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February may be the shortest month of the
year, but if you look at all of the things there are
to celebrate, it is quite an impressive month.

The entire 28/29 days are dedicated to
celebrating Black History Month, a time for
recognizing the central role of African
Americans in U.S. history. Perhaps the month’s
most popular holiday is Valentine’s Day, when
men and women tell their significant other how
much they love them. Other popular days
include Groundhog Day, President’s Day, and
Fat Tuesday/Mardi Gras.

Lesser known days in February include Lost
Penny Day, Plum Pudding Day, Ferris Wheel
Day, Polar Bear Day, and Random Acts of
Kindness Day. Let’s hope Hallmark doesn’t
start making cards for all of these days as well.

The month also has the Super Bowl and
Oscars for sports and movie fans. So, if you
wanted to try and make February special, there
are plenty of things to celebrate and plan
parties around.

On the financial front, we are about six weeks
into 2017, and so far, the markets are moving
towards being a positive year. But if the last 17
years of market volatility has taught us
anything, we know how quickly things can
change.

That said, the economic data on jobs, home
sales, and auto sales continues to get better, so
more people are feeling confident about things
than they did a number of years ago.

On the political front, we are hopeful that
everyone can find a way to try and come
together for the benefit of the country, and over
time, we’ll have less and less political strife. A
start towards that goal would be for both the
tweets and headlines to be less antagonistic
and more unified. Perhaps everyone from the
president on down should embrace the
Random Acts of Kindness Day referenced
earlier.

In February, 2000, we started using a concept
in which we identify Time Buckets as a means
of segmenting a client’s shorter-term, lower risk
assets from their longer-term, more
growth-focused assets. In general, the longer
money within the stock market is left alone to
grow, the better is usually does.

We now also embrace the concept of
identifying a client’s core holdings and showing
them how their other assets act as
“complementary satellites” to their core. We
believe the combination of the Time Buckets
and core/satellite holdings concepts should
make it easier for the client to understand what
each of the savings/investments are meant to
do for them. Assets can be targeted for high
growth, balanced and steady growth, income,
or stability and security.

If you want to know how your assets relate to
our Time Buckets and Core Asset concepts,
please call us or schedule a time to meet. Enjoy
the rest of February!

- Ken, Dave, Todd, Therese, Maja, and Brian
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Tax Tips for the Self-Employed
Being self-employed has many advantages —
the opportunity to be your own boss and come
and go as you please, for example. However, it
also comes with unique challenges, especially
when it comes to how to handle taxes. Whether
you're running your own business or thinking
about starting one, you'll want to be aware of
the specific tax rules and opportunities that
apply to you.

Understand the self-employment tax
When you worked for an employer, payroll
taxes to fund Social Security and Medicare
were split between you and your employer.
Now you must pay a self-employment tax equal
to the combined amount that an employee and
employer would pay. You must pay this tax if
you had net earnings of $400 or more from
self-employment.

The self-employment tax rate on net earnings
(up to $127,200 in 2017) is 15.3%, with 12.4%
going toward Social Security and 2.9% allotted
to Medicare. Any amount over the earnings
threshold is generally subject only to the
Medicare payroll tax. However,
self-employment and wage income above
$200,000 is generally subject to a 0.9%
additional Medicare tax. (For married
individuals filing jointly, the 0.9% additional tax
applies to combined self-employment and wage
income over $250,000. For married individuals
filing separately, the threshold is $125,000.)

If you file Form 1040, Schedule C, as a sole
proprietor, independent contractor, or statutory
employee, the net income listed on your
Schedule C (or Schedule C-EZ) is
self-employment income and must be included
on Schedule SE, which is filed with your Form
1040. Schedule SE is used both to calculate
self-employment tax and to report the amount
of tax owed. You can deduct one-half of the
self-employment tax paid (but not any portion of
the Medicare surtax) when you compute the
self-employment tax on Schedule SE.

Make estimated tax payments on time
When you're self-employed, you'll need to
make quarterly estimated tax payments (using
IRS Form 1040-ES) to cover your federal tax
liability. You may have to make state estimated
tax payments as well.

