of
New York, Quarterly Report on
Household Debt and Credit,
November 2015
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Earn Too Much for a Roth IRA? Try the Back Door!
Background

The IRS is always at the front door…

Roth IRAs, created in 1997 as part of the Taxpayer
Relief Act, represented an entirely new savings
opportunity--the ability to make after-tax contributions that could, if certain conditions were met,
grow entirely free of federal income taxes. These
new savings vehicles were essentially the inverse
of traditional IRAs, where you could make deductible contributions but distributions would be fully
taxable. The law also allowed taxpayers to
"convert" traditional IRAs to Roth IRAs by paying
income taxes on the amount converted in the year
of conversion.

For taxpayers who have no other traditional
IRAs, establishment of the back-door Roth IRA
is essentially tax free. Income tax is payable on
the earnings, if any, that the traditional IRA generates until the Roth conversion is complete.
However, assuming the contribution and conversion are done in tandem, the tax impact should
be nominal. (The 10% penalty tax for distributions prior to age 59½ generally doesn't apply to
taxable conversions.)

Unfortunately, the law contained two provisions that
limited the ability of high-income taxpayers to participate in the Roth revolution. First, the annual
contributions an individual could make to a Roth
IRA were reduced or eliminated if his or her income
exceeded certain levels. Second, individuals with
incomes of $100,000 or more, or whose tax filing
status was married filing separately, were prohibited from converting a traditional IRA to a Roth IRA.
In 2005, however, Congress passed the Tax Increase Prevention and Reconciliation Act (TIPRA),
which repealed the second barrier, allowing anyone
to convert a traditional IRA to a Roth IRA--starting
in 2010--regardless of income level or marital status. But TIPRA did not repeal the provision that
limited the ability to make annual Roth contributions
based on income. The current limits are set forth in
the chart below:
Phase-out ranges for determining ability to fund
a Roth IRA in 2016*
Single/head of
household

$117,000 - $132,000

Married filing jointly

$184,000 - $194,000

Married filing separately $0 - $10,000
*Applies to modified adjusted gross income
(MAGI)
Through the back door…
Repeal of the provisions limiting conversions created an obvious opportunity for high-income taxpayers who wanted to make annual Roth contributions
but couldn't because of the income limits. Those
taxpayers (who would also run afoul of similar income limits that prohibited them from making deductible contributions to traditional IRAs) could
simply make nondeductible contributions to a traditional IRA and then immediately convert that IRA
to a Roth IRA--a "back door" Roth IRA.

But if a taxpayer owns other traditional IRAs at
the time of conversion, the tax calculation is a bit
more complicated because of the so-called "IRA
aggregation rule." When calculating the tax impact of a distribution (including a conversion)
from any traditional IRA, all traditional and SEP/
SIMPLE IRAs a taxpayer owns (other than inherited IRAs) must be aggregated and treated as a
single IRA.
For example, assume Jillian creates a back-door
Roth IRA in 2016 by making a $5,500 contribution to a traditional IRA and then converting that
IRA to a Roth IRA. She also has another traditional IRA that contains deductible contributions
and earnings worth $20,000. Her total traditional
IRA balance prior to the conversion is therefore
$25,500 ($20,000 taxable and $5,500 nontaxable). She has a distribution (conversion) of
$5,500: 78.4% of that distribution ($20,000/
$25,500) is considered taxable ($4,313.73), and
21.6% of that distribution ($5,500/$25,500) is
considered nontaxable ($1,186.27).
Note: These tax calculations can be complicated. Fortunately, the IRS has provided a worksheet (Form 8606) for calculating the taxable
portion of a conversion.
There's also a side door...
Let's assume Jillian in the example above isn't
thrilled about having to pay any income tax on
the Roth conversion. Is there anything she can
do about it?
One strategy to reduce or eliminate the conversion tax is to transfer the taxable amount in the
traditional IRAs ($20,000 in our example) to an
employer qualified plan like a 401(k) prior to
establishing the back-door Roth IRA, leaving the
traditional IRAs holding only after-tax dollars.
Many 401(k) plans accept incoming rollovers.
Check with your plan administrator.

Article prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2016

If you have taxable compensation,
you can contribute up to $5,500 to
an IRA in 2016, or $6,500 if you'll
be 50 or older by the end of the
year. You can't contribute to a
traditional IRA for the year you turn
70½, or thereafter.
To be eligible for tax-free qualified
distributions from a Roth IRA, you
must satisfy a five-year holding
period and, in addition, one of the
following must apply: you have
reached age 59½ by the time of
the withdrawal, the withdrawal is
made because of disability, or the
withdrawal is made to pay first-time
homebuyer expenses ($10,000
lifetime limit from all IRAs).
It's not clear how long the back
door is going to remain open.
There have been suggestions that
this is a loophole that should be
legislatively closed.
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