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Dear friends,
We are knee deep in tax season. If
you would like to donate to the
California Senior Legislature Fund
(more info at www.4csl.org ) check
your California State income tax
form and find line 427. They are
volunteers from across the State,
who do not receive any State
funding, dedicated to researching
and writing legislation impacting the
aging population. We can all do a
little good while paying our taxes!
The clock is ticking. . .
Leslie
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The Bipartisan Budget
Act of 2015 included a
section titled "Closure of
Unintended Loopholes"
that ends two Social
Security claiming
strategies that have
become increasingly
popular over the last
several years. These two strategies, known as
"file and suspend" and "restricted application"
for a spousal benefit, have often been used to
optimize Social Security income for married
couples.

suspended. (This previously available claiming
option was helpful to someone who faced a
change of circumstances, such as a serious
illness.)
Tip: If you are age 66 or older before the new
rules take effect, you may still be able to take
advantage of the combined file-and-suspend
and spousal/dependent filing strategy.

Restricted application

Under the previous rules, a married person who
had reached full retirement age could file a
"restricted application" for spousal benefits after
the other spouse had filed for Social Security
worker benefits. This allowed the individual to
If you have not yet filed for Social Security, it's
collect spousal benefits while earning delayed
important to understand how these new rules
retirement credits on his or her own work
could affect your retirement strategy.
Depending on your age, you may still be able to record. In combination with the
take advantage of the expiring claiming options. file-and-suspend option, this enabled both
spouses to earn delayed retirement credits
The changes should not affect current Social
while one spouse received a spousal benefit, a
Security beneficiaries and do not apply to
type of "double dipping" that was not intended
survivor benefits.
by the original legislation.

File and suspend

Under the previous rules, an individual who had
reached full retirement age could file for retired
worker benefits--typically to enable a spouse to
file for spousal benefits--and then suspend his
or her benefit. By doing so, the individual would
earn delayed retirement credits (up to 8%
annually) and claim a higher worker benefit at a
later date, up to age 70. Meanwhile, his or her
spouse could be receiving spousal benefits. For
some married couples, especially those with
dual incomes, this strategy increased their total
combined lifetime benefits.
Under the new rules, which are effective as of
April 30, 2016, a worker who reaches full
retirement age can still file and suspend, but no
one can collect benefits on the worker's
earnings record during the suspension period.
This strategy effectively ends the
file-and-suspend strategy for couples and
families.
The new rules also mean that a worker cannot
later request a retroactive lump-sum payment
for the entire period during which benefits were

Under the new rules, an individual eligible for
both a spousal benefit and a worker benefit will
be "deemed" to be filing for whichever benefit is
higher and will not be able to change from one
to the other later.
Tip: If you reached age 62 before the end of
December 2015, you are grandfathered under
the old rules. If your spouse has filed for Social
Security worker benefits, you can still file a
restricted application for spouse-only benefits at
full retirement age and claim your own worker
benefit at a later date.
Basic Social Security claiming options remain
unchanged. You can file for a permanently
reduced benefit starting at age 62, receive your
full benefit at full retirement age, or postpone
filing for benefits and earn delayed retirement
credits, up to age 70.
Although some claiming options are going
away, plenty of planning opportunities remain,
and you may benefit from taking the time to
make an informed decision about when to file
for Social Security.
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Earn Too Much for a Roth IRA? Try the Back Door!
Background

If you have taxable
compensation, you can
contribute up to $5,500 to
an IRA in 2016, or $6,500 if
you'll be 50 or older by the
end of the year. You can't
contribute to a traditional
IRA for the year you turn
70½, or thereafter.
To be eligible for tax-free
qualified distributions from
a Roth IRA, you must satisfy
a five-year holding period
and, in addition, one of the
following must apply: you
have reached age 59½ by
the time of the withdrawal,
the withdrawal is made
because of disability, or the
withdrawal is made to pay
first-time homebuyer
expenses ($10,000 lifetime
limit from all IRAs).
It's not clear how long the
back door is going to
remain open. There have
been suggestions that this
is a loophole that should be
legislatively closed.

