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Merger and acquisition
(M&A) activity in North
America and Europe
reached its second highest
level on record in 2018.
There were 19,501 deals
worth $3.6 trillion — a 6.3%
increase in deal volume
over 2017. There was also
a rise in mega deals exceeding $10 billion.1
Collectively, U.S. corporations had plenty of
cash to spend after a long string of solid profits
and a significant tax cut.2 High stock prices
also provided plenty of equity for deals
involving the exchange of stock, while
relatively-low borrowing costs made it possible
to finance acquisitions.
The primary goal of a merger or an acquisition
is to boost earnings growth by expanding
operations, gaining market share, or becoming
more efficient. Here's a closer look at these
important transactions and some possible
implications for investors.

Deal-making terms
An acquisition is the purchase of one company
by another that is paid for with stock, cash, or
both. The target firm is absorbed by the buyer,
and the buyer's stock continues to trade. The
target firm's shareholders may receive stock in
the buying company and/or have the option to
sell their shares at a set price.
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A true merger occurs when two companies of
roughly equal size combine into one and issue
new stock. In this case, stockholders of both
companies generally receive shares in the new
company. Some transactions that are
technically acquisitions are announced as
mergers when the deals are friendly, with both
sides agreeing to fair terms. When one
company purchases a controlling interest in
another against the wishes of the target, it's
known as a hostile takeover; these transactions
are typically announced as acquisitions.

Bigger corporations typically benefit from
economies of scale, which enables them to
negotiate lower prices for larger orders with
suppliers. In addition, combining two
workforces into one often results in headcount
reductions. Some mergers result in industry
consolidation, but government regulators may
scrutinize deals and/or block mergers that
threaten competition. In other cases,
companies may join forces across industries for
strategic reasons or to diversify their lines of
business. Disruptive competition from
technology giants is one reason companies
have been pursuing large mergers and novel
cross-sector acquisitions.3

For better or worse
A successful merger should create shareholder
value greater than the combined value of the
separate companies. To accomplish this, the
buyer must have an accurate assessment of
how much the target company is worth.
When a deal is first announced, the share
prices of both companies are likely to move up
or down based solely on investor expectations.
Of course, even a well-received merger could
eventually be viewed as a disappointment if the
merger fails to create enough value.
When a company pays more than the value of
the other company's assets, the difference is
recorded as "goodwill" so that assets match up
with liabilities. Sooner or later, underperforming
companies may have to take a write-down in
that goodwill value, causing the company's
share price to be discounted. Thus, only time
will tell whether any particular deal will pay off
in the form of future earnings growth or investor
returns.
The return and principal value of stocks
fluctuate with changes in market conditions.
Shares, when sold, may be worth more or less
than their original cost. Investments offering the
potential for higher rates of return also involve
higher risk.

Benefits and opportunities
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Synergy is the financial benefit that is expected
from the joining of two companies. This might
be achieved by increasing revenue, gaining
access to talent or technology, or cutting costs.
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Five Retirement Lessons from Today's Retirees
Each year for its Retirement Confidence
Survey, the Employee Benefit Research
Institute (EBRI) surveys 1,000 workers and
1,000 retirees to assess how confident they are
in their ability to afford a comfortable retirement.
Once again, in 2019, retirees expressed
stronger confidence than workers: 82% of
retirees reported feeling "very" or "somewhat"
confident, compared with 67% of workers. A
closer look at some of the survey results
reveals various lessons today's workers can
learn from current retirees.
EBRI consistently finds that
setting a savings goal
increases the level of
confidence among today's
workers. Despite that fact,
just 42% of survey
respondents have tried to
determine a total retirement
savings goal, and less than
one-third have tried to
calculate how much they
may need for medical
expenses. Of those who
have calculated a total
savings goal, 34% have
found they will need $1
million or more to retire
comfortably.
Source: 2019 Retirement
Confidence Survey, EBRI

Current sources of retiree income
Let's start with a breakdown of the percentage
of retirees who said the following resources
provide at least a minor source of income:
•
•
•
•
•
•

Social Security: 88%
Personal savings and investments: 69%
Defined benefit/traditional pension plan: 64%
Individual retirement account: 61%
Workplace retirement savings plan: 54%
Product that guarantees monthly income:
33%
• Work for pay: 25%

Estimating retirement age is one area where
workers may want to hope for the best but
prepare for the worst.

Lesson 3: Income is largely a result of
individual savings efforts
Even though 64% of current retirees have
defined benefit or pension plans, an even larger
percentage say they rely on current savings
and investments, and more than half rely on
income from IRAs and/or workplace plans.
Current workers are much less likely to have
defined benefit or pension plans, so it is even
more important that they focus on their own
savings efforts.
Fortunately, workers appear to be recognizing
this fact, as 82% said they expect their
workplace retirement savings plan to be a
source of income in retirement, with more than
half saying they expect employer plans to play
a "major" role.

