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Busingss & TAx PLANNING IDEAS for QUR CLIENTS and FRIENDS

The Roth Designated 401(k)
Account . . . What's That?

Ohver the past few years, you've no doubt |

read dozens of articles that compare Roth
IRAS t0 traditional 1RAS, ||i5h|igl11ir|.3 the
fact that [RAs are funded by pre-tax dol-
lars—and Roths by after-tax, that the
funds in a Roth are withdrawn free from
tax at retirement, and about the many
aspects associated with converting o traddi-
tional IRA to a Roth.

But the oy couwrant comparison s
between Koth 1EAs, first !I."_l_{iﬂi'ﬂE‘{] for i
1997, and their newly minted relation, the

Roth Deslgnated 401(k). Starting Jamoeary 1, |

200k, you will be permitted to designate all

or & portion of your contributions to yvour |

401k} as “Roth contributions” mide on an
afier-tax basls. Employers are authorized
under the Economic Growth and Tax Belief
Reconciliation Act of 20001 (EGTERA) to
offer this option to thelr employees,
althowgh It 1s not required.

The differences between traditional
and Roth 400(K) contributions are similar
to the differences between traditional and
Roth IRAs. Traditional [RAs and 401(k)
contributions are made with prre-tiax ilix] -
lars and distributions are taxable; Roth

IRAs and 400(k) contributions are made |

with after-tax dollars, but distributions are
not taxed

Note; The new rales also apply to
403(b) plans of nonprofits and education-
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al institutions, At the time this edition of |
CPA Cltend Bulletin #oes to |_'|-ri:|'||. thée rules |
dio not apply to0 457 plans or to most gov-
crnment plans.

If you are an employer, you should |
prepare for the fact that vour employees |
will want to take advantage of this new
retirement savings option. Both employ-
ees and employers are encouraged to call
our office to discuss how to implement

oand take advantage of these accounts.

' The basics

i Starting in 2006, 401(k} plan sponsors
 may add a “qualified Roth contribution
| program,” allowing cmployees to desig- |
+ nate all or a portlon of thelr 2006 401 (k)
¢ pontribution as a Both contribution. Roth

contributions will be included in the

tributed, but the earnings would be per-
mitted to grow tax-free.

Like Roth 1RAs withdrawals, distrib-
tons from Both 400(k) accounts are gen-
erally tax-free if: (1) the withdrawal |
occurs after the age of 594, death, or dis- |
ability: and (2] the contributlons have
heen o the aceouit for at least Hve VEAFS,

{ Unlike Roth IRA%, Roth 401(k) accounts
i are subject to the same reguired mini-
' mum disteibution rules after age 70Y: as
 traditional 400ikis and traditional 1RA

CPAS |

FoCoLnes.

comtinued oo page 2 |
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Complex requirements for employers
The proposed rules for Roth 401k}
coniributions are intricate, and our
office is ready to help both
emplovers and employees
navigate them. For exam-
ple: -
# Roth contributions and 1
earnings on those contri-
butions must be main-

plan, Inclusive of a Roth 401(k)
account, 15 ad|wsted far inflation each
VEar For tax vear 2K, thie amount is
setoat §15.000, This
amount ks increased
by $5,006) L vou are
m AgE 50 or older at
year end.
Designated Roth
contributions

tained in separate would be taken
accounts that may into acoount
only be [unded by under the ADP

elective employee con-

test in a simmilar

tributicns; therefore,
employer-matching
and nonelective contri-
butions may not be included in
Roth accounts,

* Emploves designations of a con- |

tribution as a Roth contributlon
musl be “irrevocable” when that
election is made, and cannot be
altered.
= Hoth  conteibutions must  be
included in the employvees gross
income in the year contributed,
= Roth 400(k) accounts can only be
rolled owver to another plan main-
talning designated Roth contribu-
tlon accounts or to 8 Roth TRA.
H.l.'|-|.1i|'|,t{ & Roth contfibution
option to your 400(k) plan will lead
to a number of new accounting and
recordkeeping requirements, such
as creating and maintaining sepa-

rate accounts for each employee |
until all amounts in the employvee |

Roth account are distributed. Roth
contributions are also subject to

the mondiscrimination testing
rules,

Contribution limits
The annual contribwtion rate that an
employee may contribute to a 4010k)

' vou can offer wellness pro-

wity that pre-tax
into  account, A

Employers Also Benefit
From Employee Wellness
Programs

Summertime , . . beaches, bathing
suits, and other reasons to want to
“shape up your bottom line,* so to
speak. How better ta do that than
doing so0 with tax-favored bene-
fits?

