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QUARTER 1 UPDATE

ASSESSING PORTFOLIO PERFORMANCE: Choose Your Benchmarks Wisely INSIDE THIS

You can't help but hear about the frequent ups and downs of the Dow Jones | S S U E
Industrial Average or the S&P 500 index. The performance of both major
indexes is widely reported and analyzed in detail by financial news outlets
around the nation. Like the Dow, the S&P 500 tracks the stocks of large . Assessing Portfolio
domestic companies. With 500 stocks compared to the Dow's 30, the S&P
500 comprises a much broader segment of the stock market and is
considered to be representative of U.S. stocks in general. Both indexes are generally useful tools for Your Benchmarks Wisely
tracking stock market trends, but some investors mistakenly think of them as benchmarks for how
well their own portfolios should be doing.

Performance: Choose

. + Welcome Nathaniel Tagtow
However, it doesn't make much sense to compare a broadly diversified, multi-asset portfolio to

just one of its own components. Expecting portfolio returns to meet or beat "the market” is
usually unrealistic, unless you are willing to expose 100% of your life savings to the risk and « Estate Planning Strategies in

volatility associated with stock investments. a Low-Interest-Rate Environment

Asset allocation: 1t’s personal

Just about every financial market in the world is tracked by one or more indexes that investors . L
can use to look at current and historical performance. In fact, there are hundreds of indexes « Taxes, Retirement, and Timing
based on a wide variety of asset classes (stocks/bonds), market segments (large/small cap), and Social Security
styles (growth/value).

Investor portfolios are typically divided among asset classes that tend to perform differently
under different market conditions. An appropriate mix of stocks, bonds, and other investments
depends on the investor's age, risk tolerance, and financial goals. What should | know?

» Storing Financial Documents

Consequently, there may or may not be a single benchmark that matches your actual holdings
and the composition of your individual portfolio. It could take a combination of several
benchmarks to provide a meaningful performance picture.

Keep the proper perspective
Seasoned investors understand that short-term results may have little to do with the effectiveness TR UST &
of a long-term investment strategy. Even so, the desire to become a more disciplined investor is

often tested by the arrival of quarterly or annual financial statements. | NVESTMENTS

The main problem with making decisions based on last year's performance figures is that asset classes,
market segments, or industries that do well during one period don't always continue to perform as well.
When an investment experiences dramatic upside performance, it may mean that much of the 1104 Sunset Drive, Ste. B
opportunity for market gains has already passed. Conversely, moving out of an investment when it has a Norwalk, IA 50211
down year could mean you are no longer in a position to benefit when that segment starts to recover. 515-981-1400

On the other hand, portfolios that are left unattended may drift and begin to take on too much risk or trustandinvestments@
become too conservative. Rebalancing periodically could help bring your asset mix back in line with your
preferred allocation.

CITY STATE

citystatebank.com

There's really nothing you can do about global economic conditions or the level of returns delivered by
the financial markets, but you can control the composition of your portfolio. Evaluating investment results

through the correct lens may help you make appropriate adjustments and effectively plan for the future. www.citystatebank.com
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WELCOME
NATHANIEL TAGTOW

City State Bank Trust & Investments is
pleased to announce our newest employee,
Nathaniel Tagtow.

Nathaniel has been named Trust & Estate
Officer and works out of our Norwalk office
where he specializes in trust and estate work.
He worked for 6 years in private practice

law and most recently worked in the Trust
department for Lincoln Savings Bank before
coming to City State Bank.

Nathaniel and his wife, Andrea, live in
Norwalk with their 2 142 year old son,
Camden. We are thrilled to welcome him to
our team and know he will bring even more
knowledge and services to you, our
customers. Please feel free to contact
Nathaniel for all your trust and estate
needs at 515-981-1400 or at
ntagtow@citystatebank.com.

Low interest rates favor certain estate
planning strategies over others, and the
interest rates used by the IRS are at or near
historic lows.

There may be costs and expenses associated
with any of these strategies. Also, payments
from these strategies are not guaranteed.