Lesson 4: Some expenses, particularly
health care, may be higher than
expected

While most retirees said their expenses were
"about the same" or "lower than expected,"
approximately a third said their overall
Lesson 1: Don't count on work-related
expenses were higher than anticipated. Nearly
earnings
four out of 10 said health care or dental
Perhaps the most striking percentage is the last expenses were higher.
one, given that 74% of today's workers expect
Workers may want to take heed from this data
work-related earnings to be at least a minor
and calculate a savings goal that accounts
source of income in retirement. Currently, just
specifically for health-care expenses. They may
one in four retirees works for pay.
also want to familiarize themselves with what
Lesson 2: Have realistic expectations
Medicare does and does not cover (e.g., dental
for retirement age
and vision costs are not covered) and think
Building upon Lesson 1, it may benefit workers strategically about a health savings account if
they have the opportunity to utilize one at work.
to proceed with caution when estimating their
retirement age, as the Retirement Confidence
Lesson 5: Keep debt under control
Survey consistently finds a big gap between
Just 26% of retirees indicated that debt is a
workers' expectations and retirees' actual
problem, while 60% of workers said this is the
retirement age.
case for them. Unfortunately, debt can hinder
In 2019, the gap is three years: Workers said
retirement savings success: seven in 10
they expect to retire at the median age of 65,
workers reported that their non-mortgage debt
whereas retirees said they retired at a median
has affected their ability to save for retirement.
age of 62. Three years can make a big
Also consider that 32% of workers with a major
difference when it comes to figuring out how
debt problem were not at all confident about
much workers need to accumulate by their first having enough money to live comfortably in
year of retirement. Moreover, 34% of workers
retirement, compared with just 5% of workers
reported that they plan to retire at age 70 or
who don't have a debt problem.
older (or not at all), while just 6% of current
As part of their overall financial strategy,
retirees fell into this category. In fact, almost
40% of retirees said they retired before age 60. workers may want to develop a plan to pay
The reality is that more than four in 10 retirees down as much debt as possible prior to
retirement.
retired earlier than planned, often due to a
health issue or change in their organizations.
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Charitable Giving After Tax Reform
Tax reform changes to the standard deduction
and itemized deductions may affect your ability
to obtain an income tax benefit from charitable
giving. Projecting how you'll be affected by
these changes while there's still time to take
action is important.

Income tax benefit of charitable giving

Some of the recent changes
to the standard deduction
and itemized deductions
may affect your ability to
obtain an income tax benefit
from your charitable
contributions. Incorporating
charitable giving into your
year-end tax planning may
be even more important
now. If you are age 70½ or
older and have a traditional
IRA, you may wish to
consider a qualified
charitable distribution.

If you itemize deductions on your federal
income tax return, you can generally deduct
your gifts to qualified charities. However, many
itemized deductions have been eliminated or
restricted, and the standard deduction has
substantially increased. You can generally
choose to take the standard deduction or to
itemize deductions. As a result of the changes,
far fewer taxpayers will be able to reduce their
taxes by itemizing deductions.
Taxpayers whose total itemized deductions
other than charitable contributions would be
less than the standard deduction (including
adjustments for being blind or age 65 or older)
effectively have less of a tax savings incentive
to make charitable gifts. For example, assume
that a married couple, both age 65, have total
itemized deductions (other than charitable
contributions) of $15,000. They would have a
standard deduction of $27,000 in 2019. The
couple would effectively receive no tax savings
for the first $12,000 of charitable contributions
they make. Even with a $12,000 charitable
deduction, total itemized deductions of $27,000
would not exceed their standard deduction.
Taxpayers whose total itemized deductions
other than charitable contributions equal or
exceed the standard deduction (including
adjustments for being blind or age 65 or older)
generally receive a tax benefit from charitable
contributions equal to the income taxes saved.
For example, assume that a married couple,
both age 65, have total itemized deductions
(other than charitable contributions) of $30,000.
They would be entitled to a standard deduction
of $27,000 in 2019. If they are in the 24%
income tax bracket and make a charitable
contribution of $10,000, they would reduce their
income taxes by $2,400 ($10,000 charitable
deduction x 24% tax rate).
However, the amount of your income tax
charitable deduction may be limited to certain
percentages of your adjusted gross income
(AGI). For example, your deduction for gifts of
cash to public charities is generally limited to
60% of your AGI for the year, and other gifts to
charity are typically limited to 30% or 20% of
your AGI. Charitable deductions that exceed
the AGI limits may generally be carried over
and deducted over the next five years, subject
to the income percentage limits in those years.

Year-end tax planning
When making charitable gifts during the year,
you should consider them as part of your
year-end tax planning. Typically, you have a
certain amount of control over the timing of
income and expenses. You generally want to
time your recognition of income so that it will be
taxed at the lowest rate possible, and to time
your deductible expenses so they can be
claimed in years when you are in a higher tax
bracket.
For example, if you expect that you will be in a
higher tax bracket next year, it may make
sense to wait and make the charitable
contribution in January so you can take the
deduction next year when the deduction results
in a greater tax benefit. Or you might shift the
charitable contribution, along with other
itemized deductions, into a year when your
itemized deductions would be greater than the
standard deduction amount. And if the income
percentage limits above are a concern in one
year, you might consider ways to shift income
into that year or shift deductions out of that
year, so that a larger charitable deduction is
available for that year. A tax professional can
help you evaluate your individual tax situation.

