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HOW
CAN WE
HELP YOU?

Who are we?

How does SOLACE work?

What needs are addressed?

SOLACE is a program of the State
Bar of Georgia designed to assist
those in the legal community who
have experienced some significant,
potentially life-changing event in their
lives. SOLACE is voluntary, simple and
straightforward. SOLACE does not
solicit monetary contributions but
accepts assistance or donations in kind.

If you or someone in the legal
community is in need of help, simply
email SOLACE@gabar.org. Those emails
are then reviewed by the SOLACE
Committee. If the need fits within the
parameters of the program, an email
with the pertinent information is sent
to members of the State Bar.

Needs addressed by the SOLACE
program can range from unique medical
conditions requiring specialized referrals
to a fire loss requiring help with clothing,
food or housing. Some other examples
of assistance include gift cards, food,
meals, a rare blood type donation,
assistance with transportation in a
medical crisis or building a wheelchair
ramp at a residence.

Contact SOLACE@gabar.org for help.

The purpose of the SOLACE program is to allow the legal community to
provide help in meaningful and compassionate ways to judges, lawyers,
court personnel, paralegals, legal secretaries and their families who
experience loss of life or other catastrophic illness, sickness or injury.

TESTIMONIALS
In each of the Georgia SOLACE requests made to date, Bar members have graciously
stepped up and used their resources to help find solutions for those in need.
A solo practitioner’s
quadriplegic wife needed
rehabilitation, and members
of the Bar helped navigate
discussions with their
insurance company to obtain
the rehabilitation she required.

A Louisiana lawyer was in need
of a CPAP machine, but didn’t
have insurance or the means
to purchase one. Multiple
members offered to help.

A Bar member was dealing
with a serious illness and in
the midst of brain surgery,
her mortgage company
scheduled a foreclosure on
her home. Several members
of the Bar were able to
negotiate with the mortgage
company and avoided the
pending foreclosure.

Working with the South
Carolina Bar, a former
paralegal’s son was flown
from Cyprus to Atlanta
(and then to South Carolina)
for cancer treatment.
Members of the Georgia and
South Carolina bars worked
together to get Gabriel and
his family home from their
long-term mission work.

Contact SOLACE@gabar.org for help.

FOREWORD

Dear ICLE Seminar Attendee,
Thank you for attending this seminar. We are grateful to the Chairperson(s) for organizing this
program. Also, we would like to thank the volunteer speakers. Without the untiring dedication
and efforts of the Chairperson(s) and speakers, this seminar would not have been possible. Their
names are listed on the AGENDA page(s) of this book, and their contributions to the success
of this seminar are immeasurable.
We would be remiss if we did not extend a special thanks to each of you who are attending this
seminar and for whom the program was planned. All of us at ICLE hope your attendance will
be beneficial, as well as enjoyable. We think that these program materials will provide a great
initial resource and reference for you.
If you discover any substantial errors within this volume, please do not hesitate to inform us.
Should you have a different legal interpretation/opinion from the speaker’s, the appropriate
way to address this is by contacting him/her directly.
Your comments and suggestions are always welcome.
Sincerely,
Your ICLE Staff
Jeffrey R. Davis
Executive Director, State Bar of Georgia
Tangela S. King
Director, ICLE
Rebecca A. Hall
Associate Director, ICLE
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Kelly A. Thompson
Attorney at Law
Thompson Wildhack PLC
Arlington, VA
Ms. Thompson has worked in the trusts and estates field since 1977, as both a trust banker and a
trusts and estates attorney. Her current practice handles all aspects of estate planning and
administration, but focuses on planning for persons with special needs. She also serves as
trustee for 45-50 special needs trusts.
Professional Affiliations include:
Fellow, American College of Trust and Estate Counsel (ACTEC)
Director, The Special Needs Alliance, a national group of attorneys serving the legal
needs of individuals with a disability.
Faculty, Carrico Professionalism Course, selected by Chief Justice, Virginia Supreme Ct.
Ms. Thompson also helped found The Arc of Northern Virginia Pooled Special Needs Trust and
has been their pro bono counsel for 20 years
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Super Lawyer, 2010 to present
Best Lawyers, 2009 to present
Thompson Wildhack, Best Law Firms (Virginia) Tier 1, 2014 to present
A 50 year resident of Northern Virginia, Ms. Thompson received her B.A. from the University of
Virginia (1976) and her J.D. from Fordham University School of Law (1979).
She is admitted to practice in Virginia, the District of Columbia and New York.
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I.

INTRODUCTION
Planning for individuals with disabilities is usually referred to as “special needs planning.” The
estate planner is frequently called upon to recommend trust or other shelter options for clients who
wish to protect the intended inheritance to a family member with a disability. According to a 2009
study by The Hartford, 62% of parents of children with special needs have no plan to cover the
future cost of caring for their child. 1The concern may be the beneficiary’s ability to manage the
assets. There is also frequently a concern for the public benefits eligibility of the beneficiary. In
2011 nearly 46 million people, or 19.8% of the civilian non-institutionalized population aged 18
years and older, received needs-based government benefits such as SSI and Medicaid. 1
The estate planner may also be consulted when a person with a disability receives an inheritance
for which no planning has been done, is going to receive a tort settlement of some kind, or is
divorcing and desires to maintain both public benefits eligibility and the alimony or property
settlement anticipated, or ensure the support of a disabled child.
“Cost of care” is a term often used in conjunction with planning for the needs of a disabled
individual. It is a term of art rather than a specifically defined “cost” established by statutes or
regulation. In general the term refers to the overall cost of providing the care a disabled individual
may require throughout their life. Most planning is done to avoid “cost of care”. That is to say
that parents will want their assets to be used to provide for the special or supplemental needs of
their disabled child when the “cost of care” can be provided through public programs such as SSI,
Medicaid and Section 8 housing.
To determine what kind of planning should be done, the estate planner should be familiar with the
benefits potentially available to a person with a disability. One cannot draft any kind of special needs
trust without understanding the basics of Social Security Disability, SSI, Medicare and Medicaid.
Some are based on financial need and some are entitlement programs.

1

Most Parents of Children With Special Needs Lack a Plan to Cover a Lifetime of Care,
The Hartford, April 2009

Chapter 1
4 of 33

II.

BENEFITS
A.

Social Security
1.

Workers may be eligible for disability benefits based on their own insured status.
Generally, a worker must have 20 Quarters of Coverage (“QC’s”). A QC is
earned for any calendar quarter in which a worker had earnings subject to FICA
and in excess of a threshold amount.

2.

If a disabled person does not have sufficient Quarters of Coverage on his or her
own work record, he or she may still qualify on the work record of a parent.
Workers’ children are entitled to benefits if dependent upon the worker;
unmarried; and under the age of 18, or over the age of 18 and disabled with a
disability that began before age 22. A child may be biological, adopted,
illegitimate and acknowledged, or a stepchild. The disabled child will become
eligible at the disability, retirement or death of the parent/worker. This is a very
important rule to consider - as most parents do not realize that their child will be
eligible for this. Sometimes, it pays for a parent to get the requisite quarters (a
caregiving parent going back to work even part time and needs to earn only
$1360 for a quarter) to give their child eligibility based on a parent’s work
record.

3.

Monthly benefits are based on the worker’s primary insurance amount (“PIA”)
which is currently based on the worker’s average indexed monthly earnings.
This calculation is available from Social Security. The eligible child of a
worker is entitled to 50% of the PIA. If the worker is dead, this increases to 75%.
If the child is entitled to benefits based on more than one worker’s record, the
benefits will be based on the largest PIA.

4.

B.

There are no resource or income limits for Social Security Disability benefits
eligibility. However, if the disabled individual’s earned income exceeds $1,220
per month ($2,040 for a blind person), the person will not be considered to be
disabled and therefore not eligible for benefits.

Medicare
1.

Persons under age 65 who are entitled to receive Social Security benefits are also
entitled to Part A Medicare benefits after 24 months of qualified disability.
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There is a shorter waiting period for persons with ALS, renal failure and a
number of other “compassionate allowances”. Part A covers inpatient hospital
services, post-hospital extended care services, home health and hospice services.
Psychiatric hospital stays are limited to 190 days in the beneficiary’s lifetime.
Skilled nursing facility stays are limited to 100 days and are 100% covered for
the first 20 days only. For days 21-100, the patient is liable for a copay of
$170.50 (2019) per day. There may also be substantial deductibles and copays
for Medicare services.
2.

“Custodial care” is not covered. This is care that could be given safely and
reasonably by a person who is not medically skilled and that is given mainly to
help the patient with daily living such as walking, bathing and dressing. There is
no coverage for custodial care even if performed in a skilled nursing facility or
home health care environment.

3.

Medicare Part B covers physicians, diagnostic tests, medical equipment,
ambulances, and outpatient physical and speech therapy. Any person eligible for
Part A may enroll and pay the premium for Part B coverage. The baseline 2018
premium is $135.50 per month but can be higher for those with higher incomes.

4.

5.

C.

The Medicare Prescription Drug Benefit went into effect in 2004, with a
preliminary discount card program. The average monthly premium for the
coverage is $37. There are some enhanced benefits for low income individuals.
There are no resource or income limits for Medicare eligibility.

Civil Service and Military Survivor Benefits
1.

Civil Service survivor benefits are available if the employee dies after electing a
reduced survivorship pension or dies before retirement. They are available to an
unmarried child age 18 or over and incapable of self-support because of a mental
or physical disability that began before age 18. The disabled child is eligible to
receive a fixed sum of approximately $500 per month. Benefits differ depending
on whether the employee is covered under the old CSRS pension system or the
newer FERS system.

2.

Guidelines for determination of the disability are less clear than under Social
Security guidelines, but the applicant must provide a physician’s report of the
disability, including the date it started, degree of impairment, probable length of
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the disability, and an educational and employment history.

D.

3.

Payments to a disabled child stop at the end of the month before the one in which
the child marries, dies, recovers from the disability, or becomes capable of selfsupport.

4.

Children receiving a civil service survivor annuity are also eligible for federal
employee group health benefits if the federal employee had family coverage at
the date of his or her death.

5.

Under the Military Survivor Benefit system, the military retiree must have
elected coverage for the child at the time of his or her retirement and the election
at retirement is irrevocable. A maximum of 55% of the retired service member’s
retirement pay can be obtained for a disabled child. The retiring member can
elect a smaller “base amount” if desired. Most service members elect a benefit
for both spouse and child, so that a survivor benefit is paid for the lifetime of the
spouse and then for the child’s subsequent lifetime. This benefit is essentially
insurance and a premium is paid by the retiree but it is very reasonable. If the
disabled child is receiving a survivor benefit, then he or she will also be eligible
for military health care benefits under TRICARE. On December 19, 2014 the
Military Disabled Child Protection Act was signed into federal law and military
retirees may now designate their survivor benefit to a first party special needs
trust for the benefit of a disabled child. This may also be done by a parent,
grandparent, guardian, or the Court after the death of the service member parent.

Supplemental Security Income (SSI)
1.

SSI is a federal welfare program providing a minimum level of income to certain
categories of needy persons. Eligibility is not based on a person’s employment
record, a person’s relationship to an insured worker, or employment taxes paid.
A person may be eligible for both Social Security and SSI. Eligibility for SSI
may make a person eligible for other benefits such as food stamps, housing
subsidy or Medicaid.

2.

To be eligible for SSI a person must meet the following criteria:
a.
age 65 or older, blind, or disabled;
b.
U.S. citizen or certain qualified documented immigrants;
c.
not a resident of a public institution.
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3.

A disabled person is defined as:
a.
An adult (18 years or older) who is unable to do any substantial gainful
activity by reason of any medically determinable physical or mental
impairment which can be expected to result in death, or which has lasted
or can be expected to last for a continuous period of not less than 12
months.
b.

A child under 18 is considered disabled if suffering from a medically
determinable physical or mental impairment(s) which compare in
severity to an impairment that would make an adult disabled.

c.

Persons diagnosed as addicted to alcohol or drugs will be found to be
disabled only if the disability is based on symptoms, signs, and
laboratory findings independent of the addiction itself. If the drug
addiction or alcoholism is found to be a contributing factor to the
disability the person is required to participate in free treatment, if
available, to maintain their eligibility.

4.

Residents of public institutions are not eligible for SSI. Public institutions are
those operated or controlled by a government entity that provide treatment or
services in addition to food and shelter to four or more persons. Exceptions are
persons who live in such institutions to receive vocational or educational
training, persons who live in group homes or community residences with no
more than 16 residents.

5.

To be eligible for SSI benefits, the annual net income limit for an unmarried
person in 2019 is $9,252 ($771 monthly). Income includes anything received in
cash or in kind that can be used to meet the person’s needs for food or shelter.
Some non-income items are:
a.
b.
c.
d.
e.
f.
g.
h.

medical care and services;
social services;
proceeds of sale of a resource;
income tax refunds;
payments from credit life or credit disability policies;
proceeds of a loan (including reverse mortgage payments);
bills for items which are not food, clothing or shelter paid by
another;
$1,820 per month of earned income (maximum $7,350 per calendar
year) for a blind or disabled child regularly attending school;
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i.
j.
k.
l.
m.

$20 per month of unearned income;
$65 per month of earned income;
one third of support payments made to or for a child by an absent
parent;
in kind assistance provided by a non-profit organization;
the value of plane, train, bus tickets received as a gift.

6.

Deemed income is income of another attributed to the claimant. Generally, it is
an issue when the claimant lives with an ineligible spouse or parent. “Deeming”
stops applying in the month following a claimant’s 18th birthday. This is why
most people with a disability apply for and receive SSI only when they reach age
18.

7.

An individual may have no more than $2,000 ( married couple $3,000) in
resources to be eligible for SSI. Resource determinations are made as of the first
moment of the month. Items received in one month are counted as income and,
if retained, become a resource as of the first of the next month. Proceeds of sale
of a resource are not income, but continue to be a resource. Countable resources
are anything that the individual owns, has an independent legal right to negotiate,
can be converted to cash, and is usable for food or shelter. Some excluded
resources are:
a.
b.
c.
d.
e.
f.

the value of the person’s home and appurtenant land, as long as
living there or with an intent to return;
the value of household goods and personal effects up to $2,000;
wedding and engagement rings and special equipment related to
the disability;
the value of an automobile used by or for the person;
life insurance policies with face value up to $1,500;
burial funds up to $1,500 and irrevocable funeral and burial
arrangements of any value.

8.

Monthly SSI benefits are $771 for an individual or $1,157 for a married
individual with an eligible spouse. Some states provide a supplement to this
amount or to certain categories of disabled persons.

9.

Transfers of resources for less than fair market value within 36 months of an
application for SSI may result in the imposition of a period of ineligibility of up
to 36 months determined by dividing the uncompensated value of the amount
transferred by the SSI benefit rate. This penalty was implemented by the Foster
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Care Independence Act of 1999.
E.

F.

III.

Medicaid
1.
Medicaid is a joint federal-state program of medical assistance to eligible needy
persons. SSI and TANF (Temporary Assistance to Needy Families) recipients
are usually eligible for Medicaid but states have the option to apply more or less
restrictive guidelines and are known as Section 209(b) states.
2.

To be eligible for Medicaid, a person must meet the following general criteria:
a.
citizen or resident alien;
b.
resident of the state providing the benefit;
c.
disabled, blind or aged, and eligible for SSI, or, in some states, qualified
under special Medicaid criteria, or; the parent of a dependent child who
qualifies for TANF;
d.
financially needy under state criteria.

3.

Medicaid rules vary greatly from state to state.

Housing Choice Voucher Program (“Section 8")
1.

Section 8 is a federal housing subsidy. The household pays a portion of the
monthly housing cost - usually 30 percent of the household income.

2.

Income limits to receive Section 8 housing assistance vary by area of the country
and are based on median income for that area.

THIRD PARTY TRUSTS
A.

In this case, the grantor of the trust is concerned with management of assets for a
person with a disability and, usually, preservation of the beneficiary’s eligibility for
public benefits programs. Such trusts are usually established by a parent or family
member of a person with a disability. A trust can be established for a third party with a
disability by inter vivos agreement or by testamentary means. Generally, a separate
inter vivos trust is used for the special needs trust to allow other family members to
utilize the trust in their estate plans, as well as for ease of designation as a beneficiary.
One must also remember that benefits eligibility workers will be looking at these trusts
regularly for many years and most clients do not want the entire family estate plan to
be subject to such broad dissemination.
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B.

A third party trust is generally referred to as a “supplemental needs” trust. A first
party trust also provides only for the supplemental needs of the beneficiary, but the
terminology of the Program Operations Manual (POMS)2, which Social Security relies
upon, dictates use of the term “supplemental needs” simply to satisfy the benefits
eligibility worker’s checklist.

C.

The issue is whether the trust will be considered a “resource” to the beneficiary for
public benefits purposes. In general, a trust is not a resource if the trustee is not
required to distribute sums for the beneficiary’s support. The inclusion of standards
such as “the beneficiary’s maintenance, support and comfort” have enabled courts to
focus on the standard as establishing a right to income or principal in the beneficiary.
However, even when the language of the trust is purely discretionary, some states
(such as New York and Ohio) will consider the trust to be an available resource to the
beneficiary even when distributions are not being made.

D.

An early consideration in drafting a third party special needs trust is whether it should
be revocable or irrevocable. In general, it depends on the tax objectives of the settlor,
and the vast majority of special needs trusts are revocable, as there is no concern about
estate tax inclusion or taxable gifts. Keep in mind that a special needs beneficiary may
not hold a traditional Crummey power and maintain benefits eligibility, so use of an
irrevocable trust is typically useful only if Cristofani powers are workable.

E.

Aside from the many standard provisions of a trust the "Special Needs" trust
should contain the following provisions:
1.

2

Purpose Clause. Sets out grantors’ desire that the trust assets have been
set aside to provide for special, supplemental and/or emergency needs.
Distinguishes the purpose of trust from standard "support, maintenance
and health" trusts. Parent should avoid language which evidences a
desire to meet "support, maintenance and health" needs as this leaves
open a judicial interpretation requiring the trust to pay for those services
which otherwise would be provided through public programs.2

POMS SI 01120.200 B.13
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2.

Non-reduction clause. Establishes that the Trustee is to use the Trust
Estate to promote the happiness, welfare and development of the
Beneficiary without in any way reducing the services or financial
assistance in basic maintenance, support, residential, medical or dental
care that the Beneficiary may receive in his own right from any local,
state or federal government or agency or department thereof, and without
using any portion of the Trust Estate, income or principal, to reimburse
any local, state or federal government or agency or department thereof,
or private agency or department thereof for basic maintenance, support,
medical and dental care received by the Beneficiary, in his own right.

3.

Emergency Clause. Allows the Trustee to contravene "non-reduction"
principal that Trust assets should not be used if they would cause loss of
public benefits. The trustee is given discretion to determine the
existence of an "emergency" which loosely defined would arise when
available public resources were so inadequate that the primary needs of
the Beneficiary could not be met without the intervention of the Trustee.
Eg., Beneficiary receives $771 monthly in SSI but receives no housing
subsidy and must secure housing at fair market rental. To meet
emergency housing need Trustee chooses to secure apartment for
beneficiary and allow him to live there rent free causing one-third
reduction of SSI benefits.

4.

Authority to rent property to Beneficiary. Permits trustee to charge rent
(or not) to the beneficiary property owned or leased by Trust (e.g.
condo). This may allow beneficiary to qualify for rental subsidies or
avoid reduction in SSI payments.

5.

Care Manager. Allow the Trustee to employ a professional care
manager or to retain family members and compensate them as
caregivers.

6.

Life Insurance. Consideration should be given to authorize the trustee to
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purchase life insurance on persons in whom the beneficiary has an
insurable interest, such as a family caregiver. This can then provide
funds to pay for caregiving on the death of that family caregiver.
7.

Decanting. Give the Trustee or Trust Advisory Committee the authority
to transfer or decant the trust to a pooled trust (or any new trust). It may
get too small for a corporate trustee or too difficult for a family member
to deal with.

8.

Spendthrift Clause. Eliminates the ability of the beneficiary to encumber
or alienate the trust estate and protects the trust estate from claims of the
state which has provided the beneficiary with care and/or welfare
benefits.

9.

Discretion. Permits trustee to use its discretion with respect to use of
income and or principal to meet special needs of beneficiary. So long as
the Trustee has complete discretion (sole absolute and unfettered) to
determine if, when and how disbursement from the trust will be made,
the assets in trust will not be counted as a resource of the beneficiary and
will allow the beneficiary to remain eligible for programs such as SSI
and Medicaid which are "resource" sensitive.

10.

Termination clause. Permits Trustee to terminate trust in favor of other
family members if and when the Trust Estate becomes liable for services
which otherwise would be provided through public programs. Only
exercised if Trustee determines Trust would no longer provide benefits
to beneficiary and funds would be wasted. E.g., Beneficiary is
hospitalized in a state facility at no cost but changes in state laws would
require that trust pay for “cost of care”. Given the high cost of state care,
the Trustee determines that trust principal would be expended within two
years with no expectation that the beneficiary would be able to leave
facility or benefit from the trust. Trustee concludes the trust purposes
are no longer viable and terminates the trust in favor of the
remaindermen.
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F.

11.

Amendment clause. Permits the Trustee to amend the trust to insure that
the trust will not disqualify the beneficiary for public benefits. This
clause can be very helpful to protect the trust estate if there are changes
in the applicable laws or regulations.

12.

Avoid these provisions. Many drafters insert a provision that “no part of
the principal or income of this trust may be distributed for food or
shelter, or to replace any public assistance benefits for which the
beneficiary may be eligible.” This provision is mistakenly thought to be
necessary to maintain SSI eligibility. A second commonly utilized
provision is one requiring the Trustee to seek support and resources for
the beneficiary from all public benefits programs. While well-meaning,
this provision places liability on the Trustee for a role she cannot fulfill
unless she also serves as a Guardian or Conservator for the beneficiary.

Tax Considerations.
1.

Consideration should be given to drafting the third party special needs
trust as a grantor trust, but experienced practitioners generally use an
intentionally defective grantor trust.

2.

Stay away from Crummey powers granted to the beneficiary with special
needs - the existence of the power will be considered income to the
power holder. Consider use of Cristofani powers.

3.

An additional income tax exemption is gained by the trust if the third
party trust meets the requirements of a “qualified disability trust” (QDT).
A qualified disability trust must be irrevocable, established for the sole
benefit of a person with a disability, and the beneficiary must be under
age 65. If it meets these requirements, then the trust is allowed a
deduction equal to the personal exemption. As of 1/1/2018 the personal
exemption was abolished for individuals but QDT’s retain a fixed
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personal exemption of $4,150.
G.

Inter Vivos Trust. In general, the use of a Revocable Living "Special Needs"
Trust offers the most flexibility for the parent. The trust is an entity which can
be named in the estate plans of other family members as the receptacle for
bequests to the family member with a disability. This also permits parents to
fund trust with assets prior to their death which will be immediately available to
the Trustee upon death of Grantors.

H.

Irrevocable trusts. While irrevocable trust may be advantageous to the parent
for estate tax planning purposes they obviously limit the ability of the Grantor to
amend and or revoke the trust to respond to changes in the rules and regulations
governing public benefits. Use of “Crummey” provision may interfere with
beneficiary's eligibility for public benefits. The sum subject to the withdrawal
power will be a countable resource to beneficiary during 30-60 day “presentinterest” window.

I.

Letter of Intent
1.

Purpose. While the Special Needs Trust will contain the language
necessary to protect the trust assets from cost of care claims, it is not the
place to detail the many private thoughts and desires that parents or other
grantors will want to communicate to their Trustee. The "Letter of
Intent" is the vehicle through which the parent can communicate their
intentions and desires for the future of their disabled beneficiary - and
alter/update that letter as circumstances dictate.

2.

Non Legal Document. While there are many approaches, forms and
schedules which have developed to facilitate the formulation of a "letter
of intent", it is a non-legal document and may be as simple as a hand
written letter from the parent to the Trustee and other family members.

3.

Importance of Letter of Intent. Most often parents will have been the
primary provider of care for their disabled child and will know the most
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intimate details of the child's history and needs and how best these needs
can be met. In other words what has worked and what hasn't. It is
essential that this information be reduced to writing and shared with
those persons charged with caring for or overseeing the care of the
disabled child.
4.

Contents of Letter. The letter should contain essential information such
as Social Security Numbers and birth dates of immediate family
members including parents.
a.

Names, addresses and telephone numbers of important family
members, professionals and other caring persons who have been
involved in the disabled person's life.

b.

History of disability, treatment and successful or unsuccessful
strategies which have been used.

c.

Relevant information pertaining to housing or residential care,
education, employment, behavior management, social
environment and religious issues.

d.

Personal feelings of parents concerning what they want for their
child's future.

5.

Share Letter of Intent. Once the letter is completed it may be shared
with Trustees and other family members. At the very least parents must
make the appropriate people aware that it has been prepared and where it
can be found.

6.

Preparing and updating letter. It is suggested that the letter be updated
on an annual basis. Encourage the client to pick a non-important but
distinctive annual event on which to sit down and update letter, i.e.
Groundhog Day. The point is to pick a day which will be noticeable but
will not be complicated with other duties such as birthdays and holidays.
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7.

J.

IV.

Use of professionals in drafting letter. While the letter can be prepared
without the assistance of professionals there are organizations such as
The Arc or PLAN which, for a fee, will assist the parent in developing a
personalized plan to meet the needs of the child after the parent has
passed away. The use of such an organization will facilitate the writing
of a comprehensive document which can be referred to by family
members and trustees for guidance.

Special Rules for Trust for Surviving Spouse. A trust created for the benefit of
a surviving spouse who is receiving or may receive Medicaid benefits must be a
testamentary trust. Most state Medicaid rules do not allow a Medicaid recipient
to be disinherited by his or her spouse - some states will sometimes allow a form
of “spousal refusal”. Typically, the Medicaid recipient spouse will be required
to pursue his or her augmented estate or elective share rights. If the Medicaid
recipient spouse does not pursue augmented estate rights, then the Medicaid
recipient will be deemed to have made gift of the augmented estate share,
resulting in a period of ineligibility for Medicaid. The augmented estate share
may be satisfied by use of (1) an outright distribution of 34% to the spouse; (2)
a distribution of 34% to a testamentary trust, allowing distribution of income
and principal to the spouse ; or (3) a distribution of the full estate to an “income
only” testamentary trust for the surviving spouse.

FIRST PARTY or SELF-FUNDED TRUSTS.
These are trusts created by a Medicaid/SSI beneficiary or applicant to allow the person
to shelter assets they already own, or are payable to them, and also receive public
benefits. They are commonly referred to as “d4a” trusts or “d4c” trusts, depending on
variety. The most common reasons to utilize these trusts are personal injury settlement,
inheritance (including property passing by designation of beneficiary)that was not
designated to a third party SNT, and assets owned by a minor that must be sheltered at
age 18 to gain benefits eligibility.
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A.

Medicaid Rules
1.

An applicant for Medicaid is generally disqualified when the applicant has
created an inter vivos trust where (a) distributions from the trust are
discretionary in the trustee; and (b) where the distributions may be used to
benefit the applicant and/or the applicant’s spouse.

2.

The Omnibus Budget Reconciliation Act of 1993, Public Law 103-66 (OBRA93) outlines certain types of trusts which will not be considered as resources
and/or income to Medicaid applicants and applies to trusts created after August
10, 1993.

3.

OBRA-93 sets a special category of trusts for disabled persons who have not
yet reached age 65:
A trust containing the assets of an individual under age 65 who is disabled (as
defined in section 1614(a)(3)) and which is established for the benefit of such
individual by a parent, grandparent, legal guardian, or a court if the State will
receive all amounts remaining in the trust upon the death of such individual up
to an amount equal to the total medical assistance paid on behalf of the
individual under a State plan under this title.
Such a trust will not disqualify the applicant for Medicaid purposes.
Applications of the rule vary from state to state. For example, in Colorado the
trust can be established only with assets received from a personal injury
settlement. In most states there are no such restrictions and d4a trusts are
commonly used to restructure unexpected unplanned inheritances, personal
injury or other tort settlements, and sometimes alimony or property
settlements.

4.

A d4a may be funded only by a person under age 65 and such a trust cannot be
added to or otherwise augmented after the individual reaches age 65.
However, in some states (e.g. Maryland and the District of Columbia) a d4c
pooled trust account can be created by a Medicaid recipient age 65 or older.
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5.

On 12/13/2016 the federal Special Needs Trust Fairness Act was signed,
allowing an individual with a disability to establish their own d4a trust. This
was always permitted for a d4c pooled trust and it is thought that it was merely
a 1993 legislative drafting error. If so, it only took 23 years to correct!

B.

SSI Rules
1.

The Foster Care Independence Act of 1999 essentially applied the Medicaid
trust rules to SSI benefits. Rules concerning trusts for SSI recipients are
found in the Program Operations Manual (POMS) published by the Social
Security Administration and the POMS sections dealing with trusts have been
greatly expanded in recent years. To determine if a trust meets SSI criteria, the
POMS provides a set of qualification criteria that change frequently.

C.

Pooled Trusts. OBRA 93 also provides for a pooled asset trust variety of self-funded
special needs trust sometimes referred to as a “d4c” trust. The statutory requirements
for a d4c trust are:
1.

The trust is established and managed by a non-profit association;

2.

A separate account is maintained for each beneficiary of the trust, but, for
purposes of investment and management of the trust, the trust pools the
accounts;

3.

Accounts in the trust are established solely for the benefit of individuals who
are disabled (as defined in section 1614(a)(3)) by the parent, grandparent, or
legal guardian of such individuals, by such individuals, or by a court;

4.

To the extent that amounts remaining in the beneficiary’s account upon his or
her death are not retained by the trust, the trust pays to the State an amount
equal to the total amount of medical assistance paid on behalf of the
beneficiary. This rule allows the beneficiary to designate that the remainder
stay in the pooled trust to assist other beneficiaries of the pooled trust. Most
trusts use this to defray administrative costs etc. Some trusts pooled trusts
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require 100% retention in the trust. The author is counsel for The Arc of
Northern Virginia Personal Support Trust and it does not require retention.
5.

Advantages: In some states these pooled trust accounts can be established for or
by a disabled person of any age. The pooled trust also allows the grantor to
leave assets for the benefit of other members of the pool, rather than have all
assets go to repay Medicaid.

6.

Other advantages are very practical in that many beneficiaries with a disability
do not have a family member capable of serving as trustee. The assets may
also be too little to warrant the services of a corporate fiduciary.

D.

Malpractice and Preservation of SSI and Medicaid eligibility
1.

Personal Injury Case
a.

Christina Grillo settled a personal injury case in 1991 for a lump sum
upon the advice of her personal injury attorney. She later sued the
attorney and guardian ad litem for malpractice. She alleged that the
defendants: (1) failed to consult competent experts concerning a
structured settlement and (2) failed to plan to preserve her SSI and
Medicaid eligibility. Ms. Grillo alleged that structured settlement with
a d(4)(A) SNT would have protected her personal injury settlement
from dissipation, provide tax benefits and protected her SSI and
Medicaid benefits. The case was settled by all defendants for a
combined sum of $4.1 million.3

b.

Edith Saunders, the conservator for James A. Saunders III (Jamie)
settled a personal injury action on Jamie’s behalf. As a part of the
application to compromise and settle the claim, the conservator
requested that the net settlement amount be placed in a d(4)(A) SNT
for Jamie to preserve his Medicaid eligibility. The State of
Connecticut objected. The Supreme Court of Connecticut rejected the
attorney general’s argument that the conservator should spend down
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all of Jamie’s assets and then re-apply for Medicaid assistance. The
court ruled: “By contrast, with the creation of the trust, Jamie will
retain his Medicaid eligibility and Saunders (the conservatrix) can
provide for his supplemental needs from the trust assets, while
Medicaid provides for his basic medical care. Therefore, not only is
the latter course of action clearly better for Jamie, it may be fairly
stated by failing to follow it, the probate court, and Saunders could be
deemed to be in dereliction of their duties to Jamie (italics added).” 3
This duty requires the fiduciary of an estate and indirectly, the trial
lawyer, to protect the client’s settlement.
2.

Estate Planning
a.

In 2000, an attorney was retained to draft the will that left a significant
sum to the testatrix’s sister who resided in a nursing home. The
Medicaid program was paying for the sister’s care.

b.

After the testatrix’s death, the sister was disqualified for Medicaid
assistance, had to spend down the inheritance and re apply for
Medicaid assistance.

c.

The Supreme Judicial Court of Maine held that the attorney “... could
and should have drafted a ‘Supplemental Needs Trust’ for Robenson,
thereby avoiding the Medicaid spend down....”

d.

On October 25, 2002, the court suspended the drafting attorney’s
license to practice law because of his failure to create the special needs
trust and for other reasons.4

E.

ABLE Accounts - Alternative to a d(4)(A) or d(4)(C) SNT
1.

The Stephen Beck, Jr. Achieving a Better Life Experience Act (ABLE) was
passed in December 2014. Steve Beck, the father of a child with a disability,

3

4

Dept. of Social Services v. Saunders, 724 A.2d 1093, 247 Conn. 686 (1999)

Board of Overseers of the Bar v. Ralph W. Brown, Esq., Me. Sup. Jud. Ct. Docket No. BAR-016 (October 25, 2002)
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was from Arlington, VA and unfortunately passed away not long before the
Act passed. Virginia was the first state to establish an ABLE plan (2015).
Georgia established the Georgia STABLE plan https://www.georgiastable.com
All but 12 states now have ABLE programs.
2.

ABLE accounts are tax-advantaged savings plans for individuals with a
significant disability and their families. The beneficiary of the account is the
account owner, and income earned by the accounts will not be taxed.
Contributions to the account, which can be made by any person (the account
beneficiary, family and friends), must be made using post-tax dollars and will
not be tax deductible for purposes of federal taxes, however some states may
allow for state income tax deductions for contribution made to an ABLE
account. Virginia does provide a deduction for contributions to an ABLE
account, with a maximum of $2,000 deduction. For persons over 70 the
deduction is unlimited.

3.

Funds in an ABLE account are not a countable resource for public benefits
purposes. Contributions of up to $15,000 per year per account are permitted
and the individual with the disability may have only one account. For an
individual receiving SSI, the account is only exempt up to a total value of
$100,000.

4.

To be eligible for an ABLE account the onset of disability must be prior to age
26. There is federal legislation pending to raise that age. The individual is
automatically eligible if receiving SSI or SSDI, and if not receiving these
benefits may apply, using a certification of the disability from a physician.

5.

The ABLE funds may be spent on any “qualified disability expense” which is
not much of a limitation at all.

6.

Like a first party SNT, any funds remaining in the ABLE account at the death
of the beneficiary must be paid back to Medicaid.
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E.

Drafting Rules for d(4)(A) Special Needs Trusts
1.

POMS Requirements.
a.

The Social Security Administration (SSA) publishes the
Program Operations Manual (POMS) as its publicly available
operating instructions for processing Social Security claims.
Although these instructions are not the product of formal rule
making, the Supreme Court has held that the POMS “warrant
respect.”5

b.

The POMS contain an action chart6 to determine whether a
trust is in compliance with the d(4)(A) SNT rules. For a
d(4)(C) SNT, you will want to contact the non-profit
organization sponsoring the trust to ensure it complies with
POMS requirements.

c.

The action steps are as follows:
1.

Question 1. Was the trust established with the assets
of an individual under the age of 65? If no, the trust
does not qualify. If yes, go to the next question.7

2.

Question 2. Was the trust established with the assets
of an individual with disabilities? If no, the trust does
not qualify. If yes, go to the next question.

3.

Question 3. Is the individual with disabilities the
beneficiary of the trust? If no, the trust does not
qualify. If yes, go to the next question.

4.

Question 4. Did the individual, a parent, grandparent,
legal guardian or a court establish the trust? If no, the
trust does not qualify. If yes, go to the next question.

5

Washington State v. Keffeler, 537 U.S. 371 (2003).

6

POMS SI 01120.203. The Social Security POMS can be found at www.ssa.gov

7

If the trust was established for the benefit of a individual with disabilities prior to the individual
attaining the age of 65, the exception to counting the trust as a resource continues to apply after the
individual reaches age 65. However, any additions to the trust after the individual reaches the age of 65
are not subject to the transfer exception. The additions would be considered income in the month added
and as countable resources in following months. For the purpose of this rule, additions to the trust do not
include interest, dividends or other earnings of the trust. See POMS SI 01120.203 B.1.b.
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5.

Question 5. Does the trust provide specific language
to reimburse the state for medical assistance paid upon
the individual’s death? If no, the trust does not
qualify. If yes, go to the next question.

6.

Question 6. Does the trust meet the special needs trust
exception to the extent that the assets of the individual
were put in the trust prior to the individual attaining
the age of 65? Any assets placed in the trust after the
individual attained the age of 65 are not subject to this
exception.

7.

Question 7. Is the trust irrevocable? If no, the trust
does not qualify.

2. Additional SSI requirements
A.

Disability Determination. There is no requirement that the
individual be determined disabled by the SSA prior to the
creation of the trust. The determination may be made at the
time the trust is submitted to the SSA for approval.8

B.

Administrative Expenses. 9
1.

Fees and administrative expenses may be paid during
the life of the beneficiary as permitted by the trust
document.

2.

The following expenses may be paid at the
individual’s death before reimbursement of medical
assistance to the state:
a.

Taxes due from the trust to the state or federal
government because of the death of the
beneficiary.

8

POMS SI 01150.121

9

POMS SI 01120.203 B.3
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b.

Reasonable administrative expenses such as
an accounting of the trust to the court,
completion and filing of documents, or other
required actions associated with termination
of the trust.

3.

The following expenses and payments may not be
permitted prior to the reimbursement of the state for
medical assistance:

C.

a.

Payment of debts due third parties.

b.

Funeral expenses.

c.

Payments to residual beneficiaries.

Legal authority to act with respect to the assets of the
individual.
1.

The SSI POMS provide that “An attempt to establish a
trust account by a third party without the legal right or
authority to act with respect to the assets of the
individual may result in an invalid trust. Note: This
requirement refers to the individual who physically
took action to establish the trust even though the trust
was established with the assets of the SSI claimant.”10

2.

The federal statutes state that the individual, a parent,
a grandparent, or a Guardian may create a d(4)(A)
trust for an individual with a disability.

3.

One must consider carefully who has legal authority to
transfer assets to the trust.
a.

Generally, a court of competent jurisdiction
should have the authority to “establish”11 and
transfer assets to a d(4)(A) SNT. Note that
Court “approval”of the SNT is not enough.

10

11

POMS SI 01120.203 B.1.f

The SSA POMS requires that the court establish and not create the trust. See POMS SI
01120.203 B. 1. a.
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b.

Generally, a parent should have the authority
to create and fund a d(4)(A) SNT for a minor
child.

c.

Generally, a parent does not have the authority
to transfer an adult child’s assets to a d(4)(A)
SNT. A Power of Attorney or appointment as
Conservator is necessary.

d.

Generally, a grandparent has no authority to
transfer the assets of a grandchild to a
d(4)(A) SNT.

e.

Generally, a guardian/conservator with
specific authority from the appointing court
has authority to create and fund a d(4)(A)
SNT.

E.

Medicaid Manual Requirements
Most Medicaid Manuals state that if the beneficiary has legal authority to
revoke the trust and then use the funds to meet his or her food or shelter needs,
or if the beneficiary can direct the use of the trust principal for his or her
support and maintenance under the terms of the trust, then the trust principal
is a resource for Medicaid purposes.12 Conversely, if the beneficiary does not
have the legal authority to revoke the trust or direct the use of the trust assets
for his or her own support and maintenance, the trust principal is not the
beneficiary’s resource.13 Therefore it is important that the trust specifically
state that the beneficiary does not have the authority to revoke the trust, or to
direct the Trustee to make distributions from the trust for any purpose,
including to pay for the beneficiary’s food or shelter needs. (This does not
mean that the Trustee cannot elect to pay for food and shelter.)

12

Virginia Medicaid Manual §1120.200(D)(1).
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F.

Trustee
1.

The appointment of a competent trustee is critical. Frequently the
family will consider the money in the trust to belong to the family
rather than the beneficiary with disabilities. In other cases, the family
is not experienced with investments and public benefits. Therefore, the
appointment of a family member may result in a conflict of interest or
mistakes.

2.

It is advisable to have an experienced and independent professional or
corporation serve as trustee or co-trustee. You should ensure that a
professional or corporate trustee is well qualified to keep up with the
public benefits rules, amend the trust if necessary to comply with those
rules, disburse funds appropriately, and follow state and federal
reporting requirements.

G.

Prohibition of contributions after age 65
If assets are added to the trust after the beneficiary with disabilities reaches the
age of 65, the amount added will be counted as a countable resource for SSI
eligibility purposes. Therefore, consider drafting the trust to expressly
authorize the trustee to refuse to accept additional contributions after the
beneficiary attains age 65.

H.

Termination
First party trusts must require payback to Medicaid at the death of the
beneficiary or earlier termination of the trust. The provision for payback to
Medicaid at early termination of a trust, such as if a beneficiary is no longer
disabled, was added in 2010 by a revision to the POMS and must be
specifically referenced in the trust agreement. The addition of this provision is
a reminder to drafting attorneys to both keep current on changes in regulation
and to provide good amendment provisions in their documents.

I.

Trust Protector
On occasion the serving trustee may not adequately discharge his or her
fiduciary duties. Therefore, the trust agreement should designate a trust
protector with the authority to remove and replace the trustee. The author’s
law firm, Thompson Wildhack PLC, frequently uses a Trust Advisory
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Committee to remove and replace the trustee. This also allows for some
continuity over the lifetime of the beneficiary and provides some ability to
simply replace trustees when they are no longer able to serve due to age,
disability or other commitments.
J.

Distribution Provisions. There are several available options 14:
a.

To avoid having the trust treated as a resource, the trust should
not direct distributions be made for the support, health or
maintenance of the beneficiary.

b.

Likewise, a discretionary support trust is unreliable.15 For
example, in Ohio a fully discretionary trust, with no mention
of supplemental needs is a resource.16

c.

Many practitioners use a fully discretionary trust with
precatory special needs language.

d.

Some practitioners use a fully discretionary trust but prohibit
distributions for food and shelter. In light of the uncertainty of
the future needs of the beneficiary, this standard is over
restrictive in most states.

e.

Some practitioners use a fully discretionary trust that
specifically authorizes the trustee to provide in kind support if
the trustee deems the beneficiary’s needs will be better met
with the distribution in spite of the partial reduction in SSI
benefits because of the PMV rule.

K.

Bonding and Surety
The trust should expressly address the issue of whether the
trustee will be required to post a bond with surety.

14

See Distribution Standard for the Special and Supplemental Needs Trust by Cynthia L. Barrett,
NAELA Quarterly, Volume 14, Number 3, Summer 2001.
15

See Third Party and Self-Created Trusts by Clifton B. Kruse, Jr, published by the ABA

16

Ohio Rev. Code Ann. §1339.51(D)(4) (2008)
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L.

Qualification and Public Accountings
If the trust is created by a court or guardian, the order establishing the trust and
the trust agreement should specifically state whether the trustee is required to
qualify as trustee before a court and/or file public accountings with the court.

M.

Powers of Trustee
The trust should expressly enumerate the trustee’s powers. Consider
incorporating standard fiduciary powers code section.

