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FROM
JOHN CARROLL

As often as we humans plan, the
curve balls of life certainly keep us
bobbing and weaving
(RE-planning!), but isn’t it comforting
knowing God’s purpose will prevail?
I constantly stand amazed at my
co-workers and their level of
intentional thought as it pertains to
our clients. To say “we care” at Smith
Capital would be an understatement.

Enjoy this month’s articles, enjoy the
fall season as it approaches, and
enjoy knowing your well-being is on
our minds.

DIRECTIONS FOR LIFE

Many are the plans in a man’s heart,
but it is the Lord’s purpose that
prevails.

Proverbs 19:21

The opportunity to acquire
company stock — inside or
outside a workplace
retirement plan — can be a
lucrative employee benefit.
But having too much of your
retirement plan assets or
net worth concentrated in

your employer's stock could become a problem
if the company or sector hits hard times and the
stock price plummets.

Buying shares of any individual stock carries
risks specific to that company or industry. A
shift in market forces, regulation, technology,
competition — even mismanagement, scandals,
and other unexpected events — could damage
the value of the business. Worst case, the stock
price may never recover. Adding to this risk,
employees who own shares of company stock
depend on the same company for their income
and benefits.

Time for a concentration checkup?
The possibility of heavy losses from having a
large portion of portfolio holdings in one
investment, asset class, or market segment is
known as concentration risk. With company
stock, this risk can build up gradually.

An employee's compensation could include
stock options or bonuses paid in company
stock. Shares may be offered at a small
discount through an employee stock purchase
plan, where they are typically purchased
through payroll deductions and held in a
taxable account. Company stock might also be
one of the investment options in the employer's
tax-deferred 401(k) plan, and some employers
may match contributions with company stock
instead of cash.

Investors who build large positions in company
stock may not be paying attention to the
concentration level in their portfolios, or they
could simply be ignoring the risk, possibly
because they are overly optimistic about their
employer's future. Retirement plan participants
might choose familiar company stock over more
diversified funds because they believe they
know more about their employer than about the
other investment options.

What can you do to help manage
concentration risk?
Look closely at your holdings. What
percentage of your total assets does company
stock represent? There are no set guidelines,
but holding more than 10% to 15% of your
assets in company stock could upend your
retirement plan and your overall financial
picture if the stock suddenly declines in value.

If you work for a big company, you may also
own shares of diversified mutual funds or
exchange-traded funds that hold large positions
in your employer's stock or the stock of
companies in the same industry.

Formulate a plan for diversifying your
assets. This may involve liquidating company
shares systematically or possibly right after
they become vested. However, it's important to
consider the rules, restrictions, and timeframes
for liquidating company stock, as well as any
possible tax consequences.

For example, special net unrealized
appreciation (NUA) rules may apply if you sell
appreciated company stock in a taxable
account, but not if you sell stock inside your
401(k) account and reinvest in other plan
options, or if you roll the stock over to an IRA.
You could miss out on potential tax savings,
because future distributions would generally be
taxed at higher ordinary income tax rates.

An appropriate allocation of company stock will
largely depend on your goals, risk tolerance,
and time horizon — factors you may want to
review with a financial professional. It may also
be helpful to seek an impartial assessment of
your company's potential as you weigh
additional stock purchases and make decisions
about keeping or selling shares you already
own.

All investments are subject to market
fluctuation, risk, and loss of principal. When
sold, investments may be worth more or less
than their original cost. Diversification is a
method used to help manage investment risk; it
does not guarantee a profit or protect against
investment loss.
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Future of the Federal Estate Tax
While no one can predict the future, the
possibility of tax reform is once again in the
spotlight. If it occurs, it may very well include
repeal of the federal estate tax and related
changes to the federal gift tax, the federal
generation-skipping transfer (GST) tax, and the
federal income tax basis rules.

History of the federal estate tax
In general, an estate tax is a tax on property a
person owns at death. In one form or another, a
federal estate tax has been enacted or
repealed a number of times since 1797.1

Estate tax enacted Estate tax repealed

1797 1802

1862 1872

1894 1902

1916 2010*

2011*

*For 2010, the estate tax was repealed, but
later retroactive legislation provided that an
estate could elect to be subject to estate tax in
return for a stepped-up (or stepped-down)
income tax basis for most property. The estate
tax was extended in 2011, with some changes.

The estate tax has undergone many changes
over the years, including the addition of a
federal gift tax and a federal GST tax during
modern times. A gift tax is a tax on gifts a
person makes while alive. A GST tax is a tax on
transfers to persons who are two or more
generations younger than the transferor. In
recent years, property owned at death has
generally received an income tax basis stepped
up (or down) to fair market value at death.

