UPA

WERMER, ROGERS, DORAN & RUZON
755 ESSINGTON RD,, STE 100,
JOLIET, IL 60435-2845

Uhentbulletm

Business & Tax PLanNING IDEAS for OUR CLIENTS and FRIENDS

Nearing Retirement?
Rethink Your ‘Muni’ Strategy

The allocation of nvestments in one's portfo-
lio changes over time. When we are voung, for
example, we can most afford to “risk big o
win big,” and we may not need ko worry about
tomorrow as much as in owr later years.

If wou are turning the road towands retine
ment and are eaming a handsome noone—as
many do at this point in their careers—you
may want to rethink your strategy concerming
your Investment In municipal boods (or
“munis”h. As you prohably know, the bnterest
generated from munidpal bonds is mx-free on
the federal level Munks are sometimes also
cxcmpt from state taces, for example, if you
purchase them from your state of domdcile or

| froam municipalities within your state.

Although thedr tax-exempt status normeally

makes munds attractive, they may become less |
50 a5 you age—the savings from being exempt |
| from federal taxation s most valeshle when
you are in a high tax beacket (that is, whibe you |

are working). However, the interest you eam

on munis may be subject to the alternative |
minimum tax (AMT). You may also owe capi- |
tal gains tax If you sell your munds at a profit,

Social Security and mund income may not

mix well

Workers approaching retirement age rmust

consider another Issue: Contrary to popular

belief, some portion of many peoples Socil

Security benefits s subject to income tax, and
contiraued on page 2

Naaring Retiamin” Rathink Y
Wuni’ Sarabegy
M
Mo Tor Tas Yioer 7006
Aitomatic Extansioss

] P13
HNE Par Deem Traved Rangs
- - - F-E -
6 Standsed Mibsage Aates Set
Rz

Hmmkniih';i'hhuh;; .

Early IRA Dissributions
P‘l‘._!-wl
Tax Cabendar
rd

Did You Know?
Howseholda in the United

Sumtes have 8 negaiive L%
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|ovwrest in thee imdusarinlized
weorld, sccording to the
Drganization of Economic
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| Development.
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. New for Tax Year 2006:
- Automatic Extensions

i The IRS recently announced somsething new

and—for some—exciting: Taxpayess can

| mow request an automatic sbe-searth -l
+ Ing extension for most common individual
! and business returmns.

Mew regulations provide streamlined and

simplified procedures aimed at saving tax-
| payers between $73 million and $94 million

annually by climinating or consolidating
several existing IRS forms. Starting January
1, 2006, maost individuals and businesses will
be able to request a full sbemonth fAllng
extension, without giving a reason or even a
sigmature

Two-step process reduced to one
The new procedures will replace the existing |
two-step process under which noncorporate
taxpayers could only et a six-month exten-
skon by first requesting an automatic extens
shon for part of the period, then applving for
a discretionary extension for the remainder,

v As abways, a flilng extension does not extend
i the tax-payment deadline,

Beginning with tax wear MHI5 refurns,

i Individuals will be able to use a single IRS
i Form 4868 to get an automatic six-month
i extension of time to file, This will replace the
eXISting two-step process under which an

automathc extension was only allowed for
four months, generally umtil Auguest 15, If
more time was needed, & taxpayer hasd fo

corlinued wn poge 1
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covfiesed from page 1 — Nearing Retive
ment! Rethink Your Muni' Stralegy

the attractivensss of holding munis may |
decline when vou consider how deeply
yvour Soclal Securlty beneflts may be |

taxed. Although not widely disoussed,

tally exposed to tacation since 1984,
YWhether your Soclal Securty |s taxed
depends on your “proviskonal income,”

tax-exempt  interest

(lientBulletin

 Social Security benefits are taxed when
! your provisional income excesds these
limlts: Up to 509 of yvour bernefits are |
taxed untl your income calculation
exceeds 534000 for a single filer or |
\ 344000 on a joint retun, at which
Sodal Security benefits have been par-

point up to 85% of your Socal Secerity

i benefits can be taxed. As your provisian-
i al Income Increases, the portion of your
i Soctal Security benefits that are exposed
which s directly alfected by whether |
you hold municipal bonds. Provistonal
income 15 caloulated wsing (1) your |
adjusted gross income, (2) 50% of vour
vearly Soclal Securtty benefits, and (3) |
lncome  from

b0 taxation also rises.