Estimated tax payments are generally due each
year on the 15th of April, June, September, and
January. If you fail to make estimated tax
payments on time, you may be subject to
penalties, interest, and a large tax bill at the
end of the tax year. For more information, see
IRS Publication 505, Tax Withholding and
Estimated Tax.

Invest in a retirement plan
If you are self-employed, it is up to you and you
alone to save sufficient funds for retirement.
Investing in a retirement plan can help you save
for retirement and also provide numerous tax
benefits.

A number of retirement plans are suited for
self-employed individuals:

• SEP IRA plan
• SIMPLE IRA plan
• SIMPLE 401(k) plan
• "Individual" 401(k) plan

The type of retirement plan you choose will
depend on your business and specific
circumstances. Explore your options and be
sure to consider the complexity of each plan. In
addition, if you have employees, you may have
to provide retirement benefits for them as well.
For more information, consult a tax professional
or see IRS Publication 560, Retirement Plans
for Small Businesses.

Take advantage of business deductions
If you have your own business, you can deduct
some of the costs of starting the business, as
well as the current operating costs of running
that business. To be deductible, business
expenses must be both ordinary (common and
accepted in your field of business) and
necessary (appropriate and helpful for your
business).

Since business deductions will lower your
taxable income, you should take advantage of
any deductions to which you are entitled. You
may be able to deduct a variety of business
expenses, such as start-up costs, home office
expenses, and office equipment.

Deduct health-care expenses
If you qualify, you may be able to benefit from
the self-employed health insurance deduction,
which would enable you to deduct up to 100%
of the cost of health insurance that you provide
for yourself, your spouse, your dependents, and
employees.

In addition, if you are enrolled in a
high-deductible health plan, you may be able to
establish and contribute to a health savings
account (HSA), which is a tax-advantaged
account into which you can set aside funds to
pay qualified medical expenses. Contributions
made to an HSA account are generally tax
deductible. (Depending upon the state, HSA
contributions may or may not be subject to
state taxes.)

Self-employed individuals
make up 10.1% of the total
U.S. workforce.

Source: U.S. Bureau of
Labor Statistics, March 2016
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Grandparents Can Help Bridge the College Cost Gap
For many families, a college education is a
significant financial burden that is increasingly
hard to meet with savings, current income, and
a manageable amount of loans. For some, the
ace in the hole might be grandparents, whose
added funds can help bridge the gap. If you're a
grandparent who would like to help fund your
grandchild's college education, here are some
strategies.

529 college savings plan
A 529 college savings plan is one of the best
vehicles for multigenerational college funding.
529 plans are offered by states and managed
by financial institutions. Grandparents can open
a 529 account on their own — either with their
own state's plan or another state's plan — and
name their grandchild as beneficiary (one
grandchild per account), or they can contribute
to an existing 529 account that has already
been established for that grandchild (for
example, by a parent).

Once a 529 account is open, grandparents can
contribute as much or as little as they want,
subject to the individual plan's lifetime limits,
which are typically $300,000 and up.
Grandparents can set up automatic monthly
contributions or they can gift a larger lump sum
— a scenario where 529 plans really shine.

Contributions to a 529 plan accumulate tax
deferred (which means no taxes are due on any
earnings made along the way), and earnings
are completely tax-free at the federal level (and
typically at the state level) if account funds are
used to pay the beneficiary's qualified
education expenses. (However, the earnings
portion of any withdrawal used for a
non-education purpose is subject to income tax
and a 10% penalty.)

Under rules unique to 529 plans, individuals
can make a lump-sum gift of up to $70,000
($140,000 for joint gifts by a married couple)
and avoid federal gift tax by making a special
election on their tax return to treat the gift as if it
were made in equal installments over a
five-year period. After five years, another
lump-sum gift can be made using the same
technique. This strategy offers two advantages:
The money is considered removed from the
grandparents' estate (unless a grandparent
were to die during the five-year period, in which
case a portion of the gift would be recaptured),
but grandparents still retain control over their
contribution and can withdraw part or all of it for
an unexpected financial need (the earnings
portion of such a withdrawal would be subject
to income tax and a 10% penalty, though).

