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2018 is quickly approaching and that means
it’s tax planning season...
Help your local public and private schools,
charities and foster care centers by using
three common Arizona tax credits. With
proper planning, donations for 2017 totaling
up to $4,377 for married couples ($2,189 for
individuals) can be credited against your
Arizona income tax liability. This amount
excludes the Arizona Military Family Relief
Fund credit which reached its donation cap by
10/31/2017.
For those expecting to be in a lower income
tax bracket next year, itemized deductions
may be more valuable if taken this year. You
may find it advantageous to prepay next
year’s property taxes, contribute next year’s
charitable donations, and pay January’s
estimated state taxes and mortgage payment
this year. Also consider deferring income to
the lower tax year if possible. Beware of
deduction limitations and Alternative Minimum
Tax, so please coordinate with your tax
professional.
Until December...
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Planning on working during
retirement? If so, you're not
alone. Recent studies have
consistently shown that a
majority of retirees plan to
work at least some period of
time during their retirement
years. Here are some points to consider.

no matter how much you earn. Yet another
special rule applies in your first year of Social
Security retirement — you'll get your full benefit
for any month you earn less than one-twelfth of
the annual earnings limit ($1,410 in 2017) and
you don't perform substantial services in
self-employment.

Not all income reduces your Social Security
benefit. In general, Social Security only takes
into account wages you've earned as an
Obviously, if you work during retirement, you'll
employee, net earnings from self-employment,
be earning money and relying less on your
and other types of work-related income such as
retirement savings, leaving more to grow for the
bonuses, commissions, and fees. Pensions,
future. You may also have access to affordable
annuities, IRA payments, and investment
health care, as more and more employers offer
income won't reduce your benefit.
this important benefit to part-time employees.
Even if some of your benefits are withheld prior
But there are also non-economic reasons for
to your full retirement age, you'll generally
working during retirement. Many retirees work
receive a higher monthly benefit starting at your
for personal fulfillment, to stay mentally and
physically active, to enjoy the social benefits of full retirement age, because the Social Security
Administration (SSA) will recalculate your
working, and to try their hand at something
benefit and give you credit for amounts that
new.
were withheld. If you continue to work, any new
What about my Social Security benefit? earnings may also increase your monthly
Working may enable you to postpone claiming benefit. The SSA reviews your earnings record
Social Security until a later date. In general, the every year to see if you had additional earnings
later you begin receiving benefit payments, the that would increase your benefit.
greater your benefit will be. Whether delaying
One last important point to consider. In general,
the start of Social Security benefits is the right
your Social Security benefit won't be subject to
decision for you depends on your personal
federal income tax if that's the only income you
circumstances.
receive during the year. But if you work during

Why work during retirement?

One factor to consider is whether you want to
continue working after you start receiving Social
Security retirement benefits, because your
earnings may affect the amount of your benefit
payment.
If you've reached full retirement age (66 to 67,
depending on when you were born), you don't
need to worry about this — you can earn as
much as you want without affecting your Social
Security benefit. But if you haven't yet reached
full retirement age, $1 in benefits will be
withheld for every $2 you earn over the annual
earnings limit ($16,920 in 2017). A higher
earnings limit applies in the year you reach full
retirement age. If you earn more than this
higher limit ($44,880 in 2017), $1 in benefits will
be withheld for every $3 you earn over that
amount, until the month you reach full
retirement age — then you'll get your full benefit

retirement (or you receive any other taxable
income or tax-exempt interest), a portion of
your benefit may become taxable. IRS
Publication 915 has a worksheet that can help
you determine whether any part of your Social
Security benefit is subject to income tax.

How will working affect my pension?
Some employers have adopted "phased
retirement" programs that allow you to ease into
retirement by working fewer hours, while also
allowing you to receive all or part of your
pension benefit. However, other employers
require that you fully retire before you can
receive your pension. And some plans even
require that your pension benefit be suspended
if you retire and then return to work for the
same employer, even part-time. Check with
your plan administrator.
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Examining the Taxpaying Population: Where Do You Fit In?
Every quarter, the Statistics of Income Division
of the Internal Revenue Service (IRS) publishes
financial statistics obtained from tax and
information returns that have been filed with the
federal government. Recently published reports
reflect data gleaned from 2014 individual
federal income tax returns. These reports offer
a snapshot of how the U.S. population breaks
down as taxpayers.

