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Income Planning for Clients Nearing Retirement is a self-paced educational program for
advisors. The overall program includes nine modules that cover the why, what and how of
income planning. Each module also includes information on resources available to help
you engage clients in the income planning process. The program is for you to review on
demand and at your own pace.

You are about to begin Module 6, Additional Strategies for Generating Retirement
Income, which should take you approximately 30 minutes.

By reviewing modules 4-6 and successfully completing an online exam, you can earn 1.5
continuing education (CE) credits for the Certified Financial Planner Board of Standards
(CFP® Board), Investment Management Consultants Association (IMCA®) and Cannon
Financial 6s Cer t i®CWS) Yowdiranimayralscoffer GEtcedjts for t
successful completion of the program. (Please check with your Continuing Education
Officer.)

Simply read the program modules, click the CE link online, fill out your information and
take the exam. Please be sure to print out your final score for your own records.

You must achieve a score of 70% on the online exam to qualify for CE credit. Please
allow 30-45 days for CFP Board and IMCA CE credits to appear in your diary. You must
self report the CE credit you earn for CWS or for your firm's continuing education
program. If you have any questions filling out this form, please contact
retirement@pershing.com.
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Advanced Strategies for Generating Retirement Income
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estate assets into
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insurance policies into
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In this section, we will briefly discuss additional strategies for generating retirement
income, specifically by leveraging real estate assets and life insurance.
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U.S. Real Estate Assets

Percentage of Americans’ Assets Represented by:

Equity in
Household
Real Estate

Source: As of March 31, ,2015. Federal Reserve Flow of Funds Report, June, 2015. Table B.101
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The Federal Reserve tracks the percentage of household assets invested in residences
as well as various marketable securities.
for your wealthiest clients, their investment portfolios are worth more than their homes.

For most of the rest of America, however, their homes are still the biggest asset. To
supplement their budgets, many older homeowners have begun tapping the equity in their
houses in various ways. In fact, research indicates that a small but growing number of
older people are using this resource earlier in retirement to maintain financial
independence, rather than saving this asset as a

last resort.
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Converting Real Estate Assets Into Income

Common Ways Homeowners Can
Convert Equity to Retirement Income

Net Income
1031 Charitable Reverse
Exchange Remainder Mortgage
Trust
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Selling a home and reinvesting in a smaller property is probably the most common way of
freeing up equity to generate future income. Under current federal tax laws, capital gains
on the sale of a primary residence are not taxable, provided the individual lived in the
home for two of the five years before the sale, and provided the capital gain does not
exceed $500,000 for married couples filing jointly ($250,000 for singles).

Outright sales work best when the total capital gain is less than this $500,000 ($250,000
for singles) capital-gain exclusion amount. Clients can sell their homes, buy a smaller
retirement home (or rent) and still have a tax-free source of cash for other expenses.

However, if a property is held for use in a trade, business or for investment, the client may
want to consider a 1031 exchange. Property used primarily for personal use, like a
primary residence or a second home or vacation home, does not qualify for like-
kind exchange treatment. Rental properties can qualify for a 1031 exchange.

©2015 Pershing LLC, member FINRA, NYSE, SIPC, is a wholly owned subsidiary of The Bank of New York Mellon Corporation (BNY Mellon).
Trademark(s) belong to their respective owners. For professional use only. Not for distribution to the public. The information contained herein,
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1031 Exchange

The properties exchanged must be held
as investments or a source of income

The properties must be “like-kind”

The purchase and sale of the properties
do not need to occur simultaneously
(deferred exchange)—but strict rules apply

The client cannot receive the proceeds from the
sale before the exchange is complete

ufuac/Like-Kind-Exchanges-Under-IRC-Code-Section-1031

6 m ms:muc.ummmﬁmram use only. Not for distribution to the public. > BNY MELLON

It is possible to exchange one piece of investment property for another of equal or greater
value. In so doing, a client can defer the tax obligation, provided the requirements of
Internal Revenue Code Section 1031 are met. This treatment may help improve the
clientdés cash fl ow.

AFirst, the properties exchanged must be held as investments or a source of income.

