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In last year's July newsletter, I wrote about
having watched the John Adams miniseries,
and taking away an even deeper admiration for
the way in which our founding fathers risked
their lives so that we could become a nation of
free people. I referenced the dictionary
definitions for the word "independence," and the
multitude of powerful meanings it had.

This year, I looked up "freedom" and found an
even longer array of incredible meanings.
Between the words "free" and "freedom" the
dictionary had over six inches of page space
describing what these words mean, and the
thesaurus needed five inches of paper just to
list all the words synonymous with this most
precious of concepts. If you do what I did, I'm
sure each of you would come up with the one
word that captures the essence of what
personal, political, spiritual, educational,
professional, and physical 'freedom' means to
you. It might be an exercise worth doing as we
prepare to celebrate the 236th birthday of our
country.

Since this is a presidential election year, we will
have the opportunity come November to
exercise one of those precious freedoms: the
right to vote. Sadly, there are still many places
around the globe that do not enjoy the kind of
freedoms we too often take for granted.

Each January, as we at PPC read the 'thank
you' letters we receive from the soldiers we
sent packages to in December, we are
reminded of the sacrifices our military
personnel endure to protect our freedom. While
I'm sure we would all prefer that those soldiers
be safe in their homes with their families rather
than worrying about what hidden IED or
ambush they might next encounter, we also
know that there are terrorists who would just as
soon see the United States tumble from its
place of influence and freedom.

There are many countries in which you not only
cannot pursue the many life options we enjoy,
but if you challenge the ideas of the
government, you go to prison. Life in many
places around the world can be seen as being
similar to the U.S., but there are also far too
many countries where for its people life is
nothing more than a dark contrast to the
"freedom" we need to so deeply embrace and
cherish.

We must guard against taking our freedom for
granted. We must guard against being
complacent in the face of the animosity many
global radicals have for what our country stands
for. We must not ignore the financial and
political stranglehold we could eventually be
unable to overcome if we are not prudent and
take action to slowly reduce the massive debt
we see expanding daily as a country. Lastly, we
must be diligent in seeking to maintain the
independence and freedom of our diverse
population, and yet at the same time not be
willing to back away from the principals upon
which this country was forged.

As you enjoy time with your family and friends,
savor the tastes and smells of your barbecue,
and stand in awe at the fireworks, don't forget
to say a heartfelt prayer of thanks for the
"freedom" you get to embrace.

Happy 4th of July!

- Ken, Dave, Dominic, Julie, Therese and Maja
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Of Taxes Past, Present, and Future
With the 2011 tax filing season behind us,
much attention is being paid to the expiring
"Bush tax cuts"--the reduced federal income tax
rates, and benefits, that will expire at the end of
2012 unless additional legislation is passed. In
fact, though, several important federal income
tax provisions already expired at the end of
2011. Here's a quick rundown of where things
stand today.

What's already expired?
A series of temporary legislative "patches" over
the last several years has prevented a dramatic
increase in the number of individuals subject to
the alternative minimum tax (AMT)--essentially
a parallel federal income tax system with its
own rates and rules. The last such patch
expired at the end of 2011. Unless new
legislation is passed, your odds of being caught
in the AMT net greatly increase in 2012,
because AMT exemption amounts will be
significantly lower, and you won't be able to
offset the AMT with most nonrefundable
personal tax credits.

Other provisions that have already expired:

• Bonus depreciation and IRC Section 179
expense limits-- If you're a small business
owner or self-employed individual, you were
allowed a first-year depreciation deduction of
100% of the cost of qualifying property
acquired and placed in service during 2011;
this "bonus" depreciation drops to 50% for
property acquired and placed in service
during 2012, and disappears altogether in
2013. For 2011, the maximum amount that
you could expense under IRC Section 179
was $500,000; in 2012, the maximum is
$139,000; and in 2013, the maximum will be
$25,000.

