First Quarter 2016

New “Tax Extenders” Law
Has Even Greater Reach

U

nlike past legislation that
granted a temporary reprieve
to expired and expiring tax
breaks, the new “Protecting Americans
from Tax Hikes” (PATH) Act of 2015
goes further, modifying some provisions
and making several of them permanent.

New “Tax Extenders” Law
(Continued from page 1)

Qualiﬁed small business stock:
Investors in qualiﬁed small business
stock (QSBS) can continue to exclude
100% of the gain from the sale of such
stock. This tax exclusion was supposed
to be cut to 50% for QSBS acquired
after 2014, but now the 100% exclusion
is permanent.
Employee transportation beneﬁts:
The tax law provides tax-free beneﬁts
for workers’ mass transit passes, van
pooling, and parking fees. The
maximum monthly beneﬁt for mass
transit passes and van pooling had been
reduced to $130 after 2014, but the new
law restores a monthly maximum of
$250 for all three fringe beneﬁts
(indexed to $255 for 2016).

Teacher classroom expenses:
Teachers and other educators can
deduct up to $250 of their out-ofpocket classroom expenses. This
deduction will be indexed for inﬂation in
future years.
Extended Tax Breaks in PATH Act
These provisions, most of which
had expired after 2014, now are
extended retroactive to January 1, 2015,
for a period of at least two years.
Your business can claim a bonus
depreciation deduction of 50% (on the
purchase of new equipment) for 2015
through 2017. That drops to 40% in
2018 and 30% in 2019.
Parents can elect to deduct college
tuition and fees, subject to an incomebased phaseout, instead of a higher
education credit.
●

●

Employers again may claim tax
credits for hiring workers who are
military veterans or from speciﬁed
disadvantaged groups.
Some homeowners will beneﬁt
from tax-free mortgage forgiveness on
debts of up to $2 million and a deduction
for mortgage insurance premiums.
A residential energy credit of up to
$500 is available for qualifying energysaving expenses.
Among other changes, the new
law also postpones a tax on high-priced
health insurance plans—mandated by
the Affordable Care Act (ACA)—from
2018 to 2020; codiﬁes the Taxpayer Bill
of Rights; and extends liberal rules for
Section 529 college saving plans.
Contact us for information about
how these provisions may affect
your situation. ●
●

●

●
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Permanent Tax Breaks in PATH Act
These provisions, most of which
had expired after
2014, now have
been reinstated for
2015 and made
permanent, with
some modiﬁcations.
Section 179
deduction: The
maximum annual
Section 179
deduction for
buying new or used
business property, which had plunged to
$25,000 after 2014, is reinstated to
$500,000. Once you’ve spent $2 million,
the deduction is reduced by a dollar for
every additional dollar you spend. These
ﬁgures will be indexed for inﬂation in
future years.
Depreciation write-offs: This lets
you recover the cost of qualiﬁed
leasehold, restaurant and retail
improvements in 15 years rather than 39.
This provision is extended retroactively
and made permanent.
Child tax credit: Parents can
beneﬁt from an enhanced, potentially
refundable child credit. Scheduled to
expire after 2017, it’s preserved for
parents who owe taxes.
American Opportunity Tax
Credit: Parents of college students will

continue to be able to claim a maximum
American Opportunity Tax Credit
(AOTC) of $2,500, phased out based on
modiﬁed adjusted gross income
(MAGI). The credit maximum had been
scheduled to drop to $1,800 in 2017.
Gifts of conservation property:
Under the new law, if you donate
property for conservation purposes you
can take a deduction of up to 50% of
your adjusted
gross income
(AGI)—or
100% if
you’re a
farmer or
rancher. That
contrasts with
the usual
30%-ofAGI limit.
And you
now can carry forward any excess
amount for as long as 15 years instead of
ﬁve years.
Charitable gifts from IRAs: If
you’re older than 70½ you again can
give a maximum of $100,000 directly
from your IRA to a charity without tax
liability. That doubles to $200,000 if you
give with your spouse.
Research credit: This credit, for
spending by your business on research
and development, is now permanent. The
new law also includes other breaks for
small businesses.
State and local sales taxes: This
optional deduction, taken in lieu of a
deduction for income taxes that you
pay, is now a permanent part of the
tax code.
(Continued on page 4)