ASecond, the propert-kiesdmasAc beasdldwtisegenerally a x
includes any real property that is held for investment, business use, or to generate
income. However, when one property is in the United States and the other is not, they
are not considered like-kind.

AThird, the sale of the original property and purchase of the replacement property(ies) do
not need to occur simultaneously. In the case of a deferred exchange, the client can
identify the replacement property any time up to 45 days after closing on the original
property and must purchase it within 180 days of the closing, or the due date of the
income tax return for the tax year the relinquished property was sold, whichever is
earlier.

AFourth, the client cannot receive the proceeds from the sale before the exchange is
complete. For this reason, 1031 exchanges wusual
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1031 Exchange: An Example

Convert to rental property

Rental house

Receive rental income

Asset later sold

Proceeds held by qualified intermediary
while like-kind replacement property of equal
or greater value is identified and purchased

-
Receive rental income Rental duplex
€ and office
Delay tax on capital gains building
Owners until replacement properties
are sold
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For example, take a couple who want to move from New York to Phoenix in retirement.
They buy a house in Phoenix, move in and convert their highly appreciated New York
apartment to a rental property. Later, they exchange the New York apartment for a
rental duplex and a small office building in Phoenix that, collectively, are of equal or
greater value than the New York apartment. They have income from rental of the new
properties and lose no equity to taxes (until they sell the replacement properties).

To help ensure that a 1031 exchange is effective, clients should engage a
qgualified intermediary and seek guidance from a qualified tax professional. Note:
A 1031 exchange requires attention to detail so the IRS does not disallow the entire
transaction and leave the seller with a tax bill because they failed to follow the rules.
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Net Income Charitable Remainder Trust (NICRUT)

Asset Transfer
Net Income
Charitable

Remainder Trust

&

Annual Income (if any)

Asset sold.
Net Income Charitable
Remainder Trust

Ay, converts to standard
& ey, Charitable Remainder
e Trust
Charitable
Remainder
€ Unitrust
Remaining Assets (Portfolio of

securities)

This represents a hypathetical example that assumes the client does not immediately need any income from the net income charitable remainder trust (NICRUT) Each situation is different
and depends on an individual's circumstances Clients should be centain to consult with a legal and tax advisor to discuss whether this strategy is suitable for their needs
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A trust can be used to turn a house into income as well. The diagram above represents a
hypothetical example explaining how. Of course, this example assumes the client does
not immediately need any income from the net income charitable remainder trust
(NICRUT).

Your client is about to retire. She would like to:

A Diversify her assets, which include a house that is larger than she needs
A Save taxes on the sale of the house

A Add to her income

A Reduce the size of her estate

A Leave a gift to her church

To achieve all this, the client can give the residence to a net income charitable remainder
trust. The trustee will rent the house and give the client any net income (after trust and
real estate operating expenses). Later, the house can be sold and the original trust
converted to a standard charitable remainder trust invested in a diversified securities
portfolio. On a regular basis (specified in the trust terms), the trustee will distribute a fixed
percentage of the trust portfolio value to the client. After the trust terminates, the
remaining assets will be passed along to the charity.

This process changes an illiquid asset into an income stream for the client and,
ultimately, a gift to charity. It also avoids capital-gain taxes on the disposal of the asset,
entitles the client to a federal income tax charitable deduction, and reduces the size of
the clientds taxabl e est at e sho8dbaderaintoaonsuls
a legal and tax advisor to discuss whether this strategy is suitable for their needs.
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Reverse Mortgages

Three types

Single-Purpose
Reverse Mortgages
(offered by some state and
local government agencies
and nonprofit arganizations)

Federally-Insured
Reverse Mortgages
(Home Equity Conversion
Mortgages [HECMs] backed
by HUD)

Proprietary Reverse
Mortgages

(Private loans backed by the
companies that develop
them)

Primary Benefit Primary Risks

« Access to home equity while
continuing to occupy the
home

* Reverse loan advances
currently are not taxable

» Reverse loan advances
generally do not impact
Social Security or Medicare
benefits

+ Availability of funds from
home allows client more
flexibility in deciding when to
liguidate other investments