Qualified charitable distribution (QCD)
If you are age 70½ or older, you can make
tax-free charitable donations directly from your
IRAs (other than SEP and SIMPLE IRAs) to a
qualified charity. The distribution must be one
that would otherwise be taxable to you. You
can exclude up to $100,000 of these QCDs
from your gross income each year. And if you
file a joint return, your spouse (if 70½ or older)
can exclude an additional $100,000 of QCDs.
You cannot deduct QCDs as a charitable
contribution because the QCD is excluded from
your gross income. In order to get a tax benefit
from your charitable contribution without this
special rule, you would have to itemize
deductions, and your charitable deduction could
be limited by the percentage of AGI limitations.
QCDs may allow you to claim the standard
deduction and exclude the QCD from income.
QCDs count toward satisfying any required
minimum distributions (RMDs) that you would
otherwise have to receive from your IRA, just
as if you had received an actual distribution
from the plan.
Caution: Your QCD cannot be made to a
private foundation, donor-advised fund, or
supporting organization. Further, the gift cannot
be made in exchange for a charitable gift
annuity or to a charitable remainder trust.
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What health services aren't covered by Medicare?
Original Medicare — Part A
hospital insurance and Part B
medical insurance — offers
broad coverage, but many
services are not covered.
Some may be fully or partially covered by a
Part C Medicare Advantage Plan, which
replaces Original Medicare, or a Medigap
policy, which supplements Original Medicare.
Both are offered by Medicare-approved private
insurers. (You cannot have both a Medicare
Advantage Plan and a Medigap policy.)

Dental and vision care. Original Medicare
does not cover routine dental or vision care.
Some Medicare Advantage and Medigap plans
may offer coverage for either or both of these
needs. You might also consider private dental
and/or vision insurance.
Hearing care and hearing aids. Some
Medicare Advantage plans may cover hearing
aids and exams.

Medical care outside the United States.
Original Medicare does not offer coverage
outside the United States. Some Medicare
Whether you are looking forward to Medicare in Advantage and Medigap plans offer coverage
the future or are already enrolled, you should
for emergency care abroad. You can also
consider these potential expenses.
purchase a private travel insurance policy.
Deductibles, copays, and coinsurance.
Costs for covered services can add up, and —
unlike most private insurance — there is no
annual out-of-pocket maximum. Medicare
Advantage and Medigap plans may pay all or a
percentage of these costs and may include an
out-of-pocket maximum.

Long-term care. Medicare does not cover
"custodial care" in a nursing home or home
health care. You may be able to purchase
long-term care (LTC) insurance from private
insurers.

A complete statement of coverage, including
exclusions, exceptions, and limitations, is found
Prescription drugs. For coverage, you need to only in the LTC insurance policy. It should be
enroll in a Part D prescription drug plan or a
noted that LTC insurance carriers have the
Medicare Advantage plan that includes drug
discretion to raise their rates and remove their
coverage.
products from the marketplace.

How much money should a family borrow for college?
There is no magic formula to
determine how much you or
your child should borrow for
college. But there is such a
thing as borrowing too much.
How much is too much? One guideline is for
students to borrow no more than their expected
first-year starting salary after college, which, in
turn, depends on a student's particular major
and/or job prospects.
But this guideline is simply that — a guideline.
Just as many homeowners got burned in the
housing crisis by taking out larger mortgages
than they could afford, families can get burned
by borrowing amounts for college that seemed
reasonable at the time but now, in hindsight,
are not.
Keep in mind that student loans will need to be
paid back over a term of 10 years (possibly
longer). A lot can happen during that time.
What if a student's assumptions about future
earnings don't pan out? Will student loans still
be manageable when other expenses like rent,
utilities, and/or car expenses come into play?
What if a borrower steps out of the workforce
for an extended period of time to care for
children and isn't earning an income? There are

many variables, and every student's situation is
different. A loan deferment is available in
certain situations, but postponing loan
payments only kicks the can down the road.
To build in room for the unexpected, a smarter
strategy may be for undergraduate students to
borrow no more than the federal student loan
limit, which is currently $27,000 for four years of
college. Over a 10-year term with a 5.05%
interest rate (the current 2018-2019 rate on
federal Direct Loans), this equals a monthly
payment of $287. If a student borrows more by
adding in co-signed private loans, the monthly
payment will jump, for example, to $425 for
$40,000 in loans (at the same interest rate) and
to $638 for $60,000 in loans. Before borrowing
any amount, students should know exactly what
their monthly payment will be. And remember:
Only federal student loans offer income-based
repayment (IBR) options.
As for parents, there is no one-size-fits-all rule
on how much to borrow. Many factors come
into play, including the number of children in the
family, total household income and assets, and
current and projected retirement savings. The
overall goal, though, is to borrow as little as
possible.
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