The big picture

Sources for data: IRS
Statistics of Income
Bulletins, Spring 2017 and
Summer 2017, Washington,
D.C., irs.gov/statistics
What is adjusted gross
income (AGI)?
Adjusted gross income, or AGI,
is basically total income less
adjustments for certain items,
such as deductible
contributions made to an IRA,
alimony paid, and qualified
student loan interest paid.

For tax year 2014, U.S. taxpayers filed roughly
139.6 million individual income tax returns.1
Total adjusted gross income reported on these
tax returns was $9.71 trillion, resulting in a total
income tax of $1.37 trillion. That works out to
an overall average tax rate of 14.16% for all
returns filed — the highest total average rate in
the 10-year period represented by the statistical
report.
If your 2014 AGI was $38,173 or more, you
were in the top 50% of all federal income tax
filers based on AGI. This group accounted for
88.7% of all AGI reported and paid 97.3% of
total federal income tax for the year.

The 1,396 income tax returns that showed
$56,981,718 or more in AGI make up the top
0.001% (that's the top one-thousandth of 1%) of
2014 filers. These filers together reported over
$207 billion in AGI and paid over 3.6% of taxes.

Not all high-income returns showed tax
Of the 6.2 million income tax returns filed for
2014 with an AGI of $200,000 or more, 10,905
showed no U.S. income tax liability (the number
drops to 3,927 if you eliminate returns filed by
individuals who were responsible for income
taxes to foreign governments and had no U.S.
income tax because of a credit for such taxes
paid).
Why did these high-income returns show no
U.S. tax liability? The IRS report noted that
these returns show no tax for a variety of
reasons, including tax credits and deductions,
most notably miscellaneous deductions and
deductions for charitable contributions, medical
and dental expenses, and investment interest
expenses. A significant secondary factor was
the deduction for taxes paid.

Average tax rates

A look at the top

Dividing total tax paid by total AGI yields the
How much AGI did it take to make the top 10% following average federal income tax rates for
of all individual filers? Probably not as much as the 2014 tax year:
you might think. If your AGI was $133,445 or
AGI
Average Tax
greater, you would have been one of the almost Top Filers
(by
Threshold
Rate
14 million filers making up the top 10%. This
Percentile)
group reported about $4.58 trillion in AGI (more
than 47% of all AGI reported) and accounted
0.001%
$56,981,718
24.01%
for about 70.9% of total individual income tax
0.01%
$11,407,987
25.92%
for the year.
0.1%
$2,136,762
27.67%
To make the top 5%, you would have needed
$188,996 or more in AGI. You would have been 1%
$465,626
27.16%
among approximately 7 million filers who
5%
$188,996
23.61%
reported almost $3.5 trillion in total AGI and
accounted for about 60% of total income taxes
10%
$133,445
21.25%
paid.
20%
$90,606
18.64%
It's also worth noting that the top 3% of all 2014
30%
$66,868
17.19%
individual income tax returns based on AGI
accounted for 52.9% of total income tax paid for 40%
$50,083
16.24%
the year.
50%
$38,173
15.52%

The very, very top

For the 2014 tax year, 1.4 million returns had
an AGI of $465,626 or more. These taxpayers
make up the top 1% of filers, reporting almost
$2 trillion in total AGI and responsible for just
under a 40% share of the total tax haul.

1

Excludes returns filed by dependents; based on
final estimates for tax year 2014 reported in Spring
2017 Statistics of Income Bulletin
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Managing Debt While Saving for Retirement
It's a catch-22: You feel that you should focus
on paying down debt, but you also want to save
for retirement. It may be comforting to know
you're not alone.