Roth IRAs, created in 1997 as part of the
Taxpayer Relief Act, represented an entirely
new savings opportunity--the ability to make
after-tax contributions that could, if certain
conditions were met, grow entirely free of
federal income taxes. These new savings
vehicles were essentially the inverse of
traditional IRAs, where you could make
deductible contributions but distributions would
be fully taxable. The law also allowed taxpayers
to "convert" traditional IRAs to Roth IRAs by
paying income taxes on the amount converted
in the year of conversion.
Unfortunately, the law contained two provisions
that limited the ability of high-income taxpayers
to participate in the Roth revolution. First, the
annual contributions an individual could make
to a Roth IRA were reduced or eliminated if his
or her income exceeded certain levels. Second,
individuals with incomes of $100,000 or more,
or whose tax filing status was married filing
separately, were prohibited from converting a
traditional IRA to a Roth IRA.
In 2005, however, Congress passed the Tax
Increase Prevention and Reconciliation Act
(TIPRA), which repealed the second barrier,
allowing anyone to convert a traditional IRA to a
Roth IRA--starting in 2010--regardless of
income level or marital status. But TIPRA did
not repeal the provision that limited the ability to
make annual Roth contributions based on
income. The current limits are set forth in the
chart below:
Phaseout ranges for determining ability to
fund a Roth IRA in 2016*
Single/head of
household

$117,000-$132,000

Married filing jointly

$184,000-$194,000

Married filing
separately

$0-$10,000

*Applies to modified adjusted gross
income (MAGI)

nondeductible contributions to a traditional IRA
and then immediately convert that traditional
IRA to a Roth IRA--a "back door" Roth IRA.

The IRS is always at the front door...
For taxpayers who have no other traditional
IRAs, establishment of the back-door Roth IRA
is essentially tax free. Income tax is payable on
the earnings, if any, that the traditional IRA
generates until the Roth conversion is
complete. However, assuming the contribution
and conversion are done in tandem, the tax
impact should be nominal. (The 10% penalty
tax for distributions prior to age 59½ generally
doesn't apply to taxable conversions.)
But if a taxpayer owns other traditional IRAs at
the time of conversion, the tax calculation is a
bit more complicated because of the so-called
"IRA aggregation rule." When calculating the
tax impact of a distribution (including a
conversion) from any traditional IRA, all
traditional and SEP/SIMPLE IRAs a taxpayer
owns (other than inherited IRAs) must be
aggregated and treated as a single IRA.
For example, assume Jillian creates a
back-door Roth IRA in 2016 by making a
$5,500 contribution to a traditional IRA and then
converting that IRA to a Roth IRA. She also has
another traditional IRA that contains deductible
contributions and earnings worth $20,000. Her
total traditional IRA balance prior to the
conversion is therefore $25,500 ($20,000
taxable and $5,500 nontaxable).
She has a distribution (conversion) of $5,500:
78.4% of that distribution ($20,000/$25,500) is
considered taxable ($4,313.73), and 21.6% of
that distribution ($5,500/$25,500) is considered
nontaxable ($1,186.27).
Note: These tax calculations can be
complicated. Fortunately, the IRS has provided
a worksheet (Form 8606) for calculating the
taxable portion of a conversion.

There's also a side door...

Through the back door...

Let's assume Jillian in the example above isn't
thrilled about having to pay any income tax on
the Roth conversion. Is there anything she can
do about it?

Repeal of the provisions limiting conversions
created an obvious opportunity for high-income
taxpayers who wanted to make annual Roth
contributions but couldn't because of the
income limits. Those taxpayers (who would also
run afoul of similar income limits that prohibited
them from making deductible contributions to
traditional IRAs) could simply make

One strategy to reduce or eliminate the
conversion tax is to transfer the taxable amount
in the traditional IRAs ($20,000 in our example)
to an employer qualified plan like a 401(k) prior
to establishing the back-door Roth IRA, leaving
the traditional IRAs holding only after-tax
dollars. Many 401(k) plans accept incoming
rollovers. Check with your plan administrator.
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Filing Your 2015 Federal Income Tax Return
Whether you're preparing your own tax return
or paying someone to do it for you, tax season
can be a stressful time of year. Make things
easier on yourself by pulling all your information
together sooner rather than later--that includes
a copy of last year's tax return, W-2s, 1099s,
and any deduction records you have.