N.

Spendthrift Provision
The trust should contain a provision protecting the trust assets from the claims
of the beneficiary’s creditors and prohibit assignment by the beneficiary.
However, since the d(4)(A) SNT was funded with the assets of the beneficiary
with disabilities, it is a matter of state law whether the spendthrift provision
will be effective against the beneficiary’s creditors.17

O.

Fees, Taxes and Administration
The trust should contain express authority for the trustee to pay reasonable
legal fees, care management fees, taxes, and administrative expenses from the
trust.

P.

Trustee Compensation
The trust should authorize the trustee to pay himself or herself
reasonable compensation in accordance with a state statute or in
accordance with express provisions in the trust.

Q.

Amendment
The trust should authorize the trustee or the court having
jurisdiction over the trust to amend the trust as necessary to

17

A d(4)(A) SNT is funded with the disabled beneficiary’s assets. Generally, whether a trust
contains a spendthrift provision or not, a creditor of the settlor may reach the maximum amount that the
trustee could have paid to the settler-beneficiary. If the trustee has discretion to distribute the entire
income and principal to the settler, the creditors may reach all of the trust assets. See §502(a)(2) of the
Uniform Trust Code and the Restatement (Third) of Trusts §58(2). Several states, including Alaska,
Delaware, Rhode Island, and Nevada, have revised this rule to permit self-settled asset protection trusts.
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comply with applicable federal and state laws, regulations and
policy concerning d(4)(A) SNTs.
R.

Grantor Trust Status
In light of the compressed tax rates for trusts and the beneficiary’s normally
low marginal income tax rate, consider drafting the trust as an intentionally
defective grantor trust.18 In a special needs context, this can be a little more
challenging than usual. We typically do not wish to give the beneficiary who
has a disability a special power of appointment. However, permitting the
beneficiary to borrow from the trust without giving adequate security (IRC
§675(2)) will typically work well without danger of undue influence or
exploitation danger to the beneficiary.

SNT Administration
1.

The administration and taxation of both self-settled and third party
special needs trusts are complex, particularly because the laws and
regulations governing needs-based benefits often change. Drafting
attorneys should notify trustees in writing about their responsibilities,
and when feasible, be available to answer questions that trustees may
have as the trust administration continues.

2.

Notification to the Social Security Administration 19
a.

Notification is required in two circumstances:
1.

SSI recipients, and their representative payees, are
under a continuing obligation to report any change in
their income, resources, living arrangements or other
conditions.

2.

The client must report the existence of a d(4)(A) or
d(4)(C) SNT when he or she is applying for SSI or

18

See Section VII (I)(1)(c)(1) below.

19

20 CFR 416.708 (2008)
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Medicaid.20 The beneficiary must also report the
creation and funding of a third party SNT when the
trust is funded.
3.

The failure to notify or report to the SSA can result in huge
overpayment claims against the beneficiary if the SSA becomes aware
of the trust after the beneficiary has received significant SSI benefits
and the SSA rules that it is a countable resource. The SSA will
frequently become aware of the trust by an IRS computer check
against the SSI rolls, which the SSA does constantly. If the trust is
immediately reported to the SSA, corrective action can frequently be
taken before the SSA has a large over payment claim.

4.

The notification can be in the form of a letter to the local SSA office
which should include i) the beneficiary’s name and ii) Social Security
number together with a copy of the trust agreement and trust records
showing the receipt of funds. The letter should expressly answer all of
the questions in an SSI step action chart21 with references to the
applicable sections of the trust agreement.

5.

The beneficiary, or his or her representative payee, has the duty to
report.22 However, it is a matter of good practice for the attorney to
prepare and file the report. The report should be made by letter mailed
to the local Social Security Administration office responsible for
providing services to the beneficiary by certified mail return receipt
requested.23 If filed by the attorney, the attorney should attach a form
SSA - 1696, Appointment of Representative and include within her

20

When you prepare a d(4)(A) or joinder agreement for a d(4)(C) SNT for a child who will not
apply for SSI until he or she reaches the age of 18 because of parental “deeming” of income, consider
giving to the parents a letter to the SSA notifying the SSA of the trust. The parents should be instructed
in writing to attach the letter to the SSI application when it is filed after the child reaches age 18.
21

See POMS SI 01120.203 D. 1.

22

20 CFR 416.704 (2008).

23

The local office should be the SSA office for where the client lives, unless the client has a
representative payee, then it should be for the local office where the representative payee lives. You can
obtain the address of the local SSA office at http://s00dace.ssa.gov/pro/fol/fol-home.html
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cover letter a request that the SSA direct all correspondence and
questions to the attorney. Note that there is no expectation of a
response from SSA - they reply only if they find fault with the trust.
However, the receipt showing that you disclosed the trust will help in
being allowed to modify the trust when SSA finds defects in the trust
later.

B.

Notification to the State Medicaid Plan
1.

Medicaid recipients are under a continuing obligation to report any
change in their income, resources, living arrangements or other
conditions.

2.

The beneficiary must report the creation and funding of a (d)(4)(A) or
(d)(4)(C) SNT or third party SNT (when funded) to the local Medicaid
eligibility office. It is a matter of good practice, however, for the
attorney to prepare and file the report.

3.

If the beneficiary receives a Section 8 voucher, the beneficiary should
report the creation and funding of the SNT to the local housing
assistance office. Once again, it is good practice for the attorney to
prepare and file the report.

C.

Trust Taxation Issues
2.

Income Tax
A.

Prior to Funding a (d)(4)(A) or (d)(4)(C) SNT.
1.

Frequently, a d(4)(A) or d(4)(C) SNT will be funded
with the proceeds of a tort settlement or judgment.

2.

For federal income tax purposes, gross income does
not include damages because of personal physical
injury or illness.24 This rule applies whether the funds
are received by settlement or judgment. However, all
amounts attributable to punitive damages are taxable.
Additionally, payments made on account of emotional

24

IRC §104(a)(2) (2008).
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distress not attributable to a physical injury, which are
in excess of the payment of medical care, are
includable in gross income.
3.

Where there is a structured settlement and the periodic
payments include interest, the interest is not
includable in the taxable income of the recipient, as
long as the defendant purchased the annuity.
Additionally, the plaintiff may not own the annuity
and may not have the right to accelerate payments.
Therefore, to avoid “constructive receipt” by the
plaintiff, the defendant should purchase the structured
settlement annuity contract and designate the trustee
of the d(4)(A) or d(4)(C) SNT as the beneficiary of the
annuity payments.

B.

Taxpayer ID Number. The d(4)(A) SNT should have its own
taxpayer ID number. The beneficiary’s taxpayer ID number
should not be used for the trust. The SSA will match income
reported to the IRS with its own records. Using a separate TIN
for the trust helps distinguish between the trust’s and the
beneficiary’s income for SSI eligibility purposes.

C.

Fiduciary Income Tax.
1.

The d(4)(A) SNT and the third party SNT normally
should be drafted to be an intentionally defective
grantor trust25 to insure that the trust’s income is taxed
at the beneficiary’s rate rather than the trust’s rate. For
example, the trust agreement should provide that a
third party, preferably someone other than the
beneficiary with disabilities, has the power in a
nonfiduciary capacity to reacquire the trust corpus by
substituting property of equal value.26

25

IRC §§671 through 679 (2008).

26

IRC §675(4)(c) (2
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D.

Estate Tax. A d(4(A) or d(4)(C) SNT is includable in the
beneficiary’s estate for estate tax purposes and the basis of the
assets in the trustee’s hands is the fair market value of the
property at the date of the beneficiary’s death (or alternative
valuation date, if applicable).27 As a result, if the trust is the
beneficiary of a structured settlement, the actuarial value of
the structure will be included in the beneficiary’s estate for
estate tax purposes. Therefore, most practitioners recommend
that the structure provide for commutation or lump sum
distribution upon the death of the beneficiary to pay estate
taxes and the reimbursement due the state (Medicaid
payback). A third party SNT is generally not includable in the
beneficiary’s estate at the beneficiary’s death.

27

PLR 200240018
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Jeff Thompson
(404) 710-2528
Jeffery.thompson@dbhdd.ga.gov

AREAS OF EXPERTISE
   Leadership
   Group Facilitation
   Training and Development

   Psychology
   Research
   Analysis

   Human Services
   Developmental Disabilities
   Social Services

RELATED EXPERIENCE
Fifteen years leading and managing organizations, increasing efficiency, effectiveness and
employee satisfaction. Developed staff training on positive psychology, communication,
documentation and behavioral interventions. Completed all courses for a doctorate
(expected graduation 2019) in industrial organizational psychology including leadership,
human resources, program evaluation, coaching and consulting, ethics, and workplace
assessments. Advanced knowledge of change process and research informed practice.
WORK HISTORY
Department of Behavioral Health and Developmental Disabilities, (October 2017 – Present)
Statewide Admission Services Manager
• Overall management of the planning list and overseeing the process in the Waiver
services entry for the State of Georgia.
• Implemented redesign of the planning list process.
• Prioritize appropriate staffing and resources in the field offices as needs change.
• Maintain a professional relationship with internal and external stakeholders.
Georgia Highlands College, Marietta, GA (August 2017 – December 2017)
Instructor of Psychology
• Develop materials like syllabi, exams, and lectures for psychology course.
• Facilitate classroom discussion and group activities to enhance learning.
• Evaluate performance on assignments, exams, and participation in class and online.
• Provide instruction on behavior, cognition, development, personality, and research.
George Chambers Resource Center, Calhoun, GA (September 2015 – May 2017)
Activities Director, Developmental Disabilities Professional
• Improved organizational efficiency and effectiveness through scheduling and training.
• Developed and reviewed positive behavior support plans and crisis plans.
• Managed, scheduled, and supported staff for Medicaid and GVRA funded programs.
• Completed assessments for behavior, employment and performance.
• Developed semi-structured interview process and behavioral interview questions.
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GA Hope/Focus Counseling, Dalton, GA (Six years total during August 2005 – September 2015)
Therapist, Social Services Provider, Supervisor
•   Supported, trained and supervised staff members from interview to discipline.
•   Collaboratively developed and documented policies/procedures for COA accreditation.
•   Managed the on-call crisis line on a rotating basis.
•   Counseled children, families, and adults with mental health diagnoses.
•   Completed biopsychosocial assessments, crisis plans, and treatment plans.
Creative Consulting Services, Winder, GA (April 2013 – May 2015)
Support Coordinator
•   Supported individuals with intellectual disabilities by monitoring Medicaid funded
services and advocating for choice in all areas of life.
•   Electronically documented monitoring for safety, health, behavioral support, and quality
of life, Individual Service Plans, and funding requests.
•   Collaborated with individuals, family, staff, and community partners to facilitate the
development of natural supports.
Options Counseling Services, Salem, OR (November 2008 – July 2010)
Child Welfare Program Supervisor
•   Increased production and employee pay by 18% while reducing organizational cost.
•   Eliminated $40,000 program deficit in one year, returning program to profitability.
•   Overall contract management for Marion, Yamhill, and Polk County Child Welfare.
•   Supervised staff serving children and adults in the child welfare system.
•   Monitored and improved efficiency and performance.
•   Reviewed, compiled and reported statistical information from client satisfaction surveys.
VOLUNTEER WORK
Georgia Behavioral Health Planning and Advisory Council, (June 2016 – Oct. 2017) Alternate
Phoenix Recovery Project, Cartersville, GA (May 2014 – present), Senior Counselor
Razzles Childcare Center, Loganville, GA (Oct. 2015 – present), Board Member
EDUCATION
Grand Canyon University, 2019 (Expected)
PhD in Psychology, Emphasis in Industrial Organizational Psychology
University of West Alabama, 2012
MSCE in Counseling/Psychology
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Attorney at Law
Thompson Wildhack PLC
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Member, Special Needs Alliance
specialneedsalliance.org

Disabled Military Child Protection Act

President Obama signed the Disabled Military Child Protection Act on December 19, 2014. This law
allows a military parent to provide a survivor benefit for a disabled child and have it paid to a special
needs trust for that child’s benefit. Until this law was enacted, military parents of children with
disabilities faced a serious dilemma at retirement - whether or not to choose the military Survivor
Benefits Plan (called “SBP”) retirement option for their children. The dilemma was that the benefit
could not be assigned to a special needs trust and could potentially interfere with the child’s eligibility
for government benefit programs such as Supplemental Security Income (SSI) or Medicaid.
On December 31, 2015, the Department of Defense released its policy implementing the Disabled
Military Child Protection Act, providing guidance on who may assign survivor benefits to a special
needs trust and the procedure for doing so.
Survivor Benefits Plan
Members of the military can elect several options to provide for a spouse or dependent child at the
military member’s retirement or death. The SBP will pay up to 55% of the military member’s
retirement pay to a spouse and/or dependent child when the retiree dies. The member can also select a
lesser benefit at a lesser cost. The military member can select between coverage for a spouse only, a
spouse and children, or children only. The member takes a reduction of about 6.5% in retirement pay
for SBP for a spouse and only about $20/month for dependent children, including adult disabled
children.
The pre-existing law provided that the SBP could only be paid to a “person”, and the Defense
Department took the position that “person” did not include a trust for a child with disabilities.
Effect on SSI and Medicaid Eligibility
In addition to (or in place of) the survivor benefit, a military member can provide an array of benefits
for a child with a disability. In most cases a disabled child over age 18 can be designated as an
Incapacitated Dependent (DD Form 137-5) and be permanently eligible for military post privileges as
well as TRICARE health benefits. However, these military benefits do not include supportive living
programs or vocational opportunities. Because SBP and TRICARE benefits are often insufficient to
pay for all the help that may be needed by an adult child with a disability, the military family may need
to look to other programs to provide for a child's needs. Therefore assignment of the benefit to a
special needs trust is desirable to maintain both SSI and Medicaid eligibility.
The dilemma prior to this new law was that receiving SBP income payments after a military parent’s
death could cause the loss of SSI and essential Medicaid benefits. SSI payments are offset by other
income received (including SBP payments) by the disabled child. ANY unearned income over $20
offsets SSI income dollar-for-dollar. Once SSI income reaches zero, SSI is lost and, in many cases,
Medicaid is lost. If the military member dies having chosen SBP for his or her child, the disabled child
will receive as much as 55% of the retiree’s income. If that SBP payment to the child with a disability

amounts to more than $771 monthly, the child with a disability will lose SSI and Medicaid health care
and community support benefits. In my home state of Virginia and in many states, if the SBP exceeds
$2,313 per month, then all supported living assistance, job coaching, respite care and other services
provided under Medicaid “waiver” programs are lost.

Legislative Solution
The Special Needs Alliance began lobbying on this issue in 2007, and was then joined by NAELA and
assistance from the American Bar Association and The Military Coalition, leading to legislation being
introduced in 2009 and finally passed at the end of 2014.
The Disabled Military Child Act (Public Law 113-291 amending Title 10, U.S.C. Sections 1448, 1450
and 1455) specifically authorizes military parents to elect that the SBP benefits for a disabled child be
assigned to a supplemental or special needs trust. The trust must be a first party special needs trust.
The original proposal was to allow assignment to a third party trust but when the Congressional Budget
Office costed the proposal it was clear that the only hope of passage was to require payment to a first
party trust.
Policy
The Department of Defense issued its implementing policy on December 31, 2015. A military member
or retiree may now, at any time, irrevocably decide to substitute a SNT created for the benefit of a
disabled dependent child as the SBP beneficiary to receive any SBP payments that would otherwise be
payable to the child. The policy specifically addresses two situations:
1. During the life of the military member or retiree the assignment to an SNT may be done at
any time.
2. After the death of the member or retiree. If SBP coverage for the dependent child was
elected by the member during the member’s lifetime, then the assignment to an SNT may
be made by the child’s surviving parent, grandparent, or court-appointed guardian.
Note that the military member must have previously selected Spouse and Child, or Child Only
coverage under SBP. The policy does not address either a situation where the member did not elect
SBP because of the lack of ability to assign the benefit to an SNT or the situation where SBP was
elected but subsequently forfeited by appeal. However, several of the author’s clients have been
successful in reinstating or acquiring the survivor benefit. This is done by submitting a DD Form 149,
Application for Correction of Military Record. Each branch of the military has their own office to
handle these requests. In the author’s experience, this application is usually based on the argument that
the military member would have elected the SBP at the time of retirement if assignment to an SNT had
been an available option at the time.

Assignment Process
To assign the SBP to a special needs trust, the member or surviving parent, grandparent or guardian

may write a simple letter to the Defense Finance and Accounting Service indicating that intention. The
letter must contain the name and Tax ID Number of the trust and be signed by the military member. It
is good practice to include the military member’s Social Security number and date of birth as well.
Alternatively the member may use DD Form 2565, Section X (Data for Payment of Retired Personnel).
The letter of assignment or completion of DD Form 2565 must be accompanied by a separate statement
from an actively licensed attorney certifying that the trust is a SNT for the benefit of the disabled
dependent child and is in compliance with all applicable Federal and State laws. This will serve as the
verification to the Department of Defense that the SNT receiving the assignment is the correct type of
trust. The Department of Defense has provided a template for attorneys to use. The attorney’s
statement must be notarized and include the state in which the attorney is licensed, as well as the
attorney’s bar number.
The letter of assignment of the benefit to the special needs trust and attorney certification (forms
attached) should be sent to Defense Finance and Accounting Service, US Military Retired Pay, 8899 E.
56th Street, Indianapolis, IN 46249-1200.
In 2016 the Defense Finance and Accounting Service (DFAS) was not providing any confirmation of
receipt of the assignment but as of mid-2017 DFAS has pretty reliably provided confirmation letters
within 4-6 weeks of receipt of the assignment. The child will also be coded in their system with a
prefix (e.g SNT_John_Doe) to ensure reference to the assignment to the trust.
NEW PROPOSAL
The current proposed National Defense Authorization Act contains a provision to allow payment of
any death gratuity paid to a special needs child to a first party special needs trust. The death gratuity is
$100,000 paid to next of kin on the death of a military member on active duty.
The question is often raised as to whether this election can be made for Civil Service benefits and the
answer is no.

Military families who have a family member with a disability face numerous challenges not faced by
most families. Frequent transfers make meeting the educational needs of their child a moving target.
Those same transfers mean that obtaining Medicaid and other benefits for their child is repeated often
as they move from state to state. A military family may spend years on a waiting list for Medicaid
waiver services in one state, finally receive benefits, only to be transferred to another state and start the
waiting list process all over again. The inability to assign SBP payments to a special needs trust was
one challenge facing military families that has at last been fixed!

ATTACHED ARE THE FORMS USED TO
ASSIGN THE SURVIVOR BENEFIT TO A SPECIAL NEEDS TRUST

SPECIAL NEEDS TRUST ATTORNEY CERTIFICATION
I certify that I, KELLY A. THOMPSON prepared a Special Needs Trust (“Trust”) for the benefit of
__________________________, who currently resides at __________________________________,
and that the Trust complies with all applicable state and federal laws. ______________________ is
the dependent child of _______________________.
I understand that if the child named above has previously applied for, or in the future applies for,
Supplemental Security Income (SSI) or other benefits, the Social Security Administration may need to
review the SNT and ensure that it is compliant with all applicable state and federal laws.
Name of certifying attorney: KELLY A. THOMPSON
State licensed to practice

Virginia

State bar number

33516

Signature of attorney

_____________________________________________

Commonwealth of Virginia
County of Arlington

ss.

SUBSCRIBED, SWORN TO AND ACKNOWLEDGED before me on __________, 2019, by
KELLY A. THOMPSON, to me known.

____________________________________
Notary Public

LETTER OF ASSIGNMENT OF SBP
MAXWELL THOMPSON
6813 N. Overlook Drive
Alexandria, VA 22314

Defense Finance and Accounting Services
Retired and Annuity Pay
8899 E. 56th Street
Indianapolis, IN 46249-1200
Re:

Survivor Benefit Plan (SBP), Reassignment of Beneficiary

In accordance with 10 U.S.C. §1450 as amended, subparagraph (a)(4), and the policy issued by the
Office of the Assistant Secretary of Defense for Manpower and Reserve Affairs, I hereby designate
The Foundation of The Arc of Northern Virginia Personal Support Self- Funded Trust for the benefit of
JUNIOR THOMPSON (Tax ID: 000-00-0000) as the beneficiary of the SBP elected for JUNIOR
THOMPSON.
This trust is a special needs trust established under Section 1917 (d) (4) (a) of the Social Security Act
and is for the sole benefit of the dependent child, JUNIOR THOMPSON. Junior is intellectually
disabled and incapable of self-support.
I am enclosing the required certification from my attorney, Kelly A. Thompson.

Sincerely,

Maxwell Thompson
SSN:
DOB:
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Teresa Whitton
Teresa Whitton joined Southeastern Trust in April 2012. Prior to Southeastern
Trust, Teresa spent over twenty years in Personal Trust and Trust Real Estate at
SunTrust Bank, including managing a trust team in Chattanooga. She is a
graduate of Middle Tennessee State University and the ABA National Graduate
Trust School as well as having the Certified Financial Planner CFP® designation.
Teresa has extensive experience in Special Needs Trusts and Trust Real Estate and
has oversight of a Georgia and Tennessee Pooled Trust.
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The.Arc.of.Georgia.
Pooled.Trust
Helping.provide.for.a.
family.member.with.a.disability

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Challenge(of(Providing(for(an(
Individual(with(a(Disability(
! Public.Assistance
Limited.assets.– Resource.Rule
Limited.income.– Income.Rule
! Gift.or.bequest.to.a.person.with.a.disability
Could.disqualify.the.individual.from.
receiving.public.assistance.(Resource.Test)..
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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MEDICAID
Qualify.for.Medicaid.if.qualified.for.SSI
Income.and.resources.rules.apply

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Gift%During%Life
Person.with.
a.Disability

Mom,.Dad
Relative

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Bequest'Upon'Death
Mom,.Dad
Relative

Person.with.
a.Disability

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Judgment/Settlement
Person.with.
a.Disability

Court

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.
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Objectives
Provide.for.the.special.needs.of.a.person.with.
a.disability.while.preserving.family.assets.for.
other.members.of.the.family
Solutions)for)Life)
Long)Peace
Of)Mind

Utilize.a.trustee.to.manage.the.assets.
dedicated.to.provide.for.the.special.needs.of.a.
person.with.a.disability.without.forfeiture.of.
the.rights.to.public.assistance
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Illustration+#1
John.Smith.is.80.years.old.with.an.estate.of.
$100,000
His.son.Tom.has.a.disability.and.receives.SSI.
and.Medicaid.benefits

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Desires
John.Smith.desires.to.provide.for.his.son’s.
special.needs.over.and.above.the.basic.needs.
provided.by.SSI.and.Medicaid...
Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Consequences)of)Providing)
Assets)to)the)Son
Disqualification.from.SSI.and.Medicaid
Depletion.of.Assets

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Most%Likely%Course%of%Action
John.Smith.will.bequest.the.assets.to.his.other.
son.and.hope.the.other.son.will.provide.for.
the.special.needs.of.Tom...

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Pooled&Trust&Legislation
State.legislation.passed.in.1996.
The.trustees.must.be.experienced.in.business,.
finance,.investment.management.and.
providing.services.to.people.with.a.disability.
The.trust.must.benefit.those.with.an.
impairment,.either.mental.or.physical,.that.
limits.one.or.more.major.life.activities..
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Pooled&Trust&Legislation
The.assets.must.be.transferred.to.the.Pooled.
Trust.for.the.special.needs.of.the.person.with.
a.disability.
The.Pooled.Trust.must.be.created.by.a.
nonprofit.corporation

Solutions)for)Life)
Long)Peace
Of)Mind

The.income.and.principal.may.only.be.used.to.
provide.non8cash.benefits.for.special.needs.of.
the.person.with.a.disability
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Pooled&Trust&Legislation
If.all.the.requirements.are.met,.the.transfer.of.
assets.to.the.Pooled.Trust.for.the.benefit.of.
the.person.with.a.disability.will.result.in.those.
assets.not.being.considered.for.the.Resource.
Test.for.SSI.and.Medicaid.

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Special(Needs(are:
More.sophisticated.dental,.medical.and.diagnostic.treatment.
than.is.normally.available.under.public.assistance.programs
Supplemental.education

Solutions)for)Life)
Long)Peace
Of)Mind

Private.rehabilitation
Entertainment
Travel
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Special(Needs((continued)
Furniture
Purchase.of.personal.property.and.services.which.will.
make.life.more.comfortable.and.enjoyable.for.the.
beneficiary
Expenditures.shall.not be.made.for.primary.support.
or.maintenance.of.the.beneficiary,.including.basic.
food.or.shelter,.if.such.expenditures.will.disqualify.
the.beneficiary.from.receiving.public.assistance..
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Appointment)of)PR
The.donor.may.appoint.a.liaison/personal.
representative.to.assist.the.trustee..
Usually.a.family.member

Solutions)for)Life)
Long)Peace
Of)Mind

Requests.the.expenditures.for.the.beneficiary

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Distribution*Upon*Death*of*Beneficiary
(Trust*funded*by*third*party)
Distributed.to.the.person.designated.by.the.donor,.
who.is.the.person.who.transferred.assets.to.the.trust.
for.the.benefit.of.the.person.with.a.disability.
Generally.will.be.to.a.surviving.family.member.
There.is.no.responsibility.to.repay.the.State.for.the.
Medicaid.assistance.received.by.the.beneficiary.prior.
to.death.
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Restrictions*when*Beneficiary*Transfers*
Assets*to*the*Trust*account
The.person.transferring.the.assets.may.be.the.
beneficiary
The.contribution.must.be.irrevocable...The.
assets.which.belong.to.the.beneficiary.may.be.
withdrawn.only.if.distributed.to.another.trust.
which.requires.the.reimbursement.of.the.
medical.assistance.received.from.the.State.

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Restrictions*when*Beneficiary*Transfers*
Assets*to*the*Trust*account*
(continued)
Neither.the.beneficiary.or.his/her.spouse.may.
serve.as.co8trustee.
After.payment.to.the.State,.the.donor.
designates.to.whom.the.balance.should.be.
paid.(if.any).
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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The.Arc.of.Georgia.
Managing.Trustee

Southeastern.Trust.
Company

Solutions)for)Life)
Long)Peace
Of)Mind

Operating.Trustee
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

The$Arc$of$Georgia$
Managing$Trustee
Nonprofit.Corporation
Advocates.for.rights.&.full.participation
Public.Policy/Legislative.initiatives
Began.in.1950
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Southeastern+Trust+Company
Operating+Trustee
Administrative.Responsibilities
Perform.in.a.Fiduciary.manor
Understand.applicable.governmental.benefits
Manage.trust.funds
Process.distribution.requests
Provide.reports.and.statements
Tax.filing.and.K81.statements.to.donor/beneficiary

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
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How.to.get.money.in.the.trust?

Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
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Fund%at%a%Later%Date
• Wills
• Life.Insurance
• 401Ks
• IRAs

Solutions)for)Life)
Long)Peace
Of)Mind
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• Legal.Settlement
• Gifts
• Savings
• Graduation.Gifts
• Birthday.Gifts
• Etc.

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Investment.Objectives
Cash – Federated.Money.Market.Funds
Solutions)for)Life)
Long)Peace
Of)Mind

Income – Sees.income.and.the.preservation.

of.capital...Growth.of.capital.may.or.may.not.
be.sought.and,.if.it.is,.will.always.be.secondary

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Investment(Objectives
(Continued)
Income.and.Growth – Sees.to.emphasize.income.and.the
preservation.of.capital.over.the.growth.of.capital...Yet.
growth.will.be.an.ever.present,.albeit.secondary,.
consideration.
Balanced – Equal.emphasis.on.capital.appreciation.and.
current.income...Half.invested.in.income.assets.&.half.in.
growth.oriented.assets.

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Pooled&Trust&vs.
Private&“Special&Needs&Trust”
Investment&advice
Cost
Trustee’s.fees
Attorney’s.fees
Accountant’s.fees

Solutions)for)Life)
Long)Peace
Of)Mind

Medicaid&monitoring&to&preserve&public&assistance&
benefits
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Pooled&Trust
an&alternative&option
! Coordinate&into&current&planning
ARC&pooled&trust&requires&funding&plan
! Coordinate&with&other&family&members
i.e.&grandparents,&etc.
! Provides&flexibility&as&needs&change
! Professional&Trustee
Solves&issues&– siblings,&eligibility,&cost,&
simplicity,&etc.
www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Solutions)for)Life)
Long)Peace
Of)Mind
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Steps.to.set.up.account
1)#Fill#out#Joinder#Agreement
sets#up#account
2)#Initial#Enrollment#Fee
$1,250.00

Solutions)for)Life)
Long)Peace
Of)Mind

3)#Funding#plan
Now#or#Later

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.

Questions?
Solutions)for)Life)
Long)Peace
Of)Mind

www.arcgatrust.org
The.Arc.Of.Georgia.Pooled.Trust....18800849384320.
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TJEFT PGZPVS CBMBODF
TIFFU UPIFMQ ZPV QVSTVF
ZPVSHPBMT BU FWFSZ QIBTF
PGZPVS MJGF

È 8PSLJOH UPHFUIFS XF

XFÁMM IFMQ ZPV QVU JU
JO NPUJPO

DBO NBLF BOZ BEKVTUNFOUT
OFDFTTBSZ BT ZPVS MJGF 
GJOBODJBM DJSDVNTUBODFTBOE
HPBMT DIBOHF

"EWJDF #FZPOE JOWFTUJOH
È 1MBO
È "DDFTT

È 4BWF
È #PSSPX

È (SPX
È 1SPUFDU

È (JWF

4VCKFDU UP JOEJWJEVBM DMJFOU HPBMT PCKFDUJWFT BOE TVJUBCJMJUZ 5IJT BQQSPBDI JT OPU B QSPNJTF PS HVBSBOUFF UIBU XFBMUI PS BOZ GJOBODJBM SFTVMUT DBO PS XJMM CF BDIJFWFE
*OWFTUJOH JOWPMWFT SJTLT JODMVEJOH UIF QPUFOUJBM PG MPTJOH NPOFZ PS UIF EFDMJOF JO WBMVF PG UIF JOWFTUNFOU 1FSGPSNBODF JT OPU HVBSBOUFFE
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BDDPNQMJTIJTJNQPSUBOUUPIPXXFXPSLUPHFUIFSBU6#4
5IF6#48FBMUI8BZTUBSUTXJUIRVFTUJPOTBOEBEJTDVTTJPOUIBUIFMQTVTGPDVTPOXIBUÁTSFBMMZJNQPSUBOUUPZPV5IFO XFDBO IFMQZPVPSHBOJ[FZPVSGJOBODJBM
MJGFJOUPUISFFLFZEJNFOTJPOT-JRVJEJUZ¿UPIFMQQSPWJEFDBTIGMPXGPSTIPSUUFSNFYQFOTFT -POHFWJUZ¿GPSMPOHFSUFSNOFFETBOE -FHBDZ¿GPSOFFETUIBUHP
CFZPOEZPVSPXO5IJT6#4BQQSPBDIUPXFBMUINBOBHFNFOUDBOIFMQZPVDMFBSMZVOEFSTUBOEXIFSFZPVSNPOFZJT¿BOEXIZ5IFDMBSJUZ JUQSPWJEFTDBOIFMQ
ZPVTUBZGPDVTFEPOZPVSMPOHUFSNHPBMT OPNBUUFSXIBUUIFNBSLFUTBSFEPJOH
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BDDPNQMJTIJOZPVSMJGF

• 8IBUBSFZPVSTIPSU NFEJVN BOEMPOHUFSNHPBMT
• 8IBUUSBEFPGGTBSFZPVXJMMJOHUPNBLF 
• )PXEPZPVEFGJOFGJOBODJBMTVDDFTT 

8IPBSFUIF QFPQMFUIBU
NBUUFSNPTUUPZPV

• 8IPEPZPVUBLFDBSFPGGJOBODJBMMZ 
• 8IBUNPSFEPZPVXBOUUPEPGPSUIFN 
• "SFUIFZGJOBODJBMMZQSFQBSFEGPSUIFGVUVSF 

8IBUEPZPVXBOUZPVS
MFHBDZUPCF

• )PXEPZPVXBOUUPNBLFBEJGGFSFODF
• 8IBUQPSUJPOPGZPVSXFBMUIEPZPVXBOUUPQBTTPO
• 8IBUDBVTFTEPZPVDBSFNPTUBCPVU 

8IBUBSFZPVSNBJO
DPODFSOT

• %PZPVIBWFFOPVHIXFBMUIUPBDIJFWFZPVSHPBMT
• )PXEPZPVEFDJEFCFUXFFOTQFOEJOH TBWJOHBOEJOWFTUJOH
• )PXEPZPVNBOBHFGJOBODJBMSJTLBOEVODFSUBJOUZ 

)PXEPZPVQMBOUP
BDIJFWFZPVSMJGFÁTWJTJPO

• 8IPEPZPVUVSOUPGPSGJOBODJBMBEWJDF
• %PZPVIBWFBGJOBODJBMQMBO
• )PXEPZPVUSBDLQSPHSFTT 
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• 3FUJSFNFOU
• &BSOJOHTQPUFOUJBM
• )FBMUIDBSFBOEMPOHUFSNDBSF
• 4FDPOEIPNF
• $PMMFHF

5JNFGSBNF
'PVSZFBSTGSPNOPX¿BOEUISPVHIPVUZPVSMJGF
8IZJUNBUUFSTGPSZPV
• (BJODPOGJEFODFJOZPVSGVUVSFCZVOEFSTUBOEJOHBOEJEFOUJGZJOHZPVSGJOBODJBMOFFETUISPVHIPVUZPVSMJGF
• "MMPXTZPVUPTIJGUZPVSGPDVT UPIFMQNFFUMPOHUFSNHPBMT SBUIFSUIBOBUUFNQUJOHUPPVUQFSGPSNUIFNBSLFUT
)PXXFDBOIFMQ
• 8FDBOIFMQZPVTUSVDUVSFZPVS-POHFWJUZTUSBUFHZUPCFTJ[FE JOWFTUFEBOENBOBHFECBTFEPOZPVSHPBMTBOE
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IFBMUIDBSFDPTUTUISPVHIUIFUPPMTBWBJMBCMFBU6#4
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)PNF

