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Investors Are Human, Too
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Something More:
Tune in Saturdays from 3:00 – 5:00
pm on WXTK 95.1 FM (or live
streaming on 95WXTK.com) to Cape
Cod’s Financial Radio Talk show
hosted by Chris Boyd, CFP® for
entertaining discussions on all things
financial. For an entertaining and
informative discussion of investing &
financial planning topics, as well as
Something More! If you miss the
show on Saturday, listen to the
recorded version posted to our
website, amrfinancial.com, each
Monday.

In 1981, the Nobel
Prize-winning
economist Robert
Shiller published a
groundbreaking
study that
contradicted a
prevailing theory that
markets are always
efficient. If they
were, stock prices

would generally mirror the growth in earnings
and dividends. Shiller's research showed that
stock prices fluctuate more often than changes
in companies' intrinsic valuations (such as
dividend yield) would suggest.1

Shiller concluded that asset prices sometimes
move erratically in the short term simply
because investor behavior can be influenced by
emotions such as greed and fear. Many
investors would agree that it's sometimes
difficult to stay calm and act rationally,
especially when unexpected events upset the
financial markets.

Researchers in the field of behavioral finance
have studied how cognitive biases in human
thinking can affect investor behavior.
Understanding the influence of human nature
might help you overcome these common
psychological traps.

Herd mentality
Individuals may be convinced by their peers to
follow trends, even if it's not in their own best
interests. Shiller proposed that human
psychology is the reason that "bubbles" form in
asset markets. Investor enthusiasm ("irrational
exuberance") and a herd mentality can create
excessive demand for "hot" investments.
Investors often chase returns and drive up
prices until they become very expensive
relative to long-term values.

Past performance, however, does not
guarantee future results, and bubbles
eventually burst. Investors who follow the crowd
can harm long-term portfolio returns by fleeing
the stock market after it falls and/or waiting too
long (until prices have already risen) to
reinvest.

Availability bias
This mental shortcut leads people to base
judgments on examples that immediately come
to mind, rather than examining alternatives. It
may cause you to misperceive the likelihood or
frequency of events, in the same way that
watching a movie about sharks can make it
seem more dangerous to swim in the ocean.

Confirmation bias
People also have a tendency to search out and
remember information that confirms, rather than
challenges, their current beliefs. If you have a
good feeling about a certain investment, you
may be likely to ignore critical facts and focus
on data that supports your opinion.

Overconfidence
Individuals often overestimate their skills,
knowledge, and ability to predict probable
outcomes. When it comes to investing,
overconfidence may cause you to trade
excessively and/or downplay potential risks.

Loss aversion
Research shows that investors tend to dislike
losses much more than they enjoy gains, so it
can actually be painful to deal with financial
losses.2 Consequently, you might avoid selling
an investment that would realize a loss even
though the sale may be an appropriate course
of action. The intense fear of losing money may
even be paralyzing.

It's important to slow down the process and try
to consider all relevant factors and possible
outcomes when making financial decisions.
Having a long-term perspective and sticking
with a thoughtfully crafted investing strategy
may also help you avoid expensive,
emotion-driven mistakes.

Note: All investments are subject to market
fluctuation, risk, and loss of principal. When
sold, investments may be worth more or less
than their original cost.
1 The Economist, "What's Wrong with
Finance?" May 1, 2015
2 The Wall Street Journal, "Why an Economist
Plays Powerball," January 12, 2016
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How to Get a Bigger Social Security Retirement Benefit
Many people decide to begin receiving early
Social Security retirement benefits. In fact,
according to the Social Security Administration,
about 72% of retired workers receive benefits
prior to their full retirement age.1 But waiting
longer could significantly increase your monthly
retirement income, so weigh your options
carefully before making a decision.

Timing counts
Your monthly Social Security retirement benefit
is based on your lifetime earnings. Your base
benefit--the amount you'll receive at full
retirement age--is calculated using a formula
that takes into account your 35 highest
earnings years.

If you file for retirement benefits before
reaching full retirement age (66 to 67,
depending on your birth year), your benefit will
be permanently reduced. For example, at age
62, each benefit check will be 25% to 30% less
than it would have been had you waited and
claimed your benefit at full retirement age (see
table).