File on time
The filing deadline for most individuals is
Monday, April 18, 2016. That's because
Emancipation Day, a legal holiday in
Washington, D.C., falls on Friday, April 15, this
year. If you live in Massachusetts or Maine, you
have until Tuesday, April 19, 2016, to file a
federal income tax return because Patriots'
Day, a legal holiday in both states, is celebrated
on April 18.
Filing deadline for most
individuals:
• Monday, April 18, 2016
• Tuesday, April 19, 2016, if
you live in Massachusetts or
Maine
• Monday, October 17, 2016,
if you file for an automatic
six-month extension by the
original due date

Limited planning opportunities may still
be available
Though the opportunity for many potential
tax-saving moves closed on December 31, the
window is still open for IRA contributions. You
generally have until the April due date of your
federal income tax return to make contributions
to a traditional or Roth IRA for the 2015 tax
year. That means there's still time to set aside
up to $5,500 ($6,500 if you're age 50 or older)
in one of these tax-advantaged savings
vehicles.

Note: To contribute to either a traditional or a
Roth IRA for 2015, you (or, if you file a joint
return, your spouse) must have received
taxable compensation during the year. Provided
that you did not reach age 70½ by the end of
If you're not able to file your federal income tax the year, you're able to contribute to a
traditional IRA. Eligibility to contribute to a Roth
return by the due date, you can file for an
extension using IRS Form 4868, Application for IRA depends on your filing status and income.
Automatic Extension of Time to File U.S.
With a traditional IRA, you're generally able to
Individual Income Tax Return. Filing this
deduct the full amount of your contribution,
extension gives you an additional six months
provided that you're not covered by a 401(k) or
(until October 17, 2016) to file your federal
another employer-sponsored retirement plan; if
income tax return. You can also file for an
you or your spouse is covered by an employer
automatic six-month extension electronically
plan, the ability to deduct some or all of your
(details on how to do so can be found in the
contribution depends on your filing status and
Form 4868 instructions).
income. With a Roth IRA, there's no up-front
Note: Special rules apply if you're living outside deduction, so contributing won't affect your
2015 tax situation, but it's still worth considering
the country, or serving in the military outside
given that future qualified Roth distributions are
the country, on the regular due date of your
free of federal income tax.
federal income tax return.
You also have until the due date of your return,
Pay what you owe
including any extension, to undo
One of the biggest mistakes you can make is
("recharacterize") a 2015 Roth IRA conversion.
not filing your return because you owe money. For example, if you converted a fully taxable
If the bottom line on your return shows that you traditional IRA worth $100,000 to a Roth IRA in
owe tax, file and pay the amount due in full by
2015 and that Roth IRA is now worth only
the due date if at all possible. If you absolutely $50,000, the $100,000 will be included on your
cannot pay what you owe, file the return and
2015 federal income tax return. If you
pay as much as you can afford. You'll owe
recharacterize the conversion, however, it's as
interest and possibly penalties on the unpaid
though it never happened--you have a
tax, but you will limit the penalties assessed by traditional IRA worth $50,000, and no income or
filing your return on time, and you may be able tax resulting from the conversion. If you do
to work with the IRS to pay the unpaid balance recharacterize a 2015 Roth conversion in 2016,
(options available may include the ability to
you're allowed to convert those dollars (and any
enter into an installment agreement).
earnings) back to a Roth IRA after a 30-day
waiting period (taxes due as a result of such a
It's important to understand that filing for an
automatic extension to file your return does not reconversion would be included on your 2016
federal income tax return).
provide any additional time to pay your tax.
When you file for an extension, you have to
You don't have to do it alone
estimate the amount of tax you will owe; you
should pay this amount by the April 18 (April 19 When it comes to your taxes, you want to make
if you live in Massachusetts or Maine) due date. sure that you get it right. A tax professional can
If you don't, you will owe interest, and you may answer any questions you have, help you
evaluate your situation, and keep you apprised
owe penalties as well. If the IRS believes that
of any legislative changes that might affect you.
your estimate of taxes was not reasonable, it
may void your extension.
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For a lot of young people
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payment.
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If you plan on lending your child money for a
down payment on a house, you should try to
assume the role of a commercial lender. Setting
the terms of the loan in writing will demonstrate
to your child that you take both your
responsibility as lender and your child's
responsibility as borrower seriously.

