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 n early retirement is on every-
 one’s “wish list.” A relaxing life-
 style in a warmer climate, or the 
pursuit of a hobby or personal interest 
typically characterizes the vision of a 
comfortable retirement. Today, howev-
er, it’s a new ball game. Unfortunately, 
retiring later, not sooner, than antici-
pated is becoming a fact of life. On the 
other hand, there are some issues you 
can address in advance that may help 
you defy the increasing norm.

The key is to take a proactive role 
when planning your retirement, 

especially if you wish to retire early. To-
day, it is not uncommon for some retir-
ees to require between 60% and 80% of 
their pre-retirement income in order to 
meet expense and income needs consis-
tent with their desired standard of living. 
Naturally, the sooner you begin planning, 
the better your chances for early retire-
ment. However, it is equally important 
to note that most people who have man-
aged to retire early have recognized the 
changing concept of retirement.

 he highs and lows of the econo-
 my affect people and markets in 
 a variety of ways. While some 
sectors may be thriving, others may 
be sluggish. One economic indicator 
used to gauge the state of the American 
economy is the Consumer Price Index 
(CPI), which measures the rate of infla-
tion in the U.S.

Inflation, which is defined as a rise 
in the average price level of all goods 
and services, can have a significant 
impact on the American economy and 
your financial affairs. Understanding 
the CPI, and the ways it measures infla-
tion, can provide a strong foundation 

for understanding not only market and 
economic swings, but also the ways in 
which fiscal and monetary policies af-
fect America’s finances, and your own. 
Let’s take a look at the information used 
by the U.S. Bureau of Labor Statistics 
(BLS) to compile CPI data. 

Determining the Market Basket
Each month, the BLS surveys prices 

for a “market basket” of goods and ser-
vices in order to create an economic 
“snapshot” of the average consumer’s 
spending, which is quantified as the 
CPI. Actual expenditures are classified 
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Various factors are re-
defining how Americans 
approach retirement. Due 
to financial necessity, or 
sometimes an overabun-
dance of leisure time, some 
retirees are beginning to 
return to the workplace. 
For example, many retired 
executives are starting their 
own part-time consulting 
businesses. Part-time work 
during retirement may be 
worth consideration as a 
part of your overall finan-
cial plan, especially if you 
plan to retire early.

Another interesting 
factor that is redefining 
retirement is that life ex-
pectancies continue to 
increase over time. For 
some, spending one-third 
of their lives in retirement 
is a possibility. Relying on 
qualified retirement plans 
and Social Security will be 
increasingly difficult be-
cause these retirement pro-
grams were not designed to 

provide perpetual income. 
Adding to the dilemma of 
increased longevity, quali-
fied retirement plans have 
gradually shifted the sav-
ings responsibility from 
employers to employees. 
Thus, your retirement as-
sets, as well as personal 
savings, are in your hands, 
and they will have to work 
longer and harder to help 
fulfill your objectives, re-
gardless of whether you 
retire early or not.

An often overlooked 
aspect of retirement plan-
ning is money manage-
ment once retirement has 
begun. To ensure that you 
have adequate retirement 
assets, your money may 
have to continue working 
for you throughout your 
retirement years. In addi-
tion, inflation—along with 
the amount of withdrawals 
from your qualified plans 
and other assets—will 
have a direct impact on the 

longevity of your retire-
ment assets.

It is also important to 
note that early retirement 
may incur certain tax pen-
alties on early withdrawals 
from retirement plans. All 
options need to be investi-
gated. Before taking action, 
consult your professional 
tax, legal, and financial 
advisors to determine the 
overall impact on your 
long-term financial goals.

For many people, fi-
nancial planning and part-
time work have become 
essential components of a 
comfortable retirement. By 
maximizing your personal 
savings, you will increase 
your chances of reach-
ing your retirement goals. 
Remaining active and fo-
cused on your retirement 
objectives is particularly 
important if you are con-
templating, or are forced 
into, early retirement. $

by the trust can be used 
to pay premiums on a life 
insurance policy owned by 
an irrevocable life insur-
ance trust (ILIT)—some-
times known as a “wealth 
replacement” trust. The 
life insurance policy in this 

trust replaces the value of 
the assets that pass to the 
charity in the CRT. Since 
the life insurance is pur-
chased and owned by the 
irrevocable trust, the pro-
ceeds are free of income 
tax, as well as estate tax. 

