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More People Delay Claiming Social Security
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The average age for claiming Social Security retirement benefits has been steadily rising. Older Americans are
working longer, in part because full retirement age is increasing incrementally from 66 to 67. A worker may begin
receiving Social Security retirement benefits as early as age 62, but monthly benefits will be permanently
reduced by as much as 30% if claimed before full retirement age — a strong incentive to wait.

Source: Social Security Administration, 2020
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Should You Convert Your Term Life to Permanent Life Insurance?

Term life insurance provides life insurance coverage
for a specific time period (the term). The face amount
of the policy is paid if you die during the term of the
policy. When you live longer than the term of
coverage, nothing is paid, as there is no cash
surrender value. Permanent life insurance provides
protection for your entire life, regardless of your age or
health, as long as you pay the premium to keep the
policy in force.

Usually, term life insurance costs less than permanent
life insurance for the same amount of death benefit.
Term policies often offer the opportunity to convert to
permanent insurance. Here are some reasons why
you might consider converting your term life insurance
to permanent life insurance.

Your Health Has Changed
Since term life insurance is temporary coverage that
will end after a number of years, your circumstances
may have changed, warranting life insurance coverage
for the rest of your life. Converting term life insurance
to permanent life insurance does not require additional
underwriting. This allows you to extend your life
insurance coverage for the rest of your life without
going through a medical exam. This fact is particularly
important if your health has changed since the time
you purchased the term policy.

Your Financial Circumstances Have
Changed
You may have purchased term life insurance because
it fit better into your budget. Now you may be able to
afford the higher premium cost of a permanent life
insurance policy that better fits your insurance needs.

You May Want Cash Value
Most permanent life insurance provides for the
accumulation of cash value. Part of the premium goes
toward the cost of the death benefit and related policy
costs; another part goes toward building cash value.
The interest and earnings grow tax deferred until you
withdraw the funds and may be part of the
income-tax-free death benefit when you die. With most
cash-value life insurance, you can borrow against or
take withdrawals from your cash-value account,
although policy loans and withdrawals can reduce the
death benefit.

You Want Funds to Pay for Final Expenses
Final expenses of a last illness and memorial and
funeral costs could take quite a bite out of your assets,
or worse, the assets of the loved ones you leave
behind. You may want to convert some or all of your
term life insurance to permanent insurance that can be
used to pay for final expenses.

Questions to Ask
If you're thinking about converting your term life insurance to
permanent, here are some questions to ask your insurer:

You Want to Leave a Legacy
The tax-free death benefit of a life insurance policy
may be a cost-effective way to leave an inheritance to
your loved ones. Permanent life insurance can be
available no matter when you die, as long as you've
kept up with the premium payments.

You May Owe Estate Taxes
Federal estate taxes are owed on estate assets that
exceed the federal estate tax exclusion ($11.7 million
in 2021). In addition, several states have their own
separate estate taxes and exemptions. Those you
leave behind can use the death benefit of your life
insurance to pay some or all of any applicable estate
taxes after your death.

The cost and availability of life insurance depend on
factors such as age, health, and the type and amount
of insurance purchased. As with most financial
decisions, there are expenses associated with the
purchase of life insurance. Policies commonly have
mortality and expense charges. In addition, if a policy
is surrendered prematurely, there may be surrender
charges and income tax implications. Withdrawals of
the accumulated cash value, up to the amount of the
premiums paid, are not subject to income tax. Loans
are also free of income tax as long as they are repaid.
Loans and withdrawals from a permanent life
insurance policy will reduce the policy's cash value
and death benefit, and could increase the chance that
the policy will lapse, and might result in a tax liability if
the policy terminates before the death of the insured.
Additional out-of-pocket payments may be needed if
actual dividends or investment returns decrease, if you
withdraw policy cash values, or if current charges
increase. Any guarantees are contingent on the
financial strength and claims-paying ability of the
issuing insurance company.
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Money Market Funds in a Low Rate Environment
After pushing interest rates gradually upward for three
years, the Federal Reserve dropped the benchmark
federal funds rate to near zero (0%–0.25%) in March
2020 to help mitigate the economic damage caused by
COVID-19.1 The funds rate affects many short-term
interest rates, including the rates on money market
mutual funds, which were already low to begin with.

The average monthly yield on 30-day taxable money
market funds dropped steadily after the Fed's move
and was down to 0.03% by the end of 2020, equivalent
to an annual percentage rate of about 0.36%.2
Considering the rock-bottom rates on some short-term
investments, this is higher than might be expected but
well below the rate of inflation.3 Even so, investors
held about $4.3 trillion in money market funds.4

What's the appeal with such a low return? Stability and
liquidity.