&YQFDUFEJOIFSJUBODF
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"NFSJDBT *ODBOEJUTBGGJMJBUFT EPOPUQSPWJEFMFHBMBEWJDF1MFBTF DPOTVMUZPVSMFHBMBEWJTPS
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*NQPSUBOUEJTDMBJNFST
*NQPSUBOUJOGPSNBUJPO BCPVUBEWJTPSZCSPLFSBHF TFSWJDFT
8FBMUINBOBHFNFOUTFSWJDFTJOUIF6OJUFE4UBUFTBSFQSPWJEFECZ6#4'JOBODJBM4FSWJDFT*OD BSFHJTUFSFECSPLFSEFBMFSPGGFSJOH TFDVSJUJFT USBEJOH CSPLFSBHFBOESFMBUFEQSPEVDUTBOETFSWJDFT"TBGJSN
QSPWJEJOH XFBMUINBOBHFNFOUTFSWJDFTUPDMJFOUTJOUIF64 XFPGGFSCPUIJOWFTUNFOUBEWJTPSZTFSWJDFTBOECSPLFSBHFBDDPVOUT"EWJTPSZTFSWJDFTBOECSPLFSBHFTFSWJDFTBSFTFQBSBUFBOEEJTUJODU EJGGFSJO
NBUFSJBMXBZTBOEBSFHPWFSOFECZEJGGFSFOUMBXTBOETFQBSBUFDPOUSBDUT*UJTJNQPSUBOUUIBUDMJFOUTVOEFSTUBOEUIFXBZTJOXIJDIXFDPOEVDUCVTJOFTTBOEUIBUUIFZDBSFGVMMZSFBEUIFBHSFFNFOUTBOE
EJTDMPTVSFTUIBUXFQSPWJEFUPUIFNBCPVUUIFQSPEVDUTPSTFSWJDFTXFPGGFS'PSNPSFJOGPSNBUJPO DMJFOUTTIPVMETQFBLXJUIUIFJS'JOBODJBM"EWJTPSPSWJTJUPVSXFCTJUFBU):1&3-*/,
IUUQVCTDPNXPSLJOHXJUIVTVCTDPNXPSLJOHXJUIVT
*OQSPWJEJOH BGJOBODJBMQMBO XFNBZBDUBTBCSPLFSEFBMFSPSJOWFTUNFOUBEWJTFS EFQFOEJOH POXIFUIFSXFDIBSHFBGFFGPSUIF TFSWJDF'JOBODJBMQMBOTQSPWJEFE
GSFFPGDIBSHFBSFBTFSWJDFJODJEFOUBMUPPVSCSPLFSBHFSFMBUJPOTIJQBOEUIFTFSWJDFUFSNJOBUFTVQPOEFMJWFSZPGUIFQMBO8FQSPWJEFGJOBODJBMQMBOOJOH TFSWJDFTBTBO
JOWFTUNFOUBEWJTFSGPSBTFQBSBUFGFFQVSTVBOUUPBXSJUUFOBHSFFNFOU XIJDIEFUBJMTUIFUFSNT DPOEJUJPOT  GFFBOETDPQFPGUIF FOHBHFNFOU'PSJOGPSNBUJPO BCPVUPVS
GFFCBTFEGJOBODJBMQMBOOJOH TFSWJDFT TFFUIFGJSNÁT'JOBODJBM1MBOOJOH"%7%JTDMPTVSF#SPDIVSF/PUFUIBUGJOBODJBMQMBOOJOH EPFTOPUBMUFSPSNPEJGZJOBOZXBZUIFOBUVSF
PGBDMJFOUÁT6#4BDDPVOUT UIFJSSJHIUTBOEPVSPCMJHBUJPOT SFMBUJOHUPUIFTFBDDPVOUTPSUIFUFSNTBOEDPOEJUJPOT PGBOZ6#4BDDPVOUBHSFFNFOUJOFGGFDUEVSJOHPSBGUFSUIF
GJOBODJBMQMBOOJOH TFSWJDF$MJFOUTBSFOPUSFRVJSFEUPFTUBCMJTIBDDPVOUT QVSDIBTFQSPEVDUTPSPUIFSXJTFUSBOTBDUCVTJOFTTXJUIVTUPJNQMFNFOUBOZPGUIFTVHHFTUJPOTNBEF
JOUIFGJOBODJBMQMBO4IPVMEBDMJFOUEFDJEFUPJNQMFNFOUUIFJSGJOBODJBMQMBOXJUIVT XFXJMMBDUBTFJUIFSBCSPLFSEFBMFSPSBOJOWFTUNFOUBEWJTFS EFQFOEJOH POUIFTFSWJDF
TFMFDUFE
6#4'JOBODJBM4FSWJDFT*OD JUTBGGJMJBUFT BOEJUTFNQMPZFFTEP OPUQSPWJEFUBYPSMFHBMBEWJDF$MJFOUTTIPVMETFFLBEWJDFCBTFEPOUIFJSQBSUJDVMBSDJSDVNTUBODFTGSPNBOJOEFQFOEFOU UBY PSMFHBMBEWJTPS
"MMNPSUHBHFQSPEVDUTBSFPOMZPGGFSFECZ6#4.PSUHBHF6#4.PSUHBHFJTBUSBEFOBNFGPS6#4"( 5BNQB#SBODIPS JODFSUBJOTUBUFTGPSDFSUBJOQSPEVDUT 6#4#BOL64""MMMPBOTBSFTVCKFDUUP
VOEFSXSJUJOH DSFEJUBOEQSPQFSUZBQQSPWBM/PUBMMQSPEVDUTBSFBWBJMBCMFJOBMMTUBUFT PSGPSBMMMPBOBNPVOUT0UIFSSFTUSJDUJPOTBOEMJNJUBUJPOTNBZBQQMZ6#4.PSUHBHFDVSSFOUMZPGGFSTSFTJEFOUJBMNPSUHBHF
MPBOTXJUIJOUIFTUBUFTPGUIF6OJUFE4UBUFTPG"NFSJDBBOEUIF%JTUSJDUPG$PMVNCJB 6#4'JOBODJBM4FSWJDFT*OD )BSCPS#MWE 8FFIBXLFO /+ /.-4/P (FPSHJB3FTJEFOUJBM.PSUHBHF
-JDFOTFF/P .BTTBDIVTFUUT.PSUHBHF#SPLFS-JD/P.# 3FHJTUFSFE.PSUHBHF#SPLFS¿/:4%FQUPG'JOBODJBM4FSWJDFT6#4'JOBODJBM4FSWJDFTBOEJUT'JOBODJBM"EWJTPSTEPOPUUBLFNPSUHBHFMPBO
BQQMJDBUJPOT EPOPUPGGFSNPSUHBHFMPBOTBOEEPOPUOFHPUJBUFUFSNTPGNPSUHBHFMPBOT
&RVBM0QQPSUVOJUZ-FOEFS&RVBM)PVTJOH-FOEFS
*OWFTUJOHJOTFDVSJUJFTJOWPMWFTSJTLT BOEUIFSFJTBMXBZTUIFQPUFOUJBMPGMPTJOHNPOFZXIFOZPVJOWFTUJOTFDVSJUJFT
5IJTNBUFSJBMJTJOUFOEFEUPJOGPSNZPVPGQSPEVDUTBOETFSWJDFTPGGFSFECZ6#48FBMUI.BOBHFNFOUÃ6#48FBMUI.BOBHFNFOUÄJT UIFNBSLFUJOHOBNFGPSUIF6#4CVTJOFTTHSPVQUIBUJODMVEFTJOUIF64 
BNPOHPUIFST 6#4'JOBODJBM4FSWJDFT*OD Ã6#4'4Ä 6#4#BOL64" Ã#64"Ä BOE6#4"( /FX:PSL#SBODI Ã6#4/FX:PSLÄ 6#4'4 BXIPMMZPXOFETVCTJEJBSZPG6#4"( JTB64SFHJTUFSFECSPLFS
EFBMFSBOEJOWFTUNFOUBEWJTFS BNFNCFSPG'*/3"BOE4*1$#64"JTBO'%*$JOTVSFE6UBIJOEVTUSJBMCBOL6#4"(JTB4XJTTCBOLMJDFOTFEUPDPOEVDUCBOLJOHBOESFMBUFEGJOBODJBMTFSWJDFCVTJOFTTFTJOUIF64
#SPLFSBHFQSPEVDUTBOETFSWJDFTBSFPGGFSFEUISPVHI6#4'4 XIJDIJTOPUBCBOLBOEJTBTFQBSBUFMFHBMFOUJUZGSPNJUTCBOLBGGJMJBUFT-FOEJOH 1PSUGPMJP.BOBHFNFOUBOE"DUJWF"EWJTPSZTFSWJDFT BOEPUIFS
CBOLJOHTFSWJDFTBSFQSPWJEFEUISPVHI6#4/FX:PSL-FOEJOHBOENPSUHBHFTFSWJDFTBSFQSPWJEFEUISPVHI#64"
*OTVSBODFQSPEVDUTBSFJTTVFECZVOBGGJMJBUFEUIJSEQBSUZJOTVSBODFDPNQBOJFTBOENBEFBWBJMBCMFUISPVHIJOTVSBODFBHFODZTVCTJEJBSJFTPG6#4'JOBODJBM4FSWJDFT*OD(VBSBOUFFTBSFCBTFEPOUIFDMBJNTQBZJOH
BCJMJUZPGUIFJTTVJOHJOTVSBODFDPNQBOZ
7*4"BOE7*4"4*(/"563&BSFSFHJTUFSFEUSBEFNBSLTPXOFECZ7JTB*OUFSOBUJPOBM4FSWJDF"TTPDJBUJPOBOEVTFEVOEFSMJDFOTF5IF 6#47JTBl EFCJUDBSE 6#47JTB4JHOBUVSFl DSFEJUDBSEBOE6#41SFGFSSFE7JTB
4JHOBUVSFl DSFEJUDBSEBSFJTTVFECZ6#4#BOL64"XJUIQFSNJTTJPO GSPN7JTB64"*ODPSQPSBUFE
5SVTUTFSWJDFTBSFQSPWJEFECZBMJDFOTFEUSVTUDPNQBOZ5SVTUJOWFTUNFOUTBSFOPUEFQPTJUTPSPUIFSPCMJHBUJPOT PG PSHVBSBOUFFECZ6#4"(PSBOZPGUIFJSBGGJMJBUFT5SVTUJOWFTUNFOUTJOWPMWFJOWFTUNFOUSJTLT 
JODMVEJOH QPTTJCMFMPTTPGUIFQSJODJQBM
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*NQPSUBOUEJTDMBJNFST
#PSSPXJOH VTJOHTFDVSJUJFTBTDPMMBUFSBMFOUBJMTSJTLBOENBZOPUCFBQQSPQSJBUFGPSZPVSOFFET"MMMPBOTBSFTVCKFDUUPDSFEJU BQQSPWBM'PSBGVMMEJTDVTTJPOPGUIFSJTLTBTTPDJBUFEXJUICPSSPXJOH VTJOHTFDVSJUJFTBT
DPMMBUFSBM ZPVTIPVMESFWJFXUIF-PBO%JTDMPTVSF4UBUFNFOUUIBUXJMMCFJODMVEFEJOZPVSBQQMJDBUJPO QBDLBHF/FJUIFS6#4'JOBODJBM4FSWJDFT*ODOPS6#4#BOL64"QSPWJEFTMFHBMPSUBYBEWJDF:PVTIPVMEDPOTVMU
ZPVSMFHBMBOEUBYBEWJTPSTSFHBSEJOHUIFMFHBMBOEUBYJNQMJDBUJPOTPGCPSSPXJOH VTJOHTFDVSJUJFTBTDPMMBUFSBMGPSBMPBO
$FSUJGJFE'JOBODJBM1MBOOFS#PBSEPG4UBOEBSET*ODPXOTUIFDFSUJGJDBUJPONBSLT$'1l $&35*'*&% '*/"/$*"- 1-"//&35. BOEGFEFSBMMZSFHJTUFSFE$'1 XJUIGMBNFEFTJHO JOUIF64 XIJDIJUBXBSETUPJOEJWJEVBMT
XIP TVDDFTTGVMMZDPNQMFUF$'1#PBSEÁTJOJUJBMBOEPOHPJOH DFSUJGJDBUJPOSFRVJSFNFOUT
$I4/$l EFTJHOFFTBSFFRVJQQFEXJUIUIFTQFDJBMJ[FETLJMMTOFFEFEUPIFMQQBSFOUTBOEDBSFHJWFSTQMBOGPSUIFGVUVSFXJUIIPOFTUZ FUIJDTBOEDPNQBTTJPO "$I4/$l DBOOBWJHBUFUIFVOJRVFDPOTJEFSBUJPOT 
FTUBUFQMBOOJOH  TQFDJBMOFFETUSVTUT MJGFJOTVSBODF UBYEFEVDUJPOT IFBMUIDBSFJTTVFT .FEJDBJEDPNQMFYJUJFT BOEUIFFNPUJPOBMBTQFDUTPGQSPWJEJOH GPSBMPWFEPOFXJUIBEJTBCJMJUZ"MMJOWFTUNFOUTDBSSZSJTLPG
MPTTBOEDFSUBJOJOWFTUNFOUTBSFDPOTJEFSFETQFDVMBUJWFBOEJOWPMWFTJHOJGJDBOUSJTLT1FSGPSNBODFJTOPUHVBSBOUFFE
6#4 8FBMUI 8BZ JTBO BQQSPBDIJODPSQPSBUJOH-JRVJEJUZ -POHFWJUZ -FHBDZ TUSBUFHJFT UIBU 6#4 'JOBODJBM 4FSWJDFT*ODBOE PVS'JOBODJBM "EWJTPST DBO VTFUP BTTJTU DMJFOUT JOFYQMPSJOH BOEQVSTVJOHUIFJSXFBMUI
NBOBHFNFOUOFFETBOEHPBMTPWFSEJGGFSFOUUJNFGSBNFT5IJTBQQSPBDIJTOPUBQSPNJTFPSHVBSBOUFFUIBUXFBMUI PSBOZGJOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE"MM JOWFTUNFOUTJOWPMWFUIF SJTL PGMPTT JODMVEJOH
UIF SJTL PGMPTTPGUIF FOUJSFJOWFTUNFOU
"TBGJSNQSPWJEJOH XFBMUINBOBHFNFOUTFSWJDFTUPDMJFOUT 6#4'JOBODJBM4FSWJDFT*ODPGGFST CPUIJOWFTUNFOUBEWJTPSZTFSWJDFTBOECSPLFSBHFTFSWJDFT*OWFTUNFOUBEWJTPSZTFSWJDFTBOECSPLFSBHFTFSWJDFTBSF
TFQBSBUFBOEEJTUJODU EJGGFS JONBUFSJBMXBZTBOEBSFHPWFSOFECZEJGGFSFOUMBXTBOETFQBSBUFBSSBOHFNFOUT*UJTJNQPSUBOUUIBUDMJFOUTVOEFSTUBOEUIFXBZTJOXIJDIXFDPOEVDUCVTJOFTTBOEUIBUUIFZDBSFGVMMZ
SFBEUIFBHSFFNFOUTBOEEJTDMPTVSFTUIBUXFQSPWJEFUPUIFNBCPVUUIFQSPEVDUTPSTFSWJDFTXFPGGFS'PSNPSFJOGPSNBUJPO WJTJUPVSXFCTJUF BUVCTDPNXPSLJOHXJUIVT
h6#4 5IF LFZ TZNCPMBOE 6#4 BSFBNPOH UIF SFHJTUFSFE BOE VOSFHJTUFSFE USBEFNBSLT PG6#4 "MM SJHIUT SFTFSWFE6#4 'JOBODJBM 4FSWJDFT*ODJTBTVCTJEJBSZPG6#4 "(.FNCFS'*/3".FNCFS
4*1$ &YQJSBUJPO  3FWJFXDPEF*4"QQSPWFE 
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*NQPSUBOUEJTDMBJNFST¾ 8FBMUI8BZ
*NQPSUBOUJOGPSNBUJPOBOEEJTDMPTVSFT
6#48FBMUI8BZJTBOBQQSPBDIJODPSQPSBUJOH-JRVJEJUZ-POHFWJUZ-FHBDZTUSBUFHJFT UIBU6#4'JOBODJBM4FSWJDFT*ODBOEPVS'JOBODJBM"EWJTPSTDBOVTFUPBTTJTUDMJFOUTJOFYQMPSJOHBOE
QVSTVJOHUIFJSXFBMUINBOBHFNFOUOFFETBOEHPBMTPWFSEJGGFSFOUUJNFGSBNFT5IJTBQQSPBDIJTOPUBQSPNJTFPSHVBSBOUFFUIBU XFBMUI PSBOZGJOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE"MM
JOWFTUNFOUTJOWPMWFUIFSJTLPGMPTT JODMVEJOHUIFSJTLPGMPTTPGUIFFOUJSFJOWFTUNFOU
8FBSFQSPWJEJOHUIFEFTDSJQUJPOTIFSFJOUPIFMQZPVVOEFSTUBOETFSWJDFTPSQSPEVDUTXFNBZNBLFBWBJMBCMFUPZPV PSGBDUPST UIBUZPVTIPVMEHFOFSBMMZDPOTJEFSXIFOEFDJEJOHXIFUIFSUP
FOHBHFJOBOZUSBOTBDUJPO TFSWJDFPSQSPEVDU1MFBTFOPUFUIBUJUJTJNQPSUBOUUIBUZPVFWBMVBUFUIJTNBUFSJBMBOEFYFSDJTFJOEFQFOEFOUKVEHNFOUXIFONBLJOHJOWFTUNFOUEFDJTJPOT
5IJTJOGPSNBUJPO JODMVEJOHBOZEFTDSJQUJPOPGTQFDJGJDJOWFTUNFOUTFSWJDFTPSQSPEVDUT JTNBSLFUJOHNBUFSJBMBOEJTTPMFMZGPS UIFQVSQPTFTPGEJTDVTTJPOBOEGPSZPVSJOEFQFOEFOU
DPOTJEFSBUJPO*UTIPVMEOPUCFWJFXFEBTBTVHHFTUJPOPSSFDPNNFOEBUJPOUIBUZPVUBLFBQBSUJDVMBSDPVSTFPGBDUJPOPSBTUIFBEWJDFPGBOJNQBSUJBMGJEVDJBSZ*GZPVXPVMEMJLFNPSFEFUBJMT
BCPVUBOZPGUIFJOGPSNBUJPOQSPWJEFE PSZPVXPVMEMJLFQFSTPOBMJ[FESFDPNNFOEBUJPOTPSBEWJDF QMFBTFDPOUBDUZPVS'JOBODJBM"EWJTPS8FBSFIFSFUPIFMQ
5IJTSFQPSUJTQSPWJEFEGPSJOGPSNBUJPOBMBOEFEVDBUJPOBMQVSQPTFTPOMZ/PUIJOHIFSFJODPOTUJUVUFTBOPGGFSUPTFMM PSTPMJDJUBUJPOPGBOPGGFSUPCVZ BOZTFDVSJUZ JOWFTUNFOUPSQSPEVDU PS
UPFOHBHFJOBOZJOWFTUNFOUTUSBUFHZ
*OWFTUJOHJOWPMWFTSJTLT JODMVEJOHUIFQPUFOUJBMPGMPTJOHNPOFZPSUIFEFDMJOFJOWBMVFPGUIFJOWFTUNFOU1FSGPSNBODFJTOPUHVBSBOUFFE
"OOVJUZBOEJOTVSBODFQSPEVDUTBSFJTTVFECZVOBGGJMJBUFEUIJSEQBSUZJOTVSBODFDPNQBOJFTBOENBEFBWBJMBCMFUISPVHIJOTVSBODFBHFODZTVCTJEJBSJFTPG6#4'JOBODJBM4FSWJDFT*OD
#PSSPXJOHVTJOHTFDVSJUJFTBTDPMMBUFSBMFOUBJMTSJTLBOENBZOPUCFBQQSPQSJBUFGPSZPVSOFFET"MMMPBOTBSFTVCKFDUUPDSFEJU BQQSPWBM NBSHJOSFRVJSFNFOUT BOENBSHJODBMMBOEPUIFSSJTLT
'PSBGVMMEJTDVTTJPOPGUIFSJTLTBTTPDJBUFEXJUICPSSPXJOHVTJOHTFDVSJUJFTBTDPMMBUFSBM ZPVTIPVMESFWJFXUIF-PBO%JTDMPTVSF4UBUFNFOUJODMVEFEJOZPVSBQQMJDBUJPOQBDLBHFBDDPVOU
PQFOJOHQBDLBHF/FJUIFS6#4'JOBODJBM4FSWJDFT*ODOPS6#4#BOL64"QSPWJEFTMFHBMPSUBYBEWJDF:PVTIPVMEDPOTVMUZPVSMFHBMBOEUBYBEWJTPSTSFHBSEJOHUIFMFHBMBOEUBYJNQMJDBUJPOT
PGCPSSPXJOHVTJOHTFDVSJUJFTBTDPMMBUFSBMGPSBMPBO4FDVSJUJFTCBDLFEGJOBODJOHJOWPMWFTTQFDJBMSJTLT JODMVEJOH XJUIPVUMJNJUBUJPO CFJOHSFRVJSFEUPQPTUBEEJUJPOBMDPMMBUFSBM DPNNPOMZ
SFGFSSFEUPBTBÃNBSHJODBMM ÄJGDFSUBJODPMMBUFSBMWBMVFSFRVJSFNFOUTBSFOPUNFU BOEJTOPUTVJUBCMFGPSFWFSZPOF
"MMJOGPSNBUJPOBOEPQJOJPOTJOEJDBUFEBSFTVCKFDUUPDIBOHFXJUIPVUOPUJDF6#4SFUBJOTUIFSJHIUUPDIBOHFUIFSBOHFPGTFSWJDFT UIFQSPEVDUTBOEUIFQSJDFTBUBOZUJNFXJUIPVUQSJPS
OPUJDF$FSUBJOTFSWJDFTBOEQSPEVDUTBSFTVCKFDUUPMFHBMQSPWJTJPOTBOEDBOOPUUIFSFGPSFCFPGGFSFEXPSMEXJEFPOBOVOSFTUSJDUFECBTJT
6#4'JOBODJBM4FSWJDFT*ODTUSPOHMZSFDPNNFOETUPBMMQFSTPOTDPOTJEFSJOHQIJMBOUISPQJDBDUJWJUJFTUPPCUBJOBQQSPQSJBUFJOEFQFOEFOUMFHBM UBYBOEPUIFSQSPGFTTJPOBMBEWJDF*OQBSUJDVMBS 
ZPVTIPVMEDPOTVMUXJUIZPVSMFHBMDPVOTFMBOEPSZPVSBDDPVOUBOUPSUBYQSPGFTTJPOBMSFHBSEJOHUIFMFHBMPSUBYJNQMJDBUJPOT PG BQBSUJDVMBSSFDPNNFOEBUJPO TUSBUFHZPSJOWFTUNFOU 
JODMVEJOHBOZFTUBUFQMBOOJOHTUSBUFHJFT QSJPSUPJOWFTUNFOUPSJNQMFNFOUBUJPO5IJTQVCMJDBUJPONBZOPUCFSFQSPEVDFEPSEJTUSJCVUFEXJUIPVUUIFQSJPSBVUIPSJUZPG6#4
*OUFSFTUTPGBMUFSOBUJWFJOWFTUNFOUGVOET UIFÃ'VOETÄ BSFTPMEPOMZUPRVBMJGJFEJOWFTUPST BOEPOMZCZNFBOTPGPGGFSJOHEPDVNFOUTUIBUJODMVEFJOGPSNBUJPOBCPVUUIFSJTLT QFSGPSNBODF
BOEFYQFOTFTPGUIF'VOET BOEXIJDIQSPTQFDUJWFJOWFTUPSTBSFVSHFEUPSFBEDBSFGVMMZCFGPSFTVCTDSJCJOH5IJTJTOPUBOPGGFSUPTFMMBOZJOUFSFTUTPGBOZ'VOE BOEJTOPUBTPMJDJUBUJPOPGBO
PGGFSUPQVSDIBTFUIFN"OJOWFTUNFOUJOB'VOEJTTQFDVMBUJWFBOEJOWPMWFTTJHOJGJDBOUSJTLT5IF'VOETBSFOPUNVUVBMGVOET BOEBSFOPUTVCKFDUUPUIFTBNFSFHVMBUPSZSFRVJSFNFOUTBT
NVUVBMGVOET5IF'VOETQFSGPSNBODFNBZCFWPMBUJMF BOEJOWFTUPSTNBZMPTFBMMPSBTVCTUBOUJBMBNPVOUPGUIFJSJOWFTUNFOUJOB'VOE5IF'VOETNBZFOHBHFJOMFWFSBHJOHBOEPUIFS
TQFDVMBUJWFJOWFTUNFOUQSBDUJDFTUIBUNBZJODSFBTFUIFSJTLPGJOWFTUNFOUMPTT*OUFSFTUTPGUIF'VOETUZQJDBMMZXJMMCFJMMJRVJEBOETVCKFDUUPSFTUSJDUJPOTPOUSBOTGFS5IF'VOETNBZOPUCF
SFRVJSFEUPQSPWJEFQFSJPEJDQSJDJOHPSWBMVBUJPOJOGPSNBUJPOUPJOWFTUPST'VOEJOWFTUNFOUQSPHSBNTHFOFSBMMZJOWPMWFDPNQMFYUBYTUSBUFHJFTBOEUIFSFNBZCFEFMBZTJOEJTUSJCVUJOHUBY
JOGPSNBUJPOUPJOWFTUPST5IF'VOETBSFTVCKFDUUPIJHIGFFT JODMVEJOHNBOBHFNFOUGFFTBOEPUIFSGFFTBOEFYQFOTFT BMMPGXIJDIXJMMSFEVDFQSPGJUT5IF'VOETNBZGMVDUVBUFJOWBMVF"O
JOWFTUNFOUJOUIF'VOETJTMPOHUFSN UIFSFJTHFOFSBMMZOPTFDPOEBSZNBSLFUGPSUIFJOUFSFTUTPGUIF'VOE BOEOPOFJTFYQFDUFE UPEFWFMPQ*OUFSFTUTJOUIF'VOETBSFOPUEFQPTJUTPS
PCMJHBUJPOTPG PSHVBSBOUFFEPSFOEPSTFECZ BOZCBOLPSPUIFSJOTVSFEEFQPTJUPSZJOTUJUVUJPO BOEBSFOPUGFEFSBMMZJOTVSFE CZ UIF'FEFSBM%FQPTJU*OTVSBODF$PSQPSBUJPO UIF'FEFSBM
3FTFSWF#PBSEPSBOZPUIFSHPWFSONFOUBMBHFODZ1SPTQFDUJWFJOWFTUPSTTIPVMEVOEFSTUBOEUIFTFSJTLTBOEIBWFUIFGJOBODJBMBCJMJUZBOEXJMMJOHOFTTUPBDDFQUUIFNGPSBOFYUFOEFEQFSJPEPG
UJNFCFGPSFNBLJOHBOJOWFTUNFOUJOB'VOE*OWFTUPSTTIPVMEDPOTJEFSB'VOEBTBTVQQMFNFOUUPBOPWFSBMMJOWFTUNFOUQSPHSBN
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4USVDUVSFEJOWFTUNFOUTBSFOPUTVJUBCMFGPSBMMJOWFTUPSTHJWFOUIFJSDPNQMFYJUZBOEMFWFMPGSJTL
8FBMUINBOBHFNFOUTFSWJDFTJOUIF6OJUFE4UBUFTBSFQSPWJEFECZ6#4'JOBODJBM4FSWJDFT*OD BSFHJTUFSFECSPLFSEFBMFSPGGFSJOH TFDVSJUJFT USBEJOH CSPLFSBHFBOESFMBUFEQSPEVDUTBOE
TFSWJDFT"TBGJSNQSPWJEJOHXFBMUINBOBHFNFOUTFSWJDFTUPDMJFOUT 6#4'JOBODJBM4FSWJDFT*ODPGGFSTCPUIJOWFTUNFOUBEWJTPSZ BOECSPLFSBHFTFSWJDFT*OWFTUNFOUBEWJTPSZTFSWJDFTBOE
CSPLFSBHFTFSWJDFTBSFTFQBSBUFBOEEJTUJODU EJGGFSJONBUFSJBMXBZT BOEBSFHPWFSOFECZEJGGFSFOUMBXTBOETFQBSBUFBSSBOHFNFOUT*UJTJNQPSUBOUUIBUDMJFOUTVOEFSTUBOEUIFXBZTJOXIJDI
XFDPOEVDUCVTJOFTTBOEUIBUUIFZDBSFGVMMZSFBEUIFBHSFFNFOUTBOEEJTDMPTVSFTUIBUXFQSPWJEFUPUIFNBCPVUUIFQSPEVDUTPS TFSWJDFTXFPGGFS'PSNPSFJOGPSNBUJPOWJTJUPVSXFCTJUFBU
VCTDPNXPSLJOHXJUIVT*OQSPWJEJOHGJOBODJBMQMBOOJOHTFSWJDFT XFNBZBDUBTBCSPLFSEFBMFSPSJOWFTUNFOUBEWJTFS EFQFOEJOHPOXIFUIFSXFDIBSHFBGFFGPSUIFTFSWJDF'JOBODJBM
QMBOTQSPWJEFEGSFFPGDIBSHFBSFBTFSWJDFJODJEFOUBMUPPVSCSPLFSBHFSFMBUJPOTIJQBOEUIFTFSWJDFUFSNJOBUFTVQPOEFMJWFSZ PG UIFQMBO8FQSPWJEFGJOBODJBMQMBOOJOHTFSWJDFTBTBO
JOWFTUNFOUBEWJTFSGPSBTFQBSBUFGFFQVSTVBOUUPBXSJUUFOBHSFFNFOU XIJDIEFUBJMTUIFUFSNT DPOEJUJPOT GFFBOETDPQFPGUIF FOHBHFNFOU'PSJOGPSNBUJPOBCPVUPVSGFFCBTFEGJOBODJBM
QMBOOJOHTFSWJDFT TFFUIFGJSNÁT'JOBODJBM1MBOOJOH"%7%JTDMPTVSF#SPDIVSF
'PSJOGPSNBUJPOSFHBSEJOHUIFGFFTXFDIBSHFGPSUIFQSPEVDUTBOETFSWJDFTXFPGGFS BTXFMMBTPUIFSDPNQFOTBUJPOSFDFJWFECZ6#4 QMFBTFSFWJFXPVSCSPDIVSFUJUMFE6OEFSTUBOEJOHPVS
GFFT DIBSHFT BOEPUIFSDPNQFOTBUJPOBWBJMBCMFBUPVSXFCTJUFBUVCTDPNBDDPVOUEJTDMPTVSFT
6#4'JOBODJBM4FSWJDFT*OD JUTBGGJMJBUFTBOEJUTFNQMPZFFTEPOPUQSPWJEFUBYPSMFHBMBEWJDF$MJFOUTTIPVMEDPOUBDUUIFJSQFSTPOBMUBYBOEPSMFHBMBEWJTPSTSFHBSEJOHUIFJSQBSUJDVMBS
TJUVBUJPOT
h6#45IFLFZTZNCPMBOE6#4BSFBNPOHUIFSFHJTUFSFEBOEVOSFHJTUFSFEUSBEFNBSLTPG6#4"MMSJHIUTSFTFSWFE6#4'JOBODJBM4FSWJDFT*ODJTBTVCTJEJBSZPG6#4"(.FNCFS
'*/3".FNCFS4*1$%BUFPGGJSTUVTF*4 &YQ
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*NQPSUBOUEJTDMBJNFST¾ 5SVTUTPMVUJPOT
8FBMUINBOBHFNFOU TFSWJDFTJOUIF6OJUFE4UBUFTBSFQSPWJEFE CZ6#4'JOBODJBM4FSWJDFT*OD BSFHJTUFSFECSPLFSEFBMFS PGGFSJOH TFDVSJUJFT USBEJOH CSPLFSBHF BOESFMBUFEQSPEVDUTBOE
TFSWJDFT
/FJUIFS6#4'JOBODJBM4FSWJDFT*OD OPSJUTFNQMPZFFT JODMVEJOH JUT'JOBODJBM"EWJTPST QSPWJEFUBYPSMFHBMBEWJDF:PVTIPVMEDPOTVMUXJUIZPVSBUUPSOFZBOEUBYBEWJTPSSFHBSEJOHZPVSQFSTPOBMDJSDVNTUBODFT*UJT
ZPVSSFTQPOTJCJMJUZ UPEFUFSNJOFJGBOEIPXUIFTVHHFTUJPOTNBEFJODPOOFDUJPOXJUIUIFQMBOOJOH TFSWJDFTTIPVMECFJNQMFNFOUFE PSPUIFSXJTFGPMMPXFE :PVTIPVMEDBSFGVMMZDPOTJEFSBMMSFMFWBOUGBDUPSTJO
NBLJOHZPVSEFDJTJPOTBOEXFFODPVSBHFZPVUPDPOTVMUXJUIZPVSPVUTJEFQSPGFTTJPOBMBEWJTFST*OQBSUJDVMBS ZPVTIPVMEDPOTVMU XJUIZPVSMFHBMDPVOTFMBOEPSZPVSBDDPVOUBOUPSUBYQSPGFTTJPOBMSFHBSEJOHUIF
MFHBMPSUBYJNQMJDBUJPOTPGBQBSUJDVMBSSFDPNNFOEBUJPO TUSBUFHZPSJOWFTUNFOU JODMVEJOH BOZFTUBUFQMBOOJOH TUSBUFHJFT CFGPSFZPVJOWFTUPSJNQMFNFOU

5IFTUSBUFHJFTEJTDVTTFEJOUIJTQSFTFOUBUJPOBSFTPNFPGUIFNPTUDPNNPOMZLOPXOPSVTFEXFBMUIUSBOTGFSTUSBUFHJFT OPUBOJOEFQUIEJTDVTTJPOPGBMMTUSBUFHJFTUIBUNBZCFBQQSPQSJBUFUPZPVSOFFET5IJT
TVNNBSZJTGPSJOGPSNBUJPOBM QVSQPTFTPOMZBOETIPVMEOPUCFVTFEBTUIFCBTJTPGBOJOWFTUNFOUEFDJTJPO6#4'JOBODJBM4FSWJDFT*ODEPFTOPUQSPWJEFMFHBMPSUBYBEWJDF6#4'JOBODJBM4FSWJDFT*ODFYQSFTTMZ
EJTDMBJNTSFTQPOTJCJMJUZ GPSBOZVTFPGUIFTFNBUFSJBMTPUIFSUIBOJOBDDPSEBODFXJUIUIJTTUBUFNFOUPGQVSQPTF

6#4'JOBODJBM4FSWJDFT*OD JUTBGGJMJBUFTBOEJUTFNQMPZFFTBSFOPUJOUIFCVTJOFTTPGQSPWJEJOH UBYPSMFHBMBEWJDF5IFTFNBUFSJBMT BOEBOZUBYSFMBUFETUBUFNFOUT BSFOPUJOUFOEFEPSXSJUUFOUPCFVTFEBOE
DBOOPUCFVTFEPSSFMJFEVQPOCZBOZTVDIUBYQBZFSGPSUIFQVSQPTFPGBWPJEJOHUBYQFOBMUJFT"OZTVDIUBYQBZFSTIPVMETFFLBEWJDFCBTFEPOUIFUBYQBZFSÁTQBSUJDVMBSDJSDVNTUBODFTGSPNBOJOEFQFOEFOU UBY
BEWJTPS
*UJTJNQPSUBOUUIBUZPVVOEFSTUBOEUIFXBZTJOXIJDIXFDPOEVDUCVTJOFTTBOEUIFBQQMJDBCMFMBXTBOESFHVMBUJPOTUIBUHPWFSOVT"TBGJSNQSPWJEJOH XFBMUINBOBHFNFOUTFSWJDFTUPDMJFOUT XFBSFSFHJTUFSFE
XJUIUIF644FDVSJUJFTBOE&YDIBOHF$PNNJTTJPO 4&$ BTBOJOWFTUNFOUBEWJTFSBOEBCSPLFSEFBMFS PGGFSJOHCPUIJOWFTUNFOUBEWJTPSZBOECSPLFSBHFTFSWJDFT5IPVHIUIFSFBSFTJNJMBSJUJFTBNPOHUIFTF
TFSWJDFT UIFJOWFTUNFOUBEWJTPSZQSPHSBNTBOECSPLFSBHFBDDPVOUTXFPGGFSBSFTFQBSBUFBOEEJTUJODU EJGGFSJONBUFSJBMXBZT BOEBSFHPWFSOFECZEJGGFSFOUMBXTBOETFQBSBUFDPOUSBDUT

'PSNPSFJOGPSNBUJPO QMFBTFWJTJUPVSXFCTJUFBUXXXVCTDPNXPSLJOHXJUIVT

h 6#4'JOBODJBM4FSWJDFT*OD"MMSJHIUTSFTFSWFE.FNCFS4*1$
6#4'JOBODJBM4FSWJDFT*ODJTBTVCTJEJBSZPG6#4"(
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*NQPSUBOUEJTDMBJNFST¾ 5BYSFGPSN
5IJTQSFTFOUBUJPOJTGPSJOGPSNBUJPOBMBOEFEVDBUJPOBMQVSQPTFTPOMZBOETIPVMEOPUCFSFMJFEVQPOBTJOWFTUNFOUBEWJDFPGUIFCBTJTGPS
NBLJOHBOZJOWFTUNFOUEFDJTJPOT
"TBGJSNQSPWJEJOHXFBMUINBOBHFNFOUTFSWJDFTUPDMJFOUT 6#4'JOBODJBM4FSWJDFT*ODPGGFSTCPUIJOWFTUNFOUBEWJTPSZTFSWJDFTBOECSPLFSBHF
TFSWJDFT*OWFTUNFOUBEWJTPSZTFSWJDFTBOECSPLFSBHFTFSWJDFTBSFTFQBSBUFBOEEJTUJODU EJGGFSJONBUFSJBMXBZTBOEBSFHPWFSOFECZEJGGFSFOU
MBXTBOETFQBSBUFBSSBOHFNFOUT*UJTJNQPSUBOUUIBUDMJFOUTVOEFSTUBOEUIFXBZTJOXIJDIXFDPOEVDUCVTJOFTTBOEUIBUUIFZDBSFGVMMZSFBE
UIFBHSFFNFOUTBOEEJTDMPTVSFTUIBUXFQSPWJEFUPUIFNBCPVUUIFQSPEVDUTPSTFSWJDFTXFPGGFS'PSNPSFJOGPSNBUJPOWJTJUPVSXFCTJUFBU
VCTDPNXPSLJOHXJUIVT
/FJUIFS6#4'JOBODJBM4FSWJDFT*ODPSBOZPGJUTFNQMPZFFTQSPWJEFUBYPSMFHBMBEWJDF:PVTIPVMEDPOTVMUXJUIZPVSQFSTPOBMUBYPSMFHBM
BEWJTPSSFHBSEJOHZPVSQFSTPOBMDJSDVNTUBODFT

h6#4 5IFLFZTZNCPMBOE6#4BSFBNPOHUIFSFHJTUFSFEBOEVOSFHJTUFSFEUSBEFNBSLTPG6#4"MMSJHIUTSFTFSWFE6#4'JOBODJBM4FSWJDFT*OD JTBTVCTJEJBSZPG6#4"(.FNCFS'*/3"4*1$
6#4'JOBODJBM4FSWJDFT*OD
VCTDPNGT
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%JTDMPTVSF¾ *OWFTUPSJOTJHIUT
5IJTEPDVNFOUJTBHFOFSBMHVJEFUPUIFWJFXTPG6#4"TTFU.BOBHFNFOU*UEPFTOPUSFQMBDFQPSUGPMJPBOEGVOETQFDJGJD
NBUFSJBMT$PNNFOUBSZJTBUBTUSBUFHZMFWFMBOEJTOPUXJUISFGFSFODFUPBOZ64SFHJTUFSFEPSPUIFSNVUVBMGVOE
1BTUQFSGPSNBODFJTOPUBHVBSBOUFFPGGVUVSFSFTVMUT1PUFOUJBMGPSQSPGJUJTBDDPNQBOJFECZUIFQPTTJCJMJUZPGMPTT5IFWBMVF PG
JOWFTUNFOUTBOEUIFJODPNFGSPNUIFNNBZHPEPXOBTXFMMBTVQ BOEJOWFTUPSTNBZOPUHFUCBDLUIFPSJHJOBMBNPVOU
JOWFTUFE
5IFJOGPSNBUJPODPOUBJOFEJOUIJTEPDVNFOUEPFTOPUDPOTUJUVUFBEJTUSJCVUJPO OPSTIPVMEJUCFDPOTJEFSFEBSFDPNNFOEBUJPO
UPQVSDIBTFPSTFMMBOZQBSUJDVMBSTFDVSJUZPSGVOE5IFJOGPSNBUJPOBOEPQJOJPOTDPOUBJOFEJOUIJTEPDVNFOUIBWFCFFO
DPNQJMFEPSBSSJWFEBUCBTFEVQPOJOGPSNBUJPOPCUBJOFEGSPNTPVSDFTCFMJFWFEUPCFSFMJBCMFBOEJOHPPEGBJUI"MMTVDI
JOGPSNBUJPOBOEPQJOJPOTBSFTVCKFDUUPDIBOHFXJUIPVUOPUJDF"OVNCFSPGUIFDPNNFOUTJOUIJTEPDVNFOUBSFCBTFEPO
DVSSFOUFYQFDUBUJPOTBOEBSFDPOTJEFSFEÃGPSXBSEMPPLJOHTUBUFNFOUTÄ"DUVBMGVUVSFSFTVMUT IPXFWFS NBZQSPWFUPCF
EJGGFSFOUGSPNFYQFDUBUJPOT5IFPQJOJPOTFYQSFTTFEBSFBSFGMFDUJPOPG6#4"TTFU.BOBHFNFOUÁTCFTUKVEHNFOUBUUIFUJNFUIJT
EPDVNFOUJTDPNQJMFE BOEBOZPCMJHBUJPOUPVQEBUFPSBMUFSGPSXBSEMPPLJOHTUBUFNFOUTBTBSFTVMUPGOFXJOGPSNBUJPO GVUVSF
FWFOUTPSPUIFSXJTFJTEJTDMBJNFE'VSUIFSNPSF UIFTFWJFXTBSFOPUJOUFOEFEUPQSFEJDUPSHVBSBOUFFUIFGVUVSFQFSGPSNBODFPG
BOZJOEJWJEVBMTFDVSJUZ BTTFUDMBTTPSUIFNBSLFUTHFOFSBMMZ OPSBSFUIFZJOUFOEFEUPQSFEJDUUIFGVUVSFQFSGPSNBODFPGBOZ6#4
"TTFU.BOBHFNFOUBDDPVOU QPSUGPMJPPSGVOE
"TTFUBMMPDBUJPO EJWFSTJGJDBUJPOBOESFCBMBODJOHTUSBUFHJFTEPOPUFOTVSFHBJOTPSHVBSBOUFFBHBJOTUMPTT
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%JTDMPTVSF¾ 1BDF4FMFDU
'PSNPSFJOGPSNBUJPO