There are a variety of 
charitable giving tools and 
techniques that can pro-
vide generous donors with 
certain tax benefits. For 
specific guidance, consult 
your qualified tax and legal 
professionals. $
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into more than 200 catego-
ries and eight major groups:
•    Food and Beverages: 

common groceries, al-
coholic beverages, and 
full-service meals  

•    Housing: rent, furni-
ture, and utilities 

•    Apparel: clothing, 
shoes, and jewelry

•    Transportation: vehi-
cle lease and purchase 
costs, gasoline, auto 
insurance, and airfare 

•    Medical Care: doctor’s 
visits, hospital care, 
and prescriptions

•    Recreation: cable tele-
vision, pets, events, and 
sporting equipment

•    Education and Com-
munication: school 
tuition, postage, tele-
phone service, and 
computer equipment

•    Other Goods and 
Services: tobacco, hair-
cuts, personal services, 
and funeral expenses.
Because the CPI as-

sesses expenditures in 
these fixed categories, it is 
a valuable tool for compar-
ing the current prices of 
goods and services to pric-
es last month or last year.

Interpreting the CPI
As a measure of infla-

tion, the CPI has three 
main functions. First, the 
CPI serves as an indication 
of the health of the econ-
omy and the effectiveness 
of government policy. To 
a certain extent, some in-
flation indicates a healthy 
economy; however, too 
much inflation, or no in-
flation at all, can indicate 
economic trouble. In fact, 
one of the primary U.S. 
economic policy goals is to 

maintain an inflation rate 
ranging from 1% to 3% 
each year. 

If there are constant 
fluctuations in the CPI, 
Congress and the Fed-
eral Reserve Board (the 
Fed) will take measures 
to control the amount of 
inflation and stimulate 
economic growth. As a 
result, business executives, 
labor leaders, and private 
citizens may change their 
spending and saving pat-
terns. For example, the Fed 
may attempt to curb rising 
inflation by raising short-
term interest rates; this 
increase in the cost of bor-
rowing money is likely to 
slow personal and business 
spending. Conversely, if 
the economy is not grow-
ing, the Fed may attempt 
to stimulate growth by 
lowering short-term inter-
est rates. Lowering the cost 
of borrowing may trigger 
increased spending among 
businesses and individuals. 

As a second function, 
the CPI helps determine 
the “real” value of a dol-
lar over time by removing 
the effects of inflation. As 
prices increase, the pur-
chasing power of a dollar 
decreases. Thus, more dol-
lars are needed to purchase 
the same amount of goods 
and services. Comparing 
inflation-free wages and 
prices allows economists to 
determine the actual earn-
ing and spending patterns 
of the American consumer, 
including what percentages 
of money are being saved 
or spent in certain areas.

Lastly, the CPI is used 
as a means of adjusting 
salaries and government 

benefits to account for price 
changes. For example, as a 
result of collective bargain-
ing agreements, the wages 
of over 2 million workers 
increase according to the 
amount of change in the 
CPI. The CPI is also used 
to determine the benefits 
of almost 80 million people 
covered under government 
programs, including Social 
Security beneficiaries, mili-
tary and Federal Civil Ser-
vice retirees and survivors, 
and food stamp recipients. 
In addition, changes in 
the CPI can be seen in the 
price of school lunches, as 
well as in rents, royalties, 
alimony payments, and 
child support payments as 
determined by private firms 
and individuals. Finally, 
the CPI has been used to 
adjust the Federal income 
tax structure to prevent 
increases in taxes caused 
solely by inflation.