ESTATE PLANNING STRATEGIES IN A
LOW-INTEREST-RATE ENVIRONMENT

The federal government requires the use of certain published interest rates to value various items
used in estate planning, such as an income, annuity, or remainder interest in a trust. The gov-
ernment also specifies interest rates that a taxpayer may be deemed to use in connection with
certain installment sales or intra-family loans. These rates are currently at or near historic lows,
presenting several estate planning opportunities.

Low interest rates favor certain estate planning strategies over others. For example, low interest
rates are generally beneficial for a grantor retained annuity trust (GRAT), a charitable lead annuity
trust (CLAT), an installment sale, and a low-interest loan. On the other hand, low interest rates
generally have a detrimental effect on a qualified personal residence trust (QPRT) and a charitable
gift annuity. But interest rates have little or no effect on a charitable remainder unitrust (CRUT).

Grantor retained annuity trust (GRAT)

In a GRAT, you transfer property to a trust, but retain a right to annuity payments for a term of
years. After the trust term ends, the remaining trust property passes to your designated beneficia-
ries, such as family members. The value of the gift of the remainder interest is discounted for gift
tax purposes to reflect that it will be received in the future. Also, if you survive the trust term, the
trust property is not included in your gross estate for estate tax purposes. If the rate of apprecia-
tion is greater than the IRS interest rate, a higher value of trust assets escapes gift and estate
taxation. Consequently, the lower the IRS interest rate, the more effective this technique can be.
Charitable lead annuity trust (CLAT) In a CLAT, you transfer property to a trust, giving a charity
the right to annuity payments for a term of years. After the trust term ends, the remaining trust
property passes to your designated beneficiaries, such as family members. This trust is similar to
a GRAT, except that you get a gift tax charitable deduction. Also, if the CLAT is structured so that
you are taxed on trust income, you receive an up-front income tax charitable deduction for the
gift of the annuity interest. Like with a GRAT, the lower the IRS interest rate, the more effective
this technique can be.

Installment sale

If you enter into an installment sale with family members, you can generally defer the taxation
of any gain on the property sold until the installment payments are received. However, if the family
member resells the property within two years of your installment sale, any deferred gain will
generally be accelerated. The two-year limit does not apply to stocks that are sold on an established
securities market. You are generally required to charge an adequate interest rate in return for the
opportunity to pay in installments, or interest will be deemed to be charged for income tax and gift
tax purposes. However, with the current low interest rates, your family members can pay for the
property in installments while paying only a minimal interest cost for the benefit of doing so.

Low-interest loan

A low-interest loan to family members might also be a useful strategy. You are generally required
to charge an adequate interest rate on the loan for the use of the money, or interest will be
deemed to be charged for income tax and gift tax purposes. However, with the current low inter-
est rates, you can provide loans at a very low rate, and family members can effectively keep any
earnings in excess of the interest they are required to pay you.

Effect of low rates on other strategies

¢ Charitable remainder unitrust: You transfer property to a trust, retaining a stream of pay-
ments for life or a number of years, after which the remainder passes to charity. You receive a
current charitable deduction for the gift of the remainder interest. Interest rates have no effect

if payments are made annually at the beginning of each year, and low interest rates have only a
minimal detrimental effect if payments are made in any other way.

¢ Qualified personal residence trust: You transfer your personal residence to a trust, retain-
ing the right to live in the home for a period of years, after which the residence passes to your
designated beneficiaries. The value of the gift of the remainder interest is discounted for gift tax
purposes to reflect that it will be received in the future. The lower the IRS interest rate, the less
effective this technique can be.

¢ Charitable gift annuity: You transfer property to a charity in return for the charity's promise to
make annuity payments for your life (or for the lifetimes of you and your spouse). You receive a cur-
rent charitable deduction for the gift of the remainder interest. The lower the interest rate, the lower
the amount of your charitable deduction. Also, charities have generally been forced to reduce payout
rates offered because of economic uncertainties and the low-interest-rate environment.



The advantages of tax deferral are often emphasized when it comes to saving for retirement. So

it might seem like a good idea to hold off on taking taxable distributions from retirement plans

for as long as possible. (Note: Required minimum distributions from non-Roth IRAs and qualified
retirement plans must generally start at age 70%2.) But sometimes it may make more sense to take
taxable distributions from retirement plans in the early years of retirement while deferring the start
of Social Security retirement benefits.

