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Taking Your Retirement Savings with You
You’re on the move, about to switch employers or retire, and you have money in your workplace retirement savings plan.  You don’t like the idea of leaving your money behind in the plan when you go, and the plan rules say you don’t have to.  So it’s decision time.  Should you move your savings into another tax deferred account or simply take the ash?  
Move It or Pay the Price
The tax law encourages you to keep your retirement savings in a tax deferred account.  No distributions are required until after you turn age 70-1/2.*  On the other hand, early distributions are discouraged through the imposition of a 10% tax penalty.  When it applies, the 10% penalty has to be paid in addition to regular federal (and possibly state) income tax.  With federal income tax rates currently as high as 35%, you can easily see the bite that taxes could take from your distribution if you were to take the cash.
Rollover Relief 
Moving your money into another tax deferred account avoids the immediate tax bill.  As long as your distribution is eligible for rollover, you can roll it into an individual retirement account (IRA).  AS for a rollover to a new employer’s plan, check with the employer – the plan may or may not accept rollover contributions.

Typically, the best way to accomplish a rollover is through a direct trustee-to-trustee transfer from the old plan to the new plan or IRA.  It’s easy, and nothing is likely to go wrong.

Taking the distribution and rolling it over yourself within 60 days is another possibility.  This option gives you the use of the money for a brief period.  But don’t count on receiving the full amount if you go this route.  Your plan will have to withhold 20% and send it to the IRS to put toward your federal income tax liability for the year.  To complete your rollover, you’ll have to replace the 20% with money from another source.  Otherwise, it will be considered a taxable distribution, and a 10% penalty may apply.  Of course, if the withholding you’re your other tax payments are more than your actual tax liability, you can request on your return that the excess be refunded.

*An employer’s plan may allow current employees who have reached age 70-1/2 (other than 5% company owners) to delay distributions until retirement.

Tax Stats
Every year, the IRS releases information about the most recent tax filing season.  For individual income tax returns filed in 2007 (for tax year 2006), data show that taxable income increased by 9% and total tax liability increased by 10.3% compared to a year earlier.  Here are some other highlights.

Income.  Salaries and wages rose 6.5% over the previous year.  Capital gains taxed at the long term rate jumped by 13.4%.  Qualified individuals, also taxed at a preferential rate, increased by 16%.

Deductions.  Instead of taking the standard deduction, 35.4% of taxpayers itemized their deductions.  The average total of itemized deductions was $24,122, up 6.3% over the prior year.

AMT.  The jump in revenue from taxpayers reporting an alternative minimum tax (AMT) liability for 2006 was 21.3%.  Taxpayers lost $19.3 billion to the AMT.

Cures for the Commutin’ Blues
When gas prices skyrocket, everyone who drives feels the pain.  As a business owner, you may be able to take steps that will help mitigate your employees’ soaring commuting costs.  The following arrangements won’t work for every small business, but it’s possible that one will work for you.

Flextime

Flextime is basically any work arrangement that departs from your standard work schedule.  When the goal is to reduce transportation costs, consider implementing a flextime schedule that reduces the number of trips to work your employees have to make.  A “collapsed” work week of four ten hour days is one possibility.  With a four day work week, employees realize a 20% savings in commuting costs compared to a five day schedule.

If you can’t change your work week, maybe you can offer some flexibility regarding hours.  That way, more employees may be able to take advantage of public transportation or carpooling opportunities.

Telecommuting

Another option is to adopt a qualified transportation fringe benefit program.  Under the program, employees who take public transportation to work or pay for parking can opt to have money taken out of their paycheck before taxes to pay for:

· Up to $115 a month worth of mass transit passes or transportation in a commuter highway vehicle that seats at least six passengers plus the driver and

· Up to $220 a month worth of qualified parking.

(These amounts are adjusted for inflation annually.)

Employees essentially get a raise with this arrangement because less is withheld for federal income taxes, Medicare taxes, and, quite possibly, Social Security taxes.  Employers also benefit because they save matching Social Security/Medicare (FICA) taxes.

Just a Click Away
How popular is the World Wide Web?  Very!  In May 2008, 166.5 million Americans used the Internet (home and work usage) and visited an average of 2,335 web pages per person.*  On the Internet, a world of information is just a click away.  And small businesses that don’t have websites may be missing out.

It’s an FYI Thing  
Think of having a website as the online version of having a listing in a telephone directory.  Your website doesn’t have to be elaborate (although it should be professional).  And you don’t have to sell anything (although you can always consider doing so at a later date).

All your website really needs to do is provide information.  What do people most want or need to know about your business?  If you’re a restaurant, include the hours you’re open and a menu.  If you’re a retailer, you’re your hours and the dates of any upcoming sales or special events.  Always provide directions and a phone number.

Act ASAP  
If you haven’t taken the cyber-leap yet, you’re in luck.  Creating a professional website is simpler than it used to be.  There are companies that offer inexpensive (or free) website design and hosting services.  There are software solutions that let you design your own.  Or you might be able to collaborate with a student or recent graduate who designs websites.

One final thought:  Be sure to keep your website fresh by updating it frequently.