.VUVBMGVOETBSFTPMECZQSPTQFDUVT*OWFTUPSTTIPVMEDBSFGVMMZSFBEBOEDPOTJEFSBNVUVBMGVOEÀTJOWFTUNFOUPCKFDUJWFT SJTLT DIBSHFTBOEFYQFOTFT
CFGPSFJOWFTUJOH5IFQSPTQFDUVTDPOUBJOTUIJTBOEPUIFSJOGPSNBUJPOBCPVUBNVUVBMGVOE5PPCUBJOBGSFFQSPTQFDUVTPSB4VNNBSZ1SPTQFDUVTGPS
1"$&"MUFSOBUJWF4USBUFHJFT QMFBTFDPOUBDU6#4"TTFU.BOBHFNFOUBUPSWJTJUXXXVCTDPNBNVTGPSBDVSSFOUQSPTQFDUVT
4QFDJBMDPOTJEFSBUJPOT
1"$&4FMFDU1PSUGPMJPTNBZCFBQQSPQSJBUFGPSMPOHUFSNJOWFTUPSTTFFLJOHUPEJWFSTJGZBQPSUJPOPGUIFJSBTTFUTJOUPFRVJUZBOEPSGJYFEJODPNFTFDVSJUJFT*OWFTUPSTTIPVME
CFXJMMJOHUPXJUITUBOETIPSUUFSNGMVDUVBUJPOTJOUIFFRVJUZBOEPSGJYFEJODPNFNBSLFUTJOSFUVSOGPSQPUFOUJBMMZIJHIFSSFUVSOTPWFSUIFMPOHUFSN5IFWBMVFTPGUIF
1"$&4FMFDU1PSUGPMJPTDIBOHFFWFSZEBZBOEDBOCFBGGFDUFECZDIBOHFTJOJOUFSFTUSBUFT HFOFSBMNBSLFUDPOEJUJPOT BOEPUIFSQPMJUJDBM TPDJBMBOEFDPOPNJD
EFWFMPQNFOUT BTXFMMBTTQFDJGJDNBUUFSTSFMBUJOHUPUIFDPNQBOJFTPSJTTVFSTJOXIPTFTFDVSJUJFTUIF1PSUGPMJPTJOWFTU*OBEEJUJPO JOWFTUNFOUTJOTNBMMFSNFEJVN
DBQJUBMJ[BUJPODPNQBOJFTBOEGPSFJHOJTTVFSTBSFTVCKFDUUPTQFDJBMSJTLT4NBMMBOENJEDBQDPNQBOJFTBSFUZQJDBMMZTVCKFDUUPBHSFBUFSEFHSFFPGDIBOHFJOFBSOJOHTBOE
CVTJOFTTQSPTQFDUTUIBOBSFMBSHFS NPSFFTUBCMJTIFEDPNQBOJFT5IFSFGPSF UIFZBSFDPOTJEFSFEUPIBWFBIJHIFSMFWFMPGWPMBUJMJUZBOESJTL5IFWBMVFPGUIF1PSUGPMJPTÁ
JOWFTUNFOUTJOGPSFJHOTFDVSJUJFTNBZGBMMEVFUPBEWFSTFQPMJUJDBM TPDJBMBOEFDPOPNJDEFWFMPQNFOUTBCSPBEBOEEVFUPEFDSFBTFTJOGPSFJHODVSSFODZWBMVFTSFMBUJWFUP
UIF64EPMMBS5IFTFSJTLTBSFHSFBUFSGPSJOWFTUNFOUTJOFNFSHJOHNBSLFUJTTVFSTUIBOGPSJTTVFSTJONPSFEFWFMPQFEDPVOUSJFT5IF1"$&"MUFSOBUJWF4USBUFHJFT'VOENBZ
JOWFTUIFBWJMZJOEFSJWBUJWFT XIJDINBZSJTFPSGBMMNPSFSBQJEMZUIBOPUIFSJOWFTUNFOUT5IF"MUFSOBUJWF4USBUFHJFT'VOENBZBMTPFNQMPZTUSBUFHJFTJODMVEJOHTIPSUTBMFT
BOEMFWFSBHF XIJDINBZBDDFMFSBUFUIFWFMPDJUZPGQPUFOUJBMMPTTFT)JHIZJFMETFDVSJUJFTBSFTVCKFDUUPIJHIFSSJTLTUIBOJOWFTUNFOUHSBEFTFDVSJUJFT JODMVEJOHHSFBUFS
QSJDFWPMBUJMJUZBOEBHSFBUFSSJTLPGMPTTPGQSJODJQBMBOEOPOQBZNFOUPGJOUFSFTU5IFSFBSFDFSUBJOSJTLTBTTPDJBUFEXJUIJOWFTUJOHJOSFBMFTUBUFJOWFTUNFOUT JODMVEJOH
TFOTJUJWJUZUPFDPOPNJDEPXOUVSOT JOUFSFTUSBUFT EFDMJOFTJOQSPQFSUZWBMVFTBOEWBSJBUJPOJOQSPQFSUZNBOBHFNFOU*UJTJNQPSUBOUUPOPUFUIBUBOJOWFTUNFOUJOB
1PSUGPMJPJTPOMZPOFDPNQPOFOUPGBCBMBODFEJOWFTUNFOUQMBO
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%JTDMPTVSF¾ 1BDF4FMFDU DPOUJOVFE
5IF1"$&4FMFDU1PSUGPMJPTBSFNBOBHFEBOEBENJOJTUFSFECZ6#4"TTFU.BOBHFNFOU "NFSJDBT *OD5IFQPSUGPMJPTBSFBWBJMBCMFBT
hTUBOEBMPOFvJOWFTUNFOUT BTXFMMBTUISPVHIUIF1"$&4FMFDU1SPHSBNBOEUIF1"$&.VMUJ1SPHSBN CPUISFGFSSFEUPBTUIFh1"$&
1SPHSBNvCFMPX 
"CPVUUIF1"$&1SPHSBNTNBOBHFS 6#4'JOBODJBM4FSWJDFT*OD
1"$& UIF1FSTPOBMJ[FE"TTFU$POTVMUJOHBOE&WBMVBUJPO4. BEWJTPSZTFSWJDFQSPHSBN JTNBOBHFECZ6#4'JOBODJBM4FSWJDFT*OD5IF1"$&4FMFDU"EWJTPST
1PSUGPMJPTBSFBEWJTFECZJOWFTUNFOUBEWJTPSTDIPTFOCZ6#4"TTFU.BOBHFNFOU "NFSJDBT *OD*UJTJNQPSUBOUUIBUZPVVOEFSTUBOE UIFXBZTJOXIJDIB
GJOBODJBMJOUFSNFEJBSZ TVDIBT6#4'JOBODJBM4FSWJDFT*OD DPOEVDUTCVTJOFTTBOEUIFBQQMJDBCMFMBXTBOESFHVMBUJPOTUIBUHPWFSOJU"TBGJSNQSPWJEJOH
XFBMUINBOBHFNFOUTFSWJDFTUPDMJFOUTJOUIF64 6#4'JOBODJBM4FSWJDFT*ODJTSFHJTUFSFEXJUIUIF644FDVSJUJFTBOE&YDIBOHF $PNNJTTJPO 4&$ BTBO
JOWFTUNFOUBEWJTFSBOEBCSPLFSEFBMFS PGGFSJOHCPUIJOWFTUNFOUBEWJTPSZBOECSPLFSBHFTFSWJDFT
5IPVHIUIFSFBSFTJNJMBSJUJFTBNPOHUIFTFTFSWJDFT UIFJOWFTUNFOUBEWJTPSZQSPHSBNTBOECSPLFSBHFBDDPVOUTJUPGGFSTBSFTFQBSBUFBOEEJTUJODU EJGGFSJO
NBUFSJBMXBZT BOEBSFHPWFSOFECZEJGGFSFOUMBXTBOETFQBSBUFDPOUSBDUT*GBUBOZUJNFZPVTFFLDMBSJGJDBUJPOPOUIFOBUVSF PG ZPVSBDDPVOUTPSUIF
TFSWJDFTPGGFSFEUISPVHI6#4'JOBODJBM4FSWJDFT*OD QMFBTFTQFBLXJUIZPVS'JOBODJBM"EWJTPSPSDBMM'PSNPSFJOGPSNBUJPO QMFBTFWJTJUUIF
6#4'JOBODJBM4FSWJDFT*ODXFCTJUFBUXXXVCTDPNXPSLJOHXJUIVT
5IF1"$&1SPHSBNJTBNVUVBMGVOEBTTFUBMMPDBUJPOQSPHSBNJOXIJDIUIFPOHPJOHBEWJDFPGZPVS'JOBODJBM"EWJTPSJTPOFPGUIFLFZDPNQPOFOUTBOE
TFSWJDFTQSPWJEFE*OTFMFDUJOHUIF1"$&1SPHSBN ZPVTIPVMEDPOTJEFSUIBUJUJTJOUFOEFEGPSJOWFTUPSTXIP J FTUBCMJTIBEJTDJQMJOFEBTTFUBMMPDBUJPO
TUSBUFHZ  JJ TFFLBOEWBMVFUIFPOHPJOHBEWJDFPGBQSPGFTTJPOBM'JOBODJBM"EWJTPSCVUSFUBJOEJTDSFUJPOPWFSUIFUSBEJOHBDUJWJUZJOUIFJSBDDPVOU  JJJ BSF
MPPLJOHUPJNQMFNFOUBNFEJVN UPMPOHUFSNJOWFTUNFOUQMBOBOEBWBJMUIFNTFMWFTPGQSPHSBNGFBUVSFTMJLFQFSJPEJDSFCBMBODJOH BVUPNBUJD
DPOUSJCVUJPOTBOESFEFNQUJPOT BOE JW QSFGFSDPOTJTUFODZPGDPTUTBOEBMJHOJOHPGJOUFSFTUTXJUIUIFJS'JOBODJBM"EWJTPS
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%JTDMPTVSF¾ 1BDF4FMFDU DPOUJOVFE
1SPEVDUNJYJTBOPUIFSDPOTJEFSBUJPOZPVTIPVMEUBLFJOUPBDDPVOU'PSFYBNQMF XIJMFNVUVBMGVOETJOUIF1"$&1SPHSBNBSFUSBEFEBUOFU
BTTFUWBMVF /"7 XJUIOPTBMFTMPBEDIBSHFE JGZPVXPVMERVBMJGZGPSCSFBLQPJOUEJTDPVOUTJOBDPNNJTTJPOCBTFEBDDPVOU JOWFTUXJUIJOB
TJOHMFNVUVBMGVOEGJSNBOEEPOPUVTFBOZPGUIFBVUPNBUJDTFSWJDFTBWBJMBCMFJOUIF1"$&1SPHSBN QVSDIBTJOHUIPTFGVOETJO BDPNNJTTJPO
CBTFEBDDPVOUNBZCFBNPSFDPTUFGGJDJFOUPQUJPO5IF1"$&1SPHSBNJTOPUBQQSPQSJBUFGPSDMJFOUTXIPNBJOUBJODPOTJTUFOUMZIJHIMFWFMTPG
DBTIPSNPOFZNBSLFUGVOET5IFNBYJNVNBOOVBMBDDPVOUGFFGPSUIF1"$&1SPHSBNJT BTBQFSDFOUPGUIFBWFSBHFWBMVFPG TIBSFT
IFMEPOUIFMBTUDBMFOEBSEBZPGUIFQSFWJPVTRVBSUFS 
5IF'VOETBWBJMBCMFUISPVHIUIF1"$&.VMUJ1SPHSBNJODMVEFTIBSFTPGGVOETBWBJMBCMFBUOFUBTTFUWBMVFUIBUBSFOPUBGGJMJBUFEXJUI6#4
'JOBODJBM4FSWJDFT*ODBOETIBSFTPG1"$&.POFZ.BSLFU*OWFTUNFOUTBOEDFSUBJOPUIFS'VOETBEWJTFECZ6#4'JOBODJBM4FSWJDFT *ODPSJUT
BGGJMJBUFT3FDPNNFOEBUJPOPGQSPQSJFUBSZPSBGGJMJBUFEGVOETSBJTFTBDPOGMJDUPGJOUFSFTUBTQVSDIBTJOHUIPTFTFDVSJUJFTXJMMSFTVMUJOJODSFBTFE
DPNQFOTBUJPOUP EFQFOEJOHPOUIFDJSDVNTUBODFT 6#4'JOBODJBM4FSWJDFT*ODBOEPSBOBGGJMJBUFEDPNQBOZJOUIF6#4PSHBOJ[BUJPO*OWFTUPST
NBZCVZBOEIPMEJOUIFJSBDDPVOUBTTFUTUIBUBSFOPUJOWFTUFEUISPVHIUIF1"$&.VMUJPS1"$&4FMFDU1SPHSBNT/FJUIFS6#4'JOBODJBM
4FSWJDFT*ODOPSUIF'JOBODJBM"EWJTPSXJMMBDUBTBOJOWFTUNFOUBEWJTFSXJUISFTQFDUUP PSFYFSDJTFJOWFTUNFOUEJTDSFUJPOPWFS UIFTFPUIFS
BTTFUT8FXJMMFGGFDUUSBOTBDUJPOTGPSDMJFOUTJOUIFTFBTTFUTBUPVSEJTDSFUJPOBOEJOPVSDBQBDJUZBTBCSPLFSEFBMFSGPSPVS DVTUPNBSZGFFTBOE
DPNNJTTJPOT5IF1SPHSBN'FFEPFTOPUBQQMZUPUIFTFPUIFSBTTFUTBOEUSBOTBDUJPOT/PO1"$&BTTFUTXJMMOPUCFJODMVEFEJOUIF3FWJFXCVU
XJMMCFJODMVEFEJOUIFBDDPVOUTUBUFNFOUT
1MFBTFSFGFSUPUIFQSPTQFDUVTBOE4"*GPSBQBSUJDVMBS'VOEDMBTTPGTIBSFTGPSBNPSFDPNQMFUFEJTDVTTJPOPGUIFSJTLT
JOWPMWFEJOJOWFTUJOHJOB1PSUGPMJP"OJOWFTUNFOUJO1"$&.POFZ.BSLFU*OWFTUNFOUTJTOPUJOTVSFEPSHVBSBOUFFECZUIF
'FEFSBM%FQPTJU*OTVSBODF$PSQPSBUJPOPSBOZPUIFSHPWFSONFOUBHFODZ"MUIPVHIUIF1"$&.POFZ.BSLFU1PSUGPMJPTFFLTUP
QSFTFSWFUIFWBMVFPGZPVSJOWFTUNFOUBUQFSTIBSF JUJTQPTTJCMFUPMPTFNPOFZCZJOWFTUJOHJOUIF.POFZ.BSLFU
1PSUGPMJP
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%JTDMPTVSF¾ 1BDF4FMFDU BEEJUJPOBMSJTLT
5IFNBJOSJTLTPGJOWFTUJOHJOUIFGVOETBSF
TVNNBSJ[FEJOUIFUBCMFPOUIFMFGU
/PUBMMPGUIFTFSJTLTBSFNBJOSJTLTPGJOWFTUJOHJO
FBDIGVOE0UIFSSJTLTPGJOWFTUJOHJOBGVOE 
BMPOHXJUIGVSUIFSEFUBJMTBCPVUTPNFPGUIFSJTLT
EFTDSJCFEJOUIFUBCMFBSFEJTDVTTFEJOUIFGVOETÁ
4UBUFNFOUPG"EEJUJPOBM*OGPSNBUJPO Ã4"*Ä 
$POTJEFSDBSFGVMMZUIF'VOEÀTJOWFTUNFOUPCKFDUJWFT 
SJTLT DIBSHFT FYQFOTFTBOEPUIFSNBUUFSTPGJOUFSFTU
TFUGPSUIJOUIFTVNNBSZQSPTQFDUVTBOEQSPTQFDUVT
5IFTVNNBSZQSPTQFDUVTBOEQSPTQFDUVTDPOUBJOUIJT
BOEPUIFSJOGPSNBUJPOBCPVUUIF'VOE1MFBTFSFBE
UIFNDBSFGVMMZBOEDPOTJEFSUIFNCFGPSFJOWFTUJOH*U
JTJNQPSUBOUZPVIBWFBMMUIFJOGPSNBUJPOZPVOFFEUP
NBLFBTPVOEJOWFTUNFOUEFDJTJPO"OJOWFTUNFOUJOB
GVOEJTPOMZPOFDPNQPOFOUPGBCBMBODFEJOWFTUNFOU
QMBO%JWFSTJGJDBUJPOBOEBTTFUBMMPDBUJPOTUSBUFHJFTEP
OPUFOTVSFHBJOTPSHVBSBOUFFBHBJOTUMPTT$POUBDU
ZPVSGJOBODJBMBEWJTPSPS6#4"TTFU.BOBHFNFOUBU
GPSBDVSSFOU'VOETVNNBSZQSPTQFDUVT
PSQSPTQFDUVT
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%JTDMPTVSF¾ 1BDF4FMFDU NVUVBMGVOEEJTDMPTVSFT
%JWFSTJGJDBUJPOBOEBTTFUBMMPDBUJPOTUSBUFHJFTEPOPUFOTVSFHBJOTOPSHVBSBOUFFBHBJOTUMPTT
5IFWBMVFPGUIF'VOEÁTQPSUGPMJPTDIBOHFTFWFSZEBZBOEDBOCFBGGFDUFECZDIBOHFTJOJOUFSFTUSBUFTBOEHFOFSBMNBSLFUDPOEJUJPOT BTXFMMBTTQFDJGJDNBUUFSTSFMBUJOH
UPUIFJTTVFSTBOEDPNQBOJFTJOXIPTFTFDVSJUJFTUIF'VOEJOWFTUT5IFWBMVFPGB'VOETJOWFTUNFOUTJOGPSFJHOTFDVSJUJFTNBZGBMMEVFUPBEWFSTFQPMJUJDBM TPDJBMBOE
FDPOPNJDEFWFMPQNFOUTBCSPBE BOEEVFUPEFDSFBTFTJOGPSFJHODVSSFODZWBMVFTSFMBUJWFUPUIF64EPMMBS5IFTFSJTLTBSFHSFBUFS GPSJOWFTUNFOUTJOFNFSHJOHNBSLFU
JTTVFSTUIBOGPSJTTVFSTJONPSFEFWFMPQFEDPVOUSJFT5IFVTFPGEFSJWBUJWFT MFWFSBHFBOETIPSUJOHTUSBUFHJFTNBZJODSFBTFB 'VOEÁTQSJDFGMVDUVBUJPO BOEJUNBZCF
QPTTJCMFGPSB'VOEUPMPTFNPSFUIBOUIFQSJODJQBMBNPVOUJOWFTUFEJOJOTUSVNFOUTUIBUVUJMJ[FUIFTFTUSBUFHJFT5IFVTFPGEFSJWBUJWFT MFWFSBHFBOETIPSUJOHTUSBUFHJFT
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BSFOPU'%*$JOTVSFE
6#4"TTFU.BOBHFNFOU 64 *ODJTUIFGVOETÁEJTUSJCVUPS

h6#4"TTFU.BOBHFNFOU "NFSJDBT *OD
"MM3JHIUT3FTFSWFE
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Dear reader,
U

nderstanding your values and what you want to accomplish in life
is essential to how we work together at UBS. Investing is a deeply
personal undertaking, which is why we always start with a discussion
about what’s really important to you. This helps us shape your wealth
TUSBUFHZBSPVOEUISFFLFZEJNFOTJPOTPGZPVSŖOBODJBMMJGF

1 Liquidity to help maintain your lifestyle.
Mike Ryan, CFA

2 Longevity to help improve your lifestyle.
3 Legacy to help improve the lives of others.
In this white paper, UBS CIO explains the fundamental underpinnings
of the Liquidity. Longevity. Legacy. (3L)* approach—how it works, why
it works, and how to implement it in practice.

Michael Crook, CAIA, CRPC

Our unique wealth management approach helps you clearly
understand where your money is—and why. Through this process and
the plan we create together, you’ll have the comfort of knowing you
have all you need—for today, for tomorrow and for generations to
come.
Regards,

Mike Ryan, CFA

Michael Crook, CAIA, CRPC

$IJFG*OWFTUNFOU0GŖDFS"NFSJDBT
UBS Global Wealth Management

Head of Investment Strategy Americas
UBS CIO Global Wealth Management

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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Our approach
&WFSZGBNJMZÁTŖOBODJBMQMBOJTVOJRVF CVUNPTUJOWFTUNFOUTUSBUFHJFTBSF
organized quite similarly. Instead of using ”risk tolerance” as the primary
HVJEJOHGBDUPS PVSBQQSPBDIJTCVJMUPOUIFGPVOEBUJPOPGZPVSŖOBODJBM
objectives. The Liquidity. Longevity. Legacy. approach1 allocates family
wealth into three strategies that we have designated the 3Ls:2

1 Liquidity

2 Longevity

3 Legacy

Assets in the Liquidity strategy are
allocated to match expenditures in
order to provide an automatic (or nearly
BVUPNBUJD BOETUFBEZDBTIŗPXTGPS
the next 2 to 5 years. For example, a
retiree’s Liquidity assets might include
Social Security, a pension, cash, and a
3-year bond ladder that, in sum, match
the retiree’s planned expenditures.

The Longevity strategy is designed and
sized to include all of the assets and
resources the family plans to utilize for
the remainder of their lifetimes, which
provides a clear picture of what future
spending objectives will cost. It is also
managed appropriately for that task—a
XFMMEJWFSTJŖFEQPSUGPMJPCVUXJUIBOFZF
UPJOŗBUJPOXIJMFNBOBHJOHEPXOTJEF
risk. Longevity assets include retirement
assets, growth portfolios, long-term care
policies, primary residence, and similar
assets. Over time, these assets can be
transitioned to replenish the Liquidity
strategy.

5IF-FHBDZTUSBUFHZDMBSJŖFTIPXNVDI
a family can do to improve the lives of
others—either now or in the future.
It includes assets that are in excess
of what the family members need to
meet their own lifetime objectives,
and generally is the focus of estate
planning. Investment portfolios in the
Legacy strategy are typically invested
fairly aggressively since the time horizon
associated with the portfolio can usually
be measured in decades and might also
include collectibles, charitable funds, or
other homes and real estate.

Your wealth

Liquidity

Longevity

Legacy

Resources to help maintain
your lifestyle

Resources to help improve
your lifestyle

Resources to help improve
the lives of others

Funds

Your expenses

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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Our approach

Retired

Example of a hypothetical investor during three distinct life stages

Later Career

■ Liquidity
• Emergency fund
• Bond ladders
• Securities-backed lending
• Social Security income
• Pension income

■ Longevity

■ Liquidity
• Emergency fund
• Securities-backed lending
• Bond ladders

■ Longevity
• Earnings potential
• Retirement savings
• Disability insurance
• Growth portfolio
• Social Security
• Pension
• Annuity
• Personal residence and mortgage

• Retirement savings
• Growth portfolio
• Social Security
• Pension
• Annuity
• Personal residence
• Healthcare needs
• Long-term care policy

■ Legacy
• Life insurance
• Aggressive portfolio
• Beach house and mortgage
• Concentrated stock
• Donor Advised Fund

■ Legacy

Early Career

• Life insurance
• Aggressive portfolio

■ Liquidity
• Emergency fund

■ Longevity
• Earnings potential
• Retirement savings
• Disability insurance

Age
Source: UBS

At its core, the 3L approach is a
blueprint for families who want to
understand how they can better allocate
all of their assets and manage their
liabilities to help meet their objectives.
It is designed to provide clarity for all
ŖOBODJBMEFDJTJPOTFNCFEEFEJOUIF
GBNJMZÁTTQFDJŖDHPBMTBOEPCKFDUJWFT
The relative sizing of each strategy
Liquidity. Longevity. Legacy. changes
over an investor’s life cycle. Preretirement, an investor would not hold
NBOZŖOBODJBMBTTFUTJOUIF-JRVJEJUZ
strategy, as current income would pay
for all expenses. The Longevity strategy
would concurrently be in the process of
CFJOHŖMMFEUISPVHITBWJOHTBOEHSPXUI 

and the Legacy strategy would probably
be empty for most of that period. The
natural result is that nearly all of the
investor’s assets would be invested in
the Longevity strategy.
Closer to retirement, the Longevity
strategy should be completely funded
and some assets might now also be in
the Legacy strategy. However, assets
earmarked for spending over the next
few years have also started to move
into the Liquidity strategy, which has a
OBUVSBMEFSJTLJOHFšFDUGPSUIFPWFSBMM
strategy.

retirement. At the same time, Legacy
assets are unencumbered so they can
appreciate in value. In fact, investors
who have large Legacy strategy assets
relative to their spending will actually
ŖOEUIBUUIFJSBWFSBHFSJTLJODSFBTFT
during retirement, as Legacy assets
comprise a growing portion of their
overall assets. Although this might seem
UPDPOŗJDUXJUIDPOWFOUJPOBMXJTEPN 
it is fairly intuitive once assets have
been segmented using this framework.
'JHVSF illustrates this changing
segmentation of assets over time for a
hypothetical investor.

Finally, an investor will slowly spend
down his or her Longevity assets during

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
Liquidity. Longevity. Legacy: A purpose-driven approach to wealth management 

Chapter 5
36 of 102

Appendix A
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In 1952, Harry Markowitz published “Portfolio
Selection” in The Journal of Finance. It was
UIFŖSTUBSUJDMFUPQSFTFOUUIFDPODFQUTUIBU
have since developed into so-called Modern
Portfolio Theory (MPT). The premise of MPT—
that portfolio optimization is a choice of the
average return and variance (i.e. risk) of the
portfolio—is well-understood by investors
today. The main insight of MPT is that by
estimating risk and return characteristics for
the investments in their portfolio, as well as
the correlations between assets, investors
can maximize return for a given level of risk,
or minimize risk for a targeted level of return
(i.e., mean-variance optimization).
*OBEEJUJPOUPQSPWJEJOHUIFŖSTURVBOUJUBUJWF
framework for allocating a portfolio, MPT
provided two important pieces of insight for
JOWFTUPST5IFŖSTU UIBUJOWFTUNFOUEFDJTJPOT
should be made in the context of all of the
other assets that are held in a portfolio, is
perhaps an aspect of investment selection
that remains underappreciated by many
investors. The second insight, that investors
can reduce overall risk by diversifying their
holdings, has been more widely accepted.
Of course, investors have long known that
they should diversify their holdings. In the
fourth century, Rabbi Isaac Bar Aha proposed
that one should have “a third in land, a third
in merchandise, and a third ready at hand”
(Babylonian Talmud). Markowitz added
quantitative support and precision 1,600 years
BŝFSUIFSBCCJÁTGVOEBNFOUBMJOTJHIU

Fig. 2: Long-term efﬁcient frontier, 1925–2016
Expected return (vertical axis) and expected risk (horizontal axis), in %
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Source: Morningstar Direct, UBS, as of 31 December 2016

.15IBTUIFBEEFECFOFŖUPGBDUVBMMZ
working in practice—at least over long
horizons and in hindsight. 'JHVSFillustrates
UIFSJTLBOESFUVSODIBSBDUFSJTUJDTPGŖWF
major asset classes between 1926 and 2016.
5IFMJOFJTUIFFGŖDJFOUGSPOUJFSPWFSUIFTBNF
QFSJPE¿UIFTFUPGFGŖDJFOUQPSUGPMJPTUIBU
would have maximized return for a given level
PGSJTL#FDBVTFUIFFGŖDJFOUGSPOUJFSSFTJEFT
above all of the individual asset classes (with
the exception of the extremes), diversifying
among assets would have added to portfolio
FGŖDJFODZ

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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'JH-JRVJEJUZ-POHFWJUZ-FHBDZDPNCJOFTMJBCJMJUZESJWFOJOWFTUJOH -%* UIFFOEPXNFOUNPEFM
PGJOWFTUJOH CFIBWJPSBMÎOBODF BOEBIPMJTUJDCBMBODFTIFFUBQQSPBDI
Theoretical underpinnings of the 3L approach
-JRVJEJUZ

-POHFWJUZ

-FHBDZ

1VSQPTF

Provide liquidity for near-term
spending

Provide asset growth and appropriate
risk hedging to meet lifetime goals

Growth of legacy assets

*OWFTUNFOUBQQSPBDI

Asset-liability matching

Total wealth LDI

Taxable endowment

4J[JOH

/FYUUISFFZFBSTPGDBTIŗPX

Based on objectives, age

Surplus

3JTLBTTFTTNFOU
*OUFMMFDUVBM'SBNFXPSL

Probability of success, funding ratio, surplus risk
Merton, Samuelson, Kahneman, Thaler, Waring, Sharpe 2.0

Long-term risk-adjusted return
Markowitz, Sharpe 1.0, Swensen

Source: UBS

#VUUIFSFÁTBCJHEJšFSFODFJOTIPXJOHB
IZQPUIFUJDBM CBDLXBSEMPPLJOHFGŖDJFOU
GSPOUJFSBOEGPSFDBTUJOHBOFGŖDJFOUGSPOUJFS
ahead of time. An optimal portfolio between
1926 and 2017 comprised mainly long-term
corporate bonds and small-cap stocks—could
anyone have predicted that in December
1925? In fact, recent research indicates that a
simple equal weighted approach outperforms
as frequently as much more sophisticated
MPT-based approaches.3 It turns out that the
narrow focus on “optimizing portfolios” has
not led to max outcomes for investors.
The 3L approach utilizes four distinct
advancements that build on Markowitz’s
initial insights by moving away from the
notion that day-to-day volatility appropriately
measures investment risk: Liability-driven
investing, the endowment model of investing,
CFIBWJPSBMŖOBODF BOEBIPMJTUJDCBMBODF
sheet approach. We believe each of these
DPODFQUTGVSUIFSCFOFŖUTJOWFTUPSTXIFO
compared to the traditional Markowitz
approach TFF'JH .
-JBCJMJUZESJWFOJOWFTUJOH
The basic premise behind liability-driven
investing (LDI) is a move away from an assetcentric approach to one that assigns pools
PGNPOFZUPGVOETQFDJŖDGVUVSFFYQFOTFT 
or liabilities.4 Instead of focusing on day-today volatility as the primary measure of risk,
a liability-driven approach builds a portfolio
optimized to help meet the investor’s future
MJBCJMJUJFT3JTLJTSFEFŖOFEBTOPUNFFUJOH
those liabilities.

Pension funds are primary users of a LDI
approach and we’ve seen this strategy
work very well with many such institutions.
The success of a pension plan’s investment
program is measured based on whether or
not the probability of meeting its liabilities
has increased and is on target.
Conceptually, this objective can be achieved
by modeling the future liability as a
constrained short position in the portfolio.
Retirement spending, for instance, might
be modeled as a short position in Treasury
JOŗBUJPOQSPUFDUFETFDVSJUJFT 5*14 .PTU
households have future goals and objectives
that they’d like their investment assets to
meet. College tuition, a home purchase,
retirement spending, vacations, and bequests
are all examples of spending that have fairly
TQFDJŖDEPMMBSBNPVOUTBOEUJNJOHBTTPDJBUFE
with them, and investments can be made
TQFDJŖDBMMZUPIFMQNJOJNJ[FUIFWPMBUJMJUZ
associated with meeting those goals.
From a technical standpoint, what really
matters in these situations is the surplus
PSEFŖDJUPGUIFTUSBUFHZ¿UIFBTTFUTNJOVT
the liabilities—and not the absolute level
of assets or variance in the portfolio.
Accordingly, the objective function should
TIJŝGSPNNBYJNJ[JOHBTTFUTSFMBUJWFUP
portfolio volatility to a strategy that
maximizes the surplus in context of the
volatility of the surplus.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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No matter the “risk tolerance” of the
individual, investing funds earmarked for a
grandchild’s college tuition in a moderate
portfolio makes very little sense if the check
JTEVFBUUIFCVSTBSÁTPGŖDFJOTJYNPOUITCVU
might be perfectly rational if college is still
seven years away. The same can be said, as
many investors unfortunately realized in 2008,
about holding money needed for the next
two years of living expenses in an aggressive
portfolio or illiquid assets.
Probability of loss in any asset or portfolio is
dependent on time horizon, which means
time horizon should have an impact on the
appropriate investment portfolio TFF'JH` .
The probability of loss when holding cash is
near-zero over short periods, like one year.
The same cannot be said about equities. Over
the last 90 years, equity holders have lost
NPOFZ TPNFUJNFTTJHOJŖDBOUBNPVOUT POF
ŖŝIPGUIFUJNFPWFSPOFZFBSQFSJPET$BTI
is safer than equities for short-term investors.
Conversely, the conclusions change over
decade-long holding periods. Equity investors
IBWFMPTUNPOFZ OFUPGJOŗBUJPO POMZBCPVU
10% of the time when they’ve held it for
at least 10 years. Cash has actually declined
in value 22% of the time when held for 10
years or more. Over 20-year periods US equity
investors have always experienced positive
JOŗBUJPOBEKVTUFESFUVSOT5IFXPSTU

20-year returns for US stocks are nearly as
good as the best 20-year returns for cash.
Time horizon matters a great deal, and
liability-driven optimization intuitively drives
dynamic decisions that take all of these
factors into account.
Of course, individuals and families are not
pensions. Many individual investors are
overfunded in regard to future lifetime
spending and don’t need to utilize a
liability-driven approach for the entirety of
their assets. Asset segmentation is a viable
solution. In the 3L framework, the Liquidity
and Longevity strategies work together to
form a LDI strategy, and the household’s
surplus assets are held separately in the
Legacy strategy.
5IFFOEPXNFOUNPEFM
The endowment model is an investment
process, popularized by the Yale University
endowment, among others, that embraces
value orientation, illiquidity, and an
opportunistic approach as drivers of superior
long-term investment returns. The Legacy
strategy leverages this model—adjusted
accordingly for taxable investors—as a
XBZUPBDIJFWFTVQFSJPSMPOHUFSNBŝFS
tax performance. We discuss portfolio
management for the Legacy strategy further
on page 18.

Fig. 4: Cash is safer in the short run, but equities are safer
in the long run
Probability (vertical axis) of an inﬂation-adjusted 5% or greater loss
for various time periods (horizontal axis), in %
25
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30 Day T-bill

10

Years

US Small Stock
Source: Morningstar Direct, UBS, as of 31 December 2016
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Fig. 5: Investor emotions oen drive conterproductive actions
#FIBWJPSBMÎOBODF
*OŖOBODFBOEFDPOPNJDT XFBTTVNFUIBU
individuals and investors behave rationally,
as modeled by mathematicians and
FDPOPNJTUT#VUUIFSFBMJUZJTWFSZEJšFSFOU
Information and anticipation of future market
performance produce strong emotional
reactions TFF'JH . The excitement and
subsequent fear of loss can drastically change
investors’ short-term willingness to allocate
UIFJSBTTFUTFšFDUJWFMZ¿PŝFOBUUIFFYQFOTF
of long-term goals.

Illustrative investor sentiment cycle
Peak

Euphoria Anxiety
Denial
Fear
Desperation
Expansion
Optimism Recession
Panic
Capitulation
Thrill
Excitement

Optimism

Relief
Hope
Trough
Depression
Despondency

Sentiment cycle

For example, fear of a market downturn can
cause investors to become risk-averse and
to de-risk during times when they should
be invested. On the other hand, anxiety
associated with selling losses, as well as the
regret that comes with acknowledging a
potential investment mistake, causes investors
to freeze and to hold on to a losing position
instead of reinvesting in a better alternative.
A point of panic comes next as they realize
that they need to act, but rather than buying
at a discount, they sell.
Similarly, given sustained positive
performance, some investors get excited by
small gains and sell too soon—this is called
UIFEJTQPTJUJPOFšFDU'PSPUIFST HSFFEBOE
PWFSDPOŖEFODFUBLFPWFS BOENBOZJOWFTUPST
frequently have a hard time selling assets that
have outperformed and instead choose to
add risk to their portfolios. Examples might
be investors adding exposure to technology in
%FDFNCFS BEEJOHFYQPTVSFUPŖOBODJBM
services in October 2007, and selling equity
exposure in March 2009. Emotions overruled
logic and facts and led to underperformance.
Since our risk preferences can change over
time, the 3L approach helps avoid costly
mental mistakes, especially during the most
EJGŖDVMUNBSLFUFOWJSPONFOUT CZQSPWJEJOH
the comfort that assets earmarked for shortterm spending needs are insulated from

Business cycle
Source: Fisher, G. S. (2014) Advising the Behavioral Investor: Lessons from
the Real World, in Investor Behavior: The Psychology of Financial Planning and Investing
(eds H. K. Baker and V. Ricciardi), John Wiley & Sons, Inc., Hoboken, NJ, USA.

market risk. The Liquidity strategy, which is
sized to help meet the next 2 to 5 years of
TQFOEJOHOFFET BOEDPOUBJOTŖOBODJBMBTTFUT
that are more stable during bear markets.
This helps investors maintain focus, secure
in the knowledge that their Longevity and
Legacy strategy—invested for long-term
growth—won't be utilized for many years.
During market downturns, where most poor
investment decisions are made, this comfort
JTJOWBMVBCMF CVUBMTPIBTUBOHJCMFCFOFŖUT
by increasing probability that investment
discipline is maintained during periods of
market, macro, and geopolitical stress.
In addition, the 3L framework aims to turn
behavioral biases from an obstacle into an
advantage. For example, mental accounting
describes a tendency that leads people to
segment their assets and spending goals into
EJTUJODUQBSUTBOEUSFBUUIPTFQBSUTEJšFSFOUMZ
without thinking of the whole. This proclivity
can lead to suboptimal decision-making,
such as holding a credit card balance at
a 15% interest rate when this could be
QBJEPšCZBOJOWFTUNFOUUIBUZJFMET
The 3L framework takes advantage of this
segmenting inclination by separating assets
UPIFMQNFFUTQFDJŖDTQFOEJOHPCKFDUJWFT5IF
result is an intuitive investment strategy that
creates a clear connection between assets and
the objectives for those assets.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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)PMJTUJDCBMBODFTIFFUBQQSPBDI
Traditional balance sheets include the tangible assets and
liabilities of a household. Assets might include real estate,
retirement accounts, partnership interests, brokerage accounts,
a pension, and Social Security. Liabilities tend to be limited to
outstanding obligations: A mortgage, securities-backed lending
(SBL), student loans, and other types of debt.
In addition to tangible assets, individuals and households
have intangible assets and liabilities that can be included on a
holistic balance sheet to provide a more complete picture of
UIFIPVTFIPMEÁTŖOBODJBMTJUVBUJPO TFF'JH .
An extraordinarily important intangible asset is human capital.
Objectively, a 30-year-old newly minted surgeon is wealthier
than a 30-year-old without post-high-school education or
TUBCMFFNQMPZNFOU"MUIPVHIJUJTEJGŖDVMUUPRVBOUJGZIVNBO
capital with a high level of precision, understanding and
accounting for general risk attributes and balance sheet impact
of human capital can drive better allocation decisions—like
purchasing disability insurance to hedge human capital during
a career.5

Liabilities can also be expanded to include future spending
objectives, like a second home purchase, a child or grandchild’s
education, and retirement spending. Such spending is a future
liability for the household, similar to mortgage payments or
other debt. The 3L framework also allows families to clearly
see how they are using liabilities, like mortgages and securitiesbacked loans, to accomplish their objectives. Examples might
be a SBL utilized as a Liquidity asset to cover an unexpected
expense that would otherwise have required selling investment
assets and realizing otherwise deferrable taxes; or a mortgage
in the Longevity strategy to enable a family to purchase their
QSJNBSZSFTJEFODFPSBNPSUHBHFVTFEUPNPSFFGŖDJFOUMZ
purchase a Legacy asset, like a vacation home that’s intended
to be part of a bequest.
Once the full balance sheet has been composed, comparing
assets to liabilities provides important information. If assets
exceed liabilities, the household has a surplus, or margin of
safety, in excess of liabilities. If liabilities exceed assets, the
EFŖDJUTIPVMECFBEESFTTFECZŖOEJOHBXBZUPJODSFBTFBTTFUT 
reduce planned spending, or modify the investment strategy.

'JH#BMBODFTIFFUTJODMVEFUBOHJCMFBOEJOUBOHJCMFBTTFUTBOEMJBCJMJUJFT
Holistic balance sheet pre- and post-retirement
1SFSFUJSFNFOU

1PTUSFUJSFNFOU

5PUBM"TTFUT
5%

-JRVJEJUZ
Emergency fund (cash)

5PUBM"TTFUT

-JRVJEJUZ

-JRVJEJUZ

Securities-backed loan

85%

-POHFWJUZ

5PUBM-JBCJMJUJFT

-POHFWJUZ

5PUBM-JBCJMJUJFT
10%

-JRVJEJUZ

Emergency fund (cash)

Private equity capital calls

Bond ladder (3 years)

Retirement expenses (3 years)

Social Security income

Healthcare expenses (3 years)

Pension income

Securities-backed loan

-POHFWJUZ

70%

-POHFWJUZ

Growth portfolio

Mortgage

Growth portfolio

529 Account

Student loans

LTC policy

Retirement spending needs
Healthcare needs in retirement

Disability insurance

Retirement spending needs

Social Security

LTC needs

Social Security

Healthcare needs in retirement

Pension

Grandchildren's college

Pension

Future LTC needs

Annuity

Annuity

Children's college

Personal residence

Personal residence
Human capital
10%

-FHBDZ

-FHBDZ

-FHBDZ

20%

-FHBDZ

Life insurance

Life insurance

Loan for childrens’ homes

Aggressive portfolio

Aggressive portfolio

Mortgage on beach home

Beach house

Irrevocable bequest pledges

Concentrated stock

Planned giving

Donor advised fund

Estate tax

Source: UBS

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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1 Shows improved performance relative to other approaches
"GVOEBNFOUBMCFOFŖUPGUIF-BQQSPBDIJTUIBUJUIFMQTBO
investor select the right asset allocation strategy—at the right
time. Although selecting the right asset allocation might sound
trivial, it’s not. For instance, investors frequently don’t account
for assets like human capital or Social Security when allocating
UPŖYFEJODPNFBOEUIFSFGPSFIPMETVCPQUJNBMQPSUGPMJPT
The impact is real: We estimate increasing the equity portion
PGBQPSUGPMJPCZKVTUQFSDFOUBHFQPJOUT SFMBUJWFUPŖYFE
income, could lead to an increased average return of 0.5%
annually. Of course, risk has to be managed appropriately—
an additional 0.5% per year isn’t worthwhile if it subjects
a household to sequence risk at the start of retirement.
Sequence risk refers to the risk that highly negative returns
at the beginning of retirement will derail the remainder of
the retirement plan and put the family at risk of running out
of money. That’s one reason why the 3Ls work so well. The
strategy naturally adjusts over the life cycle to increase or
decrease risk as appropriate.
We used Monte Carlo analysis to compare two common
allocation strategies to the 3Ls for a 45-year-old couple: (1) a
static balanced portfolio strategy and (2) a “100 minus your
age” strategy. A Monte Carlo analysis provides a simulation
of investment returns, contributions, and withdrawals that
mimics what an investor might experience over years and
decades. Monte Carlo simulations are a vital part of investment
planning, because they allow us to account for investment
return variability, providing a better assessment of investment
TVDDFTTQSPCBCJMJUZBDSPTTBOVNCFSPGEJšFSFOUNBSLFU
environments.
We found the 3L approach leads to an increase in risk-adjusted
outperformance of about 1% annually when compared to a
static balanced portfolio. Performance relative to a “100 minus
BHFÄTUSBUFHZJTFWFONPSFTJHOJŖDBOU¿PWFSQFSZFBSPO
average, mainly because using a “100 minus age” strategy
leads to holding far-too-conservative portfolios once the couple
reaches their 50s and 60s TFF'JH .

Fig. 7: The 3L approach shows more favorable outcomes
relative to other strategies
Simulated equivalent alpha for 3L, in %
3.5
3.0
2.5
2.0
1.5
1.0
0.5
0.0
“100 minus age”

Balanced portfolio

Note: Outcomes simulated for scenarios described in the text. Equivalent alpha is a net
present value metric that estimates the annual outperformance necessary to match the
3L strategy on a net present value basis. '100 minus age' is an adage that suggests
investor's annually adjust their asset allocation to stocks so that it's equal to 100 minus
their age. For example, a 65-year-old would have (100-65) 35% of their portfolio in
stocks. The 'Balanced portfolio' assumes a constant 60% stock / 40% bond allocation,
regardless of age or stage in life.
Source: UBS, as of 1 August 2017

The primary reason that the 3L approach typically outperforms
JTCFDBVTFPUIFSTUSBUFHJFTEPOÁUFšFDUJWFMZBEESFTTUIF
ŖOBODJBMEFDJTJPOTUIBUBSFFNCFEEFEJOBGBNJMZÁTHPBMTBOE
objectives (e.g., lifetime spending). Little or no distinction is
made between the assets that are intended to be used today
(e.g., near-term) and the assets that are intended to be used
in 10- 20- or 30-years (certainly not the assets that are unlikely
to ever be used during their lifetime). The various purposes
GPSŖOBODJBMBTTFUTCFDPNFTIPNPHFOJ[FEBOEBCTUSBDU"TB
result, the investment and allocation decisions are misaligned
with the family’s objectives and capacity for risk which, in turn,
produces suboptimal portfolios across time.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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2 Segmenting helps manage through bear markets
Most investors hate equity bear markets, but a bear market
during a working career tends to be an important opportunity
to invest at a lower price point. Bear markets are emotionally
EJGŖDVMU CVUIJHIMZBDDSFUJWFUPMPOHUFSNXFBMUI
Retirees, and portfolio managers for retirees, have a more
EJGŖDVMUDIBMMFOHF#ZEFŖOJUJPO SFUJSFFTEPOÁUIBWFMBCPS
market income to add to their portfolios during a bear market.
They are doing the opposite—relying on their portfolios for
income. A bear market early in retirement, coupled with
portfolio distributions, can lead to sequence risk.

Fig. 8: Most equity market sell-oﬀs recover in less than
four years
Drawdowns and recovery periods (years) for multi-year US equity
market corrections
160
140
120
100
80
60
40

*OWFTUPSTIBWFGBDFEŖWFNVMUJZFBS64FRVJUZNBSLFUEFDMJOFT
in the last 90 years. Those declines started in 1928, 1939,
1972, 1999, and 2007. The Great Depression-era decline
that started in 1928 was far and away the worst. A growth
portfolio comprising 30% US Treasuries and 70% US equities
declined by half and didn’t fully recover for seven years.
The declines of 1939, 1972, 1999, and 2007 were smaller
in magnitude, but still resulted in portfolio drawdowns of
20–30% and took three to four years to reach full recovery
TFF'JH .
The tech crash that started in 2000 posed the most recent
example of sequence risk for investors. Assuming a 60/40
TUPDLCPOEQPSUGPMJPBOEBOJOJUJBMJOŗBUJPOBEKVTUFE
distribution, 1999 retirees’ portfolios have dropped to half
of their original values, and absent any spending cuts those
retirees are now taking 13% withdrawals per year TFF'JH .
The 3L approach helps prevent sequence risk by enabling
investors to spend out of their Liquidity strategy during
drawdowns. By spending Liquidity assets, investors can allow
risk assets held in their Longevity strategy time to recover
before having to sell them for spending needs. Looking back
over the last 80 years, our analysis indicates the 3L strategy
would have added an average of 0.25% in annual alpha
during each bear market cycle.

20
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Source: Morningstar, UBS as of 31 December 2016.

Fig. 9: 1999 retiree's portfolios experienced negative
sequence risk
Hypothetical portfolios, 1999–2016
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60/40 portfolio w/o withdrawals
60/40 portfolio w/ withdrawals
Source: Morningstar, UBS as of 31 December 2016.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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3 'PDVTPOUBYFGŖDJFODZJTLFZ
From a portfolio management standpoint, one of the most
important factors is tax awareness. High pre-tax returns can
MPPLNVDIXPSTFBŝFSUBYFTBSFQBJE BOEUIF64UBYDPEF
provides opportunities to produce alpha by segmenting Legacy
assets from assets a family will use during their lifetimes.
'PSJOTUBODF VOEFSDVSSFOUUBYMBX CFOFŖDJBSJFTSFDFJWFBTUFQ
up in cost basis when they inherit Legacy assets. The “step-up”
NFBOTUIBUCFOFŖDJBSJFTJOIFSJUUIFBTTFUTXJUIBCBTJTUIBU
represents the value at which they receive the assets, instead
of the basis at which the assets were originally purchased.
5IFFNCFEEFEUBYPCMJHBUJPOFšFDUJWFMZEJTBQQFBSTBUUIF
time of transfer.
Actively managed mutual funds create tax burdens of about
1% per year for investors, making them inappropriate for use
in the Legacy strategy. Assets in the Legacy strategy should
be invested in a way that defers taxes as long as possible
and allows the investor to maintain control over when taxes
are incurred. Therefore, single-stock positions, exchange
traded funds (ETFs) and separately managed accounts tend to
QSPWJEFBHPPEEFBMPGBŝFSUBYBMQIBWTBDUJWFMZNBOBHFE
NVUVBMGVOET0VSFTUJNBUFPGUPUBMBŝFSUBYBMQIB QSPBDUJWFMZ
managed, is about 1.5% per year, broken into a 1% gain from
avoiding costly turnover in active management and another
0.50% from proactively harvesting losses in order to defer
gains.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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4 "QQMZJOHCFIBWJPSBMŖOBODFDBOIFMQBDIJFWFCFUUFSQFSGPSNBODF
One of the best-known investors of the last century, Benjamin
Graham, observed that “The investor’s chief problem—and
even his worst enemy—is likely to be himself.” Investors
overtrade, chase returns, panic, and generally buy high and sell
low—resulting in underperformance.
For instance, in “Trading is Hazardous to your Wealth,”6
Brad Barber and Terrance Odean found average households
turned over 75% of their equity portfolios annually and
underperformed by 1.5% per year. Our own work, focused on
the buy-sell behavior of mutual fund investors, found average
underperformance of 0.9% per year for core equity fund
investors, compared to the performance of the fund itself,
between April 2007 and March 2016. To be clear, the 0.9%
underperformance is due entirely to mis-timing when to buy and
TFMMBTQFDJŖDGVOE OPUUIFVOEFSMZJOHQFSGPSNBODFPGUIFGVOE
itself. While some researchers believe the behavioral gap to be
much larger, our approach uses a conservative methodology that
BDDPVOUTGPSUJNJOHBOEUIFNBHOJUVEFPGŗPXT

One way of minimizing risk related to costly emotional
behavior is to establish a disciplined investment approach such
as rebalancing. While selling top-performing asset classes and
buying worse-performing can be counterintuitive, establishing
a disciplined rebalancing approach within the 3L framework
can add an additional 0.8% alpha on an annual basis.
The 3L framework isn’t a panacea for solving our own
emotional biases, but it does provide a concrete framework for
decision-making that investors can fall back on during times
PGNBSLFUTUSFTTBOEEJTUSFTT#ZFNCFEEJOHNBKPSŖOBODJBM
EFDJTJPOTJOUIFGBNJMZÁTTQFDJŖDHPBMTBOEPCKFDUJWFT JOTUFBE
of trying to time markets, the framework provides a guidance
GPSBDUJPOEVSJOHEJGŖDVMUQFSJPET

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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5IFŖOBMQBSUPGUIJTSFQPSUQSPWJEFTBOJOEFQUIEJTDVTTJPO
regarding how to allocate and manage the Liquidity. Longevity.
-FHBDZTUSBUFHJFT5IFEJšFSFODFCFUXFFOJNQMFNFOUJOH
strategies correctly vs. incorrectly can be substantial
JOSFHBSEUPNFFUJOHPCKFDUJWFTBOEBŝFSUBYOFUXPSUI
You, your family, and the lives of others
Your goals should form the basis of nearly
all investment and estate-planning decisions.
Developing and updating your goals requires
the deliberate action of asking yourself what
your desired lifestyle includes and how you
want to improve the lives of others. Some
goals, like to update and sell your home, pay
for college, or contribute to charity are easy to
recognize. Other goals, like ensuring potential
health issues don’t burden your children, can
be more obscure.