+ High closing costs

Total debt increases as the
loan funds are advanced to
the client and interest on the
loan accrues

May impact eligibility for
Medicaid

» Loan would be payable if

client could not occupy home
due to poor health, failed to
maintain the property or did
not pay property taxes and
insurance premiums
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While reverse mortgages are not appropriate for everyone, they are likely to play an increasingly
important role in retirement income planning given the significant amount of wealth many Baby
Boomers have tied up in their primary residence. While reverse mortgages may have typically
been viewed as a last resort for older retirees who had exhausted all other resources, trends in
recent years indicate that younger retirees and their advisors are beginning to incorporate the
reverse mortgage option into their overall arsenal as one more tools thatd under certain
circumstancesd can be an integral part of an overall retirement income strategy.

The majority of reverse mortgages issued are issued under the federally insured Home Equity
Conversion Mortgage (HECM) program. While the number of HECM loans increased

dramatically following the economic downturn of 2008/09, the number of newly issued HECM

reverse mortgages has slowed somewhat, in part due to changes introduced by HUD in the fall
of 2013 in response to concerns about an increasing number of HECM loans that were at risk of

default.

Notwithstanding the 2013 changes, the HECM option still remains a viable option under
appropriate circumstances. This program allows homeowners who are at least 62 years old to

borrow against their homes and owe nothing as long as they continue to use the house as a
primary residence and pay all property taxes, insurance and maintenance. Importantly, the

loans are nonrecourse; no payment is due if the home is sold for less than the outstanding loan
balance. Another potential advantage of a reverse mortgage is that, with cash available through
home equity, the client will have more flexibility when to liquidate other assets.

Getting a reverse mortgage is a complicated process and not the best option for everyone. They
are meant to be long-term financing and involve closing costs associated with most other

mortgages

Clients should be encouraged to meet with a counselor from an independent government-

pl us

annual

mortgage i
make sense financially for people who only plan to stay in a house for a short period of time.

nsur andce

approved housing counseling agency and consult with their legal or tax advisor before
embarking on a reverse mortgage.
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Clients who own whole, universal or variable life insurance whose children are grown may
not need the life insurance policies they purchased years ago to provide for family in the
event of early death. Those policies can be cashed in, providing an additional source of
funds to pay living expenses in retirement. In some cases, such as when the policy has
matured, its value will be greater than the premiums the client paid, and the amount
received may be fully or partially taxable income.

Section 1035 of the Internal Revenue Code lets clients defer the tax liability and
potentially spread it out over a number of years by exchanging the life insurance policy for
an annuity policy of equal or greater value. But this benefit comes with some important
strings based on the tax code:

AAn old insurance policy must be exchanged for a new policyd investors cannot receive
a check and apply the proceeds to the purchase of a new insurance policy.

Alnvestors can make a tax-free exchange from: 1) a life insurance policy to another life
insurance policy or 2) a life insurance policy to an annuity. They cannot, however,
exchange an annuity contract for a life insurance policy.

I t 6s i mpor t aariable tif@insarantegea variatiantof whole life insurance, offers
a fixed premium schedule and a minimum death benefit, but they differ from traditional
whole life insurance in that cash values are invested in portfolios of securities in an
account separate from the general assets of the insurance com_lpany. A policyholder has
discretion in choosing the mix of investments the policy offers. The insurance company
does not guarantee investment returns and the cash value will fluctuate.

If a client understands these risks and decides to exchange their life insuranceoi)olicy for
an annuity, the client can choose how to receive income, via annual guarantee
withdrawals or annuitization. This will give them control over how much they receive
annually and how it impacts their yearly tax bill.

However, if the client has a future need for a larger annual withdrawal than the contract
stipulates, penalty fees may app_l[y. To cash in the policy for a lump sum, the client may
have to pay surrender charges. The ﬁptentlal need for large sums in retirement should be
considered carefully before making this kind of exchange.

Note: Licensed insurance agents have regulatory obligations in making recommendations to convert a life insurance policy. For more
information, please refer to NASD Notice to Members 99-35 and 00-44.
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