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FINANCIAL STRATEGIES

‘-, Tha new law may save you a lot of money over the next I0 years,
gf but the revisions are complicated and require some plasning.

What's new
RETIREMENT

M [ncreases the amount you

may contribute ta a variety of
retirement accounts. -
fl thni:; :“r:wwt;catchﬂp' A Tax relief...
eature Payers aver 3
3¢ 501w enre and mote headaches ~ ! -
employer-sponsored ceounts The Tax Relief Reconcillation Act of 2001 ¢, !
like 401045 and SIMPLE plans, could just as easily be calied the "Financla) 4 o
W Gives low-Incoime workers Advisars Fuli Emplayment Act.” So much is i ‘
a credit worth up t0 50 ehanging that even financlal experts are struggling ft ‘
percent of the amount to take It allin, and to refhink accented strategles L
they save annually bn to take advantage of the many features that phase T .
IRAS and 401003, Alert: in of phase out ever Uie next decade, 2 ®
This eredlt Is avallabie b
only 2002-2004. X! B The bill, which phases In ovar 10 years and then ¥ -
: dies, contains 85 major provisions and 441 Internal ¥4
W Starting ln 2003, i Revenue Code changes. &1
companies may G

provide accounts
that atlow tax-free
withdrawals, similar
ta Roth [RAs.

EDUCATION

M Tax-free withdrawals
from Cakfornla
Schalarshare and other
“Section 5297 college-

{axed at the student's tax bracket.

M Creates a tax decuction for tultion

and other qualitying college expenses, Alart:
Cannot ba clalmad in tame year as Hope or
Lifetime Learning credit for tha same.student.

M Starting kn 2002, you can save $2,000 In
Education "IRAs” withdrawals are no longer taxed,
and savings can be used for grades K-12, in both
public and private schools. Income Jimits also were
ralsed to allow more people to qualify.

W Allows considerably larger deductions for interest
paid on student loans, as of 2002. No longar caps
the deduction at $2,500, allows deductions on
Intarest paid after 50 months, and raises the
incoma kmits to allow more people to quallfy.

W Alkrws peivate colleges and universities to
sponsor prepaid tuition plans i 2004,

B Allows Hope and Lifetime Leaming Credlts to be
clalmed fn same year that you tap an Education
“IRA” in 2002,

ESTATE TAXES |

W Repeals the estate tax in 2010, Alert: The extate
tax will be restored In 2011 unless Lawmakers
wxtend the repeal.

B Untll the astate tax s repealed, the bill rapidly
intcreases the estate-tax exemptions so fewer estates
will face tax, gradually trims the estate- and gift-tax
rates to 45 percent by 2007, and eliminates the
surfax on estates worth more than $10 million

I When the estale tax [s repeated In 2010, Inherited
assels that are later sobd will face capital-gains tax
based on the falr market valve at the time of original
purchase — not at the time of death. Estates will be
qranted exemptions of $L3 miflion to $4.3 millon.

IR The gifi-tax examption rises to $1 milllon in 2002

W Starting In 2010, the gift tax will be modified ta
restrict people from gliving away highly appreclated
assets 10 avoid capital-gains tax, Estates will have a
lifatime exemption of SL mifllion. (This will not atfect
annwial gitts of $10,000 or less) :

B Gradually trims the amount of the federal tax
passed along to California and other states that
don't have separate estate and Inhoritance
taxes, starting In 2002 Alert: Callfornia
could enact lts own tazes to

te for lost tax r A,

exparis 8y,

M Modifles the generatlon-skip-
ping transfer rules to ensure
wealth bs passed along with
greater benefits, Eliminates

tle tax b 20000

MURE DETAILS, PAGE &E

W The tax cut equals $1.35 tritlion.
M It's the largast tax cut in 20 years .
W £875 billion of tha cuts ectur In the last § years,

How much
will you save?
How much taxpayers In these scenarios

wwld save under the new tax leglstation,
factoring in all available Lax credits:

Adjusted Taxyr Taxyr
gross Income 2001 2006

315000 $300  $300
Single, no chitdran

S15000 5345 5445
Single, ona child

530000 $300 5300
Singls, no eblkiren

'MM $0000 40 $1393
Married, ona spouse warking, twe chitdren

.
350,000 5378 3765
Single, no children

1‘*" $50000 5800 - SLUS

Marrisd, both spousas working, twe childon

* $100,000
Slugie, no ehdtdran

$628 52285

5
w?ﬂ $100.000 5978 S2796
Married, both spousas working. two childran

$150,000
Single, m chlldran

3880 $3822

wéﬁ $150000 51028 53919
Married, one spousa working, twa children

Seuree: LCH

>

CHANGES MAY PROVIDE MORE FUNDS
FOR EDUCATION, RETIREMENT, HEIRS

Mercusy Neww

The $1.35 trillion tax bill waiting for President -

.. »,\ Bush's signature this week will make it easier for Sili-
S

con Valley taxpayers to attain three of their most
daunting financial goals. It offers ways to help you
. put your kids threugh school, stash away encugh
e for a comfortoble retirement and pass along
whatever's left when you die.