*Nielsen Online, The Neilson Company

Failing Grades in Finance
Learning how to handle credit and manage money can be challenging, especially for inexperienced high school and college students.  But the price of failing to learn can be steep:  years of debt and poor credit scores.

How are youths in the U.S. doing?  Not that well, according to a 2008 survey* used to gauge financial literacy in teens.  With 6,856 high school seniors participating, the mean score on the 31 question survey was 48.3% down from the mean score of 52.4% on the 2006 survey.

Fewer than half (48%) of the students surveyed understood that someone who makes only the minimum payment due on a credit card will end up paying more in annual finance changes than someone who pays the bill completely.

The good news?  Wisdom may come with age:  College seniors correctly answered 65% of the survey questions.

*The JumpStart Coalition for Personal Financial Literacy

Investing and Your Taxes in Uncertain Times
A jumpy stock market has kept investors on their toes this year.  Uncertainty about the future of tax rates on capital gains and dividends makes planning all the more complicated.  Here’s a look at some of the issues investors are up against as they look for ways to minimize their tax burden.

Will Rates Increase? 
Under current law, qualified dividends and most long-term capital gains are taxed at a maximum rate of 15%*.  After 2010, the capital gains rate goes up, generally to 20%, and dividends no longer qualify for favorable treatment.

That’s the situation as it stands now.  Absent a law change, the rate increase will take place as scheduled.  However, there’s no shortage of speculation about what might happen.  Some observers are predicting that lawmakers will tinker with the current scheme before 2011.  And that leaves the future of today’s rates an open question for investors.

Sell or Hold?
Taxes should never be the overriding reason for an investment decision.  That said, investors may want to review investments held in taxable accounts.  Only long-term capital gains – generally, gains on investments held for more than one year – are eligible for the lower tax rate.  Investors who are expecting tax increases may want to look for opportunities to lock in unrealized gains by selling appreciated investments they’ve held for more than one year.

Investments showing paper losses are another story.  From a tax viewpoint, shot term capital losses can be quit valuable.  Why?  Investors can use short term losses to offset short term capital gains that otherwise would be subject to tax at ordinary rates.

*Under current law, long term capital gains and qualified dividends that would otherwise be taxed at a regular rate of 15% or lower are not subject to tax through 2010.

Client Line Items
Paydays are understandably popular with millions of American  wage earners.  They’re good for the U.S. Treasury, as well.  Over $1.7 trillion flow through the payroll withholding system and into the government’s coffers, accounting for 64.2% of the Treasury’s annual revenue.  
A new amendment to the Fair Labor Standards Act gives child labor laws more teeth.  Under the amendment, a civil penalty of $50,000 may be assessed if a violation causes a child under age 18 to be killed or seriously injured on the job.  Under some circumstances, the penalty could be doubled.

How prevalent is identity theft?  The Federal Trade Commission reported that 8.3 million Americans (3.7% of the adult population) were victims in 2005.  Some 1.8 million Americans were victims of “new account fraud” and crimes involving use of their names to rent an apartment, mislead police, etc. 
Tax holidays aren’t real holidays.  But some taxpayers celebrate the opportunity to save money.  At least 14 states that charge sales tax plan to conduct at least one tax holiday in 2008, according to CCH.
Client Profile
When Leigh filed last year’s federal income tax return, she had to send the IRS money.  It put a real strain on her budget that month.  
Leigh could have prevented that unpleasant surprise by having more tax withheld from her paychecks.  Even better, she might have been able to lower her tax bill through tax planning.  With the end of  this year approaching, Leigh wants to do what she can to reduce her 2008 taxes.

One way to reduce income taxes is to increase deductions.  For instance, if Leigh contributes money to a qualified charity before the end of the year, she can deduct that amount if she itemizes her deductions.  She can also deduct the fair market value of clothes and household items she donates, assuming they are in good used (or better) condition.  She’ll need receipts for all her donations.  If Leigh is eligible, making deductible contributions to a traditional individual retirement account (IRA) would also reduce her tax liability.

Medical expenses are deductible only to the extent they exceed 7.5% of adjusted gross income (AGI).  If Leigh thinks exceed that “floor,” she can boost her deduction by having additional medical and dental procedures done and paying for them before December 31.  If she won’t exceed the minimum, she may want to defer the procedures so they count in 2009.  The same “bunch or defer” strategy works for miscellaneous itemized expenses, which must exceed a 2% of AGI floor.

These are just a few strategies.  If you’re in the same boat as Leigh, contact us.  We’ll help you plan.

Questions and Answers
Q.   Can lenders obtain a credit report on a business, similar to a personal credit report?
A. Business credit reports and credit scores are available from various sources.  In addition to payment histories, a business profile often includes other financial and legal information about the company, some of it supplied by the owners.
Q.  We haven’t been able to use our vacation home much this year, but we rented it out for several weeks over the summer.  Given all our expenses, we don’t expect to break even.  Will the loss be deductible?
A.  The correct tax treatment will depend on whether the home is considered a residence or a rental property.  If the home can be treated as a rental property, your loss may be deductible as a “passive loss,” subject to certain restrictions.  If it must be treated as a vacation home, deductions generally can’t exceed the rental income less certain types of expenses.
