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It's April, and for many this means either (a)
receiving an anxiously awaited tax refund, or
(b) writing a check to the IRS for taxes due.

Since "death and taxes" are often referred to as
being the only things that are known for sure,
there is not much you can do about what will
happen on 04/15.

Instead, given the considerable political debate
and consternation over how to balance the
budget, let's see how you would do as both
President of the United States and a member of
the U.S. Congress.

Note: The following data was obtained from two
websites: USGovernmentSpending.com and
USGovernmentRevenue.com .

The U.S. Government took in $2.8 trillion
dollars in 2013 and spent $3.6 trillion. That
resulted in another $800 billion being added to
our National Debt, which now stands at just
under $20 trillion.

The GDP of the United States for 2013 was
about $16.8 trillion, which means our debt/GDP
ratio is now at almost 120%. Many economists
believe that is NOT good and could seriously
hinder economic growth (as we have seen
happen for 20+ years in Japan).

So, how do you "fix" the problem? A 25%
income tax increase on every American
taxpayer would, in theory, balance the budget,
but we doubt if such an increase would be
welcomed with open arms. Instead, it might
result in a mad rush to the voting booth in the
next set of Federal elections.

Ready your paper, pencils and calculators
because here are the spending numbers:

- Pensions: $912 billion ($776b on Social
Security benefits and $136b on Federal
pensions)
- Health Care: $970 billion ($520b on
Medicare, $415b on Medicaid, and $35b on
research)
- Defense: $820 billion ($621b on the military,
$151b on Vet benefits, and $48b on foreign aid)
- Welfare: $405 billion ($282b on family
services, $63b on unemployment, $50b on
housing assistance, and $10b on workman's
compensation)
- Interest on the National Debt: $224 billion
(what happens when interest rates rise?)
- Education: $113 billion
- Transportation: $96 billion
- Federal protection/police services: $53
billion
- "Other" government discretionary
spending: $27 billion

A quick tally will show that the first three items
listed consume virtually 100% of annual
revenues. One can quickly see why many
politicians avoid talking about the financial
"elephants in the room" and instead are content
to talk about adjustments to the "discretionary
spending" (last item on the list). But that item
means very little in the overall scheme of
things.

Since we have appointed you our leaders,
please see what solution(s) you can reach.
We'll be anxious to hear your ideas.

Happy calculating!
- Ken, Dave, Dominic, Julie, Todd, Therese &
Maja
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Spring Cleaning Your Debt
It's springtime--time for you to take stock of
your surroundings and get rid of the dirt and
clutter that you've accumulated during this past
year.

In addition to typical spring cleaning tasks, you
may want to take this time to focus on your
finances. In particular, now may be as good a
time as ever to evaluate your debt situation and
try to reduce and/or eliminate any debt
obligations you may have. The following are
some tips to get you started.

Determine whether it makes sense to
refinance
If you currently have consumer loans, such as a
mortgage or an auto loan, take a look at your
interest rates. If you find that you are paying
higher-than-average interest rates, you may
want to consider refinancing. Refinancing to a
lower interest rate can result in lower monthly
payments on a loan and potentially less interest
paid over the loan's term.

Keep in mind that refinancing often involves its
own costs (e.g., points and closing costs for
mortgage loans), and you should factor them
into your calculations of how much refinancing
might save you.

Consider loan consolidation
Loan consolidation involves rolling small
individual loans into one larger loan, allowing
you to make only one monthly payment instead
of many.

Consolidating your loans into one single loan
has several advantages, including making it
easier to focus on paying down your debt. In
addition, you may be able to get a lower
interest rate or extend the loan term on a
consolidated loan. Keep in mind, however, that
if you do extend the repayment term on a
consolidated loan, it could take you longer to
get out of debt and ultimately you may end up
paying more in interest charges over the life of
the loan.

Look into taking out a home equity loan
If you own a home and have enough equity,
you may be able to use a home equity loan to
pay off your debt. The interest on home equity
loans is often lower compared to other types of
loans (e.g., credit cards) and is usually tax
deductible.

Home equity loans can be an effective way to
pay off debt. However, there are some
disadvantages to consider. If you end up having
an available line of credit with a home equity
loan, you'll need to be careful not to incur any
new debt. In addition, when you take out a
home equity loan, your home is potentially at

risk since it serves as collateral for the loan.