If vou are an employer looking
to help vour employees get or
stay healthy, there are ways

grams that will benefit
vour business as well as
your employess,

Ask business owners
of any size company about
their costs and—time and
time again—you'll hear com-
plaints about constantly rising
health insurance expenditures, One
way to contain these costs is to
reduce the number of claims that

ol

plan could allow a highly-compensated
emplovee to designate whether a oor-
rectivie distribmation of excoess comtribu-
ticns would be made fromm pee-ta elec-
tive contributions or from deskgnated
Foth coniributions. A distribution of
excess contributions would not be
includible in gross income to the
extent the distributlon represents a dis-
tribution of designated Both contribae-
tions; however, income allocable o
such a cormective distribution would be

incledihle.

[f you have any questions

¢ regarding the proposed Roth 401(k)
! plan regulations or are consldering
i the addition of a Roth 401(k) plan
deferrals are taken | feature to your company's existing

i ik} plan, please call.

vour employees file. Many compa-

o mies are tuming to wellness pro-

Erams as & way (o encourage
healthy lifestyles, reduce the likeli-
hood of workplace injuries, boost
morale and productivity, and lower
their overall health care costs,
Wellness programs include any
program that promotes health or dis-

Coease  prevention, Examples nchude

M

smioking Ces-
siation classes,
subsidized mym
memberships,
lunchtime diet
and  exencise
ETOUpS, SiTess
MAnAgement
seminars,
health screen-
ings, and on-
site gyms, As an
employer, you have
thee flexibikity to tai-

camtimued on poge ¥
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covitiruresd frown page 2 — Employvers
Alzo Benefit From 'F.mplupee Wellmess

Programs

lor the programs to the needs of your
own employess.

Follow the IRS rules
to reap the benelits
While offering wellness programs
brings you the benefits lsted
above, you must carefully follow
IES rules (1) to deduct the costs of
your program; and (2) to emable
vour emplovees to exclude these
fringe benefits from their taxable
income. And, if vour group health
plan is “qualified” under the
Internal Revenue Code, you can
offer premium  discounts  or
rebates to employees who use the
wellness program,

Any wellnes program that ties
a reward to the program must meet
several [R5 requirements to avold
discrimination hased on a health
factor
1. The total reward given to any
individual may not exceed a speci-
fied percentage of the cost of
emplovee-only coverage under the
plan {ranging from 10 to 20 per-
Cent);
Z. The program must be reasonably
designed to promote good health or
prevent disease (and give eligible
individuals the ﬂppr:lrtunil}' (T4]
qualify for the reward at least once
per year);
3. The reward must be avallable to
all similarly situated emplovees;
and
4. The plan must offer—detailed
and in writing—a “reasonable
alternative standard" that will
allow individuals who cannot
satisfy the general standard
because it is medically Inadvis-
able or unreasonably difficult
due to a medical condition.

Call our office to discuss how to
select and establish the best wellness
programs for vour business,

2005 Per-Diem Travel Rates

Many companies prefer to use the IRS-approved per-diem rates to sub-
stantiate deductions rather than keeping track of endbess receipts. The
IRS has announced the rules and rates applicable for expenses incurmed
on or after January 1, 2005,

For 2005, the per-diem rate is 5204 for tavel to any high-cost
locality and 3129 for travel to any other locality within the continen-
tal United States (referred to as CONUSL The 2005 meal and inciden-
tal expense (M&IE]} rates under the optional high-low method are $46
for high-cost localities and $36 in all other CONUS localities,

I[85 Publication 1542 also describes changes bo the List of high-cost
localities and revisés the description of Incidental expenses relating to
transportation berween places of lodging or business and places where
meals are taken. There are also over 20 new destinations added to the
listing of locations—contact our office for more Information.

These new rales apply to (1) per-diem allowances paid to an
employee for lodging, meal, and incidental expenses or with respect to
MEIEs paid or incurred for travel away from home; and (2) comput-
ing the amount allowable as a deduction for M&IEs or for Incldental

expenses paid of incurred by an employes or self-emploved individual
for travel away from home.