Some basics

Up to 50% of your Social Security benefits are taxable if your modified adjusted gross income
(MAG]I) plus one-half of your Social Security benefits falls within the following ranges: $32,000 to
$44.000 for married filing jointly; and $25,000 to $34,000 for single, head of household, or married
filing separately (if you've lived apart all year). Up to 85% of your Social Security benefits are tax-
able if your MAGI plus one-half of your Social Security benefits exceeds those ranges or if you are
married filing separately and lived with your spouse at any time during the year. For this purpose,
MAGI means adjusted gross income increased by certain items, such as tax-exempt interest, that are
otherwise excluded or deducted from your income for regular income tax purposes. Social Security
retirement benefits are reduced if started prior to your full retirement age (FRA) and increased if
started after your FRA (up to age 70). FRA ranges from 66 to 67, depending on your year of birth.
Distributions from non-Roth IRAs and qualified retirement plans are generally fully taxable unless
nondeductible contributions have been made.

Accelerate income, defer Social Security

It can sometimes make sense to delay the start of Social Security benefits to a later age (up to

age 70) and take taxable withdrawals from retirement accounts in the early years of retirement to
make up for the delayed Social Security benefits. If you delay the start of Social Security benefits,
your monthly benefits will be higher. And because you've taken taxable distributions from your
retirement plans in the early years of retirement, it's possible that your required minimum distribu-
tions will be smaller in the later years of retirement when you're also receiving more income from
Social Security. And smaller taxable withdrawals will result in a lower MAGI, which could mean the
amount of Social Security benefits subject to federal income tax is reduced. Factors, including your
income level, the size of the taxable withdrawals from your retirement savings plans, and how many
years you ultimately receive Social Security retirement benefits need to be considered.

Example

Mary, a single individual, wants to retire at age 62. She can receive Social Security retirement
benefits of $18,000 per year starting at age 62 or $31,680 per year starting at age 70 (before cost-
of-living adjustments). She has traditional IRA assets of $300,000 that will be fully taxable when
distributed. She has other income that is taxable (disregarding Social Security benefits and the IRA)
of $27,000 per year. Assume she can earn a 6% annual rate of return on her investments and that
Social Security benefits receive annual 2.4% cost-of-living increases. Assume tax is calculated using
the 2015 tax rates and brackets, personal exemption, and standard deduction.

Option 1. One option is for Mary to start taking Social Security benefits of $18,000 per year at
age 62 and take monthly distributions from the IRA that total about $21,852 annually.

Option 2. Alternatively, Mary could delay Social Security benefits to age 70, when her benefits
would start at $38,299 per year after cost-of-living increases. To make up for the Social Security
benefits she's not receiving from ages 62 to 69, during each of those years she withdraws about
$40,769 to $44,094 from the traditional IRA - an amount approximately equal to the lost Social
Security benefits plus the amount that would have been withdrawn from the traditional IRA under
the age 62 scenario (plus a little extra to make the after-tax incomes under the two scenarios closer
for those years).

When Social Security retirement benefits start at age 70, she reduces monthly distributions

from the IRA to about $4,348 annually. Mary's after-tax income in each scenario is approximately

the same during the first 8 years. Starting at age 70, however, Mary's after-tax income is higher in

the second scenario, and the total cumulative benefit increases significantly with the total number
of years Social Security benefits are received.

*This hypothetical example is for
illustrative purposes only, and its
results are not representative of any
specific investment or mix of
investments. Actual rates of return
and results will vary. The example
assumes that earnings are taxed as
ordinary income and does not
reflect possible lower maximum tax
rates on capital gains and dividends,
as well as the tax treatment of
investment losses, which would
make the return more favorable.
Investment fees and expenses have
not been deducted. If they had
been, the results would have been
lower. You should consider your
personal investment horizon and
income tax brackets, both current
and anticipated, when making an
investment decision as these may

further impact the results of the
comparison. Investments offering
the potential for higher rates of
return also involve a higher degree
of risk to principal.