• State and local sales tax-- If you itemize your
deductions, 2011 was the last tax year for
which you could elect to deduct state and
local general sales tax in lieu of state and
local income tax.

• Education deductions-- The above-the-line
deduction (maximum $4,000 deduction) for
qualified higher education expenses, and the
above-the-line deduction for up to $250 of
out-of-pocket classroom expenses paid by
education professionals both expired at the
end of 2011.

What's expiring at the end of 2012?
After December 31, 2012, we're scheduled to
go from six federal tax brackets (10%, 15%,
25%, 28%, 33%, and 35%) to five (15%, 28%,
31%, 36%, and 39.6%). The rates that apply to
long-term capital gains and dividends will
change as well. Currently, long-term capital

gains are generally taxed at a maximum rate of
15%. And, if you're in the 10% or 15% marginal
income tax bracket, a special 0% rate generally
applies. Starting in 2013, however, the
maximum rate on long-term capital gains will
generally increase to 20%, with a 10% rate
applying to those in the lowest (15%) tax
bracket (though slightly lower rates might apply
to qualifying property held for five or more
years). And while the current lower long-term
capital gain rates now apply to qualifying
dividends, starting in 2013, dividends will be
taxed at ordinary income tax rates.

Other provisions expiring at the end of the year:

• 2% payroll tax reduction-- The recently
extended 2% reduction in the Social Security
portion of the Federal Insurance
Contributions Act (FICA) payroll tax expires at
the end of 2012.

• Itemized deductions and personal
exemptions-- Beginning in 2013, itemized
deductions and personal and dependency
exemptions will once again be phased out for
individuals with high adjusted gross incomes
(AGIs).

• Tax credits and deductions-- The earned
income tax credit, the child tax credit, and the
American Opportunity (Hope) tax credit revert
to old, lower limits and (less generous) rules
of application. Also gone in 2013 is the ability
to deduct interest on student loans after the
first 60 months of repayment.

New Medicare taxes in 2013
New Medicare taxes created by the health-care
reform legislation passed in 2010 take effect in
just a few short months. Beginning in 2013, the
hospital insurance (HI) portion of the payroll
tax--commonly referred to as the Medicare
portion--increases by 0.9% for high-wage
individuals. Also beginning in 2013, a new 3.8%
Medicare contribution tax is imposed on the
unearned income of high-income individuals.

Who is affected? The 0.9% payroll tax increase
affects those with wages exceeding $200,000
($250,000 for married couples filing a joint
federal income tax return, and $125,000 for
married individuals filing separately). The 3.8%
contribution tax on unearned income generally
applies to the net investment income of
individuals with modified adjusted gross income
that exceeds $200,000 ($250,000 for married
couples filing a joint federal income tax return,
and $125,000 for married individuals filing
separately).

Qualified charitable
distributions

A popular provision allowing
individuals age 70½ or older to
make qualified charitable
distributions of up to $100,000
from an IRA directly to a
qualified charity expired at the
end of 2011. These charitable
distributions were excluded
from income, and counted
towards satisfying any required
minimum distributions that you
would have had to take from
your IRA for the year.

Return of the "marriage
penalty"?

Tax changes that were
originally made to address a
perceived "marriage penalty"
expire at the end of 2012. If
you're married and file a joint
return with your spouse, you'll
see the effect in the form of a
reduced 2013 standard
deduction amount, as well as in
lower 2013 tax bracket
thresholds in the tax rate tables
(i.e., couples move into higher
rate brackets at lower levels of
income).
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How to Raise a Saver
As parents, we naturally want what's best for
our kids. We want them to be polite, respectful,
healthy, curious, and smart. And we hope that
someday, they will grow into successful adults
with independent, fulfilling lives. How best to
accomplish this? Well, along with teaching the
ABCs, 123s, and right from wrong, teaching
your child the basics of financial literacy can
help you raise a saver and lay the foundation
for your child's bright financial future.