Attention Employers:
New Notice Requirement

As of March 10, 2005, emplovers must notify employees who might
leave or be called for military service of thelr rghts—Including re-
employment rights, health insurance protection, and rights to be free
from discrimination and retalistion—under the Uniformed Services
Employment and Reemployment Rights Act (USERRA). This new
refpdiremment s mandated by the Veterans Benefits Improvement Act
(VBLA), enacted by Congress in December 2004, and covers all employ-
ers, even those with just one employee,

You can meet the new notice requirement by posting a new LUSER-
REA poster “in a prominent place where employees castomarily check
for such information.” You may also distribute the notice to your
employees in person, or by mail or e-mail.,

You can download a copy of the poster from the Department of
Labor Web site at www.dolgov/vets/programs/userra/ poster. pdf or call
1-B66-4-USA-DOL  (1-B66-487-2365) to request printed coples.
Additional Information on USERRA can be found on the DOL Web site
at httpsfiwwwdol govivets. A copy of the statute, fact sheets, and a
nontechnical guide to USERRA is available for download at
www.dol.gov/vets/programs,/userra.
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Add a Lexus to the List

The Internal Revenue Service has cer- |

tified the model year 2006 Lexus BX
400h as being eligible for the clean-
burning fuel deduction. Taxpavers

vehicles mew during calendar vear
2005 may claim @ tax deduction of
up o 52000 on Form 1040,

Relief Act of 2004, which was signed
into law in October of Z00d, the
clean-burning fuel deduction is limit-
ed toup to $2,000 for certified vehi-
cles first put into service in 2005 and
550D fur vehicles placed in service in

JULY 2005

o 2006, Act quickly: No deduction will

be allowed after 20606,
Federal law allows individuals 1o

i claim a deduction for the Incremental
| ot of buying & motor sehicle that is
+ propelled by a clean-burning fuel, This
who purchase one of these hybrid

one-time deduction must be taken in

| the vear the vehicle is crginally used.
i The taxpayer must be the original |

Coowwner, Individuals do ot have to
Under The Working Familles Tax |

itemize deductions on thelr tax retum
to claim this deductlon. This benefit
can e taken as an adjustment to
irvcoanne 001 Form TG

.!L'Il-:‘:IIJl this deduction. The [IJJ!U'I:\LTLH

Tax Calendar
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o ocles,
Please refer to the IRS Web site at |
www IRS.gov for more information

viehicles also qualify for the clean-

fuel vehicle deduction, but be ure 1o

call owr offlice about which model
vears Qualify:
*  Ford Escape Hybrid

Terpota Prius
Homda Tnsight
Homda Civic H!r'eriﬂ
Honda Accord Hybrid

blany stabtes also hawve tax and
other Incentives avallable to peaple
purchasing advanced technology
vehickes, such as hivibrid electric vehi-
In additlon, other incentives
may be avallable at the local level—
ma kiﬂ,-g it more a-:‘]u.m:agmuﬁ B0 pasr-
chase these types of vehicles.

Employees who work for tips. I you received 520 or more in tpe during June, repoet them to your employes. You can use Form 8070

July 15

Employers. For Social Security, Medicare, withhald income tas, ﬂmﬂﬂmtﬂﬁuhw in June if tha

manthily rule spplies.

Partnerships. Filo & 2004 calendar yeas ratiam [Farm V06S), This due date applies onky @ you wen gwen an autamatic throe-mosih axten-
sion. Provida each partnar with a cogry of Schedule K-1 or o substinste K-1. i you need an sdditional three-month extension, file Form 8300,

Hecting large parmerships. Fie & 2004 calendar year return (Form 1065}, This due dete eaplies only  you were given an automatic thres-
month extensan, i you need &n sdditional thres-manth extension, file Form BS00 f

Employers. For Social Socurity, Medicare, and withhekd income tax, fle Form 841 for the second quarter of 2005, Deposit any undepasind

August 1
t, | your tox is less than
on time, you have urtl August 10 1o

For federal unamplymeant tax, dopas the tax owad through Juby if more than £6500.
If you maintzin an employes beneft plan with a calendar year end, Bie Form 5500 or S500ET for calendar year 2004

Aurgusi 10

hpummﬁnﬂlm!ﬁrﬁhﬂmmdﬂﬁu depasitad the tax for the quarter in full and
FEdurm.

Employses who work for ips. I you received S50 or more in Gpe dusing Juby, report them (o your smpiayar. You can wsa Form 4070,

Employors. For Social Security, Medicars, and withheld income tax, file Farm 341 for the second quarter of 2005 only if you deposited the
tax; for the quarier in full end an tme. Othenwisa, Form 941 was due an August 1.

August 15

Employers. For Social Security, Medscare, withheld income tax, and nonpayroll withholding, daposit the tax for payments in July if the
manshly rule applas.

Individwals M you have an sutametic 4-manth extension to file your income tax retum for 2004, file Foem 1040, 10404, or VMEZ and pay any
tay, intarast, and penalties due. I you need an sdditicnal bao-month eatension, file Famm 2688
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