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 hen choosing life insurance  
 coverage, you may wonder 
which type is more appropriate for 
your situation. During life stages, 
you will probably review and up-
date your insurance coverage, as 
your needs change. There are two 
basic types of coverage—permanent 
(sometimes referred to as cash 
value) and term life insurance. 
Let’s take a closer look at the short- 
and long-term benefits of each.

Permanent Life Insurance
Permanent life insurance helps pro-
vide financial security for surviving 
loved ones upon the death of the 
insured, and also builds cash value 
for the policyholder. Premium pay-
ments first pay the cost of the policy 
coverage, including the expenses 
and mortality factors of the insur-
ance company. Then, the insurance 

company invests any remaining 
amount in order to build the cash 
value of the policy. Permanent life 
insurance combines protection with 
cash value as assets and earnings 
accumulate over the life of the 
policy, and the policyholder can 
generally access these funds for 
any purpose. 

Some permanent policies provide 
policyholders with nonguaranteed 
dividends, which are the result 
of favorable mortality experience, 
investment results and expense 
savings that result in a surplus for 
the insuring company. Dividends 
can be taken in cash or used to pay 
future premiums or to purchase ad-
ditional life insurance coverage, but 
are not guaranteed.

Premium amounts for permanent 
insurance will not change as long 

as they are paid in accordance 
with the schedule set forth in the 
policy. Payments continue for a 
predetermined period, as chosen by 
the policyholder. The length of the 
payment period and the amount of 
coverage will affect the premium 
cost. Permanent life insurance pro-
tection is guaranteed, which means 
that as long as premiums are paid 
on time, the insured is guaranteed 
coverage for life in accordance with 
the terms of the policy. Guarantees 
are based upon the claims-paying 
ability of the policy issuer. Evidence 
of insurability will never be neces-
sary as long as the original policy 
remains in force, and benefits will 
never decrease.

As for the cash value component 
of permanent life insurance, funds 
may be borrowed against the cash 
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Estate Planning:
YOU CAN'T TAKE IT WITH YOU

E state planning encompasses 
  more than simply saving money 
and minimizing taxes. The process 
also raises some difficult emotional 
and personal concerns. Planning 
your estate forces you to think 
about your own mortality; you are 
trying to plan for a time when you 
won’t be around to make decisions. 
Others, particularly those you love, 
will be affected by the plans you 
make now and will be required to 
exercise their own judgment once 
you are gone. For many of us, the 
most difficult step in estate planning 
is deciding who gets what and when.

To whom you leave your money 
and property is a personal decision 
only you can make. Most people 
naturally think of their spouse, 
children, and relatives first. After 
the family is provided for, perhaps 
a favorite charity, such as an alma 
mater or research foundation, might 
be included as a beneficiary.

The best approach for you will depend 
upon your family, the size of your 
estate, and your personal wishes. 
Here are some guidelines to consider:

Talk to your children. When your 
children are mature enough to discuss 
financial matters, let them know the 
general size of your anticipated 
estate, and talk over your plans with 
them. If they are old enough, give 
them the opportunity to make their 
preferences known. Are they inter- 
ested in running the family busi- 
ness? Do they have a preference 
about how their inheritances or 
trusts might be structured? Listen 
to what they have to say.

Choose beneficiaries carefully. 
It’s important to recognize the im-
plications of your bequests for your 
beneficiaries. In most states, an 

individual is typically considered 
to be a legal adult at the age of 18. 
However, even an 18-year-old may 
not be mature enough to handle the 
responsibilities of a sudden wind-
fall. Think about the age at which 
your children might be capable of 
meeting this challenge, and consid-
er strategies that can help you plan 
for that time.

Anticipate estate taxes. As has 
often been said, two things in life 
are certain: death and taxes. Estate 
planning is the art of ensuring that 
one doesn’t cause the other. Avoid 
underestimating the size of your 
estate, which may leave your heirs 
with an unanticipated estate tax bill.

If you are a business owner or 
professional, for instance, the value 
of your estate may already top the 
exclusion amount. But, even if 
you don’t have substantial per-
sonal wealth, hidden assets such 
as pension or profit-sharing plan 

benefits, as well as life insurance, 
may cause your taxable estate to 
exceed the exclusion amount. 