The early years, 3 to 7
Children this age may think that money
magically appears from special machines
whenever Mom or Dad pushes a few buttons,
but there is one money concept they can
understand. They know people need money to
buy things--chances are they've tagged along
with you to the grocery store a few times and
watched you fill up your cart. Young children
often model the behavior of their parents, so on
these shopping trips, when you think your child
is receptive, you might say things like "I can't
buy this right now, I have to save more money
and buy it next time" or "That's great these
apples are a really good price today--I can buy
more." These types of comments sink in and
hopefully will get your child thinking about
money and spending.

Once children can identify coins and dollar bills,
give them a piggy bank or clear plastic jar to
keep any money they earn or receive as gifts.
Tell them they can buy something they want
once they save a certain amount (make sure
the item/price is appropriate and within
short-term financial reach). Taping a picture of
the item on the bank can provide a visual goal.
Of course, children need a way to earn some
money. Consider giving your child a weekly
allowance and/or payment for small jobs
around the house. Some parents tie an
allowance to chores; others expect chores as
part of everyday family life, but pay extra for
"super" chores. The overall goal is to get your
child excited about seeing the coins and dollar
bills pile up.

The middle years, 8 to 12
These years are the sweet spot to lay a solid
financial foundation. Children this age are more
financially and materially aware--they have a
general idea of what things cost (at least the
things they want), they see (and covet) the
possessions their friends have, they're
bombarded by advertising, they get asked what
they'd like for their birthday, and they often
have a say in the new clothes and school
supplies they get every year. And they aren't
shy about pointing out the other items they
want--electronics, sports equipment, room

decor. It's enough to make any parent shudder.

The first thing to do? Explain the difference
between "needs" and "wants." Continue to give
your child an allowance, and encourage a
50-25-25 rule (or some variation) that earmarks
50% for immediate spending needs, 25% for
the purchase of big-ticket items, and 25% for
long-term savings. Consider matching a portion
of that last 25% so your child is more motivated
to save. Open a bank savings account for your
child's long-term savings, and explain how
interest and compounding works.

Help your child set financial goals, both
short-term (a skateboard or sweatshirt) and
long-term (a laptop). When it comes to
spending, explain--and model--the concepts of
delayed gratification, prioritizing purchases, and
making tradeoffs. Help your child learn to get
the most value for his or her money by
selecting quality merchandise, comparison
shopping, waiting for sales, and discouraging
impulse buying. Let your child see that you, too,
can't buy everything you want all the time.

Introduce the concept of budgeting by
explaining how your family's budget works.
Without going into detailed numbers, explain
how income you receive from your job must be
used to pay for needs like food, housing,
utilities, and clothing, and how any money left
over is set aside for emergency savings,
long-term savings, and for "wants" like trips to
the movies, restaurants, and new toys and
gadgets.

The teen years
Children this age often seem to be
ever-growing financial sinkholes--$10 here, $20
there, a laptop, sports equipment, an
instrument, school trips, gas for the car, not to
mention looming college expenses. Build on the
saving, goal-setting, and budgeting lessons
from earlier years. Be more specific about what
things cost in your family's budget, and explain
that in addition to paying day-to-day expenses
and saving for college, you're saving for your
own retirement.

When your child is old enough, encourage him
or her to get a job to help pay for some typical
high-school expenses and to start building a
nest egg. Teach your child how to use an
ATM/debit card, balance a checkbook, and
wisely manage credit--skills they'll need in
college. Finally, you can introduce your child to
more advanced financial concepts, such as
stocks, bonds, IRAs, and diversifying
investments, by looking at teen-oriented
investing books and financial websites.