Identifying your goals and objectives, no
matter their clarity, is like marking points
on a map. It’s a necessity for planning a
meaningful path forward. The 3L approach
uses those points to allocate and manage
ZPVSBTTFUTBOESFTPVSDFTFšFDUJWFMZ¿
throughout time—in order to reduce the role
of luck in your investment success and help
you make better decisions.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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1 The Liquidity strategy
The Liquidity strategy
contains assets and
resources to help
meet the next 2 to
5 years of spending.

1VSQPTF

Provide assets and resources for the next 2–5 years of spending needs

4J[JOH

Net present value of spending target

%JTDPVOUSBUF

Currently near zero

"TTFUTBOE
SFTPVSDFT

$BTI DBTIFRVJWBMFOUT IJHIRVBMJUZŖYFEJODPNF TBMBSZXBHFJODPNF 
Social Security income, pension income, and annuity income

The Liquidity strategy contains the assets
that a family plans to use to meet nearterm spending objectives. This strategy is a
replacement for outside income. Investors
don’t need to hold investment assets in the
Liquidity strategy—absent an emergency
fund—if they have labor market income
that meets day-to-day spending needs. In
general, families will not utilize a Liquidity
strategy in a meaningful way until retirement.
In retirement, the investment portion of a
Liquidity investment assets in the Liquidity
strategy should be sized to provide spending
in excess of income from pensions, annuities,
Social Security, and similar sources of income.

We generally recommend a three-year
Liquidity strategy coupled with a growth
portfolio in the Longevity strategy, but the
correct sizing of the Liquidity strategy will
depend on the risk taken in the Longevity
strategy. As discussed in the Segmenting helps
manage through bear markets section, we
XBOUUIF-JRVJEJUZTUSBUFHZUPCFTVGŖDJFOUMZ
sized to reduce the impact of sequence risk
during a bear market. Generally speaking,
investors holding a conservative or moderately
conservative portfolio in their Longevity
strategy should consider targeting two years
of spending needs in the Liquidity strategy;
investors holding a moderate or moderately
aggressive portfolio in their Longevity strategy
should consider targeting three years of
spending needs in their Liquidity strategy;
and investors holding an aggressive portfolio
in their Longevity strategy should consider
targeting four years of spending needs in the
Liquidity strategy.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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In a low interest rate environment, investors
will need to fund the Liquidity strategy with
nearly the full dollar amount of spending
needs. But even though the Liquidity strategy
will have a low rate of return, it serves a
very important purpose in providing a stable
source of income for the family as well as
the comfort level for holding more risk in
other portfolios. The Longevity strategy is
responsible for providing growth. Muddling
those objectives together results in suboptimal
allocations, so we recommend avoiding
higher-risk, higher-return investments in the
Liquidity portfolio.
Our preferred way to construct the Liquidity
strategy is to hold one year of cash coupled
with a three-year bond ladder that has been
sized to provide assets needed for spending
as the bonds mature TFF'JH . Taxable
investors should consider using municipal
bonds, whereas investors with assets in taxdeferred accounts should construct the ladder
XJUIUBYBCMFŖYFEJODPNF
%FŖOFENBUVSJUZCPOENVUVBMGVOETBOE
FYDIBOHFUSBEFEGVOETPšFSBOBMUFSOBUJWF
for investors who don’t want to manage a
portfolio of individual bonds.7 These funds
are explicitly designed with a target maturity
date, which enables an investor to build a
EJWFSTJŖFECPOEMBEEFSUISPVHIUIFQVSDIBTF
of a limited number of funds. For instance,
an investor could purchase 2018, 2019, and
EFŖOFENBUVSJUZGVOETJOPSEFSUP
provide assets for spending in 2018-2020.

Managing the 3L strategies

Fig. 10: Liquidity assets should match planned spending
Hypothetical spending, by source of income, over three years

Year 1

Year 2

Social Security
Pension

Year 3

Bond portfolio
Cash

Source: UBS

%FŖOFENBUVSJUZCPOEGVOETPšFSUIFCFOFŖU
of simplicity, but there are notable drawbacks.
For instance, investors in bond funds cannot
NBUDINPSFŗFYJCJMJUZBSPVOEQPSUGPMJP
DIBSBDUFSJTUJDTBOEUIFUJNJOHPGDBTIŗPXT
available in a custom-built bond ladder. On
the other hand, it can be hard to achieve
TVGŖDJFOUEJWFSTJŖDBUJPOUISPVHIJOEJWJEVBM
bond purchases without a large asset pool.
#POEGVOETQSPWJEFBOFšFDUJWFXBZUPIFMQ
BDIJFWFUIBUEJWFSTJŖDBUJPO5IFTFUSBEFPšT
should be considered when deciding on
implementation.
Bond ladders are not the only way to create
a Liquidity strategy. The most important
criteria are that the assets are liquid and have
a high degree of price stability. Although it
can be tempting to allow “yield creep” into
riskier investments, a Liquidity strategy has a
purpose—to match income and safe assets
to spending needs—and should be managed
with that objective in mind.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
Liquidity. Longevity. Legacy: A purpose-driven approach to wealth management 15

Chapter 5
48 of 102

Appendix A

Managing the 3L strategies

2 The Longevity strategy
The Longevity strategy
contains the assets
and resources for the
family's lifetime goals
and objectives.

1VSQPTF

Provide assets and resources for lifetime spending needs (for the years
beyond the Liquidity strategy)

4J[JOH

Net present value of estimated lifetime spending or through a simulation
approach that calculates the value necessary for a high probability of
success

%JTDPVOUSBUF

1–5%

Approach

Multi-asset class growth portfolio. Assets include pensions, Social Security,
disability insurance, and long-term care insurance

The Longevity strategy holds a growth
portfolio that contains the assets the family
plans to use for lifetime living expenses. The
sizing of this portfolio is based on those
expected expenditures, which means a family
who spends USD 50,000 per year will hold a
smaller Longevity strategy than a family that
spends USD 500,000 per year; an 80-year-old
will typically have a smaller Longevity strategy
than a recently retired 60-year-old.
Because the objective of the Longevity
strategy is long-term growth, a moderately
aggressive allocation is typically appropriate.
However, some investors will choose to hold
more- or less-risky portfolios in their Longevity
TUSBUFHZ5IFSFBSFUSBEFPšT"NPSF
conservative Longevity strategy essentially
means the family will need to dedicate more
assets to their lifetime spending needs,

whereas a more-aggressive portfolio increases
the chance of a sustained drawdown.
0VSBOBMZTJTŖOETUIBUBXFMMEJWFSTJŖFE 
moderately aggressive growth portfolio
balances these various risks when coupled
with an appropriately sized Liquidity strategy.
Prior to retirement, an investor might have
nearly all of his or her assets invested in the
Longevity strategy. Closer to retirement and
at the start of retirement, the combination of
the Liquidity strategy and Longevity strategy
will typically result in a balanced allocation
overall, which is appropriate for mitigating
sequence risk. Due to the importance of
avoiding sequence risk, investment strategies
and products that are designed to reduce
downside capture are also good candidates
for the Longevity strategy.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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From an asset allocation standpoint, cash
PSTIPSUEVSBUJPOŖYFEJODPNFHFOFSBMMZEP
not help to achieve the goal of the Longevity
strategy. Cash and short-duration bonds
are risky for long-term investors, just as
long-duration bonds are risky for short-term
investors. Although long-duration bonds
have high short-term price volatility, investors
have a high degree of certainty in regard to
the purchasing power that a long-duration
JOŗBUJPOMJOLFECPOEXJMMPšFSBUTPNFQPJOU
in the future. The same cannot be said about
a long-term position in cash.
For example, in 2006, USD 1mn in cash
would have purchased roughly USD 47,000 of
income for an investor in the Treasury market.
Presently, that same USD 1mn in cash will only
purchase about USD 23,000 in annual income
due to lower interest rates TFF'JH .
Holding cash–and waiting to buy bonds—in
2006 was a very risky strategy for an investor
who needed USD 50,000 of income in 2017.

Managing the 3L strategies

Fig. 11: The income-potential of USD 1mn has declined
dramatically
Annual yield from USD 1mn purchase of 10-year Treasury Notes, in USD
90,000
75,000
60,000
45,000
30,000
15,000

1990

1994

1998

2002

2006

2010

2014

Source: Bloomberg, UBS as of 31 December 2016

Equally important, Longevity strategy is
designed to include non-tradable assets,
like human capital, Social Security, pensions,
long-term care policies, disability policies,
residential real estate, and any other assets
that will provide for the future well-being of
the family during their lifetimes.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
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3 The Legacy strategy
The Legacy strategy
represents a family’s
surplus.

1VSQPTF

Bequests, philanthropy, and other legacy or estate planning purposes

4J[JOH

Assets in excess of what the family needs for achieving lifetime goals

%JTDPVOUSBUF

n/a

Approach

.PEJŖFEFOEPXNFOUNPEFM WBMVFPSJFOUBUJPOXJUIJMMJRVJEJUZQSFNJVN

The Legacy strategy represents a family’s
surplus. Once the Liquidity and Longevity
strategies are fully funded, excess assets are
segregated into a Legacy strategy. There are
important reasons for this segmentation,
many of which are both behavioral and
investment related.
Importantly, the Legacy segmentation
provides clarity in regard to how wealth is
going to be utilized. It enables a family to look
at its balance sheet and know, with a high
EFHSFFPGDPOŖEFODF UIBUUIF-JRVJEJUZBOE
Longevity strategies contain the assets that
the family will need for the remainder of their
lifetimes. This viewpoint is important because
it alters the investor’s mindset when it comes
to thinking about risk in the Legacy strategy.
Instead of day-to-day volatility, which has very
little relevance in a portfolio that is intended
to grow for years or decades, the investor can
GPDVTPOQBUJFOUTUSBUFHJFTUIBUPšFSMPOH
UFSNTVQFSJPSBŝFSUBYQFSGPSNBODF

As discussed in the Legacy tax alpha section,
one of the most important factors in a Legacy
TUSBUFHZJTUBYBXBSFOFTTBOEFšFDUJWF
intergenerational transfer. Accounting for the
tax hurdle, how should the Legacy strategy
be allocated? We can follow the lead of
successful university endowments in this
regard, but we have to adjust their strategies
for tax consequences.8 The average university
endowment holds an aggressive portfolio
with a large allocation to illiquid assets (e.g.,
hedge funds, private equity, and private real
estate). Many endowments are also fairly
active in regard to managing their public
equity portfolios.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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Taxable investors need to modify the
traditional endowment strategy to focus
on assets that prioritize unrealized gains vs.
realized gains and, when realized gains are
unavoidable, long-term capital gains instead
of short-term capital gains since the latter
are taxed at a higher rate. Pre-tax returns can
MPPLNVDIXPSTFBŝFSUBYFT TFF'JH .
In general, the resultant tax-adjusted asset
allocation predominantly comprises a blend of
municipal bonds, tax-advantaged or indexed
public equity, private equity, and private real
estate. The appropriateness of assets like
natural resources depends to a large extent
on the tax implications of the ownership
structure.
This allocation guidance notwithstanding,
NBOZGBNJMJFTXJMMŖOEUIFJS-FHBDZ
strategy populated by multiple structures
(e.g., donor-advised funds, trusts, private
foundations, privately held businesses, etc.)
UIBUIBWFTQFDJŖDPCKFDUJWFTBOEEJWFSHFOU
investment strategies that are best suited for
the particular trust. Please see “Executive
Decision: Planning in the Context of GoalsBased Wealth Management” for more
information around estate planning within
the 3L framework.

Managing the 3L strategies

'JH)JHISFUVSOTDBOMPPLNVDIXPSTFBŞFSUBYFT
'JŝFFOZFBSUPUBMSFUVSOBOEUBYDPTUSBUJPT JO
"TTFUDMBTT

"OOVBMJ[FE
total return

5BYDPTU
ratio

1PTUUBY
return

Municipal high-yield

4.39

0.00

4.38

Municipal national intermediate

3.68

0.04

3.56

US Large-cap blend

8.42

0.82

6.70

Real estate

9.99

1.66

7.69

Corporate bond

5.47

1.67

3.52

Emerging markets bond

9.57

2.45

6.56

High yield bond

7.83

2.55

4.97

*Morningstar calculates the tax cost ratio in-house on a monthly basis, using
MPBEBEKVTUFEBOEUBYBEKVTUFESFUVSOTGPSEJšFSFOUUJNFQFSJPET5IFÃUBYDPTUSBUJPÄ
measures how much a fund’s annualized return is reduced by the taxes investors pay
on distributions.
Source: Morningstar Direct, UBS, as of 10 August 2017

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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Conclusion
Based on our analysis and observation, we believe
that the Liquidity. Longevity. Legacy. approach is
IJHIMZFšFDUJWFGPSNBOBHJOHGBNJMZXFBMUI8FÁWF
made a technical and behavioral case for the
approach in this report, but our practical experience
has provided additional evidence.
Over the last 36 months, we’ve advised and educated
hundreds of families on the 3L approach. The results are
promising. By adopting the framework, many investors have
SFBMJ[FEUIBUUIFJS-FHBDZTUSBUFHZ QSFWJPVTMZVOEFŖOFE 
deserved the bulk of their attention. Other investors made
changes to their asset allocations to better align their
investments with their objectives.
Ultimately, our goal is straightforward: To help families
understand how their assets can best be used to meet
their objectives. It’s a purpose-driven approach to wealth
management. What should you do to maintain your current
lifestyle? What should you do to improve your lifestyle? What
should you do to improve the lives of others? The 3L approach
provides the answers to those questions.

* Timeframes may vary. Strategies are subject to individual client goals, objectives, and suitability. This approach is not a promise or guarantee that wealth,
PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
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Disclaimer
-JRVJEJUZ-POHFWJUZ-FHBDZEJTDMBJNFS
Timeframes may vary. Strategies are subject to individual client goals,
objectives, and suitability. This approach is not a promise or guarantee
UIBUXFBMUI PSBOZŖOBODJBMSFTVMUT DBOPSXJMMCFBDIJFWFE
%JTDMBJNFS
3FTFBSDIQVCMJDBUJPOTGSPN$IJFG*OWFTUNFOU0GŖDF(MPCBM8FBMUI
Management, formerly known as CIO Americas, Wealth Management,
are published by UBS Global Wealth Management, a Business
%JWJTJPOPG6#4"(PSBOBGŖMJBUFUIFSFPG DPMMFDUJWFMZ 6#4 *O
certain countries UBS AG is referred to as UBS SA. This publication
JTGPSZPVSJOGPSNBUJPOPOMZBOEJTOPUJOUFOEFEBTBOPšFS PSB
TPMJDJUBUJPOPGBOPšFS UPCVZPSTFMMBOZJOWFTUNFOUPSPUIFSTQFDJŖD
product. The analysis contained herein does not constitute a personal
recommendation or take into account the particular investment
PCKFDUJWFT JOWFTUNFOUTUSBUFHJFT ŖOBODJBMTJUVBUJPOBOEOFFETPG
BOZTQFDJŖDSFDJQJFOU*UJTCBTFEPOOVNFSPVTBTTVNQUJPOT%JšFSFOU
BTTVNQUJPOTDPVMESFTVMUJONBUFSJBMMZEJšFSFOUSFTVMUT8FSFDPNNFOE
UIBUZPVPCUBJOŖOBODJBMBOEPSUBYBEWJDFBTUPUIFJNQMJDBUJPOT
(including tax) of investing in the manner described or in any of the
products mentioned herein. Certain services and products are subject to
MFHBMSFTUSJDUJPOTBOEDBOOPUCFPšFSFEXPSMEXJEFPOBOVOSFTUSJDUFE
basis and/or may not be eligible for sale to all investors. All information
and opinions expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or
warranty, express or implied, is made as to its accuracy or completeness
(other than disclosures relating to UBS). All information and opinions
as well as any prices indicated are current only as of the date of this
report, and are subject to change without notice. Opinions expressed
IFSFJONBZEJšFSPSCFDPOUSBSZUPUIPTFFYQSFTTFECZPUIFSCVTJOFTT
BSFBTPSEJWJTJPOTPG6#4BTBSFTVMUPGVTJOHEJšFSFOUBTTVNQUJPOTBOE
or criteria. At any time, investment decisions (including whether to buy,
TFMMPSIPMETFDVSJUJFT NBEFCZ6#4BOEJUTFNQMPZFFTNBZEJšFSGSPN
or be contrary to the opinions expressed in UBS research publications.
Some investments may not be readily realizable since the market in the
securities is illiquid and therefore valuing the investment and identifying
UIFSJTLUPXIJDIZPVBSFFYQPTFENBZCFEJGŖDVMUUPRVBOUJGZ6#4
SFMJFTPOJOGPSNBUJPOCBSSJFSTUPDPOUSPMUIFŗPXPGJOGPSNBUJPO

contained in one or more areas within UBS, into other areas, units,
EJWJTJPOTPSBGŖMJBUFTPG6#4'VUVSFTBOEPQUJPOTUSBEJOHJTDPOTJEFSFE
risky. Past performance of an investment is no guarantee for its future
performance. Some investments may be subject to sudden and large
falls in value and on realization you may receive back less than you
invested or may be required to pay more. Changes in FX rates may
IBWFBOBEWFSTFFšFDUPOUIFQSJDF WBMVFPSJODPNFPGBOJOWFTUNFOU
This report is for distribution only under such circumstances as may be
permitted by applicable law.
Distributed to US persons by UBS Financial Services Inc. or UBS
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Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de
Valores Mobiliarios Ltda, UBS Asesores Mexico, S.A. de C.V., UBS
Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS
.FOLVM%FHFSMFS"4BSFBGŖMJBUFTPG6#4"(6#4'JOBODJBM4FSWJDFT
Incorporated of PuertoRico is a subsidiary of UBS Financial Services Inc.
UBS Financial Services Inc. accepts responsibility for the content of a
SFQPSUQSFQBSFECZBOPO64BGŖMJBUFXIFOJUEJTUSJCVUFTSFQPSUTUP64
persons. All transactions by a US person in the securities mentioned
JOUIJTSFQPSUTIPVMECFFšFDUFEUISPVHIB64SFHJTUFSFECSPLFS
EFBMFSBGŖMJBUFEXJUI6#4 BOEOPUUISPVHIBOPO64BGŖMJBUF5IF
contents of this report have not been and will not be approved by any
securities or investment authority in the United States or elsewhere.
UBS Financial Services Inc. is not acting as a municipal advisor to any
municipal entity or obligated person within the meaning of Section
15B of the Securities Exchange Act (the “Municipal Advisor Rule”) and
the opinions or views contained herein are not intended to be, and
do not constitute, advice within the meaning of the Municipal Advisor
3VMF6#4TQFDJŖDBMMZQSPIJCJUTUIFSFEJTUSJCVUJPOPSSFQSPEVDUJPOPG
this material in whole or in part without the prior written permission of
UBS. UBS accepts no liability whatsoever for any redistribution of this
document or its contents by third parties.
Version as per April 2018.
© UBS 2018. The key symbol and UBS are among the registered and
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2018 tax planning guide
Advice. Beyond investing. Your financial wellness encompasses so much
more than how the markets are currently performing. Every decision you make
with regard to financial planning—whether it pertains to investments,
insurance, education, housing, retirement and/or estate planning—can have
some impact on your tax situation. We are committed to helping you address
your needs and giving you the confidence to pursue all of life’s goals. This
includes helping you confirm that your current and future tax strategy
supports your larger financial goals.

6#4'JOBODJBM4FSWJDFT*OD
.D(SBUI$POTVMUJOH
1FBDIUSFF3PBE/&
4VJUF
"UMBOUB ("
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Advice. Beyond investing.

Summary of key tax reform changes

2

2018 dividends and capital gains tax rates

3

Custodial accounts

5

Kiddie tax

6

Estimated tax payments

7

Social Security, Medicare and self-employment taxes

7
9

Retirement plans
Employee stock options (tax characteristics)

12

2018 individual income tax rates

13

Additional tax numbers, including income tax and AMT deductions
and exemptions

16

2018 itemized deductions

16

Charitable contributions—New in 2018

17

2018 Alternative Minimum Tax exemption

17

2018 standard mileage rates

17

2018 trust and estate income tax rates

18

Estate and gift taxes
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2018 health and education items
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Affordable Care Act—penalties and forms
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ABLE accounts
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Summary of key tax reform changes
At the close of 2017, Congress passed what is commonly referred to as the
Tax Cuts and Jobs Act. Below is a summary of some of the relevant changes
to the law. In order to comply with Senate budget reconciliation rules, except
where specifically noted, all individual provisions will sunset after 2025.

The top individual
income tax rate was
lowered to 37%.

Advanced Planning

Item

Changes

Income tax rate brackets

The top individual income tax rate was lowered to 37%, and
additional modifications were made to the income levels for
some brackets (see “2018 individual income tax rates” for
more detail). Modifications were made to the brackets for
trusts, as well (see “2018 trust and estate income tax rates”).

Standard deduction and
personal exemptions

The standard deduction was significantly increased (see
“Additional tax numbers” for amounts) and personal
exemptions were eliminated.

Itemized deductions

A number of changes were made to itemized deductions,
including the temporary repeal of the Pease Limitation and
the cap on SALT. See “2018 itemized deductions” and
“charitable contributions” for more information.

Alternative Minimum
Tax (AMT)

AMT has been modified with increased exemption amounts
and phase-out thresholds (see “2018 Alternative Minimum
Tax exemption” for more detail).

Estate tax

Under the Tax Cuts and Jobs Act, the basic exclusion
increased from $5 million to $10 million (indexed annually for
inflation) for estates of decedents dying and gifts made after
2017 and before 2026. In 2018, the exemption is a projected
$11.18 million (pending final IRS guidance).

Pass-through
business income

The law provides a 20% deduction for qualified business
income from a partnership, S corporation or sole
proprietorship. The 20% deduction combined with a top
ordinary income tax rate of 37% will result in a top rate of
29.6% for such income in the absence of other limitations.
The law also provides that trusts and estates are eligible
for the 20% deduction.

Carried interest

The law will recharacterize certain gains of partnership
interest from long-term to short-term capital gains to the
extent such gains relate to property with a holding period
not greater than three years, effective for tax years beginning
in 2018. This provision does not sunset.

Net operating losses

The law limits a taxpayer’s ability to utilize losses incurred
after 2017 to 80% of taxable income. The law will generally
eliminate carryback of these NOLs, but would allow for an
indefinite carryforward. This provision does not sunset.

2
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The corporate tax
rate has been
reduced to a flat 21%
rate.

Item

Changes

Like-kind exchanges

The law limits the applicability of the gain deferral rules
to like-kind exchanges of real property, effective for
exchanges completed after December 31, 2017. This
provision does not sunset.

Child/elder care benefits

The child tax credit has been increased to $2,000 per child.
The refundable portion of this credit is $1,400. This credit
applies for children under the age of 18. In addition, a $500
nonrefundable credit is allowed for a qualifying dependent
that is not a child. The income phase-out threshold has been
increased to $400,000 for taxpayers who are married filing
jointly and $200,000 for all other taxpayers. The increased
phase-out threshold will result in some taxpayers who have
not been able to claim this credit in the past, to be eligible
for it in 2018.

Corporate tax structure

The Tax Cuts and Jobs Act reduces the corporate tax rate
to a flat 21% rate. Previously, income over $10 million was
taxed at 35%. This provision does not sunset.

2018 dividends and capital gains tax rates
The Tax Cuts and Jobs Act of 2017 that was signed into law on
December 22, 2017 retains the same tax treatment for capital gains and
dividend income. One notable change is that the 0%, 15% and 20% rates
are now tied to “breakpoints” based on income level.

Type of
income

Holding
period

NEW in 2018—
Breakpoints

Advanced Planning

Top rate for
lower incomes

Top rate
for middle
incomes

Single: $0 –
$38,599

Single: $38,600 – Single: $425,800+
$425,799

MFJ: $0 –
$77,199

MFJ: $77,200 –
$478,999

MFJ: $479,000+

HOH: $0 –
$51,699

HOH: $51,700 –
$452,399

HOH: $452,400+

Top rate for
top incomes

Ordinary
dividends

(See below)

Ordinary income
tax rate

Ordinary income
tax rate

Ordinary income
tax rate

Qualified
dividends

(See below)

0%

15%

20%

Short-term
12 months
capital gains or less

Ordinary income
tax rate

Ordinary income
tax rate

Ordinary income
tax rate

Long-term
More than
capital gains 12 months

0%

15%

20%
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Qualified dividends
A dividend is considered qualified if it is paid by a U.S. corporation or an
entity that is a “qualified foreign corporation.” The term “qualified foreign
corporation” includes: a foreign corporation incorporated in a U.S. possession;
a foreign corporation whose dividend-paying security is “readily traded” on
an established securities market in the U.S.; and a foreign corporation entitled
to the benefits of a tax treaty with the U.S. that includes an exchange of
information requirement.
Passive Foreign Investment Companies (PFICs) are not qualified foreign
corporations. A foreign-based corporation is classified as a PFIC if either
75% or more of the corporation’s income is considered passive, or at least
50% of the company’s assets are investments that produce interest,
dividends and/or capital gains.
To be eligible for the lower qualified dividend tax rate, a taxpayer must have
held the dividend-paying stock for more than 60 days during the 121-day
period that began 60 days prior to the ex-dividend date. For dividends
received on certain preferred stock (generally dividends that represent an
earnings period of more than one year), the taxpayer must have held the
stock for more than 90 days during the 181-day period that began 90 days
before the ex-dividend date.

Up to $3,000 of net
capital losses may be
deducted each year
against ordinary
income.

Capital losses
Capital losses are deductible—dollar for dollar—against capital gains. Up to
$3,000 ($1,500 for married taxpayers filing separately) of net capital losses (either
short-term or long-term) may be deducted each year against ordinary income.
Net capital loss amounts in excess of $3,000 may be carried forward indefinitely.
Capital losses expire at death. These losses belong to the individual who
incurred them and cannot be transferred to a spouse or the individual’s estate
or revocable trust at death.
Other preferential capital gains rates
– Long-term capital gains attributable to real estate depreciation (known as
unrecaptured Section 1250 gains) are taxed at a maximum rate of 25%.
– Capital gains on collectibles (e.g., gold and art) held for more than one year
are taxed at a rate of 28%.
– Capital gains on Qualified Small Business Stock (QSBS) may be excluded
from taxation if certain requirements are met, limited to the greater of
$10 million or ten times the adjusted basis of the investment.
– A taxpayer may exclude up to $250,000 ($500,000 for certain joint return filers)
of gain from the sale or exchange of property that the taxpayer has owned and
used as the taxpayer’s principal residence for periods of two years or more
during the five-year period ending on the date of the sale or exchange.
Net investment income tax
The 3.8% Net Investment Income Tax (NIIT) remains in effect. The tax is 3.8%
of the lesser of: (1) net investment income and (2) the excess of Modified
Adjusted Gross Income (MAGI) over the threshold amount. The NIIT will be
assessed on taxpayers with MAGI exceeding the following threshold amounts:
– $250,000 for taxpayers who are married filing jointly and surviving spouses;
– $125,000 for taxpayers who are married filing separately; and
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– $200,000 for all other taxpayers
Income derived from real estate activities may be excluded from net investment
income for purposes of calculating NIIT if an individual qualifies as a real estate
professional. The rules are complex; consult your tax advisor if you think you
qualify as a real estate professional.
Similarly, certain investment income earned by a trader in financial instruments
is exempt from the NIIT. Again, the rules are complex, and you should consult
your tax advisor if you think you qualify as a trader in financial instruments.
Worthless securities
If a security that is a capital asset becomes worthless at any time during the
tax year, it is treated as if it were sold on the last day of the tax year in which
it became worthless.
A tax loss may be claimed in the year the security becomes worthless.
A security that became worthless in a prior year may not be claimed as
a capital loss in the current year (but the loss may be claimed by amending
the tax return for the year the loss occurred). Generally, the refund limitation
for carrybacks is three years, but it may extend up to seven years in certain
situations. The taxpayer must have evidence that the security is worthless.

Losses from the sale
or disposition of
stock or securities
that constitute a
wash sale are not
deductible.

Wash sales
A wash sale occurs when stock or securities are sold or disposed of at a loss
and—within the 61-day period beginning 30 days prior to the sale or disposition
date and ending 30 days after the sale or disposition date—substantially similar
stock or securities (or a contract/option to buy substantially similar stock or
securities) are acquired.
Losses from the sale or disposition of stock or securities that constitute a wash
sale are not deductible. The disallowed losses are added to the cost basis of
the newly purchased stock or securities, resulting in a postponement of the
loss recognition until the sale of the new stock or securities.
The holding period for the newly purchased stock or securities begins on the
same day the original stock or securities were purchased.
Note: An IRA cannot be used to avoid the effect of the wash sale rule. When
an individual sells stock or securities for a loss and purchases substantially
similar stock or securities through his/her IRA or Roth IRA within the 61-day
period beginning 30 days prior to the sale and ending 30 days after the sale,
then the individual’s loss on the sale is disallowed.
Custodial accounts
UGMA/UTMA
Each state has adopted a Uniform Gifts to Minors Act (UGMA) and/or a Uniform
Transfers to Minors Act (UTMA) to facilitate ownership of assets by minors.
Contribution limits
There are no limits on contributions to UGMA or UTMA accounts. However,
contributions in excess of the gift tax annual exclusion amount may be subject
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to gift tax if the donor has used all of his/her lifetime gift tax exemption—see
page 18 for further information.

Transfers to
custodial accounts
are complete and
irrevocable.

Ownership
Transfers to custodial accounts are complete and irrevocable. The minor can take
full control of the account when he/she reaches the age of majority, which is
generally age 18 or 21 (depending on state law).
Taxes
Custodial accounts do not provide tax deferral. Taxes are due in the year
income is recognized/earned by the account. All income (including capital
gains) is taxed to the minor and is subject to “Kiddie Tax” rules (see below).
Kiddie tax
The Kiddie Tax rules apply to a child’s unearned income (e.g., interest,
dividends and capital gain distributions). The Kiddie Tax rules generally apply if:
– The child was under age 18 at the end of the tax year, and
– The child was age 19 at the end of the tax year and the child’s earned
income does not exceed one-half of the child’s own support for the year, or
– The child was a full-time student under age 24 and the child’s earned
income does not exceed one-half of the child’s own support for the year
Kiddie tax rate—New in 2018
Prior to the 2018 tax year, a child’s unearned income in excess of $2,100 was
subject to taxation at the parent’s top marginal rate. A temporary provision,
effective January 1, 2018 through December 31, 2025, will apply ordinary
and capital gains tax rates of estates and trusts to such unearned income of
children. See page 18 for trust tax tables.
Parental election to report child’s income
Parents may elect to report their child’s income on their own tax returns. If the
election is made, the child is not required to file a tax return. Parents can make
this election only if all of the following conditions are met:
– He/she is the parent whose return must be used when applying the special
tax rules for children
– The child was under age 19 (or under age 24 if a full-time student) at the
end of the year
– The child’s only income was comprised entirely of interest and dividends
(including capital gain distributions and Alaska Permanent Fund dividends)
– The child’s gross income was less than $10,500
– But for this election, the child would be required to file a return
– The child does not file a joint return for the year
– No estimated tax payment was made for the year and no overpayment from
the previous year (or from any amended return) was applied to this year
under the child’s name and Social Security number
– No federal income tax was withheld from the child’s income under the
backup withholding rules
Note: If a child has a capital gain or loss on the sale of securities (not capital
gain distributions) the child must file his or her own return.
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Estimated tax payments
Estimated tax is used to pay tax on income that is not subject to withholding,
such as income derived from self-employment. A penalty may be assessed if
sufficient payment is not made through withholding and/or estimated tax
payments. In general, estimated tax must be paid if the taxpayer expects to owe
at least $1,000 in tax for 2018 (after subtracting the credit for taxes withheld)
and he/she expects withholding and credits to be less than the lesser of:
– 90% of the tax to be shown on the taxpayer’s 2018 tax return, or
– 100% of the tax shown on the taxpayer’s 2017 tax return (110% if the
taxpayer’s 2017 AGI exceeded $150,000, or $75,000 for taxpayers who
are married filing separately). The 2017 tax return must cover all 12 months.
Due dates (for calendar year-end individuals)
Due date

Installment

First

April 17, 2018

Second

June 15, 2018

Third

September 17, 2018

Fourth*

January15, 2019

* A fourth installment is not required if the taxpayer files his/her 2018 tax return and pays any tax
owed before January 31, 2019.

Social Security, Medicare and self-employment taxes
Social Security and Medicare tax detail
Status

Employee
Self-Employed**

The wage base for
Social Security and
self-employment tax
is $128,400 (up from
$127,200 in 2017).

Advanced Planning

Social Security/
OASDI* tax
t

Medicare
tax rate

Total
tax rate

6.20%

1.45%

7.65%

12.40%

2.90%

15.30%

An additional 0.9% Medicare tax will be assessed on earned income over
$200,000 for single taxpayers ($250,000 for married taxpayers filing jointly,
$125,000 for married taxpayers filing separately). This 0.9% surtax, combined
with the ordinary 2.9% Medicare tax, equals a total 3.8% Medicare tax on
earned income over the threshold amount. Self-employed individuals are
responsible for paying the full 3.8% tax. Non-self-employed taxpayers must
add the 0.9% to their portion of the Medicare tax (1.45%); they are therefore
responsible for paying a 2.35% tax on income over the threshold.
The 2018 Cost of Living Adjustment to the Social Security base is 2%. The
wage base for Social Security and self-employment tax is $128,400 (up from
$127,200 in 2017). This means Social Security taxes are calculated on the
first $128,400 of earned income only. There is no wage base for Medicare;
the tax applies to all earned income.
Assume a worker earned $150,000 of income during 2018 (multiply wage
base by the Social Security and Medicare rates listed above).
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Status

Social
Security/OASDI*
tax rate

Medicare tax

Total tax

Employee

$7,960.80

$2,175

$10,135.80

Employer

$7,960.80

$2,175

$10,135.80

$15,921.60

$4,350

$20,271.60

Self-Employed**

* Old age, survivor and disability insurance portion of Social Security tax.
** Self-employed individuals may deduct one-half of the self-employment tax on their income
tax return.

Social Security income thresholds
Social Security benefits may be taxable (up to a maximum of 85% of the
benefit amount) when provisional income exceeds a specified threshold
amount (noted below). Provisional income is AGI, plus tax-exempt interest,
plus one-half of Social Security benefits.
Filing status

The maximum
monthly Social
Security benefit is
$2,788.

50% tax threshold

85% tax threshold

Married filing jointly

$32,000 – $44,000

Over $44,000

Single

$25,000 – $34,000

Over $34,000

2018 maximum monthly Social Security benefit
The maximum monthly Social Security benefit is $2,788. An individual who
reached full retirement age in 2018 and who earned at least the annual
maximum wage base amount during his/her working years would be eligible
for this level of benefit.
Social Security Administration contact information
Entity

Phone number

Website

Social Security Administration

800-772-1213

ssa.gov

Medicare

800-633-4227

medicare.gov

Social Security earnings test
The Social Security earnings test indicates the level of earnings permissible for
recipients of Social Security benefits, without incurring a reduction in benefits.
Earnings limitation
for 2018

Reduction
in benefits

Years prior to full
retirement age

$17,040/year

$1 for every $2 in earnings
above the limit

Year of retirement age
up to retirement month

$45,360/year

$1 for every $3 in earnings
above the limit

Month reaching retirement
age and beyond

No limit

No reduction

Retiree age
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Retirement plans
Employer-sponsored retirement plan contribution limits
The following are the 2018 limits on contributions to various retirement plans.
Individuals age 50 or older are eligible for “catch-up” contributions in addition
to the base limit.
Total
Catch-up
maximum
Salary deferral
contribution
salary deferral
Account type
limit
(age 50+)
(age 50+)
401(k)/403(b) and
most 457 plans

$18,500

$6,000

$24,500

SIMPLE IRA

$12,500

$3,000

$15,500

The total maximum allowable addition to a 401(k), 403(b) or 457 plan
account—including employee salary deferral and employer contribution—is
$55,000 in 2018.

Businesses that
maintain a SEP-IRA
can make
contributions of up
to $55,000 or 25% of
compensation,
whichever is less, to
each eligible
employee's SEP IRA.

Businesses that maintain a SEP-IRA plan can make contributions of up to
$55,000 or 25% of compensation, whichever is less, to each eligible
employee’s SEP IRA. For self-employed taxpayers, the percentage contribution
limit is 20% of net self-employment income (after deduction for selfemployment taxes) instead of 25%.
Traditional IRA vs. Roth IRA
Traditional IRA

Roth IRA

Qualifications

Individual or spouse must have
Individual or spouse must have
taxable compensation and must not taxable compensation; the ability
reach age 70½ by the end of the year. to contribute is subject to the
phase-out limits listed below.

Maximum
contribution*

100% of taxable compensation, up to 100% of taxable compensation,
up to $5,500 ($6,500 if age 50
$5,500 ($6,500 if age 50 or older).
or older).
*Contributions to all of an
individual’s traditional and Roth
IRAs cannot exceed 100% of
taxable compensation, up to $5,500
($6,500 if age 50 or older).

Tax deduction
allowed

If neither the taxpayer nor spouse is No deductions are allowed
a participant in an employer’s plan, for contributions.
then the contribution is 100%
deductible, regardless of AGI.
Active participation in an
employer’s plan will subject the
deduction to the following limits:
Active participation in an
employer’s plan will subject the
deduction to the following limits:
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Traditional IRA

Roth IRA

If taxpayer Phaseis:
out of
deduction
begins if
AGI is:

Single

$63,000

$73,000

$101,000

$121,000

The
$189,000
nonworking
spouse of a
covered
participant

$199,000

Married
filing
jointly

Married
filing
separately
Contributions
allowed

Ability to
deduct
contribution
is totally
phased out
if AGI is
greater
than or
equal to:

$0

$10,000

Contributions to traditional IRAs are Roth contributions are subject to
allowed, up to the lesser of: (1)
the following limits:
earned income and (2) the maximum
contribution amount (deductibility of
contributions is subject to income
limitations—see above).
April 17, 2018 is the last day for
making a 2017 tax year
contribution to a traditional IRA.
If taxpayer Phaseis:
out of
ability to
contribute
begins if
MAGI is:

Single

$120,000 $135,000

Married
filing
jointly

$189,000 $199,000

Married
filing
separately
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Ability to
contribute
is totally
phased
out if
MAGI is
greater
than or
equal to:

$0

$10,000
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Traditional IRA

Roth IRA

April 17, 2018 is the last day for
making a 2017 tax year
contribution to a Roth IRA.
Required
Minimum
Distributions
(RMD)*

Must begin by April 1 following the
Distributions are only required
year in which the IRA owner attains after the death of the IRA owner.
age 70½. Distributions in subsequent
years must occur by December 31.
Post-death distributions are required
depending on whether distributions
had already begun for the IRA owner
and the beneficiary’s relationship to
the IRA owner.

Post-death distributions are
required depending on the
beneficiary’s relationship to the
IRA owner.

* The Internal Revenue Code imposes a 50%
excess accumulation penalty on IRA
owners and IRA beneficiaries who fail to
take some or all of an RMD.

Penalties on
distributions

A 10% penalty may apply to early
distributions.

A 10% penalty may apply to
nonqualified Roth IRA distributions.

A 6% penalty applies to excess
contributions (assessed each year
until excess is removed).

A 6% penalty applies to excess
contributions.

Conversions and rollovers
Assets held in a traditional IRA can be converted to a Roth IRA. The taxable portion
of the amount converted is subject to tax in the year the conversion takes place.
Converted amounts are not subject to the 10% early distribution penalty.
Amounts converted to a Roth IRA are not subject to the 10% early distribution
penalty if the amount distributed from the Roth IRA has been held by the Roth
IRA for at least five years.

A taxpayer may only
make one
nontaxable 60-day
IRA rollover within
any 12-month period.

Advanced Planning

When rolling a traditional IRA to a different traditional IRA, funds must be
transferred to the new account within 60 days of receipt of the funds;
otherwise, the distribution will be deemed taxable. A taxpayer may only make
one nontaxable 60-day IRA rollover within any 12-month period. All of an
individual’s IRAs, including SEP, SIMPLE, Roth and traditional IRAs, are
aggregated for these purposes. These rules do not apply to direct trustee-totrustee transfers or Roth conversions.
Taxpayers who are not eligible to contribute directly to a Roth IRA can
contribute to a traditional IRA and then convert to a Roth IRA. Distributions
from Roth IRAs (including distributions of earnings) are tax-free after a five
“taxable year” period beginning the year for which the first Roth IRA
contribution was made and if the account holder is at least age 59½,
disabled, deceased or making a first-time home purchase (lifetime limit of
$10,000 per taxpayer). If you have pre-tax assets in any traditional IRA, SEPIRA, SIMPLE IRA, or rollover IRA, a portion of these Roth IRA conversions will
be taxable as ordinary income in the year converted, but are not subject to
the additional 3.8% NIIT.
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Provision for IRA distributions donated to charity
A “qualified charitable distribution” from a traditional IRA or a Roth IRA is any
otherwise taxable distribution that is made directly from the IRA trustee to a
qualified charity after the IRA owner has attained the age of 70½. A qualified
charity for these purposes does not include a private foundation or a donoradvised fund.
Up to $100,000 of qualified charitable distributions can be used to satisfy the
required minimum distribution of an IRA owner each year and can be excluded
from gross income.

An investor may not
recharacterize a
conversion made
after the 2017 tax
year.