NFL Takes Hit
With Pension Woes

D

espite all the money sloshing
around the NFL, the league has
fallen victim to the same
retirement-planning obstacles that
affect the typical American. A recent
Wall Street Journal article described
how the league’s pension plan only has
enough money to cover 72% of future
beneﬁts. In 2013 the plan was the worst
funded in major league sports, with
assets only covering 49% of future
expenses, despite the league having the
most revenue. This doesn’t bode well
for a group of employees where routine
ﬁnancial self-destruction has been
widely documented. Fortunately, extra
contributions are improving the
funding ratio.
These pension problems are
essentially the same as those
experienced by typical Americans with
their personal retirement nest eggs.
Contributions aren’t enough, and post1980s and 1990s returns have been
below average and far lower than those
two off-the-charts decades. Consider
using the current, unexpected decline
in mortgage rates to reﬁnance and
redirect the saving into retirement
plans. Likewise, the market sell-off has
provided the ﬁrst opportunity in years
to pick up many quality companies at
attractive prices. If routine monthly
savings or annual large bonuses have
fattened the bank account, it could be
an opportune time to put it to work.

What To Know About Social Security

Getting Ready To Retire? 7 Moves NOT To Make

he Social Security
Administration (SSA) recently
announced that there will be no
increase in retiree beneﬁts in 2016
because of the low inﬂation rate. Costof-living adjustments (COLAs), which
are based on a consumer price index for
urban wage-earners, have been
standard fare and most retirees expect
them. In fact, this is only the third time
without a yearly increase in Social
Security retirement beneﬁts since
COLAs were instituted in 1975. (The
other two occurred in 2010 and 2011.)
It may be small consolation, but
the Social Security wage base for
payroll taxes also won’t go up,
remaining at $118,500 in 2016. This
means the ﬁrst $118,500 of wages you
earn in 2016 is subject to a 6.2% tax
(or twice that if you’re self-employed).
There’s also a tax for Medicare of
1.45% on all earnings.
Furthermore, the SSA has
announced that the limits under the
“earnings test” (the amount you can
earn from working without forfeiting
Social Security beneﬁts) also are
unchanged.
Did this “freeze” for 2016 catch
you by surprise? If so, you’re not
alone. People from all walks of life,
including those who already have
retired, often don’t fully understand the
rules for Social Security or are unaware

f you’re like most soon-to-be retirees,
you’re looking forward to leaving the
rat race and moving into a
comfortable lifestyle. But the golden
years can lose their luster quickly if you
don’t consider all of the aspects of
retirement. Here are seven things NOT to
do when you retire:
1. DON’T live beyond your means.
If you’ve been operating on a monthly
budget while you’ve been working,
there’s no need to abandon this practice
in retirement. You might need a budget
now even more than you did before.
After all, you won’t have the same
income from wages coming in. Rather,
you’re likely to be living on a ﬁxed
income that you draw from your
investments, retirement plans, IRAs,
and Social Security beneﬁts. Splurging
on things you really can’t afford could
do more damage than it would have
before retirement.
2. DON’T cut things too closely.
When you’re ﬁne-tuning your budget in
retirement, give yourself some extra
breathing room for unexpected expenses,
such as repairs to your home or
replacement of appliances. Try to save a
little each month to build up a “rainy
day” fund that you could use for
emergencies. At the same time, just
because you’re retired doesn’t mean
you won’t want to keep up with the
latest technology or fashion trends. The