Employee Benefit
Research Institute, 2017
Retirement Confidence
Survey
1

2

Employee Benefit
Research Institute, 2016
Retirement Confidence
Survey
3 Distributions from pre-tax
accounts will be taxed at
ordinary income tax rates.
Early distributions from
pre-tax accounts and
nonqualified distributions of
earnings from Roth
accounts will be subject to
ordinary income taxes and a
10% penalty tax, unless an
exception applies. Employer
contributions will always be
placed in a pre-tax account,
regardless of whether they
match pre-tax or Roth
employee contributions.

According to an Employee Benefit Research
Institute survey, 18% of today's workers
describe their debt level as a major problem,
while 41% say it's a minor problem. And
workers who say that debt is a problem are also
more likely to feel stressed about their
retirement savings prospects.1 Perhaps it's no
surprise, then, that the largest proportion (21%)
of those who have taken a loan from their
employer-sponsored retirement plans have
done so to pay off debt.2 Borrowing from your
plan can have negative consequences on your
retirement preparedness down the road. Loan
limits and other restrictions generally apply as
well.
The key in managing both debt repayment and
retirement savings is to understand a few basic
financial concepts that will help you develop a
strategy to tackle both.

Compare potential rate of return with
interest rate on debt
Probably the most common way to decide
whether to pay off debt or to make investments
is to consider whether you could earn a higher
rate of return (after accounting for taxes) on
your investments than the interest rate you pay
on the debt. For example, say you have a credit
card with a $10,000 balance that carries an
interest rate of 18%. By paying off that balance,
you're effectively getting an 18% return on your
money. That means your investments would
generally need to earn a consistent, after-tax
return greater than 18% to make saving for
retirement preferable to paying off that debt.
That's a tall order for even the most savvy
professional investors.

Let's say your company matches 50% of your
contributions up to 6% of your salary. This
means you're essentially earning a 50% return
on that portion of your retirement account
contributions. That's why it may make sense to
save at least enough to get any employer
match before focusing on debt.
And don't forget the potential tax benefits of
retirement plan contributions. If you contribute
pre-tax dollars to your plan account, you're
immediately deferring anywhere from 10% to
39.6% in taxes, depending on your federal tax
rate. If you're making after-tax Roth
contributions, you're creating a source of
tax-free retirement income.3

Consider the types of debt
Your decision can also be influenced by the
type of debt you have. For example, if you
itemize deductions on your federal tax return,
the interest you pay on a mortgage is generally
deductible — so even if you could pay off your
mortgage, you may not want to. Let's say you're
paying 6% on your mortgage and 18% on your
credit card debt, and your employer matches
50% of your retirement account contributions.
You might consider directing some of your
available resources to paying off the credit card
debt and some toward your retirement account
in order to get the full company match, while
continuing to pay the mortgage to receive the
tax deduction for the interest.

Other considerations

There's another good reason to explore ways to
address both debt repayment and retirement
savings at once. Time is your best ally when
saving for retirement. If you say to yourself, "I'll
wait to start saving until my debts are
completely paid off," you run the risk that you'll
never get to that point, because your good
intentions about paying off your debt may falter.
And bear in mind that all investing involves risk; Postponing saving also reduces the number of
investment returns are anything but
years you have left to save for retirement.
guaranteed. In general, the higher the rate of
It might also be easier to address both goals if
return, the greater the risk. If you make
you can cut your interest payments by
investments rather than pay off debt and your
refinancing debt. For example, you might be
investments incur losses, you may still have
able to consolidate multiple credit card
debts to pay, but you won't have had the benefit payments by rolling them over to a new credit
of any gains. By contrast, the return that comes card or a debt consolidation loan that has a
from eliminating high-interest-rate debt is a sure lower interest rate.
thing.
Bear in mind that even if you decide to focus on
Are you eligible for an employer match? retirement savings, you should make sure that
you're able to make at least the minimum
If you have the opportunity to save for
retirement via an employer-sponsored plan that monthly payments on your debt. Failure to do
so can result in penalties and increased interest
matches a portion of your contributions, the
debt-versus-savings decision can become even rates, which would defeat the overall purpose of
your debt repayment/retirement savings
more complicated.
strategy.
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IMPORTANT DISCLOSURES
The information presented here is
not specific to any individual's
personal circumstances.
To the extent that this material
concerns tax matters, it is not
intended or written to be used, and
cannot be used, by a taxpayer for
the purpose of avoiding penalties
that may be imposed by law. Each
taxpayer should seek independent
advice from a tax professional
based on his or her individual
circumstances.
These materials are provided for
general information and
educational purposes based upon
publicly available information from
sources believed to be reliable—we
cannot assure the accuracy or
completeness of these materials.
The information in these materials
may change at any time and
without notice.