Roth IRA recharacterization—New in 2018
The Tax Cuts and Jobs Act, which is effective for tax years beginning on or
after January 1, 2018, contains a provision that eliminates an investor’s ability
to recharacterize a conversion made after the 2017 tax year. Previously, an IRA
owner could recharacterize a conversion up until the due date of their return,
including extensions. The ability to recharacterize a Roth IRA contribution to a
traditional IRA or vice versa is not affected by this new legislation.
Employee stock options (tax characteristics)
Non-Qualified Stock Options (NQSOs)
The difference between the exercise price and the market price (“spread” or
“bargain element”) of a NQSO is taxed as compensation income in the year of
exercise. The employer must withhold all applicable income taxes (i.e., federal,
Social Security, Medicare, state and local) when the options are exercised.
The taxpayer’s basis at the time of exercise is equal to the exercise price plus
the amount of ordinary income reported—the spread based on Fair Market
Value (FMV) on the date of exercise. The holding period of the stock begins
on the date the right to acquire the stock is exercised. Capital gain (or loss)
applies to any post-exercise appreciation (or depreciation).
The spread on a NQSO is not treated as an “adjustment item” for Alternative
Minimum Tax (AMT) purposes.
Incentive Stock Options (ISOs)
There are no “regular” income tax consequences at the time of exercise.
However, the difference between the exercise price and the FMV (“spread” or
“bargain element”) is an adjustment item for AMT purposes in the year of exercise.
The basis of the stock received is equal to the exercise price paid for regular
tax purposes. For AMT purposes, the basis is the amount paid plus the amount
of the AMT adjustment.
If the stock is held for more than two years from the grant date and more than
one year from the exercise date, all appreciation after the exercise date is
taxed as long-term capital gain. The holding period requirement is waived in
the event of the employee’s death.
Taxpayers are limited to $100,000 in value of ISOs for any given tax year. If the
aggregate FMV of stock options that become exercisable for the first time
during any year exceeds $100,000, the options in excess of this amount

Advanced Planning

12

Chapter 5
70 of 102

Appendix B
cannot be treated as ISOs.
Disqualifying disposition (ISOs)
A disqualifying disposition occurs when stock received from an ISO exercise is
sold or otherwise disposed of before meeting the holding period requirements
(two years from the grant date or one year from the exercise date). When a
disqualifying disposition of incentive stock options occurs, the tax impact is
similar to that of nonqualified stock options. In the year of disposition, the
difference between the exercise price and the market price on the day of the
exercise is treated as compensation income and any appreciation above or
depreciation below the market price between the date of disposition and the
date of exercise is treated as a capital gain or loss for tax purposes. The spread
is not treated as an adjustment item for AMT purposes if the disposition occurs
in the year of exercise.
Employee Stock Purchase Plans (ESPPs)
The company may provide a discount of up to 15% on the price of the
stock in an ESPP.
An employee may not purchase more than $25,000 worth of stock in any one
calendar year. This limit is determined based on the fair market value of the
stock at the time the option is granted.
There is a special holding period requirement that is met on the later of two
years after the grant date and one year after the employee receives the stock.
If the stock is sold or otherwise disposed of prior to satisfying the special
holding period, the taxpayer must report compensation income equal to the
bargain element when the stock was purchased. This income must be reported
even if the stock is sold at a loss. If the special holding period is met, no
compensation income is reported if the stock is sold at a loss. If the stock is
sold at a gain, compensation income is limited to the lesser of the amount of
profit and the difference between the value of the stock when the option was
granted and the option price.
The basis for ESPP stock is equal to the purchase price plus any ordinary
income recognized.
Note: An ESPP is not a retirement plan and does not fall within the purview
of ERISA. An ESPP should not be confused with an employee stock ownership
plan (ESOP). An ESOP is a qualified tax-deferred plan designed to invest
primarily in employer stock.
2018 individual income tax rates
Individual income tax rates have changed as a result of the tax reform
legislation. Below illustrates a comparison of 2017 and 2018 individual income
tax rates for all categories of filers.
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2017—Taxable income is
Over

But not over

Plus % on
excess

Pay

Of the
amount over

Married filing jointly/Qualifying widow(er)

$0

$18,650

$0

10%

$0

$18,650

$75,900

$1,865

15%

$18,650

$75,900

$153,100

$10,452.50

25%

$75,900

$153,100

$233,350

$29,752.50

28%

$153,100

$233,350

$416,700

$52,222.50

33%

$233,350

$413,700

$470,700

$112,728

35%

$416,700

$470,700

–

$131,628

39.60%

$470,700

Single

$0

$9,325

$0

10%

$0

$9,325

$37,950

$932.50

15%

$9,325
$37,950

$37,950

$91,900

$5,226.25

25%

$91,900

$191,650

$18,713.75

28%

$91,900

$191,650

$416,700

$46,643.75

33%

$191,650

$416,700

$418,400

$120,910.25

35%

$416,700

$418,400

–

$121,505.25

39.60%

$418,400

Head of household

$0

$13,350

$0

10%

$0

$13,350

$50,800

$1,335

15%

$13,350

$50,800

$131,200

$6,952.50

25%

$50,800

$131,200

$212,500

$27,052.50

28%

$131,200

$212,500

$416,700

$49,816.50

33%

$212,500

$416,700

$444,550

$117,202.50

35%

$416,700

$444,550

–

$126,950

39.60%

$444,550

Married filing separately
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$0

$9,325

$0

10%

$0

$9,325

$37,950

$932.50

15%

$9,325
$37,950

$37,950

$76,550

$5,226.25

25%

$76,550

$116,675

$14,876.25

28%

$76,550

$116,675

$208,350

$26,111.25

33%

$116,675

$208,350

$235,350

$56,364

35%

$208,350

$235,350

–

$65,814

39.60%

$235,350
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2018—Taxable income is
Over

But not over

Plus % on
excess

Pay

Of the
amount over

Married filing jointly/Qualifying widow(er)

$0

$19,050

$0

10%

$0

$19,050

$77,400

$1,905

12%

$19,050

$77,400

$165,000

$8,907

22%

$77,400

$165,000

$315,000

$28,179

24%

$165,000

$315,000

$400,000

$64,179

32%

$315,000

$400,000

$600,000

$91,379

35%

$400,000

$600,000

–

$161,379

37%

$600,000

Single

$0

$9,525

$0

10%

$0

$9,525

$38,700

$9,52.50

12%

$9,525
$38,700

$38,700

$82,500

$4,453.50

22%

$82,500

$157,500

$14,089.50

24%

$82,500

$157,500

$200,000

$32,089.50

32%

$157,500

$200,000

$500,000

$45,689.50

35%

$200,000

$500,000

–

$150,689.50

37%

$500,000

Head of household

$0

$13,600

$0

10%

$0

$13,600

$51,800

$1,360

12%

$13,600

$51,800

$82,500

$5,944.50

22%

$51,800

$82,500

$157,500

$12,698

24%

$82,500

$157,500

$200,000

$30,698

32%

$157,500

$200,000

$500,000

$44,298

35%

$200,000

$500,000

–

$149,298

37%

$500,000

Married filing separately

$0

$9,525

$0

10%

$0

$9,525

$38,700

$952.50

12%

$9,525
$38,700

$38,700

$82,500

$4,453.50

22%

$82,500

$157,500

$14,089.50

24%

$82,500

$157,500

$200,000

$32,089.50

32%

$157,500

$200,000

$300,000

$45,689.50

35%

$200,000

$300,000

–

$80,689.50

37%

$300,000

Taxable income is income after all deductions (including either itemized
deductions or the standard deduction).
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Additional tax numbers, including income tax and AMT deductions
and exemptions
Standard deduction
Married filing jointly/
Qualifying widower

$24,000

Single

$12,000

Head of
household

Married
filing
separately

$18,000

$12,000

An additional standard deduction can be claimed by filers who are over age
65 or blind. The amount of each additional standard deduction is $1,300 for
married individuals and $1,600 for single filers.
Personal and dependency exemptions
Per the Tax Cuts and Jobs Act, personal exemptions are suspended for tax
years beginning on January 1, 2018. The suspension does not apply to taxable
years beginning after December 31, 2025.
2018 itemized deductions
There are numerous changes to itemized deductions to be aware of under the
new law. Note that states vary widely in how they treat itemized deductions
for individual taxpayers under state income tax laws.
Pease Limitation
With the passing of the Tax Cuts and Jobs Act, the limitation on itemized
deductions is temporarily repealed for tax years beginning on January 1, 2018.
The repeal does not apply to taxable years beginning after December 31, 2025.
Mortgage interest
For any acquisition indebtedness incurred after December 14, 2017,
interest would only be deductible for loan amounts not exceeding $750,000
(for married filing jointly). As under current law, the acquisition debt limit applies
in aggregate on up to two personal residences. Existing mortgages as of
December 14, 2017 continue to be subject to the current $1,000,000 limitation.

Interest will no
longer be deductible
on a home equity
loan after 2017
unless the proceeds
are used to
substantially
improve a home.

Advanced Planning

Home equity loans
Interest will no longer be deductible on a home equity loan after 2017 unless
the proceeds are used to substantially improve a home, and therefore meet
the definition of acquisition debt.
State and local income, sales, and property taxes
The law permits individual taxpayers to deduct up to $10,000 for any
combination of state and local income taxes, property taxes and sales taxes.
Taxes in excess of $10,000 are not allowed as a deduction on schedule A.
Miscellaneous itemized deductions
Deductions for miscellaneous itemized deductions subject to the two percent
floor (including tax preparation fees, investment expenses and unreimbursed
business expenses) are repealed.
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Charitable contributions—New in 2018

Contributions to
qualified
organizations are tax
deductible up to
either 60% or 30%
of the taxpayer's
AGI.

Contributions to qualified organizations are tax deductible up to either 60%
or 30% of the taxpayer’s AGI (and are subject to the Pease limitation for tax
years after 2025). Qualified organizations should be able to identify if they
qualify as a 60% or 30% charity. Contributions to any individual person are
considered gifts and therefore are not deductible. In addition, the Tax Cuts
and Jobs Act disallows a charitable deduction for payments made in exchange
for college athletic event seating rights.
See pages 18 – 20 for more detail on gift tax consequences.
Donations of appreciated property are valued at the FMV on the date of
transfer. Gifts of appreciated property to a public charity are deductible up to
30% of AGI; gifts of appreciated property to a private foundation are
deductible up to 20% of AGI. Making gifts of appreciated property can be an
excellent strategy to maximize tax deductions, but it is important to speak with
a tax advisor before making such donations in order to ensure that you have
a valid deduction and to confirm whether your deduction will be based on the
FMV of the donated property or limited to your basis.
A donor must obtain written acknowledgement for any charitable contribution
exceeding $250.
Charitable contributions in excess of AGI limitations can be carried forward up
to five years.
Charitable contribution carryovers expire upon death. These deductions belong
to the individual who incurred them and cannot be transferred to a spouse or
the individual’s estate or revocable trust upon death.
2018 Alternative minimum tax exemption
Married filing jointly/
Qualifying widower

Single

$109,400

Married filing
separately

$70,300

Estates
and trusts

$54,700

$22,500

2018 Standard mileage rates
Mileage rate

Business

Advanced Planning

2017

2018

$0.535 per mile

$0.545 per mile

Medical and moving

$0.17 per mile

$0.18 per mile

Charitable

$0.14 per mile

$0.14 per mile
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2018 trust and estate income tax rates
The taxable income is:
But not
over

Over

$0

Plus %
on excess

Pay

$2,550

$0

Of the
amount over

10%

$0

$2,550

$9,150

$255.00

24%

$2,550

$9,150

$12,500

$1,839.00

35%

$9,150

$12,500

–

$3,011.50

37%

$12,500

Estate and gift taxes

The 2018 gift tax
annual exclusion is
$15,000.

2018 gift tax annual exclusion
– The 2018 gift tax annual exclusion is $15,000 ($30,000 for married couples
who elect gift-splitting) to any person (other than gifts of future interests in
property). This amount is excluded from the total amount of taxable gifts
made during the year
– In 2018, the first $152,000 of gifts to a spouse who is not a U.S. citizen is
excluded from the total amount of taxable gifts made during the year
– Recipients of distributions from foreign trusts, gifts from foreign persons,
or distributions from foreign corporations or partnerships that are treated
as gifts may be required to report these gifts
Summary of transfer tax rates and exemption amounts
Highest
gift
tax rate

Highest
estate
tax rate

GenerationSkipping
Transfer
(GST) tax
rate

Lifetime gift
tax
Estate tax
exclusion
exemption
amount
amount

Lifetime GST
exemption
amount

2010

35%

0%

0%

$1,000,000

N/A

$5,000,00

2011

35%

35%

35%

$5,000,000

$5,000,000

$5,000,00

2012

35%

35%

35%

$5,120,000

$5,120,000

$5,120,00

2013

40%

40%

40%

$5,250,000

$5,250,000

$5,250,00

2014

40%

40%

40%

$5,340,000

$5,340,000

$5,340,00

2015

40%

40%

40%

$5,430,000

$5,430,000

$5,430,00

2016

40%

40%

40%

$5,450,000

$5,450,000

$5,450,00

2017

40%

40%

40%

$5,490,000

$5,490,000

$5,490,00

2018*

40%

40%

40% $11,180,000 $11,180,000 $11,180,00

Note: Portability allows a surviving spouse to elect to take advantage of the unused portion of
the estate tax exemption of his/her predeceased spouse, but not the GST exemption amount.
* Projected pending final IRS guidance.
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Form of asset ownership and estate tax results
How
property
is titled

% included
Subject to in decedent’s
probate estate

Individual
Yes
ownership
Tenancy by No
entirety
Joint tenancy No

100%

Tenants in
common
Community
property

Yes

% Owned

Yes

50%

Basis
adjustment

Who inherits How property
property
is transferred

100%

50%
Up to 100%*

Beneficiary
of choice
50%
Surviving
spouse
Up to 100%* Other joint
tenant
% Owned
Beneficiary
of choice
100%
Beneficiary
of choice

By will or
intestacy
By operation
of law
By operation
of law
By will or
intestacy
By will or
intestacy

* If the joint tenants are U.S. citizen spouses, then 50% of the property is included in the
deceased spouse’s estate (with certain exemptions for real property owned jointly and
purchased before January 1, 1977). Thus, 50% of the property receives a new cost basis.
(See the table above for rules concerning community property.) If the joint tenants are not
spouses or are not U.S. citizens, then 100% is included in the estate of the first to die unless
the survivor can show that he/she contributed toward the acquisition of property. The basis
adjustment will be proportional to the percentage included in the decedent’s estate.

2018 estate and gift tax exemption and credit
Exemption amount

Tax credit

Transfer by lifetime gift

$11,180,000*

$4,417,800*

Transfer at death

$11,180,000*

$4,417,800*

*Projected pending final guidance from the IRS

The estate and gift tax credit offsets estate and gift tax liability incurred during
one’s lifetime and at death. The exemption amount represents the dollar amount
of assets that would result in an estate and gift tax equal to the credit amount.
Since 2011, portability has allowed a surviving spouse to take advantage of
the unused portion of the estate tax exemption of his/her predeceased spouse.
The executor of the predeceased spouse’s estate must make a timely election
on his/her federal estate tax return to take advantage of this exemption.

Portability does not
apply to the
Generation-Skipping
Transfer Tax
exemption or to state
estate tax
exemptions.

Advanced Planning

Portability does not apply to the Generation-Skipping Transfer Tax exemption
or to state estate tax exemptions.
The increased basic exclusion amount discussed above will not apply to estates
of decedents dying and gifts made after December. 31, 2025.
Basis and holding period of property received as a gift
The basis and holding period of property received as a gift depends on the
FMV of the gifted property in relation to the donor’s adjusted basis.
– If the FMV of the gifted property is equal to or greater than the donor’s
adjusted basis, the recipient’s basis will be that of the donor, increased by
a portion of any gift tax paid on the gift.
– If the FMV of the gifted property is less than the donor’s adjusted basis,
the recipient’s basis depends on whether a gain or loss results when the
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property is ultimately sold.
– If the property is sold at a gain, the gift recipient’s basis will be the donor’s
adjusted basis.
– If the property is sold at a loss, the gift recipient’s basis will be the FMV at
the time of the gift. No gain or loss will be recognized if the property is sold
for an amount less than the donor’s basis but greater than the FMV of the
property on the date of the gift.
Note: For gifted property, the donor’s holding period is generally “tacked on” to the donee’s
holding period.

Basis and holding period of property inherited upon death
Property acquired from a decedent generally has a long-term holding period in
the hands of the recipient, regardless of how long the decedent or the
recipient actually held the property.
For assets included in the gross estate, the income tax basis of property
acquired from a decedent at death is generally stepped up (or stepped down)
to its value as of the date of the decedent’s death (or the estate tax alternate
valuation date, if elected). If an estate tax return was filed August 1, 2015 or
after, the new “basis consistency” rules of Section 1014(f) may apply. It is
important to speak with your tax advisor regarding how these rules may
impact your sale or gifting of inherited property.
2018 health and education items
Item

Tax treatment

Direct payment of tuition There is an unlimited gift tax exclusion for amounts paid for
and medical expenses
another individual’s tuition expenses (not including room, board,
and books) and/or unreimbursed medical expenses. Expenses
must be paid directly to the educational institution or medical
provider and cannot be reimbursed.
529 Plans

An individual can make annual contributions to a 529 plan up
to $15,000 ($30,000 for a married couple)—the gift tax
annual exclusion for 2018—and may front-load up to five
years of gift tax annual exclusions. This means that an
individual could potentially contribute up to $75,000
($150,000 for a married couple) to a 529 plan this year and
treat the gift as though it were made ratably over the current
year and subsequent four years.
New Beginning in 2018, 529 accounts may be able to distribute

up to $10,000 per student per student per year for tuition at a
public, private or religious elementary or secondary school.
Availability is dependent on when state law conforms their
definition of eligible educational expenses to match this change
to federal law. Please consult with your attorney as each
individual state 529 Plans may or may not exempt such
distributions from state income tax.
Coverdell Educational
Savings Plans and
Education Savings
Accounts (ESAs)

Advanced Planning

The limit on annual aggregate contributions is $2,000 per
beneficiary. This is phased out for taxpayers with a MAGI between
$95,000 and 110,000 (for single taxpayers), and between $190,000
and 220,000 (for married taxpayers filing jointly).
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Item

Tax treatment

American Opportunity Tax The maximum credit amount is $2,500 per eligible student per
Credit for Higher
year. This is phased out for taxpayers with a MAGI between
Education Expenses
$80,000 and $90,000 (for single taxpayers), and between
$160,000 and $180,000 (for married taxpayers filing jointly).
Tuition and fees deduction This deduction does not apply to tax years beginning after
December 31, 2016.
Interest paid on qualified The maximum deductible amount of student loan interest is
higher education loans
$2,500. This is phased out for taxpayers with a MAGI between
$65,000 and $80,000 (for single taxpayers), and between
$135,000 and $165,000 (for married taxpayers filing jointly).
Health Savings Accounts
(HSAs)

The maximum allowed annual HSA contribution amounts are
$3,450 for individuals with single coverage and $6,900 for
individuals with family coverage. An additional $1,000 catch
up is allowed for taxpayers over age 55. If both spouses are
over age 55, the allowed catch up is $1,000 per spouse.

Eligible long-term care
premiums

For 2018 the deduction limitations regarding eligible long-term
care premiums are:
Age attained before the
close of the taxable year

Limitation on premiums

40 or under

$420

41 – 50

$780

51 – 60

$1,560

61 – 70

$4,160

71 or older

$5,200

Affordable Care Act—penalties and forms
In 2018, the penalty for not having minimum essential health care coverage is
the higher of $695 per adult or 2.5% of household income. The maximum
penalty per family is $2,085.
New—The Tax Cuts and Jobs Act eliminates this fee for individuals for years
beginning after December 31, 2018. Nevertheless, large employers that fail to
offer minimum essential coverage to their full-time employees will continue to
owe shared responsibility payments. In addition, individuals will still need to
have minimum essential coverage to qualify for the premium tax credit.
You may receive one or more Form 1095, relating to your health care
coverage. There are three versions of this form:
– Form 1095-A Health Insurance Marketplace Statement: You will receive this
form if you purchased health insurance through the marketplace in 2017.
– The deadline for the marketplace to mail these forms is now March 2, 2018.
If you expect a Form 1095-A, you should wait to file your tax return until
after the form is received. It contains information you will need to complete
your return.
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– Form 1095-B Health Coverage: This form is sent by health insurance
providers to the individuals they cover.
– Form 1095-C Employer-Provided Health Insurance Offer and Coverage:
Certain large employers send this form to certain employees. It contains
information about the coverage that was offered by the employer.
– Employers should mail Forms 1095-B and 1095-C by March 2, 2018.
You do not have to wait to file until after you receive these forms. Rather,
once received these should be retained with your 2017 tax records as
confirmation that you had health insurance coverage for the 2017 tax year.
ABLE accounts
Federal legislation passed in 2014 established the framework for ABLE
Accounts (i.e., 529A plans). These accounts are intended for certain individuals
who were diagnosed with significant disabilities prior to attaining age 26.
These accounts will provide a tax-deferred savings vehicle for individuals who
wish to save for future expenses without having to forfeit public benefits.
Some states provide for the deductibility of contributions (which are generally
subject to the same rules as 529 plans). Individuals can choose from most
states’ plans, which provide more control over investment options and
expenses (note that the individual states’ legislatures are in various stages of
enacting laws to establish ABLE Act programs).

Individuals may roll
over amounts from a
qualified tuition plan
to an ABLE account
if certain
requirements are
met.

What’s new for 2018?
The Tax Cuts and Jobs Act allows individuals to roll over amounts from a
qualified tuition plan to an ABLE account if the ABLE account is owned by the
same designated beneficiary of the 529 Plan or a member of the designated
beneficiary’s family before January 1, 2026. The aggregate annual contribution
limit to an ABLE account cannot exceed the annual gift tax exclusion amount.
For 2018, this limit is $15,000. However, under certain circumstances this limit
may be increased.
IRS contact information
Entity

Phone number

Website

IRS general information

800-829-1040

irs.gov

National Taxpayer Advocate

877-777-4778

irs.gov/Advocate

Recent changes and proposals
The following additional proposals were made under the House proposal.
Included are the proposals and the results respectively.
Medical expense deduction for seniors
For tax years beginning after December 31, 2012 and ending before
January 1, 2017, the threshold to claim an itemized deduction for
unreimbursed medical expenses was 7.5% for individuals age 65 or older.
This was meant to be a temporary waiver, and for tax years beginning after
December 31, 2016, taxpayers age 65 or older were going to be subject to
the same 10% threshold as younger taxpayers. Instead, the Tax Cuts and Jobs
Act extends the 7.5% threshold for ALL taxpayers until December 31, 2018.
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Free Application for Federal Student Aid (FAFSA®) changes
Students can now submit their FAFSA® earlier: beginning on October 1, 2016,
rather than January 1, 2017. This earlier date is now a permanent change,
enabling students to submit their FAFSA® as early as October 1 every year.
Additionally, students are required to report information from an earlier tax year,
removing the obstacle to early filing. For example, for the 2017 – 2018 FAFSA®
students and parents would report their 2015 income information, rather than
their 2016 income information. This change in submission dates is important to
note, as need-based aid is often awarded on a first-come, first- served basis.
Potential elimination of the Stretch IRA
Over the past several years there have been multiple attempts to eliminate
what are referred to as “stretch IRAs.” Currently, if strict requirements are
met, the minimum distribution rules permit an IRA beneficiary to have the
payments from a decedent’s IRA paid out over the beneficiary’s lifetime. A
stretch IRA strategy allows the original beneficiary of an IRA to distribute assets
to a designated later-generation beneficiary. By using this strategy, the IRA can
be passed on from generation to generation while beneficiaries enjoy taxdeferred and/or tax-free growth as long as possible. The term “stretch” does
not represent a specific type of IRA; rather it is a financial strategy that allows
people to stretch out the life—and therefore the tax advantages—of an IRA.
Legislation has been proposed that would require non-spouse beneficiaries
who do not meet one of the exceptions (i.e., disabled, chronically ill, not more
than 10 years younger than owner, a minor) to take distributions over no more
than five years, eliminating the ability to stretch payments well into the future.
The Tax Cuts and Jobs Act did not address this proposal and thus “stretch
IRAs” remain intact.
Proposed Section 2704 regulations
In August 2016, the IRS issued proposed regulations under IRC Section 2704
that, if enacted, would eliminate most discounts on transfers of entity interests
(including family businesses, limited partnerships, corporations, LLCs and
others). These were withdrawn by the Treasury in the Fall of 2017.

The Advanced Planning Group of UBS provides comprehensive planning,
advice, and education to ultra high net worth individuals and families. The
team consists of professionals with advanced degrees, extensive planning
experience, and various areas of expertise. Through our publications, the
Advanced Planning Group features the intellectual capital of UBS in wealth
planning, estate tax, and philanthropy and evaluates how changes in the
legislative and tax landscape might impact our clients’ planning.

See important notes and disclosures on the next page
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This report is provided for informational and educational purposes only. Providing you with this information is not to be considered a solicitation
on our part with respect to the purchase or sale of any securities, investments, strategies or products that may be mentioned. In addition, the
information is current as of the date indicated and is subject to change without notice.
Insurance products are issued by unaffiliated third-party insurance companies and made available through insurance agency subsidiaries of
UBS Financial Services, Inc.
Neither UBS Financial Services nor its employees (including its Financial Advisors) provide tax or legal advice. You should consult with
your legal counsel and/or your accountant or tax professional regarding the legal or tax implications of a particular suggestion,
strategy or investment, including any estate planning strategies, before you invest or implement.
Important information about advisory and brokerage services.
In providing wealth management services to clients, we offer both investment advisory and brokerage services, which are separate and distinct and
differ in material ways. For information, including the different laws and contracts that govern, visit ubs.com/workingwithus. 2018-30057_S
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Loss harvesting: reap alpha year-round | 24 February 2016
CIO WM Research
Jeff LeForge, Analyst, jeff.leforge@ubs.com

• One of the most impactful strategies for generating after-tax
alpha is also one of the most overlooked: loss harvesting.
• Loss harvesting (LH) is a tax deferral strategy that can generate a
median alpha of approximately 50bps annually after liquidation
taxes.
• Losses, not gains, drive effective loss harvesting.
• Over time, the compounding effect of loss harvesting can have
a material impact on after-tax wealth.
• The benefit of loss harvesting is even higher for investments
that receive a step-up in cost basis at death.

Introduction
Loss harvesting (LH) is valuable because it enables a taxable investor
to earn investment return on deferred tax payments. Realized
capital gains are taxable and must be reported on an investor's tax
return, but investors can use realized losses to offset gains dollarfor-dollar, deferring the tax expense to a later date. Loss harvesting
is the act of proactively realizing losses to offset gains. This enables
the investor to keep those assets invested for a longer period of time
– leading to roughly 0.5% in after-tax alpha on an annualized basis.
The compound growth generated on the deferral is what makes
loss harvesting valuable.

Important note: Tax strategies can be complex.
In addition to federal taxes imposed on ordinary
income and capital gains, there may be state
and local taxes that must be considered
before implementing a tax loss harvesting
strategy. Also, transaction costs that may apply
from buying and selling securities need to
be carefully considered. Each investor should
consult his or her own tax advisor concerning
the tax consequences of any investment
strategy they make or are contemplating. UBS
does not offer tax advice.

This report has been prepared by UBS Financial Services Inc. (UBS FS). Please see important disclaimers and
disclosures that begin on page 6.
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A single security illustration of loss harvesting
Figure 1 illustrates loss harvesting from a single security perspective. In
this example, shares of hypothetical stock ABC have declined, creating
an opportunity to loss harvest. Selling the shares will generate both
cash and tax credits to offset current or future realized capital gains.
This is an important part of loss harvesting: losses should be taken
whenever the benefit of the loss carry-forward outweighs the costs
associated with the transaction. We cover the rationale behind this
in the next section.
Because shares are sold explicitly to generate tax credits, the investor's
portfolio will deviate from its target allocation. Post sale, the investor
has a larger exposure to cash (generated by the sale) and a reduced
exposure to Stock ABC.
However, the wash sale1 tax rule prohibits investors from using the loss
to offset a gain if they purchase a substantially identical asset within
30 days of the sale (before or after). Losses will be disallowed regardless of custodian or account type. Therefore appropriate monitoring
should be in place. Based on the wash sale rule, it will be at least
thirty-one days until the portfolio returns to the original composition.

Figure 1: Single security loss harvest process
A similar asset is purchased following harvest to replicate the original portfolio.
ABC is identified as a
loss harvest opportunity


ABC has an
unrealized loss
XYZ is purchased
to replace ABC


ABC is sold, and
the loss is realized

Stock ABC
Stock XYZ (replacement stock)
Cost basis
Source: UBS, as of 29 Jan 2016

In some situations, it may be appropriate for some investors to hold
the cash for thirty days and then repurchase the original security, but
there are significant risks to this approach. For instance, volatile markets can create many loss harvesting opportunities, but sitting in cash
can result in missing a recovery. In general we advise against this
approach.
A common solution is to closely replicate the original portfolio by purchasing a similar asset that the investor is comfortable owning instead
of the position that was used for loss harvesting (see Fig. 1, Stock
XYZ). After 30 days the position can be swapped back to the original
security if desired. Swapping securities after 30 days may lead to taxable short-term gains. This should be considered when weighing the
costs and benefits of loss harvesting.

Multi security portfolios
Of course, a portfolio constructed of only one security severely constrains loss harvesting because the benefit is attained by sharing losses. In effect, losses are transferred from one security to another. Foregoing a loss harvest opportunity essentially limits deferrals to the
respective security.

1 "Sales and Trades of Investment Property." IRS Publication 550, Internal Revenue Service, 2015, p. 59.

UBS CIO WM Research 24 February 2016
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In the article Tax Management, Loss Harvesting, and HIFO Accounting, Andrew L. Berkin and Jia Ye illustrate the benefit of loss harvesting over time using Monte Carlo simulations. They find that a portfolio of single securities produces a median annualized alpha, afterliquidation tax return of 0.5% (see Fig. 2). Liquidating after 25 years,
the median cumulative value added is 58%.

Figure 2: Annualized alpha of loss harvesting
after liquidation taxes
Alpha after liquidation taxes, in %
2.0
1.5
1.0

No free lunch
One important aspect of loss harvesting is that it does not avoid or
eliminate the tax liability – it is simply postponed it to a later date.
The process of harvesting a loss resets the cost basis on the harvested
security to a lower level. This increases the future tax liability on that
security, relative to not harvesting the loss. Assuming tax rates don't
change, the future tax liability is the same amount that was avoided
when using it to offset a realized gain. The tax liability was simply
transferred from one security to another. A larger future tax liability is
the result of growth on the deferral (see Fig. 3).
In situations where the investor does not already have a realized gain
to use the loss against, one strategy is to realize gains where available
and immediately repurchase the same security. This takes advantage
of the harvested loss and also reduces the future tax liability for those
securities by resetting the cost basis at a higher level. Of course, due
to loss carry-forward rules, investors don't have to take gains to match
against losses in the same tax year. Waiting to take gains likely lowers
transaction costs somewhat (ultimately the portfolio will have fewer
transactions) but also subjects the value of those loss carry-forwards
to future tax law changes.

0.5
0.0
-0.5
00

505

10

15

20

25


75th Percentile
Median
25th Percentile
Copyright 2003, CFA Institute. Reproduced and republished from Tax Management, Loss Harvesting, and HIFO Accounting by Andrew L. Berkin and Jia Ye, with
permission from CFA Institute. All rights reserved.

Figure 3: Assuming tax rates don't change, the
future tax liability is the same amount that was
deferred when using it to offset a realized gain,
plus tax from growth on the deferral.
Cumulative compound growth from reinvesting the
deferral is a benefit of loss harvesting.
LH benefit

Growth on
harvest

Tax on growth

Who should loss harvest?
Although all taxable investors can likely benefit from loss harvesting,
some investors will find it more valuable than others.
First, investors in the highest tax bracket may find loss harvesting
an effective strategy due to the sizable tax deferral. The compound
growth from deferring tax liabilities may be so substantial that the
threshold to loss harvest is easily achieved – particularly if executed in
an account with low transaction costs.

Loss harvest
deferral

Future tax
liability

Source: UBS, as of 29 Jan 2016

Second, investors with a long-term investment horizon benefit more
as well. Investing the cumulative deferrals in appreciating assets will
continue to benefit from compound growth. At the extreme, loss harvesting from a Legacy2 portfolio that is expected to be transferred and
receive a step up in cost basis at death would result in the greatest
benefit.
Additionally, investors that expect their tax rate to be lower in the
future will benefit from deferring taxes. Although federal capital gains
taxes are uniform across the country, states differ. Investors planning
to change residence to a state with lower capital gains taxes will benefit from deferring taxes until after they have moved.
2 "Your Wealth & Life: Goals-based wealth management." UBS, February 17, 2015, p. 4.
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Fourth, investors currently accumulating savings or hold income-producing portfolios will find that reinvestment of income creates additional loss harvesting opportunities over time. Loss harvesting opportunities and portfolio turnover diminish over time as asset prices
appreciate above the original cost basis (see Fig. 4). However, new
asset purchases replenish this declining opportunity set due to the
addition of new, high cost basis positions to the portfolio on an ongoing basis.
Finally, loss harvesting may be more appealing to investors that prefer passive, index-like equity exposure, and have less of an appeal to
investors that have a high belief in alpha-generation through security
selection. Loss harvesting requires the willingness to buy and sell securities based mainly on deferring taxes. Such a strategy will likely conflict with high-conviction security selection as the expected outperformance of specific securities increases the hurdle for loss harvesting
significantly. Although the benefit may be reduced, active strategies
should incorporate loss harvesting as a way to defer tax burdens.

Figure 4: Portfolio turnover decreases substantially then levels out in the long-term
Turnover is greatest at the onset of loss harvesting
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Source: UBS, as of 29 Jan 2016.

What are the best periods for loss harvesting?
Two specific market conditions drive opportunities for loss harvesting:
acute market declines, and periods of high dispersion among individual equities.
Figure 5 illustrates the aggregate sum of potential loss harvest opportunities for SPY, an ETF that tracks the S&P 500. This assumes a 5%
threshold; harvesting does not begin until 360 days after the first
purchase; and shares are repurchased 1-month after harvesting. For
example, one share of SPY first purchased on 2 January 1998 would
loss harvest five times. A share purchased the following day, on 3 January 1998 has a similar harvest opportunity trail.

Figure 5: SPY loss harvest opportunities for mutually exclusive shares first purchased between the
dates of 2 Jan 98 through 29 Jan 2016
Aggregate sum of loss harvest opportunities (LHS), logarithmic scale
1,293
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The aggregate sum in Figure 5 illustrates the total loss harvest opportunities for mutually exclusive portfolios, of a single share first purchased each day between 2 January 1998 and 29 January 2016. More
harvest opportunities exist during acute declines because previously
purchased shares are more likely to reach the threshold. Substantial
declines exceeding thresholds provide consecutive loss harvest opportunities.

128

During periods of low dispersion among individual equities, investors
may find limited meaningful opportunities to harvest losses. During
extended periods of low dispersion, the harvest (tax credits) may accumulate, waiting for gains to be offset. The benefit of loss harvesting
increases when there is high dispersion among individual equities. This
allows the losses (harvest) to be swiftly paired with gains to complete
the cycle.
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Aggregate harvest opportunities (LHS)
SPY market price (RHS)
LH dates for share first purchased on 2 Jan 98
Source: Morningstar Direct, UBS, as of 29 Jan 2016.
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Portfolio management considerations
From the portfolio management perspective, losses, not realized
gains, will drive systematic loss harvesting. Limiting loss harvesting
to the end of a tax year foregoes valuable opportunities presented
throughout the year, particularly because losses may be carried forward and are not limited to a fiscal year. Investors can maximize tax
savings by disposing of losses whenever a loss harvesting opportunity
is large enough to justify the trading costs.3

Figure 6: Growth of US-listed ETFs market
1,656 ETFs that combine for USD 2.0 trillion in assets
1,800
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Harvesting losses whenever the potential tax benefit exceeds the costs
is a low and somewhat ambiguous hurdle. Almost half of daily returns
of the S&P 500 companies are negative, so should investors be loss
harvesting a large part of the portfolio on a daily basis? One option
is to opt into a quantitative tax-overlay manager that will execute
loss harvesting on an ongoing basis. Alternatively, less-quantitative
managers can review portfolios for loss harvesting opportunities on a
monthly basis along with ad hoc reviews during periods of decline.
Portfolios comprised of a high number of positions instead of a low
number of positions will also likely be more fertile ground for loss
harvesting opportunities. For example, a portfolio comprised of a single, multi-asset class exchange traded fund (ETF) will have far fewer
loss harvesting opportunities relative to a portfolio that is comprised
of multiple ETFs, equity positions, and municipal bonds.
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Source: Morningstar Direct, UBS, as of 29 Jan 2016. Note: Historical data does not
include ETFs that have been liquidated.

Over the last decade the number of ETFs available has expanded rapidly (see Fig. 6), making it possible to construct a portfolio that holds
funds that focus on narrow styles and sub sectors, while increasing
loss harvest opportunities. Additionally, there are various highly correlated ETFs, so finding a replacement security to emulate the appropriate exposure is typically fairly straightforward.

Conclusion
Loss harvesting is a strategy that should be considered by taxable
investors. The benefit of the strategy is limited when losses are sold
solely to offset gains at year-end. Allowing losses to drive the buy and
sell decisions maximize the benefit of loss harvesting. Investors should
not wait for realized gains to loss harvest. Unused losses can be carried forward indefinitely and do not expire until death, making them
more flexible, relative to gains. Scanning for loss harvest opportunities
each month, or in periods of market volatility, helps to prevent missed
opportunities to harvest losses.

3 Andrew Berkin, and Jia Ye. "Tax Management, Loss Harvesting, and HIFO Accounting." Financial Analysts Journal,
2003, p. 92.
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Appendix
Disclaimer
Chief Investment Office (CIO) Wealth Management (WM) Research is published by UBS Wealth Management and UBS
Wealth Management Americas, Business Divisions of UBS AG (UBS) or an affiliate thereof. CIO WM Research reports
published outside the US are branded as Chief Investment Office WM. In certain countries UBS AG is referred to as UBS
SA. This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell
any investment or other specific product. The analysis contained herein does not constitute a personal recommendation or
take into account the particular investment objectives, investment strategies, financial situation and needs of any specific
recipient. It is based on numerous assumptions. Different assumptions could result in materially different results. We
recommend that you obtain financial and/or tax advice as to the implications (including tax) of investing in the manner
described or in any of the products mentioned herein. Certain services and products are subject to legal restrictions and
cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All information
and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no
representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating
to UBS and its affiliates). All information and opinions as well as any prices indicated are current only as of the date
of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to those
expressed by other business areas or divisions of UBS as a result of using different assumptions and/or criteria. At any time,
investment decisions (including whether to buy, sell or hold securities) made by UBS AG, its affiliates, subsidiaries and
employees may differ from or be contrary to the opinions expressed in UBS research publications. Some investments may
not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying
the risk to which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of
information contained in one or more areas within UBS, into other areas, units, divisions or affiliates of UBS. Futures and
options trading is considered risky. Past performance of an investment is no guarantee for its future performance. Some
investments may be subject to sudden and large falls in value and on realization you may receive back less than you
invested or may be required to pay more. Changes in FX rates may have an adverse effect on the price, value or income
of an investment. This report is for distribution only under such circumstances as may be permitted by applicable law.
Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS AG. UBS Switzerland
AG, UBS Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, UBS Asesores Mexico,
S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul Degerler AS are affiliates
of UBS AG. UBS Financial Services Incorporated of PuertoRico is a subsidiary of UBS Financial Services Inc. UBS Financial
Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate when it distributes reports
to US persons. All transactions by a US person in the securities mentioned in this report should be effected through a
US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents of this report have not
been and will not be approved by any securities or investment authority in the United States or elsewhere. UBS Financial
Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person within the meaning of Section
15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or views contained herein are not
intended to be, and do not constitute, advice within the meaning of the Municipal Advisor Rule.
UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior written
permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this respect.
Version as per September 2015.
© UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
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Loss-harvesting to save taxes | 4 October 2018
Chief Investment Office Americas, Wealth Management
Kathleen McNamara, CFA, CFP®, Senior Municipal Strategist Americas, kathleen.mcnamara@ubs.com

We provide an update to our overview of tax loss harvesting
published on 7 October 2016.
What is tax loss harvesting?
• Current US tax laws allow realized losses to offset gains realized
with other investments
• By realizing a capital loss — harvesting a loss — to offset taxable
gains, reported investment gains and tax liabilities decrease.
• Thus, tax regulations may have the effect of granting losses of
noteworthy value to an investor, because these losses can be
used to defer taxes.
Tax rate on long-term gains is < tax rate on short-term gains
• If you have realized short-term or long-term capital gains, realized
losses will offset these gains.
• Long-term losses will offset long-term gains.
• Short-term losses will offset short-term gains.
• Net losses in either category will then offset gains in the other
category.
• If the net result is an overall capital loss, the excess loss can be
used to offset ordinary income dollar-for-dollar (up to a maximum
of USD 3,000).
• If an investor has both net short-term and net long-term capital
losses, the ordinary income is first offset by the short-term capital
losses, then by the long-term losses. Excess capital losses can be
carried forward indefinitely to reduce capital gains liabilities and
ordinary income in future years.
Wash sale rules: The IRS will not recognize a tax loss generated from
the sale and repurchase within 30 days before or after the sale at
a loss of the same or a substantially identical security — typically
called a “wash sale.”

Please be aware that UBS Financial Services
Inc. does not provide tax advice. This education
note is for informational purposes only. Each
investor should consult his or her own tax
advisor concerning the tax consequences of
any investment strategy they make or are
contemplating.

Glossary of terms
Term

Capital
loss
carryforward

Short-term
capital
gain/loss

Definition
The net amount of capital losses that are not
deductible for the current tax year but can be
carried forward into future years. Net capital losses
(total capital losses minus total capital gains) can
only be deducted up to a maximum of USD 3,000
in a given tax year. Any amounts exceeding 3,000
can be put toward offsetting capital gains in the
next year(s).
A capital gain/loss realized by the sale of a security
held for one year of less. Short-term gains are
taxed as ordinary income at the investor
marginal tax rate.

Long-term
capital
gain/loss

A capital gain/loss realized by the sale of a security
held for longer then 12 months. The maximum
rate on long-term gains is currently 20%.

Ordinary
income

Income received that is taxed at the highest rates,
or ordinary income rates.

Tax-loss
harvesting

Selling securities at a loss to offset a capital gains
liability.

Wash
sale
rule

A statutory tax rule prohibiting a taxpayer from
claiming a loss on the sale of a security when the
same or substantially identical security was
purchased within 30 days before or after the sale
date.

Source: UBS

This report has been prepared by UBS Financial Services Inc. (UBS FS). Analyst certification and required disclosures
begin on page 4.
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Sometimes capital losses may have noteworthy value
Under current US tax law, realized capital losses can be used to offset
reported investment gains realized on other investments. If the new
result is an overall capital loss, the excess loss can be used to offset
ordinary income (up to a maximum of USD 3,000).
An investor who owns securities that are selling below their purchase
price — or amortized purchase price on bonds — and has capital gains
or other income that could be partially, or fully, offset by a tax loss may
benefit from tax loss harvesting. Realized capital gains may come from
selling a profitable asset (i.e. stocks, bonds or other securities) or from
a capital gains distribution from a mutual fund. Or, you may expect
to sell an asset at a potential profit in the future. By selling securities
that are currently trading below their purchase price (due to a rise in
interest rates, deteriorating credit situation or declining stock market,
etc.) you can reduce the capital gains you would otherwise have paid
on your profitable transactions in the current year. Should you only
have capital losses and not capital gains to offset, a capital loss alone
can offset only USD 3,000 of ordinary income. However, the tax loss
can be carried forward indefinitely for use on future tax returns.
The wash sale rule
With the wash sale rule, the IRS disallows a loss deduction from the
sale of a stock or security if the same or a substantially identical stock
or security was purchased within 30 days before or after the sale.
However, the loss could be added to the cost basis of the new securities purchased, increasing the cost basis in the new securities. Keep
in mind that the repurchase price outside of the wash-sale window
period of 61 days could be the same, or lower, or higher than the
selling price of the security sold at a loss.

Fig. 1: Wash sale dates to note

30 November 2018

31 December 2018

31 January 2019

Since the last trading day of the year is 31 December 2018, 30
November is the last day to "double up" for 2018. Doublingup on a security means that you buy a second lot of a security
in the same amount of shares as your original holding. You can
recognize a loss in 2018 by selling the original holding on 31
December and still benefit from any potential appreciation
during the wash sale period. Note: undertaking this strategy
will result in holding twice the level of stock during the
"doubling up" period. During this time, you would be exposed
to twice as much gain or loss in the security.
Last day to sell a security in 2018 for a loss, provided that you
did not purchase the same security within the past 30 days.
If you sold a security for a loss on 31 December without
previously "doubling up", you must wait until 31 January 2019
or later to repurchase the same or substantially similar security
in order to avoid the wash sale rule.