Alternatively, if you postpone filing for benefits
past your full retirement age, you'll earn
delayed retirement credits for each month you
wait, up until age 70. Delayed retirement credits
will increase the amount you receive by about
8% per year if you were born in 1943 or later.

The chart below shows how a monthly benefit
of $1,800 at full retirement age (66) would be
affected if claimed as early as age 62 or as late
as age 70. This is a hypothetical example used
for illustrative purposes only; your benefits and
results will vary.

Birth year Full retirement
age

Percentage
reduction at
age 62

1943-1954 66 25%

1955 66 and 2
months

25.83%

1956 66 and 4
months

26.67%

1957 66 and 6
months

27.50%

1958 66 and 8
months

28.33%

1959 66 and 10
months

29.17%

1960 or later 67 30%

Early or late?
Should you begin receiving Social Security
benefits early, or wait until full retirement age or
even longer? If you absolutely need the money
right away, your decision is clear-cut;
otherwise, there's no ''right" answer. But take
time to make an informed, well-reasoned
decision. Consider factors such as how much
retirement income you'll need, your life
expectancy, how your spouse or survivors
might be affected, whether you plan to work
after you start receiving benefits, and how your
income taxes might be affected.

Sign up for a my Social
Security account at ssa.gov
to view your online Social
Security Statement. It
contains a detailed record of
your earnings, as well as
benefit estimates and other
information about Social
Security.

1 Social Security
Administration, Annual
Statistical Supplement, 2015
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Five Things to Know About Inherited IRAs
When an IRA owner dies, the IRA proceeds are
payable to the named beneficiary--or to the
owner's estate if no beneficiary is named. If
you've been designated as the beneficiary of a
traditional or Roth IRA, it's important that you
understand the special rules that apply to
"inherited IRAs."

It's not really "your" IRA
As an initial matter, while you do have certain
rights, you are generally not the "owner" of an
inherited IRA. The practical result of this fact is
that you can't mix inherited IRA funds with your
own IRA funds, and you can't make 60-day
rollovers to and from the inherited IRA. You
also need to calculate the taxable portion of any
payment from the inherited IRA separately from
your own IRAs, and you need to determine the
amount of any required minimum distributions
(RMDs) from the inherited IRA separately from
your own IRAs.

But if you inherited the IRA from your spouse,
you have special options. You can take
ownership of the IRA funds by rolling them into
your own IRA or into an eligible retirement plan
account. If you're the sole beneficiary, you can
also leave the funds in the inherited IRA and
treat it as your own IRA. In either case, the IRA
will be yours and no longer treated as an
inherited IRA. As the new IRA owner (as
opposed to beneficiary ), you won't need to
begin taking RMDs from a traditional IRA until
you reach age 70½, and you won't need to take
RMDs from a Roth IRA during your lifetime at
all. And as IRA owner, you can also name new
beneficiaries of your choice.

Required minimum distributions
As beneficiary of an inherited IRA--traditional or
Roth--you must begin taking RMDs after the
owner's death.* In general, you must take
payments from the IRA annually, over your life
expectancy, starting no later than December 31
of the year following the year the IRA owner
died. But if you're a spousal beneficiary, you
may be able to delay payments until the year
the IRA owner would have reached age 70½.

In some cases you may be able to satisfy the
RMD rules by withdrawing the entire balance of
the inherited IRA (in one or more payments) by
the fifth anniversary of the owner's death. In
almost every situation, though, it makes sense
to use the life expectancy method instead--to
stretch payments out as long as possible and
take maximum advantage of the IRA's
tax-deferral benefit.

You can always elect to receive more than the
required amount in any given year, but if you
receive less than the required amount you'll be

subject to a federal penalty tax equal to 50% of
the difference between the required distribution
and the amount actually distributed.

More stretching...
What happens if you elect to take distributions
over your life expectancy but you die with funds
still in the inherited IRA? This is where your IRA
custodial/trustee agreement becomes crucial.
If, as is sometimes the case, your IRA language
doesn't address what happens when you die,
then the IRA balance is typically paid to your
estate--ending the IRA tax deferral.

Many IRA providers, though, allow you to name
a successor beneficiary. In this case, when you
die, your successor beneficiary "steps into your
shoes" and can continue to take RMDs over
your remaining distribution schedule.

