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JOHN CARROLL

I often find myself enriched by the words
of many of you: our clients, prospects,
and friends. We, as advisers, need to
listen intently to the wisdom of those who
we seek to serve. Just as our Proverb
below states, that two-way earnest
counsel brings a pleasant tone to our
relationship that is cherished by all at
Smith Capital. We hope you feel the
same.

A variety of topics are covered in this
month’s issue, so hopefully each of you
can glean some beneficial information.

DIRECTIONS FOR LIFE

Perfume and incense bring joy to the
heart, and the pleasantness of one’s
friend springs from his earnest counsel.

Proverbs 28:9

When it comes to your finances,
you might easily overlook some
of the numbers that really count.
Here are four to pay attention to
now that might really matter in
the future.

1. Retirement plan contribution rate
What percentage of your salary are you
contributing to a retirement plan? Making
automatic contributions through an
employer-sponsored plan such as a 401(k) or
403(b) plan is an easy way to save for
retirement, but this out-of-sight, out-of-mind
approach may result in a disparity between
what you need to save and what you actually
are saving for retirement. Checking your
contribution rate and increasing it periodically
can help you stay on track toward your
retirement savings goal. .

Some employer retirement plans let you sign up
for automatic contribution rate increases each
year, which is a simple way to bump up the
percentage you're saving over time. In addition,
try to boost your contributions when you receive
a pay raise. Consider contributing at least
enough to receive the full company match (if
any) that your employer offers.

2. Credit score
When you apply for credit, such as a mortgage,
a car loan, or a credit card, your credit score is
one of the tools used by lenders to evaluate
your creditworthiness. Your score will likely
factor into the approval decision and affect the
terms and the interest rate you'll pay.

The most common credit score that creditors
consider is a FICO© Score, a three-digit
number that ranges from 300 to 850. This score
is based on a mathematical formula that uses
information contained in your credit report. In
general, the higher your score, the lower the
credit risk you pose.

Each of the three major credit reporting
agencies (Equifax, Experian, and TransUnion)
calculates FICO® scores using different
formulas, so you may want to check your
scores from all three (fees apply). It's also a
good idea to get a copy of your credit report at

least annually to check the accuracy of the
information upon which your credit score is
based. You're entitled to one free copy of your
credit report every 12 months from each of the
three credit reporting agencies. You can get
your copy by visiting annualcreditreport.com.

3. Debt-to-income ratio
Your debt-to-income ratio (DTI) is another
number that lenders may use when deciding
whether to offer you credit. A DTI that is too
high might mean that you are overextended.
Your DTI is calculated by adding up your major
monthly expenses and dividing that figure by
your gross monthly income. The result is
expressed as a percentage. For example, if
your monthly expenses total $2,200 and your
gross monthly income is $6,800, your DTI is
32%.

Lenders decide what DTIs are acceptable,
based on the type of credit. For example,
mortgage lenders generally require a ratio of
36% or less for conventional mortgages and
43% or less for FHA mortgages when
considering overall expenses.

Once you know your DTI, you can take steps to
reduce it if necessary. For example, you may
be able to pay off a low-balance loan to remove
it from the calculation. You may also want to
avoid taking on new debt that might negatively
affect your DTI. Check with your lender if you
have any questions about acceptable DTIs or
what expenses are included in the calculation.

4. Net worth
One of the key big-picture numbers you should
know is your net worth, a snapshot of where
you stand financially. To calculate your net
worth, add up your assets (what you own) and
subtract your liabilities (what you owe). Once
you know your net worth, you can use it as a
baseline to measure financial progress.

Ideally, your net worth will grow over time as
you save more and pay down debt, at least until
retirement. If your net worth is stagnant or even
declining, then it might be time to make some
adjustments to target your financial goals, such
as trimming expenses or rethinking your
investment strategy.
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Infographic: 4 Things to Do in the 4 Years Before College
College is a huge financial undertaking. With costs increasing every year and the prospect of too
much student debt at the forefront of many families' minds, it's more important than ever to be an
educated college consumer. Go into the planning process wisely with these four steps.
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Tax Credits and Deductions for College
College students and their parents need all the
help they can get to pay for college. Here are
four college-related federal tax benefits that
might help put a few more dollars back in your
pocket when you file your 2016 tax return.

American Opportunity credit
The American Opportunity Tax Credit is worth
up to $2,500 per year for a student's first four
years of college. The credit applies only to
qualified tuition and fees (room and board
expenses aren't eligible) and is calculated as
100% of the first $2,000 of qualified tuition and
fees plus 25% of the next $2,000 of such
expenses.

There are two main eligibility restrictions. First,
the student must be enrolled at least half-time.
Second, a parent's modified adjusted gross
income (MAGI) must be below a certain level.
In 2016, a full tax credit is available to single
filers with a MAGI of $80,000 or less and joint
filers with a MAGI of $160,000 or less; a partial
credit is available to single filers with a MAGI
between $80,000 and $90,000 and joint filers
with a MAGI between $160,000 and $180,000.