Source: 2018 year-end planning guide, UBS Advanced Planning

Substantially identical securities
While the term substantially has not been explicitly defined in the
context of a wash-sale, two bonds have generally not been considered
to be substantially identical if the securities have different issuers or
there are substantial differences in either maturity or coupon rate.
Thus, if an investor finds a replacement bond with a similar coupon,
duration and maturity and credit rating, but with a different issuer, the
actual composition of the portfolio would be virtually unchanged and
it would not constitute a wash sale. As a general rule, the stock of one
issuer is not substantially identical to the stock of a different issuer,
even if they are in the same industry. In this case, the composition
of the portfolio would change. That said, tax loss harvesting is often
implemented along with other portfolio improvement strategies such
as a diversification strategy, adjusting duration, or an asset allocation
change. Investors may be able to lower their tax liability while shifting
from underperforming securities or asset classes to those securities
or asset classes better positioned for current market conditions. For
UBS CIO's current market view and recommendations, please contact
your financial advisor.

UBS Chief Investment Office Americas, Wealth Management 4 October 2018
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Top individual income tax rate was lowered
The Tax Cuts and Jobs Act of 2017 that was signed into law on
22 December 2017 made several changes to the individual income
tax. Effective in 2018, the top Individual income tax rate was lowered to 37% from 39.6% in 2017. Also, modifications were made
to the income levels for some brackets. At the same time, the standard deduction was significantly increased and personal exemptions
were eliminated. The maximum tax rate for long-term capital gains
and qualified dividends was retained at 20%.
Additionally, the 3.8% net investment income tax (NIIT) that was
established in 2013 remains in effect. The NIIT applies to taxpayers
with modified adjusted gross income (MAGI) exceeding USD 200,000
for single filers and USD 250,000 for married couples. Please see Fig.
2 for an illustration of these tax rates. Net investment income generally includes non-business, unearned income, such as income from
interest, dividends, capital gains, annuities, rents, royalties, and certain passive activities. Net investment income does not include taxexempt interest income from tax-exempt municipal bonds.
Also for 2018, a number of changes were made to itemized deductions, including the repeal of the Pease Limitation and the cap on
SALT. The new tax law permits individual taxpayers to deduct up to
$10,000 for any combination of state and local income taxes, property taxes, and sales taxes. Note that most of the provisions affecting
individuals will sunset starting in 2026.

Fig. 2: Tax figures to note
2018
Maximum income tax rate

37%

Maximum capital gains rate

20%

Maximum qualified dividends rate

20%

Net investment income tax*

3.8%

Source: 2018 year-end tax planning guide, UBS Advanced
Planning
*Applies to taxpayers with income over certain threshold
amounts.

Opportunities for loss harvesting
Traditionally, investors consider selling assets at the end of the year;
however it can be advantageous to check periodically throughout the
year. Investments can be volatile, and it's possible that current tax
loss harvesting opportunities will vanish by year-end. Bear in mind
loss harvesting is a tax deferral strategy that can generate a median
alpha of about 50bps annually after liquidation taxes. And, over time,
the compounding effect of this strategy can have a material impact
on after-tax wealth (see Loss harvesting: reap alpha year-round, 24
February 2016).
For more tax planning strategies, please refer to the 2018 year-end
planning guide published by our colleagues in the Advanced Planning
Group.
Important note
Tax strategies can be complex. In addition to federal taxes imposed on
ordinary income and capital gains, there may be state and local taxes
that must be considered before implementing a tax loss harvesting
strategy. Also, transaction costs that may apply from buying and selling securities need to be carefully considered. Each investor should
consult his or her own tax advisor concerning the tax consequences
of any investment strategy they make or are contemplating.
More information on capital gains/losses can be found at
www.irs.gov/publications/p550, Investment Income and Expenses.

UBS Chief Investment Office Americas, Wealth Management 4 October 2018
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Appendix
Statement of Risk
Fixed income - Bond market returns are difficult to forecast because of fluctuations in the economy, investor psychology,
geopolitical conditions and other important variables. Corporate bonds are subject to a number of risks, including credit
risk, interest rate risk, liquidity risk, and event risk. Though historical default rates are low on investment grade corporate
bonds, perceived adverse changes in the credit quality of an issuer may negatively affect the market value of securities. As
interest rates rise, the value of a fixed coupon security will likely decline. Bonds are subject to market value fluctuations,
given changes in the level of risk-free interest rates. Not all bonds can be sold quickly or easily on the open market.
Prospective investors should consult their tax advisors concerning the federal, state, local, and non-U.S. tax consequences
of owning any securities referenced in this report.
Required Disclosures
Analyst Certification
Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with
respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect
his or her personal views about those securities or issuers; and (2) no part of his or her compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the research
report.
Issuer credit risk rating definitions
The UBS CIO issuer credit risk rating reflects the opinion of the relevant UBS CIO analyst regarding an issuer's risk of a
near- to intermediate-term dividend deferral on preferred securities, and/or issuer payment default on debt obligations.
Low Risk: The issuer is considered to be in solid financial condition with strong credit fundamentals and low likelihood
of a near- to intermediate-term dividend deferral, and/or issuer payment default. The issuer's securities are of generally
high quality.
Medium Risk: The issuer is considered to be in adequate financial condition with satisfactory credit fundamentals relative
to the near- to intermediate-term dividend deferral, and / or issuer payment default. The issuer's securities are of medium
to weaker credit quality and may have higher volatility than those of Low Risk issuers. These instruments should therefore
only be held by risk tolerant investors.
High Risk: The issuer is considered to be in weak financial condition with deteriorating credit fundamentals or the state
of the issuer's financial condition and credit fundamentals may be uncertain due to volatile market conditions. Sector
considerations may be a dominating factor. There is a high likelihood of a near- to intermediate-term dividend deferral,
and / or issuer payment default. The issuer's securities are speculative.
Note: Distinctions in the credit quality of individual security instruments may vary based on the maturity of the instrument,
as well as the relative priority within an issuer's capital structure. These distinctions will be discussed in our future credit
reports, as applicable. In regions outside the United States, the UBS CIO office will map these distinctions to securitylevel risk flags.
Issuer credit outlook definitions
The UBS CIO issuer credit outlook reflects the opinion of the relevant CIO analyst regarding an issuer's credit quality
outlook over the succeeding 12 months. For rated securities, this may include the likelihood of a change in the published
rating by a nationally recognized credit rating agency/statistical rating organization.
Improving: We expect the credit profile of the issuer to improve, to an extent that may justify upgrades by rating agencies.
Stable: We do not expect the credit profile of the issuer to change meaningfully.
Deteriorating: We expect the credit profile of the issuer to deteriorate, to an extent that may result in single-notch or
even multi-notch credit rating downgrades by rating agencies.
Disclosures (4 October 2018)
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Disclaimer
In certain countries UBS AG is referred to as UBS SA. This publication is for our clients’ information only and is not
intended as an offer, or a solicitation of an offer, to buy or sell any investment or other specific product. It does not
constitute a personal recommendation or take into account the particular investment objectives, financial situation and
needs of any specific recipient. We recommend that recipients take financial and/or tax advice as to the implications
of investing in any of the products mentioned herein. We do not provide tax advice. The analysis contained herein is
based on numerous assumptions. Different assumptions could result in materially different results. Other than disclosures
relating to UBS AG, its subsidiaries and affiliates, all information expressed in this document were obtained from sources
believed to be reliable and in good faith, but no representation or warranty, express or implied, is made as to its accuracy
or completeness. All information and opinions are current only as of the date of this report, and are subject to change
without notice. This publication is not intended to be a complete statement or summary of the securities, markets or
developments referred to in the report. Opinions may differ or be contrary to those expressed by other business areas
or groups of UBS AG, its subsidiaries and affiliates. Research publications from Chief Investment Office Global Wealth
Management (CIO GWM), formerly known as CIO Americas, Wealth Management, are written by UBS Global Wealth
Management, a Business Division of UBS AG (UBS) or an affiliate thereof (collectively, UBS). UBS Investment Research
is written by UBS Investment Bank. Except for economic forecasts, the research process of CIO GWM is independent
of UBS Investment Research. As a consequence research methodologies applied and assumptions made by CIO GWM
and UBS Investment Research may differ, for example, in terms of investment horizon, model assumptions, and valuation
methods. Therefore investment recommendations independently provided by the two UBS research organizations can
be different. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales
personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market information. The
compensation of the analyst(s) who prepared this report is determined exclusively by research management and senior
management (not including investment banking). Analyst compensation is not based on investment banking, sales and
trading or principal trading revenues, however, compensation may relate to the revenues of UBS as a whole, of which
investment banking, sales and trading and principal trading are a part.
UBS AG, its affiliates, subsidiaries and employees may trade as principal and buy and sell securities identified herein. At
any time, investment decisions (including whether to buy, sell or hold securities) made by UBS and its employees may
differ from or be contrary to the opinions expressed in UBS research publications. Some investments may not be readily
realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to
which you are exposed may be difficult to quantify. UBS relies on information barriers to control the flow of information
contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. Some investments may
be subject to sudden and large falls in value and on realization you may receive back less than you invested or may
be required to pay more. Changes in foreign currency exchange rates may have an adverse effect on the price, value
or income of an investment. Past performance of an investment is not a guide to its future performance. Additional
information will be made available upon request. This report is for distribution only under such circumstances as may
be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to all
categories of investors. Distributed to US persons by UBS Financial Services Inc. or UBS Securities LLC, subsidiaries of UBS
AG. UBS Switzerland AG, UBS Deutschland AG, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda,
UBS Asesores Mexico, S.A. de C.V., UBS Securities Japan Co., Ltd, UBS Wealth Management Israel Ltd and UBS Menkul
Degerler AS are affiliates of UBS AG. UBS Financial Services Incorporated of PuertoRico is a subsidiary of UBS Financial
Services Inc. UBS Financial Services Inc. accepts responsibility for the content of a report prepared by a non-US affiliate
when it distributes reports to US persons. All transactions by a US person in the securities mentioned in this report should
be effected through a US-registered broker dealer affiliated with UBS, and not through a non-US affiliate. The contents
of this report have not been and will not be approved by any securities or investment authority in the United States or
elsewhere. UBS Financial Services Inc. is not acting as a municipal advisor to any municipal entity or obligated person
within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule") and the opinions or
views contained herein are not intended to be, and do not constitute, advice within the meaning of the Municipal Advisor
Rule. Version as per April 2018.
UBS specifically prohibits the redistribution or reproduction of this material in whole or in part without the prior written
permission of UBS. UBS accepts no liability whatsoever for any redistribution of this document or its contents by third
parties.
© UBS 2018. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
UBS Chief Investment Office Americas, Wealth Management 4 October 2018
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Common sense isn’t always common
The role of emotion in personal finance

It is very difficult
to avoid
experiencing
strong emotions
when it comes to
financial matters,
but it may be
possible to dodge
negative outcomes
if we understand
those emotions
and learn how to
avoid acting on
them.

In today’s world, pursuing your life’s goals is being challenged in new ways.
Which makes now the perfect time to review your goals in terms of “Advice.
Beyond investing.” Because when we collaborate on what matters most to
you, we can create a plan tailored for you.
Development of behavioral economics

2

Loss aversion
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Anchoring
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Availability bias/overreaction
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Solutions
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Despite our best efforts, we frequently engage in suboptimal behaviors when
it comes to personal finances. For example, a study1 examined how mutual
fund (including U.S. stock, sector stock, international equity, balanced,
taxable bond and municipal funds) investors fared compared to the returns
of the mutual funds themselves, over the ten-year period from 2002 through
2012. The funds themselves returned an average of 7.1% a year, but the
individuals who invested in those very same funds realized an average return
of only 6.1% a year. On an investment of $1 million, that 1% difference over
a ten-year period is almost $180,000. The investors left money on the table
by buying high and selling low in response to the latest news, which drove
the investors’ emotions in different directions (Dow 6,547.05 anyone?).
It is very difficult to avoid experiencing strong emotions when it comes to
financial matters, but it may be possible to dodge negative outcomes if we
understand those emotions and learn how to avoid acting on them.

People tend to feel
the pain of a loss
much more acutely
than the pleasure of
a gain.

Development of behavioral economics
Even though the field of behavioral economics did not become a mainstream
topic of conversation until 2002 when Daniel Kahneman won the Nobel Prize
in Economic Sciences for his work in prospect theory, some of the key
concepts were being discussed as early as 1759.2 Adam Smith, who is best
known for his work The Wealth of Nations, asserted in a different book,
The Theory of Moral Sentiments, that people tend to feel more pain from
losses than joy from gains. This lack of symmetry between how we experience
gains and losses is known as loss aversion and is discussed below.
Over the next two hundred years, the field of economics sought to become
more mathematically rigorous so that it could be accorded the same status
as a “hard science,” akin to physics or chemistry. Concepts such as morals
and emotions do not fit well into formulas; so many economists came to
view people as a new type of species: homo economicus.3 Homo economicus
is a purely rational decision-maker who knows all of the relevant facts and
always acts based on his/her self-interest. This approach led to the
development of utility theory, which provides a well-defined structure for
predicting how people will make choices under a variety of circumstances
based on a rational decision-making process.4
It did not take long for researchers in the fields of economics and psychology
to highlight many anomalies in which people made suboptimal decisions
that were not in accordance with the concept of homo economicus.5 This
counterrevolution culminated in a seminal paper by Amos Tversky and
Daniel Kahneman that harkened back to Adam Smith’s observation from
more than 200 years before, that the pain of a loss is felt more strongly
than the joy of a gain.
Loss aversion
People tend to feel the pain of a loss much more acutely than the pleasure of
a gain by a factor of about 2 to 1.6 As a result, they engage in risky behaviors
in order to avoid the pain of losses, but will try to minimize risk when it comes
to locking in the pleasure of gains.7 Consider the following experiment:
Researchers first asked participants whether they would prefer (A) an 80%
chance of winning $4,000 or (B) a guaranteed payout of $3,000. The expected
value of choice (A) was $3,200 ($4,000 times the 80% probability of winning)
whereas the expected value of choice (B) was $3,000 ($3,000 times the 100%
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probability of winning). Even though choice (A) had a higher expected value,
80% of the participants selected choice (B) because there was no risk of
missing out on the gain, whereas choice (A) entailed a risk of not getting the
guaranteed $3,000 payout. After all, missing out on a sure thing is just
another form of loss.
Figure 1: Loss aversion
People reduce risk to
capture a gain

People increase risk to
avoid a loss

100%

Participants

80%
60%
40%
20%
0%
A: 80% chance of
$4,000 gain

Loss aversion is
common when it
comes to investing.

B: 100% chance A: 80%
chance of $3,000 gain of
$4,000 gain

B: 100% chance of
$3,000 gain

Loss aversion is a common behavior when it comes to investing. An investor
who has done well with a stock might be tempted to lock in the gains even
though a dispassionate analysis of the stock may show that significant upside
remains. Another investor who has a significant paper loss may be reluctant to
sell and make that loss a reality even though the stock is no longer a good
investment. The investor may think that the stock could bounce back, and the
possibility of benefiting from that bounce-back is eliminated by a sale.
In the context of estate planning, many people think of a future estate tax as
a “loss.” The federal estate tax is a flat 40% tax assessed on amounts in excess
of $11.18 million, so a client who ends up with an estate of $15 million is
facing a “loss” of $1,528,000. In order to avoid realizing that kind of loss, a
taxpayer may decide to engage in risky tax minimization strategies, even
though the taxpayer may generally be risk-averse. As a result, the taxpayer
may fall prey to an unscrupulous advisor who stands to earn a sizable fee on
a “unique” and “proprietary” tax savings strategy.
Loss aversion is an emotional response. In order to demonstrate this concept,
researchers presented two groups of people with a series of “investment
choices.”8 The first group had brain lesions that impaired their ability to feel
emotion (hereinafter referred to as the “target group”). The target group had
normal IQ and intellect, but had a low level of “emotional intelligence.”
The other group had normal IQ and intellect as well, but also had normal
emotional profiles. Each participant was given $20 and allowed to invest
$1 in each of 20 rounds of investments. The investment in each round was
a $1 wager on a coin flip, where heads resulted in the loss of the $1 but tails
resulted in a payback of $2.50, so the expected value of investing was
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We can be
influenced by data
that may be
completely
irrelevant to the
financial decision
at hand.

$1.25 and the expected value of not investing was $1.00. Clearly, making the
investment in each round was the best choice. In fact, there was 87%
probability of ending up with the original $20 stake or more if the
participant invested in each of the 20 rounds.
Participants who had “impaired” emotions chose to invest in 83.7% of the
rounds compared to participants who had “normal” emotions who chose to
invest in 57.6% of the rounds. During the first block of five rounds, the two
groups were not all that different in their participation rates (85% for the
target group versus 70% for the normal group); but, by the last block of five
rounds, the groups were making very different choices (85% participation rate
for the target group versus 50% participation for the normal group). Due to
the target group’s higher participation rate, that group ended up earning
about 12.7% more money than the normal group. As the normal group
experienced the pain of losing a $1 when tails came up, they gravitated
toward locking in the guaranteed gain of $1 even though the purely rational
choice was to wager the dollar in each round. The target group did not feel
the pain of losing, so they tended to act more rationally and play the odds.
Anchoring
More than emotions can lead us astray when it comes to making financial
decisions. We are also influenced by pieces of data that may be completely
irrelevant to the financial decision at hand. Those irrelevant bits of data
sometimes act as a basis or “anchor” for subsequent decisions.
Consider the following experiment: A group of students were given a list of
products such as wine, chocolate, computer equipment and books. They were
then asked to write the last two numbers of their social security numbers next
to each item in the form of a price, so someone whose social security number
ended in 80 wrote $80 next to each item. The students were then asked to
bid for these items. Students with higher than average two-digit “anchor”
numbers gave bids that were 57% – 107% higher than students with lower
than average “anchor” numbers, even though the last two digits of their social
security numbers obviously had no relation to the value of the products.9 And
to top it off, the subjects were students in the Sloan School of Management
M.B.A. Program at the Massachusetts Institute of Technology, which is hardly
an outpost of irrational decision-making. If an irrelevant “anchor” like the last
two digits of your social security number can have an impact, just think of
what your knowledge of last year’s S&P 500 return can do to your
expectations of how your portfolio might perform this year.
For a more real-world example, consider the beneficiary who inherits shares
of stock at $50/share. That value can become a stand-in for the stock’s fair
market value in the beneficiary’s mind, and the beneficiary may be averse to
selling the stock below that price even if the stock’s underlying fundamentals
have deteriorated significantly. If you combine the anchoring effect with the
tendency to take additional risk in order to avoid the pain of a loss, you can
see why investors sometimes ride an investment to the bottom rather than
exiting the position once it’s clear that the investment is no longer an
appropriate part of the portfolio. The anchoring bias shows up in estate
planning, too. Some clients may use the inheritance they received from their
parents as the “anchor” for how much they want to leave to their children.
This can work in both directions. A client whose parents left him/her very little
(whether by choice or due to lack of funds) may focus on that single data
point and ignore the fact that his/her children could benefit substantially from
a higher level of inheritance. On the other side, a client who received a
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significant inheritance may feel obligated to provide that level of inheritance
to his/her children, even though doing so may require great financial
sacrifice during the client’s life, and may not ultimately be in the children’s
best interests.
Availability bias/overreaction
We are inundated with a constant barrage of information. We would fall into
a state of “analysis paralysis” if we tried to incorporate every bit of relevant
information into our decisions, so we tend to focus on the data that is most
“available” to us in terms of what is most memorable, most impactful or most
recent. For example, most people think that accidents cause more deaths than
disease and that homicide is a more frequent cause of death than suicide. In
reality, diseases cause about 16 times as many deaths as accidents, and suicide
is the cause of twice as many deaths as homicide.10 Accidents and murders
tend to receive more publicity than diseases and suicides, so they appear to
happen with far greater frequency, even though an objective view of the data
tells a different story.11 Accordingly, we may overreact to the risks of accidents
and murders because we inaccurately think that there is a greater chance of
these events occurring.

Some view the
inheritance they
received from their
parents as the
“anchor” for how
much they want
to leave to their
own children.

A similar effect can be seen in the investment world. In an attempt to assess
the impact of availability bias, researchers looked at how the stocks on the
New York Stock Exchange had performed over a three-year period. They put
the top 35 performing stocks into a “winner’s portfolio” and the bottom
performing stocks into a “loser’s portfolio.” Over the next three years, the
loser’s portfolio outperformed the winner’s portfolio by almost 25% on a
cumulative basis. The researchers concluded that investors piled into the
“winning” stocks during the initial three-year period based on short-term
performance, while investors stampeded out of the “losing” stocks for the
same reason. Over the following three years, the short-term performance
headlines had faded (i.e., had become less “available”) and the stocks
reverted to something more closely resembling their fair market values.12
The impact of the availability bias isn’t limited to specific stocks. Our
perceptions of the market in general can also be skewed by larger-than-life
data points. In 2008, the S&P 500 Index declined by 37%. This piece of
information was highly available, in every sense of the word, to investors.
In the following years, researchers asked investors for their recollection of
whether the S&P 500 Index’s performance for the previous year was either
flat or negative.13 In 2010, 66% of the respondents said the index’s 2009
performance was flat or negative, when in fact it rose by 26.5%. The same
pattern persisted in 2011 when 49% of the respondents thought that the
index was down or flat for 2010, when in fact it rose by 15.1%. The study
concluded that the high “availability” of the 2008 meltdown skewed
investors’ perceptions into the future.
The availability bias also makes an appearance during estate planning
conversations. Everyone has heard horror stories of how family businesses
have been sold in order to pay estate taxes. Even though this does happen
on occasion, it is a very infrequent occurrence. With some basic estate
planning, a forced liquidation can be easily avoided most of the time; but,
when it does happen to a highly visible business, such as the Robbie family’s
Miami Dolphins in 1990, the news makes a lasting impact on families that
own businesses, and may cause them to overestimate the likelihood of facing
the same issues themselves.
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Solutions
The biases that influence our investment decisions are very deep-seated,
making it difficult or even impossible to eliminate them, so perhaps the
best approach is to acknowledge those biases and construct ways to
counteract them.
Loss aversion is an emotional response, so the key to avoiding loss aversionrelated behaviors lies in reducing the emotional component of financial
decisions. The negative impacts of loss aversion bias can be mitigated by
adopting a disciplined, proactive approach to assessing the positions in your
investment portfolio. For example, with individual securities, consider using
stop-loss orders to limit the loss potential of a position. It is much easier to set
a rational exit point on the downside before a loss actually occurs and triggers
an emotional response. With regard to estate planning, don’t seek to minimize
estate taxes at all costs. Pushing the envelope too far, and winding up with
years of litigation with the IRS, is not a worthwhile legacy to leave to your
family. In addition, the best estate plans are driven by the parents’ core
beliefs and values rather than by an obsessive focus on tax minimization.
Instead of getting blindsided by the anchoring bias, one approach is to
base your future return expectations on carefully constructed capital market
assumptions (which are estimates of risk and return for each asset class),
which can provide some understanding of the volatility that is inherent in
your investment portfolio. You can also focus on whether the positions in your
portfolio are above or below their fair market values rather than the amount of
gain or loss represented by each position. The price you paid for an investment
has no bearing on whether the investment’s current price and future prospects
justify holding the investment. When deciding on what level of a financial
legacy to leave to your children, focus on your values and the needs of your
children, rather than basing your decisions on what your parents did for you.
Be sure to put the headlines in the appropriate context in order to avoid the
availability bias. Even though the latest episode of disastrous (S&P 500 Index
down 37% in 2008) or euphoric (S&P 500 Index up 30% in 2013) investment
performance may loom large in your mind, take a step back, and place that
single data point into the overall context of your portfolio and your goals.
The same holds true for estate planning. Don’t let the headlines control your
decisions when it comes to your estate plan.

Work with the right
professionals who
can help you steer
your way around
biases and empower
you to make better
decisions.

Finally, work with the right professionals who can help you steer your
way around these biases and empower you to make better decisions. A
professional advisor, whether in the field of investments or estate planning,
often will be acquainted with the psychology of how we make decisions,
and has the experience necessary to recognize the pitfalls and avoid them.
In addition, a professional advisor is likely to be less susceptible to being
influenced by emotion because he/she is not as personally and emotionally
involved in the issues as his/her client. A good advisor always cares about
his/her client; but, the professional relationship allows the advisor to be more
objective and less emotional when it comes to making financial decisions.
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– Terence Condren, Senior Wealth Strategist

The Advanced Planning Group of UBS provides comprehensive planning,
advice, and education to ultra high net worth individuals and families. The
team consists of professionals with advanced degrees, extensive planning
experience, and various areas of expertise. Through our publications, the
Advanced Planning Group features the intellectual capital of UBS in wealth
planning, estate tax, and philanthropy and evaluates how changes in the
legislative and tax landscape might impact our clients’ planning.

See important notes and disclosures on the next page.
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PART I. MSA Refresher Course
When settling a workers compensation claim for an injured worker (or a liability claim)
who is or will soon be eligible for Medicare benefits, Medicare’s interest as a secondary
payer for future injury-related care must be reasonably considered to preserve the worker’s
future Medicare eligibility.
42 C.F.R § 411.46 states Medicare cannot pay for a claimant’s medical services when that
individual received a WC settlement award that includes funds for future medical
expenses. Through publication of policy memos, the Centers for Medicare and Medicaid
Services (CMS) has clarified CMS policy regarding Medicare and WC settlements.
Other issues for consideration related to WC cases:
1)   Compromise – When a settlement includes compensation for medical expenses
incurred prior to the settlement date.
2)   Commutation – When a settlement includes compensation for future medical
expenses, it is a commutation, regardless of whether the Insurer admits or denies
liability. MSA arrangements are to be used only in a commutation.
The Medicare secondary payer (MSP) regulations provide that if a compromise settlement
allocates a portion of the payment for medical expenses and also gives reasonable
recognition to the income replacement element, that apportionment may be accepted as a
basis for determining Medicare payments. 42 C.F.R § 411.47(a)(1). After the set aside
funds are depleted, there must be a complete accounting to the Medicare lead contractor to
ensure that the funds were used for medical services that would have been reimbursable
by Medicare. Based on the acceptance by the Medicare contractor of documentation that
justifies the depletion of the set aside funds, then Medicare can be billed for future
medical services.
Although 42 C.F.R. § 411.46 requires that all WC settlements must adequately consider
Medicare’s interests, the regulation must be used to set aside funds for Medicare. In
accord with 20 C.F.R. § 404.408(d), the funds allocated to a set aside arrangement must be
consistent with the applicable law and reflect either the actual amount of expenses already
incurred (based on a fee schedule) or a reasonable estimate of future expenses. Thus, the
amounts to be set-aside for future medical expenses maybe based on the applicable WC
fee schedule amounts, rather than on actual dollar amounts. However, the WC settlement
must clarify that the amount allocated to future medical expenses was calculated based
upon applicable WC medical fee schedule amounts. Note the medical providers must be
reimbursed out of the set aside arrangement at the WC rate for medical services rather
than the physician’s regular full rate or the Medicare rate for covered services.
A second step in the MSA process – after completing the MSA - is whether CMS review
of the MSA is warranted. For CMS to review an MSA, the threshold for review must be
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met. The threshold for CMS review of a proposed MSA is all WC settlements that: 1)
involve a Medicare beneficiary, if the total settlement is over $25,000.00; or 2) involve a
client not yet entitled but is expected to be within 30 months and the overall settlement is
in excess of $250,000.00.
The objective of the MSP is to ensure that workers’ compensation primary payers do not
shift the responsibility for payment of medical services to Medicare. Medicare applies a
set of criteria to any WC settlement on a case-by-case basis in order to determine whether
Medicare has an obligation for services provided after the settlement that originally were
the responsibility of the WC carrier or Self-Insured. Because an MSA arrangement’s
purpose is to pay for all services related to the worker’s on the job injury or disease,
Medicare will not make any payments for any services related to the work-related injury
or disease until all funds in the set-aside arrangement have been depleted.
It is incumbent on the attorneys on both sides of the claim to properly inform their
respective clients, prior to the settlement of the claim, of the possible consequences the
settlement can have on the claimant’s Medicare entitlement for future medical care.
Conditional Payments
Note also that it is a best practice to complete a Conditional Payment “sweep” prior to
settlement of a Medicare-eligible claimant’s claim so as to avoid any surprise expenses
post-settlement.
MSA Administration
Professional administration of the MSA for the benefit of the claimant is a very valuable
tool that should not be overlooked. It protects the parties down the road so that the claims
remain “closed.” The cost of administration has come down in recent years.

PART II Revisiting Liability MSAs
The topic of whether or not to fund Liability Medicare Set Asides (LMSAs)
provokes more debate and confusion than most any other area of Medicare Secondary
Payer (MSP) compliance. A close examination of the MSP provisions is necessary to
understand why the topic is a controversial as it is. A conservative position that many have
adopted is that allocating a portion of a liability settlement should be considered to
mitigate the risk of Plaintiff billing Medicare for costs of future injury related treatment.
Such an approach requires a thorough review of the circumstances involved in each case,
based upon the limited guidance CMS has provided.
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Background
In 1965, Medicare was created as part of the Social Security Act. Medicare was
considered a primary payer, except in Workers’ Compensation claims, where it was a
secondary payer. In 1980, the Omnibus Budget Reconciliation Act added general liability
policies as primary payers. At the heart of any MSP discussion lies 42 U.S.C § 1395y (b)
(2) (A). It establishes Medicare’s status as a secondary payer when “payment has been
made, or can reasonably be expected to be made under a workmen’s compensation law or
plan of the United States or a State under an automobile or liability insurance policy or
plan (including a self-insured plan) or under no fault insurance.” Many interpret this broad
language to mean that Medicare’s secondary payer status exists with regard to both past
and future medical expenses.
The Code of Federal Regulations also addresses Medicare’s secondary payer
status. Medicare’s secondary payer status in Workers’ Compensation claims is established
in 42 C.F.R § 411.40(b)(1) and in § 411.50(b) for liability and no-fault claims.
The picture becomes muddier when 42 C.F.R § 411.46 is reviewed. This
regulation addresses Workers’ Compensation settlements. The fact that there is not similar
language to address liability settlements has fueled some opinions that there is no need for
LMSAs. John Campbell, elder law attorney, states, “These provisions in the MSP WC
regulations arguably provide the only authority for CMS to review the ‘reasonableness’ of
an allocation for future medical expenses or to disregard a settlement if it appears to be an
attempt to shift responsibility for future medical expenses to Medicare. Thus, CMS may
not legally be able to make this determination in any settlement other than a WC
settlement. However, he goes on to say that until CMS publishes policy regarding future
medical in liability settlements, it is advisable to include funding for future medical needs
in liability settlements.
As one reviews the codes and regulations, it is interesting to note that the term,
Medicare Set Aside, is conspicuously absent. Given that Medicare has made it clear that it
is a secondary payer and Workers’ Compensation, liability, or no-fault insurance are
primary, the MSA was born of case parties’ efforts to consider Medicare’s interests in
claim settlements. Since MSAs are not named within the codes and regulations, settling
parties have relied heavily on a body of policy memoranda, published by CMS. The vast
majority deal with WCMSAs. The lack of policy concerning LMSAs has encouraged
those who believe there is no need to fund LMSAs.
The exception is the CMS policy Memo published on September 30, 2011,
specifically addressing LMSAs. The underlying premise on which this one page memo is
based is that settling parties have the obligation to consider Medicare’s interest when
settling liability cases. While the memoranda are not promulgated, they do offer insight
into CMS interpretation of the intent of the codes and regulations.
In 2012, CMS announced its Advance Notice of Proposed Rulemaking (ANPRM),
regarding consideration of new options being made available to help case parties meet
their MSP obligations. While no changes have been made yet, the ANPRM offers CMS
perspective when it states, “…Medicare is prohibited from making payment when
payment has been made (that is, if the beneficiary obtains a ‘settlement’). Medicare
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remains the secondary payer until the ‘settlement’ proceeds are appropriately exhausted.”
Note that CMS does not draw a distinction between WC, liability, and no-fault settlements
here.
Sally Stalcup, MSP Regional Coordinator, CMS Dallas Regional Office (RO),
issued a handout on May 25, 2011. This publication offers a rare, inside look at the CMS
perspective on Medicare’s interest in liability claims, although it states it “is not to be
considered a CMS official statement of policy.” Stalcup further limits her comments to
cases involving Medicare beneficiaries residing in Oklahoma, Texas, New Mexico,
Louisiana and Arkansas, the states assigned to the Dallas RO. This limitation underscores
the inconsistencies in CMS treatment of LMSAs from Regional Office to Regional Office.
Ms. Stalcup states unequivocally, “The law requires that the Medicare Trust Funds
be protected from payment for future services whether it is a Workers’ Compensation or
liability case. There is no distinction in the law.” She goes even further to state, “Set-aside
is our method of choice and the agency feels it provides the best protection for the
program and the Medicare beneficiary.”
When Not to Fund LMSAs
Ironically, even though CMS has no formal review process for LMSAs, the CMS
September 30, 2011 Policy Memo states, “The purpose of this memorandum is to provide
information regarding proposed Liability Medicare Set-Aside Arrangement (LMSA)
amounts…” The memo confirms that when a Medicare beneficiary’s treating physician
“certifies in writing that treatment for the alleged injury related to the liability insurance
(including self-insurance) ‘settlement’ has been completed as of the date of the
‘settlement’, and that future medical items and/or services for that injury will not be
required, Medicare considers its interest, with respect to future medicals for that particular
‘settlement’, satisfied. So, when treatment has ended for the injury, this should be
documented per the memo, and no LMSA is needed.
Since many personal injury cases are not settled until treatment has ceased, part of
the liability settlement routine should be to obtain the treating physician’s written
“certification” to document the file. The memo states there is no need to send the
certification to CMS. This memo is reminiscent of the April, 2003 CMS Policy Memo,
which notes that in Workers’ Compensation settlements, no MSA is necessary when the
settlement is only compensating past medical expenses, there is no effort being made to
maximize non-medical aspects of the settlement to Medicare’s detriment, and the treating
physicians have stated in writing there is no need for future Medicare-covered treatment.
If an order is issued, based upon a hearing on the merits of the claim, and if the
ruling is that no award for future medical is appropriate, it may be used to support no
medical allocation. Stalcup’s May 25, 2011 communication states, “The only situation in
which Medicare recognizes allocations of liability payments to nonmedical losses is when
payment is based on a court of competent jurisdiction’s order after their review on the
merits of the case. A review of the merits of the case is a review of the facts of the case to
determine whether there are future medicals – not to determine the proper allocation of
funds. If the court of competent jurisdiction has reviewed the facts of the case and
determined that there are no future medicals services Medicare will accept the Court’s
designation.” This echoes the CMS April, 2003 Policy Memo, which says CMS will
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generally honor a judicial decision based upon a hearing on the merits of a WC claim. One
loud caveat in the memo is that CMS will honor the order, only as long as Medicare’s
interest is adequately addressed. Again, there is no specific guidance in the regulations for
this specific scenario.
Medicare’s interest is limited to medical expenses for treatment that would
otherwise be covered by Medicare. If the only anticipated treatment is for services that
would not otherwise be covered by Medicare, no LMSA is needed. For example, if future
treatment consists of replacement or removal of teeth damaged in an injury, Medicare
does not cover such treatment, and no LMSA would be required. In cases involving the
need for future chiropractic care, future chiropractic care may or may not be Medicare
covered, because Medicare only covers manual manipulation of the spine to correct a
subluxation. For guidance regarding Medicare covered services, see the Medicare Benefit
Policy Manual.
When LMSA Funding is Recommended
A risk analysis should be done for each liability settlement when determining
whether or not to allocate a portion of the settlement for future medical costs. Funding a
LMSA is the most conservative approach when the plaintiff will need future medical
care related to the injury.
Stalcup confined her May 25, 2011 comments to cases involving Medicare
beneficiaries. However, caution should be applied before leaping to the conclusion that no
future medical allocation should be made in cases involving injured parties who are not
yet on Medicare. If Medicare had no interest in settlements involving non-beneficiaries,
why would CMS agree to review proposed WCMSAs in some WC cases involving nonbeneficiaries? The CMS review thresholds for WCMSAs allow CMS to review them
when the total settlement amount exceeds $250,000.00 and the claimant has a reasonable
expectation of becoming Medicare eligible within thirty months. The intent of the MSP
provisions is to prevent Medicare payment for injury related medical care when Medicare
is a secondary payer. If parties settle a liability claim involving an injury that will require
future medical care, and the plaintiff becomes Medicare eligible shortly thereafter, it
stands to reason that if any responsibility exists to consider Medicare’s interest in the
settlement at all, that responsibility will extend to cases involving plaintiffs who will
become Medicare eligible before the end of the anticipated medical treatment. Of course,
we again have no specific CMS guidance.
A careful evaluation of the risk factors in each case will help determine whether or
not future medical allocation should be a part of a liability settlement. These risk factors
include the following:
1.   Is Plaintiff currently Medicare eligible? If not, is it likely Plaintiff will become
Medicare eligible before the need for future medical care ends?
2.   How severe is the injury? The more severe the injury, the higher the future medical
costs will be and the longer the duration of treatment. Therefore, there is a higher
risk that Medicare will eventually be billed for injury related treatment, thus,
exposing the settling parties to a higher risk of Medicare claiming it remains a
secondary payer.
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3.   How high is the settlement? The higher the settlement, the more difficult it may be
to support no allocation for future medical.
4.   What is your client’s risk tolerance? Doing as much as possible to document
efforts to consider Medicare’s interest will reduce the risk of having to deal with
Medicare in the future.
5.   What is the treatment plan? The more costly the treatment needs and prescription
medications, the more risk is involved if no future medical allocation is made. For
example, a plaintiff may be doing well at the time of settlement, but if a joint
replacement was performed as a result of the injury, revision surgery will likely be
required in the future.
Philip Bertrand v. Talen’s Marine & Fuel, LLC provides an excellent example of the
efforts undertaken by settling parties and the courts to make sense out of the
ambiguities surrounding MSP compliance in liability claims. The settling parties asked
the Court to approve their settlement and to declare Medicare’s interest had been
protected, through the funding of a LMSA based upon review of the medical records.
The Court found, “CMS does not currently require or approve Medicare set-asides
when personal injury lawsuits are settled. CMS does not currently have a policy or
procedure in effect for reviewing or providing an opinion regarding the adequacy of
the future medical aspect of a liability settlement or recovery of future medical
expenses incurred in liability cases.” However, the Court concluded that in light of
Medicare’s secondary payer status and because Bertrand would receive payment from
a primary payer for future medical expenses within the settlement, the sum allocated
for future medical should be utilized for future medical that would otherwise be
covered by Medicare. The Court concluded: “Since CMS provides no other procedure
by which to determine the adequacy of protecting Medicare’s interests for future
medical needs…, and since there is a strong public interest in resolving lawsuits
through settlement, the Court finds that Medicare’s interests have been adequately
protected in this settlement within the meaning of the MSP.”
It is clear that Medicare is a secondary payer in WC, liability, and no-fault claims.
Beyond that, complying with the MSP provisions is fraught with ambiguity, when
dealing with liability cases, which involve future medical needs. We can hope that
more regulations will be promulgated, more court orders will be issued, and more
CMS policy will be published. In the meantime, though, it is wise to acknowledge that
preservation of diminishing Medicare fund remains at the bottom of Medicare’s
secondary payer status. At the end of the day, funding a LMSA for future medical in
liability settlements is the most logical way to avoid butting heads with 42 U.S.C. §
1395y(b)(2)(A).
STAY TUNED AS CMS IS PROMISING FURTHER “GUIDANCE” AS TO
LMSAs IN 2019!!!!!
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PART III Current Trends and Issues
How to Keep Up with CMS Changes:
•

•
•

CMS website (www.cms.gov): By clicking Medicare, and then, Workers
Compensation Medicare Set Aside Arrangements, you can locate the link for
subscription (under Related Links) to CMS alerts regarding published changes in
this arena.
Our website (www.bmanleymsa.com): We provide copies of many pertinent CMS
policy memos and resources at our own website.
CMS decisions: When you receive decisions for MSAs submitted for review, be
sure to analyze the attached “WCMSA Review”.

400 Week Cap for Medical in GA-non-CAT: In a recent development, CMS appears to be
accepting 400 week cap balance allocations when the submission package includes an
Order stating the claim is a “non-Catastrophic” claim. This is good news but should not
be counted on as a sure thing – given inconsistent CMS patterns of the past.
Monitor for Generics hitting the market
Count on an experienced resource to advise you of drug changes including how to arrive
at the needed dosage in the most cost-effective manner; e.g., 2 5 mg pills of a drug may be
half the cost of one 10 mg pill. There is no discernible rhyme or reason to RedBook /
AWP pricing!
A second bite at the apple – re-review of prior CMS decisions in certain situations.
Call or email anytime with questions and issues regarding MSAs, Conditional Payments,
submissions and MSP Compliance.
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Ruthann Lacey is the Founding Attorney of the Law Office of Ruthann P.
Lacey, P.C. She holds the distinction of being one of eleven Certified Elder
Law Attorneys in the State of Georgia. Her certification is by the National
Elder Law Foundation as accredited by the American Bar Association.
Ruthann is licensed to practice law in the State of Georgia and in Washington,
D.C. She earned a B.A. in Music at Trinity College in Deerfield, Illinois, and a
J.D. at Emory University School of Law in Atlanta, Georgia. She is a charter
member of the Council of Advanced Practitioners, and one of only two
Georgia members of the Council of Advance Practitioners. She held the
office of Secretary for the National Elder Law Foundation.
In 2006 Ruthann became the first Elder Law Attorney in Georgia to be designated a Super Lawyer,
a status she has maintained every year since that time. Ruthann received an AV rating through
Martindale-Hubbell the authoritative resource for information on the worldwide legal profession.
Ruthann is a member of the Special Needs Alliance, a member of the Elder Law Section of the Atlanta
Bar Association, and formerly served as chair of the Elder Law Section of the Georgia Bar Association.
She was on the Continuity of Law Practice Committee of the State Bar, belongs to the DeKalb Estate
Planning Council and the National Academy of Elder Law Attorneys (NAELA). Ruthann is a member
of the Georgia Trial Lawyers Association, and the Lawyers Club of Atlanta. She served as a Trustee on
the board of The Georgia Community Trust.
Ruthann has drafted Elder Law legislation for submission to the Georgia General Assembly, and is an
editor and published writer. She has been published in the Family Law Quarterly published by the
American Bar Association, the Georgia Bar Journal, Georgia Probate Notes, and Exceptional Parent,
and has been quoted in The Wall Street Journal and the American Bar Association Journal. She is
an active speaker on the local, state and national level, both to professional and public groups and
organizations. She also conducts staff training programs for nursing homes and hospitals, and has
been an Instructor of Estates, Trusts and Wills and Legal Research at the National Center for Paralegal
Training.
Ruthann is devoted to her family and her practice. She served with a missions outreach team teaching
business classes to small business owners and managers in Chernihiv, Ukraine. She is also classically
trained on the piano, and enjoys music, reading, photography and traveling, particularly to beach
destinations with her family.
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WHAT IS ABLE?