What happens at college time if a grandchild
gets a scholarship? Grandparents can

seamlessly change the beneficiary of the 529
account to another grandchild, or they can
make a penalty-free withdrawal from the
account up to the amount of the scholarship
(though they would still owe income tax on the
earnings portion of this withdrawal).

Finally, a word about financial aid. Under
current federal financial aid rules, a
grandparent-owned 529 account is not counted
as a parent or student asset, but withdrawals
from a grandparent-owned 529 account are
counted as student income in the following
academic year, which can decrease the
grandchild's eligibility for financial aid in that
year by up to 50%. By contrast, parent-owned
529 accounts are counted as parent assets up
front, but withdrawals are not counted as
student income — a more favorable treatment.

Outright cash gifts
Another option for grandparents is to make an
outright gift of cash or securities to their
grandchild or his or her parent. To help reduce
any potential gift tax implications, grandparents
should keep their gift under the annual federal
gift tax exclusion amount — $14,000 for
individual gifts or $28,000 for joint gifts.
Otherwise, a larger gift may be subject to
federal gift tax and, for a gift made to a
grandchild, federal generation-skipping transfer
tax, which is a tax on gifts made to a person
who is more than one generation below you.

An outright cash gift to a grandchild or a
grandchild's parent will be considered an asset
for financial aid purposes. Under the federal aid
formula, students must contribute 20% of their
assets each year toward college costs, and
parents must contribute 5.6% of their assets.

Pay tuition directly to the college
For grandparents who are considering making
an outright cash gift, another option is to
bypass grandchildren and pay the college
directly. Under federal law, tuition payments
made directly to a college aren't considered
taxable gifts, no matter how large the payment.
This rule is beneficial considering that tuition at
many private colleges is now over $40,000 per
year. Only tuition qualifies for this federal gift
tax exclusion; room and board aren't eligible.

Aside from the benefit of being able to make
larger tax-free gifts, paying tuition directly to the
college ensures that your money will be used
for education purposes. However, a direct
tuition payment might prompt a college to
reduce any potential grant award in your
grandchild's financial aid package, so make
sure to ask the college about the financial aid
impact of your gift.

Assets in 529 plans reached
$266.2 billion, spread over
12.7 million accounts, as of
the second quarter of 2016.

Source: College Savings
Plans Network, 529 Report:
An Exclusive Mid-Year
Review of 529 Plan Activity,
September 2016

Note: Investors should
consider the investment
objectives, risks, charges, and
expenses associated with 529
plans before investing, along
with each plan's specific
investment options, underlying
investments, and investment
company. More information
can be found in the plan's
official disclosure statements
and prospectus, which should
be read carefully before
investing. As with any
investment, there are generally
fees and expenses associated
with participation in a 529 plan.
There is also the risk that your
underlying investments may
lose money or not perform well
enough to cover college costs
as anticipated. Finally, be
aware that your ability to take
advantage of any 529 plan
state tax benefits may be
contingent on your enrollment
in your own state's 529 plan.
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Securities offered through Registered Representatives of
Cambridge Investment Research, Inc., a Broker/Dealer,
Member FINRA/SIPC. Advisory services through
Cambridge Investment Research Advisors, Inc., a
Registered Investment Advisor. Cambridge and Preferred
Planning Concepts, LLC are not affiliated.

Please be aware that this is not a recommendation to
purchase or sell any security or for any individual or
institution to alter their portfolio holdings. Every individual
or institution has its own risk tolerance and investment
objectives and perspectives.

Any opinions of the author should be viewed as such and
in no way represent any type of guarantee. They are
meant to stimulate thought and should be viewed as such.
You are encouraged to discuss these views with your
representatives if you have any questions or concerns.

Realize that investing in securities carries with it
uncertainty and the risk of loss of principal. Lost
investment opportunity is also a possibility. Investing in
securities carries no guarantees, and past performance is
no guarantee of future results. The price movements
within capital markets cannot be guaranteed and always
remain uncertain.

Any indices mentioned are unmanaged and cannot be
invested in directly.