. Some of the tax cuts in this 10-year bill wilt
;  come to you automatically, starting with the $300
¥ to $600 rebate check that should land in your
Y. mailbox in September. But to make the most of
k this tax cut you'll need planning, patience and

' clawrvoyuanee. '
HE Oh, one more thing will come in handy: deep
%+ pockets to help you save the maximum in edu-

.  cationand retirement plans.
“You can put so much money away, the
question is, how do you come up with the
money to put away?” said Kathy Burlison, a
tax expert for H&R Block in Kansas City, Mo.
“Now people have even more choices, How do
you decide what to do? You can quickly be-
come paralyzed by indecision for fear of
making the wrong moves.”

But don't let complexity obscure the fact

that this tax bill gives you new tools to save
for retirement, invest for college and pass

See TAXES, Puge 6E

-




When some new tax cuts would be effective

Planning for college, retirement and the family inheritance are some of the conce i i i
ning 1 , ' ras addressed in the tax bill President Bush i
to sign this week. (For a look at what's new, see Business Page One). Here's when the changes in those areas would go intlésef:‘iszpecm

2002, 2003 2004, 2005 ;20( 20085 2009 §
: trwia's '. . '(l.

EDUCATION W .

Callege tuition deduction
for single taxpayers with
adjusted gross income of
fess than 565,000

For single taxpayers with
adjusted gross income of
less than $80,000

qu marrled taxpayers
with adjusted gross Income
of less than $130,000

For married taxpayers
with adjusted gross income
of less than $160,000 .

_RETIREMENT

Maximum contributions
to Individual Retirement
Accounts

Limit will
inflation —

Maximum cantributions
o 401(k)s and 403(h)s

Maximum contributions
to SIMPLE plans

" $14,000

$10,000

Taxpayers at least 50

years old can save more
than the regular limits In
401(k) and 403(b) plans.

Taxpayers at least 50

" $18,000

years old can save more $12,000
in SIMPLE plans.
ESTATE TAXES Fmonly known as the Education
“IRA." Like 529 plans, with-
The estate-tax i drawals wili be {ree of taxes.

exemption changes . The amount you tan save each

Estate- and gift-tax
rates are cut*

49%

Cag U oame et
*In 2019. the gift tax rate will be 2 mixi L

rcen't.'q,e I:Ldfng on your taxbmke

gy

el (7

TAXES | Bill raises limits for retirement accounts

along:your estate. Here's an

overview:

Saving for retirement

Nearly half of the new {ax
provisions are designed to

make it easier for you to ;}uir- '
ort-

rel away money for a co

able retirement. The bill grad-
ually raises the limits on how
much you can stash in a vari-
ety of retirement accounts —
from IRAs and Roth IRAs to
employer-sponsored  plans

such as 40)(k)s and 403(b)s. It
lets savings procrastinators
catch up by permitting larger
contributions during their
Feak earning years. And it of-
ers compelling incentives to
spur low-income workers to
save. .

Most important, the new
law will allow many thxpayers
to save twice what they can to-

day. At various points over the .

next decade, ericans will
be allowed to write off contri-
butions of $5,000 in an IRA
and $15,000 in a 401(k), defer-

ring the taxes to when the
money is withdrawn. Workers
and owners of small business-
es with SIMPLE plans will ba
gble to save $10,000. And

alre

“Americans who are at least 50

years old eventually will be
able to boost their savings in
SIMPLEs and 40i(k)s to as
much as $12,5600 and $20,000
a year, respectively. ~

‘The biggest winners clear!
will be Americans who can aK
ford to save to the max. If
you're on a tighter budget and
saving as much as you
can, these new limits will be
unattainable and you'll save
nothing extra.

Still, low-income workers al-

“what-if" just like wealthier
twﬁq:syers. For instance, the
definition of earned income
will. change so that pretax
mopey deducted from pay-
clrecks for 401(k)s and flexible-
spending accounts will no lon-
ger .be counted. That means
infTeasing how much Fou save
i_rrSmse plans might help you
gueiify for a farger enrned-in-
come credit. .
“Whittling your income down
o way also could help you
walify for a new tax credit
t is linked to how much you
fuve in these retirement plans.
Dxome smartly, it's possible to

jmerease your savings without

trinuming your take-home pay.

There is at least one strate-
@ that might merit re-evalu-
gting, however. Because in-
come tax brackets will edge
down gradually over the next
decade, experts say it might be
wise to postpone convertin
traditional IRAs into Reth
IRAs. That way, the income
triggered by the conversion
will be taxed at a lower rate.

*Financial planners and in-
dividuals have to rethink their
strategy” said Bob Trinz, edi-
tor of tax publisher RIAs

'so will benefit from playing -

"We know what year people
should be dying: That's 2010. You
don't want to die the year before

otthe year after.”

== MICHAEL §. ALLMON, CPA S

“Fedeial Taxes Weekly Alert..
%4 changes the playing field.”