Add it all up. At death, the Federal 
estate tax applies to asset transfers 
to beneficiaries other than a spouse 
for estates valued in excess of the 
applicable exclusion amount. 
One of the most important elements 
in estate planning is calculating the 
value of your estate. The following 
steps can help you estimate your 
estate’s worth:

Prepare a net worth financial 
statement listing all of your assets 
and any interests of ownership re-
duced by any and all liabilities. The 
total is your net worth. Be certain 
that you do not overlook hidden 
assets. Also, when subtracting your 
liabilities, include estimated fu-
neral and burial expenses and the 
estimated costs of administering 
your estate (generally, 2% to 5% of 
the gross value of the estate). Next, 
subtract your charitable bequests 
and the marital deduction. Your 
entire estate, no matter its size, can 
pass to your spouse estate tax free. 
This deduction, however, does not 
eliminate the possibility that estate 
taxes may be due on assets trans-
ferred by your surviving spouse 
upon his or her death. For this rea-
son, both you and your spouse may 
choose to establish estate plans 
that will maximize asset transfers 
to your heirs and minimize estate 
taxation.

Estate planning may be a difficult 
subject to broach, but starting 
now, may help to provide for your 
family’s future.  Be sure to consult 
an estate planning team, includ-
ing your tax, financial, and legal 
professionals. 20/20   
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value of the policy at a predeter-
mined loan interest rate. No repay-
ment schedule is set beyond regular 
payment of interest on the loan, 
with outstanding loan balances 
deducted from the death benefit. 
These loans are generally tax free, 
and there are no restrictions on their 
use. Access to cash values through 
borrowing or partial surrenders can 
reduce the policy’s cash value and 
death benefit, increase the chance 
that the policy will lapse, and pos-
sibly result in a tax liability if the 
policy terminates before the death  
of the insured.

Term Life Insurance
In a term life insurance policy, there 
are three basics to consider: 1) The 
period of protection is for a predeter-
mined, specified term; 2) policies  
do not accumulate cash values like  
permanent insurance; and 3) premi-
ums may initially be lower than  

permanent life insurance premi-
ums, but will rise over time as set 
forth in the policy document. 

Nonrenewable, nonconvertible term 
insurance for one, five, or 10 years 
may provide the most affordable 
protection, especially for those who 
require coverage to back a business 
loan, cover the cost of a mort-
gage, protect minor children, etc. 
Premiums will, however, increase 
over the period of protection. Term 
insurance is also available for  
longer durations (e.g., to age 95), 
but increasing premiums may 
result in higher overall costs than 
permanent life insurance over the 
long term.

Term insurance may be ideal to 
help cover a specific need, such as 
an outstanding mortgage. These 
needs can be met by purchasing 
coverage for a specified period of 
time and at the lowest premium 

cost. In fact, many companies of-
fer decreasing term insurance in 
which the value of the death benefit 
decreases over time, as in the case 
of covering a decreasing mortgage 
balance. 

Which Product and When?
Life insurance serves many purp- 
oses. When determining an appro-
priate amount of coverage, it is  
important to consider your short- 
and long-term goals, current  
financial status, and what you  
can afford. A thorough review of 
your needs with a qualified profes-
sional can help you choose a suit-
able policy for your situation. 

Note: Life insurance policies contain 
exclusions, limitations, reductions 
of benefits, and terms for keeping 
them in force. Your financial profes-
sional can provide you with costs 
and complete details. 20/20 

 n increasing number of people  
 are going back to school to im-
prove their technical or professional 
skills, qualify for advancement, or 
bring home a higher paycheck. Due 
to the cost of higher education, you 
may be able to claim a deduction 
for some work-related educational 
expenses on your tax return. 

First, in order to deduct work-relat-
ed educational expenses, you must 
itemize deductions on your tax re-
turn, rather than take the standard 
deduction. In general, a taxpayer 
will itemize deductions when the to-
tal of qualified deductible expenses 
exceeds the standard deduction, or 
if the taxpayer does not qualify for 
the standard deduction because of 

income limitations. For tax year 
2016, the standard deduction is 
$6,300 for single filers, and mar-
ried joint filers have a standard 
deduction of $12,600. 