Leslie Roper Day is a Registered
Representative and Investment
Adviser Representative with/and
offers securities and advisory
services through Commonwealth
Financial Network, Member
FINRA/SIPC, a Registered
Investment Adviser. Fixed
insurance products and services
offered by Leslie Roper Day &
Associates. Leslie Roper Day &
Associates does not provide legal
or tax advice. You should consult a
legal or tax professional regarding
your individual situation. CA
Insurance License #0808285

This type of loan documentation is also
important for IRS purposes because there may
be potential income and gift tax issues with
these types of loans. For example, interest paid
by your child will be considered taxable income,
and if adequate interest is not charged for the
loan, special imputed interest rules may apply.

If you don't feel comfortable lending your child
money, you may want to consider making a
smaller, no-strings-attached gift that doesn't
have to be repaid. Currently, you can gift up to
$14,000 annually per person under the gift tax
exclusion. However, if you do gift money for a
down payment, your child's lender may still
While having an actual loan contract may seem require him or her to put up some of his or her
too businesslike to some parents, doing so can own money, depending on the type of mortgage
chosen.
help set expectations between you and your
child. The loan contract should spell out the
Keep in mind that lending money to family
exact loan amount, the interest rate and a
members can be a tricky proposition. Before
repayment schedule. To avoid the
entering into this type of financial arrangement,
uncomfortable situation of having to remind
you should take the time to carefully weigh both
your child that a payment is due, consider
the financial and emotional costs.
asking him or her to set up automatic monthly
transfers from his or her bank account to yours.

Can you separate college financial aid myths from
facts?
For all you parents out there,
how knowledgeable are you
about college financial aid?
See if you know whether these
financial aid statements are myth or fact.
1. Family income is the main factor that
determines eligibility for aid. Answer: Fact. But
while it's true that family income is the main
factor that determines how much financial aid
your child might receive, it's not the only factor.
The number of children you'll have in college at
the same time is also a significant factor. Other
factors include your overall family size, your
assets, and the age of the older parent.
2. If my child gets accepted at a more
expensive college, we'll automatically get more
aid. Answer: Myth. The government calculates
your expected family contribution (EFC) based
on the income and asset information you
provide in its aid application, the FAFSA. Your
EFC stays the same, no matter what college
your child is accepted to. The cost of a
particular college minus your EFC equals your
child's financial need, which will vary by college.
A greater financial need doesn't automatically
translate into more financial aid, though the

more competitive colleges will try to meet all or
most of it.
3. I plan to stop contributing to my 401(k) plan
while my child is in college because colleges
will expect me to borrow from it. Answer: Myth.
The government and colleges do not count the
value of retirement accounts when determining
how much aid your child might be eligible for,
and they don't factor in any borrowing against
these accounts.
4. I wish I could estimate the financial aid my
child might receive at a particular college ahead
of time, but I'll have to wait until she actually
applies. Answer: Myth. Every college has a
college-specific net price calculator on its
website that you can use to enter your family's
financial information before your child applies. It
will provide an estimate of how much aid your
child is likely to receive at that college.
5. Ivy League schools don't offer merit
scholarships. Answer: Fact. But don't fall into
the trap of limiting your search to just these
schools. Many schools offer merit scholarships
and can provide your child with an excellent
education.
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