Evaluate whether you should invest
your money or pay off your debt
Another effective way to reduce your debt load
is to take cash that you normally would put
toward certain investment vehicles and use it to
pay down your debt. In order to determine
whether this is a good option, you'll have to
compare the current and anticipated rate of
return on your investments with interest you
would pay on your debt. In general, if you would
earn less on your investments than you would
pay in interest on your debts, using your extra
cash to pay off your debt may be the smarter
choice.

For example, assume that you have $1,000 in a
savings account that earns an annual rate of
return of 3%. Meanwhile, you have a credit card
balance of $1,000 that incurs annual interest at
a rate of 19%. Over the course of a year, your
savings account earns $30 interest while your
credit card costs you $190 in interest. In this
case, it might be best to use your extra cash to
pay down your high-interest credit card debt.

Come up with a payment strategy to
eliminate credit card debt
If you have a significant amount of credit card
debt, you'll need to come up with a payment
strategy in order to help eliminate it. Some
options include:

• Making lump-sum payments using available
funds such as an inheritance or employment
bonus

• Prioritizing repayments toward cards with the
highest interest rates

• Utilizing balance transfers

Whenever possible, make additional
payments
Making payments in addition to your regular
loan payments or the minimum payment due
can reduce the length of the loan and the total
interest paid over the life of a loan. Additional
payments can be made periodically and at a
time of your choosing (e.g., monthly, quarterly,
or annually).

Making more than the required minimum
payment is especially important when it comes
to credit card debt. If you only make the
minimum payment on a credit card, you'll
continue to carry the bulk of your balance
forward for many years without actually
reducing your overall balance.

Making more than the
required minimum payment
is especially important when
it comes to credit card debt.
If you only make the
minimum payment on a
credit card, you'll continue
to carry the bulk of your
credit card balance forward
for many years without
actually reducing your
overall balance.
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Saving through Your Retirement Plan at Work? Don't Let These
Five Risks Derail Your Progress
As a participant in your work-sponsored
retirement savings plan, you've made a very
important commitment to yourself and your
family: to prepare for your future.
Congratulations! Making that commitment is an
important first step in your pursuit of a
successful retirement. Now it's important to stay
focused--and be aware of a few key risks that
could derail your progress along the way.

1. Beginning with no end in mind
Setting out on a new journey without knowing
your destination can be a welcome adventure,
but when planning for retirement, it's generally
best to know where you're going. According to
the Employee Benefit Research Institute
(EBRI), an independent research organization,
workers who have calculated a savings goal
tend to be more confident in their retirement
prospects than those who have not.
Unfortunately, EBRI also found that less than
half of workers surveyed had actually crunched
the numbers to determine their need (Source:
2013 Retirement Confidence Survey, March
2013).

Your savings goal will depend on a number of
factors--your desired lifestyle, preretirement
income, health, Social Security benefits, any
traditional pension benefits you or your spouse
may be entitled to, and others. By examining
your personal situation both now and in the
future, you can determine how much you may
need to accumulate to provide the income you'll
need during retirement.

Luckily, you don't have to do it alone. Your
employer-sponsored plan likely offers tools to
help you set a savings goal. In addition, a
financial professional can help you further
refine your target, breaking it down to answer
the all-important question, "How much should I
contribute each pay period?"

2. Investing too conservatively...
Another key to determining how much you may
need to save on a regular basis is targeting an
appropriate rate of return, or how much your
contribution dollars may earn on an ongoing
basis. Afraid of losing money, some retirement
investors choose only the most conservative
investments, hoping to preserve their
hard-earned assets. However, investing too
conservatively can be risky, too. If your
contribution dollars do not earn enough, you
may end up with a far different retirement
lifestyle than you had originally planned.

3. ...Or aggressively
On the other hand, retirement investors striving
for the highest possible returns might select
investments that are too risky for their overall

situation. Although it's a generally accepted
principle to invest at least some of your money
in more aggressive investments to pursue your
goals and help protect against inflation, the
amount you invest should be based on a
number of factors.

The best investments for your retirement
savings mix are those that take into
consideration your total savings goal, your time
horizon (or how much time you have until
retirement), and your ability to withstand
changes in your account's value. Again, your
employer's plan likely offers tools to help you
choose wisely. And a financial professional can
also provide an objective, third-party view.

4. Giving in to temptation
Many retirement savings plans permit plan
participants to borrow from their own accounts.
If you need a sizable amount of cash quickly,
this option may sound appealing at first; after
all, you're typically borrowing from yourself and
paying yourself back, usually with interest.
However, consider these points:

• Any dollars you borrow will no longer be
working for your future

• The amount of interest you'll be required to
pay yourself could potentially be less than
what you might earn should you leave the
money untouched

• If you leave your job for whatever reason, any
unpaid balance may be treated as a taxable
distribution

For these reasons, it's best to carefully consider
all of your options before choosing to borrow
from your retirement savings plan.