Cash Alternatives
Money market funds are mutual funds that invest in
cash alternatives, usually short-term debt. They seek
to preserve a stable value of $1 per share and can
generally be liquidated fairly easily.

Money market funds are typically used as the "sweep
account" for clearing brokerage transactions, and
investors often keep cash proceeds in the fund on a
temporary basis while looking for another investment.
In a volatile market, it's not unusual to see large shifts
into money market funds as investors pull out of riskier
investments and wait for an opportunity to reinvest.

Short Term vs. Long Term
Money market funds can also be useful to keep
emergency funds or other funds that might be needed
quickly, such as a down payment on a home. If you
are retired or near retirement, it might make sense to
use money market funds for near-term expenses
and/or to hold funds in a traditional IRA for required
minimum distributions, so you do not have to sell more
volatile assets.

For a long-term investing strategy, however, money
market funds are a questionable choice. You might
keep some assets in these funds to balance riskier
investments, but low yields over time can expose your
assets to inflation risk — the potential loss of purchasing
power — along with the lost opportunity to pursue
growth through other investments. This could change if
interest rates rise, but the Fed projects that the federal
funds rate will remain in the 0% to 0.25% range
through the end of 2023.5

Annual Returns on Money Market Mutual
Funds

Source: Refinitiv, 2021, 30-Day Money Market Index — All Taxable, for the
period 12/31/1999 to 12/31/2020. The performance of an unmanaged index
is not indicative of the performance of any specific security. Individuals
cannot invest directly in an index. Past performance is not a guarantee of
future results. Actual results will vary.

Money market funds are neither insured nor
guaranteed by the Federal Deposit Insurance
Corporation or any other government agency.
Although money market funds seek to preserve the
value of your investment at $1.00 per share, it is
possible to lose money by investing in such a fund.

Mutual funds are sold by prospectus. Please consider
the investment objectives, risks, charges, and
expenses carefully before investing. The prospectus,
which contains this and other information about the
investment company, can be obtained from your
financial professional. Be sure to read the prospectus
carefully before deciding whether to invest.
1, 5) Federal Reserve, 2020

2) Refinitiv, 30-Day Money Market Index — All Taxable, for the period
12/31/2019 to 12/31/2020

3) U.S. Bureau of Labor Statistics, 2021

4) Investment Company Institute, 2021 (data as of 12/29/2020)
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Is Your Home Office Also a Tax Shelter?

Prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2021

Investments purchased through the Cape Ann Savings Bank Trust & Financial Services department are not FDIC insured, not FDIC
guaranteed, not bank guaranteed and may lose principal value.

The pandemic ushered in the age of video meetings,
providing a glimpse into many kinds of home
workspaces. For many workers, a dedicated home
office became more important than ever in 2020,
though not everyone will get a tax break for having
one.

A Perk for Business Owners
Only self-employed workers, independent contractors,
and partners in certain pass-through businesses may
claim the home office deduction on their personal tax
returns.

To qualify, a home office must be the taxpayer's
principal place of business and be used regularly and
exclusively for work — not to manage personal matters
or pursue a hobby. It must be a separately identifiable
space, but not necessarily an entire room.

Prior to 2018, employees receiving a W-2 form and
corporate business owners who were required to work
at home could claim the home office deduction as a
miscellaneous itemized deduction. However, this
deduction was eliminated by the Tax Cuts and Jobs
Act for years 2018 through 2025.

Companies may reimburse employees for some home
office expenses and take a deduction on corporate tax
returns.

One Way or Another
Taxpayers who operate a trade or business out of a
qualifying home office can choose between two
different calculation methods, one of which could result
in a larger deduction.

Under the original method, eligible taxpayers can write
off a percentage of home office expenses such as
depreciation, rent, property taxes, insurance, utilities,
maintenance, and repairs. The percentage is based on
the square footage of the space used by the business
relative to the total size of the home.

A newer, simplified option allows taxpayers to claim a
flat $5 per square foot of the office, up to 300 square
feet. Thus, the deductible amount is capped at $1,500.
This simple formula doesn't take home office expenses
into account, so it's easier to figure out and generally
lightens the recordkeeping burden. However, business
owners with relatively high home expenses may be
able to claim more than $1,500 for a home office if
they use the more complex calculation method.

Sole proprietors and independent contractors take the
home office deduction as a business expense on
Schedule C, and partners use Schedule E. Either way,
small-business owners may want their tax professional
to help determine eligibility and evaluate the potential
tax savings.
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