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Mid-Year 2016: An Investment  
Reality Check
Market volatility is alive and well in 
2016. Low oil prices, China’s slowing 
growth, the prospect of rising interest 
rates, the strong U.S. dollar, global 
conflicts--all of these factors have 
contributed to turbulent markets this 
year. Many investors may be tempted 
to review their portfolios only when 
the markets hit a rough patch, but 
careful planning is essential in all 
economic climates. So whether the 
markets are up or down, reviewing 
your portfolio 
with your financial 
professional can 
be an excellent 
way to keep your 
investments on track, 
and midway through 
the year is a good 
time for a reality 
check. Here are three 
questions to consider.

1. How are my 
investments doing?
Review a summary of 
your portfolio’s total return (minus all fees) and 
compare the performance of each asset class 
against a relevant benchmark. For stocks, you 
might compare performance against the S&P 
500, Russell 2000, or Global Dow; for mutual 
funds, you might use the Lipper indexes. (Keep 
in mind that the performance of an unmanaged 
index is not indicative of the performance of any 
specific security, and you can’t invest directly in 
an unmanaged index.)

Consider any possible causes of over- or 
underperformance in each asset class. If any 
over- or underperformance was concentrated 
in a single asset class or investment, was that 
consistent with the asset’s typical behavior 
over time? Or was recent performance an 
anomaly that bears watching or taking action? 
In addition, make sure you know the total fees 
you are paying (e.g., mutual fund expense ratios, 
transaction fees), preferably as a dollar amount 
and not just as a percentage of assets.

2. Is my investment strategy on track? 
Review your financial goals (e.g., retirement, 
college, house, car, vacation fund) and market 
outlook for the remainder of the year to 

determine whether your investment asset mix 
for each goal continues to meet your time frame, 
risk tolerance, and overall needs. Of course, no 
one knows exactly what the markets will do in 
the future, but by looking at current conditions, 
you might identify factors that could influence 
the markets in the months ahead--things like 
inflation, interest rates, and economic growth 
projections from the Federal Reserve. With this 
broader perspective, you can then update your 
investment strategy as necessary.

Remember, even if you’ve chosen an appropriate 
asset allocation strategy for various goals, market 
forces may have altered your mix without any 
action on your part. For example, maybe your 

target was 70% stocks 
and 30% bonds, but now 
you have 80% stocks and 
20% bonds. To return 
your asset mix back to 
its original allocation, 
you may want to re-
balance your investments. 
This can be done by 
selling investments and 
transferring the proceeds 
to underrepresented 
asset classes, or simply by 
directing new contributions 
into asset classes that 
have been outpaced by 
others. Keep in mind that 
rebalancing may result in 

commission costs, as well as taxes if you sell 
investments for a profit.

Asset allocation does not guarantee a profit or 
protect against loss; it is a method used to help 
manage investment risk.

3. Am I maximizing my tax savings? 
Taxes can take a significant bite out of your 
overall return. You can’t control the markets, but 
you can control the accounts you use to save 
and invest, as well as the assets you choose 
to hold in those accounts. Consider the “tax 
efficiency” of your investment portfolio. Certain 
types of investments tend to result in larger tax 
bills. For example, investments that generate 
interest or produce short-term capital gains are 
taxed as ordinary income, which is usually a 
higher rate than long-term capital gains. Dividing 
assets strategically among taxable, tax-deferred, 
and tax-exempt accounts may help reduce the 
effect of taxes on your overall portfolio.

All investing involves risk, including the loss of 
principal, and there can be no guarantee that 
any investing strategy will be successful.

Remember, even if you’ve 
chosen an appropriate asset 

allocation strategy for various 
goals, market forces may have 
altered your mix without any 

action on your part.
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Q&As on Roth 401(k)s

The Roth 401(k) is 10 years old! With 
62% of employers now offering this 
option, it’s more likely than not that you 
can make Roth contributions to your 
401(k) plan.1 Are you taking advantage 
of this opportunity?.

What is a Roth 401(k) plan?
A Roth 401(k) plan is simply a traditional 401(k) plan 
that permits contributions to a designated Roth 
account within the plan. Roth 401(k) contributions 
are made on an after-tax basis, just like Roth IRA 
contributions. This means there’s no up-front tax 
benefit, but if certain conditions are met both your 
contributions and any accumulated investment 
earnings on those contributions are free of federal 
income tax when distributed from the plan.

Who can contribute?
Anyone! If you’re eligible to participate in a 401(k) 
plan with a Roth option, you can make Roth 401(k) 
contributions. Although you cannot contribute to 
a Roth IRA if you earn more than a specific dollar 
amount, there are no such income limits for a Roth 
401(k).

Are distributions really tax free?
Because your contributions are made on an after-
tax basis, they’re always free of federal income tax 
when distributed from the plan. But any investment 
earnings on your Roth contributions are tax free 
only if you meet the requirements for a “qualified 
distribution.” 