Because many retirees fall into a
lower tax bracket once they are no
longer working, full-time or otherwise,
holding munks becommes even less valu.
abde to thelr overall Investment strate-

municipal bonds andfor municipal @+ __

bond funds. Thus, your tax-exempt |
income s added to your taxable Income |
when determining whether your Socal |

Security benefits willl be taxed.

You can recetve up to $25,000 of tax- |
free Social Security benefits for a single |

taxpayer, or up to 332,000 for joint
metums, A cerfain percenfage of vour

Thmﬂmuuﬁmﬁh

travel in any high-cost locality and
$141 for travel in any other locai-

gies, If vou find yourself in a lower tax |

bracket, you may want to alter your
strategy to include nvestments in Trea-
sury or corporate bonds—the latber of
which often provides you with higher
yielib—the fommeer is considensd a safe
investiment.

You should also carefully evaluate
how much your munis can offer afber
you take the potential for additional
taxes into account, partioularly i you
are looking forwand to retidng soon and
collecting Social Security,  having
miards mesults in your Social Security
benefits getting taxed, you definitely
need] to rethink your overall srategy,

' mwmmm
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- pute the deductible costs of operating an sutomobile (Including vans, .
- or pane] trucks) that they own or lease for business purposes. Different o
-mmmmhmmdmmtrdﬁ

hie, medical, or moving expenses.

l' 1

MMnummm:mhmmlMImhm
and are as follows
. thwmuhmﬁnmmhm1

mileage rate is 44.5 cents per mile, up from 40.5 cents for the first eight

months of 2005,

* The standard mileage rate for use of your car for medical s
mmmmmumhﬂnmﬂm% =

* For an automobile used to provide free services to a chartable organtes-
‘tion, other thar activities related to Hurricane Katrina relief, the standard
mileage rate remains 14 cents per mile, as established by statute.

* The standard mileage rate to use when computing deductible moving
expenses is 18 cents per mile, up from 15 cents for the majority of months
in 2005,

= For 2006, these Eatrina-related charitable rates will be 32 cents per mile
for deduction purposes and 44.5 cents per mile for retmbursement pur-
poses.

The standard mileage mte is provided by the IRS as a convenlence to fax-
payers. You still have the option to calculate your actual costs instead of
using the standard mileage rate. However, special rules apply when chang-
ing between the two methods. Although the standard mileage rate includes
most expenses associated with an automobibe, wou can stll also deduct park-
Ing foes, tolls, interest payments on the car, and any property taxes associat-
ed with your automobile.
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comfiried froen puge [— New for Tax Vear
A Automaiic Extensions

| Business taxpayers
 Extemsion procedures will also be
streamlined for business taxpavers,
explain why, using a second extension
fequest form (Form 2688). About &%
of individual taxpayers request the ini- |
tial four-month extension, and abowt
one-third of those go on to request an | regulations will also make this option
additional two-month extension, until | available to most noncorporate busk-
October 15. Form 2688 is scheduled to | ness taxpayers, including partnerships
be eliminated. i and trusts.

rations coubd request an automatic six-

How to Avoid the 10°% Penalty On Early IRA Distributions

An early distribution from your indi- | [RA itself is subject to the rules relating
vidual retirement account {IRA}— | to the QDRO). If the QDRO does not
defined as a distribution before vou
reach 5%%% years of age—must be |
reported on Part | of Form 5329 and is
generally subject 1o a 109 excise
penalty uriless it qualifies for one of the
codified exceptions delineated in the
Internal Revenue Code. Fortunately,
there are quite a few exceptions.

from the [EA are not exempt from the
penalty.