During the 2000s, the estate, gift, and GST tax
rates were substantially reduced, and the gift
and estate tax lifetime exclusion and the GST
tax exemption were substantially increased.
The estate tax and the GST tax, but not the gift
tax, were scheduled for repeal in 2010
(although certain sunset provisions would bring
them back unless Congress acted), but
legislation extended the estate tax and the GST
tax in 2011. (For 2010, the estate tax ended up
being optional and the GST tax rate was 0%.)
The gift and estate tax lifetime exclusion and
the GST tax exemption were increased to
$5,000,000 and indexed for inflation in later
years. For 2013, the top estate, gift, and GST
tax rate was increased to 40%, and the
extension and modifications were made
"permanent."

2017 Estate Planning Key Numbers

Annual gift tax
exclusion

$14,000

Gift tax and estate tax
basic exclusion
amount

$5,490,000

Noncitizen spouse
annual gift tax
exclusion

$149,000

Generation-skipping
transfer (GST) tax
exemption

$5,490,000

Top gift, estate, and
GST tax rate

40%

Federal estate tax
Repeal of the estate tax seems possible once
again. If repeal occurs, it could be immediate or
gradual as during the 2000s. Would it be
subject to a sunset provision, so that the estate
tax would return at a later time? All of this may
depend on congressional rules on the
legislative process, other legislative priorities,
and the effect the legislation would have on the
budget and the national debt.

Federal gift tax
If the estate tax is repealed, the gift tax may
also be repealed. However, it is possible that
the gift tax would be retained as a backstop to
the income tax (as in 2010). To some extent,
the gift tax reduces the ability of individuals to
transfer property back and forth in order to
reduce or avoid income taxes.

Federal GST tax
If the estate tax is repealed, the GST tax would
probably be repealed (as in 2010). If the gift tax
is not repealed, it is possible that the lifetime
GST tax provisions would be retained, but the
GST tax provisions at death repealed.

Federal income tax basis
If the estate tax is repealed, it is possible that
the general income tax basis step-up (or
step-down) to fair market value at death would
be changed to a carryover basis (i.e., the
decedent's basis before death carries over to
the person who inherits the property). In 2010,
a modified carryover basis (a limited amount of
property could receive a stepped-up basis)
applied unless the estate elected to be subject
to estate tax. It is also possible that a
Canadian-style capital gain tax at death could
be adopted in return for a stepped-up basis for
the property.

The federal estate tax has
been enacted or repealed a
number of times over the
years, while undergoing
many changes. Tax reform,
including possible repeal of
the estate tax, is back in the
spotlight once again.

1 2015 Field Guide to Estate
Planning, Business Planning
& Employee Benefits
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The Health-Wealth Connection
It's a vicious cycle: Money is one of the greatest
causes of stress, prolonged stress can lead to
serious health issues, and health issues often
result in yet more financial struggles.¹ The clear
connection between health and wealth is why
it's so important to develop and maintain
lifelong plans to manage both.

The big picture
Consider the following statistics:

1. More than 20% of Americans say they have
either considered skipping or skipped going to
the doctor due to financial worries. (American
Psychological Association, 2015)

2. More than half of retirees who retired earlier
than planned did so because of their own
health issues or to care for a family member.
(Employee Benefit Research Institute, 2017)

3. Chronic diseases such as heart disease,
type 2 diabetes, obesity, and arthritis are
among the most common, costly, and
preventable of all health problems. (Centers for
Disease Control and Prevention, 2017)

4. Chronic conditions make you more likely to
need long-term care, which can cost anywhere
from $21 per hour for a home health aide to
more than $6,000 a month for a nursing home.
(Department of Health and Human Services,
2017)

5. A 65-year-old married couple on Medicare
with median prescription drug costs would need
about $265,000 to have a 90% chance of
covering their medical expenses in retirement.
(Employee Benefit Research Institute, 2017)

Develop a plan for long-term health ...
The recommendations for living a healthy
lifestyle are fairly straightforward: eat right,
exercise regularly, don't smoke or engage in
other risky behaviors, limit soda and alcohol
consumption, get enough sleep (at least seven
hours for most adults), and manage stress. And
before embarking on any new health-related
endeavor, talk to your doctor, especially if you
haven't received a physical exam within the
past year. Your doctor will benchmark important
information such as your current weight and
risk factors for developing chronic disease.
Come to the appointment prepared to share
your family's medical history, be honest about
your daily habits, and set goals with your
doctor.

Other specific tips from the Department of
Health and Human Services include:

Nutrition: Current nutritional guidelines call for
eating a variety of vegetables and whole fruits;
whole grains; low-fat dairy; a wide variety of
protein sources including lean meats, fish,
eggs, legumes, and nuts; and healthy oils.
Some medical professionals are hailing the
long-term benefits of the so-called
"Mediterranean diet." Details for a basic healthy
diet and the Mediterranean diet can be found at
health.gov/dietaryguidelines.

Exercise: Any physical activity is better than
none. Inactive adults can achieve some health
benefits from as little as 60 minutes of
moderate-intensity aerobic activity per week.
However, the ideal target is at least 150
minutes of moderate-intensity or 75 minutes of
high-intensity workouts per week. For more
information, visit health.gov/paguidelines.