In general, a distribution is qualified if:

• It’s made after the end of a five-year holding 
period, and

• The payment is made after you turn 59½, 
become disabled, or die

The five-year holding period starts with the 
year you make your first Roth contribution to 
your employer’s 401(k) plan. For example, if you 
make your first Roth contribution to the plan in 
December 2016, then the first year of your five-
year holding period is 2016, and your waiting 
period ends on December 31, 2020. Special rules 
apply if you transfer your Roth dollars over to a 
new employer’s 401(k) plan.

If your distribution isn’t qualified (for example, 
you make a hardship withdrawal from your Roth 
account before age 59½), the portion of your 
distribution that represents investment earnings 

will be taxable and subject to a 10% early 
distribution penalty, unless an exception applies. 
(State tax rules may be different.)

How much can I contribute?
There’s an overall cap on your combined pretax 
and Roth 401(k) contributions. In 2016, you can 
contribute up to $18,000 ($24,000 if you are 
age 50 or older) to a 401(k) plan. You can split 
your contribution between Roth and pretax 
contributions any way you wish. For example, 
you can make $10,000 of Roth contributions and 
$8,000 of pretax contributions. It’s totally up to 
you.

Can I still contribute to a Roth IRA?
Yes. Your participation in a Roth 401(k) plan has no 
impact on your ability to contribute to a Roth IRA. 
You can contribute to both if you wish (assuming 
you meet the Roth IRA income limits).

What about employer contributions?
While employers don’t have to contribute to 
401(k) plans, many will match all or part of your 
contributions. Your employer can match your Roth 
contributions, your pretax contributions, or both. 
But your employer’s contributions are always 
made on a pretax basis, even if they match your 
Roth contributions. In other words, your employer’s 
contributions, and any investment earnings on 
those contributions, will be taxed when you 
receive a distribution of those dollars from the 
plan.

Can I convert my existing traditional 
401(k) balance to my Roth account?
Yes! If your plan permits, you can convert any 
portion of your 401(k) plan account (your pretax 
contributions, vested employer contributions, and 
investment earnings) to your Roth account. The 
amount you convert is subject to federal income 
tax in the year of the conversion (except for any 
after-tax contributions you’ve made), but qualified 
distributions from your Roth account will be 
entirely income tax free. The 10% early-distribution 
penalty generally doesn’t apply to amounts you 
convert.2

What else do I need to know?
Like pretax 401(k) contributions, your Roth 
contributions can be distributed only after you 
terminate employment, reach age 59½, incur a 
hardship, become disabled, or die. Also, unlike 
Roth IRAs, you must generally begin taking 
distributions from a Roth 401(k) plan after you 
reach age 70½ (or, in some cases, after you 
retire). But this isn’t as significant as it might seem, 
because you can generally roll over your Roth 
401(k) money to a Roth IRA if you don’t need or 
want the lifetime distributions.
1 Plan Sponsor Council of America, 58th Annual Survey of 
Profit Sharing and 401(k) Plans (2015) (Reflecting 2014 Plan 
Experience)
2 The 10% penalty tax may be reclaimed by the IRS if you 
take a nonqualified distribution from your Roth account 
within five years of the conversion.

Which is the better option, 
pretax or Roth contributions?
The answer depends upon your 
personal situation. If you think 
you’ll be in a similar or higher tax 
bracket when you retire, Roth 
401(k) contributions may be more 
appealing, since you’ll effectively 
lock in today’s lower tax rates. 
However, if you think you’ll be in a 
lower tax bracket when you retire, 
pretax 401(k) contributions may be 
more appropriate. Your investment 
horizon and projected investment 
results are also important factors.
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Do you have a tax refund 
waiting for you?

Each year, millions of 
dollars in tax refunds go 
unclaimed. In March 2016, 
the IRS announced that it 
was holding $950 million in 
unclaimed refunds as a result 
of taxpayers failing to file a 
federal income tax return for 
2012. (Source: IR-2016-38, 
March 10, 2016) 

You may have missed out 
on a potential tax refund 
because you earned income 
and had taxes withheld but 
weren’t required to file a tax 
return, or if you were eligible 
for refundable tax credits 
(where the amount of the 
credit you qualify for exceeds 
the amount of tax you owe). 
Even if you did file a tax 
return, your refund may have 
been undeliverable if your 
address was incorrect.

For more information on 
finding and claiming missing 
federal income tax refunds, 
visit irs.gov.

Finding and Claiming  
Forgotten Funds

As a child, you may have dreamed about 
finding buried treasure, but you probably 
realized at an early age that it was 
unlikely you would discover a chest full of 
pirate booty. However, the possibility that 
you have unclaimed funds or other assets 
waiting for you is not a fantasy.

According to the National Association 
of Unclaimed Property Administrators 
(NAUPA), $41.7 billion is waiting to be 
returned by state unclaimed property 
programs. So how do you find what is 
owed to you, even if it’s not a fortune? 