trick is to create a budget that is
generous enough to let you enjoy your
retirement without putting your future at
ﬁnancial risk.
3. DON’T assume that you’ll stay in
good health. Even if you’re in the pink of
health now, there are no
guarantees this will
continue in retirement. To
hedge your bets, make
sure you have insurance
that’s able to provide
plenty of protection. That
includes health insurance, disability
income insurance, and life insurance
coverage that will cover your potential
needs. Although Medicare can cover
most regular health care costs, you’ll
also need supplemental coverage to
avoid large out-of-pocket expenses.
Factor the premiums for all of your
coverage into your monthly budget.
4. DON’T become a couch potato.
Once you no longer have to wake up
and go to work every morning, it’s easy
to become sedentary, especially if
you’re not athletically inclined. But one
of the keys to staying healthy is to
remain active and vibrant. Find activities
that interest you, and pursue your
hobbies vigorously. And be sure to
socialize with friends and family
regularly. Spending your days watching
TV and eating potato chips likely will
shorten your life span.

beneﬁciaries. The trust becomes
irrevocable when you die.
The main advantage living trusts
have over wills is that the property
transferred to the
trust doesn’t
have to go
through probate.
Depending on
the state in
which you live,
probate can be
time-consuming.
In addition,
unlike a will, a
living trust isn’t available to public
inspection, ensuring complete
privacy with respect to the assets it
holds and distributes.

But don’t assume that a living
trust is a panacea. It will require some
time and work on your part to make all
of the necessary arrangements. Also, if
you devise a
“pour-over will”
to catch assets
not in the living
trust, the will
must be
probated anyway.
Clearly, a
living trust may
provide valuable
beneﬁts, but it
usually works best hand in hand with
your will. We can help you work with
your attorneys to ﬁnd a solution that
works for you. ●

T

of how complex the rules are. Use this
quiz to test your personal knowledge of
the subject:
1) The earliest age you can begin to
receive Social Security retiree
beneﬁts is:
a) age 59½.
b) age 62.
c) age 65.
d) age 70.
2) The amount you will receive if you
opt for early retirement may be
reduced by as much as _____ for
someone born in 1960 or later.
a) 5%
b) 10%
c) 20%
d) 30%
3) To get the maximum amount of
Social Security beneﬁts, you need to
wait until ______ to begin receiving
beneﬁts.
a) age 59½
b) age 62
c) age 65
d) age 70
4) Spousal beneﬁts are available to
an unmarried ex-spouse if he or she
was married to the beneﬁciary for at
least:
a) 3 years.

b) 5 years.
c) 10 years.
d) 25 years.
5) Social Security retiree beneﬁts are
partially taxable if your beneﬁts
exceed ________ if you’re a single
tax ﬁler and ________ if you’re a
joint ﬁler.)
a) $10,000/$25,000
b) $25,000/$32,000
c) $50,000/$100,000
d) $200,000/$250,000
6) The age when a Baby Boomer
born between 1943 and 1954 is able
to receive full retirement beneﬁts is:
a) age 62.
b) age 65.
c) age 66.
d) age 70.
7) For 2016, the maximum amount
you’re allowed to earn in the year
you reach full retirement age—but
before the month of your birthday—
without forfeiting any beneﬁts is:
a) $15,480.
b) $26,480.
c) $41,880
d) $55,880.

Answers: 1-b; 2-d; 3-d; 4-c; 5-b; 6-c; 7-c

Show More Life With A Living Trust

I

n some ﬁnancial circles, a revocable
living trust has been touted as a
staple of estate planning that can
even be used to replace a legally valid
will. Normally, however, a living trust
is viewed as a supplement to a will, not
an outright replacement. Here’s how
this estate-planning technique may
serve you best—in life and death:
It’s important to understand the
basic differences between a will and a
living trust. Your “last will and
testament” is a legal document
determining how, when, and to whom
your possessions will be distributed
upon your death. It doesn’t have any
effect until you die. However, a will

normally must go through probate
before distributions are made.
(Property passing through joint rights
of survivorship may be one exception
to that rule.)
In addition, a will alone may not
achieve all of your estate-planning
objectives. For instance, you can’t
impose any conditions on gifts made
through a will.
A revocable living trust also is a
legally valid document, and you may
be able to transfer securities, real
estate, or other property to the trust,
and you can give the trustee power to
manage it on behalf of the designated
beneﬁciaries. Typically, you might