Earmarking savings

To help your child learn how to
manage money, encourage a
50-25-25 rule (or some
variation) that earmarks 50%
for immediate spending needs,
25% for the purchase of
big-ticket items, and 25% for
long-term savings.
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What is the Pension Benefit Guaranty Corporation?
The Pension Benefit Guaranty
Corporation (PBGC) is a
federal agency created by the
Employee Retirement Income
Security Act of 1974 (ERISA)

to help protect pension plan benefits. When a
pension plan ends (a "plan termination") without
enough money to pay all benefits owed to
participants, the PBGC takes over and
assumes the obligation to pay those benefits.

The PBGC only protects defined benefit
plans--that is, qualified employer pension plans
that promise to pay a specific monthly benefit at
retirement, based on your pay and years of
service with your employer. The PBGC doesn't
protect 401(k) or other defined contribution
plans, plans not covered by ERISA (for
example, governmental plans and certain
church plans), or plans offered by professional
service employers (such as doctors and
lawyers) with fewer than 26 employees.

The PBGC guarantees that you'll receive basic
pension benefits up to a specified dollar
amount. Basic benefits include normal and
early retirement benefits, survivor annuities,
and disability benefits. The maximum pension
benefit is set by law and adjusted yearly. For

plans ending in 2012, the maximum annual
amount (based on a single life annuity) is
$55,840.92 (or $4,653.41 per month) for a
worker who retires at age 65. According to the
PBGC, most people receive the full benefit they
had earned before the plan terminated.
However, this amount may be lower than the
benefit you had counted on from your plan at
retirement.

The PBGC maintains two insurance programs:
the single-employer program protects about
33.6 million workers and retirees in about
27,600 pension plans, and the multiemployer
program protects 10.4 million workers and
retirees in about 1,500 pension plans.
(Multiemployer plans are set up by collectively
bargained agreements involving more than one
unrelated employer, generally in one industry,
such as trucking or construction.)

The PBGC isn't funded by general tax
revenues. Rather, the PBGC collects insurance
premiums from employers that sponsor insured
pension plans, receives funds from the pension
plans it takes over, and earns money on its
investments. Employers are required by ERISA
to pay insurance premiums to the PBGC.

What happens to my retirement benefits if my employer
goes out of business?
If your employer goes out of
business, any retirement plan
your employer sponsored will
be terminated. If the plan is a

401(k) or other defined contribution plan, your
benefits are held in trust, apart from your
employer's assets, and you'll generally be
entitled to receive your full account balance in a
lump sum. (You can take the cash, or roll your
payout into an IRA or another employer's plan.)

But if your employer sponsors a defined benefit
plan, it gets a little more complicated. A defined
benefit plan promises to pay you a specific
monthly benefit at retirement. While defined
benefit plan assets are also held in trust (or
insurance contracts), apart from your
employer's assets, whether a particular plan
has enough cash to pay promised benefits
depends on your employer's contributions and
the plan's investment earnings and actuarial
experience.

When a defined benefit plan is about to
terminate, the Pension Benefit Guaranty
Corporation (PBGC), a federal agency created
specifically to protect employees covered by
these plans, is notified. If the plan has enough

money to cover all benefits that participants
have accrued up to the plan termination date,
then the PBGC will permit a "standard
termination," and your employer will either
purchase an annuity from an insurance
company (which will provide lifetime benefits
when you retire) or, if your plan permits, let you
choose a lump-sum equivalent.

However, if the plan doesn't have enough
money to pay all promised benefits earned up
until plan termination (that is, the plan is
"underfunded"), the PBGC will take over the
plan as trustee in a "distress termination," and
assume the obligation to pay basic plan
benefits up to legal limits. For plans ending in
2012, the maximum annual benefit (payable as
a single life annuity) is $55,840 for a worker
who retires at age 65. If you begin receiving
payments before age 65, or if your pension
includes benefits for a survivor or other
beneficiary, or if your plan was adopted (or
amended to increase benefits) within five years
of the termination, the maximum amount is
lower. According to the PBGC, only 16% of
retirees in recent years have seen their benefit
reduced because of the annual dollar limits.
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