For More Information
Inflation can have 

a serious impact on the 
American economy as it 
affects both government 
policy and the spending 
and saving patterns of 
businesses and individuals. 
Understanding and fol-
lowing changes in the CPI 
can help you understand 
how the value of the dollar 
changes and estimate how 
inflation may affect your 
future plans. The U.S. De-
partment of Labor (DOL) 
publishes current infor-
mation on the CPI each 
month through the BLS. 
For more information, visit 
www.bls.gov/cpi. $
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F or millions of Ameri-
 cans, “charity begins at
 home.” Many have de-
cided to make a difference 
by donating money to lo-
cal religious, educational, 
social, or cultural organiza-
tions. In addition to the 
immense satisfaction that 
comes from giving to oth-
ers, charitable giving can 
provide tax benefits for the 
donor and his or her heirs 
when done as part of an 
overall estate plan.

Gifts of life insurance 
have unique advantages, 
such as the following:
•    The proceeds are gen-

erally received income 
and estate tax free by 
the charity.

•    Under certain circum-
stances, the proceeds 
may pass to the char-
ity outside the will, 
avoiding probate 
proceedings. 

•    In combination with 
a wealth replacement 
trust, assets may be 
kept intact for the 
donor’s family, as de-
scribed below.
Gifts of life insurance 

can be made in essentially 
two ways. Under the first, 
the insured is the owner of 
the policy, and the char-
ity is the beneficiary. This 
arrangement is used when 
an insured/donor desires to 
retain control over the in-
surance policy. Under this 
arrangement, premiums 
are not income tax deductible 
to the donor. Additionally, 
since the insured owns the 
policy at death, the death 
benefit will be included 
in his or her estate for tax 
purposes, but it will be 
100% deductible, since it is 
payable to a charity. 

Under the second, the 
charity is owner and benefi-
ciary. Unlike the situation 
where the insured retains 
ownership, the premiums 
are considered a charitable 
gift and may be income tax 
deductible to the donor 
within Internal Revenue 
Service (IRS) guidelines.

If the donor gives an ex-
isting policy to charity, the 
fair market value of the pol-
icy (generally, its full cash 
value) is allowable as an 
income tax deduction. The 
tax consequences of future 
premium payments for the 
gifted policy would be the 
same as described above, 
where the charity is both 
owner and beneficiary.

If the prospective 
charitable donor is seeking 
a way to increase income, 
reduce estate and income 
taxes, avoid taxes on gains, 
and make a significant 
charitable contribution 
without reducing his or 
her family’s inheritance, a 
charitable remainder trust 
(CRT) and a wealth re-
placement trust may be ap-
propriate. A CRT can allow 
an individual to make a gift 
to a charity while retaining 
a current income interest in 
the gifted asset during his 
or her lifetime.  

As a general rule, it 
may be best to fund a CRT 
with an asset that, if sold 
outside the trust, would 
produce substantial long-
term capital gains tax. 
After the trust is executed, 
the donor may transfer this 
appreciated, low or non-
income-producing asset 
to the CRT. The CRT can 
then sell the asset and pro-
vide the donor an income 

for life, for a term of years, 
or for joint lives. Upon the 
death of the donor or 
the donor’s named non-
charitable income bene-
ficiary, or at the end of 
the stated trust term, the 
remaining trust assets will 
pass to the charity. Here 
are some of the benefits of 
using this strategy:
•    Upon creation of the 

trust, the donor may 
get a current income 
tax deduction based on 
the present value of the 
future amount passing 
to the charity.

•    No tax on the gain is 
paid by the trust when 
it sells the asset, since 
the trust is exempt 
from such tax.

•    The donor may get 
increased income, 
since the trust may 
invest in assets paying 
a higher rate of return 
than the contributed 
asset was producing, 
and the trust may have 
more to invest, since it 
doesn’t pay tax on the 
gain. The character of 
the income generated 
within the trust will 
determine the taxation 
of amounts distributed 
to the donor or other 
income beneficiary.