name yourself as both the trustee and
the initial beneﬁciary of the trust. At
the same time, you can designate
other family members—say, your
spouse, your children, or both—as
secondary beneﬁciaries entitled to
receive remaining assets in the trust
when it terminates.
With a living trust, you’ll retain a
high level of control while you’re
alive. For instance, you may be able to
sell trust assets and keep the cash,
amend the terms of the trust (for
example, by changing secondary
beneﬁciaries), or revoke it entirely.
Unlike a will, a living trust allows you
to place restrictions on gifts to

I

5. DON’T leave investments on
cruise-control. Maybe you’ve
implemented an asset allocation
strategy for the remainder of your
working years and transitioning into
retirement. If the plan was designed
properly, it should be
suitable for your situation
and reﬂect your personal
tolerance for risk.
However, your situation
and your preferences are
likely to evolve, requiring
an update. That’s why it’s important to
revisit your portfolio holdings and
strategies on a regular basis.
6. DON’T forget about taxes.
When you’re counting on your income
to sustain you through retirement, keep
in mind how much of your projected
earnings will be eroded by taxes. For
example, if you sell securities to raise
cash, your capital gains will be taxable,
although you may beneﬁt from a
preferential tax rate of 15% on net
long-term gains (20% if you’re in the
top regular income tax bracket). Most
distributions from retirement plans are
taxable as ordinary income and even
Social Security beneﬁts are subject to
taxation. However, qualiﬁed
distributions from a Roth IRA at least
ﬁve years old are completely tax-free.
7. DON’T stop saving for
retirement. Just because you’re retiring
doesn’t mean that you should stop
saving for retirement. In fact, with life
expectancies continuing to expand, the
opposite is true. You can continue to
take advantage of tax-favored savings
vehicles, including employer-sponsored
retirement plans and IRAs if you work
at least part-time. For instance, if you
quit your main job but work as a
freelance consultant, you could set up a
Simpliﬁed Employee Pension (SEP) or
another plan for your self-employed
business. Note that certain plans such
as 401(k)s allow older workers to add
“catch-up contributions” on top of the
usual limits.
It takes a long time to build up
sufﬁcient savings for retirement but
this can be undone quickly through a
few costly missteps. DON’T make
these mistakes. ●
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emergencies. At the same time, just
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guarantees this will
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that’s able to provide
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avoid large out-of-pocket expenses.
Factor the premiums for all of your
coverage into your monthly budget.
4. DON’T become a couch potato.
Once you no longer have to wake up
and go to work every morning, it’s easy
to become sedentary, especially if
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New “Tax Extenders” Law
Has Even Greater Reach

U

nlike past legislation that
granted a temporary reprieve
to expired and expiring tax
breaks, the new “Protecting Americans
from Tax Hikes” (PATH) Act of 2015
goes further, modifying some provisions
and making several of them permanent.

New “Tax Extenders” Law
(Continued from page 1)

Qualiﬁed small business stock:
Investors in qualiﬁed small business
stock (QSBS) can continue to exclude
100% of the gain from the sale of such
stock. This tax exclusion was supposed
to be cut to 50% for QSBS acquired
after 2014, but now the 100% exclusion
is permanent.
Employee transportation beneﬁts:
The tax law provides tax-free beneﬁts
for workers’ mass transit passes, van
pooling, and parking fees. The
maximum monthly beneﬁt for mass
transit passes and van pooling had been
reduced to $130 after 2014, but the new
law restores a monthly maximum of
$250 for all three fringe beneﬁts
(indexed to $255 for 2016).