Saving for education
{inagine combining the tax
deferral of an IRA with the
tax-free withdrawals of a Roth
IRA. That's cffectively what

ongress created when it re-
tccablé:;e the rules for so-call
528 college savings plans and
Education "IRAs." i

"The 520 plans — Caiifor-
ma's is called Golden State
Seholarshare — were compel-

"ling even without this tax ill.

Parents and grandparents
may invest —more than
£100,000. ‘Lhe money can pay
for tuition and expenses at vir-
tually any school in the nation.
The investments are profes-
sionally managed by well-
known companies, such as Fi-
delity, Varz%%rd and TIAA-

But the tax Dill
will provide the
clincher:  tax-free
withdrawals.

“That is enor-
mous,” said Burli-

ot
Added Debra Jor-
ensen, a cettifled
%nancial lanner
with Merrill Lynch
in San Francisco: "It's the best
vehicle for saving for a kid's

education.”

Likewise, Congress drow up
a new and improved Educa-
tion Savings Account, com-

ar will rise from $500 to
%2,000. But here's what's like-
ly to appeal to many parents:

e money can be used to pay
for K-12 expenses — not just
college — and it doesn't mat-
ter if your kid is in public or
private school,

Of course, tapping these ac-
counts for K12 expenses like a
computer will deflate the tax-
deferred compounding — and
compounding will work best
for parents who start saving
as soon as the child is born —
but these accounts no longer
can be easily dismissed.

But Congress didn't stop
here, It also will allow parents
to deduct — at least from 2002
through 2005 — some of their
college tuition bills, It will al-
low many Americans strapped
with college loans to deduct
more interest, And it wil
make it easier to take more
than one tax break for a single
student in a ﬁiven year. Start-
ing in 2006 the college tuition
break groes away.

Passing down estate

The most controversial
component of the tax cut is the
repeal of the “death tax,” But
don't think for a moment that
taxes on inhctitances will dis-
appear or that estate-tax at-
torneys will hang up "Going
Out of Business” signs. If any-
thing, they are bracing for a
deluge of business.

The biggest reason: uncet-



tainty.

On the face of it, taxpayers
now hold a road maf showing
how the tax law will work for
the next 10 years. In essence,
the first nine years we'll oper-
ate under a less costly version
of the current estate tax. In
2010, the cstate tax will die.
But in 201, the repeal itself

will die — and the current es-

tate tax will rise from the

"“We know what year people
should be dying: T Ea!s J2[‘11%"’.
saiq Nﬂc'l-l_)l%am:ae . Allmon =
| T T e

a e ; TY0U GOn

2 the year pejore or the

AT alLer.
UT course, repeal is in the

law — but laws could change
by 2010, The changes must
weather five Congresses, per-~
haps three presidents and the

Under the new rules, you
might want to keep assets
in the estate rather than
handing them down early.

threat of recession and budget
deficits. Politically, it's not like-
ly lawmakers would let the re-
Eeal die after just one year —

ut some experts doubt repeal
will oceur in the first place,

In the meantime, experts
say it's time for wealthier tax-
payers to revisit their estate
plans. Because the exemf)tions
are rising, many will no longer
need complex estate-planning
strategies. But others must set
up plans to account for death
in pre- and post-repeal times,

or instance, experts are
warning to hold off making
gifts that exceed a lifetime to-
tal of $1 million. (This dees not
affect annual gifts less than
$10,000.) Under the current.

rules, yowgive away highly ap-
preciated property so that it
will be taxed at your beneficia-
1y's tax bracket, rather than
lose 56 percent to estate taxes,

But under the new rules,
you might want to keep those
assets in the estate — where
they might be protected from
tax by the increased exemp-
tion — rather than handing
theni down early and exposing
them to income tax.

“The uncertainty we're talk-
ing about is not going to be re-
solved in the next few days,

weeks or even years."_AuEwg
sald. “Un ainty is hard to
cre's Dot 2 .

Contact Mark Schwanhausser
at mschwanhausser@
s/mercury.com or (408,
D20-5543. .

“For people who already are in AMT, the tax
cut is really smoke and mirrors.
They will likely get no benefit.”

- Ellie Kehmeler
Tax director, Delpitte & Touche in San Jose

More middle-class taxpayers will owe AMT

The AMT will snare dramatically more taxpayers because lowering the
regular tax ltability increases your risk that you'll owe the AMT
instead. And taxpayers wha already owe AMT will enjoy virtually no
tax cut. In 2010, an estimated 36 million taxpayers will owe AMT.
Once the tax cut expires in 2011, AMT will snare only 21 million.

_ 36 mlllion
a6 Gin millions} . . . in 2010 Y

35
0. . .
20...
0. .
5

2001 2002 2003 2004 2005 2006 2007 2008 2009 2016 2011
What's new

B Ratchets up the AMT exemption by $2,000 for single taxpayers,
$4,000 for joint filers. This increase is eliminated in 2005,

W Because tax credits can throw taxpayers into the AMT, lawinakers
previously had carved out a handful of temporary exceptions. This
bill makes Lhose exceptions pernianent far the child tax credit, the
refundable child credit and the adaption credit.

Source: Joint Conunitlee on Taxation