How much money should a family borrow for college?
There is no magic formula to
determine how much you or
your child should borrow to
pay for college. But there is
such a thing as borrowing too
much. How much is too much? Well, one
guideline for students is to borrow no more than
their expected first-year starting salary after
college, which, in turn, depends on a student's
particular major and job prospects.
But this guideline is simply that — a guideline.
Just as many homeowners got burned by
taking out larger mortgages than they could
afford (even though lenders may have told
them they were qualified for that amount),
students can get burned by borrowing amounts
that may have seemed reasonable at first
glance but now, in reality, are not.
Keep in mind that student loans will need to be
paid back over a term of 10 years or longer. A
lot can happen during that time. What if a
student's assumptions about future earnings
don't pan out? Will student loans still be
manageable when other expenses like rent,
utilities, and/or car payments come into play?
What if a borrower steps out of the workforce
for an extended period to care for children and

isn't earning an income? There are many
variables, and every student's situation is
different. Of course, a loan deferment is
available in certain situations, but postponing
payments only kicks the can down the road.
To build in room for the unexpected, a smarter
strategy may be for undergraduate students to
borrow no more than the federal student loan
limit, which is currently $27,000 for four years of
college. Over a 10-year term with a 4.45%
interest rate (the current 2017/2018 rate on
federal student loans), this equals a $279
monthly payment. Borrow more by adding in
co-signed private loans, and the monthly
payment will jump: $40,000 in loans (at the
same interest rate) equals a monthly payment
of $414, while $60,000 in loans will result in a
$620 monthly payment. Before borrowing,
students should know exactly what their
monthly payment will be.
As for families, there is no one-size-fits-all rule
on how much to borrow. Many factors come
into play including, but not limited to, the
number of children in the family, total
household income and assets, and current and
projected retirement savings.

How can families trim college costs?
Trimming college costs up
front can help families avoid
excessive college borrowing
and the burdensome student
loan payments that come with
it. Here are some ideas.

3. Research colleges that offer generous
merit aid. All colleges are not created equal in
terms of how much institutional aid they offer.
Spend time researching colleges that offer
generous merit aid to students whose academic
profile your child matches.

1. Pick a college with a lower net price. You
can use a college's net price calculator
(available on every college's website) to
estimate what your net price (out-of-pocket
cost) will be at individual colleges. A net price
calculator does this by estimating how much
grant aid a student is likely to receive based on
a family's financial and personal information.
Colleges differ on their aid generosity, so after
entering identical information in different
calculators, you may find that College A's net
price is $35,000 per year while College B's net
price is $22,000. By establishing an ideal net
price range, your child can target schools that
hit your affordable zone.

4. Graduate early. Earn college credit in high
school by taking AP/IB classes and then
graduate a semester or two early. Or look at
colleges that specifically offer three-year
accelerated degree programs.

2. Investigate in-state universities. Research
in-state options and encourage your child to
apply to at least one in-state school. In-state
schools generally offer the lowest sticker price
(though not necessarily the lowest net price)
and may offer scholarships to state residents.

5. Seek out free room and board. There are
two ways to do this: The first is to live at home
(though transportation costs might eat into your
savings), and the second way is to become a
resident assistant (RA) on campus, a job that
typically offers free room and board.
6. Work during college. Working during
college and contributing modest amounts to
tuition along the way — say $1,500 to $3,000 a
year — can help students avoid another $6,000
to $12,000 in loans.
7. Combine traditional and online courses.
Does the college offer online classes? If so, you
may be able to earn some credits at a lower
cost over the summer or during breaks.

Page 4 of 4
Prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2017