The American Opportunity credit can be
claimed on behalf of multiple students on a
single tax return in the same year, provided
each student qualifies independently. For
example, if Mom and Dad have triplets in
college and each meets the credit's
requirements, then Mom and Dad can claim a
total credit of $7,500 ($2,500 x 3).

Lifetime Learning credit
The Lifetime Learning credit is another
education tax credit that's worth up to $2,000
per year per tax return. As its name implies, the
Lifetime Learning credit is for courses taken
throughout one's lifetime, whether to acquire or
improve job skills. As such, it is broader than
the American Opportunity credit; for example,
it's available to graduate students and to
students enrolled less than half-time. The
Lifetime Learning credit is calculated as 20% of
the first $10,000 of qualified tuition and fees
(again, room and board expenses aren't
eligible).

There are also income restrictions. In 2016, a
full credit is available to single filers with a
MAGI of $55,000 or less and joint filers with a
MAGI of $111,000 or less; a partial credit is
available to single filers with a MAGI between
$55,000 and $65,000 and joint filers with a
MAGI between $111,000 and $131,000.

One disadvantage of the Lifetime Learning
credit is that it's limited to a total of $2,000 per
tax return per year, regardless of the number of
students who qualify in a family in a given year.

So, in the example above, Mom and Dad would
be able to take a total Lifetime Learning credit
of $2,000, not $6,000, in 2016. Also, the
American Opportunity credit and the Lifetime
Learning credit can't be taken in the same year
for the same student — you have to pick one or
the other.

Tuition and fees deduction
Undergraduate and graduate students (or their
parents) may be able to deduct qualified tuition
and fees paid in 2016. A $4,000 deduction is
available to single filers with a MAGI of $65,000
or less and joint filers with a MAGI of $130,000
or less, and a $2,000 deduction is available to
single filers with a MAGI between $65,000 and
$80,000 and joint filers with a MAGI between
$130,000 and $160,000. An important note: you
can't use the same education expenses to
qualify for both a tuition deduction and an
education tax credit.

Student loan interest deduction
The student loan interest deduction lets
undergraduate and graduate borrowers deduct
up to $2,500 of interest paid on qualified
student loans during the year, provided income
limits are met. In 2016, a full deduction is
available to single filers with a MAGI of $65,000
or less and joint filers with a MAGI up to
$130,000; a partial deduction is available for
single filers with a MAGI between $65,000 and
$80,000 and joint filers with a MAGI between
$130,000 and $160,000.

Comparison chart: 2016 figures

Maximum
Credit /
Deduction

Income
Limits for
Maximum

American
Opportunity
credit

$2,500 $80,000 or
less single;
$160,000 or
less joint filer

Lifetime
Learning
credit

$2,000 $55,000 or
less single;
$111,000 or
less joint filer

Deduction for
tuition and
fees

$4,000 $65,000 or
less single;
$130,000 or
less joint filer

Deduction for
student loan
interest

$2,500 $65,000 or
less single;
$130,000 or
less joint filer

For more information, see IRS Publication 970,
Tax Benefits for Education.

Education tax credits and
deductions can help defray
some of the costs
associated with college or
graduate school. Do you or
your child qualify for one of
these federal tax benefits?
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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

What is a funeral trust?
A funeral trust is an
arrangement entered into with
a provider of funeral or burial
services. Prepaying funeral
expenses may allow you to

"lock in" costs for future funeral or burial
services at an agreed-upon price. The funeral
home sometimes serves as trustee (manager of
trust assets), and you usually fund the trust with
cash, bonds, or life insurance. A revocable
funeral trust can be changed and revoked by
you at any time. An irrevocable trust can't be
changed or revoked, and you generally can't
get your money out except to pay for funeral
services.

Irrevocable funeral trusts may also help you
qualify for long-term care benefits through
Medicaid. For example, these trusts may be
funded with assets that would otherwise be
countable resources for Medicaid (i.e., included
in determining Medicaid eligibility). They are
often sold through insurance companies, in
which case they are typically funded with life
insurance. And you can fund the funeral trust
right before entering the nursing home — there's
no "look-back" period for these transfers, unlike
the case with certain other transfers that can

cause a delay in the start of Medicaid benefits.

Another advantage of funding your trust with life
insurance is that the trust will have no taxable
income to report, because life insurance cash
values grow tax deferred. Otherwise, income
from trust assets may be taxed to you as the
grantor of the trust, unless the trustee elects to
treat the trust as a qualified funeral trust by
filing Form 1041-QFT with the IRS, in which
case trust income is taxed to the trust.

But what happens if you want to change funeral
homes, or the facility you selected goes out of
business? Does your irrevocable trust allow you
to change beneficiaries (e.g., funeral homes)?
Are trust funds protected from creditors of the
funeral home? State laws regulating prepaid
funeral trusts often require funeral homes to
keep trust assets separate from their own
business assets, keeping them safe from
funeral home creditors. And most irrevocable
trusts are transferable to another funeral home
should the initial business fail or you change
funeral homes.

There are expenses associated with the
creation of a trust and the purchase of life
insurance, and benefits are not guaranteed.

Page 4 of 4

http://www.smithcap.com