Teacher classroom expenses:
Teachers and other educators can
deduct up to $250 of their out-ofpocket classroom expenses. This
deduction will be indexed for inﬂation in
future years.
Extended Tax Breaks in PATH Act
These provisions, most of which
had expired after 2014, now are
extended retroactive to January 1, 2015,
for a period of at least two years.
Your business can claim a bonus
depreciation deduction of 50% (on the
purchase of new equipment) for 2015
through 2017. That drops to 40% in
2018 and 30% in 2019.
Parents can elect to deduct college
tuition and fees, subject to an incomebased phaseout, instead of a higher
education credit.
●

●

Employers again may claim tax
credits for hiring workers who are
military veterans or from speciﬁed
disadvantaged groups.
Some homeowners will beneﬁt
from tax-free mortgage forgiveness on
debts of up to $2 million and a deduction
for mortgage insurance premiums.
A residential energy credit of up to
$500 is available for qualifying energysaving expenses.
Among other changes, the new
law also postpones a tax on high-priced
health insurance plans—mandated by
the Affordable Care Act (ACA)—from
2018 to 2020; codiﬁes the Taxpayer Bill
of Rights; and extends liberal rules for
Section 529 college saving plans.
Contact us for information about
how these provisions may affect
your situation. ●
●

●

●
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Permanent Tax Breaks in PATH Act
These provisions, most of which
had expired after
2014, now have
been reinstated for
2015 and made
permanent, with
some modiﬁcations.
Section 179
deduction: The
maximum annual
Section 179
deduction for
buying new or used
business property, which had plunged to
$25,000 after 2014, is reinstated to
$500,000. Once you’ve spent $2 million,
the deduction is reduced by a dollar for
every additional dollar you spend. These
ﬁgures will be indexed for inﬂation in
future years.
Depreciation write-offs: This lets
you recover the cost of qualiﬁed
leasehold, restaurant and retail
improvements in 15 years rather than 39.
This provision is extended retroactively
and made permanent.
Child tax credit: Parents can
beneﬁt from an enhanced, potentially
refundable child credit. Scheduled to
expire after 2017, it’s preserved for
parents who owe taxes.
American Opportunity Tax
Credit: Parents of college students will

continue to be able to claim a maximum
American Opportunity Tax Credit
(AOTC) of $2,500, phased out based on
modiﬁed adjusted gross income
(MAGI). The credit maximum had been
scheduled to drop to $1,800 in 2017.
Gifts of conservation property:
Under the new law, if you donate
property for conservation purposes you
can take a deduction of up to 50% of
your adjusted
gross income
(AGI)—or
100% if
you’re a
farmer or
rancher. That
contrasts with
the usual
30%-ofAGI limit.
And you
now can carry forward any excess
amount for as long as 15 years instead of
ﬁve years.
Charitable gifts from IRAs: If
you’re older than 70½ you again can
give a maximum of $100,000 directly
from your IRA to a charity without tax
liability. That doubles to $200,000 if you
give with your spouse.
Research credit: This credit, for
spending by your business on research
and development, is now permanent. The
new law also includes other breaks for
small businesses.
State and local sales taxes: This
optional deduction, taken in lieu of a
deduction for income taxes that you
pay, is now a permanent part of the
tax code.
(Continued on page 4)

NFL Takes Hit
With Pension Woes

D

espite all the money sloshing
around the NFL, the league has
fallen victim to the same
retirement-planning obstacles that
affect the typical American. A recent
Wall Street Journal article described
how the league’s pension plan only has
enough money to cover 72% of future
beneﬁts. In 2013 the plan was the worst
funded in major league sports, with
assets only covering 49% of future
expenses, despite the league having the
most revenue. This doesn’t bode well
for a group of employees where routine
ﬁnancial self-destruction has been
widely documented. Fortunately, extra
contributions are improving the
funding ratio.
These pension problems are
essentially the same as those
experienced by typical Americans with
their personal retirement nest eggs.
Contributions aren’t enough, and post1980s and 1990s returns have been
below average and far lower than those
two off-the-charts decades. Consider
using the current, unexpected decline
in mortgage rates to reﬁnance and
redirect the saving into retirement
plans. Likewise, the market sell-off has
provided the ﬁrst opportunity in years
to pick up many quality companies at
attractive prices. If routine monthly
savings or annual large bonuses have
fattened the bank account, it could be
an opportune time to put it to work.