5. Cashing out too soon
If you leave your current job or retire, you will
need to make a decision about your retirement
savings plan money. You may have several
options, including leaving the money where it is,
rolling it over into another employer-sponsored
plan or an individual retirement account, or
taking a cash distribution. Although receiving a
potential windfall may sound appealing, you
may want to think carefully before taking the
cash. In addition to the fact that your retirement
money will no longer be working for you, you
will have to pay taxes on any pretax
contributions, vested employer contributions,
and earnings on both. And if you're under age
55, you will be subject to a 10% penalty tax as
well. When it's all added up, the amount left in
your pocket after Uncle Sam claims his share
could be a lot less than you expected.

Keep in mind that no
investment strategy can
guarantee success. All
investing involves risk,
including the possible loss
of your contribution dollars.
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How do I figure the tax on the sale of my home?
In general, when you sell your
home any amount you receive
over your cost basis (what you
paid for the home, plus capital
improvements, plus the costs

of selling the home) is subject to capital gains
taxes. However, if you owned and used the
home as your principal residence for a total of
two out of the five years before the sale (the
two years do not have to be consecutive), you
may be able to exclude from federal income tax
up to $250,000 (up to $500,000 if you're
married and file a joint return) of the capital gain
when you sell your home. You can use this
exclusion only once every two years, and the
exclusion does not apply to vacation homes
and pure investment properties.

For example, Mr. and Mrs. Jones bought a
home 20 years ago for $80,000. They've used it
as their principal home ever since. This year,
they sell the house for $765,000, realizing a
capital gain of $613,000 ($765,000 selling price
minus a $42,000 broker's fee, minus the
original $80,000 purchase price, minus $30,000
worth of capital improvements they've made
over the years). The Joneses, who file jointly,
and are in the 28% marginal tax bracket, can

exclude $500,000 of capital gain realized on the
sale of their home. Thus, their tax on the sale is
only $16,950 ($613,000 gain minus the
$500,000 exemption multiplied by the 15%
long-term capital gains tax rate).

What if you don't meet the two-out-of-five-years
requirement? Or you used the capital gain
exclusion within the past two years for a
different principal residence? You may still
qualify for a partial exemption, assuming that
your home sale was due to a change in place of
employment, health reasons, or certain other
unforeseen circumstances.

Special rules may apply in the following cases:

• You sell vacant land adjacent to your
residence

• Your residence is owned by a trust
• Your residence contained a home office or

was otherwise used for business purposes
• You rented part of your residence to tenants
• You owned your residence jointly with an

unmarried taxpayer
• You sell your residence within two years of

your spouse's death
• You're a member of the uniformed services

Is there a new way to calculate my home office
deduction?
Yes, but first it's important to
understand what hasn't
changed. To qualify for an
income tax deduction for home

office expenses, the IRS still requires that you
meet two tests--the place of business test and
the exclusive and regular use test.

To pass the place of business test, you must
show that you use a portion of your home as
the principal place of business for your trade or
business, or a place where you regularly meet
with clients, customers, or patients. In the case
of a separate structure that isn't attached to
your dwelling unit, you must show that you use
it in connection with your trade or business (i.e.,
it needn't be your principal place of business).

The exclusive and regular use test requires that
you use that portion of your home both
exclusively for business and on a regular basis.

Prior to 2013, in order to claim the home office
deduction, you also needed to determine the
actual expenses you incurred in maintaining
your home office (for example, mortgage
interest, insurance, utilities, repairs, and
depreciation).

However, beginning with the 2013 tax year,
you're able to use an optional "safe harbor"
method of calculating your home office
deduction. Instead of determining and
allocating actual expenses, under the safe
harbor method you calculate your deduction by
multiplying the square footage of your home
office (up to a maximum of 300 square feet) by
$5. Since square footage is capped at 300, the
maximum deduction available under the safe
harbor method is $1,500.

Each year, you can choose whether to use the
safe harbor method of calculating the deduction
or to use actual expenses. If you use the new
safe harbor method:

• You'll still be able to deduct mortgage interest
and real estate taxes on Schedule A if you
itemize deductions.

• You cannot depreciate the part of your home
you use for business. (If you use the safe
harbor method in one year, and in a later year
use actual expenses, special rules will apply
in calculating depreciation.)
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