Federal income taxes
Distributions from inherited IRAs are subject to
federal income taxes, except for any Roth or
nondeductible contributions the owner made.
But distributions are never subject to the 10%
early distribution penalty, even if you haven't
yet reached age 59½. (This is one reason why
a surviving spouse may decide to remain as
beneficiary rather than taking ownership of an
inherited IRA.)

When you take a distribution from an inherited
Roth IRA, the owner's nontaxable Roth
contributions are deemed to come out first,
followed by any earnings. Earnings are also
tax-free if made after a five-calendar-year
holding period, starting with the year the IRA
owner first contributed to any Roth IRA. For
example, if the IRA owner first contributed to a
Roth IRA in 2014 and died in 2016, any
earnings distributed from the IRA after 2018 will
be tax-free.

Creditor protection
Traditional and Roth IRAs are protected under
federal law if you declare bankruptcy. The IRA
bankruptcy exemption was originally an
inflation-adjusted $1 million, which has since
grown to $1,283,025. Unfortunately, the U.S.
Supreme Court has ruled that inherited IRAs
are not covered by this exemption. (If you
inherit an IRA from your spouse and treat that
IRA as your own, it's possible that the IRA won't
be considered an inherited IRA for bankruptcy
purposes, but this was not specifically
addressed by the Court.) This means that your
inherited IRA won't receive any protection
under federal law if you declare bankruptcy.
However, the laws of your particular state may
still protect those assets, in full or in part, and
may provide protection from creditors outside of
bankruptcy as well.

You are generally not the
"owner" of an inherited IRA.
The practical result of this
fact is that you can't mix
inherited IRA funds with
your own IRA funds, and
you can't make 60-day
rollovers to and from the
inherited IRA. Spousal
beneficiaries, however, may
be able to assume actual
ownership of an inherited
IRA.

*If the traditional IRA owner
died after age 70-1/2 and did
not take an RMD for the
year of his or her death, you
must also withdraw any
remaining RMD amount for
that year.
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IMPORTANT DISCLOSURES

Broadridge Investor Communication
Solutions, Inc. does not provide
investment, tax, legal, or retirement
advice or recommendations. The
information presented here is not
specific to any individual's personal
circumstances.

To the extent that this material
concerns tax matters, it is not
intended or written to be used, and
cannot be used, by a taxpayer for the
purpose of avoiding penalties that
may be imposed by law. Each
taxpayer should seek independent
advice from a tax professional based
on his or her individual
circumstances.

These materials are provided for
general information and educational
purposes based upon publicly
available information from sources
believed to be reliable — we cannot
assure the accuracy or completeness
of these materials. The information in
these materials may change at any
time and without notice.
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I'm thinking about asking my parents to move in with
me and my family. Is there anything I need to consider?
Many members of the
"sandwich generation"--a
group loosely defined as
people in their 40s to 60s who

are "sandwiched" between caring for their own
children and aging parents--find themselves in
the position of raising a family and looking after
the needs of aging parents. If the time has
come when you and your parents think that it
may be in their best interest to live with you,
you should discuss the implications and how it
will impact your entire family.

Your first topic should be to have all your family
members share their expectations for living
together. No doubt your parents will want to feel
part of your household. However, you'll want to
know how much they want to participate in
day-to-day activities in your home. For
example, if able, would they be willing to take
on some responsibilities, such as babysitting
and transporting kids to school or other
activities? Will they participate in other family
activities, such as meals and social events?

Next, consider whether your home can properly
accommodate your parents. Do you have
adequate privacy/space for your parents, or will

you need to remodel or renovate an existing
area of your home? Will your parents be able to
move around your home easily, or do you need
to install appropriate safety devices? Common
modifications and repairs for aging family
members may include grab bars in bathrooms,
an automatic chair lift for stairs, and a ramp for
wheelchair access.

You will also need to explore the financial
impact. Will your parents contribute to
household expenses, or will you cover their
portion? Do they have enough money to help
support themselves during their retirement? If
not, will you be able to support them
financially?

While having multiple generations living
together in the same home can be a rewarding
experience, it can also be challenging at times.
As a result, it's important to keep the lines of
communication open between you, your
spouse, your children, and your parents. Doing
so can help ensure a happy and healthy home
environment for your entire multigenerational
family.
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