... and long-term wealth
The recommendations for living a financially
healthy life aren't quite as straightforward
because they depend so much on your
individual circumstances. But there are a few
basic principles to ponder:

Emergency savings: The amount you need
can vary depending on whether you're single or
married, self-employed or work for an
organization (and if that organization is a risky
startup or an established entity). Typical
recommendations range from three months' to
a year's worth of expenses.

Retirement savings: Personal finance
commentator Jean Chatzky advocates striving
to save 15% of your income toward retirement,
including any employer contributions. If this
seems like a lofty goal, bear in mind that as
with exercise, any activity is better than none —
setting aside even a few dollars per pay period
can lead to good financial habits. Consider
starting small and then increasing your
contributions as your financial circumstances
improve.

Insurance: Make sure you have adequate
amounts of health and disability income
insurance, and life insurance if others depend
on your income. You might also consider
long-term care coverage.²

Health savings accounts: These
tax-advantaged accounts are designed to help
those with high-deductible health plans set
aside money specifically for medical expenses.
If you have access to an HSA at work, consider
the potential benefits of using it to help save for
health expenses.

"Always keep two things in
stock: crunchy vegetables and
an emergency savings
account."

Michael F. Roizen, MD, and
Jean Chatzky, personal finance
commentator

Authors of Ageproof: Living
Longer Without Running Out of
Money or Breaking a Hip

¹ American Psychological
Association, February 4,
2015; The Telomere Effect:
A Revolutionary Approach
to Living Younger, Healthier,
Longer, by Blackburn and
Epel; and Ageproof: Living
Longer Without Running Out
of Money or Breaking a Hip,
by Chatzky and Roizen

² The cost and availability of
life insurance depend on
factors such as age, health,
and the type and amount of
insurance purchased. A
complete statement of
coverage, including
exclusions, exceptions, and
limitations, is found only in
the policy. It should be
noted that long-term care
carriers have the discretion
to raise their rates and
remove their products from
the marketplace.
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Past performance may not be indicative of future
results. Different types of investments involve varying
degrees of risk, and there can be no assurance that
future performance of any specific investment,
investment strategy, or product or any
non-investment related content made reference to
directly or indirectly in this newsletter (including
investments and/or strategies recommended or
undertaken by Smith Capital), will be profitable, equal
any corresponding indicated historical performance
level(s), be suitable for your portfolio or individual
situation, or prove successful. Due to various factors,
including changing market conditions and/or
applicable laws, the content may no longer be
reflective of current opinions or positions. You should
not assume that any discussion or information
contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice
from Smith Capital. If a reader has any questions
regarding the applicability of any specific issue
discussed above to his/her individual situation,
he/she is encouraged to consult with a professional
advisor of his/her choosing. Smith Capital is neither a
law firm nor a certified public accounting firm and no
portion of the newsletter content should be construed
as legal or accounting advice. If you are a Smith
Capital client, please remember to contact Smith
Capital, if there are any changes in your
personal/financial situation or investment objectives.
A copy of Smith Capital’s current written disclosure
statement is available upon request. Smith Capital is
an Investment Advisory Firm registered with the
SEC. Clients include pension and profit sharing
plans, endowments, trusts, and individuals. The
minimum portfolio size is $500,000.
Address inquiries to: Smith Capital 100 Morgan
Keegan Drive, Suite 410 Little Rock, AR 72202
Phone: 501-228-0040 Toll Free 800-866-2615
E-Mail: info@smithcap.com Website:
www.smithcap.com

Is the Social Security Administration still mailing Social
Security Statements?
Your Social Security
Statement provides important
information about your Social
Security record and future

benefits. For several years, the Social Security
Administration (SSA) mailed these statements
every five years to people starting at age 25,
but due to budgetary concerns, the SSA has
stopped mailing Social Security Statements to
individuals under age 60.

Workers age 60 and over who aren't receiving
Social Security benefits will still receive paper
statements in the mail, unless they opt to sign
up for online statements instead. If you're age
60 or older, you should receive your statement
every year, about three months before your
birthday. The SSA will mail statements upon
request to individuals under age 60.

However, the quickest way to get a copy of
your Social Security Statement is to sign up for
a my Social Security account at the SSA
website, ssa.gov. Once you've signed

up, you'll have immediate access to your
statement, which you can view, download, or
print. Statement information generally includes
a projection of your retirement benefits at age
62, at full retirement age (66 to 67), and at age
70; projections of disability and survivor
benefits; a detailed record of your earnings; and
other information about the Social Security
program.

The SSA has recently begun using a two-step
identification method to help protect my Social
Security accounts from unauthorized use and
potential identity fraud. If you've never
registered for an online account or haven't
attempted to log in to yours since this change,
you will be prompted to add either your cell
phone or email address as a second
identification method. Every time you enter your
account username and password, you will then
be prompted to request a unique security code
via the identification method you've chosen,
and you need to enter that code to complete
the log-in process.
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