Distribmtion to Unernpdoved Frdiviidi-
als for Health Insrance Preprinms: IF a
medical distiibution was made to a
quealifiedd unemploved individuwal and
dises ot excessd certain premium Hm-

The exceptions | tion is excepted from the penalty, The
Substantially Equel Periodlc Payenents: i individual qualifies if he Y]
Distributions that are “part of a series | she received state or federal
of substantially equal periodic pay- ' unemployment for 12
mients” made owver the lifetime of the | consecutive wesks. In
[BEA hobder or the joint lives of the | the case of the self
| holder and a designated beneficlary are ~ employed individual,
exempt from the 1086 penalty. These | vou are desmed unem-
payvments must occur at least annually, | ployed i you would
and the exception lasts only so long as + have gualified to receive Sy
the individual does not alter the | federal or state unemploymment if
method of distribution. If, for exam- |
ple, someome takes out payments for
five years and then changes the
method, the penalty ts retroactive to
the first year a distribution was taken
{assuming the taxpayer is less than age
9%, The goal of this exception s to
avoid the potential for ump sum dis-
Separaiion from Service: Distributions |
micke after sepamtion from service to
| an employe: whi s ot Jeast age 55 are
| exempt.
| Limitesd QDRO Exception: Distribu-

event of reemployment, the penalty
will apply 1o any distributions made
after vou have been working for at
beast &0 days,

Another exception to the 108 penalty
is for the qualified first-time hBome
buyer. In this situation, a frst-time
home barper, as defined in the [RC, is
¢ one who “had no present ownership
| Interest in & principal residence during
¢ the Z-year period ending on the date”
the new principal residence is
acquired. This exception may be used
for up to 310,000 during a taxpayer’s
lifetime and applies to distributions for

tioms made subject to a guallfied
domestic relations omder (QDROY are
| exempt from the excise penalty omly If
| the ODRO specifically lists the TRA (the

| ¥

Accordingly, from January 1, all eli-

¢ gible business taxpayers will use Form
| 7004 o request an automatic six-

thus eliminating three existing forms. |
Under existing procedures, only corpo-

month extenston of time to file. In the
past, eligible noncorporate business

i taxpayers had to request an initial

month tax-flling extension. The new

incorporate the [RA, then distibutions

its, then wnder the law, that distriba-
i Ypleasant” exeepton, distributions

you were not self-emploved. In the ;

three-month extension and then, if
mie time was needed, request anoth-
er three months.

! settlement charges for a principal resi-
¢ dence for the taxpayer, his or her
¢+ spoase, child, grandchild, or ancestor.

Higher Education: The 10% penalty
is watved if the distribution |5 used to
pay for “qualified higher eduecation
expenses” for the taxpaver, his or her
spouse, child, or grandchild. Cualified
expenses include tuition at a post-sec-
ondary educational Institution, books,
fees, supplies, and equipment. It is mot

incusive of lving expenses,
Dieath of the Tazpayer: Although not

muacle to a beneficiany or to the
employes’s estate upon the death

af the emploves are exempt from
the 10 penalty,

Disability: A taxpaver whi
furnishes medically concdusive
proof that he or she is disabded
= within the meaning of the law
M may receive TRA distributions

before the age of 59 4 without incur-
ring the 104 penakbty. To qualify as
being disabled, an individual must be
unabde to engage in "any substantial

© gainful ectivity™ as a result of a physi-
+ il or mental impalrment that is either

Qualifled First-Time Home Buper: |

termiinal or of an indefinite long-term

| duration,

Tax Court

o A recent Tax Court opindon llustrates

acquisition costs, closing costs, and |

the importance of falling neatly within
one Of the exceptions listed above,
The taxpayer in this case argued
that her declining health (bilateral ten-
domitis, carpal funnel syndrome, and
depression) forced her to switch from

conttreed an page 4
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i conkinued and indefinite duratio

;oo toopesult in death o to be of long-

nrl

full-time to part-time work, and that | the IRC, focused on the fact that a | The taxpayer in this case was not
this change in droumstances constitut- © taxpayer must be “unable to engage | found to be disabled within this def-
el a disability that fits within the defi- | in any substantial gainful activity by | inition, thus she failed to benefit
nition of the disability exception. reason of any medically deter- | from the disability exception to the