Technical analysis offers no guarantees of future price
movements. It represents an observation of past
performance and trend and is no guarantee of future
performance, price or trend. The price movements within
capital markets cannot be guaranteed and always remain
uncertain.

Neither Cambridge Investment Research nor Preferred
Planning Concepts is responsible for the accuracy of
content provided by third parties. All material presented
herein is believed to be reliable but we cannot attest to its
accuracy.

Can the IRS waive the 60-day IRA rollover deadline?
If you take a distribution from
your IRA intending to make a
60-day rollover, but for some
reason the funds don't get to
the new IRA trustee in time,

the tax impact can be significant. In general, the
rollover is invalid, the distribution becomes a
taxable event, and you're treated as having
made a regular, instead of a rollover,
contribution to the new IRA. But all may not be
lost. The 60-day requirement is automatically
waived if all of the following apply:

• A financial institution actually receives the
funds within the 60-day rollover period.

• You followed the financial institution's
procedures for depositing funds into an IRA
within the 60-day period.

• The funds are not deposited in an IRA within
the 60-day rollover period solely because of
an error on the part of the financial institution.

• The funds are deposited within one year from
the beginning of the 60-day rollover period.

• The rollover would have been valid if the
financial institution had deposited the funds
as instructed.

If you don't qualify for this limited automatic
waiver, the IRS can waive the 60-day
requirement "where failure to do so would be
against equity or good conscience," such as a
casualty, disaster, or other event beyond your
reasonable control. However, you'll need to
request a private letter ruling from the IRS, an
expensive proposition — the filing fee alone is
currently $10,000.

Thankfully, the IRS has just introduced a third
way to seek a waiver of the 60-day
requirement: self-certification. Under the new
procedure, if you've missed the 60-day rollover
deadline, you can simply send a letter to the
plan administrator or IRA trustee/custodian
certifying that you missed the 60-day deadline
due to one of 11 specified reasons. To qualify,
you must generally make your rollover
contribution to the employer plan or IRA within
30 days after you're no longer prevented from
doing so. Also, there is no IRS fee.

The downside of self-certification is that if
you're subsequently audited, the IRS can still
review whether your contribution met the
requirements for a waiver. For this reason,
some taxpayers may still prefer the certainty of
a private letter ruling from the IRS.

What's the difference between a direct and indirect
rollover?
If you're eligible to receive a
taxable distribution from an
employer-sponsored
retirement plan [like a 401(k)],

you can avoid current taxation by instructing
your employer to roll the distribution directly
over to another employer plan or IRA. With a
direct rollover, you never actually receive the
funds.

You can also avoid current taxation by actually
receiving the distribution from the plan and then
rolling it over to another employer plan or IRA
within 60 days following receipt. This is called a
"60-day" or "indirect" rollover.

But if you choose to receive the funds rather
than making a direct rollover, your plan is
required to withhold 20% of the taxable portion
of your distribution (you'll get credit for the
amount withheld when you file your federal tax
return). This is true even if you intend to make a
60-day rollover. You can still roll over the entire
amount of your distribution, but you'll need to
make up the 20% that was withheld using other
assets.

For example, if your taxable distribution from
the plan is $10,000, the plan will withhold

$2,000 and you'll receive a check for $8,000.
You can still roll $10,000 over to an IRA or
another employer plan, but you'll need to come
up with that $2,000 from your other funds.

Similarly, if you're eligible to receive a taxable
distribution from an IRA, you can avoid current
taxation by either transferring the funds directly
to another IRA or to an employer plan that
accepts rollovers (sometimes called a
"trustee-to-trustee transfer"), or by taking the
distribution and making a 60-day indirect
rollover (20% withholding doesn't apply to IRA
distributions).

Under recently revised IRS rules, you can make
only one tax-free, 60-day, rollover from any IRA
you own (traditional or Roth) to any other IRA
you own in any 12-month period. However, this
limit does not apply to direct rollovers or
trustee-to-trustee transfers.

Because of the 20% withholding rule, the
one-rollover-per-year rule, and the possibility of
missing the 60-day deadline, in almost all cases
you're better off making a direct rollover to
move your retirement plan funds from one
account to another.
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