•    Estate taxes are re-
duced, since the asset 
placed in the trust has 
been removed from the 
estate.
After the donor’s death, 

the remaining assets in the 
trust pass to the charity. 
The assets do not pass to 
the donor’s heirs. However, 
the tax savings produced 
by the charitable donation 
and the income generated 
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as a means of adjusting 
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changes. For example, as a 
result of collective bargain-
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of over 2 million workers 
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amount of change in the 
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F or millions of Ameri-
 cans, “charity begins at
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tions. In addition to the 
immense satisfaction that 
comes from giving to oth-
ers, charitable giving can 
provide tax benefits for the 
donor and his or her heirs 
when done as part of an 
overall estate plan.

Gifts of life insurance 
have unique advantages, 
such as the following:
•    The proceeds are gen-
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and estate tax free by 
the charity.

•    Under certain circum-
stances, the proceeds 
may pass to the char-
ity outside the will, 
avoiding probate 
proceedings. 

•    In combination with 
a wealth replacement 
trust, assets may be 
kept intact for the 
donor’s family, as de-
scribed below.
Gifts of life insurance 

can be made in essentially 
two ways. Under the first, 
the insured is the owner of 
the policy, and the char-
ity is the beneficiary. This 
arrangement is used when 
an insured/donor desires to 
retain control over the in-
surance policy. Under this 
arrangement, premiums 
are not income tax deductible 
to the donor. Additionally, 
since the insured owns the 
policy at death, the death 
benefit will be included 
in his or her estate for tax 
purposes, but it will be 
100% deductible, since it is 
payable to a charity. 

Under the second, the 
charity is owner and benefi-
ciary. Unlike the situation 
where the insured retains 
ownership, the premiums 
are considered a charitable 
gift and may be income tax 
deductible to the donor 
within Internal Revenue 
Service (IRS) guidelines.

If the donor gives an ex-
isting policy to charity, the 
fair market value of the pol-
icy (generally, its full cash 
value) is allowable as an 
income tax deduction. The 
tax consequences of future 
premium payments for the 
gifted policy would be the 
same as described above, 
where the charity is both 
owner and beneficiary.

If the prospective 
charitable donor is seeking 
a way to increase income, 
reduce estate and income 
taxes, avoid taxes on gains, 
and make a significant 
charitable contribution 
without reducing his or 
her family’s inheritance, a 
charitable remainder trust 
(CRT) and a wealth re-
placement trust may be ap-
propriate. A CRT can allow 
an individual to make a gift 
to a charity while retaining 
a current income interest in 
the gifted asset during his 
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As a general rule, it 
may be best to fund a CRT 
with an asset that, if sold 
outside the trust, would 
produce substantial long-
term capital gains tax. 
After the trust is executed, 
the donor may transfer this 
appreciated, low or non-
income-producing asset 
to the CRT. The CRT can 
then sell the asset and pro-
vide the donor an income 

for life, for a term of years, 
or for joint lives. Upon the 
death of the donor or 
the donor’s named non-
charitable income bene-
ficiary, or at the end of 
the stated trust term, the 
remaining trust assets will 
pass to the charity. Here 
are some of the benefits of 
using this strategy:
•    Upon creation of the 

trust, the donor may 
get a current income 
tax deduction based on 
the present value of the 
future amount passing 
to the charity.

•    No tax on the gain is 
paid by the trust when 
it sells the asset, since 
the trust is exempt 
from such tax.

•    The donor may get 
increased income, 
since the trust may 
invest in assets paying 
a higher rate of return 
than the contributed 
asset was producing, 
and the trust may have 
more to invest, since it 
doesn’t pay tax on the 
gain. The character of 
the income generated 
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determine the taxation 
of amounts distributed 
to the donor or other 
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•    Estate taxes are re-
duced, since the asset 
placed in the trust has 
been removed from the 
estate.
After the donor’s death, 

the remaining assets in the 
trust pass to the charity. 
The assets do not pass to 
the donor’s heirs. However, 
the tax savings produced 
by the charitable donation 
and the income generated 
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 n early retirement is on every-
 one’s “wish list.” A relaxing life-
 style in a warmer climate, or the 
pursuit of a hobby or personal interest 
typically characterizes the vision of a 
comfortable retirement. Today, howev-
er, it’s a new ball game. Unfortunately, 
retiring later, not sooner, than antici-
pated is becoming a fact of life. On the 
other hand, there are some issues you 
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you defy the increasing norm.
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ees to require between 60% and 80% of 
their pre-retirement income in order to 
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tent with their desired standard of living. 
Naturally, the sooner you begin planning, 
the better your chances for early retire-
ment. However, it is equally important 
to note that most people who have man-
aged to retire early have recognized the 
changing concept of retirement.