Tax Calendar

FEBRUARY 2006
"
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Februsry 15

Emplowers. For Socal Security, Medicare, withheld incoms tax, and nonpayroll withholding, depesit tha tax for payments in Janaary if the
enoithly rube applies. Begin withholdng income la from the pay of any employes wha claimed exemption from withbolding in 2005, but did
not ghi you & new Form W4 o continue the exemption for 2006,

Individusls. If you claimed exsmption fram income tax withholding kst year on tha Form WS you gave your employer, you mist fils 8 new
Form W-4 to conginue your exempion for snother year

February 28
All businesses. File infarmation returns (Form 1089 for cenain payments you made during 2005, If you fila Forms 1099 electronicaly {not by
magnetic medial, your due date for Aling them with the RS is March 31

Employars. File Form W-3, along with Capy A of all the Forme W-2 you issued for 2005, If you file Forms W-2 electronicaly (not by magnat-
ic medial, your due date for fling them with the Social Security Administration (S54] will be sxtended o March 31,

MARCH 2006
March 10
Employees who waork for tips. Emmﬂ#-‘ﬂﬂwmhﬁmhﬂﬁnmwﬁﬂmmmmmrﬁum_hmm
March 15

Corporations. Fila 8 2004 calendar year incoms tax retumn (Form 1120 or 1120-A) and pay any tax dun. B you want an automatic six-month
mﬂﬂmtﬂuhmﬁ_ﬁm?ﬂﬁ@ﬂﬁuwm'ﬂm oA,

8 corporations. Fila & 005 calendar year incoma tax retum (Form 11205] &nd pay any tax due. Provide sach shareholder with a cogy of
Schedule K-1 [Form 112051, Shareholders Share of Income, Deductions, Credits, ete, or a substituie Schedule K-1. If you want an avtomat-
i Six-manth axtension of fima to file tha netum, fle Fom 7004 Bnd deposit what yau estimsls yo owe.

§ cosporation election. Fle Form 3553, Election by 8 Small Business Corporstion, fo choase to be trested a5 an 5 corporagion boginning
ﬁthuhlﬁr]uarm If Foamn 2553 iy filead late, 5 trestment will begin with calandar year 2007,

Elncting large partnerships. Provide each pariner with & copy of Schedule K-1 {Form 1065-8), Partner's Sharoe of Income [Loss) Fram
an Blacting Large Parnership, or & substitute Schedule K-1. This dus dete i effective for the lirst March 15 folawing the close af
the parimarahip’s tax year. The dus date of March 15 appliss even if the parnarship requests an extension of tme to file the Farm
1065-B by filing Form 7004,

March 31

Blectronic filing of Fomes 1098, 1098, and W-20G. File Fomes 1098, 1059, or 'W-20G with the RS, This duws date spplios ony if you file electron:
ically inot by magnetic media). (thensiss, sea Fabruany 28 The dus data for giving the reciplent these lormms was January 35, For irforma-
tion about fikng Forma 1058, 1S, or W-2G slecronically, see Publicaton 1238, Specfications lor Filing Forms 1098, 1099, 5498, and W-IG
Bectronicaly or Magnstically.

The Court did not agree. Its opin- | minable physical condition or men- | 10% penalty for her early [RA with-
icar, L|ur|-'r|r:|_i: 1'I.I'I|5LIﬂgL‘ straight i'T-Jm tal impairment which can be expect- + drawal.

In accordance 'l-'-llh IBS Circwlar 230, this newsletter 15 mot 10 be considered a "convered qplnmn' o other written
tax advice and should not be relied upon for TRS audit, tax dispute, or any other purpose,

The CFA Clierd Aulletin s prequiced montihly by the staff of 1he ABCTA Sor the cliemts of (&8 memben and other pacttioners. The Bulletis does not have any
afficisl authorty and the nformation therein should not be scted upon withoot professonal advice, Copyeight © 2006, Amencan Tretibete of Certified Pub-
lic deoumients, Inc, Hsborsde Financial Cenden, 201 PMlam Thres, Jemey Oy, M, 00311-3881, Printed 1o the USA. Alhes Acelf, Ediice