ABLE Act of 2014 created savings and investment
accounts for individuals with disabilities

ABLE Accounts do not affect eligibility for benefits programs

SSI

Medicaid
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WHAT IS ABLE?

ABLE Accounts have hybrid functionality

+

+
529 College Savings

Checking Account

Special Needs Trust
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WHAT IS
Georgia STABLE?
Georgia’s ABLE Plan
Partnership with the Ohio Treasurer’s
office
Launched June 14, 2017
Partner in the largest ABLE program in
the nation.
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BENEFITS OF STABLE ACCOUNTS

Dramatically increases ability to save:
BEFORE ABLE

NOW WITH STABLE

x Could not save over $2,000

9 Can save well over $2,000!

x Risk losing health care & other benefits

9 Keep all your benefits!
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BENEFITS OF STABLE ACCOUNTS

OWNERSHIP

FINANCIAL INDEPENDENCE

TAX BENEFITS

Account is owned
by the individual
with the disability

New
Investment
Opportunities

May qualify for
multiple tax benefits
each year
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ELIGIBILITY

To see who qualifies for a Georgia STABLE account,
take our eligibility quiz at georgiastable.com

Individuals with disabilities that occurred prior to age 26

PLUS ONE OF THE FOLLOWING:
Eligible to receive SSI or SSDI due to disability; or

Condition listed on SSA’s “List of Compassionate Allowances Conditions”; or
Self-certification
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WHAT IS SELF-CERTIFICATION?

ELIGIBILITY

1

Need diagnosis of a physical or mental impairment that causes
“marked and severe functional limitations”

2

Condition has lasted or is expected to last for at least 1 year

3

Do not need to send in written diagnosis, but must have on hand
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ENROLLMENT
Free online enrollment
Quick & easy – approx. 20 minutes
$50 minimum opening deposit

Can be done by either:

Individual with disability
(Beneficiary)
or

Authorized Legal Representative
(parent, guardian, power of attorney)

Travis
ABLE Account Enrollee
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FUNDING YOUR ACCOUNT

LIFETIME LIMIT

IF NOT EMPLOYED

IF EMPLOYED

$462,000 balance limit

$15,000 per year
from all sources

Up to $27,060 per year
$15,000 + wages up to an
additional $12,060

System automatically rejects excess contributions
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FUNDING YOUR ACCOUNT

EFT
ELECTRONIC FUNDS TRANSFER

CHECK
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eGift EVENTS

Send
Send request to friends
and family for special events

Receive
Contributions go directly
into STABLE Account

An eGift event sends out emails to friends
and family for special events

Advantages
Gifts will not affect
benefits

Record Keeping
System tracks contributors
for sending thank you notes
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INVESTMENT OPTIONS

GROWTH

100%

Choose from:
 Four Vanguard mutual funds that range
from aggressive to conservative
 One principal-protected FDIC-Insured option

GROWTH

20%

GROWTH

10%

MODERATE GROWTH

MODERATE GROWTH

20%

MODERATE GROWTH

25%

CONSERVATIVE GROWTH

CONSERVATIVE GROWTH

20%

CONSERVATIVE GROWTH

5%

INCOME

INCOME

20%

INCOME

40%

BANKSAFE

BANKSAFE

20%

BANKSAFE

20%

TOTAL ALLOCATIONS

100%

TOTAL ALLOCATIONS

100%

TOTAL ALLOCATIONS

100%

9

9

9
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SPENDING YOUR FUNDS
Must relate to the disability

+

Withdrawals must be used on
“Qualified Disability Expenses”

Help maintain or improve health, independence, or quality of life

Housing & Rent

Basic Living Expenses

Transportation

Education

Assistive Technology

Financial Management

Health & Wellness

Legal Fees

and many more…
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SPENDING FROM YOUR ACCOUNT
Free Withdrawals + No Limits

CHECKING & SAVINGS

THIRD-PARTY

THE STABLE CARD

Transfer to personal
checking or savings

Pay with a Third-Party
Check

Transfer onto STABLE
Card

Georgia STABLE will not ask what you spend on, but benefits agencies and IRS can

Chapter 7
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THE
STABLE CARD
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STABLE CARD

Loadable
Does not pull directly
from account

Tracks Expenses
Online spending records
+ notate expenses

The STABLE Card is a loadable/prepaid debit card that
can be used anywhere Visa is accepted

Protections
No overdraft, no cash access,
limiting of merchants

Text Alerts
Notifications to monitor
spending, low balances
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SSI CONSIDERATIONS

Supplemental Security Income

1

Balances over $100,000 count as a resource – but SSI merely suspended,
not terminated

2

If you hold on to the money from one calendar month to the next, then
housing expenditures count as resources

3

Beneficiary’s own wages still count as income even if contributed to
STABLE Account

Chapter 7
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IF ACCOUNT HOLDER PASSES AWAY
Account will pass to the account holder’s estate

The estate administrator notifies STABLE and can take over account access
No designated transfer upon death
If the beneficiary does not have a will then account will go through normal probate process
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MEDICAID SERVICES

Money in a STABLE Account is better protected from
Medicaid payback than money in other accounts

Medicaid can ask for payback in some cases, but there are protections:

Limitations
Medicaid Payback is only from
date the account was opened

Outstanding Bills
Pay any outstanding
bills for QDEs

Deductions
Deduct Medicaid Buy-In
premiums you paid

Funeral Expenses
Pay for funeral and
burial expenses
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ACCOUNT COST

There is a minimal cost for owning a
Georgia STABLE Account

Monthly Maintenance Fees

Asset-Based Fees

$3.50 ($42 Annually)

Between 0.19% and 0.33%
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STABLE ACCOUNT & SPECIAL NEEDS TRUSTS
Complementary tools that can be used together

Unique STABLE Account benefits

9 Trusts can be written or amended for
distributions to STABLE Accounts

9 Broader spending power (i.e. housing and food)
9 No federal or state income tax on earnings

9 Trusts can accept unlimited cash and non-cash
assets

9 Can be established, administered and owned by
an individual with a disability
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WE’RE HERE TO HELP!
CUSTOMER SERVICE INFORMATION

1-800-439-1653

team@stableaccount.com

Monday - Friday
9 am - 8 pm EST

georgiastable.com
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What is Georgia STABLE?
x

x
x

A Georgia STABLE Account is an investment account that allows qualified individuals with
disabilities to save and invest money without losing eligibility for certain public benefit
programs, like Medicaid or SSI.
Georgia STABLE Accounts are made possible by the federal Achieving a Better Life Experience
“ABLE” Act passed by Congress in 2014. Georgia STABLE Accounts launched June 14, 2017.
Georgia STABLE Accounts are similar to a 529 college savings account or 401(k) retirement
plan and can work alongside Special Needs Trusts. They can also function like a regular
checking account.

What are the Benefits?
x
x
x
x

x

Georgia STABLE Accounts provide financial independence and empowerment for individuals
with disabilities by dramatically increasing the ability to save and invest.
Before, individuals with disabilities could only save $2,000 before losing needs-based benefits.
Now, Georgia STABLE Accounts allows individuals with disabilities to save and invest up to
$15,000 annually without affecting eligibility for certain public benefits programs.
Georgia STABLE Account funds can be used on Qualified Disability Expenses including:
education, housing, transportation, healthcare, assistive technology, employment needs and basic
living expenses.
Earnings on a Georgia STABLE Account grow tax-free and are not subject to federal income tax,
so long as they are spenW on Qualified Disability Expenses.

Who is Eligible?
x
x

x

An “Eligible Individual” is someone whose disability began before the age of 26, has been living
with their disability for at least one year, or expects their disability to last for at least a year.
An individual must also do one of the following: 1. Be eligible for SSI or SSDI; 2. Have a
condition listed on the Social Security Administration’s List of Compassionate Allowances
Conditions; or 3. Self-Certify their diagnosis.
Visit georgiastable.com/eligibility/ to take the quick and easy eligibility quiz to learn more.

What is the STABLE Card?
x
x

The STABLE Card is a debit card participants can use to easily spend money from a Georgia
STABLE Account. It is available at no cost to all Georgia STABLE Account holders!
The STABLE Card is a loadable prepaid debit card. It does not pull money directly from a
STABLE Account to better protect spending. The card is accepted anywhere 9LVD is used.

How do I Enroll?
x
x
x

A Georgia STABLE Account can be opened by a qualifying person with a disability, the parent
or legal guardian of an eligible individual, or by a designated Power of Attorney.
Online enrollment is free. Participants will need to deposit a minimum of $50 to open an account.
Account set up and enrollment is done online at georgiastable.com. No bank trips necessary!
*HRUJLDSTABLE – Administered by the *HRUJLD 'HSDUWPHQWRITreasurer\
1-800-439-1653 | team@stableaccount.com | www.JHRUJLDVWDEOH.com
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STABLE Accounts offer savings and investment solutions for people with disabilities.
Visit georgiastable.com or call
1-800-439-1653 for more information.

The rules have

CHANGED...

Georgia

STABLE

STABLE Accounts are made possible by the
Achieving a Better Life Experience (ABLE)
Act that allows individuals with disabilities
the ability to save and invest up to 
SHU\HDUZLWKRXWORVLQJJRYHUQPHQWEHQH LWV
such as Medicaid or SSI.

Georgia’s Savings Plan for People With Disabilities

Enroll online at georgiastable.com

Georgia

DISCLAIMER
STABLE Accounts are not guaranteed or insured by any state, any state agency or subdivision thereof,
or their authorized agents or afﬁliates. You could lose money by investing in a STABLE Account.
Consider investment objectives, risks, charges and expenses before investing. Before you open an
account, you should carefully read and understand the STABLE Account Plan Disclosure Statement and
Participation Agreement. Georgia STABLE is offered through a partnership with the Ohio Treasurer’s
Ofﬁce, the administrator of the STABLE Account Plan.

STABLE
Georgia’s Savings Plan for People With Disabilities
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ELIGIBILITY

QUALIFIED EXPENSES

Individuals who developed
disabilities before the age of 26 may
be eligible to open an account.

Use the money in your STABLE account to pay for disability-related expenses.

Take our Eligibility Quiz on
georgiastable.com to see if you or
someone you know qualifies.
Financial
Management

GETTING STARTED

SAVINGS AND INVESTING

Housing

DIVERSE CHOICES

CREATE AN
ACCOUNT

FUND YOUR
ACCOUNT

SAVE, INVEST
& SPEND

ONE

TWO

THREE

Open your account online
at www.georgiastable.com

Deposit up to in your
STABLE account every year

Balances and distributions do
not affect needs-based ﬁnancial
aid such as Medicaid or SSI
Subject to some limitations

Administrative
Services

Health,
Prevention &
Wellness

Expenses for Oversight
& Monitoring

Transportation

Funeral &
Burial Expenses

Assistive
Technology

You can put your money in up to ﬁve different saving
and investing options, including four mutual fund
based options and a FDIC-insured savings option.

TAX-FREE EARNINGS

Investment earnings are tax-free when used to pay
for qualiﬁed expenses.

Education

Legal Fees

Training &
Support

Personal Support
Services

EASY ONLINE ACCESS

Monitor your investments, make contributions, and
request withdrawals online. Anyone can contribute
to an individual’s ABLE account. Account owners,
family and friends may contribute a total of
 each year. There is a lifetime contribution
limit of .

Participants can request their own STABLE
Card that can be used to spend STABLE
funds and track qualified expenses.

Employment
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Limited Power of Attorney

3$*(2)

Instructions
1. Complete this form to designate a person to act as your Agent relative to your STABLE Account. Upon
completion of this form, your Agent will be able to open a STABLE Account on your behalf, make contributions to
that STABLE Account, authorize distributions from that STABLE Account, access information about that STABLE
Account, and make investment decisions for that STABLE Account.
2. 7KLVIRUPPXVWEHVLJQHGE\WKH67$%/($FFRXQW%HQHȴFLDU\DQGQRWDUL]HGLQ6HFWLRQ
 This form must be signed by the Agent in Section 4.
4. .HHSWKLVIRUPRQȴOHLQ\RXUUHFRUGV<RXPD\EHDVNHGWRSURYLGHSURRIRI\RXU$JHQF\DWDODWHUGDWH
Notice to Person Signing this Form
1. This is a legally binding document that authorizes another person, known as your Agent, to act on your behalf
and without any further consent from you with respect to your STABLE Account.
2. 7KLVGRFXPHQWLVHHFWLYHLPPHGLDWHO\DQGWHUPLQDWHVRQO\XSRQ\RXUZULWWHQUHYRFDWLRQ\RXUGHDWKWKH
closure of your STABLE Account, or entry of judgment by an appropriate court.
 If you have any questions about this form please consult an attorney before signing.
6HFWLRQ%HQHȴFLDU\ΖQIRUPDWLRQ
Name:
Residence Address:
Mailing Address:
Phone Number:
Email Address:
Social Security Number:
Date of Birth:
6HFWLRQ$JHQWΖQIRUPDWLRQ
Name:
Mailing Address:
Phone Number:
Email Address:
6HFWLRQ$XWKRULW\*UDQWHGDQG%HQHȴFLDU\6LJQDWXUH
ΖWKH%HQHȴFLDU\OLVWHGLQ6HFWLRQRIWKLVOLPLWHGSRZHURIDWWRUQH\DSSRLQWWKHSHUVRQOLVWHGLQ6HFWLRQRIWKLV
limited power of attorney as my attorney-in-fact (my “Agent”). I grant my Agent the power and authority to:
1. Complete any necessary documentation or enrollment process to open a STABLE Account on my behalf.
2. Assign, convey, and transfer all or any part of my assets to my STABLE Account on my behalf.
 Access, request, and receive information about my STABLE Account, including account statements and tax reporting
information.
4. Make investment allocation decisions about my STABLE Account.
5. Authorize distributions from my STABLE Account.
6. Request and use a STABLE Card in connection with my STABLE Account.
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Limited Power of Attorney

3$*(2)

7. Grant third parties access to information about my STABLE Account.
8. &KDQJHWKHEHQHȴFLDU\RIP\67$%/($FFRXQWWRDQHOLJLEOHVLEOLQJDVSURYLGHGIRUE\ODZDQGLQWKH67$%/(
Account Plan Disclosure Statement.
9. Access and monitor my STABLE Account online and over the phone.
10. Perform any other account maintenance, monitoring, or paperwork, and make any other account-related decisions
QHFHVVDU\IRUWKHSURSHUDQGHɝFLHQWDGPLQLVWUDWLRQRIP\67$%/($FFRXQW
7KLVOLPLWHGSRZHURIDWWRUQH\LVGXUDEOHDQGZLOOQRWEHDHFWHGRUWHUPLQDWHGE\P\LQFDSDFLW\RUE\ODSVHRIWLPH
I agree that any third party who receives a copy of this limited power of attorney may act under it. Revocation or
termination of this limited power of attorney due to my written revocation, my death, a court determination, or any other
UHDVRQLVQRWHHFWLYHDVWRDWKLUGSDUW\XQWLOWKHWKLUGSDUW\UHFHLYHVZULWWHQQRWLFHRIWKHUHYRFDWLRQRUWHUPLQDWLRQ
and the third party has a reasonable time to act on such notice or revocation or termination.
I, for myself, and on behalf of my heirs, executors, legal representatives, and assigns, agree to indemnify any third
SDUW\DFWLQJXQGHUWKLVOLPLWHGSRZHURIDWWRUQH\WKH6WDWHRI2KLRWKH2ɝFHRIWKH2KLR7UHDVXUHUDQGDQ\RIWKHLU
UHVSHFWLYHDJHQFLHVVXEGLYLVLRQVDXWKRUL]HGDJHQWVHPSOR\HHVDQGDɝOLDWHVIRUDQ\FODLPVWKDWDULVHDJDLQVWWKHP
because of reliance on this limited power of attorney.

6LJQDWXUHRI%HQHȴFLDU\
STATE OF
&2817<2)





The foregoing limited power of attorney was acknowledged before me this _______________ day of _______________ by
_____________________________________
3ULQW1DPHRI%HQHȴFLDU\

Signature of Notary

Place Notary Seal Here
6HFWLRQ$FFHSWDQFHE\$JHQW
I, the Agent listed in Section 2 of this limited power of attorney, accept the appointment as Agent for the
%HQHȴFLDU\OLVWHGLQ6HFWLRQRIWKLVOLPLWHGSRZHURIDWWRUQH\ΖDFNQRZOHGJHWKDWDV$JHQWΖRZHWKH%HQHȴFLDU\DGXW\
RIOR\DOW\DGXW\WRDYRLGFRQȵLFWVRILQWHUHVWDGXW\WRXVHRUGLQDU\VNLOODQGSUXGHQFHLQWKHH[HUFLVHRIP\DXWKRULW\
DV$JHQWDQGDGXW\WRNHHSWKH%HQHȴFLDU\LQIRUPHGRIDFWLRQVWDNHQLQP\FDSDFLW\DV$JHQWΖDJUHHWRH[HUFLVHDOO
SRZHUDQGDXWKRULW\JUDQWHGLQWKLVOLPLWHGSRZHURIDWWRUQH\IRUWKHVROHDQGH[FOXVLYHEHVWLQWHUHVWVRIWKH%HQHȴFLDU\

Signature of Agent
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INCOMING $%/(52//29(5FORM
PLEASE READ THE IMPORTANT INFORMATION BELOW
Complete this form to initiate a transfer of funds from another Qualified ABLE Plan
(QAP) into an existing STABLE Account, report any contributions made this year to
another QAP, or transfer funds into a siblinghs established STABLE Account.
You must have a STABLE Account prior to sending in this form. If you have not
established a STABLE Account you can enroll online at BDDFTT.stableaccount.com.
Print clearly, preferably in capital letters using black or blue ink. Mail the form to
the address below.

PLEASE RETURN TO:
STABLE Account
P.O. Box 130
Columbus, OH 43216-0130

To request assistance in completing this form, please call us at 1-8
Monday through Friday from 9 am to 6 pm Eastern Time.
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1. STABLE ACCOUNT INFORMATION
BENEFICIARY INFORMATION:

67$%/($FFRXQW1XPEHU LINQRZQ

7LWOH)XOO1DPHRI%HQHÀFLDU\ )LUVW0,/DVW6XIÀ[ 


6RFLDO6HFXULW\1XPEHU



'DWHRI%LUWK PPGG\\\\

,IWKH%HQHÀFLDU\KDVDQ$XWKRUL]HG/HJDO5HSUHVHQWDWLYHSOHDVHDOVRFRPSOHWHWKHIROORZLQJLQIRUPDWLRQIRUWKH5HSUHVHQWDWLYH

AUTHORIZED LEGAL REPRESENTATIVE INFORMATION:

7LWOH)XOO1DPH )LUVW0,/DVW6XIÀ[ 


6RFLDO6HFXULW\1XPEHU



'DWHRI%LUWK PPGG\\\\

WHAT WOULD YOU LIKE TO DO?
Please check one box below:

" 3PMMPWFS funds from another Qualified ABLE Plan into a Beneficiary’s STABLE Account
/P#FOFGJDJBSZNBZIBWFNPSFUIBOPOF"#-&"DDPVOU*GZPVIBWFOPUBMSFBEZDMPTFEZPVSPME"#-&
BDDPVOU ZPVIBWFEBZTUPEPTP5IJTEBZQFSJPECFHJOTPOUIFEBZZPVXJUIESFXUIFCBMBODFGSPN
UIBUPMEBDDPVOU
Complete Section A below.

# Report contributions made this year to another Qualified ABLE Plan
If you made any contributions to another QAP in the same year you established your STABLE Account, you
must report those year-to-date contributions, which will be included in ZPVS annual contribution limit.
Complete Section B below.

$ Transfer funds to a siblinghs established STABLE Account
A Beneficiary may receive funds transferred from another siblinghs QAP provided that the sibling is an
&ligible *ndividual who qualifies as a “Member of the Family”
Complete Section C below.
&217,18(726(&7,21$%RU&!!!
INCOMING 30--07&3 REQUEST FORM
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SECTION A
A. ROLLOVER FUNDS FROM ANOTHER QUALIFIED ABLE PLAN
Please provide the following information about your Rollover from another QAP:

You must enclose a check made payable to STABLE Account for thFUPUBMSPMMPWFSamount along with
documentation from the distributing financial institution, and complete all the information below:
Total Rollover Amount

$
(This amount should equal the amount of the check)

Earnings

$
(This is the amount earned on the QAP account)

Year-to-date Contributions

$
(This is the amount contributed this year to the QAP account)

Date of Establishment
(This is the date the other QAP account was first established)
Please note:
Unless you provide all of the above information or documentation detailing a breakdown of contributions and earnings, the entire rollover
amount will be treated as earnings and will be reported as earnings for tax purposes.*OBEEJUJPO UIFGJSTU PGUIFSPMMPWFSBNPVOUXJMM
CFUSFBUFEBTBDVSSFOUZFBSDPOUSJCVUJPOBOEXJMMDPVOUUPXBSETZPVSBOOVBMDPOUSJCVUJPOMJNJU

1DPHRI2WKHU4$33ODQ

0DLOLQJ$GGUHVV 6WUHHWDGGUHVV 

&LW\

6WDWH=LS&RGH

2WKHU4$3$FFRXQW1XPEHU

BENEFICIARY NAME O/THE OTHER QAP
(Must be the same as the STABLE Account Beneficiary)

7LWOH%HQHÀFLDU\)XOO1DPH )LUVW0,/DVW6XIÀ[ 


6RFLDO6HFXULW\1XPEHU



'DWHRI%LUWK PPGG\\\\

&217,18(!!!
INCOMING 30--07&3 REQUEST FORM
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SECTION B
B. REPORT ANY CONTRIBUTIONS MADE THIS YEAR TO ANOTHER QUALIFIED ABLE PLAN
*G ZPV NBEF BOZ DPOUSJCVUJPOT UP BOPUIFS 2VBMJGJFE "#-& 1MBO JO UIF TBNF ZFBS ZPV FTUBCMJTI B45"#-&
"DDPVOU  ZPV NVTU SFQPSU UIPTF ZFBSUPEBUF DPOUSJCVUJPOT  XIJDI XJMM CF DPVOUFE UPXBSE ZPVS BOOVBM
DPOUSJCVUJPOMJNJU

Year-to-date Contributions

$
(This is the amount contributed this year to the QAP account)

Date of Establishment
(This is the date the other QAP account was first established)

1DPHRI2WKHU4$33ODQ

0DLOLQJ$GGUHVV 6WUHHWDGGUHVV 

&LW\

6WDWH=LS&RGH

2WKHU4$3$FFRXQW1XPEHU

BENEFICIARY NAME O/ THE OTHER QAP
(Must be the same as the STABLE Account Beneficiary)

7LWOH%HQHÀFLDU\)XOO1DPH )LUVW0,/DVW6XIÀ[ 


6RFLDO6HFXULW\1XPEHU



'DWHRI%LUWK PPGG\\\\

&217,18(!!!
INCOMING 30--07&3 REQUEST FORM
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SECTION C
C. TRANSFER FUNDS TO A SIBLINGhS ESTABLISHED STABLE ACCOUNT
:PVDBOSPMMPWFSGVOETGSPNBTJCMJOHhT2"1BDDPVOUUPB45"#-&"DDPVOUXJUIQSPQFSEPDVNFOUBUJPO5IF
SFDFJWJOHTJCMJOHNVTUCFBO&MJHJCMF*OEJWJEVBMXIPRVBMJGJFTBTBi.FNCFSPGUIF'BNJMZwBOENVTUIBWFBO
FTUBCMJTIFE45"#-&"DDPVOU
The receiving Beneficiary should have been entered in Section 1 above.
Please provide the siblinghs QAP information below.

1DPHRIVLEOLQJ V4$33ODQ

0DLOLQJ$GGUHVV 6WUHHWDGGUHVV 

&LW\

6WDWH=LS&RGH

6LEOLQJ V4$3$FFRXQW1XPEHU

SIBLINGhS NAME AS OWNER OF THE OTHER QAP

7LWOH6LEOLQJ V)XOO1DPH )LUVW0,/DVW6XIIL[ 




6RFLDO6HFXULW\1XPEHU

'DWHRI%LUWK PPGG\\\\

5HODWLRQVKLSWR67$%/($FFRXQW%HQHILFLDU\

:PVNVTUFODMPTFBDIFDLNBEFQBZBCMFUP45"#-&"DDPVOUGPSUIFUPUBMSPMMPWFSBNPVOU BMPOHXJUI
EPDVNFOUBUJPOGSPNUIFEJTUSJCVUJOHGJOBODJBMJOTUJUVUJPO BOEDPNQMFUFBMMUIFJOGPSNBUJPOCFMPX
Total Rollover Amount

$
(This amount should equal the amount of the check)

Earnings

$
(This is the amount earned on the QAP account)

Year-to-date Contributions

$
(This is the amount contributed this year to the QAP account)

Date of Establishment
(This is the date the other QAP account was first established)
&217,18(726,*1$785(6!!!
INCOMING 30--07&3 REQUEST FORM

Chapter 7
37 of 45

3. SIGNATURE & AUTHORIZATION
This section must be signed by the Current Account Administrator.
*DFSUJGZUIBU*IBWFSFBEBOEVOEFSTUBOE DPOTFOU BOEBHSFFUPBMMPGUIFUFSNTBOEDPOEJUJPOTPGUIF1MBO
%JTDMPTVSF4UBUFNFOUBOE1BSUJDJQBUJPO"HSFFNFOU*IBWFSFBEBOEVOEFSTUBOEUIFJOTUSVDUJPOTBOEBOZ
SVMFTPSDPOEJUJPOTSFMBUJOHUPUIJT3PMMPWFSBOEIBWFNFUUIFSFRVJSFNFOUTGPSNBLJOHUIJTUSBOTBDUJPO*
VOEFSTUBOEUIBUJGBTUBUFNFOUGSPNB2"1NBOBHFSJEFOUJGJFEJO4FDUJPO" TIPXJOHUIFDPOUSJCVUJPOBOE
FBSOJOHTDPNQPOFOUTPGUIFSPMMPWFS JTOPUSFDFJWFECZ45"#-&"DDPVOU UIFFOUJSFSPMMPWFSXJMMCFUSBDLFE
BTFBSOJOHTBOEUIBUUIFGJSTU PGUIFSPMMPWFSBNPVOUXJMMCFUSFBUFEBTBDVSSFOUZFBSDPOUSJCVUJPO
BOEXJMMDPVOUUPXBSENZBOOVBMDPOUSJCVUJPOMJNJU*DFSUJGZVOEFSUIFQFOBMUJFTPGQFSKVSZUIBUBMMUIF
JOGPSNBUJPOQSPWJEFECZNFPOUIJTGPSNJTUSVF DPNQMFUF BOEDPSSFDU
*GVSUIFSDFSUJGZUIBUUIFSFIBTOPUCFFOB1SPHSBNUP1SPHSBN5SBOTGFSPS3PMMPWFSGPSUIFBCPWFOBNFE
#FOFGJDJBSZEVSJOHUIFQSJPSNPOUIQFSJPE

Signature of STABLE Account Administrator*
(Authorized Legal Representative or Self-AdministFSing Beneficiary)

INCOMING 30--07&3 REQUEST FORM

Date
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52//29(5)250
PLEASE READ THE IMPORTANT INFORMATION BELOW
$PNQMFUFUIJTGPSNJGZPVXPVMEMJLFUPSPMMPWFSGVOETGSPNB$PMMFHF4BWJOHT1MBOBDDPVOU
JOUPB45"#-&"DDPVOU5IJTGPSNTIPVMECFVTFEJGUIFPXOFSPGUIF$PMMFHF4BWJOHT1MBO
BDDPVOUQMBOTUPXJUIESBXGVOETGSPNUIFQMBOBOEQFSTPOBMMZTFOEUIFNUP45"#-&
5IF45"#-&"DDPVOU#FOFGJDJBSZNVTUIBWFBMSFBEZPQFOFEIJTPSIFS45"#-&"DDPVOUQSJPSUP
TFOEJOHJOUIJTGPSN5IF45"#-&"DDPVOUDBOCFPQFOFEPOMJOFBUBDDFTTTUBCMFBDDPVOUDPN
3PMMPWFSBNPVOUTBSFTVCKFDUUPBOOVBM45"#-&"DDPVOUDPOUSJCVUJPOMJNJUT:PVSSPMMPWFS
BNPVOU BMPOHXJUIBOZPUIFS4UBOEBSE$POUSJCVUJPOTNBEFUPUIFBQQMJDBCMF45"#-&
"DDPVOUEVSJOHUIFDVSSFOUUBYZFBS DBOOPUFYDFFE  5IJT 4UBOEBSE
$POUSJCVUJPOMJNJUEPFTOPUJODMVEFBEEJUJPOBM8PSL$POUSJCVUJPOTB#FOFGJDJBSZDBO
NBLFPOIJTPSIFSPXO 1MFBTFWFSJGZUIFBNPVOUPGDVSSFOUZFBS45"#-&4UBOEBSE
$POUSJCVUJPOTQSJPSUPSFRVFTUJOHBEJTUSJCVUJPOGSPNZPVSQMBO*GZPVUBLFBSPMMPWFS
XJUIESBXBMGSPNZPVSQMBOUIBUDBOOPUCFBDDFQUFECZ45"#-& ZPVNBZCFTVCKFDUUPUBY
QFOBMUJFTPSPUIFSDPOTFRVFODFT
*OPSEFSUPDPNQMFUFUIJTSPMMPWFS UIF45"#-&"DDPVOU#FOFGJDJBSZBOEUIFBDDPVOU
CFOFGJDJBSZNVTUCFFJUIFS  UIFTBNFQFSTPO PS  GBNJMZNFNCFST BTEFGJOFEJO64$f
 F  
5ZQFJOZPVSJOGPSNBUJPOBOEQSJOUPVUUIFDPNQMFUFEGPSN PSQSJOUDMFBSMZ QSFGFSBCMZJO
DBQJUBMMFUUFSTBOECMBDLPSCMVFJOL.BJMUIFGPSNUPUIFBEESFTTCFMPX

3/($6(5(785172
STABLE Account
P.O. Box 130
Columbus, OH 43216-0130

To request assistance in completing this form, please call us at 1-8
Monday through Friday from 9 am to 6 pm Eastern Time.

Chapter 7
39 of 45

 67$%/($&&2817Ζ1)250$7Ζ21
BENEFICIARY INFORMATION:

67$%/($FFRXQW1XPEHU LINQRZQ

7LWOH)XOO1DPHRI%HQHILFLDU\ )LUVW0,/DVW6XIIL[ 


6RFLDO6HFXULW\1XPEHU



'DWHRI%LUWK PPGG\\\\

,IWKH%HQHILFLDU\KDVDQ$XWKRUL]HG/HJDO5HSUHVHQWDWLYHSOHDVHDOVRFRPSOHWHWKHIROORZLQJLQIRUPDWLRQIRUWKH5HSUHVHQWDWLYH

AUTHORIZED LEGAL REPRESENTATIVE INFORMATION:

7LWOH)XOO1DPH )LUVW0,/DVW6XIIL[ 

6RFLDO6HFXULW\1XPEHU





'DWHRI%LUWK PPGG\\\\

&217,18(!!!
30--07&3'03.
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 &2//(*(6$9Ζ1*63/$1$&&2817Ζ1)250$7Ζ21

3OHDVHSURYLGHWKHIROORZLQJLQIRUPDWLRQDERXW\RXU5ROORYHUIURPD&ROOHJH6DYLQJV3ODQDFFRXQW

1DPHRI&ROOHJH6DYLQJV3ODQ

0DLOLQJ$GGUHVV 6WUHHWDGGUHVV

&LW\

&ROOHJH6DYLQJV3ODQ$FFRXQW1XPEHU

1DPHRI&ROOHJH6DYLQJV3ODQ$FFRXQW2ZQHU

6WDWH=LS&RGH

5HODWLRQVKLSRI&ROOHJH6DYLQJV3ODQ$FFRXQW
%HQHILFLDU\WR67$%/($FFRXQW%HQHILFLDU\

:PVNVTUFODMPTFBDIFDLNBEFQBZBCMFUP45"#-&"DDPVOUGPSUIFUPUBMSPMMPWFSBNPVOU BMPOHXJUI
EPDVNFOUBUJPOGSPNUIFEJTUSJCVUJOHGJOBODJBMJOTUJUVUJPO BOEDPNQMFUFBMMUIFJOGPSNBUJPOCFMPX
Total Rollover Amount

$
7KLVDPRXQWVKRXOGHTXDOWKHDPRXQWRIWKHFKHFN 

Earnings

$
7KLVLVWKHDPRXQWRI\RXUWRWDOUROORYHUWKDWUHSUHVHQWV
HDUQLQJVRQWKH&ROOHJH6DYLQJV3ODQDFFRXQW<RXVKRXOG
REWDLQWKLVLQIRUPDWLRQIURPWKH&ROOHJH6DYLQJV3ODQ 

Please note:
Unless you provide all of the above information or documentation detailing a breakdown of earnings, the entire rollover amount will
be treated as earnings and will be reported as earnings for tax purposes.
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This section must be signed by the PXOFSPGUIF$PMMFHF4BWJOHT1MBO
*DFSUJGZUIBU*IBWFSFBEBOEVOEFSTUBOEUIFJOTUSVDUJPOTBOEBOZSVMFTPSDPOEJUJPOTSFMBUJOHUPUIJT
SPMMPWFSGSPNNZ$PMMFHF4BWJOHT1MBOBDDPVOUUPB45"#-&"DDPVOUBOEUIBU*NFFUUIF
SFRVJSFNFOUTGPSUSFBUNFOUPGUIJTUSBOTBDUJPOBTBSPMMPWFS*DFSUJGZUIBUUIF45"#-&"DDPVOU#FOFGJDJBSZ
JTFJUIFS  UIFCFOFGJDJBSZPGUIFBDDPVOUJEFOUJGJFEIFSFJO PS  B.FNCFSPGUIF'BNJMZ BTEFGJOFE
JO64$f F  PGUIFCFOFGJDJBSZPGUIFBDDPVOUJEFOUJGJFEIFSFJO*VOEFSTUBOEUIBUJG*EPOPU
QSPWJEFUIFFBSOJOHTDPNQPOFOUPGUIFSPMMPWFS UIFFOUJSFSPMMPWFSXJMMCFUSBDLFEBTFBSOJOHT*BMTP
VOEFSTUBOEUIBUUIFSPMMPWFSBNPVOUXJMMDPVOUUPXBSE BOEDBOOPUDBVTFUIFBQQMJDBCMF45"#-&
"DDPVOUUPFYDFFE UIF BOOVBMTUBOEBSEDPOUSJCVUJPOMJNJUBQQMJDBCMFUPUIF45"#-&"DDPVOU*
BHSFFUIBU*BMPOFBNSFTQPOTJCMFGPSFOTVSJOHUIBUUIFSPMMPWFSBNPVOUJTOPUJOFYDFTTPGUIFBNPVOU
UIBUNBZCFDPOUSJCVUFE UBLJOHJOUPBDDPVOUBOZQSJPSDPOUSJCVUJPOTNBEFCZBOZQFSTPOJOUIFDVSSFOU
UBYZFBS UPUIFBQQMJDBCMF45"#-&"DDPVOU*BHSFFUIBU45"#-&"DDPVOUJTOPUSFTQPOTJCMFGPSBOZUBYPS
PUIFSDPOTFRVFODFTUIBUNBZSFTVMUGSPNNZBUUFNQUTUPSPMMPWFSGVOETJOUPB45"#-&"DDPVOU*DFSUJGZ
VOEFSUIFQFOBMUJFTPGQFSKVSZUIBUBMMUIFJOGPSNBUJPOQSPWJEFECZNFPOUIJTGPSNJTUSVF DPNQMFUF BOE
DPSSFDU

4JHOBUVSFPG$PMMFHF4BWJOHT1MBO"DDPVOU0XOFS
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GET A STABLE CARD (HTTP://CARD.STABLEACCOUNT.COM/ENROLL)

STABLE CARD INFORMATION
Put Your Money to Use with the STABLE Card
The STABLE Card is a debit card you can use to easily spend money from
your STABLE Account. To request a STABLE Card, visit
card.stableaccount.com/enroll (http://card.stableaccount.com/enroll). The
card is available to all current STABLE Account holders at no cost!
The STABLE Card is a loadable prepaid debit card. It does not pull money
directly out of your STABLE Account. Instead, you choose a specific amount
of money to withdrawal from your STABLE Account and load onto your
STABLE Card. You can load as much or as little onto your card as you want,
up to $15,000. You can use your STABLE Card to spend money anywhere Visa
is accepted. Although it is a loadable card, it works just like a regular debit
card.
If you are the Authorized Legal Representative for an individual with a
disability, you will be issued the primary card, but you can also request a
companion card so that both you and the beneficiary have STABLE Cards.
...

Let the STABLE Card Keep Records and Track Expenses for
You
Once you receive your STABLE Card, you can set up an online card login by
visiting card.stableaccount.com. When you login to your STABLE Card portal,
you can easily view, sort, and categorize all of your expenditures in one place.
The STABLE Card portal allows you to mark every expense you make as
either "Qualified" or "Non-Qualified." You can upload images of receipts and
write personal notes on every transaction, detailing exactly what you

https://www.georgiastable.com/stablecard-info/
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purchased and why. These unique features make it incredibly easy for
STABLE Account users to report expenses to agencies like the IRS, SSA, or
Medicaid, if necessary.
Transferring STABLE funds to an existing checking or savings account means
commingling STABLE funds with other money. Commingling is confusing for
account holders and government agencies, often making reporting
requirements cumbersome. Using your STABLE Card lets you avoid
commingling STABLE funds with other money - resulting in clean, easily
traceable account activity.

Free to Get - Free to Use
The STABLE Card is available at no-cost to all STABLE Account users. Simply
enroll today at card.stableaccount.com/enroll
(http://card.stableaccount.com/enroll). There are no monthly fees on the
STABLE Card.

Protection for Loved Ones - Including No Overdrafts!
The STABLE Card was designed with extra protection for those individuals
who need it most. You cannot overdraft with your STABLE Card - if you
attempt to make a purchase and you do not have enough money on the card
to cover the purchase, your transaction will simply be declined. There are no
overdraft fees!
For added protection, the STABLE Card will not work at cash access points
and you have the option on the STABLE Card portal to restrict use of the card
on other spending categories. You can also sign up for SMS alerts to notify
you of activity on your card.
The balance on your STABLE Card is also FDIC insured.
...
...
For a full description of STABLE Card Terms and Conditions, click here
(https://www.stableaccount.com/Files/Documents/STABLECard_Cardholder_Agreement.pdf) (/files/Documents/STABLECard_Cardholder_Agreement.pdf).
Please note: STABLE Cards can only be issued to individuals; cards cannot be
issued to institutional entities or businesses acting as Authorized Legal
Representatives.
This card is issued by Sunrise Banks N.A., St. Paul, MN 55103, Member FDIC, pursuant to a license from Visa U.S.A. Inc.
Use of this card constitutes acceptance of the terms and conditions stated in the Cardholder Agreement.

https://www.georgiastable.com/stablecard-info/
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COMPARISON OF ABLE ACCOUNT AND SPECIAL NEEDS TRUSTS

Individual SNT

ABLE Act Account

Third Party SNT

Who May
Establish

Individual if
competent, Parent,
Grandparent,
Court, or Legal
Guardian

Anyone

Anyone other than
the Beneficiary

Source of Funds

Personal Injury
Lawsuit,
Inheritance,
Lottery Winnings,
Etc.

Personal Injury
Lawsuit, Gifts,
Inheritance, Lottery
Winnings, Etc.

Assets of anyone
other than the
Beneficiary

Funding Limit

No limit

Limited to $15,000
per year

No limit

Balance limit to
maintain benefits

No limit

If balance more than
$100,000 lose SSI; if
balance more than
$235,000 lose
Medicaid

No limit

Age Requirement

Beneficiary must be
less than 65

No upper limit.
However, beneficiary
must have been
disabled before age
26

No Age Limit

Accounts allowed
per Beneficiary

No limit

One

No limit

Use of Funds

Payments to
vendors to provide
quality of life for
beneficiary, in the
Trustee’s discretion

Approved “disabilityrelated” purposes

Payments to
vendors to provide
quality of life for
beneficiary, in the
Trustee’s
discretion

Chapter 7
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Court Involvement
after Established

Usually none

If beneficiary is a
minor or
incompetent,
ongoing reporting
and bonding

None

Medicaid Payback

Yes

Yes

No

Who may serve as
Trustee

Any responsible
individual at least
18 years old, but
not the Beneficiary
or his spouse

Beneficiary or his
designee; funds
managed by “529”
administrator

Any responsible
individual at least
18 years old, but
not the Beneficiary
or his spouse

Beneficiaries

For the sole benefit
of an individual
with a disability as
defined by the SSA

For the sole benefit
of an individual with
a disability as
defined by the SSA

May have multiple
Beneficiaries; not
all beneficiaries
must have a
disability
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ICLE BOARD
Name

Position

Term Expires

Carol V. Clark

Member

2019

Harold T. Daniel, Jr.

Member

2019

Laverne Lewis Gaskins

Member

2021

Allegra J. Lawrence

Member

2019

C. James McCallar, Jr.

Member

2021

Jennifer Campbell Mock

Member

2020

Brian DeVoe Rogers

Member

2019

Kenneth L. Shigley

Member

2020

A. James Elliott

Emory University

2019

Buddy M. Mears

John Marshall

2019

Daisy Hurst Floyd

Mercer University

2019

Cassady Vaughn Brewer

Georgia State University

2019

Carol Ellis Morgan

University of Georgia

2019

Hon. John J. Ellington

Liaison

2019

Jeﬀrey Reese Davis

Staff Liaison

2019

Tangela Sarita King

Staff Liaison

2019
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GEORGIA MANDATORY CLE FACT SHEET
Every “active” attorney in Georgia must attend 12 “approved” CLE hours of instruction annually,
with one of the CLE hours being in the area of legal ethics and one of the CLE hours being in
the area of professionalism. Furthermore, any attorney who appears as sole or lead counsel in
the Superior or State Courts of Georgia in any contested civil case or in the trial of a criminal
case in 1990 or in any subsequent calendar year, must complete for such year a minimum of
three hours of continuing legal education activity in the area of trial practice. These trial practice
hours are included in, and not in addition to, the 12 hour requirement. ICLE is an “accredited”
provider of “approved” CLE instruction.
Excess creditable CLE hours (i.e., over 12) earned in one CY may be carried over into the next
succeeding CY. Excess ethics and professionalism credits may be carried over for two years.
Excess trial practice hours may be carried over for one year.
A portion of your ICLE name tag is your ATTENDANCE CONFIRMATION which indicates the
program name, date, amount paid, CLE hours (including ethics, professionalism and trial
practice, if any) and should be retained for your personal CLE and tax records. DO NOT SEND
THIS CARD TO THE COMMISSION!
ICLE will electronically transmit computerized CLE attendance records directly into the Oﬃcial
State Bar Membership computer records for recording on the attendee’s Bar record. Attendees
at ICLE programs need do nothing more as their attendance will be recorded in their Bar
record.
Should you need CLE credit in a state other than Georgia, please inquire as to the procedure
at the registration desk. ICLE does not guarantee credit in any state other than Georgia.
If you have any questions concerning attendance credit at ICLE seminars, please call:
678-529-6688