State unclaimed property programs
Every state has an unclaimed property program that 
requires companies and financial institutions to turn 
account assets over to the state if they have lost 
contact with the rightful owner for one year or longer 
(such as when the account has been inactive). It 
then becomes the state’s responsibility to locate the 
owner. State-held property generally can be claimed 
in perpetuity by original owners and heirs.

For state programs, unclaimed property might include 
the following:

• Financial accounts

• Stocks

• Uncashed dividend or payroll checks

• Utility deposits

• Insurance payments and policies

• Trust distributions

• Mineral royalty payments

• Contents of safe-deposit boxes

To see whether you have unclaimed assets, you 
may have to search your state’s database and 
the databases of states where you formerly lived 
or worked. It’s possible that funds or assets are 
still waiting for you even if you moved away years 
ago. Fortunately, most states participate in a 
national database that you can search for free at 
MissingMoney.com.

Finding “lost” life insurance policies might take some 
legwork. Life insurance companies that can’t locate 
a beneficiary must generally turn over benefits from 

an individual policy to state unclaimed property 
programs, but might not do so if the company does 
not know that the policy owner has passed away. 
If you believe that a family member owned life 
insurance but can’t find the physical policy, you may 
need to look for evidence of it by searching personal 
records and files (assuming you have the authority to 
do so) or by contacting the policy owner’s insurance 
agent, attorney, or other financial professionals.

Federal unclaimed property programs
The federal government also tracks unclaimed 
property, including:

• Tax refunds

• Pension funds

• Funds from failed banks and credit unions

• Funds owed investors from U.S. SEC 
enforcement cases

• Refunds from FHA-insured mortgages

• Unredeemed savings bonds that are no longer 
earning interest

Unlike states, the federal government does not have 
a central website for finding unclaimed money or 
assets, so you’ll need to check a number of sources, 
including one of the biggest sources of unclaimed 
funds--the IRS--at irs.gov. To find out more about 
other federal programs that may hold unclaimed 
property, visit the NAUPA website, unclaimed.org.

Submitting a claim
To claim property, follow the instructions given, which 
will vary by the type of asset and where the property 
is held. You’ll need to verify ownership, typically by 
providing information about yourself (such as your 
Social Security number and proof of address), and 
submit a claim form either online or by mail.

What if the listed property owner is deceased? A 
claim may be made by a survivor and will be payable 
according to state or federal law. For life insurance, 
you may need the full name and Social Security 
number of the deceased individual, a copy of the 
death certificate, and in some cases proof that you 
were the named beneficiary.

Be careful
Private companies may be paid to locate rightful 
owners and/or offer to help rightful owners obtain 
property for a fee, but legitimate companies will 
ask you to pay only after you receive your property. 
State laws limit fees companies charge, so check 
with your state before you sign any agreement. 
However, in most cases you should be able to 
find the same property for free by checking state 
or federal databases. Carefully check out anyone 
who contacts you, because some scammers will 
claim to have property or represent that they are 
from a government agency in order to obtain other 
information about you or your finances. For more 
information about protecting yourself, visit the 
Federal Trade Commission’s consumer information 
site, consumer.ftc.gov.
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While the U.S. government has issued 13 types of savings 
bonds, there are currently only two series available for purchase 
through the U.S. Treasury Department: Series EE bonds and 
Series I bonds. U.S. savings bonds are non-marketable securities, 
which means you can’t resell them unless you’re authorized as 
an issuing or redeeming agent by the U.S. Treasury Department. 
Savings bonds are guaranteed by the federal government as to 
the timely payment of principal and interest.

You can buy Series EE bonds and I bonds in any amount from $25 
up to $10,000, which is the maximum amount you can purchase for 
each bond type per calendar year. In other words, you may buy a 
total of $10,000 annually in both EE and I bonds, for an annual total 
of $20,000 for the two types combined.

Series EE bonds earn a fixed rate of interest as long as you hold 
them, up to 30 years. You’ll know the interest rate the bond will 
earn when you buy it. The U.S. Treasury announces the rate each 
May 1 (for new EE bonds issued between May 1 and October 31) 
and November 1 (for new EE bonds issued between November 1 
and April 30).

Series I bonds are similar to EE bonds, but I bonds offer some 
protection against inflation by paying interest based on a 
combination of a fixed rate and a rate tied to the semi-annual 
inflation rate. The fixed rate component doesn’t change, whereas 
the rate tied to inflation is recalculated and can change every six 
months. The total interest (fixed and inflation adjusted) compounds 
semi-annually.

In any case, the interest on EE or I savings bonds isn’t paid to you 
until you cash in the bonds. You can cash in EE bonds or I bonds 
any time after one year, but if you cash them out before five years, 
you lose the last three months of interest. 

The interest earned on both EE and I bonds is generally exempt 
from state income tax but subject to federal income tax. Interest 
income may be excluded from federal income tax when bonds are 
used to finance higher-education expenses, although restrictions 
may apply.

How many types of government savings bonds are there, and 
what’s the difference between them?

IMPORTANT DISCLOSURES

Broadridge Investor Communication Solutions, Inc. and Allegis do not provide tax, or legal advice. 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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