CITY STATE

O TRUST &

'
BANK INVESTMENTS

IMPORTANT
DISCLOSURES

City State Bank, or Broadridge
Investor Communication Solutions,
Inc. 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.

Not FDIC Insured - Not a bank
deposit or product - Not
guaranteed by bank - May lose
value and is subject to invest-
ment risk including possible
loss of principal.

Mount Ayr

103 W. South St.
Mount Ayr, IA 50854 New Virginia, IA 50210 Norwalk, IA 50211 Norwalk, IA 50211
641-464-3555

WHAT SHOULD | KNOW ABOUT STORING MY
FINANCIAL DOCUMENTS IN THE CLOUD?

Cloud storage - using Internet-based service providers to store digital assets such as books, music,
videos, photos, and even important documents including financial statements and contracts - has
become increasingly popular in recent years. But is it right for you?

Opinions vary on whether to store your most sensitive information in the cloud. While some experts
say you should physically store items you're not willing to lose or expose publicly, others contend that
high-security cloud options are available.

If you're thinking about cloud storage for your financial documents, consider the following:

* Evaluate the provider's reputation. Is the service well known, well tested, and well reviewed by
information security experts?

* Consider the provider's own security and redundancy procedures. Look for such features as two-
factor authentication and complex password requirements. Does it have copies of your data on
servers at multiple geographic locations, so that a disaster in one area won't result in an
irretrievable loss of data?

* Review the provider's service agreement and terms and conditions. Make sure you understand how
your data will be protected and what recourse you have in the event of a breach or loss. Also under-
stand what happens when you delete a file - will it be completely removed from all servers? In the
event a government subpoena is issued, must the service provider hand over the data?

* Consider encryption processes, which prevent access to your data without your personal password
(including access by people who work for the service provider). Will you be using a browser or app
that provides for data encryption during transfer? And once your data is stored on the cloud
servers, will it continue to be encrypted?

* Make sure you have complex passwords and never share your passwords with anyone.

WHAT'S THE BEST WAY TO BACK UP MY
DIGITAL INFORMATION?

If you have digital assets that you don't want to risk losing forever - including photos, videos, original
recordings, financial documents, and other materials - you'll want to be sure to back them up regularly.
And it's not just materials on your personal computer, but your mobile devices as well. Depending on
how much you use your devices, you may want to back them up as frequently as every few days.

A good rule to follow is the 3-2-1 rule. This rule helps reduce the risk that any one event - such
as a fire, theft, or hack - will destroy or compromise both your primary data and all your backups.

* Have at least three copies of your data. This means a minimum of the original plus two backups.
In the world of computer redundancy, more is definitely better.

* Use at least two different formats. For example, you might have one copy on an external hard drive
and another on a flash drive, or one copy on a flash drive and another using a cloud-based service.

* Ensure that at least one backup copy is stored offsite. You could store your external hard drive in
a safe-deposit box or at a trusted friend or family member's house. Cloud storage is also consid-
ered offsite. If a cloud service is one of your backup tactics, be sure to review carefully its policies
and procedures for security and backup of its servers. Another good idea is to encrypt (that is, create
strong passwords that only you know) to protect sensitive documents and your external drives.

CONTACT INFORMATION

Grimes Indianola Madrid

100 NE Jacob St 1510 N. 1st St. 105 E. 2nd St.
Grimes, 1A 50111 Indianola, IA 50125  Madrid, IA 50156
515-986-2265 515-961-7000 515-795-3807

Martensdale
368 N. Hwy 28
Martensdale, IA 50160
641-764-2265

Trust & Investments* Insurance Services**
1104 Sunset Dr,, Ste B 1037 Sunset Drive
Norwalk, 1A 50211
515-981-0434

Norwalk
801 Main St.

New Virginia
501 West St.

641-449-3314 515-981-4234 515-981-1400

* Not FDIC insured. Not deposits or other obligations of bank and are not guaranteed by bank.
Are subject to investment risk, including possible loss of principal. “**Not a deposit. Not FDIC insured.
Not insured by any federal government agency. Not guaranteed by the bank. May go down in value.