 he highs and lows of the econo-
 my affect people and markets in 
 a variety of ways. While some 
sectors may be thriving, others may 
be sluggish. One economic indicator 
used to gauge the state of the American 
economy is the Consumer Price Index 
(CPI), which measures the rate of infla-
tion in the U.S.

Inflation, which is defined as a rise 
in the average price level of all goods 
and services, can have a significant 
impact on the American economy and 
your financial affairs. Understanding 
the CPI, and the ways it measures infla-
tion, can provide a strong foundation 

for understanding not only market and 
economic swings, but also the ways in 
which fiscal and monetary policies af-
fect America’s finances, and your own. 
Let’s take a look at the information used 
by the U.S. Bureau of Labor Statistics 
(BLS) to compile CPI data. 

Determining the Market Basket
Each month, the BLS surveys prices 

for a “market basket” of goods and ser-
vices in order to create an economic 
“snapshot” of the average consumer’s 
spending, which is quantified as the 
CPI. Actual expenditures are classified 
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Various factors are re-
defining how Americans 
approach retirement. Due 
to financial necessity, or 
sometimes an overabun-
dance of leisure time, some 
retirees are beginning to 
return to the workplace. 
For example, many retired 
executives are starting their 
own part-time consulting 
businesses. Part-time work 
during retirement may be 
worth consideration as a 
part of your overall finan-
cial plan, especially if you 
plan to retire early.

Another interesting 
factor that is redefining 
retirement is that life ex-
pectancies continue to 
increase over time. For 
some, spending one-third 
of their lives in retirement 
is a possibility. Relying on 
qualified retirement plans 
and Social Security will be 
increasingly difficult be-
cause these retirement pro-
grams were not designed to 

provide perpetual income. 
Adding to the dilemma of 
increased longevity, quali-
fied retirement plans have 
gradually shifted the sav-
ings responsibility from 
employers to employees. 
Thus, your retirement as-
sets, as well as personal 
savings, are in your hands, 
and they will have to work 
longer and harder to help 
fulfill your objectives, re-
gardless of whether you 
retire early or not.

An often overlooked 
aspect of retirement plan-
ning is money manage-
ment once retirement has 
begun. To ensure that you 
have adequate retirement 
assets, your money may 
have to continue working 
for you throughout your 
retirement years. In addi-
tion, inflation—along with 
the amount of withdrawals 
from your qualified plans 
and other assets—will 
have a direct impact on the 

longevity of your retire-
ment assets.

It is also important to 
note that early retirement 
may incur certain tax pen-
alties on early withdrawals 
from retirement plans. All 
options need to be investi-
gated. Before taking action, 
consult your professional 
tax, legal, and financial 
advisors to determine the 
overall impact on your 
long-term financial goals.

For many people, fi-
nancial planning and part-
time work have become 
essential components of a 
comfortable retirement. By 
maximizing your personal 
savings, you will increase 
your chances of reach-
ing your retirement goals. 
Remaining active and fo-
cused on your retirement 
objectives is particularly 
important if you are con-
templating, or are forced 
into, early retirement. $

by the trust can be used 
to pay premiums on a life 
insurance policy owned by 
an irrevocable life insur-
ance trust (ILIT)—some-
times known as a “wealth 
replacement” trust. The 
life insurance policy in this 

trust replaces the value of 
the assets that pass to the 
charity in the CRT. Since 
the life insurance is pur-
chased and owned by the 
irrevocable trust, the pro-
ceeds are free of income 
tax, as well as estate tax. 

There are a variety of 
charitable giving tools and 
techniques that can pro-
vide generous donors with 
certain tax benefits. For 
specific guidance, consult 
your qualified tax and legal 
professionals. $
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