Second, work-related educational 
expenses are considered “miscel-
laneous” expenses when itemizing, 
and are therefore subject to a 2% 
floor. This means that you can 
only deduct the amount of miscel-
laneous expenses that exceed 2% of 
your adjusted gross income. 

To be deductible, your expenses 
must be for education that main-
tains or improves your job perfor-
mance, serves the purpose of your 
employer, or is required by your 
employer or by law to keep your 

salary, status, or job. The education 
must be linked with “carrying on 
a trade or business” in which you 
are already active, and it must be 
closely related to your current job 
skills. For instance, an accountant 
can deduct courses that explain 
new tax rules.

Expenses do not qualify if the edu-
cation is needed to meet the mini-
mum requirements of your present 
trade or business, or if it will 
qualify you for a new trade or busi-
ness. Educational expenses that 
enable you to qualify for a promo-
tion may be allowed. Generally, if 
you change duties, it is not a career 
change, as long as you remain in 
the same line of work. 

continued on page four



The information contained in this newsletter is 
for general use and it is not intended to cover all 
aspects of a particular matter. While we believe all 
information to be reliable and accurate, it is im-
portant to remember individual situations may be 
entirely different. Therefore, information should 
be relied upon only when coordinated with pro-
fessional tax and financial advice. The publisher is 
not engaged in rendering legal, accounting, or 
financial advice. Neither the information pre-
sented nor any opinion expressed constitutes  
a representation by us or a solicitation of the 
purchase or sale of any securities. This news- 
letter is written and published by Liberty Pub- 
lishing, Inc., Beverly, MA, COPYRIGHT 2016.
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YOUR CHARITABLE GIFTS
Documenting

C

Expenses that are deductible include 
tuition, books, supplies, lab fees, 
and similar items; certain transpor-
tation modes and travel; and other 
educational services, such as the 
costs associated with research. You 
cannot deduct personal or capital 
expenses, such as the dollar value 
of vacation time or annual leave 
taken to attend classes. Also, you 
cannot claim any expenses that 
qualify for reimbursement from 

your employer, even if you do not 
receive the reimbursement.

Enhancing your professional skills 
is worthwhile, regardless of whether 
you get a tax break. However, your 
work-related educational expenses 
may qualify, so be sure to keep 
accurate records of all deductions 
to substantiate your expenses. For 
more information, be sure to consult 
your tax professional. 20/20   
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 haritable donations allow  
 you to give and take—you 
give money or property to a qualified 
charity and then take an income 
tax deduction. By supporting an 
organization or cause, you may be 
able to lower your tax bill. As you 
plan your giving, it is important to 
keep accurate records in the event 
that you have to substantiate such 
gifts. Receipts for your charitable 
donations can confirm your contri-
butions should the Internal Rev-
enue Service (IRS) require proof of 
documentation.

If you make a charitable donation 
of cash or property, you need to 
obtain a bank record or written ac-
knowledgment from the recipient 
charity that specifies the amount 
and date of the contribution, as 
well as the name of the charity.  

For IRS purposes, a canceled check 
for a donation of cash no longer 
suffices as a receipt. For property, 
the acknowledgment must describe 
the gift and provide an estimated 
valuation. Donations of clothing and 
household items must be in “good 
condition” in order to qualify for a 
tax deduction. Remember, non-cash 
contributions exceeding $5,000 
require a qualified, written appraisal 
within 60 days of the date of the 
gift, and you must submit the ap-
praisal when filing your taxes.

Honoring contributors with a gift of 
appreciation is a common practice, 
especially with online and televi-
sion fundraising. If any consider-
ations (e.g., meals, clothing, concert 
tickets, trips, or books) were given 
in exchange for a contribution, 

the donation statement from the 
recipient charity must specify the 
value of the consideration. Your tax 
deduction is reduced based on that 
amount.  

While receipts and other acknowl-
edgments are not filed with your 
annual Federal income tax return 
(Form 1040), be sure to care-
fully store this material along with 
other tax documents for the year 
in which the donations were made. 
As a general rule, keep tax records, 
including all tax forms, investment 
statements, bank statements, proof 
of deductions, or any receipts as-
sociated with a particular return, 
for at least six years. Preparation 
and organization can help ensure 
that you have the records you need, 
when you need them. 20/20   


